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May 21, 2013 
 
The Honorable  
Dave Camp 
Ways and Means Committee Office 
1102 Longworth House Office Building 
Washington, D.C. 20515 
 
Comments of the Security Traders Association of New York, Inc. on  
Chairman Camp’s Draft Financial Products Tax Reform Proposals 
 
Dear Representative Camp: 
 
The Security Traders Association of New York, Inc. (“STANY”)1 appreciates the opportunity 
to provide comments on Chairman Dave Camp’s draft proposals for financial products tax 
reform.  We welcome the open and transparent process followed by Chairman Camp as he 
pursues comprehensive tax reform and appreciate that the process affords stakeholders the 
opportunity to provide feedback and written comments before formal proposals are developed.  
The overall stated objective of the legislation- to increase the simplicity and consistency of tax 
treatment of financial instruments- is commendable. However, the draft proposal regarding the 
uniform taxation of derivatives (the “Draft Proposal”) is concerning to STANY and its 
members. The direct impact on the U.S. options industry and unintended implications for the 
broader US financial markets necessitate further consideration of the Draft Proposal.  

We write today to supplement the efforts of the U.S. Securities Markets Coalition, which 
includes all of the major options exchanges in the United States and accounts for over 98 
percent of all U.S. trading volume in listed options (i.e., exchange-traded options).  The 
Coalition recently submitted a comment letter detailing the potential impact of the Draft 
Proposal on listed options.2  We concur with the letter submitted by the Coalition, which clearly 
outlines how the Draft Proposal would effectively impose a tax penalty on individuals who buy 
covered calls and protective puts— two of the most common options trading strategies for retail 
option investors.  In particular, under the Draft Proposal, if an individual holding appreciated 
stock buys a put option to hedge against downside risk, the stock would be treated as sold and 
                                                            
1 STANY is the voice of the trader in the New York metropolitan area and represents approximately 
1,000 individuals who are engaged in the trading of securities.  As such, we are uniquely qualified to 
discuss proposed rules and regulations affecting trading.  STANY is the largest affiliate of the Security 
Traders Association (“STA”), a multinational professional association that is committed to being a 
leading advocate of policies and programs that foster investor trust, professional ethics and marketplace 
integrity and that support education of market participants, capital formation and marketplace innovation. 
As an industry organization of individuals employed in the securities markets, STANY does not 
represent a single business or business model, but rather provides a forum for trading professionals 
representing institutions, broker-dealers, ATSs, and trading centers to share their unique perspectives on 
issues facing the securities markets.  
 
2 http://www.theocc.com/components/docs/about/press/comment-letters/20130501-
houseways_meanscommittee.pdf 
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tax would be due on the “phantom” gains.  The same would be true if an individual holding appreciated stock writes a 
call option on the stock to generate additional income. In our view, the impact of the Draft Proposal on the listed 
options business can best be explained through examples3.  Consider the following: 

An individual who owns 100 shares of Apple (AAPL) recently sold a 60-day call option for AAPL with a 
strike price of 420. At the time he sold (i.e., wrote) the call option, AAPL was trading at $390 and he 
collected $1,310 in premiums on the option contract ($13.10 per share x 100 share multiplier) from 
writing the option.  He has owned the stock for some time (mid 1990’s), so his cost basis is just $10 per 
share given his original purchase price.  He used the covered call strategy to generate additional income, 
and the option expired worthless.  Current Law:  Under current law he would have recognized a $1,310 
short-term capital gain when the call expired.  No gain or loss in the underlying stock would have been 
recognized when the call was written. 

Draft Proposal:  He would have been treated as selling his AAPL stock at the time he wrote the covered call, 
resulting in a taxable gain of $38,000 ($390 current sale price minus $10 basis in stock x 100 shares).  
Additionally, he would have $1,310 in ordinary income from writing the call option, recognized at the time the 
option expires.   

 Current Law Draft Proposal 

Tax treatment of AAPL 
option 

$1,310 short-term capital 
gain  

$38,000 taxable gain from stock appreciation 
at time of writing the call plus $1,310 in 

ordinary income from realized option 
premium  

 

We believe this tax treatment is unintended and does not serve any useful policy purpose.  

The listed options markets have provided investors with an extremely effective mechanism to manage risk over the 
past 40 years, as evidenced by the significant year-over-year growth of the listed options markets until 2012, as shown 
in the chart below.  

 

 

                                                            
3 See Ibid Pages 8-10 for other examples of the tax consequences of the Draft Proposal’s contemplated tax treatment of listed 
options.  



Options are a valuable product for investors both because they allow equity investors to manage risk and because of the 
fair, simple and straightforward tax treatment that options have been afforded for the past 35 years. We are greatly 
concerned that the complex tax burdens and tax penalties imposed by the Draft Proposal on the use of listed options 
would drive investors from the listed markets.  Moreover, the options and cash markets are inextricably linked. As a 
result, the tax treatment of listed options would also negatively impact the liquidity of equities in the broader listed 
markets. The underlying liquidity of common stock would be severely impacted, as investors and other market 
participants would be unable to allocate efficiently the risks associated with owning stock. 

For these reasons, STANY strongly urges the retention of the current tax treatment of listed options and opposes the 
approach set forth in the Draft Proposal.  

Respectfully Submitted,  

       

Patrick Armstrong    Kimberly Unger 
President     Chief Executive Officer 
 

cc:  The Honorable Joseph Crowley 
The Honorable Tom Reed 
The Honorable Bill Pascrell, Jr.  

 

 


