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Dear Fellow Shareholder: 
 

Below is a comparison of the Fund’s performance and that of the Standard and Poor’s 500 Index (with dividends 
reinvested) for the six-month period ended May 31, 2001: 
 

   The Fairholme Fund  S&P 500 (with dividends) 
            +11.6%       -3.9% 
 

We’re also pleased to report that Lipper Analytical Services awarded your Fund their 2000 Performance 
Achievement Award as the #1 Multi-Cap Value Fund in the United States. 
 

Success doesn’t need elaboration, while failure requires clear explanation.  We made a mistake with an 
investment in USG Corporation – the leader in gypsum wallboard (Sheetrock).  We believed we were buying a 
well-run business at less than four times last year’s cash earnings before a non-cash charge for asbestos 
litigation, which we thought was peaking.  In hindsight, our assumptions were not realistic.  Wallboard prices 
fell faster and further than we thought possible.  Asbestos litigation and settlement costs rose beyond rational 
expectation.  The chances for legislative help diminished abruptly with the change in political control of the U.S. 
Senate.  With sharply reduced cash profit and increased litigation expenses, some form of Chapter 11 
reorganization now seems reasonable.  So far, this mistake has cost the Fund approximately 2% of assets and our 
remaining exposure is modest.  Our expensively purchased knowledge should help us avoid future errors. 
 

There is good news: trends in property-casualty insurance continue to be positive, and in some cases 
accelerating.  Some of the Fund’s largest holdings, such as Berkshire Hathaway, White Mountains Insurance 
Group, Mercury General, and Markel Corporation are benefiting from recent developments.  In particular, 
Berkshire continues to show improved underwriting results, White Mountains closed on its recent CGU 
Insurance Group purchase, Mercury is seeing renewed growth in policy applications, and Markel’s underwriting 
discipline is starting to pay off in a big way.  Our business partners in these companies are some of the most 
talented executives and capital allocators in any industry. 
 

Difficult markets help us succeed as investors.  While claiming no predictive ability to recognize or time the next 
recession, we are not afraid of periods of slow business and weaker markets.  Only in adverse environments do 
owner-oriented companies with proven records and strong balance sheets sell at bargain prices.  We saw a 
perfect example last year, which allowed us to establish our valuable investments in the property-casualty 
insurance industry at a time when other sectors were flying high.  One common element among our core 
holdings is the ability to capitalize on difficult environments.  Tough times allow the prepared to attractively 
deploy capital, setting the stage for future growth.  Companies such as Berkshire Hathaway and Leucadia 
National have historically specialized in capitalizing on the distress of others.  Recently, these two holdings 
teamed up to recapitalize Finova Corporation, a lender currently in bankruptcy.  So, the next time you see dire 
headlines – think opportunity for the Fund. 

 

The Fund’s advertising budget continues to hover at zero.  We are focused on investing and our growth depends 
on performance and word of mouth.  Interested investors can read more about the Fund and its adviser, 
Fairholme Capital Management, L.L.C., at our website: www.fairholmefunds.com. 
 

Sincerely, 
 
 
 
 
 

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


