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1. Explain what amortization is and how a down payment and loan duration impact it. 
> Amortization is the process of paying down the loan by making payments which include both principal and interest. Each payment includes interest payment and principal payment. At the beginning period, most of the payment will be paid to interest and little paid to principal. As time goes by, lower interest payment and higher principal payment being paid off the loan.
> A down payment is a type of payment made in cash at the beginning of the purchase of an expensive good or service such as car, house, and etc. The payment represents a percentage of the full purchase price. Making a down payment by a purchaser then paying the rest of the price through installments is a method that makes expensive assets more affordable for a person. The bigger the down payment he made, the smaller the loan he will need, and the more he can save in total.
> A loan duration, known as “loan period”, is the length of amortization period, which means the number of years the purchaser will need to pay off his mortgage. The duration is an important decision that can affect how much interest the purchaser has to pay over the life of his/her mortgage.
> The shorter loan duration (amortization) saves the purchaser’s money as he will pay less in interest over the life of his mortgage. His regular mortgage payment amount would be higher than if he had selected a longer amortization, as more of his payment goes towards paying down his principal balance. A longer amortization provides the buyer lower monthly payments. Therefore, it attracts many people. However, it means that more interest will be paid over the life of the mortgage.


2. What is the importance of health insurance and disability insurance in personal financial planning? 

Health insurance is insurance against the risk of incurring medical expenses. It works to decrease the amount of money that the insured and their family are going to be dropping each time that you visit the doctors and guarantees of being taken care of when getting ill and to have that medical treatment on a pay scale based on coverage. Even if you is usually in good health, you still need to use the health care at some point in his life. The cost of even routine care can quickly add up, but the cost of care for a major illness or injury can be devastating. At any age, and every level of personal health, health care costs should be something you take seriously. That is what health insurance is all about, covering the expenses that come with preventing illness and staying healthy, and being prepared for the worst that could happen.
Disability insurance is an important part of a financial plan for those still in their working years. Your current and future lifestyle depends on your ability to earn income. Disability insurance pays disability benefit as a partial replacement of income lost due to illness or injury. Most disability insurance policies pay a fixed sum for a fixed period, while others pay a monthly sum for the entire period the insured is disabled from earning suitable income (as determined by his or her qualifications, experience, and training.
3. What is life insurance? What is its purpose and principle? 
> Life insurance or life assurance is a contract between an insured and an insurer, where insurer promises to pay a sum of money (called benefits) in exchange for a premium. It is a protection against the loss of income when the insured passed away and it can also provide a timely emergency fund for medical, legal and funeral costs etc.
> The purposes of life insurance are as follows;
1. Life insurance provides an insured’s loved ones financial protection in the event of his/her premature death.

This means ‘family’ in this case. Life insurance is to replace the spouses’s income if one had passed away. Husband and wife (the surviving spouse) would have needed to replace his/her income which was crucial for their family’s lifestyle.

2. Life insurance provides medical and funeral expenses.

Life insurance proceeds ensure that the final medical expenses are well taken cared of since most of everyone is likely to meet illnesses and injuries. It also covers the cost of funeral and makes the mourning process easier. This is the most essential for everyone’s policy of having life insurance.

3. Life insurance to pay off the debt and children expenses.

Life insurance funds specific financial goals. Its proceeds can be used to pay off the debt, such as mortgage and also cover expenses for current or upcoming education needed for an insured’s children. Once there is a life insurance, the family can continue with their plans they made without disruption.

4. Life insurance brings tax benefits

Life insurance offers many tax advantages, including tax-deferred growth on cash value accumulation, tax-free distribution of death benefits etc. Moreover, it is used for estate planning to help cover estate taxes.

> Principles of life insurance

Life insurance operates on some basic principles common to many individuals. The insurance policies work on a function that many individuals come together as a group and each shares the risk of death of the other people. Life insurance companies do on tasks as follows;

Law of Large  Numbers
Insurance companies use a large sample size of the population to predict death rates. The probability can be predicted as a percentage of population. Insurers reach the point where they can predict death rates very accurately.

Transfer of Risk
The risk does not only give out to the insurance companies but also spread out among all policyholders that the insurer does business with. All insured contribute money to the general account. This money is invested and paid out when an individual from the group dies.
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4. Bob and Mary Martin 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 until the last five years. Then, with the economic downturn, they encountered major losses. How could asset allocation have reduced the dollar amounts of the Martin's losses? 

Diversifying portfolio is what Bob and Mary Martin would have needed to do in order to reduce the dollar losses. Portfolio diversification is a risk management technique that mixes a wide variety of investments within a portfolio. The rationale behind this technique contends that a portfolio of different kinds of investments will, on average, yield higher returns and pose a lower risk than any individual investment found within the portfolio.

Therefore, the two Martins who faced major losses during economic downturn should allocate their portfolio apart from high-tech stocks to other stocks. If Martins were to diversify to another stocks as well they will loss only in the amount that they allocated to the high-tech stocks while others remain well in contrast to losses all in the high-tech stocks.

Investing in government bond is another asset allocation that could have reduced the Martin’s losses. Since government bond is risk-free, it pays out as not higher return as other assets. However, it still could give them the stable amount of return every year even in an economic recession.
