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FINANCIAL HIGHLIGHTS
(5000)
1987 1986 1985
Total revenues 12,971 53,733 17,015
Operating carnings after tax 10,795 4,837 ©10)
Net earnings 16,019 6,548 ©10)
Total assets 185,413 129,845 41,477
Shareholders’ equity 61,048 41,275 10,379
Return on average equity 31.3% 25.4% o
Per share - fully diluted
Operating earnings 150 Lot (1.89)
Net earnings 223 135 (1.89)
Shareholders’ equity 832 589 208
Market prices
High 17.50 1413 6.00
Low 10.50 6.00 3.00
Close 12.37 1275 6.00




FAIRFAX FINANCIAL HOLDINGS LIMITED

The following chart sets out Fairfax and its principal subsidiaries
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Investment banking activity is carried on by Fairfax directly.
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CORPORATE PROFILE

Fairfax Financial Holdings Limited is a financial services holding company primarily engaged in
insurance and related activities through decentralized operating subsidiaries. The corporate objective 15
to achieve a high rate of return on invested capital and build long term shareholder value.

F-M Acquisition Corporation acquired Shand, Morahan & Company, Inc. and Evanston Services, Inc.,
both of Evanston, Illinois, in December 1987. The companies provide specialty insurance coverages,
primarily in the professional and product liability markets. In 1987 gross revenues on a combined basis
totalled US $134 million and the group had 337 full-time employees at year end.

Markel Insurance Company of Canada is one of the largest trucking insurance companies in Canada and
has provided the Canadian trucking industry with a continuous market for this very specialized class of
insurance since 1951. For 1987, gross premium volume was $52.5 million and the company had 78

employees.

Morden & Helwig Group Inc., acquired in 1986, is engaged in providing claims adjusting, appraisal and
loss management services to a wide variety of insurance companies and self-insured organizations across
Canada and in Texas. For the year gross revenues totalled $33.5 million, and the company had 679

employees located in 153 branches across Canada.

Otter Dorchester Insurance Company Limited, acquired by Markel Insurance Company of Canada in
1987, specializes in providing property and casualty insurance for farm risks. In 1987, gross premiums
were $10.7 million and staff consisted of 34 employees.

Sphere Reinsurance Company of Canada Limited, acquired in 1986, is one of only two Canadian owned
reinsurance companies writing property, auto and casualty risks. Gross premiums totalled 519 million
for the 1987 year and there were 7 employees.
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To Our Shareholders:

Halley's Comet flew over us in 1987. We earned $16 million after taxes on an average equity base of $52
million - a 31% return on shareholders equity. Given the return on equity earned by the average com-
pany in Canada and the U.S. of 13-14% and our own objective of 20%, it is not likely that this return
will be repeated in the future. Net earnings per share of $2.15 were up 60% from 1986. Book value per
share increased 41% to $8.32 per share.

The table below shows the sources of our net earnings:

($ millions)

1987 1986 % Change

Pre-tax earnings before realized gains 9.0 8.1 + 11"
Realized investment gains 9.2 1.0 + 820
Tolal pre-tax earnings 18.2 9.1 ¢ 1007
Income taxes 5.9 4.2 + 400
Net earnings before minority interest and

extraordinary item 12.3 4.9 + 1510
Less minority interest 1.5 0.1 —
Add gain on sale of Morden & Helwig shares 3.5 — —
Add recovery of income taxes 1.7 1.7 —
MNet earmnings 16.0 6.5 + 14600

As you can see from the table, the major source of our earnings gains in 1987 was two fold:
a) Realized security gains of $9.2 million (after tax - $6.8 million)

b) After-tax gain of $3.5 million on the sale of Morden & Helwig
Group Inc. shares.

These two sources accounted for 64% of our reported earnings. While the timing of (a) is uncertain, we
fully expect to continue to increase book value over the longer term with these types of gains. Gains like
(b) are not likely to be repeated again. All of (a) and most of (b) though are cash earnings and do
legitimately increase book value.

As far as realized gains are concerned you should note that we could easily increase our future investment
income by selling stocks and buying bonds or preferred stock. However, we invest for total return and

thus have no plans on changing our bias towards stocks. Realized gains in 1987 amounted to approxi-
mately 8% on the average portfolio.

While earnings before realized gains only increased 11%, our companies are in excellent shape. Markel
Insurance had an excellent year under the leadership of Keith Ingoe, earning an underwriting profit even
after a significant build-up in reserves. As you will see in Keith’s section, Markel Insurance earned a very
attractive return on its equity for the second year In a row.

In spite of significant competition, Keith and his team are building a reputation as the best trucking (and
lately, transportation) insurance company in Canada. We are excited to be shareholders. In August 1987,




Markel Insurance acquired Otter Dorchester Insurance Company, a property and casualty company
specializing in the agricultural industry. Otter Dorchester writes $11 million in gross premium (net
premium: $3.7 million). We purchased Otter Dorchester for $2.6 million, a 35% premium to its book
value of $2 million. Otter Dorchester is run by Reg Black. We welcome Reg and his team to the Fairfax
group and look forward to participating in the company’s growth as it expands its service to rural
communities throughout Ontario.

Sphere Reinsurance, run by Rui Quintal and Bill Grant, had a very good vear in 1987, earning 20% on
average equity. On our invested capital of $4 million, the returns are exceptional. Based on current
actuarial projections, it appears that part of the note of $2.8 million to the former shareholder of Sphere
may not be paid due to reserve development prior to our purchase. However, we continue to show the
note on our balance sheet at the full $2.8 million. Rui discusses the operations in further detail in his

section.

As discussed in our 1986 annual report, we took Morden & Helwig (M&H) public in 1987 to take advan-
tage of the tremendous growth potential in Canada and abroad. The same group that raised $20 million
for Fairfax in 1986, did a public offering of $20 million for M&H in 1987 - $15 million for the treasury
and $5 million for Fairfax. On your behalf, we again thank Dick Falconer, Jim Hinds and Joe Brosseau
from Wood Gundy; Bryan Smith and Rob Bell from Dean Witter Revnolds; and Rick Salsberg and Bob
Karp from Tory, Tory for their hard work in completing this issue. We don’t plan on this being an
annual feature!!!

After months of preparation for this issue, Ken Polley and his team could again concentrate on business
at hand. As you will note in Ken’s section, M&H had an excellent year in 1987, completing 13 acquisi-
tions in Canada. The share capital raised reduced the company’s return on equity in 1987. As M&H is the
largest claims adjusting company in Canada, with 679 employees and 153 branches, we fully expect it to
earn our targeted 20% return over time.

Prior to the public issue, all Morden & Helwig employees had the opportunity to acquire shares, with the
result that a substantial number of employees are shareholders once again.

Late in 1987, M&H and Markel Corporation (U.S.) each acquired 50% of Lindsey & Newsom (L&N).
L&N is the largest independent claims adjusting company in Texas with 44 offices and 310 employees.
Also acquired was Vale National Training Centers, a school for training adjusters. Total purchase price
was US $14 million, approximately 8.6 times earnings for this company; being a service business, book
value at US $2.8 million, was not significant.

Bob Irwin runs this fine company with Terry Grant as his first mate. Under Bob’s leadership, we see
tremendous growth potential in the U.S. We are planning a merger of M&H, Markel Corporation’s U.S.
claims business and L&N in 1988/89 as a first step in building an international claims adjusting
company. In any merger, particularly an across-the-border one, there are many hurdles to be overcome.
However, I am very optimistic about the growth opportunities of this company because of the fine
people we have to manage it. As shareholders, I would recommend that all of you read M&H’s annual
report to better understand the business. We look forward to working with Bob Irwin.
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