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(1) Nature of Operations:
Briggs & Stratton (�the Company�) is a U.S. based
producer of air cooled gasoline engines. These
engines are sold worldwide, primarily to original
equipment manufacturers of lawn and garden
equipment and other gasoline engine powered
equipment. Additionally, through the Company�s
wholly owned subsidiary, Briggs & Stratton Power
Products Group, LLC (BSPPG), the company is a
designer, manufacturer and marketer of portable
and standby generators, pressure washers and
related accessories. BSPPG�s products are sold
throughout the United States, Canada and Europe.

(2) Summary of Significant Accounting
Policies:

Fiscal Year: The Company�s fiscal year consists of
52 or 53 weeks, ending on the Sunday nearest the
last day of June in each year. Therefore, the 2003,
2002 and 2001 fiscal years were 52 weeks long. All
references to years relate to fiscal years rather than
calendar years.

Principles of Consolidation: The consolidated
financial statements include the accounts of the
Company and its majority owned domestic and
foreign subsidiaries after elimination of
intercompany accounts and transactions.

Accounting Estimates: The preparation of financial
statements in conformity with accounting principles
generally accepted in the United States requires
management to make estimates and assumptions
that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and
the reported amounts of revenues and expenses
during the reporting period. Actual results may differ
from those estimates.

Cash and Cash Equivalents: This caption includes
cash, commercial paper and certificates of deposit.
The Company considers all highly liquid
investments purchased with an original maturity of
three months or less to be cash equivalents.

Inventories: Inventories are stated at cost, which
does not exceed market. The last-in, first-out (LIFO)
method was used for determining the cost of
approximately 60% of total inventories at June 29,
2003 and 68% of total inventories at June 30, 2002.
The cost for the remaining portion of the inventories

was determined using the first-in, first-out (FIFO)
method. During fiscal 2003 and 2002, a reduction in
inventory quantities resulted in a liquidation of LIFO
inventories carried at lower costs prevailing in prior
years. The liquidation of these inventories has
reduced cost of sales by $0.2 million in 2003 and
$2.6 million in 2002. If the FIFO inventory valuation
method had been used exclusively, inventories
would have been $47.3 million and $44.8 million
higher in 2003 and 2002, respectively. The LIFO
inventory adjustment was determined on an overall
basis, and accordingly, each class of inventory
reflects an allocation based on the FIFO amounts.

Goodwill: This caption represents goodwill related to
the acquisition of BSPPG in fiscal 2001 (See Note
3). Goodwill reflects the cost of an acquisition in
excess of the fair values assigned to identifiable net
assets acquired. In accordance with SFAS 142, no
goodwill amortization was recorded in fiscal year
2003 or 2002. Prior to the adoption of SFAS 142,
$1.1 million of amortization was reported in fiscal
year 2001. Had goodwill not been amortized in fiscal
2001, the Company�s fiscal 2001 net income would
have increased $0.7 million or $0.03 per basic and
diluted earnings per share. The Company performed
the required impairment test of goodwill in fiscal
2003 and fiscal 2002 and found no impairment of the
asset.

Investments: This caption represents the
Company�s investments in its 50%-owned joint
ventures, preferred stock in a privately held iron
castings business and common stock in a publicly
traded software company. The investments in the
joint ventures and the privately held business are
accounted for under the equity method. The
common stock in the publicly traded company is
being classified as available-for-sale and is reported
at fair market value. Unrealized losses incurred on
this stock are recorded as a component of
Accumulated Other Comprehensive Loss in the
Shareholders� Investment section of the
Consolidated Balance Sheets. In fiscal 2003, these
losses were determined to be �other than
temporary� and as a result, the Company
reclassified the pretax unrealized loss of $1.8 million
to earnings.

Deferred Loan Costs: Expenses associated with the
issuance of debt instruments are capitalized and are
being amortized over the terms of the respective
financing arrangement using the straight-line
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method over periods ranging from five to ten years.
Accumulated amortization amounted to $5.1 million
as of June 29, 2003 and $2.9 million as of June 30,
2002.

Other Long-Term Assets: This caption includes a
long-term asset associated with interest rate swaps
designated as effective fair value hedges. See
discussion in Note 7. This caption also includes
costs of software used in the Company�s business.
Amortization of capitalized software is computed on
an item-by-item basis over a period of three to ten
years, depending on the estimated useful life of the
software. Accumulated amortization amounted to
$6.0 million as of June 29, 2003 and $8.4 million as
of June 30, 2002.

Plant and Equipment and Depreciation:
Plant and equipment are stated at cost and
depreciation is computed using the straight-line
method at rates based upon the estimated useful
lives of the assets (20-30 years for land
improvements, 20-50 years for buildings and 8-16
years for machinery and equipment).

Expenditures for repairs and maintenance are
charged to expense as incurred. Expenditures for
major renewals and betterments, which significantly
extend the useful lives of existing plant and
equipment, are capitalized and depreciated. Upon
retirement or disposition of plant and equipment, the
cost and related accumulated depreciation are
removed from the accounts and any resulting gain
or loss is recognized in other income.

Impairment of Long-Lived Assets: Property, plant
and equipment and other long-term assets are
reviewed for impairment whenever events or
changes in circumstances indicate that the carrying
amount may not be recoverable. If the sum of the
expected undiscounted cash flows is less than the
carrying value of the related asset or group of
assets, a loss is recognized for the difference
between the fair value and carrying value of the
asset or group of assets. There were no adjustments
to the carrying value of long-lived assets in fiscal
2003, 2002 or 2001.

Warranty: The Company recognizes the cost
associated with its standard warranty on engines
and power products at the time of sale. The amount
recognized is based on historical failure rates and
current claim cost experience. The following is a

reconciliation of the changes in accrued warranty
costs for fiscal year 2003 and 2002 (in thousands):
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Deferred Revenue on Sale of Plant and Equipment:
In fiscal 1997, the Company sold its Menomonee
Falls, Wisconsin facility for approximately
$16.0 million. The provisions of the contract state
that the Company will continue to own and occupy
the warehouse portion of the facility for a period of
up to ten years (the Reservation Period). The
contract also contains a buyout clause, at the
buyer�s option and under certain circumstances, of
the remaining Reservation Period. Under the
provisions of SFAS No. 66, �Accounting for Sales of
Real Estate,� the Company is required to account for
this as a financing transaction as long as it continues
to have substantial involvement with the facility
during the Reservation Period or until the buyout
option is exercised. Under this method, the cash
received is reflected as deferred revenue and the
assets and the accumulated depreciation remain on
the Company�s books. Depreciation expense
continues to be recorded each period and imputed
interest expense is also recorded and added to
deferred revenue. Offsetting this is the imputed fair
value lease income on the non-Briggs & Stratton
occupied portion of the building. A pretax gain, which
will be recognized at the earlier of the exercise of the
buyout option or the expiration of the Reservation
Period, is estimated to be $5 million. The annual cost
of operating the warehouse portion of the facility is
not material.

Revenue Recognition: Revenue, net of estimated
returns and allowances, is recognized upon
shipment or when title passes, at which time the
customer is obligated to pay and the Company has
no further obligations.

Income Taxes: The Provision for Income Taxes
includes Federal, state and foreign income taxes
currently payable and those deferred because of
temporary differences between the financial
statement and tax basis of assets and liabilities. The
Deferred Tax Asset represents temporary
differences relating to current assets and current
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liabilities and the Deferred Income Tax Liability
represents temporary differences relating to
noncurrent assets and liabilities.

Retirement Plans: The Company has
noncontributory, defined benefit retirement plans
and postretirement benefit plans covering certain
employees. These plans are accounted for in
accordance with SFAS 87 �Employers� Accounting
for Pensions� and SFAS 106 �Employers�
Accounting for Postretirement Benefits Other Than
Pensions�. Retirement benefits represent a form of
deferred compensation, which are subject to
change due to changes in assumptions.
Management reviews underlying assumptions on an
annual basis. Refer to Note 13 of the Notes to
Consolidated Financial Statements.

Research and Development Costs: Expenditures
relating to the development of new products and
processes, including significant improvements and
refinements to existing products, are expensed as
incurred. The amounts charged against income
were $26.4 million in fiscal 2003, $23.7 million in
fiscal 2002 and $21.5 million in fiscal 2001.

Advertising Costs: Advertising costs, included in
Engineering, Selling, General and Administrative
Expenses on the accompanying Consolidated
Statements of Earnings, are expensed as incurred.
These expenses totaled $13.2 million in fiscal 2003,

$8.3 million in fiscal 2002 and $7.8 million in fiscal
2001.

The Company adopted EITF No. 01-09, �Accounting
for Consideration Given by a Vendor to a Customer
(Including a Reseller of Vendor�s Products),� in the
third quarter of fiscal 2002. Pursuant to EITF No.
01-09, the Company was required to reclassify
co-op advertising expense previously reported as
selling expense as a reduction in net sales. Co-op
advertising expense reported as a reduction in net
sales totaled $9.5 million in fiscal 2003, $7.2 million
in fiscal 2002 and $2.3 million in fiscal 2001.

Shipping and Handling Fees and Costs: Revenue
received from shipping and handling fees is
reflected in net sales. Shipping fee revenue for
fiscal 2003, 2002 and 2001 was $1.6 million,
$1.6 million and $1.7 million, respectively. Shipping
and handling costs are included in cost of goods
sold.

Foreign Currency Translation: Foreign currency
balance sheet accounts are translated into United
States dollars at the rates of exchange in effect at
fiscal year end. Income and expenses are translated
at the average rates of exchange in effect during the
year. The related translation adjustments are made
directly to a separate component of Shareholders�
Investment.
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Earnings Per Share: Basic earnings per share, for each period presented, is computed by dividing net income by
the weighted average number of shares of common stock outstanding during the period. Diluted earnings per
share, for each period presented, is computed reflecting the potential dilution that would occur if options or other
contracts to issue common stock were exercised or converted into common stock at the beginning of the period.

The shares outstanding used to compute diluted earnings per share for fiscal 2003, 2002 and 2001 excluded
outstanding options to purchase 1,675,790, 1,886,640 and 1,724,564 shares of common stock, respectively,
with weighted-average exercise prices of $53.40, $55.20 and $56.36, respectively. The options were excluded
because their exercise prices were greater than the average market price of the common shares and their
inclusion in the computation would have been antidilutive.

Information on earnings per share is as follows (in thousands, except per share data):
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Comprehensive Income: Comprehensive income is a more inclusive financial reporting method that includes
disclosure of financial information that historically has not been recognized in the calculation of net income.
The Company has chosen to report Comprehensive Income and Accumulated Other Comprehensive Loss
which encompasses net income, unrealized gain (loss) on marketable securities, cumulative translation
adjustments, unrealized gain (loss) on derivatives and minimum pension liability adjustment in the
Consolidated Statements of Shareholders� Investment. Information on Accumulated Other Comprehensive
Loss is as follows (in thousands):
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Derivatives: Derivatives are recorded on the
balance sheet as assets or liabilities, measured at
fair value. Briggs & Stratton enters into derivative
contracts designated as cash flow hedges to
manage its foreign currency exposures. These
instruments generally do not have a maturity of
more than twelve months. Briggs & Stratton uses

interest rate swaps designated as fair value hedges
to manage its debt portfolio. These instruments
generally have maturities and terms consistent with
the underlying debt instrument.

Changes in the fair value of cash flow hedges are
recorded on the income statement or as a
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component of Accumulated Other Comprehensive
Loss. The amounts included in Accumulated Other
Comprehensive Loss will be reclassified into income
when the forecasted transactions occur, generally
within the next twelve months. These forecasted
transactions represent the exporting of products for
which Briggs & Stratton will receive foreign currency
and the importing of products for which it will be
required to pay in a foreign currency. Changes in
the fair value of fair value hedges related to interest
rate swaps are recorded as an increase/decrease to
long-term debt. Changes in the fair value of all
derivatives deemed to be ineffective are recorded
as either income or expense in the accompanying
Consolidated Statements of Earnings. There were
no material ineffective hedges during fiscal 2003,
2002 or 2001.

Reclassification: Certain amounts in prior year
financial statements have been reclassified to
conform to current year presentation.

New Accounting Pronouncements: In June 2002,
the Financial Accounting Standards Board (FASB)
issued Statement of Financial Accounting Standard
(SFAS) No. 146, �Accounting for Costs Associated
with Exit or Disposal Activities� which requires that a
liability for a cost associated with an exit or disposal
activity be recognized when the liability is incurred.
SFAS No. 146 is effective for exit or disposal
activities that are initiated after December 31, 2002.
The adoption of this statement did not have a
material impact on the Company�s consolidated
financial position, results of operations or cash
flows.

In November 2002, the FASB issued Interpretation
No. 45, �Guarantor�s Accounting and Disclosure
Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others� (FIN 45).
FIN 45 requires that the guarantor recognize, at the
inception of certain guarantees, a liability for the fair
value of the obligation undertaken in issuing such
guarantee. FIN 45 also requires additional disclosure
requirements about the guarantor�s obligations under
certain guarantees that it has issued. The initial
recognition and measurement provisions of this
interpretation are applicable on a prospective basis to
guarantees issued or modified after December 31,
2002. The disclosure requirements of this
interpretation are effective for financial statement
periods ending after December 15, 2002. Briggs &
Stratton adopted the requirements of this
interpretation in the current year. The adoption did not

have a material impact on the Company�s
consolidated financial position, results of operations
or cash flows.

In December 2002, the FASB issued SFAS No. 148,
�Accounting for Stock-Based Compensation �
Transition and Disclosure�. SFAS No. 148 provides
alternative methods of transition for a voluntary
change to the fair value method of accounting for
stock-based employee compensation as originally
provided by SFAS No. 123, �Accounting for
Stock-Based Compensation�. Additionally, SFAS No.
148 amends the disclosure requirements of SFAS
No. 123 to require prominent disclosure in both the
annual and interim financial statements about the
method of accounting for stock-based compensation
and the effect of the method used on reported results.
The transitional requirements of SFAS No. 148 are
effective for all financial statements for fiscal years
ending after December 15, 2002. Briggs & Stratton
adopted this statement in the current year. The
adoption of this statement did not have a material
impact on its consolidated financial position, results
of operations or cash flows.

(3) Acquisition:

The Company acquired Generac Portable Products,
Inc. on May 15, 2001. Generac Portable Products,
Inc. was merged with, and into Generac Portable
Products, LLC on June 30, 2002, and changed its
name to Briggs & Stratton Power Products Group,
LLC (BSPPG) effective December 31, 2002.
BSPPG is a designer, manufacturer and marketer of
portable and standby generators, pressure washers
and related accessories. The aggregate purchase
price of $288.1 million included $267.6 million of
cash and $20.5 million of liabilities assumed. The
cash paid included $0.5 million of cash acquired
and $4.5 million of direct acquisition costs, and was
funded through the issuance of 8.875% Senior
Notes.

The provisions of the acquisition included a
contingent purchase price based on the operating
results of BSPPG. The Company will not pay any
additional purchase price pursuant to these
provisions.

The provisions of the acquisition also provide for a
potential purchase price refund based on the final
valuation of the acquired inventory. The amount of
this purchase price refund, if any, will be recorded
as a reduction in goodwill when it is received.
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The acquisition has been accounted for using the
purchase method of accounting. The purchase price
was allocated on a preliminary basis to identifiable
assets acquired and liabilities assumed based upon
their estimated fair values, with the excess purchase
price recorded as goodwill. This initial purchase price
allocation resulted in approximately $167.7 million of
goodwill which was amortized on a straight-line basis
over twenty years until the Company adopted SFAS
No. 142 on July 2, 2001. Under SFAS No. 142,
goodwill is no longer amortized, but is subject to
periodic impairment tests.

In 2003, the Company reduced goodwill by
approximately $1.3 million, reflecting the tax benefit
associated with the amortization of acquired
goodwill for tax purposes.

In 2002, the Company reduced goodwill by
approximately $5.7 million related to the finalization
of the purchase price allocation. This decrease was
primarily the result of recording $16.0 million of
deferred taxes related to differences in BSPPG�s
financial reporting versus tax reporting, offset by
approximately $10.3 million of additional inventory
and fixed asset reserves.

The following table sets forth the unaudited pro
forma information for the Company as if the
acquisition of BSPPG had occurred on July 2, 2000
(in millions, except per share data):
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(4) Income Taxes:

The provision for income taxes consists of the
following (in thousands):
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A reconciliation of the U.S. statutory tax rates to the
effective tax rates follows:
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The Company received a refund of Foreign Sales
Corporation tax benefits in fiscal 2002 and 2001. No
refunds were received in fiscal 2003.

The components of deferred income taxes were as
follows (in thousands):
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The Company has not recorded deferred income
taxes applicable to undistributed earnings of foreign
subsidiaries that are indefinitely reinvested in
foreign operations. These undistributed earnings
amounted to approximately $13.7 million at June
29, 2003. If these earnings were remitted to the
U.S., they would be subject to U.S. income tax.
However, this tax would be substantially less than
the U.S. statutory income tax because of available
foreign tax credits.
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(5) Segment and Geographic Information and
Significant Customers:

The Company has concluded that it operates two
reportable business segments that are managed
separately based on fundamental differences in
their operations. Summarized segment data is as
follows (in thousands):
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Information regarding the Company�s geographic
sales by the location in which the sale originated is
as follows (in thousands):
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The Company has no material long lived assets in
an individual foreign country.

In fiscal years 2003, 2002 and 2001, there were
sales to three major engine customers that
individually exceeded 10% of total Company net
sales. The sales to these customers are

summarized below (in thousands of dollars and
percent of total Company net sales):
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(6) Leases:
The Company leases certain facilities, vehicles, and
equipment under non-cancelable operating leases
which expire at various dates. Terms of the leases,
including purchase options, renewals, and
maintenance costs, vary by lease. Rental expense
for fiscal 2003, 2002, and 2001 was $8.1 million,
$8.7 million, and $8.1 million, respectively.

Future minimum lease commitments for all
non-cancelable operating leases as of June 29,
2003 are as follows (in thousands):
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(7) Indebtedness:
On November 15, 2001, the Company entered into
a three-year $300 million revolving credit facility (the
credit facility) that expires in September 2004. The
Company also has access to domestic lines of
credit (domestic lines) totaling $15.0 million that
remain in effect until canceled by either party. The
domestic lines provide amounts for short-term use
at the then prevailing rate. There are no significant
compensating balance requirements for any of
these domestic lines. There were no borrowings
using these domestic lines or the credit facility as of
June 29, 2003 or June 30, 2002.

Borrowings under the credit facility by the Company
bear interest at a rate per annum equal to, at its
option, either:

(1) a 1, 2, 3 or 6 month LIBOR rate plus a margin
varying from 0.50% to 1.75%, depending upon the
rating of the Company�s long-term debt by Standard
& Poor�s Rating group, a division of McGraw-Hill
Companies (S&P) and Moody�s Investors Service,
Inc. (Moody�s) or
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(2) the higher of (a) the federal funds rate plus
0.50% or (b) the bank�s prime rate plus a margin of
up to 0.25%, also depending on the Company�s
long-term credit ratings.

In addition, the Company is subject to a 0.10% to
0.35% commitment fee and a 0.50% to 1.75% letter
of credit fee, depending on the Company�s
long-term credit ratings.

The following data relates to domestic notes
payable (in thousands):
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The lines of credit available to the Company in
foreign countries are in connection with short-
term borrowings and bank overdrafts used in the
normal course of business. These amounts total
$29.5 million, expire at various times through April
2004 and are renewable. Borrowings of $0.9 million
at June 29, 2003 using these lines of credit are
included in foreign loans. None of these
arrangements had material commitment fees or
compensating balance requirements.

The following information relates to foreign loans (in
thousands):
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The Long-Term Debt caption consists of the
following (in thousands):
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In October 2002, the Company began managing its
debt portfolio using interest rate swaps to achieve
the desired mix of fixed and floating rates. At June
29, 2003, the Company had interest rate swaps
relating to its 8.875% Senior Notes due 2011. These
swaps convert $50 million of notional amounts from
a fixed rate to a floating rate (LIBOR-set-in-arrears),
and mature in 2011. The floating rate on the swaps
as of June 29, 2003 was 5.3%. These swaps are
deemed to be effective fair value hedges.
Accordingly, the fair value at June 29, 2003 of
$3.6 million is recorded as an increase to long-term
debt with a corresponding increase to long-term
assets.

In May 2001, the Company issued $275.0 million of
8.875% Senior Notes due March 15, 2011 and
$140.0 million of 5.00% Convertible Senior Notes
due May 15, 2006. The convertible senior notes are
convertible at the option of the holders into the
Company�s common stock at the conversion rate of
20.1846 shares per each $1,000 of convertible
notes. Interest is paid semi-annually on both series
of notes. No principal payments are due before the
maturity dates.

The net proceeds from the sale of the 8.875%
senior notes were used to fund the Company�s
acquisition of BSPPG and the proceeds of the
5.00% convertible senior notes were used to
replace an existing revolving line of credit used for
working capital.

The 7.25% senior notes are due September 15,
2007. The net proceeds were used to repay
borrowings incurred under the Company�s credit
facility in connection with the repurchase of the
Company�s stock under a tender offer. In accordance
with the agreement, no principal payments are due
before the maturity date, however the Company
repurchased $10 million of the bonds in the fourth
quarter of fiscal year 2002 after receiving unsolicited
offers from bondholders.

The separate indentures providing for the 7.25%
senior notes, the 8.875% senior notes, the 5.00%
convertible senior notes and the Company�s credit
facility (collectively, the Domestic Indebtedness) each
include a number of financial and operating
restrictions. These covenants include restrictions on
the Company�s ability to: pay dividends; incur
indebtedness; create liens; enter into sale and
leaseback transactions; consolidate, merge, sell or
lease all or substantially all of its assets; and dispose
of assets or the proceeds of sales of its assets. The
credit facility contains financial covenants that require
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the Company to maintain a minimum interest
coverage ratio and net worth (for fiscal 2004 the
Company is required to maintain a minimum net
worth of $416.9 million), impose a maximum
leverage ratio and total funded debt to EBITDA ratio
and impose capital expenditure limits. In addition, the
credit facility contains provisions that only apply if the
Company�s credit rating from S&P is BB or below or
from Moody�s is Ba2 or below. The most significant
of these provisions is a springing lien on the assets
of the Company. Currently all of the Domestic
Indebtedness is unsecured. In the event that the
ratings of certain of our debt is reduced, our
Domestic Indebtedness, excluding the convertible
notes, will be entitled to participate in a pledge of
substantially all of our assets. As of June 29, 2003,
the Company was in compliance with these
covenants and its ratings were BB+ and Ba1.

Additionally, under the terms of the indentures
governing the Domestic Indebtedness, BSPPG
became a joint and several guarantor of amounts
outstanding under the Domestic Indebtedness.
Refer to Note 15 of the Notes to Consolidated
Financial Statements for subsidiary guarantor
financial information.

(8) Other Income:

The components of other income (expense) are as
follows (in thousands):

���� ���� ���$

*�������
*��
�� � ����� � �	$�� � �	����
�
�
�
�
�
�
�
�
�
�
�


;
��

�
�-�
4��2
����
�

�
�����
���
'G!�2���� ���$��� �&	$��� �$	��&��
�
�
�
�
�
�


*��
��
��
�
*���������� $���� �	��$ %	��%�
�
�
�
�


4�������
@��������
 
��� ������� �$	���� �$&&��
�
�
�
�


.�
���9���
�

�
*������3��� ���� �%�� �$	�%���
�
�
�


6�-��
*���� ��� �	��% �	��$�
�
�
�
�
�
�
�
�
�
�
�
�
�
�


=
��� � ����� � �	�%� � �	����
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�


(9) Commitments and Contingencies:

Product and general liability claims arise against the
Company from time to time in the ordinary course of
business. The Company is generally self-insured for
claims up to $2.0 million per claim. Accordingly, a
reserve is maintained for the estimated costs of
such claims. On June 29, 2003 and June 30, 2002
the reserve for product and general liability claims
(which includes asbestos-related liabilities) was
$4.7 million and $2.8 million, respectively. Because

there is inherent uncertainty as to the eventual
resolution of unsettled claims, no reasonable range
of possible losses can be determined. Management
does not anticipate that these claims, excluding the
impact of insurance proceeds and reserves, will
have a material adverse effect on the financial
condition or results of operations of the Company.

In October 1998, the Company joined seventeen
other companies in guaranteeing a $17.9 million
letter of credit issued as a guarantee of certain City
of Milwaukee Revenue Bonds used to develop a
residential rental property. The Revenue Bonds
were issued on behalf of a not-for-profit
organization established to manage the project and
rental property post construction. The revenues
from the rental property are used to fund operating
expenses and all debt service requirements. The
Company�s share of the guarantee and the
maximum exposure to the Company under the
agreement is $1.8 million. The letter of credit and
underlying guarantee expires August 15, 2008.
Management believes the likelihood is remote that
material payments will be required under this
guarantee. Accordingly, no liability has been
reflected in the accompanying Consolidated
Balance Sheets related to this item.

The Company has no material commitments for
materials or capital expenditures as of June 29,
2003.

(10) Stock Options:

The Company has a Stock Incentive Plan under
which 5,361,935 shares of common stock have
been reserved for issuance. In accordance with the
plan, the Company can issue to eligible employees
stock options, stock appreciation rights, restricted
stock, deferred stock, stock purchase rights and
cash bonus awards. The plan also allows the
Company to issue to directors non-qualified stock
options and directors� fees in stock.

The Company has issued stock options to certain
employees and directors in accordance with the
plan, which are accounted for under Accounting
Principles Board Opinion No. 25, and no
compensation cost has been recognized. Had
compensation cost for these plans been determined
consistent with SFAS No. 123, �Accounting for
Stock-Based Compensation,� the Company�s net
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income and earnings per share would have been
reduced to the following pro forma amounts:
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Information on the options outstanding is as follows:
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The fair value of each option is estimated using the
Black-Scholes option pricing model. The grant-date

fair market value of the options and assumptions
used to determine such value are:
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Under the Stock Incentive Plan, the Company has
issued restricted stock to certain employees. During
fiscal years 2003 and 2001, the Company issued
7,000 and 5,000 shares, respectively. No restricted
shares were issued during fiscal year 2002. The
restricted stock issued vests on the fifth anniversary
date of issue provided that the recipient is still
employed by the Company. The aggregate market
value of the restricted stock at the dates of issue of
$0.2 million in both fiscal years 2003 and 2001 has
been recorded as unearned compensation, a
separate component of the Shareholders�
Investment section of the Consolidated Balance
Sheets, and is being amortized over the five-year
vesting period.

Under the Stock Incentive Plan the Company may
also issue stock to its directors in lieu of directors
fees upon election of the director. The Company
has issued 1,317 shares, 800 shares and 800
shares in fiscal 2003, 2002 and 2001, respectively
under this provision of the plan.

(11) Shareholder Rights Plan:

On August 6, 1996, the Board of Directors declared
a dividend distribution of one common stock
purchase right (a right) for each share of the
Company�s common stock outstanding on
August 19, 1996. Each right would entitle
shareowners to buy one-half of one share of the
Company�s common stock at an exercise price of
$160.00 per full common share, subject to
adjustment. The rights are not currently exercisable,
but would become exercisable if events occurred
relating to a person or group acquiring or attempting
to acquire 15 percent or more of the outstanding
shares of common stock. The rights expire on
August 19, 2006, unless redeemed or exchanged by
the Company earlier.
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(12) Foreign Exchange Risk Management:

The Company enters into forward exchange contracts to hedge purchases and sales that are denominated in
foreign currencies. The terms of these currency derivatives do not exceed twelve months and the purpose is
to protect the Company from the risk that the eventual dollars being transferred will be adversely affected by
changes in exchange rates.

The Company has forward foreign currency exchange contracts to purchase Japanese yen. These contracts
are used to hedge the commitments to purchase engines from the Company�s Japanese joint venture. The
Company also has forward contracts to sell foreign currency. These contracts are used to hedge foreign
currency collections on sales of inventory. The Company�s foreign currency forward contracts are carried at
fair value based on current exchange rates.

The Company has the following forward currency contracts outstanding at the end of fiscal 2003:
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The Company continuously evaluates the effectiveness of its hedging program by evaluating its foreign
exchange contracts compared to the anticipated underlying transactions.
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(13) Employee Benefit Costs:

Retirement Plan and Postretirement Benefits
The Company has noncontributory, defined benefit retirement plans and postretirement benefit plans covering
certain employees. The following provides a reconciliation of obligations, plan assets and funded status of the
plans for the two years indicated, (in thousands):
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The following table summarizes the plans� income and expense for the three years indicated (in thousands):
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In the second quarter of fiscal 2002, the Company
offered and finalized an early retirement incentive
program. As a result, the Company recorded
$4.9 million of expense offsetting pension income of
$26 million and $2.2 million was added to
postretirement health care expense. The impact for
the full fiscal year of 2002 reduced net income on
an after-tax basis by $2.5 million, after consideration
of salary and related expenditures savings.

In July 2001, the Company extended its collective
bargaining agreement with one of its unions. As part
of this contract extension, the Company agreed to
pay certain amounts to employees who were hired
prior to January 1, 1980 upon their retirement. The
impact of this plan amendment is included in the
above tables.

The Company�s supplemental pension plan has
benefit obligations in excess of plan assets. The
benefit obligation, accumulated benefit obligation
and fair value of plan assets were $26.5 million,
$21.7 million and $0.1 million respectively for fiscal
year 2003 and $25.2 million, $17.9 million and
$0.1 million respectively for fiscal year 2002. In
fiscal 2003, the Company recorded an additional
minimum pension liability for the supplemental
pension plan as a result of the increase in its
accumulated benefit obligation due to changes in
the actuarial assumptions. This resulted in an
increase in the accrued pension cost of $4.5 million,
an increase in Accumulated Other Comprehensive
Loss of $4.2 million and the recognition of an
intangible asset of $0.3 million.

The postretirement benefit plans are essentially
unfunded.

For measurement purposes a 9% annual rate of
increase in the per capita cost of covered health

care claims was assumed for the fiscal year 2004
decreasing gradually to 5% for the fiscal year 2008.
The health care cost trend rate assumption has a
significant effect on the amounts reported. An
increase of one percentage point, would increase
the accumulated postretirement benefit by
$12.9 million and would increase the service and
interest cost by $0.7 million for the year. A
corresponding decrease of one percentage point,
would decrease the accumulated postretirement
benefit by $12.2 million and decrease the service
and interest cost by $0.7 million for the fiscal year.

Defined Contribution Plans
The Company has a defined contribution retirement
plan that includes most U.S. non-Wisconsin
employees. Under the plan, the Company makes an
annual contribution on behalf of covered employees
equal to 2% of each participant�s gross income, as
defined. For the fiscal years 2002 and 2001, the net
expense related to these plans was $1.6 million and
$0.2 million, respectively. Effective July 1, 2002, this
plan was frozen and no future employer
contributions will be made.

Employees of the Company may participate in a
salary reduction deferred compensation retirement
plan. A maximum of 1-1/2% or 3% of each
participant�s salary, depending upon the
participant�s group, is matched by the Company.
For certain employees, this Company matching
contribution is discretionary. The Company
contributions totaled $4.3 million in 2003,
$4.1 million in 2002 and $4.7 million in 2001.

Postemployment Benefits
The Company accrues the expected cost of
postemployment benefits over the years that the
employees render service. These benefits are
substantially smaller amounts because they apply
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only to employees who permanently terminate
employment prior to retirement. The items include
disability payments, life insurance and medical
benefits. These amounts are also discounted using
an interest rate of 6.00% and 7.25% for fiscal year
2003 and 2002, respectively. Amounts are included
in Accrued Employee Benefits in the Consolidated
Balance Sheets.

(14) Disclosures About Fair Value of Financial
Instruments:

The following methods and assumptions were used
to estimate the fair value of each class of financial
instruments for which it is practicable to estimate
that value:

Cash and Cash Equivalents, Receivables, Accounts
Payable, Domestic Notes Payable, Foreign Loans,
Accrued Liabilities and Income Taxes Payable: The
carrying amounts approximate fair market value
because of the short maturity of these instruments.

Long-Term Debt: The fair market value of the
Company�s long-term debt is estimated based on
market quotations at year end.

The estimated fair market values of the Company�s
Long-Term Debt is (in thousands):
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(15) Separate Financial Information of Subsidiary Guarantors of Indebtedness

In June of 1997, Briggs & Stratton issued $100 million of 7.25% senior notes to finance the purchase of
outstanding shares. In May 2001, the Company issued $275 million of 8.875% senior notes to fund the
acquisition of BSPPG and $140 million of 5% convertible senior notes to replace an existing revolving line of
credit. In addition, Briggs & Stratton has a $300 million revolving credit facility that expires in September 2004
used to finance seasonal working capital needs.

Under the terms of Briggs & Stratton�s 8.875% senior notes, 5.00% convertible senior notes, 7.25% senior
notes and revolving credit agreement, (collectively, the �Domestic Indebtedness�), BSPPG became a joint and
several guarantor of the Domestic Indebtedness (the �Guarantor�). Additionally, if at any time a domestic
subsidiary of Briggs & Stratton constitutes a significant domestic subsidiary, then such domestic subsidiary
will also become a guarantor of the Domestic Indebtedness. Currently all of the Domestic Indebtedness is
unsecured. In the event that the ratings of certain of our debt are reduced, our Domestic Indebtedness,
excluding the convertible notes, will be entitled to participate in a pledge of substantially all of our assets. The
Guarantor, at that time, is obligated to pay the outstanding Domestic Indebtedness if Briggs & Stratton were to
fail to make a payment of interest or principal on its due date. Briggs & Stratton had the following outstanding
amounts related to the guaranteed debt (in thousands):
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The following condensed supplemental consolidating financial information reflects the summarized financial
information of Briggs & Stratton, its Guarantor, and Non-Guarantor Subsidiaries (in thousands):
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