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Assignment 3

1. Explain what amortization is and how a down payment and loan duration impact it. 
Amortization loan is periodic payments of both principle and interest. Amortization loan calculated the amount that needs to pay in each period by the formula and given interest rate. The amount of monthly payment that borrower pay back loan will be a combination of principle and interest in the different proportion for each period. At the first period, Borrower pays back the amount that contains higher proportion of principle and small proportion of interest payment. In the following period, the amount that borrower pays back would contains less proportion of principle but higher interest payment. At the very last period, the proportion of interest would rise higher and might be larger than proportion of principle.  
Down payment is a payment that paid when borrower purchase high value of asset or products but doesn’t have enough finance to cover all the value. Borrower would pay down payment in the initial stage while the Bank or institutions that lend the money would cover the rest of the value. After the first period, borrower would pay back the loan through the mortgage or amortization loan payment. Down payment is a necessary factor to the rest of the amortization since it reduces the principle amount of loan in the amortization. The higher the down payment was paid, the less principle that borrower needs to pay back which also imply to the less amount of interest payment.  
Loan duration is another factor that effects the amortization payment. Borrower who has ability to pay back the loan in short term would prefer to do shorter amortization. Since the long term loan would require the borrower to pay higher interest payment. Amount of loan that pays in the very last period contains large interest but low principles. 

2. What is the importance of health insurance and disability insurance in personal financial planning? 
Health care is expensive and tend to be more expensive in the future. Sickness and accident are unable to avoid, then this is the reason that people need health insurance. In the urgent case, some people didn’t have sufficient money to pay for the medical expense, they would need aid from the health insurance plan, and thus this is a smart financial plan. It prevents people from having to pay for health care unprepared (one large payment) instead of predictable and stable payment at a lower amount which means less risk for the insured.
 Health insurance covers wide types of medical from hospital expense to vision care expense. For those people who have set the financial goal, healthy insurance aid them to manage the goal more efficient. People who willing to make a life insurance contract need to do yearly health check-up, this encourage them to concern more about their health and boost healthy habit since they are allow to know the weak point in their body. This way the insurer would be more health concern and reduces the risk routine or habit to improve their health. 
Disability insurance is a plan that covers the case of disability from sickness or injury. The disable insurer who is not able to continue normal work would not able to receive the normal income. This insurance ensure that they will at least continue their life with the amount of money from the insurance plan, maybe the amount of money equal to income they used to get before disable. Insured can manage better financial plan since they don’t have to keep the large amount of money for the unfortunately day, they paid for insurance instead and the amount is way smaller. 

3. What is life insurance? What is its purpose and principle? 
	Life insurance is a financial plan that aims to transfer amount of money of benefit from a person who did the life insurance to their heir. Since the life is uncertainly, human can’t know the time that they need to leave this world, life insurance is a good planning for those who need to look after their love ones and need to ensure that their love ones would have enough money to spend if they pass away before getting old. The insurance company that the pass away insurer did the insurance would pay the amount of money that they contracted with the insurer when the alive to their family (or other whose name was stated). 
[bookmark: _GoBack]Life insurance benefit insurer in several ways such as paid to their family if they die prematurely and financial planning for the future such as retirement planning. Since they usually require clients to pay premium to the insurance company in each period, this is a good saving planning since they need to keep some amount of money to pay for insurance premium. Insurance payment after the insurance maker pass away can also benefit to the heir such as pay less tax or avoid inheritance tax. However, those who have no duty to look after anyone or independent might prefer other kind of insurance. The insurance company needs to protect themselves as well, they need to make sure that the clients who willing to do life insurance is as healthy as possible and less tendency to die from sickness. They also need to be sure that the clients have no risk healthy profile such as alcohol or smoke addictive. There are three major types of life insurance which are term life, whole life and universal life. Each type has its own advantage and disadvantage. 	

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? 

Initially, the Martin should set the investments goal and return per year that they would like to receive from investment. Every investment contains risk whether it is systematic or unsystematic risk. Since the Martin used to invested only in high-tech stocks and enjoy the well compensation for the last five years, the high-tech stocks might to on the downturn with the economic which make them a big loss. They should better now think about the diversification which allocates their risk to the various type of investment. Because return of each kind on investments is different, they need to find out their acceptable level of risk. Investments that make high return in short period came with high risk while those slow return payback with lower risk. If the Martin is risk lover and would love to enjoy big compensate in the short time and not afraid of making loss, they might allocate large proportion of investments to the equity instrument. If they are risk averse, they might enjoy leave their saving in the saving account instead. 
They need to learn to manage the investment portfolio, variety in investments would reduce the risk, when one asset makes loss, it is a chance that another asset would go on profit. If the Martin would like to continue their investment in high-stocks they might allocate some to other industry stocks to reduce the volatility. This way whether they make losses from high-tech stocks, they still enjoy some profit from other stocks that they invested. They key diversified investment is find out an average in risk and return.  


