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Index Fund Starter Kit: The Lazy Portfolio
That Beats Wall Street

The real starter kit for index investing is not one perfect fund. It is a
sequence: capture the 401(k) match, understand when a Roth IRA or HSA
beats taxable investing, decide whether a 529 belongs in your plan, keep
assets in the most sensible accounts, and add new funds only when they
solve a real problem. This guide turns that sequence into a usable system.
You will see how to deploy a first $1,000, when Fidelity ZERO funds are great
and when regular portable index funds are safer, how to place bonds and
stock funds tax-efficiently, and what kind of returns a beginner should
realistically expect from a plain, low-cost portfolio.

1. Foundation

Beginners often think investing starts with picking a ticker. In reality, it starts with picking
the right account. A 401(k) can include employer matching dollars that are too valuable
to ignore. A Roth IRA gives tax-free qualified withdrawals later and full control over fund
selection. An HSA is uniquely powerful because contributions can be pre-tax, growth can
be tax-free, and qualified medical withdrawals can also be tax-free. A taxable brokerage
account offers unlimited access and no shelter from yearly taxes. A 529 adds state-tax
benefits and dedicated education savings for families with that goal. The smartest
portfolio often comes from putting the right dollars in the right account before worrying
about which total-market fund wins on expense ratio by one basis point.

Asset location is the quiet partner to asset allocation. Asset allocation answers
how much you want in U.S. stocks, international stocks, and bonds. Asset location
answers where those holdings should live. Bonds often fit best in tax-advantaged
accounts because their interest can be tax-inefficient in taxable accounts. Stock index
funds are often strong candidates for taxable because of qualified dividends, lower
turnover, and potential tax-loss harvesting. Roth space is especially valuable, so many
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investors reserve it for the highest expected-growth assets they can hold comfortably,
often stock index funds. HSAs can act like a stealth retirement account if you invest the
balance instead of spending it immediately on routine healthcare. None of this has to be
perfect, but thinking about location early prevents years of accidental tax drag.

A $1,000 starter plan should buy simplicity and momentum, not five micro-
positions. If your employer offers a 401(k) match that you are not capturing, the first
dollars should usually go there because an immediate 50% or 100% match is hard to
beat. If the match is already handled, a Roth IRA is an appealing next home for many
beginners because you can use low-cost broad funds and keep future qualified
withdrawals tax-free. If you are HSA-eligible and your medical spending is manageable
from cash flow, an invested HSA is also extremely attractive. Taxable investing is useful
when tax-advantaged space is full or flexibility matters. A 529 belongs in the picture only
if education funding is one of your real goals. The point is that the first $1,000 should
reinforce the account priority system you want to keep using, not create an accidental
collection of tiny balances everywhere.

Fidelity ZERO funds are a great example of why cheap is not the only criterion.
Funds such as FZROX and FZILX charge 0.00% and are perfectly reasonable inside
Fidelity accounts, especially retirement accounts you expect to keep there. But they are
proprietary mutual funds. If you later move to another brokerage, you generally cannot
transfer them in kind; you may have to sell first. In tax-advantaged accounts that is
mostly an inconvenience. In a taxable account with gains, it can create unwanted taxes.
Regular portable funds such as FSKAX, FTIHX, VTI, or VXUS are slightly more expensive
but easier to move. Beginners should understand that tradeoff before assuming “zero
fee” automatically means “best choice forever.” Finally, set realistic expectations. A
sensible index portfolio can compound impressively over decades, but it will not rise
smoothly every year. Expect long-term growth, intermittent drawdowns, and many
ordinary years in between.

2. Step-by-Step System




Map your account stack before buying any fund

Write down every account available to you: workplace 401(k), Roth IRA, HSA if
eligible, taxable brokerage, and 529 if education is a real objective. Next to each
one, note the contribution limit, whether there is employer matching, what tax
benefit the account offers, and whether you already have it open. This step often
changes the entire plan. Someone skipping a generous 401(k) match should not be
debating between three total-market funds yet. Someone who already maxes the
match and still has money left may be better off opening a Roth IRA or funding an
HSA before adding more taxable money.

A simple order of operations for many households is: get the full employer match,
build emergency reserves, then prioritize Roth IRA and HSA contributions, and use
taxable after the tax-advantaged buckets are working. A 529 enters the sequence
when education funding matters and you understand the account’s restrictions.
The starter kit works best when every new dollar already has a destination.




Deploy the first $1,000 with one clear priority rule

Your first $1,000 should not be spread so thinly that nothing feels meaningful. If
you are missing a 401(k) match, direct enough payroll deferral there to unlock it
first, then use the remaining cash where you have the best combination of tax
benefit and fund choice. If the match is already handled, a sample beginner plan
might be: $700 to a Roth IRA invested in a total-market fund, $200 to an HSA
invested once you clear the cash threshold, and $100 to a 529 if college savings is
an active goal. If you do not have a 529 goal, that last slice can go to the Roth or
taxable account instead.

The purpose of the $1,000 plan is to teach the habit sequence. It answers, “Where
does my next dollar go?” Once that rule exists, future raises, bonuses, and tax
refunds can flow through the same system without fresh debate. The amount
matters less than the decision order it creates.




Choose between Fidelity ZERO funds and regular index funds

If you invest at Fidelity, you will eventually face a practical choice: use ZERO funds
such as FZROX and FZILX, or use regular index funds such as FSKAX and FTIHX.
ZERO funds win on cost because the expense ratio is literally zero. They are
especially compelling in a Roth IRA, traditional IRA, or HSA that you expect to keep
at Fidelity for many years. But they do not track outside indexes in the same way
most portable funds do, and they generally cannot be transferred in kind to another
brokerage. That portability issue is minor in retirement accounts and more
meaningful in taxable accounts.

A good default is to use ZERO funds only where future portability is not a major
concern, and use regular portable mutual funds or ETFs in taxable. This protects
you from the unpleasant surprise of needing to sell appreciated proprietary funds
just to move brokerages. Cheap is good; flexible and cheap is better when taxes
are in the picture.




Place assets where they are most efficient

Once the accounts are open, assign holdings intentionally. Broad stock index funds
often belong in taxable, Roth IRA, and HSA space because they are tax-efficient and
have strong long-run growth potential. Bonds, if you use them, often fit better in
traditional retirement accounts or employer plans where current interest is
sheltered. International stock funds can work well in taxable because some
investors may benefit from the foreign tax credit, but they also tend to distribute
more dividends than total U.S. stock funds, so the best location can depend on your
tax bracket and your desire for simplicity. A 529 is usually an all-equity or age-
based allocation tied to the education timeline rather than to retirement needs.

Do not obsess over perfect placement if your balances are small. The big win is
moving from accidental location to deliberate location. A simple rule such as
“bonds in 401(k), stock funds in Roth and taxable” is already better than scattering
everything everywhere.




Add funds systematically as your balances grow

Beginners often add new funds because boredom sets in, not because the portfolio
needs them. Resist that. New funds should solve a specific problem. Add an
international fund when you want global diversification, not because your U.S. fund
feels lonely. Add a bond fund when the time horizon shortens or your behavior tells
you that an all-stock portfolio is too stressful. Add a 529 only when education
funding is part of the family plan. Raise contributions automatically before you
raise complexity. Many people would be better served by increasing an existing
total-market fund purchase from $200 to $400 per month than by adding three
extra holdings.

A useful escalation rule is to route part of every raise into the next account priority
bucket. For example, increase the 401(k) contribution by 1% every annual review
until the match and desired savings rate are satisfied. Then fill the Roth IRA, then
the HSA, then taxable. The system grows without requiring a monthly debate.




Set performance expectations that match reality

A broad index portfolio can produce excellent wealth-building results over 20 or 30
years, but it will not behave like a straight line. Some years will be great, some will
be flat, and some will be painful. Expecting 12% to 15% every year is a recipe for
disappointment and unnecessary tinkering. A more useful assumption is that stocks
may deliver strong long-run returns with major drawdowns along the way, while
bonds lower volatility and expected return. The portfolio is not broken when it has a
bad year. It is just being a portfolio.

Your review metric should be whether the system is functioning: are contributions
happening, are costs low, is asset location still sensible, and is the allocation still
appropriate for the goal? Realistic expectations help beginners stay invested long
enough for compounding to matter. Unrealistic expectations turn ordinary market
behavior into a reason to quit.

3. Key Worksheets & Checklists

Use these pages to convert the starter kit into an account-by-account plan. Fill them out
in order: priority first, starter dollars second, maintenance rules third.




1. Account Priority Worksheet

Account

401(k)

Roth IRA

Taxable brokerage

Main Benefit

Employer match and
tax-advantaged savings

Tax-free qualified
withdrawals and broad
fund choice

Triple tax advantage if

eligible

Flexibility and no
contribution limit

Education-specific tax
benefits

Common Priority Rule

Contribute enough to
get the full match
before skipping
elsewhere.

High priority after the
match for many
beginners.

Very attractive once
cash-flow needs are
covered.

Use after tax-
advantaged buckets or
when access matters.

Fund only if education is
a genuine household
goal.




2. $1,000 Starter Plan & Fund Choice Notes

If match is
missing

If match is

covered

Fidelity ZERO
option

Regular portable
option

Asset location
hote

Performance
expectation

Use payroll deferral to claim the match first; the
immediate employer contribution usually outranks other
uses of the next dollar.

Example starter split: $700 Roth IRA, $200 HSA, $100
529 or taxable depending on goals.

Great in retirement accounts kept at Fidelity; examples
include FZROX and FZILX.

Better for taxable or future portability; examples include
FSKAX, FTIHX, VTI, and VXUS.

Default rule: bonds in tax-advantaged accounts, broad
stock funds in Roth and taxable unless simplicity or plan
limits argue otherwise.

Expect long-run growth with rough years, not smooth
annual gains.




3. Execution Checklist

o Write one priority order for the next dollar across 401(k), Roth IRA, HSA, taxable,

and 5209.

Confirm whether you are eligible for an HSA before assuming it belongs in the

plan.

Use ZERO funds only after deciding whether future portability matters in that

specific account.

Keep taxable holdings portable unless you are comfortable realizing gains to

move later.

Make sure idle HSA cash is actually invested once the minimum cash threshold is

met.

Increase contribution rates before increasing the number of holdings.

Review asset location once per year and after major income or tax changes.

Judge the portfolio by savings rate, discipline, and cost control—not by whether

every year looks amazing.

Keep education savings separate from retirement mental accounting so one goal

does not quietly cannibalize the other.

4. Common Mistakes

Opening every account at once
without funding any of them
well

Five empty accounts do not beat one
well-funded account. Account sprawl
feels productive but often slows the
habit that actually matters: consistent
contributions.

Using proprietary zero-fee funds
in taxable without thinking
about portability

ZERO funds can be excellent, but a
future brokerage move may force a
taxable sale. That is usually a minor
inconvenience in an IRA and a
potentially costly event in taxable.




Forgetting that asset location Expecting stock-market returns
affects after-tax return to arrive in a smooth upward
Beginners focus on allocation and line
ignore where the assets live. Over
years, sloppy placement can create
avoidable tax drag even if the fund

choices themselves are solid.

Unrealistic return expectations lead
people to chase risk, abandon
diversification, or panic after a normal
bad year. Ordinary volatility is not
evidence that the plan failed.

5. Next Steps

Write a one-page contribution order for your household: match first, then Roth IRA or
HSA, then taxable, with 529 contributions added only if education funding is an active
goal. Pair that order with the exact funds you chose and a note about why you used
ZERO or regular portable funds in each account. Once the system is live, revisit it
annually with the FIRE Calculator and keep all free tools handy for scenario checks. The
starter kit is finished when you know where the next dollar goes without having to think

about it.
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