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Navigator Resource Center

Complex Investment
Transactions 1

Marketable securities often comprise the majority of assets tracked with Financial Navigator.
Effectively using all the capabilities in this area can be critical for your meaningful use of
Financial Navigator.

This document consists of 6 parts:
• Working with Investment Accounts 
• Complex Investment Transactions 1 (this document)

• Complex Investment Transactions 2
• Gifts of Securities
• Bonds

• Foreign Investments
• Retirement Plans

Recording Reverse Stock Splits

To record a reverse stock split, reflect that the dollar basis of the asset remains the same, but
show there is a decrease in the underlying number of units over which the basis is spread. This
is done in the Asset and Liability Info screen. You can enter a transaction, which has no net
effect on the account but leaves an audit of the change.

Either of two methods can be used to record this situation. They both use the same general
approach of entering a dummy transaction where you can add a memo that records the stock
split.

Record a transaction based on the following information:

Stock: IBM stock 
Reverse stock split: One for two
Date: December 20, 2000

This method uses a transaction entered in a general journal as the location
for the memo.General

Journal 
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To record a reverse stock split using a journal entry:

1. Select Transactions  | Transaction Activity.

2. Select the following from the Function group box:
• Action — Enter Transactions
• Month — December
• Category — General Journal
• Account — GENERAL JOURNAL

3. Press Tab to move to the Date field.

4. Select 12/20/00 and press Tab to move to the next field.

5. Type Reverse Split. Select OK to continue. The Multiple Distribution screen appears.

6. Enter the following information:

Note: The memo lines appear in the Transaction by Account report for
IBM as an audit trail for the reduction in the number of shares
using a debit and credit to the account for the same amount.

7. Select OK to save the distribution. Select File  | Close to return to the FN desktop.

8. Review the Asset and Liability Info screen for the IBM 11-28-00/MLL account.

9. Change the following information:

Price Per Unit $200
Valuation Date Dec 20 99
Number of Units 500
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The completed Asset and Liability Info screen appears follows:

10. Select OK to save the changes. Select Cancel to return to the FN desktop.

The above method keeps tax basis intact, leaves an audit trail on the Transactions by Account
report, and displays the information correctly on the appropriate investment reports.  

In this method, two transactions of the same amount can be posted to the
investment account. One transaction is a deposit, the other a charge. Insert
the memo on the transactions to leave an audit trail of the stock split.

This same approach can be used to record any transaction which uses the
same concept. Another use of this technique is the removal of a section of
undeveloped land from commercial use. Use the approach indicated here to

enter the transaction. Change the accounts to apply to land instead of a stock.

Buying Stock Options

The purchase of a put or call option is recorded the same way as any other security. When an
option is purchased, the purchaser chooses if he or she wants to exercise the option.  

Investment
Account 

Removal of
Land
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The purchaser of an option can:

• Sell the option. This can be thought of as a form of early exercise.
- Or -

• Exercise the option.

- Or -
• Allow the option to expire.

The writer of an option can:

• Offset or buy back the option.
- Or -

• Be contractually required to execute the option if it has value at the expiration date. This
results in the writer giving actual shares of the stock to the holder of the option.

- Or -
• Do nothing because the option expires with no value.

In any case, the writer retains the option premium he or she received when he or she wrote the
option.

Record transactions for the following information:

Company: AOL

Financial instrument: October purchase of Put contracts

Expiration date: December 1, 2000

Strike price: $71 per share 

Number of Contracts: Ten

To record the purchase of a put contract:

1. Select Accounts | Chart of Accounts. Switch to the Master Chart of Accounts.

2. In the Traded Stock Options-Puts category, insert AOL 12-1-00/MLL. Close the Chart of
Accounts and return to the desktop.

3. Record the October purchase of the option through the MERRILL LYNCH/MLL account. The
option is for $1 per share (10 contracts x 100 shares per contract equals 1,000 shares). The
distribution appears as follows:
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4. On December 1 the price of the stock has fallen to $51. The investor exercises his option,
buying the shares for $51 and selling them under contract for $71 (net of commissions)
with the following entry:

5. Select OK to save the distribution and return to Transaction Activity.

Note: The net sale of $20,000 ($71 less $51 multiplied by 1,000 shares)
is entered. The sale entry would be the same whether recording a
purchaser’s exercise of a put or call option. Capital gain on options
is generally determined by the time the purchaser has owned the
option.
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Record transactions for the following information:

Company: Landscape 
Financial instrument: Call contracts
Expiration date: December 1, 2000
Strike price: $71 per share
Number of Contracts: Ten

To record the purchase of a call contract:

1. Select Accounts | Chart of Accounts. Switch to the Master Chart of Accounts.

2. In the Traded Stock Options-Calls category, insert LANDSCAPE 12-1-00/MLL. Close the
Chart of Accounts and return to the desktop.

3. Record the October purchase of the option through the MERRILL LYNCH/MLL account. The
option is for $2 per share (10 contracts x 100 shares per contract equals 1,000 shares). The
transaction appears as follows:

4. On December 1 the price of the stock has fallen to $51. The investor allows his option to
lapse with the following entry:
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5. Select OK to save the distribution. Select File  | Close to return to the FN desktop.

6. Review the Schedule D report. The transactions are now recorded properly and appear as
follows:

Selling Short Against the Box

An investor can sell a security but defer recognition of the gain until the next year. This is
known as “selling short against the box.”

The investor has plenty of liquidity in his account and does not need to sell any shares at this
time. However, he would like to defer the gain to the next year for tax planning purposes.

In the following example, the investor sells short a given number of shares and covers the short
sale in the following year with the shares originally held.  

The nature of the gain is determined at the time of the short sale and based on the holding
period of the underlying securities.

Record a transaction for the following information:

Action  #1: Sell short 100 shares of Mousetrap Inc
Purchased on January 1, 1990 
Cost: $10 per share 
Date of sale: October 2, 2000
Proceeds: $120 per share 
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Action  #2: Close out the sale 
Date: December 14, 2000 

Note: This transaction is being entered in the same year to avoid
opening a new entity. In practice, the sale would be closed in
January 1996.

To record the transactions:

1. Insert the following accounts and balances in the Stocks-Technology category:

MOUSETRAP 1-1-90/MLL $5,000

MOUSETRAP SOLD SHORT/MLL no balance

2. Go to the Asset and Liability Info screen for the MOUSETRAP 1-1-00/MLL accounts.
Enter the following information:

Date Acquired: Jan 1 90
Cost Basis: 1,000
Tax Basis: 1,000
Number of Shares: 100

The screen appears as follows:
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3. Go to Transaction Activity and enter the October short sale in the MERRILL LYNCH/MLL
account as follows:

4. To close out the short sale against the box, it is necessary to close out the short sale for the
amount received with the following December entry:

5. Enter the $12,000 proceeds as a regular sale of the Mousetrap stock as follows:
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Note: When closing the short sale, it is necessary to use the date the
short sale was made to correctly calculate the holding period for
capital gain. Enter the trade date as October 2, 2000.

6. Select Accounts  | Tax Code Changes. Select the MOUSETRAP SOLD SHORT/MLL
account.

7. Change the Tax Code to No Tax Effect to remove the short sale account from the
Schedule D report. 

8. Review the Schedule D report. The following report appears:
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How to Reach Us

Information and Sales: ...............  800 468-FNFN (3636)
Fax: ...........................................................  650 962-0730
Web site: ............................................  www.finnav.com
E-mail: .......................... customerservice@finnav.com
Technical Support: ..................................  650 962-8510
Hours: .......... Monday - Friday 7:30 a.m. - 4:30 p.m. PT
Business Address: ..............................  254 Polaris Ave
............................................... Mountain View, CA 94043
Telephone: ................................................  650 962-0300
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