

The municipal bonds are tax free, thus the after tax yield of municipal bond would also be equal to 2.20%.
The after yield of Treasury bill would be = pre-tax yield * {1- tax rate} 
=2.5*(1-0.21)
= 1.98%
Since after tax yield of Treasury bill is less than municipal we will invest in municipal bond.
Convert municipal bond into tax equivalent yield
[bookmark: _GoBack]Tax equivalent yield = tax free/ (1-tax rate)
= 2.2 %/( 1-0.21)
= 2.78%
Therefore, we will invest in municipal bond since its tax equivalent yield is higher. 



