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flowthrough entity means a related per-
son or flowthrough entity as defined in 
sections 1092(d)(4) (B) and (C) respec-
tively. 

(k) Section 1256 contract. The term sec-
tion 1256 contract means a section 1256 
contract as defined in section 1256(b). 

(l) [Reserved] 
(m) Straddle. The term straddle means 

a straddle as defined in section 
1092(c)(1). 

(n) Successor position. The term suc-
cessor position means a position (‘‘P’’) 
that is or was at any time offsetting to 
a second position if— 

(1) The second position was offsetting 
to any loss position disposed of; and 

(2) P is entered into during a period 
commencing 30 days prior to, and end-
ing 30 days after, the disposition of the 
loss position referred to in paragraph 
(n)(1) of this section. 

(o) Unrecognized gain. The term un-
recognized gain means unrecognized 
gain as defined in section 1092(a)(3)(A). 

(p) Substantially identical. The term 
substantially identical has the same 
meaning as substantially identical in 
section 1091(a). 

(q) Securities. The term security means 
a security as defined in section 1236(c). 

(Secs. 1092(b) and 7805 of the Internal Rev-
enue Code of 1954 (68A Stat. 917, 95 Stat. 324, 
26 U.S.C. 1092(b), 7805) and sec. 102(h) of the 
Tax Reform Act of 1984 (98 Stat. 625)) 

[T.D. 8007, 50 FR 3321, Jan. 24, 1985, as amend-
ed by T.D. 8070, 51 FR 1788, Jan. 15, 1986] 

§ 1.1092(b)–6T Mixed straddles; ac-
crued gain and loss associated with 
a position that becomes part of a 
section 1092(b)(2) identified mixed 
straddle. 

(a) In general. Except as otherwise 
provided, if one or more positions of a 
section 1092(b)(2) identified mixed 
straddle were held by the taxpayer on 
the day prior to the day the section 
1092(b)(2) identified mixed straddle is 
established, any unrealized gain or loss 
on the day prior to the day the section 
1092(b)(2) identified mixed straddle is 
established with respect to such posi-
tion or positions is taken into account 
at the time, and has the character, pro-
vided by the provisions of the Internal 
Revenue Code that would apply to the 
gain or loss if the section 1092(b)(2) 
identified mixed straddle were not es-

tablished. Unrealized gain or loss is the 
difference between the fair market 
value of the position or positions on 
the day before a section 1092(b)(2) iden-
tified mixed straddle is established and 
the taxpayer’s basis in that position or 
positions. See § 1.1092(b)–2T for treat-
ment of holding periods with respect to 
such positions. Changes in value of the 
position or positions that occur after 
the section 1092(b)(2) identified mixed 
straddle is established are accounted 
for under the other provisions of 
§ 1.1092(b)–3T. 

(b) Examples. Paragraph (a) of this 
section may be illustrated by the fol-
lowing examples. It is assumed in each 
example that the positions are the only 
positions held directly or indirectly 
(through a related person or 
flowthrough entity) by an individual 
calendar year taxpayer during the tax-
able year and no section 1256 contract 
is substantially identical to an offset-
ting non-section 1256 contract. It is 
also assumed that any gain or loss rec-
ognized on disposition of any position 
in the straddle would be capital gain or 
loss. The following examples assume 
that this section applies to identified 
mixed straddles established after Au-
gust 1, Year 2. 

Example 1. On August 13, Year 2, A enters 
into a section 1256 contract. As of the close 
of the day on August 15, Year 2, there is $500 
of unrealized loss on the section 1256 con-
tract. On August 16, Year 2, A enters into an 
offsetting non-section 1256 position and 
makes a valid election to treat the straddle 
as a section 1092(b)(2) identified mixed strad-
dle. A continues to hold both positions of the 
section 1092(b)(2) identified mixed straddle 
on January 1, Year 3. Under these cir-
cumstances, A will recognize the $500 loss on 
the section 1256 contract that existed prior 
to establishing the section 1092(b)(2) identi-
fied mixed straddle on the last business day 
of Year 2 because the section 1256 contract 
would be treated as sold on December 31, 
Year 2, (the last business day of the taxable 
year) under section 1256(a). The loss recog-
nized in Year 2 will be treated as 60% long- 
term capital loss and 40% short-term capital 
loss. All gains and losses occurring after the 
section 1092(b)(2) identified mixed straddle is 
established are accounted for under the ap-
plicable provisions in § 1.1092(b)–3T. 

Example 2. On September 3, Year 1, A en-
ters into a non-section 1256 position. As of 
the close of the day on August 22, Year 2, 
there is $400 of unrealized short-term capital 
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gain on the non-section 1256 position. On Au-
gust 23, Year 2, A enters into an offsetting 
section 1256 contract and makes a valid elec-
tion to treat the straddle as a section 
1092(b)(2) identified mixed straddle. On Sep-
tember 10, Year 2, A closes out the section 
1256 contract at a $500 loss and disposes of 
the non-section 1256 position, realizing an 
$875 gain. Under these circumstances, A has 
$400 of short-term capital gain attributable 
to the non-section 1256 position prior to the 
day the section 1092(b)(2) identified mixed 
straddle was established. The $400 unrealized 
gain earned on the non-section 1256 position 
will be recognized on September 10, Year 2, 
when the non-section 1256 position is dis-
posed of. The gain will be short-term capital 
gain. See § 1.1092(b)–2T for rules concerning 
holding period. On September 10, Year 2, the 
gain of $875 on the non-section 1256 position 
will be reduced to $475 to take into account 
the $400 of unrealized gain when the section 
1092(b)(2) identified mixed straddle was es-
tablished. The $475 gain on the non-section 
1256 position will be offset by the $500 loss on 
the section 1256 contract. The net loss of $25 
from the straddle will be treated as 60% 
long-term capital loss and 40% short-term 
capital loss because it is attributable to the 
section 1256 contract. 

(c) Effective/applicability date. The 
rules of this section apply to all sec-
tion 1092(b)(2) identified mixed strad-
dles established after the date of publi-
cation of the Treasury decision adopt-
ing these rules as final regulations in 
the FEDERAL REGISTER. 

(d) Expiration date. The applicability 
of this section expires on August 1, 
2016. 

[T.D. 9627, 78 FR 46809, Aug. 2, 2013, as amend-
ed at 78 FR 64397, Oct. 29, 2013] 

§ 1.1092(c)–1 Qualified covered calls. 
(a) In general. Section 1092(c) defines 

a straddle as offsetting positions with 
respect to personal property. Under 
section 1092(d)(3)(B)(i)(I), stock is per-
sonal property if the stock is part of a 
straddle that involves an option on 
that stock or substantially identical 
stock or securities. Under section 
1092(c)(4), however, writing a qualified 
covered call option and owning the 
optioned stock is not treated as a 
straddle under section 1092 if certain 
conditions, described in section 
1092(c)(4)(B), are satisfied. Section 
1092(c)(4)(H) authorizes the Secretary 
to modify these conditions to carry out 
the purposes of section 1092(c)(4) in 
light of changes in the marketplace. 

(b) Term limitation—(1) General rule. 
Except as provided in paragraph (b)(2) 
of this section, an option is not a quali-
fied covered call unless it is granted 
not more than 12 months before the 
day on which the option expires or sat-
isfies term limitation and qualified 
benchmark requirements established 
by the Commissioner in guidance pub-
lished in the Internal Revenue Bulletin 
(see § 601.601(d)(2)(ii)(b) of this chapter). 

(2) Special benchmark rule for an option 
granted not more than 33 months before 
the day on which the option expires—(i) 
In general. The 12-month limitation de-
scribed in paragraph (b)(1) of this sec-
tion is extended to 33 months provided 
the lowest qualified benchmark is de-
termined using the adjusted applicable 
stock price, as defined in § 1.1092(c)– 
4(e). 

(ii) Examples. The following examples 
illustrate the rules set out in para-
graph (b)(2)(i) of this section: 

Example 1. Taxpayer owns stock in Cor-
poration X. Taxpayer writes an equity op-
tion with standardized terms on Corporation 
X stock through a national securities ex-
change with a term of 21 months. The appli-
cable stock price for Corporation X stock is 
$100. The bench marks for a 21-month equity 
option with standardized terms with an ap-
plicable stock price of $100 will be based upon 
the adjusted applicable stock price. Using 
the table at § 1.1092(c)–4(e), the applicable 
stock price of $100 is multiplied by the ad-
justment factor 1.12, resulting in an adjusted 
applicable stock price of $112. Using the 
bench marks for an equity option with 
standardized terms with an adjusted applica-
ble stock price of $112, the highest available 
strike price less than the adjusted applicable 
stock price is $110, and the second highest 
strike price less than the adjusted applicable 
stock price is $105. Therefore, a 21-month eq-
uity call option with standardized terms on 
Corporation X stock will not be deep in the 
money if the strike price is not less than 
$105. 

Example 2. Taxpayer owns stock in Cor-
poration Y. Taxpayer writes an equity op-
tion with standardized terms on Corporation 
Y stock through a national securities ex-
change with a term of 21 months. The appli-
cable stock price for Corporation Y stock is 
$13.25. The bench marks for a 21-month eq-
uity option with standardized terms with an 
applicable stock price of $13.25 will be based 
upon the adjusted applicable stock price. 
Using the table at § 1.1092(c)–4(e), the applica-
ble stock price of $13.25 is multiplied by the 
adjustment factor 1.12, resulting in an ad-
justed applicable stock price of $14.84. Using 
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