
OpƟon Overlay Porƞolio  YTD 2016^  2015  2014  2013  2012 

Put Income - Overlay from the sale of puts -2.27 -9.17 0.56 5.92 7.94 

Index Spread - Overlay of index credit spreads 2.21 -3.80    

Iron Condor Income - Overlay of equity credit spreads -8.56 0.11 -1.91*   

Index             

S&P 500 3.84% 2.70% 13.69% 32.39% 16.0% 

^January through June. Please see important notes on back. *Denotes partial year, with note reference. Results are net of fees and brokerage commissions. Compo-
site results are the aggregate total net gains divided by the total collateral across the entire portfolio of accounts.  The above results reflect only realized gains on the 
aggregate composite of all overlay accounts and do not include gains or losses from the underlying collateral in the accounts.  Past performance is not indicative or a 
guarantee of future results. 

The opƟon overlay products are intended to be addiƟve in return to other investments held in an account. Selling puts in Put Income gen‐
erally adds cash, slowly‐but‐surely, to an account, however realized gains come in a very erraƟc fashion. Completed transacƟon‐trails on a 
security can last many months. Index Spread is more of a one‐and‐done periodic trade. Some months, no acƟon; some months a trade or 
two. By the Ɵme the trade is over (normally a week or two) you know the outcome. It is more of an instant graƟficaƟon strategy. Iron Con‐
dor is a group of credit spread trades of short‐to‐medium‐duraƟon. The strategy usually works well in a sideways market, but performs 
poorly in volaƟle, choppy markets. 

Put Income 
The first four months of 2016 were difficult for 
put income. Mainly because of energy posiƟon 
rollouts, gains were elusive. In May, the recover‐
ing stock market allowed us to take gains of $2.1 
million across all accounts, or 44 basis points, 
which is right in the sweet spot of our target. The 
two main problem children for the month were Ensco (which only a few clients hold) and American Airlines, while the biggest gainers were 
Coach (some of you thought we would never see the day) and Qualcomm. In June, large gains and large losses mostly offset each other 
which leŌ us with a miniscule gain, but essenƟally a flat month, 0% in realized gains.  The big gains booked were Freeport‐McMoran for 
$1.2 million and Baker Hughes for $1.0 million. However, those were offset when Mosiac was exercised and Gilead Pharma was rolled out, 
causing losses of $2.1 and $1.5 million respecƟvely.  

The recent strong stock market has helped all Put Income accounts significantly because many of the recently strong sectors are the ones 
we have the most exposure to. But so far in 2016, Put Income has been a tale of two client groups: 

Longer‐term clients (more than one year) ‐ Our long‐term clients sƟll have high embedded exposure to some in‐the‐money puts on mostly 
commodity type of stocks, such as Alcoa, Ensco, Freeport‐McMoran, Mosiac, and WhiƟng Petroleum. In the last 30 days (as of 7/25) this 
group has realized very large capital gains, booked from puts that were rolled earlier for losses. As a group, these clients now have posiƟve 
realized gains for the year, however their cash flow has slowed to between 1 and 2%. The slower new cash‐flow is due to the fact that this 
client group has high “noƟonal exposure” already, so we haven’t added as many new names to their accounts this year. The longer‐term 
clients have been put shares several Ɵmes this year from posiƟons on stocks like Ensco, HP, Micron Tech, and Gilead. This group’s “short 
opƟons value” on their TD Ameritrade account screen has improved significantly to about ‐24% of their account values, which is down from 
the ‐40% level 4 months ago.  

Shorter‐term clients ‐ Clients that started within the last 12 months don’t have the above‐menƟoned legacy posiƟons, so we have been 
able to add posiƟons year in a variety of stocks. Newer clients have very few in‐the‐money posiƟons. This group has added cash‐flow in the 
4%+ annualized range, right on target. The new clients have higher cash‐flow, have not been put a single stock in 2016, but have lower real‐
ized gains.  This group’s “short opƟons value” on their TD Ameritrade’s account screen is peanuts, like 2 to 3% of their account value.  

As the longer‐term clients are worked out of their in‐the‐money legacy posiƟons (such as the large gains taken in the last 30 days), their 
accounts will start to look more like the shorter‐term clients, higher cash‐flow paired with lower short opƟon liability. 

All clients ‐ One significant change in the last 9 months for all clients is the quality of the stocks on the list we use to sell puts on. The new 
tool we use focuses 100% on the downside risk a stock has vs. the upside potenƟal that most research focuses on. It has been a very good 
change with tangible results.  

Index Spread 
May and June were very good for this strategy 
with gains booked of 1.67% net of fees. The strat‐
egy has been quiet for 26 days now, waiƟng for a 
good trade entry point. Usually it is best to be 
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ConƟnued on back 

*IncepƟon date of 2/1/2014 

Selling put options on equities to generate cash-flow is an income strategy based on equity 
prices. A short put, below the strike price, carries the same risk as a long stock position. Histori-

cally, the cash-flow from Put Income has been positive from year-to-year. However, realized 
gains and losses are very inconsistent. Generally speaking, in flat to rising equity markets, gains 
are realized . In falling markets, losses are realized. Just like any other equity based investment, 

this is a long-term strategy and may not produce capital gains over the short-term. 

Credit spreads are the simultaneous sale of an out-of-the-money option, paired with a purchase 
(for insurance purposes) of farther out-of-the-money option. They are entered into for a finite 
period of time. Spreads are entered only if the probability of success (as calculated by think-

pipes) is over 95%. A maximum of 20% of an account is at risk on any given trade, and this is 
more of a trading strategy than a long-term premium collection strategy. 



paƟent and wait in the weeds for a good opportunity, rather than puƫng a trade on at a poorer Ɵme. Clients in the Index Spread strat‐
egy receive emails on every trade so we won’t delve into the recent trade details, but overall (year‐to‐date) the strategy is baƫng 1000 
and working well.   

Iron Condor 
In the first six months of 2016, Iron Condor had a terrible January, a 
weak April, an OK February and March, and fantasƟc May and June. 
May showed gains of +5.73% and June was +2.86%. The almost 9% of 
gains in the last two months helped fill the big‐ole‐hole dug by the mar‐
ket whipsaw in January. As of this wriƟng, July looks like it may be a small loss, but a lot can change in a week so we’ll wait and see. 
Currently there are eleven condor structures on six different securiƟes. As we menƟon oŌen on the monthly calls, a condor posiƟon 
has maximum profitability in a flaƫsh market. The reason July has been tough is because in the last 30 days the Nasdaq 100 is up 11%, 
the S&P 500 and the Dow Jones Industrials are up 8%, and the small‐cap ETF (IWM) has gained 6%.  

One thing we all know is that markets don’t go straight up for long, so perhaps the oŌen‐seen August doldrums will allow for late sum‐
mer gains.  

We believe opƟon overlays that profit from the inevitable Ɵme‐value degradaƟon in opƟon premium are solid long‐term strategies to 
add cash‐flow and capital gains to an account. Unfortunately, because equity prices are temperamental, the road is not always smooth. 
PaƟence is key, which interesƟngly is the same aƩribute necessary for success in any investment strategy. 
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Composites include all (but not less than five) fully discretionary, accounts, including those accounts no longer with the firm of reasonable size that are substantially invested in accordance 
with the composite strategy or style. Returns are presented net of management fees and all trading expenses, and the reinvestment of all income. Net-of-fee performance was calculated 
using actual management fees. Actual advisory fees and transaction fees will vary depending on, among other things, the portfolio, account size, and activity. Fees are described in SBIA’s 
ADV Part 2A. There is no appropriate benchmark because the overlay strategies are designed to be absolute return, and accretive to other underlying strategies. The best benchmark is zero, 
although, since options are derivatives of large-cap equities, we include the S&P 500. The S&P 500 Index is a market capitalization‐weighted index comprised of the 500 stocks with the 
largest market capitalizations trading in the United States. This is not a managed portfolio and does not reflect the deduction of fees or expenses; returns include dividends. 

Indexes are unmanaged and unavailable for direct investment. Benchmark returns include reinvestment of income, but do not reflect taxes, or other fees that would reduce performance. 
Performance information of benchmark indexes is included for comparison purposes only. Securities may be mentioned in a portfolio description, and if so a list of a transactions/
recommendations for the trailing 12 months is available upon request. Any portfolio returns mentioned are composite returns, and are net of fees and commissions. There is the chance that 
market conditions or portfolio performance may deteriorate in the future, and clients may experience real capital losses in their managed accounts. Portfolios are compared to the 
performance of various indices although the portfolio, which contains much fewer positions, may not reflect the securities making up these indices. None of the indices may be an appropriate 
comparison index as our managed accounts may own companies not represented in the benchmarks. All clients of SBIA who desire to participate in option transactions receive the option 
disclosure document, titled Characteristics and Risks of Standardized Options, which outlines the purposes and risks of option transactions. Despite their many benefits, options are not 
suitable for all investors. Individuals should not enter into option transactions until they have read and understood the risk disclosure document which can be obtained from their broker, any 
of the options exchanges, or OCC. SBIA provides this Newsletter for general informational and educational purposes, and where appropriate, to assist in explaining the portfolios and 
composites. It is not investment advice for any person. Information is obtained from sources SBIA believes are reliable, however, SBIA does not audit, verify, or guarantee the accuracy or 
completeness of any material contained therein. The statements and opinions reflect the judgment of the firm, and along with the information from third-party sources and calculations, are 
made on the date hereof and are subject to change without notice. SBIA does not assume liability for any loss that may result from reliance by any person upon any material in this 
Newsletter. Clients or prospective clients are directed to SBIA’s Form ADV Part 2A and to one or SBIA's representatives for individualized information prior to deciding to participate in any 
portfolio or making any investment decision. SBIA does not provide tax advice. Clients are strongly urged to consult their tax advisors regarding any potential investment. Past performance 
does not guarantee future results, there is always a possibility of loss. 

317‐705‐5700 
sheaĪrock.com 

Iron Condors are the simultaneous sale of a put and a call credit 
spread on the same security. A put “wing” and a call “wing”. A 

trade is successful if the security closes in between the short put 
and the call strike prices. Returns are highly volatile.  


