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THE FAIRHOLME FUND

PORTFOLIO MANAGER’S REPORT
For the Year Ended December 31, 2009

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 19, 2010

To the Shareholders and Directors of the Fairholme Fund:

For the calendar year 2009, the Fund increased by 39.01% while the S&P 500 Index
(“S&P 500”) rose by 26.46%. Since inception, the Fund is up 252.98%, which
compares favorably to the S&P 500’s return of -8.74%. $1 million invested in the Fund
when it started on December 30, 1999 would be worth $3,529,804 at December 31,
2009 compared to about $912,642 for a like investment in the S&P 500. Please also
note that the Fund’s performance includes all fund expenses and we assume that one
can invest in the S&P 500 without expenses.
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THE FAIRHOLME FUND

PORTFOLIO MANAGER’S REPORT (Continued)
For the Year Ended December 31, 2009

Since
Performance Six One Three Five Ten Inception
to 12/31/09 Months Year Years Years Years 12/29/1999
———————— —————— —————— —————— —————— —————— ——————
Cumulative:
The Fairholme Fund 19.62% 39.01% 9.81% 45.76% 245.72% 252.98%
S&P 500 Index 22.59% 26.46% (15.95)% 2.11% (9.10)% (8.74)%

Annualized:
The Fairholme Fund 39.01% 3.17% 7.83% 13.21% 13.43%
S&P 500 Index 26.46% (5.63)% 0.42% (0.95)% (0.91)%

The Fund’s Expense Ratio at November 30, 2009 is 1.00%.
In the Fund’s current prospectus dated March 17, 2009, the Fund’s Expense Ratio is 1.02%.

All of us at Fairholme are proud of this record and Morningstar’s Manager of the Year
and Manager of the Decade awards. We are also proud of our shareholders, who
witnessed months of panic from the near collapse of financial markets last year. You
stayed the course when others deserted their investments. Such a trust must be
continually earned, and Charlie and I believe the following management discussion
and analysis, schedule of investments and financial statements indicate (without
telling too much) that we remain hungry for continued, shareholder success. 

Thank you for your continued support and trust,

Bruce R. Berkowitz
Managing Member
Fairholme Capital Management, L.L.C.
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