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The Recipe of a Successful Financial Plan 

By Joyce Mae S. Jimenez 
 
“There are people who claim to be instinctive cooks, who never follow recipes or weigh anything at all. 
All I can say is they’re not very fussy about what they eat. For me, cooking is an exact art and not some 
casual game.” – Delia Smith 
 
Just like cooking, financial planning is not just some casual game. It takes well researched techniques to 
come up with the perfect recipe for your financial plan. So we ask ourselves, what are the ingredients to 
the recipe of a successful financial plan?  
 
The recipe to a successful financial plan involves 3 ingredients. First, take care of your liquidity needs. 
People often forget saving first for the rainy days. As a rule of thumb, your emergency fund should at 
least be three times (3x) worth of your monthly expenses if you are employed or about six times (6x) if 
you have your own business. Without considering this first, you run the risk of eroding your invested 
funds. 
 
Once you have fulfilled your liquidity need, then you can move on to formulating the perfect protection 
plan that will suit you. Most of the people in the workforce have at least 1 or 2 people depending on 
them for support. Without a well thought out protection plan, what will happen to your dependents 
when you suddenly pass away? As the breadwinner of the family, you should have insurance coverage 
of about 3 times (3x) worth of your annual salary and 10% of your annual savings should go to insurance 
premium payments.  
 
The last important ingredient to consider is asset allocation. "Asset allocation is the blending of a 
portfolio of securities from different asset classes to meet the needs of an investor1." In order to create 
the most appropriate portfolio, one must consider his investment objective, investment horizon and risk 
tolerance.  
 
Asset allocation can also be a tool for diversification in order to reduce the risk while giving you the 
highest potential return in your investment portfolio. To make it simpler, let's take an ordinary street 
vendor as an example.  
 
Have you ever noticed how street vendors would sell the most unusually unrelated products such as 
raincoats and fans? Street vendors know that when it rains it is easier to sell rain coats and when it is 
hot people will buy fans. The chance of one person buying both items is highly unlikely since each object 
is commonly used in two very different instances -- when it rains and when it's hot. However, in selling 
both items, the street vendor reduces the risk in losing money on any given day2. 
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Just like the street vendor, when all your money is invested in just one asset class or one kind of 
investment, you are not able to reduce the risk of your portfolio. Let’s take an aggressive investor as an 
example. Using the historical returns on the table below for each asset class, one would think that the 
best investment is the equity fund because it will give you the highest potential return. However, you 
should keep in mind, the risk-reward trade-off: the higher the returns you want, the higher the risk you 
must be willing to take. If your portfolio is heavily concentrated in equities, what will happen to your 
investment when the stock market suddenly crashes?  
 
By diversifying your portfolio, you are able to reduce the risk of your investments while giving you the 
higher potential return. In the example below, if an aggressive investor invests in the 3 asset classes 
based on the recommended asset allocation, he will get a weighted average return of 8.25%*, a fairly 
acceptable return considering the reduced risk he gained from diversification.  
 

Asset Class Aggressive 
Allocation 

Historical 
Returns* 

Weighted Ave 
Historical Return* 

Money Market 
Funds 5.00% 3.00% 0.15% 

Bond Funds 65.00% 6.00% 3.90% 

Equity Funds 30.00% 14.00% 4.20% 

  
TOTAL 8.25% 

*Assumed returns based on historical rates. For illustration only. 

 
Through the mixture of the 3 key ingredients, you will be able to come out with the perfect financial 
plan recipe that is suited for you. So start gathering your ingredients and cook your successful financial 
plan recipe with your BPI AMTG investment counselor today. 
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