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Assignment 3

1. Explain what amortization is and how a down payment and loan duration impact it. 
· In the sense of loan, amortization is the process of declining in amount of loan balance due to the repayment schedule of loan principal. 
· Without considering the effect of down payment and loan duration on interest rate, as stated that amortized amount depends on the amount repaid per period of the repayment schedule, it is obvious that down payment could affect amortization amount by reducing or increasing the principal of loan. If the down payment contributes to a large portion of purchased price, the loan principal needed should be relatively smaller than that of little down payment. This causes the amortized amount to be smaller as well due to the lower initial balance (loan). 
· Loan Duration also could potentially affect amortization schedule. In case of long loan duration, the amortized amount per period is expected to be comparatively less than that of short loan duration. This is because with longer duration, the repayment schedule is more dispersed, as a result, with the same initial balance, the repaid amount per period will be less with longer loan duration.

2. What is the importance of health insurance and disability insurance in personal financial planning? 
· To have a good personal financial planning, ones need to know or can be certain about the future situation to some extents. This is because if we do not have any information about what will happen in the future, we cannot make financial decision fitted to the circumstance expected to happen.
· Insurance is a tool to make our financial planning easier and effective. The way it works is insurance does not give us more information but rather it gives us the security against the possible future losses. That is although it is impossible to perfectly forecast about what the future will turn out to be, insurance can ensure that even if those losses happen, we will not be drastically affected by such circumstances.
· As the importance of insurance has already mentioned, the analysis will go to the further extent and to be more specific about the health insurance and disability insurance.
· Health insurance relieves an individual from a possible financial burden caused by illness or injury and disability insurance alleviates financial burden and compensate the loss of possible future income due to injury caused by disability. There are lots of types of health insurance policies ranging from basic to comprehensive insurance policies. 
· To demonstrate the way health and disability insurance helps an individual make the better financial planning, we consider the situation where an identical individual has health or disability policies and without the policies. 
· With health or disability policies, assuming those policies are comprehensive, the individual does not need to set aside money for possible future losses from injury or disability. That is the concerns from the losses from such causes are alleviated and the individual can channel money more precisely according to the financial plan. 
· The individual cannot have the accurate financial plan without these policies.
3. What is life insurance? What is its purpose and principle? 
· Life insurance provides compensation to your beneficiaries should you die permanently 
· The purpose of life insurance is to transfer the economic losses due to death of the insured to the insurer by the way of a life insurance contract. For the further purposes, they could include estate planning ( passing assets to beneficiaries without being taxed), guaranteed insurability, retirement planning ( special tax advantages help the retired save more money by paying less cash taxes) and forced savings (the cash value part of the insurance can be used as collaterals or liquidated to get cash in emergent needs).
· Another benefit in forced savings is it disciplines an individual to save continuously in a given period.
· In the case of basic life insurance, the principle of life insurance is to share risk within the risk pool with others to avoid the catastrophic loss such as the death of head of family.  

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? 
· The reason why they faced the catastrophic loss is due to the fact that they do not diversify their portfolio to cover a large span of major types of securities. That is when high-tech stocks plunge ,they got afflicted by absolute exposure to stocks in high-tech industry. If they had diversified the asset types in their portfolio, their losses due to the plummet of high-tech stocks would have been significantly less. This is because when high-tech stocks fall, it is impossible that other securities would fall following the high-tech stocks. The price of bonds, commodities or other assets could rise contrary to the high-tech stocks. That is if their portfolio had less exposure to high-tech stocks and more of the others types, the fall in high-tech stocks would not have been transferred directly to them and the effect could even have been cancelled out by the surge of other securities in portfolio.
· The next question is how this couple could reach the optimum asset allocation. To answer this question they need to answer these questions to assess their financial background and needs. 
· How long is their investment horizon?
· Since they have been investing by using their excesses, their investment horizon could be long. This implies that it is possible to invest in illiquid assets which might give higher return than liquid assets.
· How much risk are they comfortable to take?
· They both are at 35 years old which is the age that they need to consider about their retirement plan. They might not be comfortable or suitable to invest in risky assets in spite of promising return.
· What are their individual goals?
· Their goals are also important because we have to make financial plan such that the level of return and risk are corresponded to the plan we expect to do.

· What is their financial situation?
· Do they have lots of liabilities? What are their current investments? These questions they have to answer to get a comprehensive view on their financial situation so that we can execute the right investment allocation decision.
· Where are they now in their stage of life cycle?
· Since they both are 35, their investments should include some retirement-related investment vehicles such as investment in pension funds or some long term health insurance plans which mostly they can fix the amount of premium per period they pay throughout the insurance plan. That is the younger they enter the risk pool, the healthier category they are assigned to be in and the less premium they pay after that.
 


