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Q:  I’ve been reading about trouble with municipal bonds lately and wonder if I should sell some of these bonds that I inherited?
A:  I cannot answer that question without knowing a lot more about you and about the bonds.  There is some basic information that you might find useful, however.
Municipal bonds are promises to pay back money with interest loaned to various sizes of government (city, county, and state).  The money can be used for general purposes or for specific tasks such as housing or utilities.  The source of the money to pay back your loan to the entity may be provided by the municipality-including the promise to raise taxes if necessary, and if so this is called a General Obligation bond.  Or, the payback may be derived from the revenue from a project funded by the bond sales-for example bridge tolls from a road built with bond proceeds.  This type of bond is called a Revenue bond.  
In general, General Obligation bonds are of higher credit quality than are Revenue bonds.  However, the municipality that is borrowing the money is a very important factor as well.  There are some States currently who have shaky finances, and who I’d be wary of lending money to.  A Revenue bond with a profitable project might be a better investment than the General Obligation bond of a State with poor finances.
Most bonds are issued a credit rating based on an assessment of credit worthiness.  This is also very important to consider.  Until 2-3 years ago, it was common for bonds to be insured by companies that promised to pay in the case of default.  However, most of these insurance companies failed in the last three years due to insuring non municipal mortgage related debt.
Like any other bond, the length of time that it will be until you get back all your money is important, in that a longer term bond exposes you to both the risk of default as well as interest rate/inflation risk.  You almost always get a higher rate of interest for longer term bonds, but it may still not be worth the risk.
Finally, consider the “tax equivalent” yield.   Historically, a municipal bond of a certain quality and length of time to maturity will offer a lower rate of interest when compared to a taxable corporate or US government bond.  This is due to the fact that after taxes, the usually non taxable municipal bond interest rate is at least equal to the taxable bond rate.  However, at times this relationship changes.  For example, at the time of this writing, municipal yields  are roughly equal to taxable bond yields, making their return superior on an after tax basis.
To return to your question, I can’t give you great advice on your specific bonds due to all of the above.  In general, most investors that decide to buy municipal bonds should buy low cost diversified bond funds from a low cost provider such as Vanguard or Fidelity and avoid individual bond purchase.
