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tc "Setting Investment Goals"
Establishing investment goals is an important step in developing your financial plan. In one sense, goal setting is a separate and distinct step in the investment planning process. In another sense, goal setting is a fluid part of the process since goals themselves, or the relative priorities of some goals, may change. During the goal setting process, you should identify and quantify your investment goals and develop a reasonable time frame for reaching each of them.
Developing an investment plan to meet your investment goals should help you to recognize your investment preferences, determine your level of sophistication as an investor, and recognize and deal with your investment fears. You should educate yourself regarding risk/reward relationships, investment philosophies, procedures, and style.  An investment plan based on needs, goals, objectives, and the related constraints becomes the roadmap for reaching your investment goals and for dealing with future developments and opportunities.

The first step in identifying and defining goals is to state them broadly, i.e., needing funds for education, retirement, liquidity, or wealth accumulation. Next, specifically define goals in terms of the type of return required such as current income, tax-exempt income, or capital appreciation.

Each stated goal should be quantifiable and measurable. For example, funds invested to provide $35,000 in three years to purchase a car. Your goals should then be prioritized because we typically want more than we can afford, and taking more risk to enhance investment returns could subject you to more portfolio volatility than you would want.

Writing goals will help you focus on what you honestly hope to achieve and, to some extent, consider the reasonableness of those goals. Prioritizing goals is critical when not all goals can be achieved within the stipulated time horizon and with available resources.

Each goal should have a stated time horizon, i.e., how long will it be before the invested funds are needed for a given purpose and how long the need will last (e.g., retirement for 30 years). Time horizons tell you when you will need the money and the period of time you will depend on selected assets to generate the necessary cash flow. They also give you dates to work toward and are critical factors in determining the appropriate asset allocation.

It is critical not to underestimate your investment time horizons. For example, if you are planning to retire in ten years, you may think of switching to a fixed income portfolio at retirement. By doing so, you have ignored the fact that your time horizon is really until death and you will need your money to continue growing to compensate for the loss of purchasing power.

Many investors express goals in terms of tax planning concerns. The relationship of investment and income tax planning must be considered because taxes can have a significant effect on rates of return. Some investment vehicles can help you defer or eliminate income taxes (mutual funds have special tax considerations). However, tax considerations should generally take a back seat to investment issues. In a given situation, you may not be able to avoid a taxable transaction even if you prudently manage your investment portfolio.

