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Municipal bonds
Are munis for me?
Frequently asked questions about
municipal bonds
Q: What are municipal bonds?
A.

The primary benefit
of municipal bonds
is their tax-exempt
status.

Municipal bonds, or “muni bonds” as they are often called, are issued by states, cities, municipalities or county governments to raise money. Proceeds from muni bonds can be used to improve
roads, build schools or construct a new stadium—basically any project that is for the public good.

Q: What are some of the benefits of investing in municipal bonds?
A.

The primary benefit of municipal bonds is their tax-exempt status. Income from municipal bonds
is generally free from federal—and in some cases, even state and local—income taxes. However,
it’s important to note that these investments may be subject to the alternative minimum tax (AMT).
Municipal bonds can also offer a predictable stream of income with a relatively high degree of
safety in regards to the timely payment of interest and principal.

Q: Who can benefit from investing in municipal bonds?
A.

The old rule of thumb was that municipal bonds were only appropriate for affluent investors.
However, while it’s true that investors in the highest tax bracket may benefit most from muni
bonds, investors in the lower tax brackets can enjoy their advantages as well. Investors looking
to diversify their bond holdings might consider munis, as might those investors who live in high
income-tax states. Municipal bonds are generally not appropriate for retirement accounts—such
as IRAs and 403(b)s—and corporate or similar business accounts.

Q: What is a municipal bond fund?
A.

A municipal bond fund is a mutual fund that invests in municipal securities. As such, a municipal
bond fund has the same tax-exempt benefits as a municipal bond.

Q: What are the benefits of municipal bond funds versus municipal bonds?
A.

Investors may prefer investing in municipal bond funds because they offer diversification,
professional management, monthly income (whereas individual bonds pay interest annually or
semiannually), liquidity, the option to reinvest dividends and the ability to begin investing with a
relatively small initial amount.
The average investor would likely find it difficult to purchase individual municipal bonds on his or
her own, as muni bonds are usually issued in $5,000 increments and are traded in institutionalsize positions of $1 million or more.
Similar to other mutual funds, a municipal bond fund will carry certain sales charges, fees,
expenses and risks. Each fund is offered through a prospectus, which should be read carefully
before making any investment decisions.
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Q: What are the principal risks associated with municipal bond funds?
A.

Two basic types of risk associated with bond funds are credit risk and interest rate risk. Credit risk
refers to the potential inability of the bond issuer to repay the loan at maturity, as well as the risk
that the issuer will miss interest payments. In general, the higher the credit risk, the higher the yield
a fund must offer a purchaser.
Interest rate risk refers to the fact that the market price of a bond will fluctuate with interest rates.
When talking about municipal bond returns, it’s always important to take into account the taxable
equivalent yield. This is the pretax yield an investor would need on a taxable bond (such as a
corporate or Treasury bond) to match the yield of a tax-exempt municipal bond. This concept is
illustrated in the chart below:
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Foresters Financial Services, Inc. provides
everyday families and individuals with
financial solutions, guidance and tools,
to meet their needs across all life stages.
Our Financial Representatives offer
personalized service combined with a
solid, long-term approach and fresh
thinking to help you:
• Save and invest for retirement,
education and other life events
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ASSUMPTIONS:

• Protect the ones you love
• Plan your legacy
Together, we can help you achieve
financial and family well-being—now and
tomorrow, this generation and the next.
Neither Foresters Financial nor its Representatives
offer tax, legal or estate planning services. Clients
should contact their personal tax and legal
advisers for any advice about tax-related
investment decisions, estate planning or gifting.

Long-term corporate bonds are represented by the Citigroup Long-Term High Grade
Corporate Bond Index.
Treasury bills are represented by a one-bond portfolio.

This chart takes into account federal taxes at the 25 percent and 33 percent levels. If exemptions from
state taxes were also considered, the taxable equivalent yield would be even greater.
This hypothetical chart is for illustrative purposes only. The yields used as examples do not imply or
guarantee the yields or returns of any Foresters Financial product.
The illustration does not reflect the impact of sales charges, fees or expenses. After applicable sales
charges, expenses and fees, values will be less. Changes in tax rates and tax treatment of investment
earnings and applicable tax laws may also impact results. A fund’s shares will fluctuate with changes in
market conditions, and when shares are redeemed, they may be worth more or less than their original
value. Moreover, pastperformance is not a guarantee of future results.
* Hypothetical yield
** Source: Bank of America Merrill Lynch U.S. Treasury bills, 0-three months Index; Bank of America
Merrill Lynch U.S. Corporate Master Index.

The information contained herein is not intended as a recommendation of a specific security or investment
strategy. Rather, it is intended to be general and informational in nature. Speak with your Representative to
discuss your specific situation and financial goals.
All securities, life insurance and annuity products are offered through Foresters Financial Services, Inc.
Insurance products are issued by Foresters Life Insurance and Annuity Company, New York or
The Independent Order of Foresters. All guarantees, annuity payments and policy provisions are subject
to the financial strength and claims-paying ability of the issuing company.
For more information about First Investors mutual funds from Foresters Financial Services, Inc. you may
obtain a free prospectus or summary prospectus by contacting your Representative, writing to the address
below, calling 800 423 4026 or visiting our website at forestersfinancial.com. You should consider the
investment objectives, risks, charges and expenses of the funds carefully before investing. The prospectus
and summary prospectus contain this and other information about the funds, and should be read carefully
before you invest or send money. An investment in these funds is not a bank deposit and is not insured or
guaranteed by the Federal Deposit Insurance Corporation (FDIC) or any other government agency.
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Foresters Financial™ and Foresters™ are the trade names and trademarks of The Independent Order of
Foresters (a fraternal benefit society, 789 Don Mills Road, Toronto, Canada M3C 1T9) and its subsidiaries,
including Foresters Financial Services, Inc.

