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Given the $200,000 inheritance there are three risk free investment opportunities available for Kate & Sam;
1. Taxable corporate bond
· Amount invested 200,000
· Pre tax interest=200,000*4•75%=9500
· Tax expenses=9500*30%=2850
· After tax interest=9500-2850=6650

2. High dividend stocks
· Amount invested 200,000
· Pre tax interest=200000*4%=8000
· Tax expenses=8000*15%=1200
· After tax interest=8000-1200=6800

3. Tax exempt municipal bonds
· Amount invested=200000
· Pre tax interest=200000*3•5%=7000
· Tax expenses=000
· After tax expenses=7000
The taxable corporate bond, high dividend stocks and municipal bond are subject to marginal tax rate, capital gain tax and zero tax respectively.The taxable corporate bond offer the highest income but given the tax deduction it would be advisable to invest in municipal bond which give the highest after tax income of $7000.The corporate bond incur an annual marginal tax and a capital gain tax later when sold at a profit.The high dividend stocks are a qualified dividend and therefore attract a 15% capital gain tax.
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