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Members Should Share a Unity of Purpose

Four Keys to a Successful Investment Club
by Doug Gerlach, ICLUBcentral

It’s a sad fact that not every investment club that is formed
will be successful. But that doesn’t mean success is outside
your grasp.

H

ere are my four key principles to which all clubs
should adhere if they wish
for a profitable and pleasurable
investment club experience.

1. Agree on an Investing Approach
and Stick to It.
Members of successful clubs share a
unity of purpose and a consistent methodology regarding how they’ll invest in the market. If
some members in a club want to pursue short-term

strategies and others prefer the buy-and-hold
approach, the resulting discord will doom
that club to failure. Likewise, if some
members wish to invest in mutual
funds or exchange-traded funds and
others prefer to invest only in stocks,
the club may find it hard to reach a
consensus when it comes time to
make investing decisions.
All members should understand and
abide by the club’s approach to investing. New
members should be indoctrinated right away into the
club’s chosen investment policies. I suggest that
clubs formalize their investment methodology in an
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Club Accounting
It’s Best to Hand Over Appreciated Shares to a Former Partner

What Happens When a Club Transfers a Stock?
by Russell Malley, Club Accounting Adviser, ICLUBcentral

I recently saw a question regarding the
cost basis of a transferred stock not
matching the basis for the stock in the
club’s records. So what happens when
a stock is transferred to a member during a withdrawal? The answer depends
on the type of withdrawal.

F

or a partial withdrawal, the
member’s cost basis in transferred stock will be the club’s
cost basis. For a full withdrawal, the
cost basis in transferred stock is the
adjusted basis of the club member.
Using ICLUBcentral accounting
tools, a member’s cost basis is shown
on the Member Status Report in the
column Paid-in-Plus Earnings (PIPE).
For a full withdrawal, the PIPE of a
member is adjusted by adding the
member’s share of the club’s earning
for the current tax year, up to the time
of withdrawal. The result is the member’s adjusted basis in the club. It’s
this amount that’s the starting point

for apportioning cost basis to any
stock transferred in the withdrawal.
If any cash was received in the
withdrawal, the total amount of cash
is subtracted from the adjusted cost
basis of the member.
The result is then apportioned
to the stock transferred. If multiple
blocks of stock are transferred, Internal Revenue Service regulations dictate how the cost basis is apportioned
to each block.
The necessary calculations are
incorporated into the accounting software and the results appear on the
Member Withdrawal Report. Each
block will be listed on the report
along with the member’s cost basis in
that block.
In a full withdrawal, the withdrawing member’s cost basis is rarely the
same as the club’s cost basis in transferred stock.
The report also gives the member’s cost basis at withdrawal and all

the adjustments related to the withdrawal are itemized.
The withdrawing member receiving stock can control when capital
gains from the club investment are
realized. Capital gain on the transferred shares isn’t realized until the
shares are sold.
The gain is the difference between
the sale proceeds and the member’s
basis in the sold stock. A copy of the
Member Withdrawal Report should be
provided to all withdrawn members.
As a reminder, here are some tips
when using stock to fund a member’s
withdrawal:
■

■
■

Don’t use stock for a partial
withdrawal.
Transfer appreciated stock only.
It’s better to sell depreciated stock
rather than transfer it; transferring
appreciated stock delays the payment of capital gains for the remaining members of the club.
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Investment Policy Statement document that includes the club’s
objectives and line of attack with
respect to its portfolio. This way,
there will be no confusion if a
member suggests a divergent path.

2. Think and Act Long-Term.
A long-term, buy-and-hold philosophy — planning to own every
stock for five years or more —
has proven to be the best approach
for investment clubs because it
suits the monthly meeting schedule that most clubs employ. Even
as today’s investors are under
constant barrage from news and
information, both online and via
mobile apps and smartphones, it
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doesn’t change the fact that little
of this increased “information” is
useful to long-term-oriented investors. It’s merely noise that can
disorient you and cause you to act
unnecessarily. BetterInvesting’s
long-term approach is successful
even in today’s volatile market
because it doesn’t require being
tethered to your computer during market hours. Let the shortterm market players try to make
sense out of meaningless information, and keep your club’s
focus on the long-term potential
of your holdings.
Even in an online club, it can
be difficult (if not impossible) to
manage a short-term investing
strategy, where decisions to buy
or sell stocks need to be made

very quickly. That said, a “buy and
hold” mindset doesn’t mean “buy
and never sell” or “buy and forget.”
Constant vigilance is required to
ensure that stocks in the club’s
portfolio are on the right track.
One irony about the emphasis
on a long-term investing approach
for clubs is that the average new
club exists only for four years before closing up shop. As a result,
many clubs never get the chance
to experience the gains that come
from investing with a five-year
horizon.

3. Use Your Computer to Run
Your Club and Analyze Stocks.
Of course, as the president of
ICLUBcentral, I’m committed to
making software and tools for
investors and investment clubs. Many clubs
report that their first
“investment” is a subscription to myICLUB.
com! But plenty of
investors don’t remember what it was like
before Toolkit and Club
Accounting software arrived on the scene —
when Stock Selection
Guides were filled out
on paper with colored
pencils and rulers, and
when keeping the club’s
books required a cumbersome collection of
paper spreadsheets.The
advent of the Internet
provided even more
resources for investment clubs to research
stocks and manage
their club operations.
E-mail is a great way to
communicate with fellow club members,
whether your club
meets online or off.
More recent developments such as Skype,
online chat and cloud-
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Chapter Directors Often Get Their Start in This Central Pennsylvania Demonstration Club

13 Members Plus 12 Stocks Equals 1 Role Model
by Angele McQuade

Sometimes all it takes to spark an interest in joining an investment club is a
good example. That’s the philosophy
behind the model investment clubs run
by many BetterInvesting chapters, including one operated by the Central
Pennsylvania Chapter. Its Learn and
Earn Model Investment Club (LEMIC) —
one of the chapter’s two model clubs —
was founded in 1998 with four members
and the goal of helping local BetterInvesting members either find an investment club or start one of their own.

researching potential investments.
“We use Toolkit and Value Line to look
at stocks and try to get good growth
stocks in the buy range,” he says.
Once the club does make a purchase, Jerry says it doesn’t play favorites: “We hold stocks for the gains,
not because we love them.”
“Our chapter started LEMIC to give
people looking for a club a place to
interact with members of other clubs
who came to learn something from
In Training. The Learn and Earn model club
the model club,” he recalls. But the
in Central Pennsylvania has 13 members
benefits flow both ways.
and a portfolio in the $440,000 range.
LEMIC has been instrumental in
hough LEMIC is a demonstraEducation is part of each club meeting.
recruiting many of the chapter’s direction club, its 13 members contribute real dollars, and the club’s portfolio of 12 tors, and it’s these dedicated volunteers who ensure the
stocks is currently valued at nearly $440,000. The club chapter — and its model clubs — will be around to
meets at Central Penn College, in Summerdale, Pa., hold- guide the next generation of new investors looking for a
ing the club meeting right before the chapter’s monthly good example of their own.
Know a BetterInvesting member or investment club
session. Education is a critical part of each club meeting,
and any Stock Selection Guide under discussion is pro- Angele should profile? E-mail her at angemcquade
jected on a screen to make it easy for visitors to follow @gmail.com.
along with the discussion.
Jerry Addleman says he and his fellow LEMIC mem- Angele McQuade is the author of two books, including Investment
bers stress the importance of due diligence when Clubs for Dummies.

T

The Clubhouse
Continued from page 18

based storage, allow your club
members to become more efficient and better-managed —
which in turn
will help to
make you better investors.

Even the most experienced,
longest-standing clubs are con-

“

to become more knowledgeable
about stocks and industries and
the market in general. BetterInvesting’s local chapters provide terrific
programs that can
help your members to become
smarter investors,
and the online
web inars sponsored by BetterInvesting (see
page 3) and ICLUBcentral (go to
www.iclub.com) are a great way
for all investors to expand their
investing intelligence.

Clubs that operate with the primary goal of

educating their members about investing will find

4. Always
Remember That
Education
Is Key.

that profits naturally follow.

Clubs that operate with the primary goal of educating their
members about investing will
find that profits naturally follow.

stantly striving to learn more
about the markets and investing.
A regular program of investor
education at each club meeting
will help all your club members

”
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