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Investments – Land vs. Bond vs. Stock
Which of the following investments of $10,000 each will yield the greater after-tax value assuming the taxpayer is in the 35% tax bracket for ordinary income and 15% for qualifying capital gains and dividends in all years and that the investments will be liquidated at the end of five years?
1. Land that will increase in value by 6% each year.

2. A taxable bond yielding 6% before tax, and interest can be reinvested at 6% before tax.
3. Common stock paying a 5% dividend each year that can be reinvested in common stock paying a 5% dividend each year. Assume value of stock will not change.

Explain why the future value of the land will exceed the future value of the taxable bond. Also explain why the after-tax return on the stock will exceed the after-tax return earned on the bond.

GIVEN: Compound amount of $1 and compound value of annuity payments at the end of five years:





$1 Compounded

$1 Annuity Compounded

Interest Rate                   
    for 5 years



for 5 years
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$1.34



$5.64
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  5.44


