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Club Accounting
Getting Oriented

Laurie Frederiksen
I am my club’s treasurer.....

One of your friends at
bivio
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ave Swierenga
North Texas Chapter Director

Jim Thomas
Puget Sound Chapter Director
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Investment Club Accounting
Why do we do what we do?
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First, lets talk about what investment
club accounting is set up to accomplish.

We begin investment clubs because we
want to learn how to invest and
actually try it out by managing a real
portfolio of stocks.

One of the main purposes of club
accounting is to track how well we do,
our investment performance.
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Our goal is to make money.

If you have income, the IRS wants their
share. We need to follow their rules on
how to track and report it and pay taxes
onit.

Each year your club needs to file an
informational tax return, form 1065,
that reports the amount of earnings
and expenses that have been allocated
to each member for the year. Each
member receives a K-1 reporting his
personal allocation and transfers the
information to his personal tax forms to
pay taxes on.

Tracking your taxable items and
preparing these returns is one of the
main tasks of Investment Club
Accounting.
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Partnership Accounting- IRS Publication 541
Unit Based Partnership Accounting
Time Based Allocations
Investment Income/Expenses-IRS Publication 550
Investment Types:
Stocks
Mutual Funds
ETF’s

Form 1065 and K-1 Instructions
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In order to do that, we use an
accounting system which allows you to
track a single pool of investments and
multiple investors who may be adding
and withdrawing funds at different
times and in different amounts.

The rules we use are detailed in
sections of these IRS publications.

First, it is partnership based accounting
Designed to account for
distribution of income and expenses to

multiple owners

Specifically unit based
partnership accounting

Member percent ownership is
tracked using “shares” of total club
ownership

It uses Time based allocations of
income and expenses to members.
They are distributed as the transactions
occur, based on ownership percentages
at the time they happen.

It is tracking Investment Income and
Expenses ( not “club” or business
income and expenses)

It’s only designed to track and prepare
taxes for certain types of investments.
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Why do we do what we do?
1.Track the return on our
investments

2.Track information needed and
prepare necessary taxes

3.Track member investment
basis
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Treasurer is different than
being the treasurer of other
organizations you may have

belonged to

It’s easy, once you get oriented
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Each members investment status also
needs to be tracked.

His basis in the club will be the total
amount he has paid in plus any net
earnings that have been allocated to
him minus any partial withdrawals he
has taken.

When he withdraws completely from
the club, he will have a taxable gain or
loss to report on the difference
between the current value of his shares
and his basis.

So, in summary, these are the things
your club accounting is designed to do.

It is actually very simple to maintain
your club accounting once you get
oriented correctly.

The first thing you should know is that
being an investment club treasurer is
different than being the treasurer of
other organizations you may have
belonged to.

While we call it “club Accounting” it
really isn’t set up to handle all the
financial transactions that may relate to
your group’s activities.
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To handle your clubs finances, you will
have a brokerage account and you may
have a bank account.

You will see them listed in your club
accounting software. In order to be
able to reconcile your accounts each
month, transactions are tracked in the
account they occur in.

But in terms of your club accounting
you have one, combined, pool of
investment assets.
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Each evening, after the markets close,
the value of each of your investments is
added to any cash in your accounts to
calculate the total value of all the assets
your club owns. This is called your club
Valuation. It will change daily.

You can see it reported on a Valuation
Report.

All money that goes into your club goes
into this one pool. This may include
income such as interest and dividends
and member contributions. There is
no distinction between money your
members contribute for investing and
money contributed for expenses.
Deductible and Non Deductible
expenses are paid out of your club
assets as are member withdrawals. All
money goes into and out of your clubs
asset pool and it all affects your clubs
investment return.

Only expenses shared by all the
members of your club should be
entered in your club accounting. ltis
not designed to track expenses that
only apply to certain individuals.
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Your club treasurers job is to track all
the transactions that apply to your club
assets.

For example, you may have income
such as dividends and interest coming
into your club from your investments.
Cash being used to buy stock. Cash
being received from selling stock and
every so often, cash used for an
expense related to having your club and
managing your portfolio.

In addition, there may be
reorganization transactions such as
splits, mergers or spinoffs which will
need to be entered.

All your club’s transactions will be
recorded in the account they occur in
either automatically or manually. Itis
very important that they be recorded
as soon as they occur, on the correct
dates.

If you are making manual entries, the
accounting software is designed for you
to easily see where to make these
entries. Here, you can see buttons that
apply to any cash transactions related
to your accounts such as the receipt of
interest or money market dividends,
the payment of expenses or the
transfer of funds between accounts.
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5/1/2009

5/15/2009-
Dividend Received-
$100
5/18/2009
Deductible
Club Expense

$200 - 8 Q (s ?
5/20/2009
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5/26/2009- 30
Dividend Received- 20 20 15 15

$100

On the investments page there are
buttons that apply to any investment
transactions that need to be recorded.
These include buy and sell transactions,
dividends received and/or reinvested,
charges made by drip programs and any
investment reorganizations such as
splits, mergers or spinoffs.

Here’s the type of form that you’ll fill in
if you select a button. This is the
information needed when a stock is
purchased.

In order to produce the tax forms that
need to be filed, income and expenses
are allocated to each club member
based on their percentage of ownership
in the club.

They are allocated as they occur, based
on each members percent ownership
when they occur.

This means the specific date and
sequence of each of your clubs
transactions is more important than in
other types of bookkeeeping you may
have done.
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At the end of the year, each members
allocations are tallied up and used to
prepare the K-1 tax forms they will
receive. They report the taxable
amounts and pay any tax due when
they file their personal taxes.

The amount each member is allocated
is also shown on the Member Tax
allocations report

So how do we track member percent
ownership?

Club accounting software is designed to
track unequal ownership. This gives
you the greatest flexibility to have an
investment club even if everyone has
not or cannot contribute the same
amount at the same time.

Because your entire pool of club assets
may vary in value each day, club
ownership is tracked with something
that varies in value in the same way.
When you make a contribution to your
club, your dollars are exchanged for
“Units” of ownership in the club. Each
day, the value of a unit is determined
by dividing the total asset value of your
club by the number of units
outstanding. Each members percent of
ownership is based on the number of
units they own. The total value of their
share on any day can be determined by
multiplying the number of units they
own by that days unit value.

When you withdraw from your club,
you follow your partnership agreement
which will specify a “valuation” date for
determining what your units are worth
and what you are owed. You are
cashed out by being given club assets in
exchange for your units.
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Reconciliation Process
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This is often compared to buying shares
of a mutual fund. You don’t purchase
each stock in a mutual fund directly,
you purchase “shares” of ownership in
it and receive your share of any
increase or decrease in value of the
entire fund.

Because of this, member contributions
and withdrawals are recorded a little
differently than any other type of
deposit or expense.

They are recorded as Payments and
Withdrawals from the members screen.

Note that all contributions by members
to a club should be recorded as
payments so that each members
ownership is tracked correctly.

A critical part of club accounting is
keeping your records accurate and up
to date. This means you should be
verifying them regularly.

There are three reports you should use
monthly to verify your records.

They are the valuation report, the
member status report and the
transaction history report.
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First, verify that the cash balance
shown in your bivio accounts agrees
with your financial institution monthly
statements. Use the end of month
bivio valuation report and the end of
month statement from your brokerage.

Then compare numbers of shares of
stock. First on the valuation
statement, then on the brokerage
statement, The bivio account should
show the same number of shares, that
the brokerage account does. In this
case,both lists agree. 100 shares of
Cognizant, 35 shares of Danaher, 80
shares of Factset etc.

Next, you will need the input of
your members to verify their
own records.

It is important for them to agree
that all of the transactions you
have entered for them are
correct and that you are
tracking their ownership in the
club correctly. The member
status report summarizes what
you have entered for the
current month. Your club
members need to review this
and assure you they agree with
the information you have
entered for their accounts.



Finally, your treasurer should show you
the monthly transaction report. This
will detail all the transactions that have
been recorded in your club records.
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If you let it be, club accounting is very
simple.
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Make sure all transactions are recorded when they occur

Income and Expense allocations are based on member
percent ownership on the date they occur

Verify regularly that all transactions have been recorded correctly
Monthly reconciliation with financial account statements
Monthly Club Member report review
Yearly audit

Account for Member Ownership Correctly
All member contributions recorded as payments
All member payouts recorded as withdrawals
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Slide 36 So why is it that clubs have trouble with
their accounting?

Things That Will Make
Your Club Treasurers Job
Difficult or Impossible
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certain types of Investment Income:

Easy:
Individual Stocks
Dividends
Capital Gains and Losses
Interest Income

More Difficult:
Drips
Mutual Funds and ETF’s
Not designed to track investment income from other
types of investments such as:
REIT’s
MLP’s, PTP’s
biv i

Expenses that Apply to one Club Member (at a time)
— BI personal membership
— SSG software
— SSG data subscription
— Educational materials for personal library
- Individual Share of Club dinner

biv i
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Making them account for expenses that
do not apply to the entire club.

Don’t use your club financial account
for things like entertainment, dinners
for only some people etc. Club
accounting is not designed to account
for those things easily and there is no
benefit to having them as part of your
accounting records. Have individuals
pay their own expenses directly and
keep track of them themselves for tax
purposes.

There used to be a method in club
accounting where multiple member
deposits could be recorded as
something called “Fees” Fees were
contributions by members that did not
purchase units. This has been
restricted to being used only when a
penalty against a member is being
assessed. There are two reasons for
this.

First, there was a common
misunderstanding that “fees” and
whatever expenses they were used to
pay were somehow kept separate from
the investing pool.

This is not the case. Any deposits
recorded in your club accounting



become part of your club assets. Any
expenses recorded affect your portfolio
return.
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they affect member ownership
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af E %y " differently than people think. A
member deposit recorded as a “Fee”
Deposit- | s0 40 50 40 20 .
ahromta0n goes into the general club assets and
Tachlocaton | o045 a0 20 increases the value of each members

Club Expense
200

share of the club based on their
ownership percentage.

While each person has contributed the
same “Fee”, they do not experience
the same change in value of their share
of the club. Nor are they are they
allocated the same amount of the
deduction for the Expense.

There is no reason to deposit money
differently just because it is being used
to pay expenses. Record member
contributions as payments so that each
member’s club ownership is correctly
adjusted.
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at the beginning,

your club will probably think,

we'll all put in the same amount of money on the
same date and share all our expenses equally so

we'll all have the same return on our investment!

That’s easy to understand!

Except...
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People miss payments for legitimate reasons

People will have times where they can’t
contribute as much as they used to

People will need some of the money they've
invested in your club

People may want to join your club
Under these circumstances, it becomes

impossible for your treasurer to keep everyone
“equal”
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That is no reason you can’t have
a healthy, well functioning
investment club

Because,

Your treasurer can easily
account for everyone having
different ownership
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A common issue many investment
clubs deal with is the desire for
everyone to be “equal”. They want
everyone to be committed to making
the same contributions at the same
time and to earn the exact same return
on their investment. Contributions
that can be counted on are certainly an
important part of having a successful
investment club. For any member that
is truly committed to the club, this
should not be an issue.
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To belong to an investment club, you need to be committed to making
regular investments

Your club needs to know it will have money for investing

Your treasurer shouldn’t have the responsibility of chasing down
deposits or ing i i

Your club shouldn’t have to accommodate “Market Timing” for either
deposits or withdrawals
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February 15-
1099's Must be Sent from Financial Institutions

Treasurer needs to verify information against 1099’s before filing
taxes. Some transaction dates may need to be adjusted.

Club should perform it’s yearly audit before taxes are completed
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Focus on your portfolio performance.
Not on individual member
performance.

Don’t expect to file your personal
income taxes as early as you might have
before you were in an investment club.
You will need the income and expenses
from your club K-1’s to report on your
personal taxes. Before they can do
taxes, your treasurer will have to verify
your club records against the 1099’s
your financial institutions will be
sending to the government to report
your club’s income. Financial
institutions have until February 15 to
send them out.

In the meantime, a group of your club
members should audit your club’s
books prior to the taxes being prepared
and filed.
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Don't expect your club treasurer to be able to explain why
certain club accounting tasks must be done a certain way
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Anyone Can do It

Everyone Needs to Understand the Basics

+ Only use your club financial accounts for investment related
transactions that apply to all club members

+ Enter all transactions on the date they occur

« Verify records regularly

+ Record member Contributions and Withdrawals correctly

« Your club accounting software is designed for certain types of
transactions and not others

Don't force your treasurer to do things they don’t have the tools to
handle

Don't force them to explain why they need to do certain things a
certain way. Ask the experts!
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Questions?

support@bivio.com
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As we’ve been discussing, investment
club accounting is a little different than
what people may expect or be used to.
If you don’t understand something your
treasurer is doing, don’t expect your
treasurer to be able to explain all the
reasoning behind it. Feel free to ask
the experts at your software provider
yourself. We’re glad to help clarify
things for not only your treasurer but
for any other member of your club.



