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The Silicon Valley Bucket Plan 

Living, Working, Raising a Family & Trying To Achieve Financial Freedom in Silicon Valley 

 

Silicon Valley is one of the most vibrant, intellectually-curious, competitive, and forward-thinking 
environments in the world. For those in the technology industry, it is the Mecca of innovation and 
opportunity. Many people relocate to Silicon Valley from around the world to achieve financial freedom. 
While the valley can be an incredible place to live, it brings unique financial challenges that don’t exist 
anywhere else. Some of those challenges include: 

• The highest top state marginal income tax rate in the United States 

• A real estate market with 10%+ per annum growth rates and sales-to-listing price ratios in the 
triple digits 

• Complex compensation methods through equity grants, RSUs, profit units, and other forms of 
stock options 

• Work/life balance in a fast-paced competitive environment 
 

While the purpose of this white paper is to provide valuable insight, proper financial planning is as much 

an art as it is a science, and a CERTIFIED FINANCIAL PLANNER™ at Alison Wealth Management can help 

to ensure your plan is tailored to your personal situation. Two clients with the same income and assets 

will more than likely have different goals, obligations, and dreams, creating the need for an 

individualized plan.  

Here are some concepts that will help you achieve and protect your financial freedom in Silicon Valley. 

1. Time Segment Your Money 

 
No matter what age, income level, or net worth you have accumulated, we believe it is important to 

segment your money into three buckets based on your investment time horizon and volatility tolerance. 

In this three bucket approach, we call the first bucket the Now Bucket. The Now Bucket is money that is 

not invested and is typically made up of your emergency fund, as well as planned expenses or income  



 

 

 

 

you will need in the next year or two. In the Now Bucket, you are willing to sacrifice the rate of return 

you may have otherwise earned if you would have invested that money. The second bucket is the Soon 

Bucket. To determine the most appropriate investment strategies, portfolios, or investment vehicles, it 

is important to compartmentalize the money you may need sooner than later and invest that money 

more conservatively than you would invest the rest of your money. This Soon Bucket will buy you a time 

horizon to invest the remaining amount of your money confidently in the third bucket, which is the 

Later Bucket, for long-term growth. In summary, The Now Bucket is typically the money you keep in the 

bank. The Soon Bucket is the money you may need sooner than later, such as college expenses for 

children or purchasing a new house in the next few years. The Later Bucket is money you are confident 

you will not need for at least 10 years or longer. 

 

Imagine you are looking to upgrade your current home to a bigger house in the next couple years. You 
know in the Silicon Valley real estate market; your current home will sell quickly with an asking price of 
$2,000,000, and the price range for the new home will be around $4,000,000. You only want to take out 
a mortgage of $750,000 so the interest is tax deductible, and you know to be a competitive buyer, you 
will you will need to come up with the remaining $3,250,000 in short notice once you find that perfect 
house. This would be an example of where you would want to keep that $3.25m in a conservative liquid 
portfolio in the soon bucket. You wouldn’t want it completely invested in stocks or bonds, because if the 
stock market declines or interest rates rise, you could be forced to sell at a loss due to the timing needed 
to finance the real estate transaction. You would also want to be careful about when and how that 
money is invested, so you could try to avoid short-term capital gains, which are taxed as ordinary 
income. 
 

2. Tax Planning Today To Minimize Your Current Tax Rate 
 

For many of our clients, they accumulate bursts of wealth in the form of concentrated stock and stock 
options and find themselves in the 37% Federal and 13% State income tax brackets. That means you are 
50/50 partners with the government on your income. As with any partnership, there are ways out! The 
question you need to ask yourself is what are you doing to reduce your tax liability, today and into the 
future. 
 
For current income, a tax analysis should be completed to ensure you are taking advantage of all 

deductions available to you. If you don’t have at least $24,000 of itemized deductions for a married 

couple under age 65, then you will rely on the standard deduction, which means $24,000 of your income 

will not be taxed. In addition, you need to understand how you earn your money. Are you getting paid 

through a W-2, 1099, K-1? Maybe it is a combination of two or all three. A compensation analysis can be 

completed to understand other deductions available to you, depending on your pay structure. 

Outside the deductions most individuals are aware of, such as mortgage interest, the area that carries 

substantial tax benefit and requires advanced planning is charitable giving. One of the most useful 

charitable giving tools is a Donor Advised Fund, which can be established in the name of your family. 

One of the great benefits of a donor advised fund is you don’t have to distribute a certain portion of  



 

 

 

the fund each year, so it gives you ultimate flexibility. With some of our clients, they love the idea of 

creating a family fund which they fund with appreciated stock, getting the tax benefit immediately. We 

then invest the money inside the fund and a number of years later, they can turn it over to their children 

with the responsibility for the children to seek out charitable endeavors to participate in.  

If you have highly concentrated stock, it is crucial that your charitable giving plan is coordinated with the 

timing of your stock sales, as well as a forward looking analysis at your other itemized deductions to 

ensure you receive maximum economic benefit. In some cases, it may make sense to front-load a donor 

advised fund with 3 - 5 years’ worth of giving in a single year to maximize your itemized deductions and 

surpass the standard deduction.  Through the donor advised fund, you would still have the flexibility to 

disburse to your charitable causes over the course of the future years through your fund but accept the 

tax benefit in one year. 

3.  Tax Planning Today To Minimize Your Future Tax Rate 
 

While there are not a lot of options to save on your current tax bill, you have a substantial planning 
opportunity to reduce tax on your future income. When it comes to your income, the government 
doesn’t tax every dollar equally. In fact, some dollars don’t get taxed at all. If you know the rules and are 
able to structure your income wisely, you could find yourself enjoying a high standard of living later in 
life—without paying much tax at all. 
 
For example, in some cases, Social Security is not taxable at all, but in other cases, up to 85% of your 

Social Security income could be taxed. It is important to understand the concept of provisional income 

and how it is applied to your personal income tax calculation. 

As you accumulate assets, you generally do so within three account types: 

• Pre-Tax Money (401k, IRA, 403b etc.) 

• Post-Tax Money (Non-qualified investment accounts, cash etc.) 

• Tax-Favored Money (Roth IRAs, 529 Plans, Health Savings Accounts, Cash Value Life Insurance) 
 

For Pre-Tax money, you are getting a deduction today but will need to pay tax at the time you take out a 

distribution. For many of our clients in high income tax brackets, they enjoy the opportunity to defer 

income today. The question is, will taxes be higher or lower in the future? If your taxes are lower, then 

you win! If your taxes are higher, you would have been better off to pay income tax now and invest that 

money in a post-tax or tax-favored account. Of course, we don’t have a crystal ball to tell us what taxes 

will look like in the future, but a current and future income analysis can be done to figure out the 

optimal contribution amounts into pre-tax accounts. In addition, if you are considering the potential to 

relocate to a state with lower taxes in retirement, it may make sense to defer income now. 

For Post-Tax money, you will not need to pay tax on what you put in (basis) but will be taxed on any 

gains. Short-term capital gains tax is applied if you held the investment for less than 1 year. Short-term 

capital gains are taxed the same as ordinary income and should be avoided if possible.  



 

 

 

We mainly see short-term capital gains caused if: 

• You need to sell an investment in a hurry because you didn’t properly time-segment your assets 
as explained above. 

• You are engaging in active trading (frequently buying and selling over the course of 12 months) 
to try to time the market. 

• You are investing in certain investments that have to distribute gains each year.  
 

At Alison Wealth Management, we manage post-tax money differently than pre-tax money to attempt 

to mitigate any short-term capital gains.  

Long-term capital gains are taxed at a more favorable tax rate. In 2018, if you are married and have 

taxable income levels up to $77,200, you pay 0% long-term capital gains tax. From $77,200 - $479,000, 

you pay 15%, and over $479,000, you pay 20%. It’s worth noting, for both types of capital gains, there is 

also a 3.8% net investment income tax that applies in addition to state income tax. 

Last, Tax-Favored money can be the best of all. If structured properly, this money can grow tax-free, and 

when it is time to take withdrawals, it will not be taxed. Roth IRAs are the most popular tax-favored 

retirement vehicle, but there are income limitations that create a hurdle for high-income individuals to 

contribute. For many of our clients, we are able to use an advanced strategy, known as a back-door Roth 

IRA, for high income earning clients to open up a Roth IRA, but there are complex pro-rata IRA rules that 

must be adhered to for it to work properly.  

Here is an example of our tax planning in action: 

Phillip and Jane are both 67 years old. They collect a joint Social Security Income of $65,000, and Phillip 

sits on a couple of boards that compensate him $50,000 of earned income per year. They desire to have 

a total of $300,000 of after-tax spending income in retirement. Option A shows what could happen if 

they don’t work with Alison Wealth Management, and Option B shows our coordinated tax & income 

planning strategy: 

          Option A:           Option B: 

 Board Income: $50,000 Board Income: $50,000 

 Social Security Income: $65,000 Social Security Income: $65,000 

 IRA Distribution: $262,000 IRA Distribution: $100,000 

 Total Income: $377,000 Long-Term Capital Gains: $42,000 

 Federal Tax Due: $76,965 Tax-Favored Income: $81,559 

 Net Income: $300,035 Total Income: $338,559 

 Effective Federal Tax Rate: 20.4% Federal Tax Due: $38,559 

  Net Income: $300,000 

  Effective Tax Rate: 10% 

 



As you can see, we can identify a point of maximum tax efficiency by analyzing each dollar of income, 

which account and transaction type created that income, and how it could impact your effective tax rate 

to create a strategy to blend out the most effective after tax income. In the case above, we are able to 

cut down over $38,559 of annual income tax in retirement. 

Between balancing a fast-paced career in the technology industry and being present and engaged in 

your personal life, we know the greatest commodity is your time. 

Alison Wealth Management provides you a household CFO to ensure your money works toward your 

immediate, short- and long-term goals, allowing you to spend your time enjoying the things that really 

matter. Call or email us today to schedule a time to discuss over the phone how we can help! 

Financial Planning and Advisory Services are offered through Prosperity Capital Advisors (“PCA”) an SEC registered investment 

advisor. 

Alison Wealth Management and PCA are not affiliated entities. For additional information about PCA, including fees and 

services, send for our disclosure statement as set forth on Form ADV from PCA using the contact information  herein or found at 

www.adviserinfo.sec.gov.  Please read the disclosure statement carefully before you invest or send money.  PCA does not 

provide tax or legal advice.  

Past performance is not necessarily indicative of future results.  Therefore, no current or prospective client should assume that 

future performance of any specific investment, model, or strategy (including the investments, models, strategies recommended 

or undertaken by PCA) made directly or indirectly through this communication, will be profitable or equal any performance level 

referenced directly or indirectly.  Different types of investments involve varying degrees of risk and there can be no assurance 

that any specific investment will either be suitable or profitable for a client’s or prospective client’s investment portfolio.  

Information presented herein is subject to change without notice and should not be considered as a solicitation to buy or sell any 

security. 


