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carbonates, a 5-percent rate is applicable if the shells are used, or sold
for use, as riprap, ballast, road material; rubble, concrete aggregates, or
for similar purposes. I :

The amendment is applicable to taxable years beginning after the .
date of enactment of the act. ‘ '

10. Sintering and burning of shale, clay and slate used as lightweight
aggregates (sec. 210 of the bill and sec. 613 of the code)

The courts have recently held that in computing gross income from
mining for percentage depletion purposes the sintering or burning of
shale, clay, or slate is not a mining process. The heat is applied for
che purpose of causing the mineral to expand, or bloat, so that it can
be used as a lightweight aggregate in concrete or in making building
units such as cinder blocks. :

Your committee believes that it is appropriate to allow the appli-
cation of heat to shale, clay and slate to produce lightweight aggre-
gates as a mining process for percentage depletion purposes. The
committee amendment so provides. The amendment 1s applicable to .
taxable years beginning after the date of enactment of the act.

11. Income from lapsing of straddle options (sec. 211 of the bill ond
-sec. 1234 (c) of the code)

_a. Nature of straddles:—Straddles are one form of an option;
namely, an offer both to purchase and to sell a specified amount of
property at a stated price for a limited period of time. Options to
sell securities are known as “puts”—i.e., the purchaser of the option
can “put” his shares to the writer or issuer of the option at the stated
price. Options to purchase are known as “calls”—i.e., the purchaser
of the option can “call” the shares from the writer at the stated price.
A “straddle” is a combination of a put and call, with respect to the
same security, for the same quantity, at the same purchase or sale price
and available for the same period of time. ST

Straddles are likely to be written by persons with holdings of a
security who believe that in the long run, the price of the stock will -
not vary greatly from its present price. Their inducement for writing
. the straddle is the receipt of a premium. Straddles generally are
granted to brokers or dealers who, in turn, customarily sell the put
and call components to different purchasers. The majority of puts
and calls originate in straddles. While the use of puts and calls is
not a new development in the securities markets, their significance
in the seeurities markets is relatively limited; for example, the total
number of shares covered by options sold in recent years on the New
Y(l)cll'k Stock Exchange has rarely exceeded 1 percent of the total shares
sold. : '

Normally either (not both) the put or the call component of the
straddle is exercised by the purchaser shortly before the end of the
" term for which the straddle 1s written. Frequently this is 6 months
and 10 days after the straddle is issued. Which component of the
straddle is exercised depends upon the market conditions at the time
of exercise vis-a-vis market conditions at the time the straddle was
written. If the market in that security has risen, the securities are
likely to be “called” from the writer; if the market has fallen, the stock

1 Much of the material prerented in this part was derived from the “Report on Put and
Call Optlonai;’ a report publithed in August 1961 by the Securities .and Exchange Com-
- mission, on the basis of an extensive study by the SEC’s Division of Trading and Exchanges.
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