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Over the years, while prin-
cipals have become in-
creasingly adept at run-

ning their businesses and in-
creasing their profits, their apti-
tude for spending their
hard-earned money has de-
creased… Just kidding! 

Spending money has never
been an issue, but investing it
wisely to provide for the future
has presented much more of a
challenge. Identifying when you
want to retire and the sort of
lifestyle you want to enjoy in your
retirement, knowing your toler-
ance to risk, and pursuing a di-
verse range of investments
should all form the basis of a
sound wealth-management plan. 

Rule one: determine your
tolerance to risk

A basic rule of wealth man-
agement is to identify your ac-
cepted tolerance to investment
risk. In other words, how much of
a reduction in the value of your
investments are you prepared to
accept in the quest for greater re-
turns? An investor's risk toler-
ance varies according to age, in-
come requirements, financial
goals, etc. For example, a 70-year
old retired widow would gener-
ally have a lower risk tolerance
than a single 30-year old dentist
primarily because of the limited
time frame the former has to play
with to achieve a good return. 

Rule two: diversify the risk
Another important principle

is to diversify your risk, for exam-
ple, do not put all your eggs in one
basket. Diversification does not
mean selling half your shares in
Lloyds and using the proceeds to
invest in RBS as the overall risk
correlation remains the same.
Astute investors will have a blend
of different types of assets in their
portfolio which may typically in-
clude a mixture of cash, bonds,
shares and commercial property,
and in the case of dentists, many
will also have the value of their
business.

The reason for holding a port-
folio of different investments is
because asset classes tend to
work in a ‘correlated’ fashion. In
other words, while shares may be
going down another asset, such
as bonds or commercial prop-
erty, will be going up, so your
whole portfolio should not fall.

The correct asset allocation is
absolutely essential. Studies by
Ibbotson Associates et al 2000
showed that 91 per cent of invest-
ment returns were derived from

The Midas Touch?
Whatever happens to the greater economy, 
your portfolio is geared to producing 
consistent investment returns, if you 
just follow a few simple guidelines. 
Peter Dunn explains

ORBIT Complete
helps reduce plaque

It’s a fact, saliva fights plaque.
And chewing ORBIT Complete® creates saliva.
Chewing ORBIT Complete sugarfree gum stimulates the production of saliva, essential in 

neutralising the plaque acids that cause decay.

Recommend ORBIT Complete with xylitol to your patients – clinically proven to help reduce plaque.

For samples visit www.BetterOralHealth.info/samples

®

Do not put all your eggs in one basket



DENTAL TRIBUNE United Kingdom Edition · June 30–July 6, 2008 Money Matters 15

asset allocation and only five per
cent came from stock selection.
No one can forecast with any ac-
curacy what will happen to
shares, property, or any other as-
set. Very few people correctly
called the top of the equity bull
market in 2000 and even fewer
accurately called the bottom of
the bear market in 2003. Right
now, no one is certain what is go-
ing to happen to UK residential
property over the next couple of
years, so given professional in-
vestors’ inability to forecast the
future, asset allocation looks like
a very sensible bet. 

Rule three: don’t be fashion
conscious

In this instance, it isn’t wise to
invest in whatever is the prevail-
ing fashionable asset. By opting
for a diversified investment port-
folio you would not have been left
with a basket of technology funds
in 2000 or a stack of commercial
property funds in 2008. A cau-
tious investor is likely to have a
portfolio with a heavier concen-
tration of cash and bonds and
property, while an aggressive
risk taker would have more in as-
sets such as emerging market
stocks. 

Rule four: maintain a broad
portfolio

You should remember that
even cautious investors can ben-
efit from having some shares in
their portfolio, while aggressive
share investors should still hold
some cash for liquidity and
would generally benefit from
widening their portfolio to in-
clude bonds and property. 

Most dentists who are looking
to create a sizeable nest egg for
themselves and their families
will want to have some of their
money in stocks and shares, sim-
ply because over the years, in-
vestments in shares have pro-
duced a better return than invest-
ments in bonds or cash. 

Rule five: go with your own
approach

The question is how do you
gain the best exposure to the var-
ious asset classes? Once again, it
depends on your risk tolerance
and how involved you would like
to be in developing your portfo-
lio.  One dentist client of ours
owns a number of properties,
which he rents out and is happy to
manage himself but at the same
time he relies on us to manage his
stocks and shares through his
pensions and ISAs. 

Another client has no interest
in owning buy-to-let properties
although he does own his prac-
tice property worth £500,000.
However, he takes a very keen in-
terest in the stock market and
manages his own pension funds,
using a Self-Invested Personal
Pension (SIPP). For the active in-
vestor, this can be a great way of
investing directly in the stock
market and obtaining tax relief
on investments at the highest
rate with no potential liability to
Capital Gains Tax (CGT). So our
client who recently invested
£100,000, received back £25,000
from the Revenue into his SIPP

leaving him £125,000 to invest in
shares, and a tax bill reduced by a
further £25,000 higher rate tax
relief.

Initially these two ap-
proaches to wealth management
appear poles apart, yet they both
have widely diversified invest-
ments in equities and property
and have co-ordinated wealth
strategies. They just happen to be
invested in ways that suit them
personally and are in line with
their individual requirements

and of course, their tolerance to
investment risk.

Rule six: don’t plan in
isolation

A most important feature of
wealth management, is that no
one area of planning is consid-
ered in isolation. A SIPP may be
excellent for retirement plan-
ning and a great means of self-
investing in the stock market but
it is of little help when paying the
children’s school fees. Likewise,

cash ISAs can be very useful for
short-term projects, such as an
exotic holiday or new car, but

they will not provide the means
to give you a comfortable
lifestyle. DT
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