
January 7, 2002 
 

Dear Fellow Shareholder: 
 

September 11th and subsequent events still permeate society.  Our thoughts remain with the victims, their 
families, and the men and women serving to protect the world. 
 

Below is a comparison of the Fund’s performance and that of the Standard and Poor’s 500 Index (with 
dividends reinvested) for the Fund’s fiscal year ended November 30, 2001 and since inception: 
 

                                                                                        Fiscal                   Since 
                                                                                        Year                  Inception 
 

The Fairholme Fund                         +12.7%                +52.8% 
The S&P 500 Index                           -12.2%                 -20.3% 

 
 

The Fund experienced good absolute performance, and very good relative performance as the bursting of the 
tech-stock bubble caused negative returns for the market averages.  We are also pleased with our absolute and 
relative performance since inception. 
 

Over the past two years, investing in selected property-casualty (P&C) insurance companies has contributed to 
recent returns and positions the Fund well for 2002.  P&C policy prices and terms were improving before the 
events of 9/11, which caused the largest ever insured loss (estimated at between $40 and $70 billion).  Many 
sectors of the insurance business are continuing to see attractive rate increases for policies that have tighter 
terms and conditions.   
 

Three of our holdings, Berkshire Hathaway, White Mountains Insurance Group, and Markel Corporation, are 
well positioned to pay their 9/11 claims and to take advantage of the current environment.  They have corporate 
cultures that prize underwriting profit and sensible investing.  These characteristics and an industry tail wind 
make for attractive long-term returns. 
 

Beyond insurance, formal indicators have confirmed what many have known for some time – the country is in a 
recession.  While our non-insurance holdings are not immune from a weak economy, they generally have 
strong cash flows and sustainable competitive advantages.  We expect them to emerge from this downturn well 
positioned for future growth and profitability. 
 

Occasional periods of economic weakness bring opportunity.  As we said last May, “While claiming no 
predictive ability to recognize or time the next recession, we are not afraid of periods of slow business and 
weak markets. Only in adverse environments do owner-oriented companies with proven records and strong 
balance sheets sell at bargain prices.”  The Fund enters the New Year with ample liquidity in the form of cash 
and short-term U.S. Treasuries.  We are hunting for a few exceptional investments.  At the right prices, we are 
ready to pounce. 
 

Lastly, we say goodbye to Peter “Tony” Russ, who left us at year-end to form his own firm.  We thank him for 
his contributions, wish him well on his new venture, and look forward to a continued friendship. 
 

To learn more about The Fairholme Fund and its adviser, Fairholme Capital Management, L.L.C., please visit 
www.fairholmefunds.com.  Thank you for your support. 
 

Sincerely, 
 
 
 
Bruce R. Berkowitz                               Lawrence S. Pitkowsky                             Keith D. Trauner 
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