
January 10, 2004

To Our Fellow Shareholders:

This is the Fund’s first letter to shareholders that is not attached to financials, which now require certification
pursuant to the Sarbanes-Oxley Act of 2002. Letters to shareholders contain opinions that by their nature cannot be
certified. So, the Fund is forced to cut opinion from fact and mail the two under separate cover.

Below is a comparison of the Fund’s performance and that of the Standard & Poor’s 500 Index (both with dividends
reinvested) for the Fund’s last fiscal year and four years since inception from December 29, 1999 to November 30,
2003:

Fiscal Year Since
Ended Nov. 30, 2003 Inception

The Fairholme Fund +20.50% +87.35%
S&P 500 Index +15.09% -23.41%

The Fund had another good year of absolute and relative performance. After almost four years, we are beating the
S&P 500 by about 110 percentages points. Future yearly performance will not always beat the index, but should
continue to outperform over reasonable periods if our appraisals of portfolio companies prove correct and we find a
new opportunity every so often.

Berkshire Hathaway remains our largest holding. Despite considerable evidence to the contrary, the market continues
to under-weigh Berkshire’s businesses and the ability of its talented and deep management ranks to re-deploy capital
successfully. Thankfully, the doubts of others enabled us to accumulate more shares at reasonable prices.

Leucadia National has now become the Fund’s second largest holding by acquiring our shares of WilTel
Communications in exchange for Leucadia shares at about a 50% premium to our cost. Effectively, we acquired a
chunk of Leucadia at around book value — truly a bargain price.

Relatively unknown, Ian Cumming and Joe Steinberg have compounded Leucadia’s book value per share at over
20% per annum since they took control of the company in 1978. Here’s how they described their activities in
Leucadia’s 1998 annual report:

We tend to be buyers of companies that are troubled or out of favor and as a result are selling substantially
below the values which we believe are there. From time to time, we sell parts of these operations when prices
available in the market reach what we believe to be advantageous levels. While we are not perfect in executing
this strategy, we are proud of our long-term track record. We are not income statement driven and do not run
your company with an undue emphasis on either quarterly or annual earnings. We believe we are conservative
in our accounting practices and policies and that our balance sheet is conservatively stated.
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The popping of the tech bubble provided Leucadia with many opportunities, including its largest ever acquisition,
WilTel Communications. WilTel should be a home run given its rapidly growing $1.4 billion in revenue, positive
operating cash flow, massive tax savings, and purchase price. Other new projects include two potentially huge real
estate developments in the District of Columbia, a healthcare company, and radio paging. Combined with other
assets and investments, Leucadia’s post-bubble transactions have materially increased our estimate of the company’s
value.

The Fund also expanded its relationship with David Gladstone when we purchased shares of his latest public venture,
Gladstone Commercial. David has a long history of investing and lending related to middle-market businesses and
2004 should be a year of strong growth for both Gladstone Capital and Gladstone Commercial.

While moving towards telecom and commercial lending sectors with Leucadia and Gladstone, the Fund also
maintained its property & casualty (P&C) insurance focus. Berkshire and all of our investments with insurance
operations enjoyed a second year of adequate rates, moderate losses, acceptable investment results, and good unit
growth. Markel’s North American excess and surplus insurance business (E&S) is in its sweet spot. Mercury General
is now focusing on the bottom line after sacrificing profits to double the business. White Mountains’ One Beacon
and Folksamerica Re operations are firing on all cylinders. Alleghany recently acquired an E&S operation from a
distressed parent at an opportunistic price. With a continuing “hard” insurance market, conservative reserving, and
liquid balance sheets, odds favor another profitable year for our insurers.

Fairholme’s philosophy is to act as if all of your family’s net worth has been entrusted to the Fund. We choose
investments with the knowledge that your money matters and bad things do happen, especially when markets are not
cheap. Our non-diversified strategy allows the Fund to focus on whichever companies make the most sense given
probabilities and payoffs, and has resulted in good performance compared to most alternatives.

The Fairholme Fund also has another advantage, long-term shareholders with stable capital that create a business
environment allowing us the freedom to seek the best possible returns. We have always discouraged short-term
traders and have never permitted “late trading.” To further dissuade market timers, your Board of Directors has
approved a redemption fee of 2% on any Fund shares sold within 60 days of purchase.

On behalf of all at Fairholme, thank you and Happy New Year.

With best regards,

Bruce Berkowitz Larry Pitkowsky Keith Trauner


