FAIRFAX

FINANCIAL HOLDINGS LIMITED

INTERIM REPORT

For the nine months ended
September 30, 2008



CONSOLIDATED BALANCE SHEETS
as at September 30, 2008 and December 31, 2007
(unaudited — US$ millions)

2008 2007
(audited)
Assets
Cash, short term investments and marketable securities . . . . .. ... ... . . . 1,191.3 971.8
Accounts receivable and other. . ... . ... 1,853.0 1,908.8
Recoverable from reinsurers (including recoverables on paid losses - $290.7; 2007 - $371.8) .............. 4,436.3 5,038.5
7,480.6 7,919.1
Portfolio investments
Subsidiary cash and short term investments (cost $4,992.5; 2007 - $3,218.8) . . . . . ... .o i i 4,986.3 3,218.1
Bonds (cost $9,912.4; 2007 — $9,978.8) . . . o oot 9,707.5 10,049.9
Preferred stocks (cost $48.9; 2007 — $20.8). . . . . 48.1 19.9
Common stocks (cost $2,593.7; 2007 — $2,314.9) . . . . o oo 2,621.0 2,617.5
Investments, at equity (fair value $713.3; 2007 = $485.7). . . . . .o\ttt 350.7 408.0
Derivatives and other invested assets (cost $210.4; 2007 — $339.7) . . . . . o 837.7 979.6
Assets pledged for short sale and derivative obligations (cost $799.4; 2007 - $1,800.9) . ................. 774.3 1,798.7
19,325.6 19,091.7
Deferred premium acquisition COSES . . . . . .. oot 374.7 371.1
FUtUrE INCOME 1aXES . . . o et e e e e e e e e e e e e 464.8 344.3
Premises and eqUIPMENt . . . . o oot e 72.3 81.6
GOOOWIll . o o e e 61.4 53.8
Ol @SSETS . & o ottt e e 80.2 80.2
27,859.6 27,941.8
Liabilities
Accounts payable and accrued liabilities. . . . ... . 1,488.1 1,232.6
Income taxes payable . . .. ..o 348.8 68.9
Short sale and derivative obligations (including at the holding company - $85.1; 2007 - $8.4) . . . ... .. ... .. 85.5 1,062.8
Funds withheld payable to reinsurers . . . ... ... . e 352.7 362.6
2,275.1 2,726.9
Provision for Claims. . . . . oot e 15,305.4 15,048.1
Unearned PremiUums . .. oo oottt e 2,193.6 2,153.0
Long term debt — holding company borrowings . ... ... .. 868.8 1,063.2
Long term debt - subsidiary company borrowings . . . .. ... ... . e 887.7 915.0
Other long term obligations — holding company . . . ... ... e 188.9 192.6
19,444.4 19,371.9
NON-CONtrolliNg INTErestS. . . . o ot e 1,417.5 1,585.0
Contingencies (note 9)
Shareholders’ Equity
COMMON STOCK . . . v ot et e e e e e e e e e 2,129.3 2,067.4
Other paid in capital. . . ... - 57.9
Treasury stock, @t COSt . . . . . (22.7) (22.6)
Preferred stoCK. . . . .ot e 102.5 136.6
Retained @arnings . . ..ottt 2,530.9 1,658.2
Accumulated other comprehensive income (10Ss) . . . . .. ... (17.4) 360.5
4,722.6 4,258.0
27,859.6 27,941.8

See accompanying notes.



CONSOLIDATED STATEMENTS OF EARNINGS
for the three and nine months ended September 30, 2008 and 2007
(unaudited - US$ millions except per share amounts)

Revenue
Gross Premiums WIitteN . . . ..ot e

Net premiums Written . . . .. ... e

Net premiums earned. . . . .. ...
Interest and dividends . . . ... ...
Net gains on iNvestMents . . . . . . ... e
Claims fees . . . o

Expenses
LOSSES ON Claims. . . .. et
Operating EXPeNSES . . . o o ottt e
CoMMISSIONS, NET. . . o o e e
Interest eXpense . . .. ...

Earnings from operations before incometaxes ... ........ .. ... ... ... L
Provision for iNnCome taxes. . . . . ..ot

Net earnings before non-controlling interests . . . . ............. ... ... .. . . ... . .. ...
Non-controlling interests. . . .. ...

Netearnings . .. ... ... .

Net earnings pershare . . .. ... ... ..
Net earnings per diluted share. . .. ... ... .. . .
Cash dividends paid pershare. . . . ... . . . .
Shares outstanding (000) (weighted average) . .. ........ ... i

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
for the three and nine months ended September 30, 2008 and 2007
(unaudited - US$ millions)

Net  arniNgs. . . . oo

Other comprehensive income (loss), net of income taxes
Change in net unrealized gains and losses on available for sale securities™ . . ... ..........
Reclassification of net realized (gains) losses to earnings(z) ...........................
Change in unrealized foreign currency translation gains and losses® . ..................

Other comprehensive income (l0sS) . .. ... .

Comprehensive iNCOME . . . . . ...

Third quarter

First nine months

2008 2007 2008 2007
1,331.5  1,317.6  3,911.7  3,9626
1,1321  1,151.8  3,368.0  3,420.7
1,162.7  1,195.8  3,406.8  3,4716
135.6 202.5 480.4 603.1
856.8 363.6  1,904.0 692.4
- 109.3 - 309.2
2,551 1,871.2 57912 50763
991.0 7923 2,658.7  2,320.8
206.8 313.4 629.5 881.4
188.1 218.4 549.4 584.0
37.6 46.1 118.3 164.5
1,4235 1,370.2  3,955.9  3,950.7
731.6 501.0 1,835.3  1,125.6
194.8 181.1 508.3 367.3
536.8 3199  1,327.0 758.3
(69.2) (66.7)  (200.0)  (226.1)
467.6 2532 1,127.0 532.2
2540 $ 1412 $ 60.63 $ 29.54
2527 $ 1347 $ 59.89 $ 28.27
-5 - $ 500 $ 275
18,131 17,688 18,218 17,705

Third quarter

First nine months

2008 2007 2008 2007
467.6 253.2 1,127.0 532.2
(289.2) 160.2 (455.2) 145.2
95.9 19.8 147.7 (73.6)
(48.7) 54.0 (70.4) 131.0
(242.0) 234.0 (377.9) 202.6
225.6 487.2 749.1 734.8

(1) Net of income tax recovery of $117.6 (2007 - income tax expense of $74.6) and $187.5 (2007 - income tax expense of $69.3) for the third quarter and first nine

months of 2008, respectively.

(2) Netofincome tax expense of $28.4 (2007 - $18.8) and $49.4 (2007 - income tax recovery of $26.1) for the third quarter and first nine months of 2008, respectively.
(3) Netofincome tax expense of $17.2 (2007 - income tax recovery of $7.7) and $20.8 (2007 - income tax recovery of $4.8) for the third quarter and first nine months

of 2008, respectively.

See accompanying notes.



CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
for the nine months ended September 30, 2008 and 2007
(unaudited — US$ millions)

2008 2007
Common stock -
Subordinate voting shares — beginning of period. . . ... ... . 2,063.6 2,068.1
Issuances on conversion of convertible senior debentures. . . ... ... ... .. . . . ... ... 192.3 -
Purchases for cancellation during the period. . .. ... ... . (130.4) (4.5)
Subordinate voting shares —end of period . . ... . 2,125.5 2,063.6
Multiple voting shares — beginning and end of period . . . . ... ... .. . 3.8 3.8
CommON StOCK . . . .. e 2,129.3 2,067.4
Other paid in capital - beginning of period . .. ... .. . . 57.9 57.9
Conversion of convertible senior debentures. . . .. ... oottt (57.9) -
Other paid in capital —end of period . . . ... ... - 57.9
Treasury shares (at cost) — beginning of period . . . ... . ... . (22.6) (18.3)
Net aCqUISTLIONS . . . . . (0.1) (4.3)
Treasury shares (at cost) —end of period . . ... ... .. (22.7) (22.6)
Preferred stock -
Series A — beginning of period. . . .. .. 51.2 51.2
Purchases for cancellation . . . . ... .. e (12.8) -
Series A —end Of Period . ... e 38.4 51.2
Series B — beginning of period . . . .. ... . 85.4 85.4
Purchases for cancellation . . . . ... oot (21.3) -
Series B — end Of Period . .. ..o 64.1 85.4
Preferred stock. . . ... ... 102.5 136.6
Retained earnings - beginning of period . .. ... .. . 1,658.2 596.6
Transition adjustment - financial instruments . . . ... .. ... - 29.8
Net earnings for the Period. . .. ... 1,127.0 532.2
Excess over stated value of common shares purchased for cancellation . ........................... (143.0) (2.5)
Excess over stated value of preferred shares purchased for cancellation. .. ......................... (13.9) -
Common share dividends . ... ... ... e (88.9) (49.0)
Preferred share dividends . . . .. ... ottt e (8.5) 9.2)
Retained earnings —end of period . . . .. ... 2,530.9 1,097.9
Accumulated other comprehensive income - beginning of period. . .. ...... ... ... . . . 360.5 12.2
Transition adjustment - financial instruments . . . ... .. ... - 495
Other comprehensive income (10SS) . . . . ...ttt (377.9) 202.6
Accumulated other comprehensive income (loss) —end of period . . .. ........ ... ... ... ... ... .. (17.4) 264.3
Retained earnings and accumulated other comprehensiveincome . ... ............. ... ... ... ..... 2,513.5 1,362.2
Total shareholders’ equity . . . . ... ... e 4,722.6 3,601.5
Number of shares outstanding
Common stock -
Subordinate voting shares — beginning of period. . . ... ... . . 16,918,020 16,981,970
Issuances on conversion of convertible senior debentures. . . ....... ... 886,888 -
Purchases for cancellation . . . ... ... e (1,031,901) (38,600)
Net treasury shares acquired . . . ... ..ot e (402) (25,350)
Subordinate voting shares —end of period . . . ... .. 16,772,605 16,918,020
Multiple voting shares — beginning and end of period . . . ... .. .. ... . . 1,548,000 1,548,000
Interest in shares held through ownership interest in shareholder — beginning and end of period .. ... .. .. (799,230) (799,230)
Common stock effectively outstanding — end of period .. ... ... .. .. .. ... .. 17,521,375 17,666,790
Preferred stock —
Series A — beginning of period. . . ... . ... 3,000,000 3,000,000
Purchases for cancellation . . . . ... .ot (750,000) -
Series A —end of period . . ... 2,250,000 3,000,000
Series B — beginning of period . . . ... ... 5,000,000 5,000,000
Purchases for cancellation . . . ... ... e (1,250,000) -
Series B —end of period . ... ... 3,750,000 5,000,000

See accompanying notes.



CONSOLIDATED STATEMENTS OF CASH FLOWS
for the three and nine months ended September 30, 2008 and 2007
(unaudited — US$ millions)

Third quarter

First nine months

2008 2007 2008 2007
Operating activities
Earnings before non-controlling interests .. ... i 536.8 319.9 1,327.0 758.3
AMOrtiZation . ... e e 10.6 5.4 18.2 21.6
Bond (discount) premium amortization . . .. ... ... . e 0.5 (5.8) 4.5 (17.1)
(Earnings) losses on investments, at equity. . . ... ... 241 (6.4) 25.1 (41.5)
FUtUre INCOME taXES . . . oo ottt et e e e e e e e e e e e (73.2) 140.4 (13.2) 166.8
Loss on significant commutations . . .. ... ... e - - 84.2 -
Net (gains) losses on available for sale securities. . . . ....... ... . i 124.3 38.6 197.1 (99.7)
Other net gains on iNVeStMENTS . . . . . . oot (981.1) (402.2) (2,101.1) (592.7)
(358.0) 89.9 (458.2) 195.7
Changes in:
Provision for claims . . . ... e 216.9 (300.3) 107.5 (665.4)
Unearned PremiUums . . ... e e e e (43.5) (9.8) (22.8) (40.7)
Accounts receivable and other . . ... ... . 154.1 241 191.3 72.9
Recoverable from reinsSurers . . . . ..ot (7.5) 116.9 561.9 526.5
Funds withheld payable to reinsurers . . ... ... . i 1.1 14.1 (29.7) (14.8)
Accounts payable and accrued liabilities . .. ... .. . . 25.8 341.0 (70.1) 276.7
Income taxes payable. . . ..o e 163.0 - 280.0 (1.1)
Other. o e 15.8 19.5 29.9 (11.9)
Cash provided by operating activities . . . ... ... . 167.7 295.4 589.8 337.9
Investing activities
Net sales of assets and liabilities classified as held fortrading ............. ... .. ...... 1,157.8 3325  1,367.1 241.5
Net sales (purchases) of securities designated as held fortrading . ... ................... (90.4) (30.4)  (438.3) 43.1
Available for sale securities — purchases . . .. ... (1,602.1) (518.1) (3,804.9) (2,975.2)
—saleS. L e 1,307.3 643.9 3,517.0 1,487.1
Net sales (purchases) of short term investments . . ............ ... . ... .. ... ... 606.5 132.4 851.2 (581.4)
Net decrease (increase) in restricted cash and cash equivalents. . .. ..................... 106.4 12.8 217.4 (106.3)
Net sales (purchases) of investments, atequity . . ... ... ... (30.0) 1.5 (65.9) 405.1
Purchase of subsidiaries, net of cash acquired . ........... ... ... . ... . . ... 63.8 - 63.8 -
Sales (purchases) of premises and equipment. . .. ... . (1.9) 0.8 (13.1) (8.2)
Cash provided by (used in) investing activities. . . . ...... ... 1,517.4 5754  1,694.3 (1,494.3)
Financing activities
Subsidiary indebtedness —iSSUANCE . . . .. ... - 4.0 - 6.9
Long term debt - holding company
REPaYMENT . . o - - (62.1) (107.8)
Dbt ISSUANCE COSES . . . o v ettt e - - - (15.0)
Long term debt - subsidiary companies
ISSUANCE . . . o e - - - 330.0
REPAYMENT . . ot - - (118.6) (295.7)
Dbt ISSUANCE COSTS . . v v vttt et e e e e - - - (23.4)
Other long term obligations — holding company —repayment . . . .......... .. ... ...... (1.2) (1.1) (3.7) (3.4)
Repurchase of subsidiary securities . .. ... (174.1) (93.3) (393.8) (93.3)
Repurchase of subordinate voting shares. . .. ... ... . . . (216.5) (7.0) (273.4) (7.0)
Repurchase of preferred shares. . . ... ... i e (17.5) - (48.0) -
Reissue (purchase) of shares for treasury . .. ... . i e (0.2) 0.1 (0.2) (4.3)
Common share dividends . . . . . . oottt - - (88.9) (49.0)
Preferred share dividends. . . . .. .. oottt (2.4) (3.4) (8.5) (9.2)
Dividends paid to non-controlling interests . . . ... .. ... (6.0) (6.9) (18.7) (20.4)
Cash used in financing activities. . . ... ... i e (417.9) (107.6) (1,015.9) (291.6)
Foreign currency translation . . ... ... ... (58.5) 36.5 (41.2) 114.5
Increase (decrease) in cash and cash equivalents. . .. ............. .. ... ... ......... 1,208.7 799.7 1,227.0 (1,333.5)
Cash and cash equivalents - beginning of period . ... ....... .. ... ... ... ... ... .. ... 3,130.8 3,630.6 3,1125 5,763.8
Cash and cash equivalents —end of period . . . . ....... ... ... ... ... ... . . . . ... ... 4,339.5 4,430.3 4,3395 14,4303

See accompanying notes.




Cash and cash equivalents consist of cash and short term investments, including subsidiary cash and short term investments, that are readily
convertible into cash and have maturities of three months or less, and exclude subsidiary cash and short term investments that are restricted. Cash
and cash equivalents is comprised as follows:

September 30, December 31,
2

008 2007
Holding company cash and short term investments. . . . ... .. . . 394.0 313
Subsidiary cash and short term investments . ... ... ... . . 4,010.2 2,164.8
Cash and short term investments pledged for short sale and derivative obligations ... ................. 36.2 1,244.2
4,440.4 3,440.3
Restricted cash and short term investments . .. ... ... i (100.9) (327.8)
4,339.5 3,112.5

See accompanying notes.



Notes to Consolidated Financial Statements
for the three and nine months ended September 30, 2008 and 2007
(unaudited - in US$ millions except per share amounts and as otherwise indicated)

1. Basis of Presentation

These consolidated financial statements should be read in conjunction with the company’s consolidated financial statements for the year
ended December 31, 2007. These consolidated financial statements have been prepared in accordance with Canadian generally accepted
accounting principles (“GAAP") using the same accounting policies as were used for the company’s consolidated financial statements for the year
ended December 31, 2007, and although they do not include all disclosures required by Canadian GAAP for annual financial statements, in
management'’s opinion they include all disclosures necessary for the fair presentation of the company’s interim results.

2. Cash and Investments

Cash and short term investments, marketable securities, portfolio investments and short sale and derivative obligations by financial
instrument classification are shown in the table below:

September 30, 2008 December 31, 2007
Classified as Designated as Classified as Total  Classified as Designated as Classified as Total
held for held for available carrying held for held for available carrying
trading trading for sale Ot_her value trading trading for sale Ot_her value

Holding company:
Cash and short term investments. . . .. ... 394.0 - 131.1 - 525.1 313 - 413.0 - 4443
Bonds ............ ... .. .. ... ... - 80.9 33.7 - 114.6 - 17.6 12.2 - 29.8
Commonstocks . .. ......... ... ... - - 261.7 - 261.7 - - 235.0 - 235.0
Derivatives . . ....... ... . ... ... ... 289.9 - - - 289.9 262.7 - - - 262.7

683.9 80.9 426.5 - 1,191.3 294.0 17.6 660.2 - 971.8
Short sale and derivative obligations . . . . . (85.1) - - - (85.1) (8.4) - - - (8.4)

598.8 80.9 4265 - 1,106.2 285.6 17.6 6602 - 963.4
Portfolio investments:
Cash and short term investments. . . .. . .. 4,010.2 360.1 616.0 - 49863 2,164.8 - 1,053.3 - 32181
Bonds . ......... . ... . ... . ..., - 1,489.7 8,217.8 - 9,707.5 - 1,215.9 8,834.0 - 10,049.9
Preferred stocks . . . ................ - - 48.1 - 48.1 - - 19.9 - 19.9
Commonstocks . . ................. - - 2,621.0 - 2,621.0 - - 2,617.5 - 2,6175
Investments, atequity . . . ............ - - - 3507 350.7 - - - 408.0  408.0
Derivatives . . .................... 810.1 - - - 810.1 950.7 - - - 950.7
Other invested assets. . .. ............ - - - 276 27.6 - - - 289 28.9

4,820.3 1,849.8 11,502.9 378.3 18,5513 3,115.5 1,215.9 12,524.7 436.9 17,293.0

Assets pledged for short sale and derivative

obligations:
Cash and short term investments. . ... ... 36.2 - 33.7 - 69.9 11,2442 - 1219 - 1,366.1
Bonds . ......... ... .. ... . ..., - - 704.4 - 704.4 - - 432.6 - 432.6
36.2 - 738.1 - 7743 11,2442 - 554.5 - 11,7987
4,856.5 1,849.8 12,241.0 3783 19,325.6 4,359.7 1,215.9 13,079.2 436.9 19,091.7
Short sale and derivative obligations . . . . . (0.4) - - - (0.4) (1,054.4) - - - (1,054.4)

4,856.1 1,849.8 12,241.0 378.3 19,325.2  3,305.3 1,215.9 13,079.2 436.9 18,037.3

Restricted cash and cash equivalents of $100.9 ($327.8 at December 31, 2007) are included in cash and short term investments in portfolio
investments, with $35.5 ($221.3 at December 31, 2007) pledged as collateral for derivative positions and the remainder consisting primarily of
amounts pledged to the Society and Council of Lloyd's (“Lloyd’s") to support the underwriting capacity of subsidiaries' Lloyd’s syndicates.

On July 17, 2008, OdysseyRe received assets from Lloyd's with a par value of $63.9, representing a permanent reduction and unconditional
release of such amount previously pledged to Lloyd's on behalf of Advent Capital (Holdings) PLC (“Advent"”). Following this return of assets, and
as of September 30, 2008, OdysseyRe continues to have assets with an aggregate par value of $24.2, or approximately £13.6 million equivalent,
pledged to Lloyd's in support of Advent and will continue to receive a fee for these pledged assets.

Net gains on investments for the third quarter and first nine months of 2008 include $176.7 (2007 — $70.2) and $383.6 (2007 - $70.2)
respectively of provisions for other than temporary impairment related to common stocks, preferred stocks and bonds. Available for sale
securities include securities in an unrealized loss position in an aggregate amount of $409.0 ($243.2 and $165.8 related to common stocks and
bonds respectively). Debt securities classified as available for sale whose amortized cost exceeds market value are expected to be held until
maturity or until market value exceeds carrying value. All investments have been reviewed to ensure that corporate performance expectations
have not changed significantly to adversely affect the market value of these securities other than on a temporary basis.
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On June 13, 2007, the company and its subsidiaries completed the sale of all of their 26.1% interest in Hub International Limited (“Hub"”) for
cash proceeds of $41.50 per share. The sale of 10.3 million Hub shares held by the company and its subsidiaries resulted in cash proceeds of $428.5
and a net gain on investment before income taxes and non-controlling interests of $220.5.

The amortized cost and carrying value of bonds is summarized below:

September 30, 2008

Designated as held Classified as available
for trading for sale Total
Amortized  Carrying Amortized Carrying Amortized  Carrying
cost value cost value cost value
Holding company. . ........... ... . i 94.2 80.9 33.6 337 127.8 114.6
Portfolio investments . . . .......... . ... ... 1,643.1 1,489.7  8,269.3  8,217.8 9,912.4 9,707.5
Assets pledged for short sale and derivative obligations . . . .. - - 729.5 704.4 729.5 704.4

1,737.3 1,570.6  9,032.4 89559 10,769.7  10,526.5

December 31, 2007

Designated as held Classified as available
for trading for sale Total
Amortized Carrying  Amortized  Carrying  Amortized  Carrying
cost value cost value cost value
Holding company. . ............. ... 15.0 17.6 12.0 12.2 27.0 29.8
Portfolio investments . . . ......... .. 1,223.0 1,215.9 8,755.8 8,834.0 9,978.8  10,049.9
Assets pledged for short sale and derivative obligations. . . . . . - - 434.8 432.6 434.8 432.6

1,238.0 1,2335 92026  9,2788 10,440.6 10,512.3

3. Acquisitions and Divestitures

During the fourth quarter, the company through one of its subsidiaries purchased a 20.0% interest in Alliance Insurance (PSC) (" Alliance”) for
cash consideration of $21.6. Alliance is a publicly traded insurance company in Dubai, UAE.

On September 24, 2008, the company announced the purchase, directly and through its operating companies, of 9,533,430 common shares
of Ridley Inc. (“Ridley”) from its Australian parent, Ridley Corporation Limited, for an aggregate purchase price of approximately $76.2
(Cdn$81.0) at September 30, 2008. The transaction is subject to certain closing conditions and is expected to close during the fourth quarter. After
giving effect to the purchase, the company will own 9,533,430 common shares of Ridley representing approximately 69.0% of the total issued
and outstanding. Ridley is one of North America’s leading commercial animal nutrition companies.

On September 11, 2008, the company, directly and through its operating companies, acquired an additional 14.0% interest in Advent for
$17.3 (£9.5 million), increasing the company’s total ownership of Advent to 58.5% from 44.5%. Prior to this acquisition of a controlling interest,
the company accounted for Advent on the equity method of accounting. Following the transaction, the assets and liabilities and results of
operations of Advent have been included in the company’s consolidated financial reporting in the Reinsurance — Other business segment. The
consolidation resulted in an increase of $831.7 in total assets (including approximately $89.1 in cash and cash equivalents and $485.1 in portfolio
investments), $649.2 in total liabilities, $76.4 in non-controlling interests and the elimination of the equity accounted carrying value of Advent
immediately prior to the acquisition of control. Advent is a reinsurance and insurance company, operating through Syndicate 780 at Lloyd’s,
focused on specialty property reinsurance and insurance risks.

On September 8, 2008, the company announced a public tender offer to acquire all of the outstanding shares of Polskie Towarzystwo
Reasekuracji Spotka Akcyjna (“PTR"), a Polish reinsurance and insurance company, at a price of 1.60 Polish zlotys (“PLN") per share. The offer
values PTR at approximately $70.0 (PLN 168.3 million) at September 30, 2008. The company has received commitments to tender to the offer from
shareholders holding approximately 47.0% of the shares of PTR. The offer is conditional upon receipt of a number of regulatory approvals in
Poland and is expected to close in the first quarter of 2009.

On August 29, 2008, the company through OdysseyRe purchased certain assets and liabilities associated with the crop insurance business
previously written by CropUSA Insurance Agency, Inc. (“CropUSA™) for cash consideration of $8.0. Following the transaction, the assets, liabilities
and results of operations have been included in the company’s consolidated financial reporting in the Reinsurance-OdysseyRe business segment.
The acquisition resulted in an increase of $20.9 in total assets, $26.1 in total liabilities and a $13.2 increase in goodwill. Since 2006, CropUSA has
acted as managing general underwriter for OdysseyRe in the crop insurance sector.

During the first nine months of 2008, Northbridge repurchased on the open market 1,304,600 (822,200 in the third quarter) of its common
shares for cash of $39.7 ($24.5 in the third quarter), and OdysseyRe repurchased on the open market 9,480,756 (3,769,256 in the third quarter) of
its common shares for cash of $351.4 ($140.8 in the third quarter). These transactions are part of Northbridge and OdysseyRe’s previously
announced common share repurchase programs and increased the company’s ownership of Northbridge from 60.2% at December 31, 2007 to
62.2% at September 30, 2008 and of OdysseyRe from 61.0% at December 31, 2007 to 70.6% at September 30, 2008. These transactions resulted in
decreases to non-controlling interests included in the consolidated balance sheet for the first nine months of 2008 of $39.3 ($24.8 in the third
quarter) and $362.0 ($149.9 in the third quarter) for Northbridge and OdysseyRe respectively.

In June 2008, the company through one of its subsidiaries purchased a 19.8% interest in Arab Orient Insurance Company ("Arab Orient”) for
cash consideration of $10.4. Arab Orient is a publicly traded insurance company based in Amman, Jordan.

7



During 2007, the company purchased all of the outstanding shares of Cunningham Lindsey that it or its affiliates did not already own for cash
of Cdn$12.6 (including 1,031,090 shares in the first nine months of 2007 at a cost of Cdn$2.3). On December 31, 2007, the company sold 55.4% of
its interest in the Cunningham Lindsey operating companies to a third party investor through the formation of a new holding company
("Holdco") and commenced equity accounting for the retained interests in those operations.

On June 13, 2008, Holdco repaid a Cdn$125.0 promissory note payable to Cunningham Lindsey using funds received from its new bank credit
facility. Cunningham Lindsey used the proceeds received to repay its 7.0% unsecured Series B debentures (Cdn$125.0), as described in note 5.
During the second quarter of 2008, Cunningham Lindsey increased its investment in Holdco by Cdn$23.0 by contributing Cdn$5.9 in cash and by
converting a Cdn$17.1 promissory note due from Holdco to equity. Subsequent to this investment, Cunningham Lindsey’s interest in Holdco
increased to 45.7%.

On April 3, 2007, the company completed the sale of substantially all of the assets of Guild Underwriters Napa Inc., realizing a net gain on
investment before income taxes of $5.0.
4. Securities Sold but not yet Purchased and Derivative Transactions

September 30, 2008 December 31, 2007
Notional ___ FairValue Notional ___FairValue
Cost Value Assets Liabilities  Cost Value Assets  Liabilities

Securities sold short

SPDRS . . - - - - 819.7 - - 975.4

Commonstock. . ... - - - - 74.8 - - 72.8
Short positions effected by equity contracts

Equity index total returnswaps. . . ............... - 29587 2111 - - 1,629.8 59.5 6.8

Equity total returnswaps . .. ........ ... .. ... ... - 12375 1178 834 - 247.0 19.2 3.8
S&P 500 index call options . . .. ................... 1.1 3,184.5 - - 3.6 2,480.0 0.3 -
Credit contracts

Credit defaultswaps . ............ ... ... .. 230.9 12,313.3  750.3 - 340.0 18,539.2 1,119.1 -

Warrants. . . ..o 18.6 340.2 8.4 - 20.5 418.2 15.3 -
Other. ..ot - - 124 21 - - - 4.0
Total .o 1,100.0 85.5 1,213.4 1,062.8

At September 30, 2008, as protection against a decline in equity markets, the company had synthetic short positions in various global equity
indices and listed common stocks through equity index total return swaps and equity total return swaps (with a total notional amount of
$4,196.2, compared to a total fair value of common stocks and investments, at equity of $3,596.0). During the second quarter of 2008, the
company closed its previous short positions in SPDRs and listed common stocks and substantially replaced these investments with equity index
total return swaps and equity total return swaps. The company may purchase short term index call options to limit the potential loss on the swaps.
The fair value of derivatives in a gain position are presented on the balance sheet in derivatives and other invested assets. The fair value of
derivatives in a loss position and obligations to purchase securities sold short are presented on the balance sheet in short sale and derivative
obligations.

At September 30, 2008, the fair value of assets pledged as collateral for the obligations to purchase securities sold short and the swaps was
$774.3 ($1,798.7 at December 31, 2007, including assets pledged for obligations to purchase securities sold), of which $35.5 ($221.3 at
December 31, 2007) was restricted cash; the remainder of the assets, although pledged, may be substituted with similar assets. The substitution
of total return swaps for the closed short positions during the second quarter of 2008 resulted in the release of a significant portion of collateral
formerly pledged in support of those obligations.

The company has purchased credit default swaps, referenced to various issuers in the banking, mortgage and insurance sectors of the
financial services industry, which serve as an economic hedge against declines in the fair value of the company’s financial assets. These credit
default swaps have a remaining average life of 3.3 years (4.0 years at December 31, 2007) and a notional amount and fair value as shown in the
table above. During the third quarter of 2008, the company sold $3,580.9 (2007 - $230.0) notional amount of credit default swaps for proceeds
of $595.7 (2007 - $47.4) and a net gain of $279.3 (2007 - $38.9) and recorded net mark-to-market gains on credit default swaps of $252.3
(2007 - $341.3). During the first nine months of 2008, the company sold $8,265.9 (2007 - $230.0) notional amount of credit default swaps for
proceeds of $1,670.7 (2007 - $47.4) and a net gain of $765.6 (2007 - $41.3) and recorded net mark-to-market gains on credit default swaps of
$474.9 (2007 - $398.5).

For the October 1 to October 24, 2008 period, the net gains related to credit default swaps were $36.8, including net gains on sale of $26.7,
($1,793.2 notional amount of credit default swaps were sold for proceeds of $179.7) and net mark-to-market gains of $10.1. The fair value of the
$9,834.7 (reflecting $685.4 of U.S. dollar - Euro currency translation effect since September 30, 2008) notional amount of credit default swaps
held at October 24, 2008 was $596.1, compared to the fair value of $750.3 at September 30, 2008 of the $12,313.3 notional amount of credit
default swaps held on that date.

The company endeavours to limit counterparty risk through the terms of agreements negotiated with the counterparties to the total return
swap and credit default swap contracts. Pursuant to the agreements governing the total return swaps and the credit default swaps, the
counterparties to these transactions are contractually required to deposit cash or government securities in collateral accounts for the benefit of
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the company in amounts related to the then current fair value of the total return and credit default swaps. The fair value of this collateral at
September 30, 2008, all of which consists of government securities, is $899.4 ($886.0 at December 31, 2007), $415.3 of which (nil at December 31,
2007) the company has the right to sell or repledge, and $484.1 (nil at December 31, 2007) of which the company does not have the right to sell or
repledge.

The following table summarizes the impact of investments classified or designated as held for trading on net gains (losses) on investments
included in the consolidated statement of earnings (other includes warrants, bonds designated as held for trading and other derivatives):

Common
stock and Total  Equity  Credit
equity index return index call default
short positions swaps options swaps Other Total

For the three months ended September 30, 2008

Inception-to-date realized gains (losses) on positions closed in the period . ... ....... 0.6 593.7 (0.7) 536.3 10.0 1,139.9
Reversal of mark-to-market (gains) losses recognized in prior periods on positions closed
inthe period . . ... . (190.4) 0.8 (257.0) (1.3) (448.7)

—_
| o
I oo
~

Mark-to-market gains (losses) arising on positions remaining open at period end . . . . . . 248.7 0.1) 252.3 (172.2) 328.7

Net gains (I0SSES) . . . oo oo et (0.2) 652.0 - 531.6 (163.5) 1,019.9
For the three months ended September 30, 2007
Inception-to-date realized gains (losses) on positions closed in the period . . . ... ... .. 34.9 47.8 2.4 40.9 (3.5 1225
Reversal of mark-to-market (gains) recognized in prior periods on positions closed in the

PEIIOO . . . ot (7.1) (10.5) (5.9) (2.0 (0.9) (26.4)
Mark-to-market gains (losses) arising on positions remaining open at period end . . . . .. - (347 42 341.3 (6.4) 296.0
Net gains (I0SSES) . . . v v e 27.8 2.6 (7_.7) 380.2 (10.8) 392.1

Common

stock and Total Equity  Credit
equity index return index call default
short positions swaps options swaps Other Total

For the nine months ended September 30, 2008

Inception-to-date realized gains (losses) on positions closed in the period . ... ....... (60.7) 749.6 (4.5 1,493.0 8.1 2,185.5
Reversal of mark-to-market (gains) losses recognized in prior periods on positions closed

inthe period . . ... .. 157.0 (68.0) 35 (727.4) 1.7 (633.2)
Mark-to-market gains (losses) arising on positions remaining open at period end . . . . . . - 248.9 _(1.2) 4749 (152.4) 570.2

Net gains (I0SSES) . . . v v v vttt 96.3 930.5 (2.2)  1,240.5 (142.6) 2,122.5

For the nine months ended September 30, 2007

Inception-to-date realized gains (losses) on positions closed in the period . ... ....... 36.2 (11.3) 27.7 409 175 1110
Reversal of mark-to-market (gains) losses recognized in prior periods on positions closed

inthe period . . ... . (4.6) 42 (30.8) 04 (11.1) (419
Mark-to-market gains (losses) arising on positions remaining open at period end . . . . . . (29.8) (26.3) 5.3 398.5 (64.6) 283.1
Net gains (I0SSES) . . . v et 1.8 (33.4) 2.2 439.8 (58.2) 3522

5. Capital and Long Term Debt

Under the terms of a normal course issuer bid approved by the Toronto Stock Exchange, during the first nine months of 2008 the company
repurchased for cancellation 1,031,901 (815,000 in the third quarter) subordinate voting shares at a net cost of $273.4 ($216.5 in the third
quarter), of which $143.0 ($113.5 in the third quarter) was charged to retained earnings. During the first nine months of 2007, the company
repurchased for cancellation 38,600 (38,600 in the third quarter) subordinate voting shares for a net cost of $7.0 ($7.0 in the third quarter), of
which $2.5 ($2.5 in the third quarter) was charged to retained earnings.

During the first nine months of 2008, the company paid $18.3 (nil in the third quarter) to repurchase for cancellation 750,000 Series A
preferred shares with stated capital of $12.8 (Cdn$18.8), and $29.7 ($17.5 in the third quarter) to repurchase for cancellation 1,250,000 Series B
preferred shares (750,000 Series B preferred shares in the third quarter) with stated capital of $21.3 (Cdn$31.3) (stated capital of $12.8 (Cdn$18.8)
in the third quarter). These transactions resulted in a charge to retained earnings of $13.9 ($4.7 in the third quarter), representing the excess paid
over the stated capital of the preferred shares repurchased, the excess resulting from movement in the Canadian-U.S. dollar exchange rate.
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Effective from September 11, 2008, the company consolidated all the assets and liabilities of Advent pursuant to the transaction described in
note 3. The carrying values, terms and conditions of Advent’s long term debt included in the company’s consolidated balance sheet as at
September 30, 2008 are as follows:

Unamortized Total
issue costs carrying
Principal  and discounts value

US$34 million subordinated notes at LIBOR + 3.90% due June 3,2035" ... ... ... ......... 34.0 (1.1) 32.9
€12 million subordinated notes at 3 month EURIBOR + 3.85% due June 3,2035" .. ......... 16.8 (0.6) 16.2
US$26 million senior notes at 3 month LIBOR + 4.50% due January 15, 2026®. . .. .......... 26.0 (1.0) 25.0
US$20 million senior notes at 3 month LIBOR + 4.15% due December 15,2026 . .. ... ... ... 20.0 0.7) 19.3

9.8 (34) 34

(1) Callable by Advent after June 3, 2010
(2) Callable by Advent after January 16, 2011
(3) Callable by Advent after December 15, 2011

On June 16, 2008, Crum & Forster Holdings Corp. (“Crum & Forster”) redeemed for cash all $4.3 principal amount of its outstanding 10.375%
unsecured senior notes due June 15, 2013 for total consideration of $4.5.

On June 16, 2008, Cunningham Lindsey repaid the outstanding Cdn$125.0 of its 7.0% unsecured Series B debentures which matured on that
date. This transaction decreased subsidiary company borrowings by $118.6 net of $8.1 of these debentures owned by the company.

On April 15, 2008, the company repaid the outstanding $62.1 of its 6.875% unsecured senior notes which matured on that date.

On January 9, 2008, the company called for redemption all of its 5% convertible senior debentures due July 15, 2023. On February 13, 2008,
$188.5 principal amount of these debentures were converted by their holders into 886,888 subordinate voting shares of the company and the
company paid a nominal amount of cash to redeem the unconverted debentures and in lieu of fractional shares. The conversion was recorded as a
$192.3 increase of common stock and a $134.4 and $57.9 reduction of long term debt and other paid in capital respectively.

On June 18, 2007, the company closed its note exchange offer (which was accounted for as a modification of debt), under which $282.6 of
outstanding notes due in 2012 were exchanged for a cash early participation payment of $11.2 and the issue of $282.6 of new 7.75% senior notes
due in 2017, plus accrued interest to the settlement date. Of the $3.8 of additional transaction costs, $2.9 qualified for deferral and amortization
pursuant to debt modification accounting treatment and was classified as a reduction to the carrying value of the debt.

On May 7, 2007, Crum & Forster completed a private placement debt offering of $330.0 principal amount of 7.75% senior notes due May 1,
2017 at an issue price of 100%. Pursuant to Crum & Forster’s tender offer to purchase for cash any and all of its outstanding 10.375% senior notes
due 2013, the net proceeds of the offering of $325.2 (after commissions and expenses), together with available cash on hand, were used to
purchase $295.7 of the 2013 senior notes for total consideration of $325.7, plus accrued and unpaid interest of $12.1. Interest expense in the
second quarter of 2007 includes $21.2 of one-time debt extinguishment and transaction costs on Crum & Forster’s tender offer and debt offering
which did not qualify for deferral and amortization pursuant to debt modification accounting treatment. A registration statement on Form S-4
with respect to the 7.75% senior notes due 2017 was declared effective on July 13, 2007.

On February 7, 2007, the company repaid the outstanding $60.4 of its 2.5% secured notes which matured on February 27, 2007. During the
first six months of 2007, the company purchased $40.0 of its 7.375% unsecured senior notes due April 15, 2018 and $9.1 of its 8.25% unsecured
senior notes due October 1, 2015 for cash payments of $38.1 and $9.3 respectively.

During the first nine months of 2007, OdysseyRe redeemed $23.5 principal amount of its 4.375% convertible senior debentures due 2022. All
holders had their debentures converted into common stock of OdysseyRe with the result that no convertible debentures thereafter remained
outstanding. During the first six months of 2007, these transactions decreased the company’s ownership percentage of OdysseyRe from 59.6% to
58.7%, increased the balance sheet non-controlling interest by $29.0 and resulted in a dilution loss of $3.3.

Northbridge maintains a five-year, unsecured, revolving credit facility with a Canadian chartered bank for up to Cdn$50.0. As at
September 30, 2008, there was Cdn$1.4 utilized under this credit facility, all of which was in support of letters of credit.

OdysseyRe maintains a five-year $200.0 credit facility with a syndicate of lenders. As at September 30, 2008, there was $56.5 utilized under
this credit facility, all of which was in support of letters of credit.

6. Significant Commutations

On June 26, 2008, Crum & Forster commuted an aggregate stop loss contract. As a result of the commutations, Crum & Forster received cash
proceeds of $302.5 and recorded a decrease to recoverable from reinsurers of $386.7 and a non-cash pre-tax charge of $84.2 in the consolidated
financial statements.
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7. Accumulated Other Comprehensive Income

The balances related to each component of accumulated other comprehensive income (loss) are as follows:

September 30, 2008 December 31, 2007
Income tax Income tax
Pre-tax (expense)  Aftertax  Pre-tax (expense)  After-tax
amount recovery amount amount recovery amount
Net unrealized gains (losses) on available for sale securities
BoNds . . .. (77.2) 33.9 (43.3) 74.8 (19.9) 54.9
Common stocks and other . ............ . ... . ... .... (8.0) (9.1) (17.1) 285.6 (93.4) 192.2
(85.2) 24.8 (60.4) 360.4 (113.3) 2471
Currency translation account .. ........................ 44,5 (1.5) 43.0 94.1 19.3 113.4
@407) 233 (17.4) 4545 (94.0) 3605

8. Income Taxes

The effective income tax rates of 26.6% and 27.7% implicit in the $194.8 and the $508.3 provisions for income taxes in the third quarter and
first nine months of 2008 respectively differed from the company’s statutory income tax rate of 33.5% as a result of income earned in jurisdictions
where the corporate income tax rate is lower than the company’s statutory income tax rate and where the benefit of accumulated income tax
losses is unrecorded, and as a result of reduced unrealized foreign exchange gains on public debt.

The effective income tax rates implicitin the $181.1 and the $367.3 provisions for income taxes in the third quarter and first nine months of 2007
were 36.1% and 32.6% respectively compared to the company’s statutory income tax rate of 36.1%. The effects of the non-taxable portion of the
gain recognized on the sale of Hub by the Canadian subsidiaries and of income earned in jurisdictions where the corporate income tax rate is lower
than the company’s statutory income tax rate and where the benefit of accumulated income tax losses is unrecorded were mostly offset by realized
foreign exchange gains on repurchases of U.S. dollar denominated debt which received recognition for tax purposes only.

The Internal Revenue Service (IRS) completed its regularly scheduled examination of the 2003 and 2004 U.S. Federal income tax returns of
Fairfax’s U.S. subsidiaries included in Fairfax’s U.S. consolidated tax group, including OdysseyRe and Crum & Forster. The 2003 and 2004 taxation
years for these subsidiaries are now closed. As part of the examination, the IRS reviewed the purchase of OdysseyRe shares by Fairfax in March
2003 and the issuance by Fairfax of debentures exchangeable into shares of OdysseyRe in payment for that purchase. No changes were made to
the consolidated 2003 and 2004 tax returns with respect to that purchase of shares and issuance of exchangeable debentures or the inclusion of
OdysseyRe and its subsidiaries in Fairfax's U.S. consolidated tax group as a result.

9. Contingencies

SEC Subpoenas

On September 7, 2005, the company announced that it had received a subpoena from the U.S. Securities and Exchange Commission
(the "SEC") requesting documents regarding any nontraditional insurance or reinsurance product transactions entered into by the entitiesin the
consolidated group and any non-traditional insurance or reinsurance products offered by the entities in that group. On September 26, 2005, the
company announced that it had received a further subpoena from the SEC as part of its investigation into such loss mitigation products,
requesting documents regarding any transactions in the company’s securities, the compensation for such transactions and the trading volume or
share price of such securities. Previously, on June 24, 2005, the company announced that the company’s Fairmont subsidiary had received a
subpoena from the SEC requesting documents regarding any nontraditional insurance product transactions entered into by Fairmont with
General Re Corporation or affiliates thereof. The U.S. Attorney’s office for the Southern District of New York is reviewing documents produced by
the company to the SEC and is participating in the investigation of these matters. The company is cooperating fully with these requests. The
company has prepared presentations and provided documents to the SEC and the U.S. Attorney's office, and its employees, including senior
officers, have attended interviews conducted by the SEC and the U.S. Attorney's office.

The company and Prem Watsa, the company’s Chief Executive Officer, received subpoenas from the SEC in connection with the answer to a
question on the February 10, 2006 investor conference call concerning the review of the company’s finite reinsurance contracts. In the fall of
2005, Fairfax and its subsidiaries prepared and provided to the SEC a list intended to identify certain finite contracts and contracts with other non-
traditional features of all Fairfax group companies. As part of the 2005 year-end reporting and closing process, Fairfax and its subsidiaries
internally reviewed all of the contracts on the list provided to the SEC and some additional contracts as deemed appropriate. That review led to a
restatement by OdysseyRe. That review also led to some changes in accounting for certain contracts at nSpire Re. Subsequently, during 2006,
following an internal review of the company’s consolidated financial statements and accounting records that was undertaken in contemplation
of the commutation of the Swiss Re corporate adverse development cover, the company also restated various of its previously reported
consolidated financial statements and related disclosures. That restatement included a restatement of the accounting for certain reinsurance
contracts that were commuted in 2004 and a reinsurance contract that was commuted in 2002 to apply the deposit method of accounting rather
than reinsurance accounting. All of the above noted items and related adjustments are reflected in the company’s comparative results. The
company will continue to respond to any requests for information from the SEC and there can be no assurance that the SEC's review of documents
provided will not give rise to further adjustments.
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The company understands that the SEC has issued subpoenas to various third parties involved in the matters which are the subject of the SEC
subpoenas issued to the company, including the company’s independent auditors (which in Canada received a letter requesting cooperation and
in the U.S. received a subpoena) and a shareholder (that has previously disclosed receipt of a subpoena). In addition, it is possible that other
governmental and enforcement agencies will seek to review information related to these matters, or that the company, or other parties with
whom it interacts, such as customers or shareholders, may become subject to direct requests for information or other inquiries by such agencies.

These inquiries are ongoing and the company will continue to comply with any requests for information from the SECand the U.S. Attorney’s
office. At the present time the company cannot predict the outcome from these inquiries or the ultimate effect on its business, operations or
financial condition, which effect could be material and adverse. The financial cost to the company to address these matters has been and may
continue to be significant. The company expects that these matters may continue to require significant management attention, which could
divert management’s attention away from the company’s business. In addition, the company could be materially adversely affected by negative
publicity related to these inquiries or any similar proceedings. Any of the possible consequences noted above, or the perception that any of them
could occur, could have an adverse effect upon the market price for the company’s securities.

Lawsuits

(a) During 2006, several lawsuits seeking class action status were filed against Fairfax and certain of its officers and directors in the United
States District Court for the Southern District of New York. The Court made an order consolidating the various pending lawsuits and
granted the single remaining motion for appointment as lead plaintiffs. The Court also issued orders approving scheduling stipulations
filed by the parties to the consolidated lawsuit. On February 8, 2007, the lead plaintiffs filed an amended consolidated complaint
(the “Amended Consolidated Complaint”), which states that the lead plaintiffs seek to represent a class of all purchasers and acquirers
of securities of Fairfax between May 21, 2003 and March 22, 2006 inclusive. The Amended Consolidated Complaint names as defendants
Fairfax, certain of its officers and directors, OdysseyRe and Fairfax's auditors. The Amended Consolidated Complaint alleges that the
defendants violated U.S. federal securities laws by making material misstatements or failing to disclose certain material information
regarding, among other things, Fairfax’s and OdysseyRe's assets, earnings, losses, financial condition, and internal financial controls.
The Amended Consolidated Complaint seeks, among other things, certification of the putative class; unspecified compensatory
damages (including interest); unspecified monetary restitution; unspecified extraordinary, equitable and/or injunctive relief; and costs
(including reasonable attorneys’ fees). These claims are at a preliminary stage. Pursuant to the scheduling stipulations, the various
defendants filed their respective motions to dismiss the Amended Consolidated Complaint, the lead plaintiffs filed their oppositions
thereto, the defendants filed their replies to those oppositions and the motions to dismiss were argued before the Court in December
2007. The Court has not yet issued a ruling on these motions. The ultimate outcome of any litigation is uncertain and should the
consolidated lawsuit be successful, the defendants may be subject to an award of significant damages, which could have a material
adverse effect on Fairfax’s business, results of operations and financial condition. The consolidated lawsuit may require significant
management attention, which could divert management’s attention away from the company’s business. In addition, the company could
be materially adversely affected by negative publicity related to this lawsuit. Any of the possible consequences noted above, or the
perception that any of them could occur, could have an adverse effect upon the market price for the company’s securities. Fairfax,
OdysseyRe and the named officers and directors intend to vigorously defend against the consolidated lawsuit and the company’s
financial statements include no provision for loss.

(b) OnJuly 26,2006, Fairfax filed a lawsuit seeking $6 billion in damages from a number of defendants who, the complaint (as subsequently
amended) alleges, participated in a stock market manipulation scheme involving Fairfax shares. The complaint, filed in Superior Court,
Morris County, New Jersey, alleges violations of various state laws, including the New Jersey Racketeer Influenced and Corrupt
Organizations Act, pursuant to which treble damages may be available. The defendants removed this lawsuit to the District Court for
the District of New Jersey but pursuant to a motion filed by Fairfax, the lawsuit was remanded to Superior Court, Morris County, New
Jersey. Most of the defendants filed motions to dismiss the lawsuit, all of which were denied during a Court hearing in September 2007.
In October 2007, defendants filed a motion for leave to appeal to the Appellate Division from the denial of their motions to dismiss. In
December 2007, that motion for leave was denied. Subsequently, two of the defendants filed a motion seeking leave to appeal certain
limited issues to the New Jersey Supreme Court. That motion for leave was denied in February 2008. In December 2007, two defendants
who were added to the action after its initial filing filed motions to dismiss the claims against them. Those motions were granted in
February 2008, with leave being granted to Fairfax to replead the claims against those two defendants. Fairfax filed an amended
complaint in March 2008, which again asserted claims against those defendants. Those defendants filed a motion to dismiss the
amended complaint, which motion was denied in August 2008. In September 2008, those two defendants also filed a counterclaim
against Fairfax, as well as third-party claims against certain Fairfax executives, OdysseyRe, Fairfax's outside legal counsel and
PricewaterhouseCoopers. Fairfax has not yet responded to this counterclaim. In December 2007, an individual defendant filed a
counterclaim against Fairfax. Fairfax’s motion to dismiss that counterclaim was denied in August 2008. Fairfax intends to vigorously
defend against these counterclaims. In September 2008, the Court granted a motion for summary judgment brought by two
defendants, and dismissed Fairfax’s claims against those defendants without prejudice. Discovery in this action is ongoing. The
ultimate outcome of any litigation is uncertain and the company’s financial statements include no provision for loss on the
counterclaim.
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10. Earnings per Share

Net earnings per share is calculated in the following table based upon weighted average common shares outstanding:

Third quarter First nine months
2008 2007 2008 2007

Netearnings . ... 467.6 253.2 1,127.0 532.2
Preferred share dividends . .. ......... .ot (2.4) (3.4) (8.5) (9.2)
Excess over stated value of preferred shares purchased for cancellation. . (4.7) - (13.9) -
Net earnings available to common shareholders - basic . ... ......... 460.5 249.8 1,104.6 523.0
Interest expense on convertible debt, netoftax .................. - 1.8 0.3 5.3
Net earnings available to common shareholders - diluted ........... 460.5 251.6 1,104.9 528.3
Weighted average common shares outstanding — basic . ............ 18,130,678 17,687,521 18,217,520 17,705,304
Effect of dilutive shares

Convertibledebt . . ......... ... . .. - 900,653 139,183 897,441

Options to purchase treasury stock acquired . .................. 92,154 89,550 91,085 88,300
Total effect of dilutive shares. . . ........ ... . . ... 92,154 990,203 230,268 985,741
Weighted average common shares outstanding - diluted . . .. ... .. ... 18,222,832 18,677,724 18,447,788 18,691,045
Net earnings per common share —basic . ....................... $ 2540 § 1412 $ 60.63 $ 29.54
Net earnings per common share —diluted. . ... .................. $ 2527 % 1347 $ 59.89 $ 28.27

On February 13, 2008, 5% convertible senior debentures due July 15, 2023 of the company were converted by their holders into 886,888
subordinate voting shares and weighted for inclusion in the calculation of basic earnings per share. The subordinate voting shares issuable on
conversion of the debentures were weighted for inclusion in the calculation of diluted earnings per share for the first nine months of 2008 from
the beginning of 2008 until the date of conversion.

11. Financial Risk Management

Credit Risk

Subsidiary portfolio investments and holding company investments include $750.3 ($1,119.1 at December 31, 2007) at fair value of credit
default swaps (with a remaining average life of approximately 3.3 years; 4.0 years at December 31, 2007) referenced to a number of issuers,
primarily financial services companies, to provide protection against systemic financial risk arising from financial difficulties these entities could
experience in a difficult financial environment. In addition, those investment portfolios include $328.9 ($78.7 at December 31, 2007) of amounts
recoverable from counterparties in respect of the fair value of total return swaps. The company endeavours to limit counterparty risk through the
terms of agreements negotiated with the counterparties to the total return swap and credit default swap contracts. Pursuant to the agreements
governing the total return and credit default swaps, the counterparties to these transactions are contractually required to deposit cash or
government securities in collateral accounts for the benefit of the company in amounts related to the then current fair value of the total return
and credit default swaps. The fair value of this collateral at September 30, 2008, all of which consists of government securities, is $899.4 ($886.0 at
December 31, 2007), $415.3 of which (nil at December 31, 2007) the company has the right to sell or repledge, and $484.1 (nil at December 31,
2007) of which the company does not have the right to sell or repledge.

Capital Management

Total capital at September 30, 2008, comprising shareholders’ equity and non-controlling interests, was $6,140.1, compared to $5,843.0 at
December 31, 2007.
The company manages its capital based on the following financial measurements and ratios:

September 30, December 31,
2008 2007

Holding company cash, short term investments and marketable securities, net of short sale

and derivative obligations. . .. .. ... L 1,106.2 963.4
Holding company debt. . ... ... 868.8 1,063.2
Subsidiary debt . . . .. ... 887.7 915.0
Other long term obligations — holding company. . . ......... ... ... . .. 188.9 192.6
Total debt. . . ..o 1,945.4 2,170.8
Netdebt. . ... 839.2 1,207.4
Common shareholders’ equity. . . . ... ..o 4,620.1 4,121.4
Preferred equity . . .. ... i 102.5 136.6
Non-controlling interests . . . ... .. 1,417.5 1,585.0
Total equity and non-controlling interests . . . ........ .. .. . . . . . 6,140.1 5,843.0



September 30, December 31,

2008 2007
Net debt/total equity and non-controlling interests. . ... ....... ... ... ... ... ... ... 13.7% 20.7%
Net debt/net total capital™ . ... ... .. .. ... . . . . ... 12.0% 17.1%
Total debt/total caeitalm ................................................. 24.1% 27.1%
Interest coverage(3 ..................................................... 16.5x 11.3x

(1) Net total capital is calculated by the company as the sum of total shareholders’ equity, non-controlling interests and net debt.
(2) Total capital is calculated by the company as the sum of total shareholders’ equity, non-controlling interests and total debt.
(3) Interest coverage is calculated by the company as the sum of earnings from operations before income taxes and interest expense divided by interest expense.

12. Segmented Information

The company is a financial services holding company which, through its subsidiaries, is engaged in property and casualty insurance,
conducted on a direct and reinsurance basis, and runoff operations, and was until December 31, 2007 engaged in insurance claims management.

In Management'’s Discussion and Analysis of Financial Condition and Results of Operations, the company shows the net premiums earned,
combined ratios, and underwriting and operating results for each of its insurance and reinsurance groups and, as applicable, for its runoff
operations. In the table showing the sources of net earnings, interest and dividends on the consolidated statements of earnings are included in
the insurance and reinsurance group operating results and in the runoff operations and net gains on investments related to the runoff group are
included in the runoff operations. There were no significant changes in the identifiable assets by operating group as at September 30, 2008
compared to December 31, 2007 except that with effect from September 11, 2008, Advent has been added to the reinsurance group, increasing
the identifiable assets of the reinsurance group by $851.5 at September 30, 2008.

13. U.S. GAAP Reconciliation

The consolidated financial statements of the company have been prepared in accordance with Canadian GAAP which are different in some
respects from those applicable in the United States, as described in note 20 on pages 71 to 76 of the company’s 2007 Annual Report (subject to the
changes described below).

Under Canadian GAAP, the value of the conversion option of the company’s 5% convertible senior debentures was included in paid in capital.
Under US GAAP, the full principal amount of the debentures was included in holding company debt. Upon conversion of the 5% convertible
senior debentures, the full principal amount of the 5% convertible senior debenture was reclassified as an increase to common stock under
US GAAP. The impact on common stock of the conversion under Canadian and US GAAP is similar, however, the accretion of the long term debt
component recognized under Canadian GAAP in prior years has resulted in a permanent US GAAP adjustment decreasing common stock under
Canadian GAAP by $6.6 with a corresponding increase in the cumulative reduction of net earnings under US GAAP.

In September 2006, the Financial Accounting Standards Board (“FASB") issued Statement of Financial Accounting Standards (“SFAS")
No. 157, Fair Value Measurements (“SFAS 157"). SFAS 157 defines fair value, establishes a framework for measuring fair value in accordance with
generally accepted accounting principles and expands disclosures about fair value measurements. SFAS 157 also establishes a fair value hierarchy
that prioritizes the inputs used in valuation techniques. The fair value hierarchy is designed to indicate the relative reliability of fair value
measurement. The highest priority is given to quoted prices in active markets and the lowest to unobservable data. SFAS 157 is effective for fiscal
years beginning after November 15, 2007. The adoption of SFAS 157 did not materially affect the company's financial position or results of
operation at September 30, 2008 or for the quarter or nine months then ended.

In October 2008, the FASB issued FSP FAS 157-3, Determining the Fair Value of a Financial Asset When the Market for That Asset Is Not Active
("FSP FAS 157-3"), which clarifies the application of SFAS 157 and provides guidance in determining the fair value of a financial asset when the
market for that financial asset is not active. FSP FAS 157-3 is effective upon issuance, including prior periods for which financial statements have
not been issued. Adoption of FSP FAS 157-3 did not affect the company’s financial position or results of operations at September 30, 2008 or for
the quarter or nine months then ended.

The company is responsible for determining the fair value of its investment portfolio by utilizing market driven fair value measurements
obtained from active markets where available, by considering other observable and unobservable inputs and by employing valuation techniques
which make use of current market data. For the majority of the company’s investment portfolio, the company uses quoted prices and other
information from independent pricing sources in determining fair values. The company uses valuation techniques for its Level 3 investments,
which represent less than 0.3% of the company’s investment portfolio fair value. To verify Level 3 pricing, the company assesses the reason-
ableness of the fair values by comparing to models validated by qualified personnel, by reference to movements in credit spreads and by
comparing the fair values to recent transaction prices for similar assets where available. The company will challenge any prices for its investments
which are considered to not represent fair value.

For determining the fair value of its Level 1 investments, (approximately 39.0% of total investment portfolio fair value), the company utilizes
quoted market prices. The majority of the company’s Level 1 investments are common stocks that are actively traded in a public market and cash,
cash equivalents and short-term investments where the cost basis approximates fair value.
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The company’s Level 2 investments (approximately 60.7% of total investment portfolio fair value), the majority of which are in government
(including federal, state, provincial and municipal) and corporate securities, are priced using publicly traded over-the-counter prices and broker-
dealer quotes. Observable inputs such as benchmark yields, reported trades, broker-dealer quotes, issuer spreads and bids are available for these
investments. For determining the fair value of credit default swaps, which are classified as Level 2, the company utilizes broker-dealer quotes
which include observable credit spreads. Also included in Level 2 are inactively traded convertible corporate debentures which are valued using a
pricing model and include observable inputs such as credit spreads and discount rates in the calculation.

After considering the current economic conditions and the liquidity concerns in the credit markets, the company determined that it should
not reclassify any of its investments from Level 1 or Level 2 to Level 3.

In September 2006, the FASB issued SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other Post-retirement Plans
(“SFAS 158"). SFAS 158 requires companies to measure the funded status of their benefit plans as of the date of their fiscal year-end, effective for
fiscal years ending after December 15, 2008. On January 1, 2008, the company adopted the measurement date provisions of SFAS 158 for its
consolidated financial statements prepared under Canadian GAAP. As of January 1, 2008, two of the company’s benefit plans had measurement
dates of October 1. The adjustment required to reflect a December 31 measurement date for these two plans was insignificant and was included
in Canadian GAAP consolidated net earnings.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities — Including an Amendment
of FASB Statement No. 115 (“SFAS 159"), which provides a company the option, primarily on an instrument-by-instrument basis, to measure at
fair value many financial instruments and certain other items that are not otherwise accounted for at fair value under other accounting
standards. The election to use the fair value option is available at specified election dates, such as when an entity first recognizes a financial
instrument. Subsequent changes in fair value are recorded through earnings. Additionally, SFAS 159 allows for a one-time election for existing
eligible financial instruments upon adoption, with the transition adjustment recorded to beginning retained earnings. SFAS 159 is effective for
fiscal years beginning after November 15, 2007. The adoption of SFAS 159 did not affect the company’s financial position at September 30, 2008.

The following shows the net earnings in accordance with US GAAP:

Third quarter First nine months
2008 2007 2008 2007
Net earnings, Canadian GAAP . . . . ... . 467.6 253.2 1,127.0 532.2
Recoveries on retroactive reinsurance . .. ..... oo vttt 3.7 4.0 20.1 10.8
Other differences . . ... .ot - 0.4 5.3 (11.5)
Tax effect. . . oo (1.3) (1.4) (6.9) 0.6
Net earnings, US GAAP . . . . 470.0 256.2 1,145.5 532.1
Other comprehensive income (loss), Canadian GAAP .. .................... (242.0) 234.0 (377.9) 202.6
Other differences . . ... oo - - - 2.4
Other comprehensive income (10ss). . . .. ... i (242.0) 234.0 (377.9) 205.0
Comprehensive income, US GAAP. . . . ... 228.0 490.2 767.6 737.1
Net earnings per share, USGAAP . . .. ... .. $2553 $1429 $ 61.65 $29.53
Net earnings per diluted share, USGAAP . ... ... ... ... ... iiinin... $2540 $13.63 $ 60.89 $28.26

Included in recoveries on retroactive insurance for the nine months ended September 30, 2008 is income of $8.8 related to the release of the
unamortized deferred gain in connection with the commutation by Crum & Forster in the second quarter as described in note 6. The pre-tax loss
under US GAAP related to this commutation was $75.4.

Included in other differences for the nine months ended September 30, 2008 is income of $5.2 related to the release of the “FIN 48" (FASB
Interpretation No. 48, Accounting for Uncertainty in Income Taxes — an interpretation of FASB No. 109) reserve established on January 1, 2007 on
a tax position which is no longer uncertain at September 30, 2008.

Included in other differences for the nine months ended September 30, 2007 are cost base adjustments to Hub related to the valuation of
embedded derivatives of $12.7 which reduced the realized gain on sale from $220.5 under Canadian GAAP to $207.8 under US GAAP.
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The following shows the balance sheet amounts in accordance with US GAAP, setting out individual amounts where different from the
amounts reported under Canadian GAAP:
September 30, December 31,

2008 2007
Assets (audited)
Cash, short term investments and marketable securities. . . .. ....................... 1,191.3 971.8
Portfolio INVESTMENTS. . . . o ottt e e 19,326.5 19,092.6
FUTUIE INCOME 1aXES. . . . vttt e e e e 530.3 416.8
GoOdWIll o 91.0 83.4
Al OTher @ssets . . . ..o 6,816.5 7,480.2
27,955.6 28,044.8
Liabilities
Accounts payable and accrued liabilities ... .......... . . . 1,682.4 1,358.5
Income taxes payable. . . ... . 348.8 77.6
Long term debt - holding company borrowings . . . . ... ... .. . 868.8 1,114.7
All other liabilities. . . ... oo 18,842.8 19,647.9
21,742.8 22,198.7
Mandatorily redeemable shares of TRG . .. ... . ... i e 171.0 174.7
Non-controlling interests . . ... ... .. 1,417.5 1,581.5
1,588.5 1,756.2
Shareholders’ Equity . . . . ... 4,624.3 4,089.9
27,955.6 28,044.8

The difference in consolidated shareholders' equity is as follows:
September 30, December 31,

2008 2007
Shareholders’ equity based on Canadian GAAP. . . . ... ... . . 4,722.6 4,258.0
Accumulated other comprehensive income .. ........ . . . (44.7) (44.7)
Reduction of common stock on conversion of debentures. . . .......... ... . ... ...... (6.6) —
Reduction of other paid incapital. ... ... ... — (57.9)
Cumulative reduction in net earnings under US GAAP. . . . ... ... i (47.0) (65.5)
Shareholders’ equity based on US GAAP . ... ... it e 4,624.3 4,089.9

The difference in consolidated accumulated other comprehensive income is as follows:
September 30, December 31,

2008 2007
Pension liability adjustment pursuantto FAS 158 . . .. ... ... . i (61.4) (61.4)
Related deferred iNCOME taxes . . . . .. oot ittt e e e e 16.7 16.7

(44.7) (44.7)

At September 30, 2008, the cumulative reduction in net earnings under US GAAP relates primarily to the deferred gain on retroactive
reinsurance which is amortized into income as the underlying claims are paid.

Recent Accounting Pronouncements

In May 2008, the FASB issued SFAS No. 162, The Hierarchy of Generally Accepted Accounting Principles (“SFAS 162"). SFAS 162 identifies the
sources of accounting principles to be used in the preparation of financial statements of nongovernmental entities that are presented in
conformity with GAAP. SFAS 162 is effective sixty days following the Securities and Exchange Commission approval of the Public Company
Accounting Oversight Board amendments to the American Institute of Certified Public Accountants Statement on Auditing Standards
Section 411, The Meaning of Present Fairly in Conformity with Generally Accepted Accounting Principles. The company currently adheres to
the hierarchy of GAAP as presented in SFAS 162, and does not expect its adoption will have a material impact on its financial position or results of
operations.

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities - an Amendment of FASB
Statement No. 133 (“SFAS 161"), which is intended to improve the financial reporting of derivative instruments and hedging activities by
requiring enhanced disclosures about: (a) how and why an entity uses derivative instruments, (b) how derivative instruments and related hedged
items are accounted for under FASB Statement No. 133 and its related interpretations, and (c) how derivative instruments and related hedged
items affect an entity’s financial position, financial performance and cash flows. SFAS 161 is effective for fiscal years beginning after November 15,
2008. The company is currently evaluating the impact of adoption of SFAS 161 on its financial position and results of operations.

14. Comparative Figures

Certain prior period comparative figures have been reclassified to be consistent with the current year’s presentation.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
(as of October 30, 2008, except as otherwise indicated)
(in US$ millions except per share amounts and as otherwise indicated)

This management’s discussion and analysis should be read in conjunction with note 1 to the consolidated financial statements included
herein and with the notes to the management’s discussion and analysis for the year ended December 31, 2007 as set out in the company’s Audited
Consolidated Financial Statements and Management's Discussion and Analysis for the year ended December 31, 2007.

Third Quarter Results

The company’s sources of net earnings and combined ratios by business segment were as set out below for the three and nine months ended
September 30, 2008 and 2007. On September 11, 2008, the company commenced consolidation of Advent Capital (Holdings) PLC (“Advent")
following the increase in the company’s investment in Advent, as described in note 3 to the consolidated financial statements. The results for
Advent are included with the Reinsurance - Other business segment.

Third quarter First nine months
2008 2007 2008 2007
Combined ratios
Insurance — Canada (Northbridge) . ... ... .. . 113.3% 88.5% 103.9% 89.6%
—US. (Crum & Forster) . . ..o 128.5% 96.5% 121.8% 95.3%
—Asia (Fairfax Asia) . . . oot 85.0% 68.0% 80.6% 82.6%
Reinsurance — OdysseyRe. . . .. ... .. 113.0% 97.9% 103.6% 96.1%
L © 14 2 =) 111.9% 94.6% 104.5% 95.5%
Consolidated . . .. ... . 115.5% 94.8% 107.4% 94.3%
Sources of net earnings
Underwriting
Insurance — Canada (Northbridge) . . ....... ... i i (37.3) 30.6 (33.0) 77.5
—US. (Crum & FOrster) . . . oot e e e (66.3) 10.3 (167.7) 417
—Asia (Fairfax Asia) . . ... i e 3.7 5.6 12.2 8.4
Reinsurance — OdysseyRe. . . . . . ... (71.1) 11.6 (56.5) 62.6
—Other . L (8.6) 3.9 (7.0) 8.5
Underwriting income (I0SS) . . . . oottt (179.6) 62.0 (252.0) 198.7
Interest and dividends . . . ... ... e 105.8 160.3 356.4 476.2
Operating income (I0SS) . . . . v vttt (73.8) 222.3 104.4 674.9
Net gains on investments. . . . ... ... 539.5 173.2 1,093.2 428.2
RUNOTT . e 127.3 57.9 319.1 55.8
Claims adjusting . . . .ttt - (0.4) - 2.6
INterest EXPENSE . . . oo (37.6) (41.9) (118.3) (152.7)
Corporate overhead and other. . . ... ... .. . . . 176.2 90.4 436.9 116.6
Pre-tax INCOME . . . ..t 731.6 501.5 1,835.3 1,125.4
INCOME TAXES . o vt et e e e e e e e (194.8) (181.5) (508.3) (367.7)
Non-controlling interests . . ... ... (69.2) (66.8) (200.0) (225.5)
Net  arnings. . . ..o e 467.6 253.2 1,127.0 532.2

Catastrophe losses incurred by the company’s insurance and reinsurance operations resulted in an underwriting loss of $179.6 in the third
quarter of 2008 compared to an underwriting profit of $62.0 in the third quarter of 2007. The combined ratio of those operations in the third
quarter of 2008 was 115.5% compared to 94.8% in the third quarter of 2007, with Northbridge, Crum & Forster and OdysseyRe producing
combined ratios of 113.3%, 128.5% and 113.0% respectively. Third quarter underwriting results were impacted by the U.S. Gulf Coast Hurricanes
Ike and Gustav and included net losses (pre-tax, net of reinstatement premiums) of $256.9, representing 22.3 combined ratio points. Excluding
the impact of Hurricanes lke and Gustay, the combined ratio of the company’s insurance and reinsurance operations in the third quarter was
93.2%. Total incurred catastrophe losses negatively impacted third quarter 2008 underwriting results by 23.8 combined ratio points ($274.6)
compared to 2.7 combined ratio points ($32.5) in the third quarter of 2007. Third quarter 2008 underwriting results included 4.7 combined ratio
points ($54.2) of net favourable development of prior years' reserves, principally at Crum & Forster, Northbridge, Group Re and OdysseyRe. Third
quarter 2007 underwriting results included a benefit of 2.0 combined ratio points ($23.7) of net favourable development of prior years' reserves.

In the first nine months of 2008, the company’s insurance and reinsurance operations had an underwriting loss of $252.0 and a combined ratio
of 107.4% compared to an underwriting profit of $198.7 and a combined ratio of 94.3% in the first nine months of 2007. Underwriting results in
the first nine months of 2008 included the $256.9 impact in the third quarter of Hurricanes lke and Gustay, the impact of the Crum & Forster
reinsurance commutation in the second quarter ($84.2 pre-tax, representing 2.5 combined ratio points of adverse prio