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Interest Bonds
Cost of capital refers to the expected returns on the securities given by a company, while the required rate of return speaks to the return premium needed in the investment to justify the risk taken by the investor. It is possible that the required rate of return is equal to the cost of capital for a given investment; theoretically, the two should tend towards each other (Kaufman & Hopewell, 2017). Organizations are concerned about their cost of capital they must determine when it is appropriate to raise capital and then make a decision about the amount to raise and the methods to acquire it. Each decision made by a company come with certain costs and risks, and the cost of capital can be applied in comparison to different methods more clearly. It is simple to establish the cost of debt. All creditors both large lending institutions and bond investors charge an interest rate for their loan. It is a little more complicated to calculate the cost of equity and it is also uncertain but in theoretical approach, the cost of equity is equal to the required return for individuals who invest in equity. When a company has a clue of its cost of debt and equity, it calculates its weighted average of all its costs. These figures are very important for a company to expand their capital and make economic sense (Houweling & Van, 2017).
The required rate of returns originates from the investors whereby they can find a risk-free return by holding on to their finances or by investing in short-term bonds. The issuing company and the investor become compatible trading partners the moment the cost of capital is equivalent to the required return (Houweling & Van, 2017).
Municipal bonds are debt obligations issued by government entities when an individual buys a municipal bond, he/she is lending money to the issuer in exchange for a set number of interest payment over a certain period.  When the set period is over, the bonds reach their maturity date, and the full amount of the original investment is returned to the investor.  Municipal bonds are available in both tax-exempt and taxable formats; however, people pay much attention to the tax-exempt formats since the income they generate is tax exempt (Kriz & Xiao, 2017). There are two varieties of municipal bonds; the general obligations bonds and the revenue bonds. The general obligation variety raises immediate money to cater for expenses and they are supported by the issuers’ taxing power. On the other hand, the revenue bonds are issued to finance the infrastructure projects and are supported income those projects generate. Municipal bonds have a risk factor whereby when the issuer is not able to meet the required financial obligations, it may also be unable to make a scheduled interest payment and the principal when the bonds mature. In order to evaluate the issuers’ creditworthiness, agencies involved in rating are involved to analyze the issuers’ ability to meet its debt obligations (Schwert, 2017). 
Municipal bonds interest rates are paid at a fixed rate, which does not change for the entire life of the bond. If there is a rise in the interest rate in the market, the bond currently owned by an investor will be paying a lower yield compared to yield offered to newly offered bond. These bonds generate a non-taxable income and therefore they pay lower interest rates than taxable incomes. Any investor who anticipates a significant decrease in their marginal income tax-rate may in a better way be served by the higher yield available from taxable bonds (Schwert, 2017).   
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