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Total revenues

Net earni ngs

Total assets

Shar ehol ders' equity

Shares outstandi ng - year-end

Return on average equity

S| X- YEAR FI NANCI AL HI GHLI GHTS
(in thousands except per share data)

1990 1989
195, 430 12
21,306 1
542,124 24
94,676 9
5,477
23. 0%

1988 1987 1986 1985
5,754 133,649 112,971 53,733 17,015
6,741 14,357 16, 019 6, 548 (910)
8,065 246,786 185,413 129,845 41,477
0,830 74,176 61,048 41,275 10,379
7,316 7,322 7,337 7,007 5, 000
20.3% 21.2%  31.3%  25.4% -
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Per share
Net earnings - fully diluted
Shar ehol ders' equity

Mar ket prices per share

Hi gh

Low

Cl ose

2.92
17. 29

21. 63
8. 88
11. 00

2.25
12. 41

19. 00
14. 00
18. 75

15.
11.
15.

.94
10.

13

13
75
00

17.
10.
12.

.23
.32

50
50
37

1.35
5. 89

14. 13
6. 00
12. 75

(1.89)
2. 08

6. 00
3.00
6. 00
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CORPORATE CHART
March 1, 1991
setting out Fairfax and its principal operating conpanies

Fairfﬁx Logo
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1) Al conpanies are wholly owned except Morden & Helwig Goup Inc., a public conpany
of which Fairfax owns 48% of the equity and 90% of the votes.
2) Al conpanies carry on business in Canada except as otherw se noted.
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CORPCORATE PROFI LE

Fairfax Financial Holdings Limted is a financial services holding conpany whose corporate
objective is to achieve a high rate of return on invested capital and build long term
shar ehol der val ue. The conpany has been under present managenent since Septenber 1985.

Fai rfax I nsurance Services Inc. was forned during 1990 to ensure that all operating i nsurance
subsi di ari es are wel | - managed, di sci plined organi zati ons with strong operati ng nanagenent and
control systens.

Commonweal th Group based in Vancouver, was acquired as of Novenber 14, 1990. It offers
comercial property and oil and gas insurance in Canada, the United States and
internationally, and commercial casualty insurance in Canada. In 1990 Conmonweal th's gross
premiunms witten totalled $141 mllion. At year-end there were 120 enployees and two
br anches.

Feder at ed G oup was acqui red January 1, 1990, and is based in Wnni peg. Its conpani es market

a broad range of insurance products primarily for comrercial custonmers. 1n 1990 Federated's
gross premuns witten totalled $41.5 mllion, consisting of $34.3 mllion of property and
casual ty business and $7.2 mllion of life, group health and disability products. There were

223 enpl oyees and 6 branches at the end of 1990.

Mar kel Group includes the operations of Markel |Insurance Conpany of Canada, Chequers
| nsurance Conpany and OQtter Dorchester |nsurance Conpany. Markel Insurance is one of the
| argest trucking insurance conpanies in Canada and has provided the Canadian trucking
industry with a continuous market for this class of insurance since 1951. In 1990 gross
premunms witten were $19 nmillion and the group had 88 enpl oyees. Chequers | nsurance Conpany
(formerly Sphere Rei nsurance Conpany of Canada) continues to run off the fornmer reinsurance
busi ness and wrote gross prem uns of $6 m|lion of property and casualty risks in 1990. Oter
Dorchester insures agricultural risks and in 1990 wote $6 mllion of gross prem uns.
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VWentwort h | nsurance Conpany was i ncorporated in 1990 as a capti ve i nsurance conpany domicil ed
in the Barbados. [In 1990 it recorded $4.4 mllion in gross premuns witten.

Fai rbridge Inc. was incorporated in March 1989 and functions as our investnent bank. It has
participated in a limted nunber of projects, and the focus of its four enployees currently
is the managenent or disposition of its existing investnents.

Morden & Helwig Group Inc., acquired in 1986, is engaged in providing clains adjusting,
apprai sal and | oss managenent services to a wide variety of insurance conpanies and self-

i nsured organi zations across Canada, in 33 states of the US and in the U K In 1990
revenues of the Canadian and U.K operations totalled $58.2 mllion, while revenues of
Li ndsey & Newsom Cl ai m Services, Inc., in which the group's interest increased from50%to

100%i n Decenber 1990, totalled $59 mllion. At year-end the group had sone 1, 800 enpl oyees
| ocated in 342 branches.
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To CQur Sharehol ders

1990 was the best of tines, it was the worst of tinmes. W earned a record $21.3 mllion, al
of it from the sale of F-M Acquisition to our partners in Richnond, Virginia. Qur
operations, after | osses frominvestnent banking, were unprofitable. Return on conmon equity
in 1990 was 23% (vs 7.9% for the TSE 300) while earnings per share at $2.92, increased 30%
from 1989. More inportantly, because of the decrease in conmon shares outstandi ng, book
val ue per share increased by 39%to $17.29 from $12.41. The nost significant event in 1990
was the restructuring of our partnership interests with Markel Corporation to allow both
conpani es greater freedomto pursue growm h. The past five years have been excell ent years for
bot h Fairfax and Markel Corporation as each conpany expanded froma capital base of |ess than
$10 million to approximately $100 mllion currently. However, nore recently, Steven Markel
and | have felt that in the long term the existing structure was unlikely to continue to be

t he best one and that Fairfax and Markel should either be put together or be separated. The
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opportunity for us to purchase Conmmonweal th I nsurance was the catal yst for the restructuring
whereby Fairfax transferred its 47.5% interest in F-M Acquisition Corporation to Marke
Corporation in exchange for:

a) US $45 million cash,

b) 1.65 mllion shares of Fairfax, and

c) the preferred shares of Lindsey & Newsom Cl aim Services, |Inc.

with a par value of US $7 mllion.

Al so, Markel Corporation transferred its comon shares and debt interest in Lindsey & Newsom
to Morden & Helwig Group for US $8.3 million. Due to dramatic changes in the financia
mar ket s si nce the announcenent of these transactions on Septenber 4, 1990, US $11.5 million
(Cdn $13.6 nillion) of the US $45 million cash conponent becane contingent on a recovery of
the financial markets in the next two and a half years. Wth this restructuring, Marke
Corporation's 23% ownership of Fairfax was elimnated; Fairfax through Morden & Hel wi g owns
100% of Lindsey & Newsom and Fairfax purchased Conmonwealth Insurance wth the cash

proceeds. Way did we do this restructuring? As discussed in the information circular of
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Novenber 8, 1990, the nmajor reasons were as foll ows:

(a)

(b)

(c)

(d)

(e)

It separated the business interests of Fairfax and Markel Corporation to allow both

conpani es greater freedomto pursue growh

Fairfax realized a very significant profit on the transfer of its F-M Acquisition

shares;

Fairfax retired 23% of its shares at a favorable price. This significantly increased

t he book val ue per share and should al so increase future earnings per share;

Morden & Helw g becanme the sol e owner of Lindsey & Newsom and now has the opportunity

to expand significantly under the | eadership of Ken Polley and Terry Gant; and

The cash received on the transfer of F-Mfacilitated the acquisition of Commonweal th
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| nsurance, which Fairfax purchased at a significant discount to book val ue.

You wi || be happy to know that this restructuring was done in a fair and friendly manner and
to the conplete satisfaction of the Fairfax, Markel Corporation and Morden & Helw g boards
of directors. Also the transaction was overwhel m ngly approved by Fairfax and Mrden &
Hel wi g sharehol ders at special neetings held on Decenber 14, 1990. Mreover, we feel this
restructuring will be positive for the | ong termsuccess of F-MAcquisition, Mrden & Helw g
and Li ndsey & Newsom

W wi sh Joe Prochaska and t he Shand, Morahan conpani es owned by F- M Acqui sition great success
under the Markel Corporation unbrella. Wile it nmade sense to separate Fairfax's and Markel
Corporation's business interests, Steven Markel and | will continue to be on each others

boar ds.

The tabl e bel ow shows the sources of our net earnings:

($ nmillions)
1990 1989 % Change
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| nsurance underwriting
I nterest and di vi dends
Real i zed gai ns

Total insurance pre-tax

Cl aims adjusting (Fairfax portion)
| nvest nent banki ng (i ncl uding
M dl and Wl wyn)
Fairfax entity
Equi ty earnings

| ncone before taxes and provisions

Less: provisions for future
potential |osses

Total pre-tax incomne

Less: Goodwill anortization
and t axes

Net earnings after taxes
Gain on sale of F-M

Net Ear ni ngs

(12.
19,
4.
11,
1,
(6.
(9.
4.
1,

(7.

4)
3
2
1
7
4)
9)
8
3

9)

(6.

0.

6)

9

(5.

N
~

7)

N
=

(11.9)
9.2
14.5

11.8

15.2

(49
110%
(71%

(699

13%

(357%
(148%
(349%

(919

(143%

(40%

(134%

28%

13
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We have decided to use this new format as it shows you nore clearly what our results have
been from our insurance operations (underwiting and investnents) and our non-insurance
operations. W have segregated provisions for future potential |osses as well as mnority
interest, goodwi Il anortization and taxes, so you can better understand the earnings fromour
operating conpanies. In the interests of better disclosure, on page (@ 32 we have incl uded
the unaudited statenents of our insurance operations, and a summary of Mrden & Helwig's
audited financial statenents is included in Note 3. Fairfax entity includes interest expense
(of $8.9 nmillion) and corporate overhead while equity earnings are derived from F- M
Acquisition (no longer there in 1991). Provision for future potential |osses includes an

i nvestment reserve of $2.9 mllion and general provisions of $5 mllion.

| nsurance Underwiting

As a group, our insurance conpanies continued to have underwiting |osses reflecting the
downturn in the insurance cycle and the surety problens discussed in |last year's annua

report. Unfortunately our estimate for surety | osses as of Decenber 31, 1989 proved to be
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light. Early in 1990 we provided for an additional $5 mllion and effectively stopped
writing surety business. Since we began the surety programin 1988 we col |l ected prem uns of
$7 mllion and had gross | osses of $21 million. CQur overall conbined ratio for the surety
program at Markel was 330% - a far cry fromthe 100% that we said was our target. OQur
surety book will be largely run off by the end of 1991 and we feel we are properly reserved
at year-end (again!). Excluding surety |osses, Fairfax's underwiting |osses in 1990

amounted to $3 m i on.

Chequers' initial project of selling personal |ines through Eaton's stores presently operates

at an underwiting loss. A decision will be made in 1991 about the future of this program

Late in 1990 the managenent of Markel Insurance, Oter Dorchester and Chequers was
amal gamated into one conpany under the Markel nane to take advantage of adm nistrative
efficiencies. Markel will be run by Bill Gant who, if you will renenber, was one of our

partners at Sphere Reinsurance. W welcone Bill back to the Fairfax fold and | ook forward
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to Markel's growh under his |eadershinp. The managenent group at Mrkel has done a

tremendous job of cleaning up the problens of the past at Markel.

Federat ed I nsurance, under John Paisley's |eadership, has achieved nuch in the first year
under Fairfax ownership. Having been a branch operation of Federated Mitual (U S.),
Federat ed | nsurance has gone a long way in 1990 to becom ng a self-sufficient, independent
operation with its own systenms, underwiting guidelines, etc. John's team has done an
excellent job in the past year (conbined ratio 1069 and is working diligently to produce

conbi ned rati os bel ow 100%

On Novenber 14, 1990 we acquired Commonwealth [nsurance Conpany from The Hone |nsurance
Conpany for $57.5 mllion - a discount fromits book value of $67.8 mllion. Comobnwealth
underwrites commercial property and casualty insurance and has been in business since 1965.
Based in Vancouver, B.C , Commonweal th has been run by John Watson since 1978. Excluding a

book of business that has been in run-off since 1983, Commpbnwealth has been abl e to achi eve
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underwiting profits in the past five years. G oss revenues witten in 1990 ambunted to $141
mllion and total assets were $183 nmillion at Decenmber 31, 1990. W wel cone John WAt son and
t he enpl oyees of Commonweal th I nsurance to Fairfax and | ook forward to participating in the
conpany's growmh. It is our expectation that Comonwealth will conpensate for the sale of
our interest in F-Min earnings and assets. The $10.3 mllion purchase price discount to
book value will be added to reserves as discussed in Note 18 of the audited financial

statenents.

In spite of a continued downcycle in the insurance business, it is likely that our
underwiting results will inprove from 1990 because surety should not continue to be a
pr obl em

Cl ai ns_Adj usti ng

Wth the restructuring di scussed earlier, Mrden & Hel w g has becone an i nternational clains

adj usting conpany with 100% owned operations in Canada, the U S. and the U K
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Pro forma sales in 1990 with Lindsey & Newsom fully consolidated anounted to $117 mllion.
Morden & Helwi g now has 159 branches in Canada, 176 in the US. and 7 in the U K As
di scussed in last year's annual report, this is a trenendous growmh record, under Ken
Pol l ey's | eadership, since we acquired it in 1986 with revenues of $30.9 million from 135

branches i n Canada.

Wi | e revenues have al nost quadrupl ed since 1986, net incone has increased only by about 40%
from$2.2 million. This is largely because the U. S. operations have yet to contribute to

profitability. The Canadi an operations continue to performextrenely well.

After nore than 40 years with Lindsey & Newsom Bob Irwin retired fromthe conpany and his
chosen successor, Terry Grant, took over running the U S. operations. Bob Irwin has |ed
Li ndsey & Newsom for eighteen years and | eaves Terry Grant with a great foundation to build
on. We thank Bob for his great efforts in the past three years and wsh him a happy

retirenent.
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We continue to expect inproved profitability fromthe U S. operations. Morden & Hel w g
financed its acquisition of Markel Corporation's 50%interest in Lindsey & Newsomwi th five-
year bank debt and common shares (i ssued at $8.00 per share) in equal proportions. At year-
end, Morden & Helwi g had a strong bal ance sheet (though not as strong as 1989) with total

debt (including Lindsey & Newsom s debt) of $23 mllion vs common equity of $34 mllion.

Al'l of the increased goodw || on our bal ance sheet comes fromthe consolidation of Lindsey
& Newsom into Morden & Helw g. In a service business, tangible assets are mniml and
goodwi I | reflects the earnings capacity of the firm In 1990 Lindsey & Newsom generated US
$47.4 million in revenues through 170 branches with 900 enpl oyees. Wen it was acquired in
1987, Lindsey & Newsom had sales of US $17 million in 38 branches with 268 enpl oyees. Qur

expectations are that this goodwi Il is fully justified.

Shar ehol ders shoul d read Morden & Hel wi g' s Annual Report to get nore details about our clains

operations. You can get a copy by phoning Don House at (416) 362-6762.
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| nvest nent banki ng

We are no longer in the high profile stock brokerage business. During 1990 Wal wn nerged
wi th M dl and Doherty backed by a capital infusion from Mackenzie Financial. The nmerger was
very well managed but late in the year Tony Arrell, who continued to have our total support,
decided to resign from Mdl and WVl wn. G ven Tony's resignation and Confederation Life's
continuing interest in the business, we decided to transfer our interest to Confederation
Life. By Septenber 30, 1990 we had already witten off our investnent in Mdland Wal wn, so
this sale did not and w Il not have any further inpact on our financial statenments. However,
our venture into the stock brokerage business cost our shareholders $3.5 mllion plus the
opportunity cost on this capital for two years. W continue to hold our $8.7 mllion in
12.5% convertible debentures due in Decenber 1993. Wth the capital raised recently by
M dl and Wl wn, we are confortabl e valuing these debentures at par. W are confident that
M dl and WVl wn wi Il continue to be very successful under the gui dance of Mackenzi e Fi nanci al
and Confederation Life and wi sh themwell in the future. It is highly likely (and personally

much appreciated) that you will not see your Chairman's nane in the | ocal newspapers soon!
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We said in last year's report that Paul Fink was not planning any further investnents until
the current ones nmature. And did they mature! W have witten off our investnment in
Carbovan (cost $5 nmillion) - | was too optimstic last year - and our mnor investment in

Devel con continues to plod al ong.

Qur real estate investnents, run by Rob MIIls, consist mainly of a small shopping mall in
Calgary. During 1990 the mall was substantially leased and it is expected to produce a
positive cash flowin 1991 on our investnent of $3 mllion, net of a non-recourse nortgage

of $3 mlli on.

The investnent banking |osses were mainly due to your Chairman's bright ideas! To date,
i nvest ment banki ng has cost our sharehol ders $8.5 nmillion ($1.55 per share) pre-tax excl udi ng
opportunity costs. W are review ng the investnent banking operation to take advantage of
the talents of Tony Giffiths, Paul Fink and Ri ck Sal sberg and m nim ze the | osses fromyour

Chai r man. It is fair to say we will not do any nore venture capital deals and wll be
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extrenely cautious of "turnaround” opportunities. Like Warren Buffett, we have found that
when good nmanagenent tackles an industry with poor prospects, it is the industry's reputation

that remains intact.

The 1990 | osses fromi nvest nent banki ng shown in the table (@ on page 8 cone fromthe wite-

of f of the Carbovan investnent of $5 million and | osses fromM dl and Wal wn of $1.5 million.

Fi nanci al position

Since we began in Septenber 1985, we stated that our objective was to achieve returns on
sharehol ders' equity in excess of 20%whil e mai ntai ning a sound financial position. For the
past few years we have been concerned about bringi ng our debt position down. Wile we nade
progress in 1989, in 1990 it seens that our situation worsened. To further understand our
financial position, it is best to |look at the unaudited statenents shown on page (@ 34 with

Morden & Hel w g equity accounted. Here's what our capital position | ooks |ike:
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$ nmllion
Short and | ong term debt 31.5
Conti ngent debt (Note 8)
- Federated contingent debt 20. 4
- Mar kel Corp contingent debt _13.6

34.0
Converti bl e debentures 7.5
Common equity _94.7

_167.7

Some points on the above:

1) Cont i ngent Debt

The Mar kel Corporation debt will be extinguished with interest if the financial nmarkets
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recover in the next two and a half years as described in Note 8. As of March 8, 1991
t he market recovery has resulted in the note being reduced by $9 nmillion. However, as
we can reduce the note only once, we have to wait until the securities fully recover
to extinguish the note. Qur expectation though is that this will happen. It should
be noted that when this debt is extinguished, conmmon equity is increased accordingly

as we have not included the contingent purchase price on our books (Note 3).

Feder at ed conti ngent debt is subject to offset to the extent of adverse devel opnent in
1989 and prior reserves - very conparable to the debt on F-M Acquisition's bal ance
sheet. Through the sale of F-MAcquisition, we have elimnated our liability for F-Ms
debt (which was not included on Fairfax's 1989 bal ance sheet) and added conparable
contingent debt (which is included on Fairfax's 1990 bal ance sheet) through the

pur chase of Feder at ed.

2) We expect the convertible debentures to be converted to equity at $19 per share prior
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to April 30, 1993 - though it is debt until then.

We sol d Sphere Reinsurance for a price in excess of $21 nmillion but have had access to
only $8 mllion of the proceeds to date. The remaining $13 mllion is in Chequers
where we wote only $2 million in net premuns in 1990. Wth the planned amal gamati on
of Markel, Oter Dorchester and Chequers, it is likely that we will be witing only $I
of premiumfor every $2 of equity capital as opposed to the nore norrmal $2 of prem um
for every $1 of capital. Excess capital in the merged Markel will |ikely be nore than
$20 mllion which, subject to regulatory approval, wll be used to reduce our

borrowings in the future.

W retired 1.84 mllion shares or 25%of the shares outstanding in 1990. W felt this
was an excellent investnent for Fairfax in relation to potential earnings and current

book val ue per share.
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However, if we had not retired these shares but had resold them at market prices, our
equity capital woul d have been $22 million higher (at $12 per share) and our borrow ngs

woul d have been reduced by a sim/lar anount.

Thus our financial position has not changed as significantly as first inpressions wuld

i ndi cate. However, we have decided not to nmake any nore acquisitions until we have

reduced our short and long termdebt to | ess than $10 m I 1li on.

| NVESTMENTS

1990 was t he worst year we have experienced in ternms of investnment results - particularly for
val ue oriented investors |ike ourselves. The stocks that were cheap collapsed in the third
quarter of 1990. Unlike past markets where the value oriented approach provi ded downsi de
protection (at | east vs the market), this did not happen in 1990. The unrealized | oss in our

portfolios increased significantly from$1.1 mllion at Decenber 31, 1989 to $34 nillion at
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Decenmber 31, 1990.

As enphasi zed in the past, we run our insurance businesses so that (a) unrealized | osses do
not affect our insurance conpany operations, and (b) we are not forced to sell securities at
i nappropriate tinmes. |In our 1988 Annual Report we discussed the guidelines "that limt our
exposure to comon stocks so that a 50% drop in the stock market and a 20% drop in
convertibles and preferreds will not have any inpact on our ability to continue to wite
i nsur ance". When conbined wth reserve hits, stock market declines can be particularly
dangerous. We are taking another |look early in 1991 at our guidelines to better protect us

on the downsi de.

The unrealized |l oss for our portfolios is broken dowmn by major categories bel ow

COosT MARKET UNREALI ZED LOSS

Cash and short terminvestnents $ 54.0 $ 54.0 $ - -
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Bonds 165.9 157. 6 ( 8.3)
Preferred stocks 58.9 50.5 ( 8.4)
Common st ocks _63.1 _45.8 17.3

$341.9 $307. 9 34.0

As shown, the total unrealized |oss is about 10%of the total portfolio. About half the | oss

is in comon stocks and the rest is in fixed income securities.

As you know, Hanblin Watsa | nvest nent Counsel (HWC) nmanages Fairfax's insurance portfolios.
Qccasional ly, an investnent that HWC buys for its clients, of which Fairfax is one, becones
a matter of public record. This is sonetines confused in the press as a Fairfax investnent
as opposed to an investnent distributed across all Hanblin Watsa client portfolios. 1In the
table follow ng, we show holdings of common and convertible bonds in Fairfax insurance
portfolios of the three names disclosed publicly by HWC (Magna, Wodward's and Repap) and

t hat have been reported in the press.
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COsT
Magna I nternational Inc.
384, 300 common shares 3.4
$4, 785, 000 conv. debs 3.4
7% due 1993
TOTAL 6.8
Wodward's Limted
698, 388 common shar es 2.
$776, 000 conv. debs. 0.8

10% due 2004
$200, 000 conv. debs. 0.2
9% due 2000

TOTAL 3.4

Repap Enterprises Inc.

105, 000 conmmon shar es 0.

$4, 100, 000 conv. debs. 4.0
9% due 1998

TOTAL 4.9

TOTAL 15.1

($ MIlions)
UNREALI ZED
MARKET GAI N (LGSS)
1.1 (2.3)
2.5 (0. 9)
3.6 (3.2)
0.9 (1.5)
0.6 (0.2)
0.1 (0.1)
1.6 (1.8)
0.5 (0. 4)
2.2 (1.8)
2.7 (2.2)

7.9 (7.2)

29
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(Magna, Wodward's, Repap)

Thus, $7.2 mllion of the $34 mllion unrealized |osses are in the three names nentioned
above. The renmmi ning unrealized | osses are in a broadly diversified group of comon st ocks,

preferreds and bonds.

W continue to feel that over the long termthese unrealized |osses will disappear and in

fact, becone realized gains.

Common shares in |ate 1990 were extraordinarily cheap in relation to earnings, assets and

revenues and shoul d provide good returns over time. As of March 5, 1991, unrealized | osses

in the total portfolio had declined to $16 million and for the three securities shown (@
above to $3.1 mllion.
Real ized gains of $2.3 mllion in 1990 were net of realized losses of $1.1 mllion and a

reserve for potential |losses of $2.9 million. Goss realized gains were $6.3 mllion.
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The maj or contributors to realized gains in 1990 were Ni kkei Puts ($2.4 million) and Bank of

Commerce ($0.4 million). The major realized | osses included Bank of Montreal ($0.7 million).

No trees grow to the sky. Finally, in 1990 the Japanese market declined by 38. 7% The
Tai wan market, where there was nmuch nore specul ati on, declined by 52.9%in 1990. As noted
earlier, we benefitted by the decline in the Japanese market through the purchase of N kkei
Puts (not exactly value oriented?!'). The Japanese and Tai wanese markets continue to sell at

hi gh price/earnings ratios of 38 and 29 tines respectively.

At the end of 1990 we had $29.7 mllion invested in banks, insurance and financial service

conpanies, $13.8 million in industrial products and $8.8 million in mning stocks.

In the 1987 Annual Report we discussed the interest free, five-year |loans given to directors
and officers of Fairfax and key officers of independent operating units. W said "unlike

options, these shares are owned by the individuals and the positive or negative inpact of
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share fluctuations is fully reflected in their economc net worth - just as it is for you."
In Note 6 we show t hat we have | oans of $9.6 nillion outstanding as of Decenber 31, 1990 t hat
were used to buy 664,982 Fairfax shares at an average price of $14.48 per share. At a 10%
interest rate, the annual after tax cost to you is $536, 000 or 10¢ per share. Wen the stock
traded at $10 per share in 1990, the directors and officers of Fairfax and subsidiaries were

not exactly smling!

It is nowalittle nore than five years since we took control of this conpany. It is very
hunbl i ng to | ook back at the $9 million that we raised in Septenber 1985 and to consider al

the problens that this conpany has faced since then. W have had two stock market crashes
inthe last five years, a downcycle in insurance for at |east half the period, surety | osses
of $21 million at Markel |nsurance, |osses fromM dl and Wal wn and ot her investnment banking
projects, and continued grow ng pains at Lindsey & Newsom To add to this, you had a conpany
undergoing a transition frombeing very small to nmediumsized and all that that entails for

t he organi zati on.
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Wth good people, much work and our share of fortune, book value has grown from $2.08 per
share in Decenber 1985 to $17. 29 per share in Decenber 1990 - a conpounded growth rate of 53%
annual | y. You know t hat cannot be repeated. Return on conmon equity has averaged 24%duri ng
this period - sonmewhat higher than our long termgoal of 20% By conparison, the TSE 300
group of conpani es earned 10.3% on average during the last five years. As an aside, our
five-year average return on comon equity of 24% places us anong the top 5% of all the
conpani es i n the TSE 300. Sharehol ders' equity increased from$10 nmi|llion as of Decenber 31,
1985 to $95 million on Decenber 31, 1990 - with very little new capital, as we retired 1. 84
mllion of the 2 mllion newshares issued in May 1986. Prior to Septenber 1985, the conpany

had never nade $1 nmillion in net incone; last year it nmade $21.3 mllion.

Qur share price though has only risen from$3.00 in 1985 to $11. 00 at year-end - a conpounded

rate of 30% annual |y, but much | ess than the grow h of underlying book val ue.

At year-end 1990 our shares were selling at a 36%di scount to book val ue per share as opposed
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to a 50% prem um when we refinanced the conpany in Septenber 1985. In early 1991 the
di scount decreased significantly. Wile these fluctuations in premuns or discounts to book
value result in shareholder returns being greater or lower than returns earned by the

conpany, in the long termthese two returns should converge.

W expect to encounter as many problens in the future as in the past - and perhaps nore - but
we hope to continue to conpound book val ue per share at rates in excess of 20%over the | ong

term

Tony Markel will be retiring this year as a director of Fairfax. Along with Steve Markel,
Tony was instrunmental in turning the conpany around in 1985 and since then has provided
constant support and encouragenment on our Board. Peter Bloenen retired fromTrucena in 1990
and his successor, John Puddington will be joining us on the Board. Like Tony, Peter has
been a pleasure to work with and has al ways been very supportive of the conpany and its

interests. W w sh both Tony and Peter all the very best and wel cone John to our Board.
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On your behalf, | would like to thank the Board, the managenent and enpl oyees of all our

conmpani es for making 1990 anot her excellent year under very chall enging circunstances.

March 30, 1991

V. Prem Wat sa
Chai rman of the Board and
Chi ef Executive Oficer
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CONSCLI DATED BALANCE SHEETS AS AT DECEMBER 31, 1990 AND 1989

1990 1989
($000) ($000)
ASSETS
Cash and short terminvestnments (note 2) ............. 53,972 13, 221
Accounts receivable ... ... .. 97, 259 25,189
Caims IN ProCeSS ...t 12,616 8,493
| ncone taxes refundable .......... . . . . . . . .. . ... . . . ... 5,994 1, 263
Prepai d exXpenses .. .... . ... 6, 599 1, 030
176, 440 49, 196
Portfolio i nvestnents
Bonds - at anortized cost
(mar ket value - $157,649; 1989 - $30,948).......... 165, 942 32,497
Preferred stocks
(mar ket value - $50,477; 1989 - $29,819)........... 58, 888 32,415
Common st ocks
(market value - $45,759; 1989 - $58,793)........... 63, 075 55, 725

37



Mar 28

Total (rmarket value - $253,885; 1989 - $119, 560) 287, 905 120, 637
I nvestnents in associ ated conpanies (note 3) ........ - 31, 966
Q her investnents (note 4) ......... .. . . .. .. .. ... 12,544 27,719
Deferred premium acquisition costs .................. 5, 505 876
Fi xed assets (note 5) ........ .. . . . . 20, 375 5,348
Goodwi | I L 24, 587 4,922
QO her assets (hote 6) ......... .. ... 14, 768 7,401

542,124 248, 065

Si gned on behal f of the Board
Printer:
Pl ease insert signatures
of V. P. Watsa
and
Director Robbert Hartog
on these |ines

Di rector
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LI ABI LI TI ES

Bank indebtedness (note 7) ....... .. ... ...
Short termborrowings (note 7) .....................
Account s payabl e and accrued liabilities ...........

Prem um deposits

Provision for claine ......... . . . . .. . . . ..

Unear ned prem uns

Conti ngent and ot her notes payable (note 8) .........
Long termdebt (note 9) ....... ... .. ... ...
Subor di nated converti bl e debenture (note 10) ........
Deferred income taxes . ........ ...,

M nority interest

1990 1989
($000) ($000)
8, 771 4,051
12,197 -
44, 877 15, 561
9,513 11, 293
75, 358 30, 905
220, 602 81,118
52,719 12,137
34, 081 -
34, 107 14, 431
7,500 7,500
6, 378 442
16, 703 10, 702
372,090 126, 330

39



Mar 28

SHAREHOLDERS' EQUI TY

Capital stock (note 11) ......... ... . . . . . ... .. 31,120 43, 501
Retai ned earnings (note 14) ........ ... .. ... .. ... .... 63, 556 47, 329
94, 676 90, 830
542,124 248, 065
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CONSCLI DATED STATEMENTS OF EARNI NGS
FOR THE YEARS ENDED DECEMBER 31, 1990 AND 1989

1990 1989
($000) ($000)
Revenue
Premuns earned . ........ ... .. ... 78, 427 40, 444
Cainms fees . ... .. 58, 281 49, 092
Interest and dividends .......... ... ... ... . . ... ... 20, 704 11, 628
Real i zed gains on investnents .................... 2,278 15, 458
Equity in earnings of associated conpanies ....... 6, 657 6, 367
QL her 1NCOME .. ... e e 2,087 2, 765
Gain on sale of associated conpany (note 3) ...... 26, 996 -
195, 430 125, 754
Expenses
Losses on clains ....... .. ... 65, 932 40, 174
Qperating eXPenSesS ... .. e 92, 248 57,120
Interest expense .. ...... ... ... 8, 854 5,154
CoNMMM SSI ONS . oot 5, 158 4,102
172,192 106, 550
Earni ngs before incone taxes ........................ 23,238 19, 204
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Provision for inconme taxes (note 13) .............. 545 1,192
Earnings fromoperations ........... ... ... .. .. . .. .. ... 22,693 18, 012

Mnority interest ........ .. . . . . . . . ... (1, 387) (1, 271)
Net earni NOS . ... e e e 21, 306 16, 741
Earni ngs per share - fully diluted (note 17) ........ $ 2.92 $ 2.25

CONSCLI DATED STATEMENTS OF RETAI NED EARNI NGS
FOR THE YEARS ENDED DECEMBER 31, 1990 AND 1989

1990 1989
($000) ($000)
Ret ai ned earnings - beginning of year ............... 47, 329 30, 633
Net earnings for the year ........................ 21, 306 16, 741
Excess over stated value of shares
purchased for cancellation (note 11) ........... ( 5,079) (45)

Ret ai ned earnings - end of year ..................... 63, 556 47, 329
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CONSOLI DATED STATEMENTS OF CHANGES | N CASH RESOURCES
FOR THE YEARS ENDED DECEMBER 31, 1990 AND 1989

1990 1989
($000) ($000)

Operating activities

Earnings fromoperations ......................... 22,693 18,012

Depreciati on ... ... .. 950 1,428

Anortization of goodwi Il ....... ... ... ............ 464 719

Deferred income taxes . ............. ... (967) (637)

Real i zed gains on investnents .................... (29, 274) (15, 458) Equity in
ear ni ngs of associ ated conpanies ....... (6,657) (6,367)

(12, 791) (2, 303)

Increase in provision for clains ................. (4, 635) 9,154
Decrease in unearned premunms .................... (4, 706) (10, 620)
Decrease (increase) in cash funds resulting

from changes in other operating working

capital itenms ... .. ... 5, 898 (3,311)

Cash resources used in operating
activities ... (16, 234) (7,080)

| nvesting activities
Portfolio investnments - net sales ................ 87, 898 3,071
Purchase of fixed assets ............. ... .. ....... (4, 563) (1, 760)
Q her investnments . ........ ... . .. .. 11, 938 (1, 824) Pur ch
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(427) (513)
Fi nancing activities
Repur chase of capital stock (note 11) ............ (17, 460) (87)
Increase in long termdebt ....................... 19, 676 12, 370
I ncrease in contingent notes payable ............. 34, 081 -

Mnority interest ........ .. . . .. .., 4,198 466
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12,749

5, 156

4,014

Mar 28

40, 495
Increase in cash resources .............. ..., 23, 834
Cash resources - beginning of year ................... 9,170
Cash resources - end of year ......................... 33, 004

9,170

Cash resources consi st of cash and short terminvestnents | ess bank
t erm borrow ngs.

i ndebt edness and short
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NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 1990 AND 1989
(in $000s except per share anounts)

1. SUMVARY OF SI GNI FI CANT ACCOUNTI NG PCLI Cl ES

Busi ness operations
The conpany is a financial services hol di ng conpany whi ch through its subsidiaries and
affiliates is engaged in the insurance of comrercial property, oil and gas, casualty
and life risks and the provision of clains adjusting and apprai sal and | oss nanagenent
services in Canada and the United States.

Principles of consolidation

The consolidated financial statenents include the accounts of the conpany and all of
its subsidiaries: Mar kel I nsurance Conpany of Canada, Sphere Managenent Conpany
Limted, Federated I|Insurance Holdings of Canada Ltd., Rolfe Goup Limted and its
whol | y owned subsidiary, Comonweal th I nsurance Conpany all 100% owned; and Morden &
Helwig Goup Inc., 48% equity and 90% voting interest. The conpany's investnents in
associ ated conpanies are accounted for using the equity method. Acqui sitions are
accounted for by the purchase nethod, whereby the results of acquired conpanies are
included only fromthe date of acquisition. Divestitures are included up to the date
of disposal.

Prem uns
| nsurance premuns are taken into incone evenly throughout the terms of the rel ated
policies. As prem umdeposits secure the paynent of prem uns and are refundabl e, they
are not taken into incone unless default in paynent of prem unms occurs.
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Cains in process
The conpany records its inventory of clains in process at their estinated val ue at
year-end, based on a determnation of the clains in process at year-end through a
conpl ete physical count of related files. Cains fees arising therefromare accounted
for on an estimated percentage-of-conpl etion basis.

Deferred prem um acquisition costs
The costs incurred in acquiring insurance premuns are deferred, to the extent that
they are considered recoverable, and anortized over the sane period as the related
prem uns are taken into incone.

| nvest nent s
Bonds are carried at anortized cost providing for the anortization of the di scount or
premumon a straight line basis to maturity. Preferred and common stocks are carried
at cost. \Wen there has been a loss in value of an investnent that is other than
tenporary, the investnent is witten down to its estimated net realizabl e val ue.

| nvest nent i ncone
I nvest nent incone is recorded as it accrues. D vidends are recorded as incone on the
record date. Gains and | osses realized on the disposal of investnents are taken into
i ncome on the date of disposal

Provision for clains
Claim provisions are established by the case nethod as clains are reported. The
provi sions are subsequently adjusted as additional information on the estinmated anount
of a clai mbeconmes known during the course of its settlenment. A provisionis also nade
for managenent's calculation of factors affecting the future devel opnent of clains
including clains incurred but not reported based on the volune of business currently
in force and the historical experience on such clains.
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Translation of foreign currencies
Assets and liabilities in foreign currencies are translated into Canadi an dollars at
year - end exchange rates. Incone and expenses are translated at the exchange rates in
effect at the date incurred. Real i zed gains and |osses on foreign exchange are
recogni zed in the statenents of earnings.

Goodwi | |
The difference between purchase cost and the fair value of the net assets of acquired
busi nesses is anortized on a straight line basis over its estimated useful |ife which

ranges from 10 to 40 years.

2. CASH AND SHORT TERM | NVESTMENTS

Cash and short terminvestnents include $6,137 (1989 - $5,049) representing deposits
held in trust, the liability for which is included in accounts payabl e.

3. I NVESTMENTS | N ASSCCI ATED COVPANI ES

1990 1989

Associ at ed conpani es, at equity: ($000) ($000)

F-M Acqui sition Corporation - 22, 362
Li ndsey & Newsom C ai m

Servi ces, Inc. - 8, 057

Val e National Training Center, Inc. - 1,547
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- 31, 966

On Decenber 18, 1990 the conpany sold its 47.5%comon and its preferred share interest
in F-MAcquisition Corporation ("F-M') with a carrying value of $34.7 m|lion to Markel
Cor poration of Richnond, Virginia ("Markel Corporation”). 1In considerationthe conpany
recei ved and cancel | ed 850, 505 subordi nate voting shares and 800,000 nultiple voting
shares previously held by Markel Corporation (note 11), preferred shares of Lindsey &
Newsom Cl ai m Services, Inc. of Tyler, Texas, having a par value of US $7 million, cash
of US $33.5 mllion, and a contingent note receivable of US $11.5 mllion (note 8).
The contingent note receivabl e has not been included in the cal cul ati on of the gain on
sale nor has it been recorded in the accounts.

Ef fecti ve Decenber 18, 1990 the conpany's 48% owned subsidiary, Mrden & Helwi g G oup
Inc., acquired the remaining 50% common share interest in Lindsey & Newsom Caim
Services, Inc. and the remaini ng 51. 5% conmon share interest in Vale National Training
Center, Inc. both of Tyler, Texas from Markel Corporation. These transactions have
been accounted for by the purchase nethod. The operating results were equity accounted
in 1989 and to the date of acquisition and consolidated thereafter.

Total conbined assets of Lindsey & Newsom and Vale were $16.1 million and tota

liabilities were $12.8 mllion as at Decenber 31, 1990. I n consideration, Marke
Corporation received US $4.15 nillion cash and 595,922 subordi nate voting shares of
Morden & Helwig Group Inc. valued at $4.8 mllion. The excess of the purchase price

over the fair market value of the net assets purchased has been allocated to goodw || .
The consolidation of Lindsey & Newsomand Vale with Morden & Helwig has resulted in a
$19 million increase in goodw l|I.

Lindsey & Newsom provides independent insurance clains adjusting and nedical
rehabilitation services to insurance conpani es, insurance agencies and self-insured
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organi zations in 31 states. Vale National provides clains adjusting training courses
in 3 states.

A summary of Mdrden & Helwig Group Inc.'s consolidated bal ance sheets and statenents
of earnings is as foll ows:

BALANCE SHEETS

Decenmber 31, 1990 Decenber 31, 1989

($000) ($000)

Accounts receivabl e 24, 027 10, 396
Clainms in process 12,616 8,493
Fi xed assets 13, 486 3,176
Goodwi | | 19, 362 6, 265
QO her assets 11,721 1,929
I nvestnent in Lindsey & Newsom

and Val e - 10, 686
Total assets 81,212 40, 945
Account s payabl e 13,125 6, 946
Short term debt 13, 860 4,832
Def erred conpensati on 6, 061 -
Long term debt 13,678 1, 841
Shar ehol ders' equity 34, 488 27,326
Total liabilities and

shar ehol ders' equity 81,212 40, 945
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STATEMENTS OF EARNI NGS

Year Ended Year Ended
Decenber 31, 1990 Decenber 31, 1989
($000) ($000)
Revenues 58, 224 49, 092
Vari abl e expenses 37,100 30, 599
Q her expenses 16, 096 13,692
Earni ngs before incone taxes 5,028 4,801
| nconme taxes 2,205 2,031
Equi ty earni ngs 225 44
Net earni ngs 3,048 2,814
4. OTHER | NVESTMENTS

1990 1989

Qt her investnents, at cost: ($000) ($000)

M dl and Wl wn Inc. - 12.5% subordi nat ed

debentures, due 1993, convertible

into conmon shares at $14 per share8, 675 8, 350
Fairfax Realty Inc. 3,127 1, 504
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F-M Acqui sition Corporation (note 3) - 10, 274
O hers 742 11

Q her investnents, at equity:

M dl and Wl wn Inc. - conmon shares - 3,105
Carbovan Inc. (note 15) - 4,475
12, 544 27,719

M dl and Wl wn Inc. - Conmon shares:

On Decenber 21, 1990 an agreenent in principle was reached to sell the comon share
interest in Mdland Wlwn Inc. to Confederation Life. These financial statenents
reflect the disposal of this interest. The final agreenent is expected to be conpl eted
in February 1991.

Fairfax Realty Inc.:
This conpany owns a 75% interest in a shopping nmall in Calgary, Al berta. The
i nvestment is shown net of a 12.375% nortgage of $2.8 million, due June 1994, which is

non-recourse to Fairfax Financial Holdings Limted and for which the shopping nall has
been pl edged as security.

5. FI XED ASSETS
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1990 1989
($000) ($000)
Land and bui |l di ngs 4,811 1,542
Fur ni ture and equi pnent 21, 505 9,797
Leasehol d i nprovenents 1, 331 935
Aut onobi | es under capital |ease 3,446 -
31,093 12,274
Accunul at ed depreciation 10,718 6, 926
20, 375 5, 348

6. OITHER ASSETS

Included in other assets are non-interest bearing loans to officers and directors of
the conpany and its subsidiaries under the conpany's enployee stock purchase plans
totalling $9,631 (1989 - $7,348) for which 664,982 shares (1989 - 512,000 shares) with
a year-end narket value of $7,315 (1989 - $9,600), have been pledged as security.

7. BANK | NDEBTEDNESS AND SHORT TERM BORROW NGS

Bank i ndebt edness includes tenporary operating |oans of $4,380 (1989 - $2,316) the
security for which is a general assignnent of book debts of a subsidiary. Short term
borrowi ngs include the current portion of long term debt and a short term | oan of
$6, 761 (1989 - nil) due June 30, 1991 of the parent conpany. The security for this
loan is the sane as the security for the bank | oans under long term debt (note 9).
| nterest expense on bank indebtedness and short term borrowi ngs anpunted to $3, 507
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(1989 - $1,954).

8. CONTI NGENT AND OTHER NOTES PAYABLE

These i nclude two 9. 625%conti ngent not es payabl e t o Federated Miutual | nsurance Conpany
for $10.2 million due March 21, 1995 and $10.2 million due March 21, 2000, which are
subject to reduction based on devel opnent of unpaid clains (note 18). The shares of
Feder at ed | nsurance Conpany of Canada and Federated Life |Insurance Conpany of Canada,
whol |y owned subsidiaries of Federated |nsurance Holdings of Canada Ltd., have been
pl edged as security for the notes.

As part of the sale of F-Mto Markel Corporation, Fairfax received cash i n exchange for
a note payable of US $11.5 (Cdn $13.6) million. This note is repayable by June 18,
1993 but the anmpbunt may be offset partially or in full by a note receivable (note 3)
contingent on F-M s US $162 million i nvestnent portfolio recovering in narket val ue by

US $23 million. Both the note payabl e and the contingent note recei vabl e bear interest
at U S. prinme plus 1% As of February 8, 1991 the portfolio value has recovered to the
extent that the value of the contingent note receivable was US $6 mllion.

9. LONG TERM DEBT

The long termdebt primarily represents a revolving credit facility due April 27, 1994
and various U.S. dollar bank loans of a subsidiary at the current average annual rate
of 9.4% Shares of two subsidiary i nsurance conpani es and assets of anot her subsi di ary
have been pledged as security for the | oans. | nterest expense on long term debt
anpunted to $4,709 (1989 - $2,561).
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Princi pal repaynents on these | oans are as foll ows:
1991 $ 3,485
1992 4. 086
1993 2,286
1994 26, 092
1995 1,231
Ther eafter 412
$37,592
10. SUBCORDI NATED CONVERTI BLE DEBENTURE
The debenture bears interest at a rate of 8.5% per annum_ nmatures on April 30, 1993,
is convertible until maturity into subordinate voting shares of Fairfax at $19 per
share, and is prepayable under certain circunstances. | nterest expense on_ the
debenture anpbunted to $638 (1989 -$638).
11. CAPI TAL STOCK

Aut hori zed capital

The authorized share capital of the conpany consists of an unlimted nunber of
preferred shares issuable in series, an unlimted nunber of nultiple voting shares
carrying ten votes per share and an unlimted nunber of subordinate voting shares
carrying one vote per share.

| ssued capital
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1990 1989
Nunber ($000) Nunber ($000)
Subor di nate voti ng shar®s928, 797 26, 120 4, 968, 200 35,917
Mul tiple voting $h&48s000
2, 3d8. 000 7,584
5,476,797 31,120 7,316,200 43,501
On Decenber 18, 1990 the conpany received and cancell ed 800,000 nultiple voting and
850, 505 subordinate voting shares as partial consideration for the sale of F-Mto
Mar kel Corporation (note 3). The value attributed to these shares was $14, 855 based
on a $9 share price on the date the transaction was conpleted of which $3,881 was
charged to retai ned earnings.
In addition, under the terns of a normal course issuer bid approved by The Toronto
St ock Exchange the conpany purchased and cancel l ed 188,898 (1989 - 6,000) subordinate
voting shares for an aggregate cost of $2,605 (1989 -3$87), of which $1,198 (1989 - $45)
was charged to retained earnings.
12. RElI NSURANCE

The conpany follows the policy of underwiting and reinsuring contracts of insurance
which generally limts the liability of the conpany to a maxi mumanount on any one | 0ss
to $500. Reinsurance is generally placed on an excess of | oss basis in several |ayers.
This reinsurance does not relieve the conpany of its primary obligation to the
policyhol ders. As at Decenber 31, 1990 provision for clains reflects recoveries from
rei nsurers of $175,453 (1989 - $16,256). During the year, the conpany ceded $19, 794
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(1989 - $9,274) of premiumincone and $40, 740 (1989 - $5,426) of clains incurred.

| NCOVE TAXES

The provision for incone taxes in the consolidated statenments of earnings includes a
recovery of deferred incone taxes of $854 (1989 - $637). The provision for incone taxes
differs fromthe statutory marginal rate as certain sources of incone are exenpt from
tax or are taxed at other than the marginal rate.

A reconciliation of incone tax calculated at the statutory marginal tax rate with the
incone tax provision at the effective tax rate in the financial statements is
sunmmari zed bel ow

1990 1989
$ $
Provision for taxes at Canadi an
statutory margi nal incone tax It294 8, 508
Non-t axabl e capital gains (3,242) (2,282)
Non-t axabl e i nvest nent incone (1,201) (2, 260)
Equi ty earnings of associ ated
conpani es (2,949 (2,821)
Utilization of prior years' |ogs2s357) -
O her - net - 47

Provi sion for incone taxes at
effective rate 545 1,192
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STATUTORY REQUI REMENTS - | NSURANCE SUBSI DI ARl ES

Paynments of dividends by the conpany's insurance subsidiaries and affiliates are
governed by insurance statutes and regul ati ons.

CONTI NGENCI ES AND COWM TMENTS

Subsi di aries of the conpany are defendants in several danmage suits and have been naned
as third party in other suits. The uninsured exposure to the conpany is not consi dered
to be material.

The conpany has a joint and several agreenent with Agra Industries Limted to guarantee
a $6,000 (1989 - $6,000) | oan by the Al berta Qpportunity Conpany and a $5,500 (1989 -
Ni |) bank operating line of credit made to Carbovan. The conpany has al so guaranteed
repaynent of borrowed funds of Devel con Electronics Ltd. for $1,000 (1989 - $1, 000).
These guarantees are secured by certain assets of each of the investee conpanies.

OPERATI NG LEASES

Aggregate future commtnments at Decenber 31, 1990 under operating |eases relating to
prem ses, autonobiles and equi pnent for various ternms up to 10 years are as foll ows:

1991 $ 7,666
1992 6, 542
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1993 4, 898
1994 3,768
1995 2,342
Ther eaft er 3,841

$29, 057

EARNI NGS PER SHARE

Earni ngs per share on the consolidated statenents of earnings have been presented on
a fully diluted basis. Basic earnings per share are $2.99 for 1990 and $2.29 for
1989. The wei ghted average nunber of shares for 1990 was 7,524,283 (1989 - 7,712, 000)
on a fully diluted basis.

ACQUI SI TI ONS

On March 21, 1990 the conpany purchased Federated |nsurance Hol di ngs of Canada Ltd.
from Federated Mutual | nsurance Conpany of Owat onna, M nnesota. The purchase price of
$28.6 mllion for conmon equity of $27 mllion was paid with two 9.625% conti ngent
notes of $10.2 million each, maturing in five and ten years, and $8.2 nillion cash.
The notes are subject to reduction based on devel opnent of unpaid clains (note 8).
Federated | nsurance Hol di ngs of Canada Ltd. had $116 mllion in total assets and $89
mllion in total liabilities as at March 21, 1990. The excess of the purchase price
paid over the fair value of net assets acquired was allocated to provision for clains.
Federated is engaged in property and casualty and |life insurance business in Canada.
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On Novenber 14, 1990 t he conpany purchased Comonweal t h | nsurance Conpany of Vancouver,
British Col unbia from The Honme | nsurance Conpany, a subsidiary of AnBase Corporation,
for US $49.35 (Cdn $57.5) million. Conmonwealth I nsurance had $209.7 nmillion in total

assets, $141.9 mllion in total liabilities and $67.8 mllion in equity as at October
31, 1990. The excess of the fair value of net assets acquired over the purchase price
paid was allocated $5 mllion to investnents and $5.3 mllion to provision for clains.

Commonweal th is engaged in conmerci al property and oil and gas i nsurance i n Canada, the
United States and internationally, and commercial casualty insurance in Canada.

RELATED PARTY TRANSACTI ONS

During the year the conmpany and its subsidiaries purchased investnent counselling
services, in the normal course of business and on normal market terns, from Hanblin
Wat sa | nvestnent Counsel Ltd., a conpany in which an officer of the conpany has
significant interests. The cost of these services amunted to $784 in 1990 (1989 -
$801) .

SEGVENTED | NFORMATI ON

The conpany is a financial services hol di ng conmpany whi ch through its subsidiaries and
affiliates is engaged in the insurance of comrercial property, oil and gas, casualty
and life risks and the provision of clainms adjusting and apprai sal and | oss nanagenent
services in Canada and the United States.
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(a) | ndustry segnents

Cl ai s
Adj usting, Corporate and
Appr ai sal and Consol i dati on
| nsur ance Loss Managenent Adj ust ment s (onsol i dat ed
1990 1989 1990 1989 1990 1 9 8 9
1990 1989
($000) ($000) ($000) ($000) ($000) ( $000)

($000) ($000)

Revenue 101, 639 74,975 58, 449
1,365 195,430 125, 754
Equi ty earnings 4,533 7,240
1, 869 (917) 6, 657
Ear ni ngs before
i ncome taxes 12, 627 18, 076 5, 253
(3,717) 23, 238 19, 204
I dentifiable
assets 447, 590 154, 677 81, 449
52,443 542,124 248, 065

Depreci ati on and
anortization 7 346 987
555 1,414 2,149

255

49,414 3 5 ,

6, 367

4,845

40,945 1 3 ,

1, 148

342

4 4

5, 358

085

420
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| nt erest expense 256 309 668 363
7,930 4,482 8, 854 5,154

(b) Ceographic segnents

A majority of the conpany's earnings are derived fromoperations
which are located in Canada, with the exception of equity
earni ngs which are earned in the United States (F-M Acqui sition
Cor poration, Lindsey & Newsom Claim Services, Inc. and Vale
National Training Center, Inc. - note 3).
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February 14, 1991

AUDI TORS' REPORT TO THE SHAREHOLDERS

W have audited the consolidated balance sheets of Fairfax
Financial Holdings Limted as at Decenber 31, 1990 and 1989 and
the consolidated statenments of earnings, retained earnings and
changes in cash resources for the years then ended. These
financial statenents are the responsibility of the conpany's
managenment. Qur responsibility is to express an opi nion on these
financial statenents based on our audits.

We conducted our audits in accordance with generally accepted
audi ti ng standards. Those standards require that we plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material msstatenment. An audit
i ncludes examning, on a test basis, evidence supporting the
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amounts and disclosures in the financial statenents. An audit
al so includes assessing the accounting principles used and
significant estimates made by managenent, as well as eval uating
the overall financial statenment presentation.

In our opinion, these consolidated financial statenments present
fairly, in all material respects, the financial position of the
conpany as at Decenber 31, 1990 and 1989 and the results of its
operations and the changes inits financial position for the years
then ended in accordance with generally accepted accounting
principl es.

Coopers & Lybrand
Chartered Accountants
Toronto, Ontario
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February 14, 1991

REPORT OF THE PROPERTY- CASUALTY VALUATI ON ACTUARY

The Watt Conpany has made the valuation of the net clains
liabilities of the subsidiary general insurance conpanies of
Fairfax Financial Holdings Limted for Fairfax's consolidated
bal ance sheet at Decenber 31, 1990 and its consolidated incone
statenent for the year then ended, except for the Conmonwealth
| nsurance Conpany for which we have relied upon the val uati on nade
by Eckler Partners Limted. |In our opinion:

(1) the anmpbunt of claim liabilities in the consolidated
bal ance sheet makes proper provision for future paynents
under the subsidiary conpanies' policies for the net
retention on clains incurred prior to January 1, 1991; and
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(i) a proper charge on account of those liabilities has
been made in the consolidated incone statenent.

The Watt Conpany
Actuaries and Consul tants
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FAI RFAX | NSURANCE COVPANI ES
CONDENSED BALANCE SHEETS AS AT DECEMBER 31, 1990 AND

1989
(unaudi t ed)

1990 1989
($000) ($000)
ASSETS
Cash and short terminvestnents .................. 55, 982
13, 075
Accounts receivable ...... . . . . ... 75, 310
14, 405
| nconme taxes refundable ......... ... ... .. ... . ... ... 7,228
1,263

138, 520 28, 743

Portfolio i nvest nents
Bonds-at anprti zed cost

.......................... 168, 942
32, 497 Preferred stocks

-at cost ... 60, 295 31, 883
Conmon stocks - at cost ... . ... 63, 593
56, 269

Total portfolio

292,830 120, 649

Def erred prem umacquisition costs ............... 5, 505
876

Fi xed assets
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1, 861

O her asset S . ... 6, 894
2,548

TOTAL ASSETS 447,310 154, 677

LI ABI LI TI ES
Account s payabl e and

accrued liabilities ... ... ... . . . . . . . .. . .. ... .. 24, 432
9, 589
Premiumdeposits ......... . .. . .. 9,513
11, 293

33, 945 20, 882

Provision for clains ........... . . .. . . .. . ..., 217, 023
81,118

Unearned prem UnB . ... ...ttt e e e 52,719
12, 137

Deferred i NCOME taXesS . ... ... 6, 309
0

276,051 93, 255

SHAREHOLDERS' EQUI TY
Capital stock ........ . . . . .. 68, 209
14, 605
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Retained earnings . ........ .. ... ... 69, 385
25, 935

137,594 40, 540

TOTAL LI ABI LI TIES AND SHAREHOLDERS' EQUI TY 447,590 154,677

These statenents are straight additions of each insurance
conpany's financial statements and do not consider elimnating
entries or purchase adjustnments which are included in the
consol idated financial statenments of Fairfax Financial Holdings
Li mted.

FAI RFAX | NSURANCE COWPANI ES
CONDENSED STATEMENTS OF EARNI NGS
FOR THE YEARS ENDED DECEMBER 31, 1990 AND 1989
(unaudi t ed)

1990 1989
($000) ($000)
Revenue
Premuns earned ... ... ... .. . . . . .. 78, 427
40, 444
Interest and dividends ........... .. ... ... . . . . . ... 19, 290
9, 198
Real i zed gains on investnents .................... 1, 308

14, 506
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Equity earnings . ....... ... 4,533
7,240

QL her i NCOMB . ... (1, 919)
3, 587

101,639 74,975

Expenses
Losses on claims .......... .. ... 63, 986
40, 604
Qperating eXPensSesS .. ... e 19, 868
12,193
CoOMM SSI ONS .. .t e 5,158
4,102
89, 012 56, 899
Ear ni ngs before income taxes ........................ 12, 627
18,076
Provision for income taxes ...............c0 ... 1, 660
839
Net earni NQS ... . 14, 287

18, 915
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These statenments are straight additions of each insurance
conpany's financial statenents and do not consider elimnating
entries or purchase adjustnents which are included in the
consolidated financial statenents of Fairfax Financial Holdings
Limted.
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FAI RFAX W TH EQUI TY ACCOUNTI NG OF MORDEN & HELW G
CONSOLI DATED BALANCE SHEETS AS AT DECEMBER 31, 1990 AND 1989
(unaudi t ed)

1990 1989
($000) ($000)
ASSETS
Cash and short terminvestnents ................... 53, 796
13, 071
Accounts receivable ...... . . . . ... 75, 344
16, 312
| nconme taxes refundable ......... .. ... .. ... . ... ... 7,228
1,263
Prepai d expenses . ....... ... 5, 037
335

141, 405 30, 981

Portfolio i nvest nents

Bonds - at anmortized cost ............ . ... . . ... . ... 165, 942
32, 497
Preferred stocks - at cost ........................ 58, 295
31, 833
Conmon stocks - at coSt ......... ... ... 63, 075
55, 725

Tot al 287,312 120, 055
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| nvestment in Morden & Helw g 24, 304 14, 764
| nvestnents in associated conpanies ............... -
22, 360
Qher investments .......... ... .. .. 12,044
27,219
Def erred prem umacquisition costs ................ 5, 505
876
Fixed assets ......... .. 4,031
2,172
Qher assets ......... . e 9, 705
7,401
TOTAL ASSETS 484,306 225, 828
LI ABI LI TI ES
Bank indebtedness ......... ... .. .. .. ... L. 297
57
Short termborrowings ........... ... . ..o, 6, 761
Account s payabl e and accrued liabilities .......... 29, 237
10, 355
Premiumdeposits ......... .. 9, 513
11, 293

45, 808 21, 705

Provision for clainms .......... . . . . . . . . . . . . .. . . . ... 220, 602
81, 118 Unear ned prem uns

................................ 52,719 12, 137
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Contingent notes payable ......... ... .. .. .. ... .. ... 34,081

Longtermdebt ........ ... .. .. .. .. 24,779
14, 431

Subor di nat ed converti bl e debenture ................ 7,500
7,500

Deferred iNCONME taxes ......... ... 4,141
(1, 893)

SHAREHOLDERS' EQUI TY

Capital stock .......... . . . . . . . . 31,120
43,501
Retained earnings .............. .. 63, 556
47, 329

94,676 90, 830

TOTAL LI ABI LI TIES AND SHAREHOLDERS' EQUI TY 484, 306 225, 828

These statenments are disclosed to show the effect of accounting
for our 48% equity owned subsidiary, Mdirden & Helwig Goup Inc.,
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using the equity basis versus consolidation as used in the audited
financial statenents of Fairfax Financial Holdings Limted.
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MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF
FI NANCI AL CONDI TI ON AND RESULTS OF OPERATI ONS
(in 000s except per share anounts)

Sour ces of Revenues

Revenues reflected in the consolidated financial statenments
include premuns earned and investnent incone of the insurance
conpanies, clains fees from Mdorden & Helw g and gai ns on sal e of
associated conpanies and other mscellaneous incone. The
followi ng tabl e summari zes the total revenues derived fromthese

categories fromdate of acquisition for the past six years:

1990 1989 1 9 8 8
1987 1986 1985
Li nes of Business (000s) (000s) ( 000 s)
(000s) (000s) (000 s)
| nsur ance 101, 639 74, 975 88, 512
73,241 46, 515 16, 963
Cl ai ms adj usti ng 58, 449 49, 414 4 4 , 157
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39, 316 6, 850 0
Equity and OQther incone 35, 342 1, 365
414 368 0
195, 430 125, 754 133,

112,971 53, 733 16, 963

Sour ces of Net Earnings

The equity accounted F-M Acquisition resulted in significant
sources of incone, particularly in 1990 when our interest in F-M
Acqui sition was sold resulting in a gain on sale of $26,996

Sources of total net earnings on a pre-tax basis with the total

tax effect to the conpany and its consolidated subsidiaries shown

as a separate item were as follows for the past six years:

Sour ces of Net Earni ngs

1090{L) 1989 1.9 8 8
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1987
(000s)
(000s)
| nsur ance 3, 885

9,594 (1,122)
Equity accounted

i nsur ance 31, 530
0
Total insurance 35, 415
(1,122)
Cl ai ns adj usti ng 1, 688
0
| nvest nent banki ng (6,370)
0
I nterest and corporate
expenses (11, 160)
(1, 668)
Net realized investnent gains 2,278
952 459
Net earni ngs before taxes 21, 851
10, 732 (940)
Provi sion for incone taxes 545

4,184 (30)

1986 1985
(000s) ( 000 s)
(000s) ( 000 s)
(3, 370) 6,468 8,539
7.240 6,729 18 0
3,870 13,197 8,557 9,594
1,543 1,454 5,849 539
(1, 439) 0 0
0
(1, 499) (2, 799)
(353) (277)
15,458 7,802 9, 159
17,933 19,654 21, 897
1,192 5,297 5,878
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Net earni ngs 21, 306 16, 741 14,357 16,019 6, 548

(910)

(1) I'n 1990 i nsurance i ncone includes an i nvestment reserve of
| osses, investnent banking results include a provision for
Carbovan Inc. of $5 mllion, and interest and corporate

expenses include a general provision of $5 mllion.

Results of Operations 1990/ 89

Total revenue of $195.4 mllion increased $69.6 mllion or 55%
over 1989 revenue of $125.8 nillion. Net earnings were $21.3
mllion or $2.92 per share fully diluted, $4.6 million or 67¢ per
share higher than 1989 earnings of $16.7 mllion or $2.25 per

share. In 1990 net earnings included a non-recurring itemof $27
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mllion related to a gain on sale of an associ ated conpany, F M

Acqui si tion Corporation.

The property and casualty insurance environnent in general
experienced anot her year of poor underwiting results. Fairfax's
i nsurance subsidiaries recorded underwiting |osses of $12.4

mllion in 1990 conpared to | osses of $11.9 million in 1989.

Despite this adverse operating environnment, the conpany achieved
a satisfactory return on equity of 23% conpared to 20.3% | ast

year.

Real i zed gains on the disposal of portfolio securities in 1990
totalled $2.3 nmillion, a $13.2 mllion or 85% decrease fromthe

$15.5 million of gains in 1989. At Decenber 31, 1990 the Fairfax
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investnment portfolio had an wunrealized loss of $34 nillion
conpared to an unrealized loss of $1.1 mllion at Decenber 31,

1989. As of March 5, 1991 this had decreased to $16 m |l i on.

I ndividually the subsidiary conpanies perfornmed satisfactorily
with the exception of Markel Insurance which had an unacceptabl e

underwriting loss of $8.3 million due primarily to surety | osses.

I nterest expense increased in 1990 to $8.9 mllion from $5.2
mllion as a result of financing the Federated Insurance and
Commonweal th I nsurance acquisitions. The effective tax rate of
2.3%in 1990 is lower than the 1989 rate of 6.2% because of the
utilization of current year tax | osses and prior years' tax |oss
carry forwards. The amount of |oss carry forwards renaining at

Decenber 31, 1990 is not significant.
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Results of Operations 1989/1988

Total revenue of $125.8 million was $7.8 mllion or 6%/ ower than
1988 revenue of $133.6 nmillion. Net earnings were $16.7 nmillion
or $2.25 per share conpared with 1988 net earnings of $14.4
mllion, an increase of $2.3 mllion or 16% and 31¢ per share.
The conpany achieved a satisfactory net incone and a return on

average equity of 20.3% conpared with 21.2% in 1988.

Mar kel I nsurance incurred an underwriting loss of $14 million in
1989, conpared to a $1 million loss in 1988, due nmainly to surety

| osses.

Real i zed gains on the disposal of portfolio securities in 1989
totalled $15.5 million, a $7.7 mllion or 99% i ncrease over the

$7.8 mllion of gains in 1988. At Decenber 31, 1989 the Fairfax
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investnent portfolio had an unrealized loss of $1.1 mllion
conpared with an unrealized gain of $5.2 mllion at Decenber 31,

1988.

I nterest expense increased to $5.2 mllion from $2.2 nillion in
1988 as a result of financing the Wal wn purchase and the other
i nvest ment banking projects. The effective tax rate of 6.2% in
1989 was significantly lower than in 1988 as certain sources of
income were exenpt from tax or were taxed at other than the

mar gi nal rate.

| nsur ance Oper ations

I nsurance Prem uns Earned and |Insurance Underwriting Gain (Loss)
Rat i os

Net prem uns witten and earned and the | oss, expense and conbi ned
ratios for the past six years have been as foll ows:
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NET PREM UVS
------------------- RATIOS-------- e e - -
Witten Ear ned Losses Expenses
Conbi ned
(000s) (000s) % % %
1985 23, 415 14, 049 96 30
126
1986 55, 992 40, 885 72 23 95
1987 71, 378 62,012 73 25
98
1988 68, 224 66, 265 73 19
92
1989 35, 477 40, 444 100 40 140
1990 91, 487 78, 427 82 31
113

The conbi ned | oss and expense ratio is the traditional neasure of
underwriting results of property and casualty conpanies. In any
year when the ratio exceeds 100, it generally indicates that

unprofitabl e business has been underwitten.

The follow ng table sets forth the net premuns witten and ear ned
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by the insurance conpanies in each of the past three years.
Feder at ed and Commonweal th were not included in the consolidated

financial statenents until their respective dates of acquisition.

1990 1989 1988
(000s) (000s) (000s)
Qper ati onal area
Commer ci al aut o, 1
general liability (D Witten 15, 654 28, 795
41, 677
Ear ned 19, 938 31, 980 42,006
Far m and r?E?surance
run off </ ... . ... .... Witten 10, 393 6, 682
26, 547
Ear ned 10, 287 8, 464 24, 259
Direct commercial |ines (3) Witten 40, 012 -
Ear ned 40, 858 - -

Commerci al prop rSy
and casualty Y7/ ....... Witten 25, 428 -
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Ear ned 7, 344 - -
Totals ............... Witten 91, 487 35,477

68, 224

Ear ned 78, 427 40, 444 66, 265

(1) Markel Insurance Conpany of Canada Limted

(2) Oter Dorchester Insurance Conpany, Chequers I|nsurance
Conmpany and Wentworth | nsurance Conpany (Barbados)

(3) Federated Insurance Conpany of Canada and Federated Life
| nsurance Conpany of Canada

(4) Commonweal th | nsurance Conpany

The total underwiting profit (loss) for the insurance conpanies
for the past three years is shown in the follow ng table:

1990 1989 1988

(000s) (000s) (000s)

Commerci al auto, general liability .... (8, 708)
(96) ( 1,172

Farm and rei nsurance run off .......... (23 4)
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(1, 049) ( 822)
Direct comercial lines ............... (2, 47 2)
Commerci al property and casualty ...... (1, 997)

(12, 598) (11, 915)
350

| nvest nent Banki ng

Qur investnment banking division has participated in three
proj ects, being Mdland Walwn Inc., a stock brokerage firm the
Car bovan I nc. project, a vanadi umproduct manufacturer and Fairfax

Realty Inc.'s real estate investnent.

Ef fective May 31, 1990 Walwn Inc. amal gamated with M dl and

Doherty Financial Corporation resulting in a dilution of our
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interest in the new Mdland Valwn Inc. to 18.9% on a fully
di l uted basis. Therefore, in March we changed our accounting
policy for the Mdland Walwn investnent to cost from equity
basi s. In Decenber 1990 Confederation Life entered into an
agreenent with Fairfax whereby they woul d exchange the $10 million
debenture payable by Faircross, a subsidiary of Fairfax, to
Confederation Life for the 1,048,942 M dl and Wal wn shares hel d by
Faircross. This transaction was recorded in the financial
statenents as of Decenber 31, 1990, and there was no material
effect on profit in the last quarter of 1990 as we had previously

witten off our investnent in Faircross.

The Carbovan Inc. vanadi um manufacturing project continued to
experience difficulty in 1990. This project is equity accounted

and our investnent has been witten off. There are two guarant ees
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into which Fairfax has entered with Agra Industries, of which

Fairfax's portion is $5.8 mllion. It is expected that this
project will be sold, and proceeds will be used to reduce bank
| oans.

| nvest nent banking's third project, Fairfax Realty Inc., is a real

estate hol di ng conpany whose main project is the redevel opnent of
Village Square, a Calgary shopping mall. The renovations are
conpleted and the project will be fully leased in 1991. W are in
the process of refinancing the property during this period of

| ower interest rates.

| nvestment banking's future objectives are to oversee the
managenment of the remai ning projects. There are no intentions to

add any new projects in the future.

89



Mar

28

| nterest and Dividend | ncone

The mpjority of interest and dividend incone is earned by the
i nsurance conpanies. The continuing growh in this category of
inconme was the result of increased investnments. The Commonweal th
and Federated acquisitions added $129,751 and $100, 837
respectively to the investnent portfolio at the end of 1990. The
Commonweal th portfolio was acquired in Novenber 1990, therefore

i nterest and dividend i ncone was included for two nonths only in

1990.
Aver age Il nt er e s t a nd
Aver age
| nvest ments Dividend Per Cent
at cost | ncone Ear ned
1985 29, 060 2, 455

8. 45
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1986 64, 181 4,678
7.29
1987 109, 825 8,042
7.32
1988 130, 782 8,922
6. 82
1989 135, 703 11, 628
8. 57
1990 237, 868 20, 704
8.70

The average per cent earned declined in 1988 as a result of the
increase in that year in the average investnents in preferred and
common stock relative to the average investnment in bonds. The
converse was true in 1989 and 1990: the incone yield on bonds
tends to exceed that on stocks. Investnents for the past six years
are categorized in the following table, at the average of their

carrying values at the beginning and end of each year:

Cash and
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Short Term
| nvest ments Bonds Preferreds Comon
Tot al
1985 10, 526 15, 388 732 2,414 29, 060
1986 16, 605 24,523 7,979 15, 074 64, 181
1987 28, 025 26, 242 16, 516 39, 042 109, 825
1988 29, 843 23,575 25,191 52,173 130, 782
1989 20, 623 28, 528 32,212 54, 340 135, 703
1990 33, 596 99, 220 45, 652 59, 400 237, 868

Return on Investnent Portfolio

The following table shows the performance of the investnent
portfolio for the past six years. The total return includes al

interest and dividend incone, realized gains on the disposal of
securities and the change in the unrealized gains (losses) during

t he year.

Change in Tot al
Aver age Di vi dends Unreal i zed Ret urn
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Investnents and Interest Realized Gai ns on Aver age

Per cent age
at cost Ear ned Gai ns (1 osses) | nvest ment

Ret urn
1985 29, 060 2, 455 459 878 3,792

13%
1986 64, 181 4,678 952 (352) 5,278 8%
1987 109, 825 8, 042 9, 159 (7,976) 9, 225 8%
1988 130, 782 8,922 7, 802 12,131 28, 855 22%
1989 135,703 11, 628 15, 458 (6,272) 20, 814 15%

1990 237,868 20, 704 2,278  (32,943) (9, 961) (4%

The conpany expects continuing fluctuations in the stock market
and continues to maintain its long termval ue oriented investnent

phi | osophy.

Liquidity
The normal cash requirenments of the conpany continue to be covered
by internally generated funds. A mmjor source of funds is the

paynment of di vi dends by the conpany's i nsurance subsidiaries which
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are governed by insurance statutes and regul ations. The tota
all omabl e dividend available to Fairfax in 1991 exceeds $10
mllion. The consolidated statenent of changes in cash resources
(cash and short terminvestnents | ess bank i ndebt edness and short
term borrowings) lists the cash resources provided by or used in
operating, investnent and financing activities. Cash resources
increased by $24 nillion to $33 nmillion in 1990. The main
objective of the conmpany in 1991 is to reduce the total debt

out st andi ng.

O the total bank indebtedness and short term borrow ngs of $21
mllion, Morden & Hel wig, a 48%owned subsidiary has a $14 mllion
debt obligation. Mrden & Helwi g's portion of the |ong term debt
of $34 millionis $9 mllion. Fairfax has the flexibility to use

U.S. dollar denomnated loans to finance its operations. As at
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Decenber 31, 1990 the short term debt obligation of Fairfax of
$6.7 mllion was conposed of a US $5.8 million denoni nated | oan
wi th an average annual interest rate of 10.5% Fairfax is also
responsi ble for long termdebt of $25 mllion, under a revolving
credit facility due April 27, 1994 consisting of I|ibor |oans

totalling US $21 million with an average interest rate of 9.3%

The conti ngent notes payabl e consisted of two $10.2 mIlion 9.625%
not es payable to Federated Miutual |nsurance Conpany of Owatonna,
M nnesota, which are subject to reduction based on devel opnent of
unpaid cl ai ns. Also included is US $11.5 mllion payable to
Mar kel Corporation relating to the sale of F-M Acquisition. This
payable can be offset by a note receivable contingent on F-M
Acquisition's US $162 nmillion investnment portfolio recovering in

mar ket val ue by US $23 million. As of March 8, 1991 the portfolio
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val ue had recovered to the extent that the val ue of the contingent
note receivable was US $9 million. This receivable had not been

recorded in our books in 1990.

During 1990 | ong termdebt increased by $20 nmillion and conti ngent
and other notes payable increased by $34 nillion. This was a
result of purchasing two insurance conpanies, Comobnweal th and
Federated, and the remai ning one-half interest in Lindsey & Newsom
by Mrden & Helw g. The parent conpany had a $30 nillion
revolving line of credit of which $24.8 nmillion was used and $3
mllion allocated to letters of credit outstanding. There was
also a $9 mllion line of credit due June 30, 1991, of which $6.7

mllion was utilized at year-end.

Capital Resources
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Since the total debt to equity ratio of 0.87:1, up fromO0.2:1 in
1989, is higher than in past years, our main objective for 1991 is
to reduce total debt outstanding so that we can take advant age of
future opportunities. At the Fairfax entity |level, cash flows are
dependent on its insurance conpanies' ability to pay dividends.
O her investnents nmade by the entity will be sold during 1991 with
t he proceeds applied to outstandi ng debt. The conpany believes it
isin a position to neet all expected cash requirenments with its

exi sting resources.

A significant event in 1990 was the cancellation of 1,839,403
subordinate voting shares of Fairfax through the sale of F-M
Acqui sition and through an issuer bid on The Toronto Stock
Exchange. The cancell ation represented 25% of the outstanding

shares of the conpany. The 1,650,505 shares cancelled in respect
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of the F-Mtransaction were valued at $9 per share based on the

tradi ng value on the date the transaction was conpl et ed.

D vestiture

During 1990 the conpany sold its 47.5% conmmon and its 62.5%
preferred share interest in F-M Acquisition Corporation with a
carrying value of $34.7 million to Markel Corporation of Ri chnond,
Virginia. The sale resulted in a $27 mllion gain. A further US
$11.5 mllion of proceeds is contingent upon the recovery of F-M s
i nvestnent portfolio by US $23 nmillion within the next 2.5 years.
Taxes payable relating to the gain on sale were mninmal due to
prior and current year tax | osses available. As of March 8, 1991
the portfolio value had recovered to the extent that the val ue of
t he contingent note receivable was US $9 million. W expect that

the portfolio wll fully recover and at that tinme the contingent

98



Mar

28

proceeds will be recognized in the inconme statenent.

Acqui si tions

As discussed in note 18 of our financial statenents we nmade two
significant acquisitions during 1990. Federated Mitual |nsurance
Conmpany of Owatonna, Mnnesota sold us its Canadian branch
operations including Federated |Insurance Hol di ngs of Canada Ltd.
and its subsidiaries, Federated Insurance Conpany of Canada, a
property and casualty i nsurer and Federated Life | nsurance Conpany
of Canada, a life insurer. W paid a total of $28.6 mllion
consi sting of two 9.625% conti ngent notes of $10.2 million each,
maturing on March 21, 1995 and March 21, 2000 and $8.2 million
cash. The notes are subject to reduction, based on devel opnent of
unpaid clains. At the date of purchase, Federated I|nsurance

Hol di ngs of Canada Ltd. had $116 mllion in total assets, $89
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mllionintotal liabilities and $27 million of common equity. As
at Decenber 31, 1989 t he conpany had an unrecorded pensi on surpl us
of $3 million and unused i ncone tax deductions of $6 mllion which
are avail abl e for offset agai nst taxable inconme in the future. W
believe that this was a good opportunity for our conpany to expand

at an attractive price of 0.9 tines the adjusted book val ue.

On Novenber 14, 1990 t he conpany purchased Commonweal t h | nsurance
Conpany of Vancouver, British Col unbia fromHone | nsurance Conpany
for US $49.35 (Cdn $57.5) million. Commonweal th wrote $141
mllion in gross premuns in 1990. The conpany is engaged in
comrercial property and oil and gas insurance in Canada, the
United States and internationally, and comercial casualty

i nsurance in Canada. The price paid was 0.8 tines book val ue.
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During Decenber 1990 the conpany's 48% owned clains adjusting
subsidiary, Mrden & Helw g, acquired the remaining 50% comon
share interest in Lindsey & Newsom Cl aim Services, Inc. and the
remai ni ng 51.5% comon share interest in Vale National Training
Center, Inc., both of Tyler, Texas. The purchase price of the
remai ning i nterest was identical to the original purchase price of
the initial purchase three years ago. These acquisitions are a
strategic addition which has expanded the Mrden & Helwi g G oup
from147 offices in Canada in 1989 to 342 offices internationally
at the end of 1990. Total conbined revenues for 1990 woul d have
been $117 mllion if the conpanies had been consolidated at the
begi nni ng of the year versus $58 mllion recorded i n our financial

statenents.

The consolidation of Lindsey & Newsom and Vale, plus the prices
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paid for these conpanies, has resulted in goodw Il increasing on
our consolidated balance sheet by $19 mllion. Thi s goodw | |

anount is consistent wwth the goodw Il that would arise with the
purchase of any service business of this size. W feel that the
price paid was appropriate and will allow us the opportunity to

build a stronger and nore profitabl e international clains conpany.

Ri sks

The two major risks or wunknowns facing the conpany are the
volatility of the insurance cycle and the stock market. In the
short termat |east the conpany does not expect an inprovenent in
the insurance marketplace. In Ontario, the government s
consi dering t he privatization of aut onobi | e i nsur ance.
Privatization would likely result in the loss of $15 million in

premuns witten by Federated, Chequers and Markel |nsurance
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conpani es. The conpany expects continuiung fluctuations in the
stock market as evidenced by the significant increases from
Decenber 31, 1990. As a result the unrealized |osses on our
i nvestment portfolio have decreased to approximately $16 mllion
as at March 5, 1991. W continue to be long termvalue oriented

i nvestors.

A reader of this Managenent Di scussion and Anal ysis should revi ew
the entire annual report for additional commentary and

i nf or mati on.
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CONSOLI DATED FI NANCI AL SUMMARY ($000 except per share anounts)

104

For the years ended Decenber 31

1990 1989 1988 1987 1986 1985 1984
1983 1982 1981
REVENUES
Prem uns ear ned 78,427 40,444 66,265 62,012 40,885 14,049 16,616
19, 621 14,443 10, 676
Cl ains fees 58,281 49,092 43,349 33,529 6,850 - -
| nt erest and di vi dends 20,704 11,628 8,922 8,042 4,678 2,455 2,337
2,009 2,198 2,421
Real i zed gai ns on investnens278 15,458 7,802 9, 159 952 459 25
215 (66) (276)
Equi ty earni ngs 6,657 6,367 6,729 18 - - -
Gt her i ncone 2,087 2,765 582 211 368 - -
Gain on sale of associated
conpany 26, 996 - - - - - -
TOTAL REVENUES 195, 430 125, 754 133, 649 112,971 53,733 16,963 18,978

21, 845 16, 575

12, 821
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EARNI NGS
Ear ni ngs before incone taxe@s, 238 19,204 21,324 18,203 9,085 (880) (4, 854)
308 476 (814)
Extraordinary itens - - - 1,700 1,711 - -
NET EARNI NGS 21,306 16,741 14,357 16,019 6,548 (910) (4, 775)
280 218 (326)
TOTAL ASSETS 542,124 248, 065 246, 786 185, 413 129, 845 41,477 31, 401
32,325 28,739 29,351
CASH AND | NVESTMENTS 341,877 133, 858 137,548 124,016 95,633 32,728 25, 391
24,218 20, 337 22, 265
DEBT 80,385 14,431 22,061 3,067 3,000 - 1, 000
300 800 -
SHAREHOLDERS' EQUI TY 94,676 90,830 74,176 61,048 41,275 10,379 2,287
7,062 6,782 6,565
NUMBER OF SHARES
- FULLY DI LUTED 7,524 7,712 7,718 7,336 7,007 5,000 616
616 616 616
RETURN ON AVERAGE
SHAREHOLDER S EQUI TY 23.0% 20.3% 21.2% 31.3% 25.4% - -

4. 1% 3. 3% -
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PER COVMON SHARE
Net earnings - fully diluted2.92

0. 45 0.35
Shar ehol ders' equity 17. 29
11. 46 11.01

2.25
(0. 53)
12. 41
10. 66

1.94

10. 13

2.

8.

23

32

1.35 (1.89)

5.

89

2.

08

(7.75)

3.

71
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Directors of the Conpany

| = H Anthony Arrell
Presi dent, LaucamHol di ngs Limted

W nsl ow W Bennett
Presi dent, Wnwood Hol di ngs Ltd.

John Puddi ngt on
Pr esi dent, Trucena | nvest nent s
Limted

* Robbert Hartog
Presi dent, Robhar | nvestnents Ltd.

| =+ Steven A. Markel

Executive Vice Pr esi dent and
Tr easur er,

Mar kel Cor porati on

Kenneth R Pol | ey

Pr esi dent and Chi ef Executive
O ficer,

Morden & Helwi g G oup, Inc.

* V. Prem Wat sa
Chai rman of the Board and
Chi ef Executive Oficer

* Audit Comm ttee Menber
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| = Investnment Conm ttee Menber

Oper ati ng Managenent

John B. O Watson

Pr esi dent

COMWONWEALTH | NSURANCE COMPANY

John Pai sl ey

Pr esi dent

FEDERATED | NSURANCE COMPANY OF CANADA
and

FEDERATED LI FE | NSURANCE COVPANY OF
CANADA

Wlliam$S. G ant
Pr esi dent
MARKEL | NSURANCE COVPANY OF CANADA

J. Paul T. Fink
Pr esi dent
FAI RBRI DGE | NC.

Kenneth R Pol | ey
Pr esi dent
MORDEN & HELW G GROUP | NC.
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O ficers of the Conpany

Brenda Adans
Cor porate Secretary

WIlliam R Andrus
Vi ce President, Corporate Devel opnent

J. Paul T. Fink
Vi ce President, |nvestnment Banking

Mar k Hei nt znan
Controller

Eric P. Sal sberg
Vice President, Corporate Affairs

John C. Var nel
Chief Financial Oficer

V. Prem Wat sa
Chai rman and Chi ef Executive O ficer
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Head O fice

95 Wellington Street West
Suite 800

Toronto, Ontario MbJ 2N/
Tel ephone (416) 367-4941

| nvest or cont act:
John C. Varnell,
Chief Financial Oficer

Transfer Agent and Regi strar
The Royal Trust Conpany

Share Listing
Toronto Stock Exchange
Exchange Synbol FFH
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General Counsel
Tory, Tory, DesLauriers & Binnington

Audi tors
Coopers & Lybrand

Annual Meeting

The annual neeting of sharehol ders of
Fai rfax Financial Holdings Limted
will be held on Wednesday, May 8, 1991
at 4.30 p.m at The Toronto Stock
Exchange
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