Treatment of Options in MySF

"This information is provided only as a guide to the suggested use of the functions within the MySF software and is not considered to be financial advice.  As always, members are reminded to consult an accredited financial advisor"
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1.0 Introduction

A paper on “Treatment on Taxation Treatment of Options” by Ernst & Young is available on the ASX website (http://www.asx.com.au/markets/pdf/Tax_implications.pdf)

Quoting the E&Y paper,

“A superannuation fund would receive a premium in respect of writing an option. This

premium would be subject to tax under the CGT provisions.  Therefore, if the option is exercised and the superannuation fund is obliged to deliver shares, the option premium would be included in the capital proceeds received in respect of the disposal of the shares. If the option is not exercised, the capital gain to the superannuation fund would be the premium less any costs incurred in writing the option such as brokers fees.”
This document suggests the following method of dealing with options in MySF (you might like to run this by your accountant):
(i) Enter the option premium received against  “Accounts Receivable”

(ii) If a sold put is exercised, enter the share purchase transaction and convert the “Accounts Receivable” amount to a “Capital Repayment”

(iii) If a sold call (also known as covered call) is exercised, enter the share sale transaction and convert the “Accounts Receivable” amount to a “Capital Repayment”

(iv) If a sold option is closed out, convert the “Accounts Receivable” amount to a capital gain and enter the amount paid to buy back the sold position as a payment amount against the capital gains account

(v) If a sold option expires worthless convert the “Accounts Receivable” amount to the capital gains account

Processing the “Capital Repayment” is necessary in MySF to correctly adjust the cost base of the asset.

2.0 Setting up MySF to record options
a)
Create a new receipt type under “System Setup” >> “Payment and Receipt Types” and 
call it “ETO Premium”
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b)
Create a new payment type under “System Setup” >> “Payment and Receipt 


Types” and also call it “ETO Premium”
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c)
Create a new asset class under “System Setup” >> “Asset Classes” (under Financial 
Assets) and call it ETOs
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d)
Create a new bank account under “System Setup” >> “Bank Accounts” and call it “ETO 
Clearing” This will be used later when dealing with ETO premiums.
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3.0 Recording an ETO premium received
a)
Enter a “Cash Receipt “ found under “Cash Processing” and post it against “Accounts 
Receivable”:

Dr <<Your nominated bank account>>



Cr 1115-Accounts Receivable
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This will show up in the balance sheet as a negative asset, offset by the positive amount 
in the bank account.
4.0 Exercising the option for sold puts
If the option is exercised (for sold puts):
a)
Enter purchase details of shares at exercise strike price under “Manage Fund” >> “Add 
or Manage Assets” >> “Financial Assets” >> “Shares”
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b)
Enter a “Capital Repayment” transaction (found under “Housekeeping” >> “Utilities”). 
This entry will perform the necessary functions to reduce the cost base of the asset.


Select the Asset Class and Asset and enter the purchase date of the asset. For the 
Capital Repayment per Unit figure, divide the total premium amount by the number of 
units owned. Eg.


Capital Repayment per Unit = $103.90 ÷ 1000 units = $0.1039


Select the “ETO Clearing” Account as the Bank Account.
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c)
Enter a “General Journal” transaction to transfer the ETO Premium amount out of the 

“Accounts Receivable” and into the “ETO Clearing” bank account:

Dr 1115-Accounts Receivable


Cr ETO Clearing Account
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5.0 Exercising the option for covered calls

If the option is exercised (for covered calls):
a)
Process instructions set out in Step 4.0 (b) and (c)
b)
Post the sale of the asset at strike price:

[image: image9.png]Selling Shares AMC
sy (e ) st oS e T 2
) Talpemtot e v
P [ oo Tochron: i wn
53D 2006 [oa it gt s ©)1/3C5T Dot O FoendesCost Bve
Fope has e [conpme ) ook scntone [can, e )

bia UBCP e Jod o Ty Sel SdePice  CO Pl/Los COT /Lo G P Lo

S0 ot [

I so00 27767004 [ onco00] [ 10000000] [ 7oomcono] [ saosn] [ w1778 | w1778 | 000

) P
@ s sores
G et T o S 1773
R e

o s [ | a0
T o s T =
@ISR (B Ji[ 2 ]





6.0 Closing out a sold option position
If you close out the option before it expires:
a)
Enter a “General Journal” entry to transfer the premium amount from Accounts 

Receivable to Capital Gains:

Dr 1115-Accounts Receivable



Cr 4400-013 Capital Gains/Losses Taxable for ETO’s
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b)
Enter a “Cash Payment” transaction for closing the ETO and post to the Capital Gains 
account for ETO’s:


Dr 4400-013 Capital Gains/Losses Taxable for ETO’s



Cr <Your nominated bank account>
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7.0 ETO expiry  
a)
If the ETO expires worthless in the current year (ie, it is NOT exercised), enter a “General 
Journal” transaction to transfer the ETO 
Premium amount from Accounts Receivable to 
the Capital Gains Account for Shares

Dr 1115-Accounts Receivable



Cr 4400-013 Capital Gains/Losses Taxable for ETO’s
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8.0 ETO not exercised at year end

If the option is not exercised at year end the balance will remain in “Accounts Receivable” and will be rolled over into the next financial year.
