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THE FAIRHOLME FUND

PORTFOLIO MANAGERS’ REPORT
For the Six Months Ended June 30, 2008

This Portfolio Manager’s Report is based on calendar year to date performance
through June 30, 2008 and precedes a more formal Management Discussion and
Analysis. Opinions of the Portfolio Manager are intended as such, and not as state-
ments 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 infor-
mation 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 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. 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 doc-
ument for additional important disclosures.

July 24, 2008

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, 2008:

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

PERFORMANCE 06/30/2008 06/30/2008 06/30/2008 06/30/2008 to 06/30/08
—————— —————— —————— —————— ——————

The Fairholme Fund -5.90% -3.47% 32.49% 103.21% 239.86%
(Cumulative)

S&P 500 Index -11.91% -13.12% 13.81% 44.13% 0.90%
(Cumulative)

The Fairholme Fund -3.47% 9.83% 15.24% 15.47%
(Annualized)

S&P 500 Index -13.12% 4.41% 7.58% 0.11%
(Annualized)

The Fund’s Expense Ratio is 1%.
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THE FAIRHOLME FUND

PORTFOLIO MANAGERS’ REPORT (Continued)
For the Six Months Ended June 30, 2008

Over the last six months, the stock market has been racked with fears about the
credit crunch, slowing growth, and soaring energy and food prices. Fears that the
economy may enter a bout of 1970s-style stagflation took the Standard & Poor’s
500 down 11.91% on a total return basis. That’s the worst first half for the S&P 500
since 2002. During this difficult period, the Fund’s Net Asset Value declined as
well, down 5.90%.

That said, we have been proactive during this trying period, reducing some expo-
sures for investments in other securities we feel have been unjustly punished. Over
the eight and a half years since the Fund’s inception, we have lived by the belief
that you should be fearful where others are greedy and to be greedy where others
are fearful. We continue to ignore the crowd.

For instance, as energy stocks surged this year, we took profits in Canadian Natural
Resources, reducing our position to about 7% of net assets as of May 31, down
from 15% on Nov. 30, 2007. Oil and gas prices have multiplied since our initial
purchases and are now high enough to increase supply and slow demand.
Alternative sources such as solar and wind are booming while sales of SUVs and
other gas hogs have plunged.

We also halved our position in Berkshire Hathaway in the November-May period.
While we have the greatest respect for Chairman Warren Buffett, we made this
move because we cannot see how the company can replicate its past stellar per-
formance given its current size and the age of its key personnel. Berkshire should
still make good money for shareholders, but not enough to justify so large an invest-
ment at prices sold.

With the proceeds of sales, new inflows, and cash held for stressful times, we are
buying healthcare stocks, ranging from manufacturers of ethical and generic drugs
to health maintenance organizations, at what we consider reasonable or even dirt-
cheap valuations. Many of these stocks’ prices fell off the proverbial cliff prior to
our purchases and have declined further since we took our initial positions. On May
31, global pharmaceutical giant Pfizer was about 10% of net assets, making it the
Fund’s second largest holding. Also in the top ten is WellPoint, a provider of health
maintenance organizations and other forms of medical insurance. These funda-
mentally sound businesses have become fallen angels, as slowing growth, rising
costs, and election-year politics stoke investor fear. Still, these are companies with
essential products and services and large free cash flows relative to purchase
prices.1 We expect them to rise again.
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THE FAIRHOLME FUND

PORTFOLIO MANAGERS’ REPORT (Continued)
For the Six Months Ended June 30, 2008

The Fund has added to significant investments in housing-related industries, which
are facing perhaps the worst headwinds since the Great Depression of the 1930s.
While anticipating a downturn, older and higher-priced purchases now seem pre-
mature in the light of current conditions. Nevertheless, buildings and equipment
need repair and replacement, and the population continues to grow. In particular,
DISH Network, Mohawk Industries, and Sears Holdings continue to generate much
cash while awaiting more stable times, and all have rational and opportunistic
owner/managers at the helm. Investing is often an exercise in patience, and the drag
from the housing bust is giving our patience a good workout.

We have avoided most banks, brokerage firms, and other highly leveraged financial
companies given our inability to understand what they own and who they owe.
Furthermore, many of these companies are raising capital on terms that are highly
dilutive to existing shareholders.

We understand that the recent volatility in financial markets and in the Fund’s daily
price can be jolting for shareholders. However, we do not mind such vicissitudes,
but do mind permanent loss. Today, shareholders are facing scary headlines while
we believe the Fund is buying great businesses at better than reasonable prices, a
practice that in the past has produced an outstanding record. Since the Fund’s
inception in late December, 1999, it has gained about 240% while the S&P 500 is
essentially flat. We are proud of this performance, optimistic about our future, and
continue to invest in the professional staff and infrastructure needed to serve our
valued shareholders.

Respectfully submitted,

Fairholme Capital Management, L.L.C.

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