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FN 281: Group Assignment #3
1. Explain what amortization is and how a down payment and loan duration impact it.
Amortization is the reduction of a loan balance because of payments made over a period of time. For each period, the interest rate payment decreases and the payment towards the principal of the loan increases as principal balance falls. 
A down payment, which is an initial payment a borrower makes on an assets financed with loan, helps decrease the amount of money a consumer has to ask for in a loan thus causing the payments and the loan period to be less. 
Loan duration is an important part of amortization because it tells you how long the loan is for. If you make payments that are higher than the minimum set payment amount the loan duration will shorten.
2. What is the importance of health insurance and disability insurance in personal financial planning?
Personal finance is the management of money and financial decisions for a person or family including budgeting, investments, and retirement planning and investments. Before analyze why the health insurance and disability insurance is importance in personal financial planning, we have to understand what health insurance and disability insurance are. Health insurance is a type of insurance coverage that pays for medical and surgical expenses that are incurred by the insured. It can either insured for expenses incurred from illness or injury or directly pay to the care provider, while disability insurance offers income protection to individuals who become disabled for a long period of time, probably caused by injury and illness. As a result, insured can no longer work during that time period. Hence, the importance of having health insurance and disability insurance in personal financial planning is to remember that anything can happen. It is always safer to plan for the worst so your family is not left in piles of debt should you fall ill or unexpectedly die.

3. What is life insurance? What is its purpose and principle?
Life insurance is a contract between an insurance company and a policyholder under which the company agrees to pay a specified sum to a beneficiary upon the death of the insured. For instance, if the policyholder dies, the insurance company will pay sum of money as compensation to beneficiary. 
For the purpose, most people buy life insurance to protect someone who depends on them from financial losses caused by their death. It fills in the gap of lost income when people you love die. Life insurance will cover burial expenses, help your family maintain standard of living, help achieving the long-term goals such that it provide a cushion that prevents you from abandoning future goals. Likewise, it helps you save money.
Fundamental to the life insurance principle is the predictable mortality experience of a large group of individuals. It is risk pooling that the insurance collects and pools the premium of thousands of people, and then they spread the risk across the entire pool. In short, the insurance company takes the uncertainty of any individual, sums them up, and makes it more certainty.
4. Jane and Bob 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 Bob's losses?
The stock that Jane and Bob hold is considered to be the speculative stock. According to Investopedia, most high-tech Nasdaq-based stocks have a beta of greater than 1, which means stock price is more volatile than the market. These kinds of stocks are difficult to predict their future income. The people who intentionally invest in speculative stock usually hope to get capital gain rather than dividend. So, the stock should not be in the consideration at the first place since the dividend paid is unpredictable because of the unstable future income. During the economic downturn, misfortunes never come singly. Jane and Bob will face more loses as these kinds of stock prices will decrease more dramatically than the market is. However, because Jane and Bob have already brought the stock, the only way to help them face the least lost is through asset allocation. 
Asset allocation is an investment strategy that aims to balance risk and reward by apportioning a portfolio’s assets according to an individual’s goals, risk tolerance and investment horizon. The core target of asset allocation is to reduce the level of risk as much as possible, through diversification, according to each individual’s risk tolerance level. So, in order to diversify some of the risk away, we need to find the correlation between each stock with the portfolio that these two people hold, which is only that high-tech stock. So, they should, first, invest in the stocks that have negative correlation to that high-tech stock. And according to the portfolio theory, we can find the maximum point of investing in risky asset, where CAL tangents with the optimal risky portfolio, that will give us the highest return and lowest level of risk. So, the line along that CAL should be the point where investors put their investment in. With the level of risk tolerance of each individual, we will know the percentage invested in risk free asset, Treasury Bills, and risky assets which include bonds and stocks. So, if we know the level of risk tolerance of Jane and Bob, we should be able to find the best proportion invested in both risk free and risky asset that gives the highest return with lowest level of risk. Therefore, the asset allocation can reduce Jane and Bob’s risk and have the maximum expected return given the level of risk tolerance. 
