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PORTFOLIO STRATEGIES 
GROWTH

Bulls of the Dow
IntelliBuilD® Growth
Twenty Under Thirty-Five

GROWTH & INCOME

Covered Call Income
Dividend Growth & Income
Real Estate Income & Growth

FIXED INCOME

Preferred Income

OPTION OVERLAY

Index Income Overlay

PORTFOLIO DATA 
INDEX INCOME OVERLAY

Inception Date: 6/1/2016

Number of Trades:  2 per month 
for 3 months  
(6 total) 

Portfolio Minimum: $250,000

MANAGER BY TENURE

David Gilreath 6/1/2016

Strategy Overview
DESCRIPTION
The Sheaff Brock Investment Advisors Index Income Overlay strategy is designed to 
seek additional income that is incremental to the underlying investment.  
The strategy has the potential to offer a defined risk and return composition to 
an investor’s existing portfolio. The key concept of the strategy is to construct an 
option portfolio that is positioned to take advantage of the difference that typically 
exists between the implied volatility and actual volatility in the market place. 

The Overlay strategy is not a trading strategy; it is intended to be a long-term,  
time-decay, premium-capture strategy of employing a non-leveraged put credit 
spread position on the S&P 500. The investment objective of the Index Income 
Overlay strategy is twofold—generate positive monthly cash flow from option 
premium payments on S&P 500 ETFs/indices while simultaneously hedging 
significant downside risk by employing a defensive position. The strategy follows 
a disciplined methodology of selling “writing” puts on an S&P 500 ETF or index 
(intended to create the monthly cash flow) and buying a protective put on the 
overall positon that is intended to hedge large drawdowns of the S&P 500.

INVESTMENT METHODOLOGY & PORTFOLIO CONSTRUCT 
The Index Income Overlay strategy seeks positive cash flow from creating a position 
of a non-leveraged credit spread on the S&P 500. A non-leveraged credit spread 
involves the selling of put options with the purchase of a put option with the same 
expiration. The strategy seeks to create current income from the sale of the put 
option (receiving the premium) and offset the risk by buying a put option and 
protect the investor from severe pull backs in the market. The Index Income Overlay 
is a low-turnover strategy with a target of one spread per month. Its goal is to allow 
put options to expire in order to maximize return. 

•  Sheaff Brock sells “writes” an out-of-the-money put option targeting three 
different expiration dates—30 day, 60 day, and 90 day expiration. 

•  The strategy seeks to target the short put option position at 3% out-of-the-money.

•  The long put position has a targeted strike that is 15% below the short option 
strike price.

•  One spread is written for each of the three months.

–  If the front month expires out-of-the-money, a gain is created and a new spread 
is written three months into the future, with a strike price 3% lower than the 
current market.

–  If the front month expires in-the-money, the short put is rolled out (ideally 
at a lower price) in the future for a credit, and a new long (protective) put is 
purchased at a target of 15% below the rolled strike.

•  Underlying collateral assets can include, but are not limited to bonds, mutual 
funds, concentrated stock positions, managed accounts, and other marginable 
securities.

Performance  as of December 31, 2019Index Income Overlay
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Index Income Overlay
This Sheaff Brock Investment Advisors Index Income Overlay strategy is designed to seek additional income on top of a current 
investment. This strategy is for investors who are comfortable with taking additional stock market risk (S&P 500) with an 
opportunity for added cash flow, net of fees. This is intended to be a long-term, time-premium capture strategy, and is not a 
trading strategy. Cash flow and realized gains, if any, may be significantly different from each other month-to-month  
and year-to-year. Clients who are bearish on equities, or who do not have the patience to wait through a correction until the  
S&P 500 recovers to a level above the short strike price, should not participate as realized losses can be substantial.

RISK AND REWARD  
Academic studies over the years have shown 

that selling put options can be an effective 
way for some investors to add cash flow (and 
eventual capital gains) to an account. 

Potential for yield, however, does carry 
additional risk. The Index Income overlay 
strategy adds, at any given time, an additional 
15%* of stock market risk to your account. 
The risk is a sharp stock market correction to 
the downside, forcing the put credit spread 
position to drop to a negative unrealized 
value. The position may be bought back (for 
a loss) and rolled out in the future to create a 
new spread. Any short equity option carries 
an assignment risk, meaning they may be 
assigned at any time prior to or on expiration 
resulting in an obligation to purchase the 
underlying security.  Options on indices are 
similar to options on equities, except that 
upon exercise index options require cash 
payments, do not involve the actual purchase 
or sale of securities and cannot be assigned 
prior to expiration.  Typically, the investor will 
not experience an “out of pocket” cash flow 
loss from the roll out or assignment. Once the 
underlying stock market recovers in price, the 
new spread would expire and create a taxable 
gain. If the investor remains with the strategy 
throughout the downdraft and potential 
commensurate recovery, gains would normally 
be realized. If the investor exits the strategy 
during the downdraft, losses would be realized. 

Finally, if the stock market collapsed and NEVER 
recovered, the investor could eventually suffer 
the loss of the maximum market risk of the 
strategy (about 15%).*

The long-term success of the strategy is predicated 
on the S&P 500 eventually returning to within 
at least 3% of the level it was at the time the last 
spread was sold. The Index Income Overlay strategy 
may be appropriate for investors if, the investor 
has a long term investment horizon, an investment 
objective of income and comfortable with income 
generated from equity option premiums, an 
advanced level of investment experience and 
understanding of the derivative market, overall 
bullish long term outlook for domestic equities, 
and demonstrated patience with portfolio 
performance during times of market volatility.

ANNUAL PERFORMANCE RETURNS
(as of 12/31/2019)

Year Cash Flow Yield Total Return S&P 500

Gross Net Gross Net

2016* 4.10% 3.35% 3.23% 2.49% 8.11%

2017 3.77% 2.48% 3.75% 2.46% 21.83%

2018 2.95% 1.67% (2.38%) (3.59%) (4.38%)

2019 6.00% 4.69% 10.34% 8.99% 31.49%

PERFORMANCE
(as of 12/31/2019)

Period Cash Flow Yield Total Return S&P 500

Gross Net Gross Net

2019 YTD 6.00% 4.69% 10.34% 8.99% 31.49%

1 Year 6.00% 4.69% 10.34% 8.99% 31.49%

3 Year 4.23% 2.94% 3.77% 2.49% 15.27%

Inception*& 4.70% 3.40% 4.07% 2.79% 15.12%

Cumulative* 17.88% 12.73% 15.36% 10.35% 65.63%

* Inception 6/1/2016. All net return data is net of trading costs and 1.25% management fee. 
&Annualized if 12 months or more.

 $1,000,000 Cash with Index Income Overlay Total Return (Net)†   S&P 500 Total Return   S&P 500 TR with Index Income Overlay Total Return (Net)

† Assumes no return on cash



Analytics
QUARTERLY CASH FLOW YIELD, GAIN LOSS, MTM AND TOTAL RETURN

GROWTH OF $1 MILLION INVESTMENT 
TOTAL RETURN OF INDEX INCOME OVERLAY ON CASH AND S&P 500 (since inception 6/1/2016) 

 $1,000,000 Cash with Index Income Overlay Total Return (Net)†   S&P 500 Total Return   S&P 500 TR with Index Income Overlay Total Return (Net)

† Assumes no return on cash

 Cash Flow Yield (Gross)         Cash Flow Yield (Net)           Realized Gain/Loss Yield (Gross)         Unrealized Gain/Loss^

 Total Return (Net)         2 Period Moving Average (based on Cash Flow  Yield (Gross)    
^Unrealized Gain/Loss is as-of the date period presented and is NOT cumulative to the Total Return

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD Annual

2019 4.83% 0.67% (0.23%) 0.54% (1.36%) 2.02% (0.03%) (0.07%) 1.05% 0.53% 0.44% 0.37% 8.99%% 8.99%

2018 (0.02%) (0.03%) (0.76%) 0.72% 0.97% 0.18% 0.51% 0.51% 0.12% (1.87%) 1.28% (5.10%) (3.59%) (3.59%)

2017 0.62% 0.27% 0.04% 0.06% 0.29% 0.12% (0.02%) 0.27% 0.40% (0.06%) 0.41% 0.04% 2.46% 2.46%

2016 -- -- -- -- -- (0.04%) 1.75% (1.07%) 0.20% 1.00% 1.05% (0.40%) 2.49% --

MONTHLY PERFORMANCE RETURNS  (TOTAL RETURN, NET OF FEES)
(as of 12/31/2019)

-6.00%

-5.00%

-4.00%

-3.00%

-2.00%

-1.00%

0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

Jun-16 Sep-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Mar-19 Jun-19 Sep-19 Dec-19

$1,656,328.19

$1,833,396.55 

$1,109,129.77 

$900,000

$1,000,000

$1,100,000

$1,200,000

$1,300,000

$1,400,000

$1,500,000

$1,600,000

$1,700,000

$1,800,000

$1,900,000

Jun-16 Sep-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Mar-19 Jun-19 Sep-19 Dec-19



Cash flow yield and total return performance shown for the Index Income Overlay composite is 
presented gross and net of investment management fees.  Net returns are net of model fees and 
are derived by deducting the highest applicable fee rate of 1.25% from the gross returns each 
quarter.  The returns have been reduced by transaction costs.  Cash flow yield represents the cash 
received from the sale of index option premium divided by the average composite value.  Total 
return represents the net realized and unrealized gain/loss including the reinvestment of cash-
flow income from the options divided by the prior periods ending composite value.   The results 
are designed to illustrate Index Income Overlay only and do not include income or appreciation/
depreciation from the underlying collateral.  The performance prior to 1/1/2019 for the Index 
Income Overlay strategy was examined by ACA Performance Services, LLC.  
The target exposure for the Index Income Overlay is 15% however market conditions and the 
ability to roll the option forward may cause the target exposure to be higher.  Higher exposure may 
occur due to volatility in the market over time.  Although short option spreads are sold against the 
S&P 500, the intent is not to earn returns similar to the S&P 500, but instead attempt to profit from 
the volatility of the index.  Although there is no applicable benchmark because the Index Income 
Overlay seeks absolute return based only upon the volatility of the S&P 500 ETF, we are comparing 
the returns to the S&P 500 Index. Cash flow yield and total returns from this relatively short period 
are less reliable than long-term results. The S&P 500 is an American stock market index based upon 
the market capitalizations of 500 large companies having common stock listed on the NYSE or 
NASDAQ.
The material differences between an index benchmark and the Index Income Overlay strategy 
performance are as follows: the total return from an index is derived from price appreciation 
(depreciation) plus the reinvestment of dividends. The total return from selling credit spreads on an 
index is derived from the option premium credit received only, but there is no participation in index 
appreciation or dividends. 
Historical performance results for investment indexes and/or categories, generally do not reflect 
the deduction of transaction and/or custodial charges or the deduction of an investment-
management fee, the incurrence of which would have the effect of decreasing historical 
performance results. There can be no assurances that a strategy will match or outperform any 
particular benchmark. 
No current or prospective client should assume that the future performance of any specific 
investment or strategy will be profitable or equal to past performance levels. All investment 
strategies have the potential for profit or loss. Changes in investment strategies, contributions or 
withdrawals, and economic conditions may materially alter the performance of your portfolio. 
Different types of investments involve varying degrees of risk, and there can be no assurance that 
any specific investment or strategy will be suitable or profitable for a client’s portfolio. Individuals 
should not enter into option transactions until they have read and understood the risk disclosure 
document titled, Characteristics and Risks of Standardized Options which can be obtained from 
their broker. 
Sheaff Brock Investment Advisors, LLC is registered as an investment adviser with the SEC and 
only transacts business in states where it is properly registered, or is excluded or exempted from 
registration requirements. SEC registration does not constitute an endorsement of the firm by the 
Commission nor does it indicate that the adviser has attained a particular level of skill or ability.

Innovative Portfolios for Intelligent Investors

Sheaff Brock® Disclosures

Index Income Overlay 
was created June 1, 2016. The Index 

Income Overlay consists of fully 

discretionary portfolios which are 

100% invested in the strategy including 

those accounts no longer with the firm. 

Portfolios are considered 100% invested 

in the strategy when, at the end of the 

month, the portfolio includes the three 

credit spread trades on the S&P 500. The 

investment objective of the portfolio is to 

provide income.

Sheaff Brock 
8801 River Crossing Boulevard  
Suite 100 
Indianapolis, IN 46240
866.575.5700
sheaffbrock.com

info@sheaffbrock.com

Index Income Overlay
This Sheaff Brock Investment Advisors Index Income Overlay strategy is designed to seek additional income on top of a 
current investment. This strategy is for investors who are comfortable with taking additional stock market risk (S&P 500) 
with an opportunity for added cash flow, net of fees. This is intended to be a long-term, time-premium capture strategy, 
and is not a trading strategy. Cash flow and realized gains, if any, may be significantly different from each other month-to-
month and year-to-year. Clients who are bearish on equities, or who do not have the patience to wait through a correction 
until the S&P 500 recovers to a level above the short strike price, should not participate as realized losses can be substantial.


