












IV. Other Proposals 

In addition to the rule in S. 626, which would postpone the recog­
nition of losses on partial dispositions of offsetting positions, several 
other proposals have been made for dealing with the taxation of strad­
dle (offsetting positions) trading and similar transactions. The prin­
cipal alternatives are (1) a rule restricting deductions for losses in 
commodity transactions to gains in commodity transactions and (2) 
an annual mark-to-market accounting system for determining income 
from regulated futures contracts. 

A. Offsetting Commodity Gains and Losses 

This proposal would create a special rule for taxpayers whose busi­
ness is commodity futures trading. Such taxpayers' commodities trans­
actions would be excepted from a general offsetting position rule, for 
example, the loss postponement rule in S. 626. Instead, they could 
deduct· their commodity losses from their commodity gains. Com­
modity losses could not be deducted against income or gains from 
other, noncommodity activities or sources. 

This proposal would prevent taxpayers with income or gains from 
real estate, stock trading, and other non-commodity sources from using 
commodity straddles to create losses to reduce or eliminate their non­
commodity income. However, taxpayers with commodity income or 
gains could continue to use straddles to defer such ordinary income 
and short-term gains and to convert them to long-term capital gains. 

B. Marking-to-Market 

This proposal would provide a special rule for reporting income 
from regulated futures contracts, that is, futures contracts traded on 
United States exchanges employing a daily cash settlement, or mark­
to-market system for determining traders' margin requirements. (See 
discussion of marking-to-maI'ket in II. C. Futures trading, above.) 
Futures subject to the mark-to-market rule would be excepted from 
a more general rule postponing losses on incomplete dispositions of 
straddles. 

A mark-to-market system would require persons subject to the rule 
to mark all of their positions to market at year end. Their net gain 
or loss would be approximately equal to the aggregate varl9,tion mar­
gin which was credited to their accounts, or which they had to pay into 
their accounts, during the year. 

The proper characterization of gains and losses from a mark-to­
market system is the subject of debate: proposals range from treating 
all gains and losses as ordinary income and loss to treating them all as 
long.:term capital gains and losses. Alternatively, income reported on 
a mark-to-market basis could be taxed at a specified alternative rate. 
The. mark-to-market rule could. be limited to active futures traders 

(29) 



30 

with a significant number of transactions, or it might be applied to all 
regulated futures contracts, regardless of the amount of trading con­
ducted by a contract holder. 

Ordinary losses in a mark-to-market system could be carried over to 
1>rior and subsequent years under the present law rules governing net 
operating losses. If losses on a mark-to-market system are treated as 
capital losses, they could be carried forward under present law to sub­
sequent years. However, an additional amendment would be required 
to permit a capital loss carryback of capital losses on regulated futures 
contracts to prior years. 

Generally, mark-to-market proposals would include special rules 
for futures contracts which are used as hedges for actual commodities 
in the normal course of a trade or business and which result in ordinary 
income or loss. Such contracts would be excepted from the mark-to­
market rule, provided they are designated as hedges when acquired. 
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