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THE FAIRHOLME FUND

PORTFOLIO MANAGERS’ REPORT
For the Year Ended December 31, 2008

This Portfolio Manager’s Report is based on calendar year performance and
precedes a more formal Management Discussion and Analysis. Opinions of the
Portfolio Manager are intended as such, and not as statements of fact requiring
attestation. All references to portfolio investments are as of the latest public filing of
the Fund’s holdings at the time of publication. 

Mutual fund investing involves risks including loss of principal. Performance
information quoted herein represents past performance and is not a guarantee of
future results. The investment return and principal values 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 performance 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. Additional information regarding the risks of investing in
the Fund may be found in the Fund’s current Prospectus. 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. Please refer to the back cover of this document for additional important
disclosures.

January 21, 2009

To the Shareholders and Directors of the Fairholme Fund:

Below is a comparison of the Fund’s unaudited performance (after expenses) with
that of the Standard and Poor’s 500 Index (before expenses) both with dividends
reinvested, for the period ended December 31, 2008:

Since
Performance Six One Three Five Inception
to 12/31/08 Months Year Years Years 12/29/1999
———————— —————— —————— —————— —————— ——————
The Fairholme Fund

(Cumulative) -25.29% -29.70% -7.81% 31.00% 153.92%
S&P 500 Index

(Cumulative) -28.48% -37.00% -23.04% -10.47% -27.83%

The Fairholme Fund
(Annualized) -29.70% -2.67% 5.55% 10.90%

S&P 500 Index
(Annualized) -37.00% -8.36% -2.19% -3.56%

The Fund’s Expense Ratio is 1.01%.

FAIRHOLME_11_08_AR  1/29/09  11:16 AM  Page 1



2

THE FAIRHOLME FUND

PORTFOLIO MANAGERS’ REPORT (Continued)
For the Year Ended December 31, 2008

The Fund’s unaudited 2008 calendar-year decline of 29.70% was less than the S&P
500’s decline of 37.00%. For the past five years, the Fund gained 31.00% versus a
loss of 10.47% for the S&P 500. Since the Fairholme Fund’s start, about nine years
ago, the Fund has appreciated 10.90% per annum compared to a depreciation of
3.56% per annum for the S&P 500. Thus, every $10,000 invested in The Fairholme
Fund from inception has grown to $25,392 while every $10,000 invested in the
S&P 500 Index for the same period has shrunk to $7,217. Outperforming the S&P
500 is of little comfort with poor absolute returns. 

In our December 31, 2007 letter, we expected “high profile restructurings and
continued stress” and looked forward to planting “seeds of greatness [that] are planted
during the worst of times and reaped after storms pass.” In 2008, we got our wish. 

Failing financial institutions and threats of systemic meltdown created
unprecedented losses and volatility. Investors sold the good with the bad to raise
necessary cash. Prices for high-quality companies tumbled, if for no other reason
than their public ownership. The Chicago Board Options Exchange Volatility
Index, a widely followed index of market volatility, quadrupled with S&P 500
index losses not seen since the 1970’s or The Great Depression. 

History has shown that it pays to be selectively bullish when most are
indiscriminately bearish. Therefore, as the crowd sold, we bought common stocks
of essential health care, defense and infrastructure-related companies and, in some
cases, senior bonds related to those stocks. Health care spending is 17% of GDP,
23% of the federal budget, a significant portion of state budgets, and bound to
increase with an aging population.1 Based on budgets calculated by Uncle Sam,
Fairholme analysts estimated that the U.S. spent 7% of GDP and 33% of the federal
budget on defense.2 We believe President Obama will spend hundreds of billions
more to modernize credit markets, health care, homeland security, and
infrastructure.

Today, portfolio companies generate free cash of more than 12% of year-end
market values versus U.S. Treasuries’ naught to 3%.3 We are bullish on America. 

Thank you for your continued support and trust,

FAIRHOLME CAPITAL MANAGEMENT, LLC

1 Department of Health & Human Services, Centers for Medicare and Medicaid Services
(www.cms.hhs.gov).

2 Figures are based on Fairholme’s analysis of budget estimates from the Office of Management and
Budget. 

3 The Manager defines free cash flow as the cash a company would generate annually from operations
after cash outlays necessary to maintain the business in its current condition.
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