
July 10, 2003

To Our Fellow Shareholders:

Below is a comparison of the Fund’s performance and that of the Standard & Poor’s 500 Index (both with dividends
reinvested) for the six month period ended May 31, 2003 and since inception.

6 Months Ended  Since
May 31, 2003 Inception

The Fairholme Fund   +6.0% +64.8%
S&P 500 Index   +3.9% – 30.9%

The Fund experienced respectable performance during the first six months of fiscal 2003. However, please note that
we measure performance by the business progress of our companies and not short-term price changes.

Our property/casualty insurers have raised prices while tightening terms and conditions. From these actions, White
Mountains, Markel, and Mercury General all reported strong and growing earnings. Considering that many competitors
of our well-managed companies continue to be plagued by past mistakes and today suffer from low interest rates,
these trends should continue.

Berkshire Hathaway remains our largest holding. Berkshire has made several important acquisitions and the operating
environment has improved for a number of its key businesses. This positive business momentum is not yet reflected
in the stock price. But as Berkshire’s growing intrinsic value rises further above a little-changed market value, we
expect to profit as the spread narrows.

In November, the Fund made its first significant technology investment: WilTel Communications. Recently, Leucadia
National made a preliminary offer to exchange its shares for the 52.6% of WilTel that it does not already own.
However events unfold, WilTel should prove a worthwhile investment thanks to its enormous tax attributes and a
unique carrier’s carrier model.

The Fund continues to benefit from an ability to purchase parts of companies without regard to size. For example,
we began to buy HomeFed Corporation (a remnant of a busted savings and loan) when the entire market value of the
company was $45 million. Today, this “micro-cap” is an award winning real estate developer in Southern California
that has tripled in value.

We recently invested in Alleghany, a $2 billion “small cap” holding company composed of several businesses and a
sizeable investment portfolio. While shares don’t trade actively, we knowingly sacrifice some liquidity for CEO
John Burns and CFO David Cuming, who have a history of creating value for owners. The Fund’s cost basis is a
small premium to tangible book value, and Alleghany is worth more.
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We continue to act with the knowledge that the golden rule of investing is: Don’t Lose. And the best way we know
to follow that rule is to buy parts of good businesses run by exceptional people at the right price. We are continually
on the search to find the next Warren Buffett and Charlie Munger, Joe Steinberg and Ian Cumming, Jack Byrne – the
next business thoroughbreds. While our search goes on, we will continue to buy more of what we know and understand
best, subject only to paying the right price and the position limits imposed on the Fund by law.

When the stars align, we hold with the philosopher Mae West, who once said, “Too much of a good thing can be
wonderful.”

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

With kind regards,


