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THE FAIRHOLME FUND

PORTFOLIO MANAGER’S REPORT
For the Six Months Ended June 30, 2009

This Portfolio Manager’s Report is based on calendar year performance and
precedes a more formal Management Discussion & 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% 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 and Statement
of Additional Information. The S&P 500 Index is a broad-based unmanaged index of
500 stocks, which is widely recognized as representative of the U.S. equity market in
general. Investors cannot invest directly in an index. Please refer to the back cover of
this document for additional important disclosures.

July 29, 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 S&P 500 Index (before expenses), both with dividends and distributions
reinvested, for the period ending June 30, 2009:

Since
Performance Six One Three Five Inception
to 6/30/09 Months Year Years Years 12/29/1999
———————— —————— —————— —————— —————— ——————
Cumulative:
The Fairholme Fund 16.21% -13.18% -1.65% 44.21% 195.07%
S&P 500 Index 3.16% -26.21% -22.70% -10.72% -25.55%

Annualized:
The Fairholme Fund -13.18% -0.55% 7.60% 12.06%
S&P 500 Index -26.21% -8.22% -2.24% -3.06%

The Fund’s Expense Ratio at May 31, 2009 is 1.00%.

In the Fund’s current prospectus dated March 17, 2009, the Fund’s Expense Ratio is 1.02%.
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THE FAIRHOLME FUND

PORTFOLIO MANAGER’S REPORT (Continued)
For the Six Months Ended June 30, 2009

In the first half of 2009, The Fairholme Fund earned a total return of 16.21%
versus the S&P 500 Index return of 3.16%. This was a period of sharp market
moves to say the least. From the end of December to early March, the S&P 500
sank 25%. Then, from March 9 through June 12, the index surged 40%. The index
then declined in the last two weeks of June, leaving the index slightly positive for
the six-month period.

We were able to outperform in the past six months as well as in the trailing one- ,
three- , and five-year periods because our policy is always to keep adequate cash on
hand. Cash is defensive when the market goes into a tailspin. Cash also allows us
to be opportunistic in snapping up stocks that get unfairly battered. When panic sets
in, as it did many times over the last year, some market participants are forced to
sell without regard to price.

Cheap stocks are not necessarily good investments. A cheap stock can become
cheaper, as was proven over and over again over the past twelve months. Many
once-unassailable blue-chip stocks were brought to their knees. World-class banks
and financial companies required government assistance to weather the maelstrom.
General Motors went through bankruptcy, which would have been unthinkable a
decade ago.

Successful investing is about getting much more cash over time than you give.
Buying cheap relative to expected cash flows is half the battle. Today, even though
the market is up significantly from the March lows, the investments we own appear
undervalued reflecting the market’s hangover from years of irrational exuberance.

For sure, it will take a long time to repair the damaged balance sheets of
individuals, corporations and entire nations. Still, we are hopeful that the global
economy is on the mend. One of our canaries in the economic coal mine is Hertz
Global Holdings. In a June 25 interview on CNBC, Hertz CEO Mark Frissora said
“we’ve seen continuous improvement every single week for the last 10 weeks in the
US rent-a-car space on improving demand for the summer season. We’ve been
buying a lot of cars the last eight weeks…. We’re scrambling to buy as many cars
as we can.” Others are beginning to chirp, but are less sanguine.

At this time, healthcare and defense remain significant sectors for the Fund. We
believe many companies in these sectors are undervalued as they offer essential
services and products, have few if any substitutes and have strong cash flows.
What’s more, their margins are high enough to assure a steady stream of profits but
not so high as to draw in competitors. We believe they are in the sweet spot.
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THE FAIRHOLME FUND

PORTFOLIO MANAGER’S REPORT (Continued)
For the Six Months Ended June 30, 2009

Since our start about nine and a half years ago through June 30, 2009, the Fund has
appreciated at an average annualized rate of 12.06% compared to an average
annualized loss of 3.06% for the S&P 500 Index. A $10,000 investment at The
Fairholme Fund’s inception has grown to $29,507 after expenses while $10,000
invested in the S&P 500 Index for the same period has shrunk to $7,445 before
expenses.

The Fund’s tenets are as always: Vigilance, Focus, Commitment and Value.
Numerous shareholders have entrusted the Fund with much of their long-term
investments and defending this principal against permanent loss remains our
number one priority. To hammer this home, the Managing Member of Fairholme
Capital Management, LLC has the lion’s share of his family’s long-term
investments in The Fairholme Fund on the same terms and conditions as all the
other shareholders.

In September, Fairholme will hold a semi-annual conference call and webcast for
shareholders. Please visit www.fairholmefunds.com for the details.

Thank you for your continued support and trust,

FAIRHOLME CAPITAL MANAGEMENT, LLC
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