
 
 

 
January 22, 2001 
 
Dear Fellow Shareholder, 
 
We are pleased to report results for our interim fiscal year, which began on December 29, 1999 and ended 
November 30, 2000.  Below is a comparison of the Fund’s performance and that of the Standard and Poors 500 
Index (with dividends reinvested) for the comparable period: 
 
                                           The Fairholme Fund                                      S&P 500 (with dividends) 
                                                         +35.5%                                                            -9.3% 
 
The Fairholme Fund was created at a fortuitous time.  During 2000, depressed stock prices in insurance, financial 
services and other basic industries gave us a great opportunity to invest our capital.  The Fund focused on the 
struggling and often misunderstood property/casualty insurance (P/C) industry.  P/C companies have three ways 
to make money for their owners: underwriting profit, investment income, and investment appreciation.  Under the 
right circumstances and with the right management at the helm, these streams can generate a torrent of free cash 
flow.  We have invested in companies capable of developing all three. 
 
Our largest holding, Berkshire Hathaway, is a unique example of a well-run P/C company.  In 2000, it contributed 
to our success thanks to improving underwriting results, growing float, and the redeployment of capital from low 
to high-return investments.  Our second largest position, White Mountains Insurance Group, also contributed to 
the Fund’s performance.  The company realized substantial investment gains during the last year and is expected 
to close a significant acquisition in February.  The disciplined P/C companies, which we bought at large discounts 
to intrinsic value, are just starting to reap the benefits from improving industry conditions.  The discounts have 
narrowed, but our companies remain priced well below growing intrinsic values. 
 
The Fund will continue to focus on creating long-term ownership of companies that have durable competitive 
positions, predictable cash earnings, high returns on capital, and owner oriented managers – at attractive 
valuations.  Periodically, when the Fund is long cash and short major ideas, we may invest a modest portion of the 
Fund’s assets in investments with two principal qualities: value well in excess of our purchase price and a catalyst 
to close the gap within a reasonable time.  Examples of these “special situations” include, but are not limited to, 
liquidations, reorganizations, and cash mergers. 
 
While progress has continued since November, do not anticipate a repeat of our inaugural year.  That said, we 
remain excited about the future.  To learn more about The Fairholme Fund and its advisor, Fairholme Capital 
Management, L.L.C., please visit www.fairholmefunds.com. 
 
Thank you for your confidence. 
 
Sincerely, 

 
 
 
 

Bruce R. Berkowitz                   Peter A. Russ               Lawrence S. Pitkowsky          Keith D. Trauner 
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