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THE FAIRHOLME FUND

PORTFOLIO MANAGERS’ REPORT
For the Six Months Ended June 30, 2007

Despite the vagaries of the 2002 Sarbanes-Oxley law, management of the Fund has
determined that it makes more sense for the Investment Adviser to report directly to
Shareholders, rather than to the Board, as has been the case previously. Accordingly,
with the approval of the Board, a Portfolio Managers’ Report will be included in
future Semi-Annual and Annual Reports of the Fund and will precede a more formal
Management Discussion and Analysis. Opinions of the Portfolio Managers are
intended as such, and not as statements of fact requiring attestation.

Mutual fund investing involves risk including loss of principal. Performance infor-
mation quoted herein represents past performance and is not a guarantee of future
results. The investment return and principal value of an investment in the fund will
fluctuate so that an investor’s shares, when redeemed, may be worth more or less
than their original cost. Current performance may be higher or lower than the per-
formance information quoted within. The fund imposes a 2.00% redemption fee on
shares held less than 60 days. Performance data does not reflect the redemption
fee, which if imposed, would reduce returns. Any questions you have regarding the
latest month-end performance can be obtained by calling shareholder services at
1-866-202-2263 or by visiting the fund’s website at www.fairholmefunds.com. The
S&P 500 Index is a broad based unmanaged index of 500 stocks, which is widely
recognized as representative of the equity market in general. Investors cannot
invest directly in an index. Additional information regarding the risks of investing
in the Fund may be found in the Fund’s current Prospectus. Please refer to the back
cover of this document for additional important disclosures.

July 24, 2007

To the Shareholders and Directors of the Fairholme Fund:

Below is a comparison of the Fund’s performance with that of the Standard & Poor’s
500 Index (both with dividends reinvested) for the period ended June 30, 2007:

Six One Three Five Since
Months Year Years Years Inception
Ended Ended Ended Ended 12/29/1999

6/30/2007 6/30/2007 6/30/2007 6/30/2007 to 06/30/07
—————— —————— —————— —————— ——————

The Fairholme Fund
(Cumulative) 9.52% 17.35% 72.06% 123.49% 252.06%

S&P 500 Index
(Cumulative) 6.96% 20.59% 39.28% 66.31% 16.13%

The Fairholme Fund
(Annualized) 17.35% 19.83% 17.45% 18.26%

S&P 500 Index
(Annualized) 20.59% 11.66% 10.70% 2.01%

Expense Ratio 1%
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Since inception, $10,000 invested in The Fairholme Fund with dividends reinvested
has grown to $35,206 while $10,000 invested in the S&P 500 Index with dividends
reinvested has grown to $11,613. In other words, the Fund has appreciated roughly
18.26% per annum compared to a gain of 2.01% per annum for the S&P 500.

The Fund continues to own a stable of terrific businesses with some of the most
competent and honorable business jockeys in the world. Warren Buffett, Murray
Edwards, Ian Cumming and Joe Steinberg, Charlie Ergen, Eddie Lampert, and Jeff
Lorberbaum are among the cream of the crop. They are risk-averse business peo-
ple who intuitively understand that profits are lumpy and conditions not always
favorable. No matter the environment, these wonderful owner/managers should be
able to find ways to make money for the Fund’s shareholders.

Although difficult to prove, we believe the Fund’s shareholder base to be above aver-
age when it comes to investing acumen, especially with regard to other well man-
aged businesses. Here’s a quick shameless plug proving that we have no ego about
the source of profitable ideas: If you know of an owner/manager of comparable qual-
ity to those we listed above (in the U.S. or abroad, big company or small) – drop us
a brief note at jockeys@fairholme.net. We’re willing to look at any business we
understand, run by successful people who have their own money on the line.

Berkshire Hathaway remains our largest single investment, and for good reason. The
company is liquid, generates tons of cash, and continues to sell at a discount to our esti-
mate of fair value. While obsessing about its equity portfolio, the market seems to have
long underestimated the growing earnings power from Berkshire’s operating busi-
nesses. Insurance underwriting profits will almost certainly decrease in the absence of
a natural or man-made catastrophe and equity gains may slow. Nevertheless,
Berkshire’s overall intrinsic value continues to accumulate at a reasonable rate and the
company should have exceptional opportunities during times of financial upset.

By category, however, energy remains our number one exposure. The Fund owns a
few asset rich companies – Canadian Natural Resources is our single largest energy
investment – with outstanding management teams that have performed well in both
high and low price environments. It is certainly possible that higher interest rates
or other unanticipated problems could prompt a U.S. recession or slowing demand
from Asia. Nevertheless, our companies have demonstrated an ability to thrive
despite commodity price swings. Given depleting supplies and inadequate alterna-
tives worldwide, even a U.S. recession is unlikely to provide anything other than
temporary relief from sustained higher prices.

Housing related industries continue to interest us as stress seems widespread but
with little forced liquidation to date. Record numbers of homes for sale and higher
mortgage rates are gradually taking their toll. Although the Fund owns companies
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with excellent long-term characteristics, these markets may well get worse before
improving, and a downturn could persist longer than most expect. For now, our ini-
tial plunge into housing related investments has been limited by improved stock
prices. Further weakness may translate into further opportunity for the Fund.

Notwithstanding our confidence in our companies and an ebullient stock market in
recent years, the world has almost certainly become more dangerous, with conflicts
in Iraq and the Sudan, an autocratic Russia returning to its bullying ways, and a resur-
gent China scouring the globe for resources and seeking hegemony wherever possi-
ble. Even as interest rates have risen around the world, risk premiums seem
extraordinarily low, as evidenced by record low spreads between safe and risky bonds
and few obvious investment bargains among publicly traded equities. Despite the her-
alded “liquidity” in the marketplace, most mutual fund managers have abandoned any
pretense at caution by trashing cash.1 If most are greedy, we prefer to be fearful.

When contemplating “hundred-year” floods, it’s worth remembering that predict-
ing rain doesn’t count, but building arks does.2 Although not immune, we under-
stand that being prepared for unpredictable stock market storms is an integral part
of the process of seeking above average long-term results. While always prepared
to snap at the right opportunity, we view the Fund’s meaningful cash and U.S.
Treasury Bill holdings to be a strategic advantage, as are the strong balance sheets
and stress tested managers of the Fund’s core companies. These factors should give
our shareholders a measurable advantage over their investing lifetimes.

Nearly eight years into the quest, our goals remain unchanged: don’t lose your hard
earned money, get a lot more than we give when exchanging your cash for a new
investment, build a base of like-minded and long-term shareholders, and have some
fun in the process. The wind may not always be at our back, but the course is true,
our ship well built, and the crew experienced.

Respectfully submitted,

Bruce Berkowitz Larry Pitkowsky Keith Trauner

1 CBS Marketwatch (www.marketwatch.com), June 4, 2007: “Fund Managers Go Light on Cash: In
rising stock market, portfolios’ reserve levels fall to record lows”

2 Warren Buffett, Berkshire Hathway 2001 Annual Report to Shareholders
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