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Income Stability Stream Portfolio
The Income Stability Stream portfolio is designed to generate regular
cash flows by investing in assets such as bonds, treasuries, real
estate, and dividend-paying stocks, often using ETFs and mutual
funds that focus on these types of assets. While this portfolio may not
provide as much growth potential as a portfolio focused on capital
appreciation, it can provide a steady stream of income, making it
useful for retirees or investors seeking a reliable source of cash flow,
with income generated by this type of portfolio fluctuating depending
on the underlying assets performance and interest rate changes. 

The main decision behind where to invest within the portfolio comes
from analyzing 3 components. First we look at whether interest rates
are rising, falling, or staying within a range. We include different
parts of the bond market in order to stay well diversified and the
weighting is determined by interest rates. Next we look at yield-to-
duration scores. Third we look at including dividends and real estate.

Each part will be explained, the goal is to try and protect the value of
your investment as much as possible, capital preservation, while still
providing the highest income possible. Balancing the two can be
tricky, but our main goal is to stick the right balance and that is how
we arrived at the name Income Stability Stream. 

Let's take a closer look to see how we do it.



Decision Drivers

 
Coordinating Risk & Return

Rates can have a large impact on
bond prices and are a primary
factor in our analysts
determining where in the bond
space we focus on to best
balance the risk of losing
principal with providing the
highest income possible. 

Navigating Opportunities

Duration is a measure that
expresses a bond's price
sensitivity to changes in interest
rates. It helps investors
understand how much the
bond's price should change as
interest rates move.

Additional Sources

Provided the right environment,
dividends from profitable
companies and income from real
estate investment trusts
(REITS) can add value and
diversification to income
streams.

Rates Yields | Duration Dividends | REIT



As we mentioned above, we first look at interest rates when constructing our
income stream. This is because a primary source of income comes from bonds and

their relationship to interest rates is important. When interest rates rise, new
bonds issued will pay a higher interest rate than existing bonds. As a result, the

market value of existing bonds may decrease, because investors would prefer to buy
new bonds with higher interest rates. Conversely, when interest rates fall, the

market value of existing bonds may increase, as their fixed interest rates become
more attractive compared to new bonds with lower interest rates.

 
We then attempt to determine if interest rates are rising, falling, or staying roughly
the same. We can never be certain the direction and so we also want diversification
of bond types because they carry other risks besides just interest rates. Credit risk,
inflation risk, reinvestment risk, liquidity risk, call risk, or even political risk and

currency risk. We balance all of these and weight different categories based on
rates, and these other risks.  The categories are core holding, extended core, and

extended sectors. 
 

No one category will hold more than 60% regardless of the rate environment. 
 

Navigating The Income Universe



Yields
Duration

What Is It
Yield to duration is a measure of the sensitivity of a bond's price to changes in interest
rates. In simple terms, it tells us how much the price of a bond is likely to change if
interest rates go up or down.
A bond's yield to duration is calculated by dividing its yield by its duration. The duration
is a measure of the average time that it takes for the bond's cash flows to be received,
taking into account the present value of each cash flow. The higher the duration, the
more sensitive the bond's price is to changes in interest rates.
In general, longer-term bonds have a higher duration and are therefore more sensitive to
changes in interest rates than shorter-term bonds. This means that if interest rates rise,
the price of a long-term bond is likely to fall more than the price of a short-term bond.

How To Use It
If you are looking for stability and low risk, you might prefer a bond with a low yield to
duration. This means that the bond's price is less sensitive to changes in interest rates,
which can provide a more predictable and stable investment.
On the other hand, if you are looking for higher returns and are willing to take on more
risk, you might prefer a bond with a high yield to duration. This type of bond is more
sensitive to changes in interest rates, which can result in larger price swings. However, it
also has the potential for higher returns if interest rates fall.
In general, investors in the middle of their investment time horizon might prefer a
moderate yield to duration, balancing both stability and the potential for higher returns.

Rate Environment
Rising interest rate environment: In a rising interest rate environment, bond prices tend
to fall, and longer-term bonds are more vulnerable to price declines than shorter-term
bonds. To balance yield to duration in this scenario, you might consider investing in
short-term bonds with lower durations and yields, or bonds with floating rates that adjust
to changes in interest rates.
Falling interest rate environment: In a falling interest rate environment, bond prices tend
to rise, and longer-term bonds benefit more from price appreciation than shorter-term
bonds. To balance yield to duration in this scenario, you might consider investing in
longer-term bonds with higher durations and yields.
Range-bound interest rate environment: In a range-bound interest rate environment,
interest rates are stable and bond prices are less likely to experience significant swings. To
balance yield to duration in this scenario, you might consider investing in bonds with
moderate durations and yields, which can provide a combination of stability and potential
for moderate returns.



Dividends and REITs

Dividends are payments made by a company to its shareholders out of its profits or reserves.
Essentially, when a company makes a profit, it can choose to reinvest that profit back into the
business, or it can distribute a portion of it to its shareholders in the form of dividends. They
provide a regular stream of income that can supplement other sources of income. It's important to
note that dividend payments are not guaranteed. The second risk is that the company's stock price
may decline, which can offset any gains from dividend income. We include them if we are
confident that the stock market environment and the companies can provide enough stability to
be reliable.

Income Diversification

REITs (Real Estate Investment Trusts)
provide income in the form of dividends paid
to shareholders. The income generated by a
REIT typically comes from rental income
earned on properties that the REIT owns and
manages, as well as from capital gains on the
sale of properties. REITs come with potential
risks that investors should consider before
investing, including market risk, interest rate
risk, property risk, management risk,
liquidity risk, and regulatory risk. Including
a REIT for income may make sense for
investors who are seeking a steady stream of
passive income and who have a long-term
investment horizon. A low-interest rate
environment can make REITs attractive, as
they often offer higher dividend yields than
other types of stocks.
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The material presented is provided for informational purposes only. Asset allocation and diversification do not assure a profit or prevent market
loss. There is no assurance that any investment process will consistently lead to successful results. The information shown does not constitute
investment advice, does not consider the investment objectives, risk tolerance or financial circumstances of any specific investor. None of the
information in this document should be considered as tax advice. You should consult your tax professional for information concerning your

individual situation. There are risks associated with investing in the stock markets, including: 1) Systematic risk - also known as market risk, this
is the potential for the entire market to decline; 2) Unsystematic risk - the risk that any one stock may go down in value, independent of the stock

market as a whole. This also incorporates business risk and event risk; and 3) Opportunity risk and liquidity risk. Bonds have interest rate risk
and credit risk. As interest rates rise, existing bond prices fall and can cause the value of an investment to decline. Changes in interest rates

generally have a greater effect on bonds with longer maturities than on those with shorter maturities. Funds that hold bonds are subject to declines
and increases in value due to general changes in interest rates. Credit risk refers to the possibility that the issuer of the bond will not be able to

make principal and/or interest payments. Alternative investment is an investment that is not one of the three traditional asset types (stocks, bonds
and cash). Most alternative investment assets are held by institutional investors or accredited, high-net-worth individuals because of their

complex nature, limited regulations and relative lack of liquidity. Alternative investments include but are not limited to hedge funds, managed
futures, real estate, commodities and derivatives contracts. There are risks associated with mutual fund and ETF investing, including the risk of

loss of principal.  The strategies described are offered as part of a non-discretionary advisory service. You and your advisor must discuss and agree
to any portfolio changes. An annual investment advisory fee will be assessed based on the value of assets in your account(s). Additional

information regarding Capital Analysts investment advisory fees can be found in the firm's Form ADV 2A, which is available upon request.
Carefully consider the investment objectives, charges, expenses, share classes and risks of the underlying funds before you invest or send money.
Advisory Services offered through Capital Analysts or Lincoln Investment, Registered Investment Advisers. Securities offered through Lincoln
Investment, Broker/Dealer, Member FINRA/SIPC www.lincolninvestment.com. Carlson Financial Group, Valued Capital Advisors, and the

above firms are independent and non-affiliated. 03/2023
 


