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A friendly reminder that you have until April 15th, 2003 to make your 2002 Roth IRA contribution.  Also, it is 
never too early to start thinking about your 2003 contribution.  The tax law allows a  maximum contribution of 
$3,000 ($3,500 if you are over 50).  Please give us a call to discuss this opportunity! 

“Catch-up” is an additional contribution that can be made by anyone who is 50 years of age or older who qualifies to contribute this additional 

amount. 

Prepared from sources believed to be accurate.  Buttonwood Partners, Inc. does not specialize in tax law or providing tax       

advice.  Consequently, this information is not a substitute for individual advice from a tax professional. 

Dear Clients: 
 
As we begin another year, we want to emphasize our continuing commitment of quality 
service to you.  In doing so, we would like to make sure you are all aware of a very crucial 
member of our Bugg/Dean team — Mary Eisenbraun.      

 
Mary is our administrative assistant who helps run the office in an organized, efficient manner   She also serves as an 
information manager for the office.  She schedules meetings and appointments, organizes and maintains paper and 
electronic files, manages projects, conducts research, and provides important information via telephone, postal mail, 
and e-mail. 
 
Mary’s office hours are 8:00 A.M. to 4:30 P.M., Monday through Friday.  If you ever need something, please give 
her a call at 800-279-1776 or  608-827-6400.  She will be more than happy to assist you. 

Economic Growth and Tax Relief  

Reconciliation Act of 2001 - Revisited 
      

 

We would like to remind you that the amounts you may contribute to your retirement plan for 

2003 have changed.  The contribution limits for various retirement saving vehicles are as follows: 

Retirement Plan Changes for 2003 



Our time at Buttonwood Partners began in November 2001.  We were both Finance majors in the UW-Madison 
Business School and looking to find an internship that offered two qualities.  Number one, we wanted to work 
for a business where we could absorb knowledge from willing teachers and number two, we wanted to be given 
distinct responsibilities.  Don and Chris gave us that opportunity and our relationship with them has grown over 
time to one that we expect will continue for the rest of our lives.   
 

This past fall we were confronted with the reality of searching for a full-time job.  We quickly 
found how fortunate we were to have the Buttonwood Partners experience under our belt.  
Having run a successful internship program since 1986, Don and Chris possess a solid under-
standing of how to go about a fruitful job search.  In late August, Don and Chris kicked us out 
the Buttonwood door and arranged meetings for us with a wide array of business contacts in 
Chicago.  This experience helped develop the proactive mentality we needed to find a job in 
this economic climate.  Throughout the interviewing experience, we matured immensely as we 
dealt with various professional settings of companies from different industries.  After a fall 
semester full of interviews, we both have accepted offers with GE Capital in Chicago, and will 
begin work with them in late June.  We attribute much of our good fortune to the values in-
stilled in us by Buttonwood Partners.      

 
We feel that our skill sets have been enhanced by the various projects we have been involved with, but we are 
equally thankful for some of the memories we will take with us.  Besides being taught technique we were also 
taught values like always putting the client’s interests first.  After awhile it was apparent how much our clients 
have come to appreciate this relationship.  We will not forget for example, long-time clients walking into our 
office with a huge plant to complement Greg’s office, as they felt it was missing something when compared with 
Chris’  “natural masterpiece”.  The long talks we had with Don and the advice we re-
ceived were the things our own fathers  would be proud of.  Chris taught us a lot about 
conducting business in a professional manner, and doing the little things right.  We 
quickly learned never to forget our yellow notepads when meeting with Chris so as to 
not miss even one fragment of his instructions.  Venturing to Mary’s curling club was 
another Buttonwood Partners highlight.  After trying to curl firsthand, we definitely have 
a newfound respect for Mary’s favorite leisure activity.  Finally, you have not lived until 
you have played a round of golf with Don and Greg and then listened to Don recount 
each shot of the entire round the following morning over a cup of coffee.     
 
We first came through the Buttonwood doors as goofy kids looking to learn a little bit about investing.  Along 
the way we learned just as much about ourselves as we did about the business world, and in May we will leave 
Buttonwood Partners armed with a year and a half of invaluable knowledge and the poise necessary to embark in 
the full-time working world. 
 
 
 

 

  Justin Unertl        Andrew Eversfield 

Graduating Interns 

Share Buttonwood  

Partners Experience 



This is Philip Ferguson, senior investment officer, with a recap of the equity markets in 2002 and some initial thoughts 
about what might be in store for us in 2003.  This was a very dark and challenging year for equity investors, to say the 
least.  It was the third consecutive annual decline for the major averages, and – peak to trough – over $7 trillion in asset 
value has been lost by investors.  Let’s first dissect the character of the year just ended and discuss what went right and 
wrong, and then conclude with some thoughts about the key issues facing investors as we enter 2003.   
 
As this is being recorded with just a few trading days lefts in December, the equity markets are registering a third consecu-
tive year of decline, an event that’s only happened three times in the last century.  The cumulative loss for the major aver-
ages from the peak was over 40% for the S&P 500 and over 70% for the Nasdaq.  In just 2002 – in round numbers – the 
Dow is down 15%, and that makes it the worst decline for the Dow in over 25 years; the S&P was worse at a 22% decline, 
and the Nasdaq down roughly 30%. 
 
The real damage was done in the first half of the year, followed by classical indicators in October that the worst of the bear 
market’s behind us.  It was a broad-based decline with virtually no pockets of strength in traditional equity investment are-
as.  Small-cap issues weren’t any help.  The Russell 2000 (small-cap) Index was down about 21% while the Russell 1000 
(large-cap) Index fell 22% for the year.  The Russell Value category outperformed its growth counterpart for the third year, 
but it still registered a double-digit decline. 
 
Breaking the S&P 500 down by industry sector, we see that all 10 sectors showed large declines, a very unusual event.  
The consumer staples and materials sectors showed only single-digit declines, while the two high-tech sectors lost roughly 
one-third of their value in a single year.  The generally stable utility sector also dropped by over 30%.  There were literally 
no safe havens for equity investors. Only gold and high-quality bonds registered good gains for the year. 
 
In fact, bonds beat stocks for a third consecutive year, an event virtually unprecedented in modern financial history.  As 
investors fled to the perceived relative safety of bonds, we saw a dramatic decline in mutual fund flows.  Equity funds ex-
perienced their first annual outflows since 1988, while bond funds took in a record amount of money.   
 

The foreign markets were also quite weak in the aggregate, with the [MSCI] EAFE Index and the all country [MSCI] 
World Index both dropping by around 20%.  Over the long term, foreign investments have acted as good diversifiers for  
U.S. investors, but it was not the case last year.   
 
Turning to Morningstar mutual fund data:  We see what a difficult year it was for fund managers and investors alike.  The 
median return for domestic general stock funds was a –20% with growth funds losing over a fourth of their market value, 
and value funds doing somewhat better.  Among sector funds, the median gold fund rose an amazing 60%, and real estate 
funds were again in positive territory for the year.  The high-tech sector funds fell by 30-40%, and even the funds focusing 
on health care and utilities lost well over one-fifth of their value.  International funds dropped by over 15%, and general 
bond funds – reflecting the drop in the level of interest rates – rose by 7-8% for the year. 
 
Let’s turn to look at what went right and what went wrong last year.  The positive news relates primarily to renewed 
strength in the economy.  It appears that real GDP grew by as much as 3% and that productivity may increase at a rate not 
seen in 50 years.  Personal incomes grew nicely.  And historically low interest rates fueled a mortgage-refinancing boom 
that helped liquefy the consumer and drive a strong housing market.  The average home price in this country rose by  
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roughly 7% last year, with every state in the union showing strength in this area.  Inflation was benign throughout the year, 
and the unemployment rate – while uncomfortably high at 6%  —  is still below the average annual unemployment rate 
registered over the last 30 years.  Our banking institutions are generally sound; corporate profits have turned up, and we do 
feel that the overall economy is clearly on the mend. 
 
The stock market would not or could not respond to these positive forces due to concern about a pending war with Iraq and 
the repeated disclosure of scandalous corporate behavior during the year.  It is now clear that much of the late ‘90s bull 
market was based on fraud.  The corrupt actions of a small group of individuals have written one of the darkest chapters in 
corporate history.  Once venerable names are now synonymous with dishonesty and greed: Enron, Tyco, WorldCom, Grub-
man, Kozlowski, Fastow, to name a few.  Seven of the biggest bankruptcies in history occurred in 2002, including three 
that were clearly precipitated by malfeasance – specifically, WorldCom, Global Crossing and Adelphia. 
 
Wall Street’s reputation was also significantly tarnished by revelations of shoddy and self-serving research and a breech of 
the imperative that the customer’s best interests must always be kept foremost.  The resulting damage to investors’ trust 
and confidence may take years to rebuild.  The oversight authorities for corporate America and the securities industry have 
acted quickly with strong remedial action, and we do feel that most of the damage is behind us.  We think investors will 
return to the equity market, but they’ll have to be convinced that the playing field has been leveled. 
 
Shifting our focus to 2003, there are several key issues the market will be watching closely.  Let me mention four.   
 
� First, of course, the situation in Iraq with speculation centering on when hostilities might be commenced, most 

thinking it will be sometime in the first quarter, and what the eventual outcome will be.  The market abhors uncer-
tainty and will likely be range bound until there is some resolution here.  Longer-term, it will certainly be a plus 
for the market to have this issue behind us. 

� The second big issue relates to fiscal policy and the legislative agenda of the new Congress.  The mid-term elec-
tions were a watershed event and the administration’s pro-business agenda will likely have a greater chance of 
enactment.  Some of the investor-friendly proposals include: relief from the double taxation of dividends, greater 
deductibility of capital losses, expanded IRA provisions, the acceleration of existing tax cuts, and several tort re-
form proposals.  The passage of any combination of these provisions would likely be a net positive for the equity 
market. 

� The third issue that we’re monitoring closely involves corporate pension liabilities.  A recent study estimated that 
70% of the S&P 500 companies have obligations to current or future retirees under the terms of defined benefit 
plans.  As many as 90% of these plans may be under-funded due in large part to the effects of the bear market.  If 
asset returns don’t improve, the corporate plan sponsors will have to inject cash or company stock into these plans.  
So this could be a significant issue in the coming months.   

� The fourth and final issue is the sustainability of the economic recovery.  Profits have turned up.  In a normal re-
covery cycle, employment would be the next indicator to improve, followed by increased capital spending.  If the 
current cycle were to follow suit, it would greatly enhance the chances for a stock market recovery.   

 
To conclude, equity investors have been through a horrendous period – one of the worst bear markets since the Great De-
pression.  Over the last couple of years, our nation and our system of free enterprise have suffered major blows from with-
out and from within: the first attack on the U.S. mainland since the War of 1812, the first recession in a decade, the first 
extended bear market for this entire generation of investors and mind-boggling corporate scandals.  These events naturally 
resulted in an environment of intensified risk aversion, and investors fled equities for the relative safety of bonds and cash.  
The nation is moving through a healing process and will simply take time to complete its course. 
 
Having said that, there are many reasons for optimism.  One thing that is perfectly clear from history is that the American 
brand of free enterprise and capitalism is the strongest, most resilient economic system ever devised.  It’s not perfect, but it 
is naturally self-healing, and we think it’s now clearly on the mend.  The economy’s recovering, earnings have turned up, 
and we think stock prices would follow in due course.  Valuations have fallen to reasonable levels, and current returns from 
risk-free asset classes are simply not competitive for long-term investors.  Bear markets always end, and this one will as 
well.  We continue to encourage investors to use this period of uncertainty to advantage by consulting with their financial 
advisor and making certain that their portfolio is best positioned to meet their long-term financial goals.   

 
With that, I’ll close and thank you very much for your attention.  We at AIM wish you a safe and prosperous New 
Year. 


