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THE BERWYN FUNDS

2004 Semi-Annual Report
The Berwyn Funds
Letter from the President

July 23,2004
Dear Shareholder:

The first half of 2004 was a difficult period for investors as the major stock indices made
little progress and rising interest rates presented a serious headwind for fixed income
investors. However, The Berwyn Funds did well during this period due to a cautious
investment posture that has become increasingly defensive in recent months.

During the first six months of the year, Berwyn Fund (BF) rose 8.39 percent on a total
return basis, as the improving economy helped to generate earnings increases for most of
its holdings. Berwyn Cornerstone Fund (BCF), which holds a portfolio of larger
companies than BF, rose 4.32 percent. BCF is proving to be a less volatile fund than BF
and is giving its shareholders exposure to a relatively attractively priced market sector at
this time. Finally, Berwyn Income Fund (BIF) posted a modest total return of 0.74
percent in a very difficult environment for bonds and other high yielding investments.
Nevertheless, in conformance with its primary purpose, BIF generated and paid out $0.28
per share in dividends to its shareholders.

Due to the improving economy, corporate earnings have exhibited strong year over year
comparisons. Coupled with the sideways movement of the major indices this year, the
result has been a dramatic drop in the price-to-earnings ratio of most stocks. We believe
this to be a very positive long-term development for investors. In the very near term,
however, it is probable, in our opinion, that the stock market could experience a period of
weakness as the gains over the past 15 months are digested. Both BF and BCF hold
significant cash positions, which would be reinvested should the anticipated market
weakness materialize.

In response to a number of unfortunate and very disappointing mutual fund scandals
which have come to light in the past two years, the Securities and Exchange Commission
is issuing additional rules and regulations which have made all of us at The Berwyn
Funds ever more mindful of our roles as stewards of your money. We continue to
manage our operations with responsibility and a commitment to excellence.

In the interest of full disclosure, we are always available to provide our shareholders with
information and as much insight as possible with regard to the operations and
methodologies we employ in the investment management of The Berwyn Funds. It is



important for you to know that there are five professionals immersed in the day-to-day
research and trading operations of The Berwyn Funds. Others are involved in supporting
roles. The five of us, George Cipolloni, Lee Grout, Ed Killen, Ray Munsch and myself,
comprise The Killen Group's Investment Committee. We meet as a group at least
weekly, and collectively formulate and determine our broad investment strategy with
respect to stocks and fixed income investments. Combined, we have a total of more than
100 years experience in the investment industry.

On a daily basis, Lee Grout and I spend the majority of our time managing the Berwyn
and Berwyn Cornerstone Funds, while Ed Killen, supported by George Cipolloni, spend
the majority of their time managing the Berwyn Income Fund. Ray Munsch, President of
The Killen Group, adviser to The Berwyn Funds, provides valuable insight to both the
equity and fixed income sides of the business. 1 believe that our team has the
wherewithal to provide our shareholders with superior results for the foreseeable future.
Thank you for your continued confidence in The Berwyn Funds.

Sincerely,

Robert E. Killen
President
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2004 Semi-Annual Report
BERWYN FUND
a series of The Berwyn Funds

July 23, 2004
Dear Berwyn Fund Shareholder:

Berwyn Fund (BF) performed well during the second quarter of 2004, registering a total return of
3.71 percent, which compared favorably with the benchmark Russell 2000’s performance of 0.47
percent. BF also outperformed the broadly based, larger capitalization Standard and Poor’s
(S&P) 500 Index, which rose 1.72 percent. For the first half of 2004, BF gained 8.39 percent on
a total return basis, which also compared favorably with performances of plus 6.76 percent and
3.44 percent for the Russell 2000 and S&P 500, respectively.

The equity markets traded in a narrow range during the first half of this year. In general, smaller
cap stocks continued to outperform larger cap stocks, as they have for the past four years. The
stock prices of companies engaged in energy, basic industry, basic materials and health care were
amongst the best performers in BF's portfolio, while those involved in consumer discretionary
and consumer staple products, as well as financial services, underperformed.

Despite the low volatility of the equity markets, BF produced a number of outstanding
performers during the six-month period. The Fund’s best performers and their percentage gains
were: Dixie Group (+54.7%), Berry Petroleum (+46.5%), Drew Industries (+46.4%) and Callon
Petroleum (+37.5%). The worst performer in the Fund during this period was Quidel (-45.3%), a
manufacturer of medical diagnostics kits for retail sale. No other unusually large stock price
drops were experienced.

As one would expect, a significant amount of our time is spent in the pursuit of new investments,
and the recent past was consistent with that practice. Although we have uncovered a number of
situations that we believe to have exciting long-term potential, we did not add any new stocks to
BF's portfolio during the second quarter. It is our conclusion that the overall market is fairly
priced, but individual stocks or industries may be over priced. Consequently, we have remained
patient and disciplined in our ongoing quest for bargains. However, we did add to three existing
positions in the Fund that were underweighted and deemed to be attractively priced. The market
weakness witnessed during the first three weeks of July may be the onset of an additional market
correction that we can use to our shareholders’ advantage.

BF celebrated its twentieth year of operation during the second quarter. Since inception, $1.00
has grown to $8.41. That growth has been predicated on the execution of our value oriented
investment process, which has proven to be a durable approach over the long-term. We continue
to be positive about the Fund’s future prospects. As compared to five years ago, the financial
markets are behaving much more rationally and the economy has been growing at a deliberate,
rather than a "breakneck", pace. We believe that BF contains companies with exciting potential



and outstanding management teams, many of whom we have met personally. At this time our
concerns are largely macroscopic in nature — interest rates, the War on Terror and energy prices.

As a consequence of our cautious outlook and inability to find new investments at compelling
prices, BF held a sizable cash position throughout the first half of the year. At the end of the
period the Fund had a cash position of 9.73 percent. Assets in the Fund grew from $51.8 million
to $52.0 million during the half-year period.

Thank you for your continued confidence.

Very truly yours,
Robert E. Killen Lee S. Grout
Co-Manager Co-Manager

Long Term Fund Performance as of 06/30/04 (Average Annual Total Returns)
One Year Five Years Ten Years

Berwyn Fund 41.00 % 13.21% 10.89%

Past performance is not a guarantee of future results. Returns for Berwyn Fund Series are
before taxes and are net of all expenses, advisory fees and commission charges and include the
reinvestment of BF’s dividends and distributions (total return). All index returns listed herein
also include the reinvestment of dividends, distributions and interest (total return). The
investment return and the principal value of an investment in BF will fluctuate so that an
investor’s shares, when redeemed, may be worth more or less than their original cost. Current
performance may be lower or higher than the performance data cited. Current month end data is
available at www.theberwynfunds.com.

An investor should consider the investment objectives, risks, and charges and expenses of the
Fund carefully before investing. The fund's prospectus contains this and other information about
the fund and should be read before investing. The fund's prospectus may be obtained by
downloading it form the fund's web site or by calling 1-800-992-6757.
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2004 Semi-Annual Report
BERWYN INCOME FUND
a series of The Berwyn Funds

July 23,2004
Dear Berwyn Income Fund Shareholder:

The total return to shareholders of Berwyn Income Fund (BIF) during the first half of 2004 was 0.74
percent. Net asset value per share decreased from $11.74 on December 31, 2003 to $11.55 on June 30,
2004. Quarterly dividends totaling $0.28 were distributed to shareholders from net investment income,
compared with dividends of $0.29 paid in the first half of 2003.

The first half of the year proved to be a transitional period in which interest rates climbed higher as the
Federal Reserve Board signaled a shift to a more restrictive monetary policy after an extended period of
accommodation. We believe that BIF’s managed portfolio of bonds, preferred stocks and dividend-
paying common stocks met its objectives during this unsettled period and will continue to generate
shareholder income and preserve capital going forward. BIF’s sector breakdown at the end of the first
half was 67% corporate bonds, 20% common stocks, 5% preferred stocks and 8% short-term investments.

The fixed income markets were exceedingly volatile during the first half of the year. Interest rates
plummeted in the first quarter, abruptly turned, then surged upward in the second quarter to new yearly
highs. This interest rate volatility reflected the underlying struggle between international deflationary
forces and the efforts of the Federal Reserve Board to stimulate, and possibly re-inflate, the economy. By
June, however, investors were confident that the economic recovery was on track and the Central Bank
began voicing newfound concerns over the potential for inflation, hinting at a more restrictive monetary
policy. On June 30", the benchmark interest rate was raised one-quarter point, the first increase since
May, 2000.

Our reference indices show that despite the volatility during the first half of the year, investment grade
and high yield bonds closed without suffering significant losses. For the six months ending June 30,
2004, BIF’s total return was 0.74 percent, ahead of the Citigroup Broad Investment Grade Bond Index
(BIG) and the Citigroup High Yield Composite Index (HYC), which produced total returns of 0.18
percent and negative 0.04 percent, respectively. The Lipper Income Fund Index (LIFI) contains a
sizeable equity component that contributed to its 1.02 percent total return for the same period.

For the quarter ending June 30, 2004, the total return for BIF was negative 2.42 percent, in line with
investment grade bonds, which, as represented by BIG , declined 2.44 percent. However, BIF’s quarterly
total return fell short of our other reference indices: high yield bonds as represented by the Citigroup High
Yield Composite Index (HYC) declined only 1.62 percent, and the Lipper Income Fund Index (LIFI)
declined 0.92 percent for the quarter.

Over the past eighteen months, corporate bond valuations have moved much closer to those of Treasury
bonds as the return of investor confidence has caused credit yield spreads to contract to more normal
levels. Assuming the economy stays on track, corporate bonds, especially investment grade issues, will
fluctuate more in line with Treasury bonds going forward. In spite of this greater interest rate sensitivity,
we believe the real yields on corporate bonds are still attractive as long as inflation remains modest.



Recent evidence suggests that the economy is expanding at a moderate pace, giving hope the expansion
will be a lasting one and that interest rates will rise gradually.

As rising interest rates pose a serious obstacle for fixed income securities, steps were taken during the
first half to help lower BIF’s susceptibility. Shorter maturity bonds were substituted for longer maturity
bonds, helping to reduce the overall duration of the bond portfolio. Areas particularly sensitive to rising
rates, such as preferred stocks, have been reduced along with BIF’s representation in real estate
investment trusts, utilities and banks. We continue to diversify our dividend-paying stock holdings with
companies that should benefit from a growing economy

In addition to the measures already mentioned, greater emphasis has been placed on lower quality bonds
whose higher yields offer some degree of protection in a rising interest rate environment. With a blend of
investment grade and high yield corporate bonds, we balance interest rate risk with credit risk. We seek
value in bonds with lower credit ratings where the marketplace may be underestimating the fundamental
progress of the bond issuer. Nash Finch Co., a recent addition, is restructuring by divesting itself of non-
core businesses and adding market share in its core business of wholesale food distribution. The
company’s short-term bonds maturing in 2008 offer a yield greater that 7.50 percent to maturity. At the
end of June, 36% of BIF's bond portfolio consisted of high yield bonds.

Thank you for your confidence in BIF.

Very truly yours,

Edward A. Killen
Portfolio Manager

Long Term Fund Performance as of 06/30/04 (Average Annual Total Returns)
One Year Five Years Ten Years

Berwyn Income Fund 7.11% 8.79% 8.92%

Past performance is not a guarantee of future results. Returns for Berwyn Income Fund Series are before
taxes and are net of all expenses, advisory fees and commission charges and include the reinvestment of
BIF’s dividends and distributions (total return). All index returns listed herein also include the
reinvestment of dividends, distributions and interest (total return). The investment return and the
principal value of an investment in BIF will fluctuate so that an investor’s shares, when redeemed, may
be worth more or less than their original cost. Current performance may be lower or higher than the
performance data cited. Current month end data is available at www.theberwynfunds.com.

An investor should consider the investment objectives, risks, and charges and expenses of the Fund
carefully before investing. The fund's prospectus contains this and other information about the fund and
should be read before investing. The fund's prospectus may be obtained by downloading it form the
fund's web site or by calling 1-800-992-6757.
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