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THE FIVE ACCOUNTS APPROACH 

The Five Accounts Approach 
This is an overview of the five accounts I use on a daily, weekly, and monthly basis to 
ensure financial freedom and flexibility. All this is based on two fundamental principles.  

I. Spend your money before you spend it. 
II. Build a flexible framework, not a diet you’ll fall short of. 

How To Use This Guide 

“A failure to plan is planning to fail.” 

This guide is built to be participatory. Utilize the Pro Tips and Recommended Solutions sections 
to inform your income allocation. The goal of this guide is that, early on in your life, you 
establish a set Operational Budget and whatever is left over gets allocated to the remaining 
accounts at set percentages. As you grow your income in life your operational budget can 
increase by the corresponding percentage of each raise but the split between accounts never 
changes. In this way, there is a value that you make, a value you live off, and a value you 
continue to grow through savings and investment to be deployed in different scenarios (based 
off the nature of those savings and investment accounts).  
 
In this way, you will build in flexibility for fun and emergency spending, control over your future 
financial goals, and automated behavior that will help you consistently move ahead in life. 
 
The Wealth Effect (referenced several times in this guide) is the tendency for humans to think 
they can afford to spend more in their Operational Budget when the value of other accounts 
increases. 
 
Please feel free to share and send me feedback. My contact info is in the footer of each page. 

 

Credit Card 
I use a credit card for every purchase. Every swipe (whether in person or online) is done with 
my credit card so that I’m constantly building credit. I set my personal and self-imposed credit 
limit every month at what my monthly operational costs are.  
 
This is your Operational Budget. 
 
These comprise rent (if paid online), all bills, eating out, entertainment, subscription services, 
and anything else that is a predictable monthly expense. 
 

Pro Tip 
Your self-imposed credit limit should be about 1/3 (or less) of your actual credit limit. 
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Recommended Solutions 
USAA, Chase Sapphire Reserve, or a Skymiles Card for the airline of your choice. Prioritize low 
monthly interest, low annual fees, and customer service over points reward programs (unless 
there are ridiculous deals). ThePointsGuy is a fantastic resource for this. 

Checking 
Whatever your operational budget is capped at you should have that amount deposited 
automatically to your checking account each month. At the end of the month use the money 
deposited in this account to pay the total balance of your credit card in full thereby clearing out 
your monthly Operational Budget, building credit, and maintaining a constant eye on your 
spending. 
 
At the end of each month if your Operational Budget was lower than expected and there is a 
surplus in your checking this is either A) guilt-free spending money or B) additional funds to use 
in the 3 remaining accounts. 
 

Pro Tip 
I highly recommend creating an account with and downloading either Mint or Albert to your 
phone and only connecting your checking and your savings account. I use Mint and it 
immediately shows me my net balance so that I don’t experience the Wealth Effect**. 
 

Recommended Solutions 
I use Schwab’s High Yield Investor Checking Account which reimburses all ATM fees at the end 
of every month and returns, has no required account minimums (essential for this zeroing out 
Credit Card/Checking Account cycle), and returns 0.13% APY. I have $10 in a brokerage account 
so that I can have this card. I keep on me in case I need to pull money but otherwise I never use 
this card. 

Savings 
This is the long-term play. This account sits untouched. We just put money in, at a set % of our 
paycheck each month, because in several years you want to buy a ring, a house, an investment 
property, a Tesla, college, a wedding, a retirement gift to mom and dad, etc.  
 
A five-year career goal is often stupid and asked by people with outdated careers. A five-year 
financial goal? Now we’re talking.  
 
Reverse engineer the financial flexibility you want to have in five years and work backwards. At 
your current earnings, if you don’t have a raise, what do you need to save every month to get 
there.  
 

https://www.usaa.com/inet/pages/banking_credit_cards_visa
https://creditcards.chase.com/a1/sapphire/reserve
http://www.delta.com/content/www/en_US/skymiles/earn-miles/earn-miles-with-partners/credit-card-partners/personal-credit-cards.html%3Ficid=SM_15_announce
http://www.schwab.com/public/schwab/banking_lending/checking_account
https://itunes.apple.com/us/app/mint-personal-finance-budget-bills-money/id300238550%3Fmt=8
https://itunes.apple.com/us/app/albert-manage-your-budget-saving-and-debt/id1057771088%3Fmt=8
http://www.schwab.com/public/schwab/banking_lending/checking_account
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Pro Tip 
Set up Direct Deposit with your job so that you never see this money. We don’t dip into this 
savings account so it shouldn’t even matter to us that we can’t see it. Find your goal, reverse 
engineer it, automate the process, and leave it alone. 
 

Recommended Solutions 
I highly recommend either Ally Bank or Capital One 360 for savings. They’re both consistently at 
the top from a customer rating and service perspective, high annual yield rates, and allow for 
sub-savings accounts. I.e. you automatically save 20% of your income each month with 10% 
going to your House Down Payment Sub-savings account, 5% towards an engagement ring 
savings account, 3% towards a 3 Month Emergency Operational Budget account, and 2% 
towards that Patagonia road trip you’re planning when you turn 30. 

Short-Term Savings 
This is the most ignored account by the public. If our only type of savings account is our main 
savings then we have very loosely defined rules around “dipping into our savings”. This is a 
slippery slope to disaster. 
 
Short-Term savings is anything that you cannot immediately afford with your monthly 
Operational Budget that is within 12-18 months out. A NYE trip, Broadway tickets, that new 
mountain bike; these are short-term savings goals. Plus, if you get in a tight spot from 
unforeseen emergencies you can dip into this account without “dipping into savings”. 
 

Pro Tip 
There are two routes you can go with Short-Term Savings. One is to create another savings 
account at another bank and treat it as a Short-Term account while you earn interest on the 
balance (though there may be withdrawal fees). The other option is to use one of several apps 
that have behavioral rules built in to them but don’t accrue interest. I personally prefer the 
later. 
 

Recommended Solutions 
There are many apps that can do this. Acorns, Level, Albert, basically every week a new one 
launches in the app stores. I prefer to use a combination of IFTTT rules and the savings app 
Qapital. You can set up behavioral rules to automatically save $X every time you get a 
Starbucks, add so much every day that you exercise, etc. and all to serve micro-savings goals. 
These could range from a vacation to a new TV. 

Investment 
Short Term Investments 
Stocks, Swaps and Options, ETFs, Mutual Funds. Anything that could be traded daily. You can 
play the market but unless you’re going to devote significant time to this most data suggests 
you’d be better off buying an S&P 500 Index Fund. 
 

https://www.ally.com/bank/online-savings-account/
https://www.capitalone.com/savings-accounts/online-savings-account/
https://www.acorns.com/
https://www.levelmoney.com/
https://meetalbert.com/
https://ifttt.com/
https://www.qapital.com/
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If you prefer a location of the markets (US, LATAM, Emerging Markets) mutual funds can be a 
great route for you. If you prefer a sector of the markets go with an ETF. If you prefer a 
company then options and stocks are your cup of tea. All have increasing levels of risk. 
 

Pro Tip 
This stuff is confusing and I have a MS in Quantitative Finance. If you’re going to make short 
term investments yourself then be comfortable losing all your money. There are also ways to 
pay other companies to do this so that you mitigate your risk and the small amount of money 
you have can be invested alongside others to make larger bets. 
 

Recommended Solutions 
The mutual fund market tends to be dominated by Vanguard and Fidelity. A comprehensive 
comparison list can be found here. ETFs are found from most everywhere on any number of 
strategies. There are some “set it and forget it” solutions that utilize algorithm trading: 
Wealthfront and Betterment are the two most popular. They use high frequency trading 
algorithms to make decisions based solely on technical indicators and not emotional decisions. 
For all things Options related, Tasty Trade and tastyworks are phenomenal resources. Think 
Khanacademy for options trading. 
I’m a fan of these. 
 

Long Term Investments 
This is the retirement account, the bonds you got when you were 16, and the 401K that your HR 
department sold you on. Money goes in and it (except in the rare case of bonds and 
government default) it stays there until you retire or turn 60.  
 

Pro Tip 
If you can use a Roth version of an IRA (Individual Retirement Account) do so. There are two 
times you could potentially pay tax on contributions to an IRA. One when you put them into the 
account. One when you pull them out. These are either-or scenarios. Most people would agree 
they will likely be making more money, and therefore be in a higher tax bracket, later in life.  
 
Therefore, the proportional amount of tax they would pay on contributions would be higher if 
paid when removing money vs when you initially contribute (which is what happens in a Roth 
account). 

https://investor.vanguard.com/mutual-funds/%3FWT.srch=1%26VanguardMFGeneralKeyword%26cmpgn=PS:RE
https://www.fidelity.com/mutual-funds/fidelity-funds/overview%3F%26imm_pid=700000001009773%26immid=100255%26imm_eid=e5740616561%26gclid=CNjfx73hldMCFdCrfgod17EOXQ%26gclsrc=ds
http://money.usnews.com/investing/rankings/mutual-funds
https://www.wealthfront.com/
https://www.betterment.com/
https://www.tastytrade.com/tt/
https://tastyworks.com/
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The second reason for this is 
demographic trends. Despite whatever 
the political atmosphere says, no drastic 
change to the status quo has ever 
happened without the approval of the 
majority. Look at the current 
demographic pyramid of the United 
States population (source). 
 
There’s a wave of population that is 
about to hit the retirement age and 
begin to draw from Medicare, Medicaid, 
and Social Security. When that happens, 
they will begin to draw from a limited 
supply of funds in these coffers. In 2050, 
the population of the United States will 
look like this: 
 

This is a United States with a far greater percentage 
of the population living in retirement. The only way 
this is sustainable is to increase the amount of tax 
collected and paid in to these programs from every 
source possible. If you’ve been investing in a Roth 
IRA though you’ll have already made your 
contribution at a lower tax rate. Those contributions 
will be excluded from any tax rate increase. 
 
 
 
 
 
 
 
 

Recommended Solutions 
If your company has a match 401K program, contribute a percentage of every paycheck up to 
the matching percentage. After that, invest your money elsewhere. If you don’t have a match I 
would elect to opt out of your company provided retirement plan. Odds are good you’ll be able 
to find a better returning fund on your own. I have my own Roth IRA through Schwab though 
will be changing soon because of the Wealth Effect when I login and see two account balances 
that are from different sections of the Five Accounts Approach. 

http://www.populationpyramid.net/united-states-of-america/2050/
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