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1. Explain what amortization is and how a down payment and loan duration impact it. 
[bookmark: _GoBack]Amortization is the process of paying off a loan principal over the life of the loan with regular and fixed payments. Although the amount of each periodic payment is identical, it consists of two main components, which are interest cost and loan principal, that change over time. At the beginning of the loan, the majority of each payment is an interest expense, and only small portion of the principal is paid off. In other words, there is not much progress on debt repayment during the early years. As time goes on, more of each payment goes towards the principal and less interest is paid in each period. The process end with zero unpaid principal balance.
A down payment is the initial upfront portion of total payment and it is usually made in cash during the beginning of the purchase of a good or service. It helps decrease the amount of money a consumer has to ask for in a loan which causes the periodic payments and the loan period to be less. The larger the down payment, the lower the payments on the loan. Loan duration indicates how long the loan is for. The shorter loan duration, the higher the periodic payments.

2. What is the importance of health insurance and disability insurance in personal financial planning? 
Health insurance makes people be able to easily take on financial burden arising due to illness and injury that often come unannounced, making it difficult to arrange for expenses all of a sudden. It can also work as a tax management tool. The premium that is paid for getting the health insurance for oneself or one’s own family gives the benefit of tax deductions. For disability insurance, it replaces lost income when an individual is unable to work because of an accident or illness. Without disability coverage as part of the financial planning puzzle, it can result in depleting the savings accumulated. Therefore, both types of insurance should be considered in personal financial planning to safeguard family's economic security.

3. What is life insurance? What is its purpose and principle? 
Life insurance is a contract between an insurance company and a policyholder which the company agrees to pay a specified sum to a beneficiary upon the death of the insured in exchange for a payment over regular periods of time called a premium. This payment will include the sum assured, which is the amount you have purchased the policy for, and the minimum amount of money that the company will pay you before adding bonuses. 
Most people buy life insurance to protect someone who depends on them from financial losses caused by their death. It helps transfer the economic loss of death from an individual to an insurance company by way of life insurance contract. The policy actually works by a function of the fact that many individuals come together as a group, and each person shares in the risk of death of the other people in the group. Life insurance companies manage this risk quantitatively and provide an organized structure for the transfer of risk from one individual to a large group of individuals. This is considered to be an example of risk pooling. A fundamental to the life insurance principle is the predictable mortality experience of a large group of individuals. All life insurance policies operate on the principle of the law of large numbers. Insurance companies must use a large sample size of the population to predict death rates. While no one single person's death can be predicted, the law of large numbers allows issuers to predict death rates by looking at a large group of people. A large sample size means that a probability can be predicted as a percentage of the population.

4. Joe and Jane are both 35 years old. Although they graduated from college almost 15 years ago, they have never developed a diversified investment program. What extra money they had was invested in high-tech stocks that did quite well. Then, with the economic downturn, they encountered major losses. How could asset allocation have reduced the dollar amounts of the Joe's and Jane's losses? 
Asset allocation is an investment strategy that attempts to balance risk and return by adjusting the portion of each asset class in an investment portfolio according to the investor's risk tolerance, goals investment time frame, and current financial situation. The general goal is to minimize volatility while maximizing return. The process, or which is called diversification, involves dividing investment money among major types of securities that do not respond to the same market forces in the same way at the same time. Ideally, if the investments in one category are performing poorly, there will be assets in another category that are performing well. 
Without diversification, if something happens to that one company, which is the economic downturn in this case, the investors could lose a significant portion of their investment. In contrast, if this same scenario happens with diversification, it would not be devastating the value of the whole portfolio since it affects only a part of it. To explain more on this, there are two different types of risk associated with investing in the financial markets. The first type of risk is the risk associated with the entire market or systematic risk. Systematic risk affects all of the stocks in the entire market together, as a whole, and cannot be diversified away within that market. It occurs as a result of factors that systematically affect most firms such as war, inflation, recessions, and high interest rates. Because most stocks are negatively affected by these factors, this type of risk cannot be eliminated by diversification. The other type of risk is the risk specifically associated with one particular investment or unsystematic risk. It is caused by such random events such as lawsuits, strikes, earnings disappointment, investor fraud, and other events that are unique to a particular firm. Because these events are random, their effects on a portfolio can be eliminated by diversification. In other words, bad events in one firm can be offset by good events in another. Since risk indicates variability in return, lower risk means lower probability of getting extreme negative return from investments. Therefore, asset allocation can reduce the money loss from investment.

