
THIRD AVENUE VALUE FUND

THIRD AVENUE SMALL-CAP VALUE FUND

THIRD AVENUE REAL ESTATE VALUE FUND

THIRD AVENUE INTERNATIONAL VALUE FUND

LETTERS TO OUR SHAREHOLDERS
Third Quarter Commentary

July 31, 2003



THE INFORMATION IN THESE PORTFOLIO MANAGER LETTERS REPRESENTS THE OPINIONS OF THE
INDIVIDUAL PORTFOLIO MANAGER AND IS NOT INTENDED TO BE A FORECAST OF FUTURE EVENTS, 
A GUARANTEE OF FUTURE RESULTS OR INVESTMENT ADVICE. VIEWS EXPRESSED ARE THOSE OF THE 
PORTFOLIO MANAGER AND MAY DIFFER FROM THOSE OF OTHER PORTFOLIO MANAGERS OR OF THE FIRM AS
A WHOLE. ALSO, PLEASE NOTE THAT ANY DISCUSSION OF THE FUNDS’ HOLDINGS, THE FUNDS’ PERFORM-
ANCE, AND THE PORTFOLIO MANAGERS’ VIEWS ARE AS OF JULY 31, 2003, AND ARE SUBJECT TO CHANGE.
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Dear Fellow Shareholders:

At July 31, 2003, the unaudited net asset value attribut-
able to the 70,959,883 common shares outstanding of
the Third Avenue Value Fund (“TAVF,” “Third Avenue,”
or the “Fund”) was $35.47 per share.  This compares
with an unaudited net asset value at April 30, 2003 of
$31.10 per share and an unaudited net asset value at July
31, 2002 of $31.31 per share, adjusted for a subsequent
distribution.  At September 3, 2003, the unaudited net
asset value was $38.10 per share.

QUARTERLY ACTIVITY
During the July quarter, the Fund established three new
positions, reduced four positions and eliminated three
positions.  The Mirant Americas Generation LLC Senior
Unsecured Notes (“MAGI Seniors”) were acquired at a
price of $61.25 just prior to MAGI filing for Chapter 11
relief.  The odds seem good that the issue will receive a
reorganization value of close to 100 when MAGI
emerges from bankruptcy in a year or so. Canary Wharf
is a large office complex located in London.  TAVF was
able to acquire a small position in Canary Wharf
Common at a price that seems to represent a substantial
discount from underlying value.  Sankyo, the second
largest pharmaceutical company in Japan, is extremely
well financed.  Sankyo Common appears to be one of the

MARTIN J. WHITMAN
CO-CHIEF INVESTMENT OFFICER

& PORTFOLIO MANAGER OF

THIRD AVENUE VALUE FUND

cheapest pharmaceutical common stocks available based
on the company’s long-term potential and present asset
value, albeit that Sankyo’s near-term operating outlook
seems clouded.

The Fund took profits on a portion of its position in
Century Bank Debt.  Century is a subsidiary of Adelphia
Communications (“Adelphia”).  Adelphia creditors have
brought suit claiming that, because banks allowed a co-
mingling of funds between Adelphia and the Rigas fam-
ily which controlled Adelphia, the Century Bank Debt
should be equitably subordinated to Adelphia creditors.
It is hard for TAVF to assess the merits of the allegations
put forward by the Adelphia Creditors.  If sustained,
Century Bank Debt might have very little value in a
Chapter 11 reorganization.  So the Fund lightened up on
its Century Bank debt position at a price of a little over
85.  Electroglas has been just about the most disappoint-
ing performer as a business among all the companies
which were put into TAVF’s semiconductor equipment
sub portfolio, starting in 1997.  Third Avenue has been
realizing losses as it sells its position in Electroglas
Common.  It appears probable that the United States res-
idential mortgage refinancing boom is coming to an
abrupt end.  Therefore, the Fund realized profits by
reducing its positions in First American Common and
Stewart Common, two companies which are leaders in
the Title Insurance industry.

Rightly or wrongly, TAVF management has lost confi-
dence in Aquila management.  Thus, positions in Aquila
Seniors and Aquila Common were eliminated.
Allegheny Common was also eliminated because
Allegheny appears to lack a strong balance sheet.

Principal Amount or
Number of Shares New Positions Acquired

$10,000,000 Mirant Americas Generation LLC
Senior Unsecured Notes 
(“MAGI Seniors”)



Principal Amount or
Number of Shares New Positions Acquired

336,950 shares Canary Wharf Group plc
Common Stock 
(“Canary Wharf Common”)

500,000 shares Sankyo Co. Limited Common Stock
(“Sankyo Common”)

Positions Reduced

$11,000,000 Century Cable Bank Debt
(“Century Bank Debt”)

1,609,700 shares Electroglas, Inc. Common Stock
(“Electroglas Common”)

1,000,000 shares First American Corp. Common Stock
(“First American Common”)

341,915 shares Stewart Information Services Corp.
Common Stock
(“Stewart Common”)

Positions Eliminated

$500,000 Aquila, Inc. Senior Unsecured Notes 
(“Aquila Seniors”)

485,000 shares Allegheny Energy, Inc. Common Stock
(“Allegheny Common”)

2,337,600 shares Aquila, Inc. Common Stock
(“Aquila Common”)

THE UNIMPORTANCE, AND THE IMPORTANCE, OF BOOK VALUE
There are two separate, and distinct, ways of analyzing a
security.  The first involves trying to predict the prices at
which a common stock will sell in the immediate future,
whether that immediate future is tomorrow, next week,
next month, three months from now, or a year ahead.
The focus here is on the trading environment; in the
words of John Maynard Keynes, trying to fathom what
will be “the average opinion of the average opinion.”
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The second approach focuses solely on trying to under-
stand a business and the securities issued by that business,
either credit instruments, equities, or both.  The Fund
uses only this second approach, and TAVF analyses
involve concentrating on underlying factors, both quali-
tative and quantitative.  No attempts are made to predict
what near-term market prices will be except for the occa-
sional risk arbitrage investment, such as USG Senior
Credits.  (Risk arbitrage exists where there ought to be a
relatively determinate workout in a relatively determinate
period of time.)

Most people, including most fund managers, focus
strictly on the trading environment.  Here, insofar as
company results are analyzed, book value (i.e., net asset
value per share computed in accordance with Generally
Accepted Accounting Principles [“GAAP”]) is usually
ignored in almost all analyses of companies other than
financial institutions and regulated utilities.  Put simply,
there exists in the trading environment a Primacy of the
Income Account.  Near-term common stock prices are
going to be influenced mightily by what reported future
income account flows will be, whether those flows are
cash flows from operations or earnings from operations
computed in accordance with GAAP.  (Earnings are
defined as those operating activities which result in the
creation of wealth for companies and/or stockholders,
while the company involved consumes cash).  Changes in
book value can pretty much be ignored in this trading
environment simply because book value is unlikely to
influence where a common stock will sell in the immedi-
ate future.  As Graham, Dodd and Cottle point out in
the 1962 edition of Security Analysis on Page 217, “There
is good reason for not taking the asset-value factor seri-
ously.  The average market price of a common stock
depends chiefly on the earning power and the dividend
payments.”

Indeed, for the vast majority of common stocks, Ben
Graham looked at book value only as an anchor to wind-



ward, a hedge against being wrong about earning power
and dividend payments.  Ben Graham never seemed to
recognize that book value could be one tool to help an
analyst forecast future earning power and dividend pay-
ing ability.  As Graham states on Page 103 of the 1973
edition of The Intelligent Investor, we are led “to a con-
clusion of practical importance to the conservative
investor in common stocks.  If he is to pay some special
attention to the selection of his portfolio, it might be best
for him to concentrate on issues selling at reasonably
close approximations to their tangible-asset value–say, at
not more than one third above that figure.”

Thus, it is prudent, valid and appropriate to state that in
the trading environment, book value is relatively unim-
portant, insignificant most of the time compared with
flows from operations, whether cash flows or earnings
flows.  “A Primacy of the Trading Environment” view has
been adopted not only by most money managers, but
also by most academics, by all television financial com-
mentators and by many securities regulators, including
the Securities and Exchange Commission (“SEC”).

However, if one’s goal is to understand a business, the
securities issued by that business, and that business’ long-
term outlook, a balanced approach is needed.  Here,
there exists no Primacy of the Income Account and cer-
tainly no Primacy of the Trading Environment.  Where a
business and its securities are being analyzed in depth,
book value is as equally important, or unimportant, as
reported earnings.  There exists an accounting cycle, and
every accounting number, say earnings per share, is
derived from, modified by, and a function of, other
accounting numbers, say book value for one.  In fact, for
most companies, the largest single component of book
value is retained earnings, i.e., historic net income not
paid out as dividends.  

Modern Capital Theory (“MCT”) describes only the
trading environment and misses completely the need for
a balanced approach to understand almost any business
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enterprise.  At best, MCT is involved with only half a
loaf:  100% weight to flows and 0% weight to the
amount of net wealth existing on corporate balance
sheets.  Neither of the leading texts, Principles of
Corporate Finance by Brealey and Myers, nor Corporate
Finance by Ross, Westerfeld and Jaffe, contain more than
a passing mention of net asset values, or book values, in
their volumes, which together, are almost 2,000 pages
long.  As Brealey and Myers state on Page 119 of their
7th edition, “Only Cash Flow is Relevant.”

The elementary fact of life when it comes to understand-
ing a business is that corporate economic earnings, or
cash flows, are valuable only insofar as they either
enhance the wealth of a company, both qualitatively and
quantitatively, or are available for distribution to securi-
ties holders.  On the other hand, corporate asset values
are valuable only insofar as they can be used in order to
enhance future corporate cash flows and economic earn-
ings, both qualitatively and quantitatively, or to enhance
returns to corporate securities holders.  Economic earn-
ings for a corporation can consist of many things other
than earnings, or cash flows, from operations.  These
other things encompass all the activities which create
realized appreciation, unrealized appreciation (which is,
of course, generally untaxed and not generally reflected
in book value), as well as financing, and refinancing,
opportunities.

Most businessmen, and businesses, have as their primary
goal the creation of wealth rather than the creation of
income.  In this sense they are exactly like Outside
Passive Minority Investors (“OPMIs”) who seek to max-
imize risk adjusted total returns rather than to maximize
income from dividends and interest.  Given a choice,
most businessmen would prefer to create wealth in the
most tax-advantaged manner which means striving for
realized appreciation, unrealized appreciation, and
financing opportunities, rather than having operating,
and therefore taxable, earnings.  This desire to create
wealth by means other than enjoying operating earnings
is mitigated by a number of factors.  One, many busi-
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Dear Fellow Shareholders:

At July 31, 2003, the end of the fiscal third quarter, the
unaudited net asset value attributable to the 29,053,224
common shares outstanding of the Third Avenue Small-
Cap Value Fund (“Small-Cap Value” or the “Fund”) was
$15.87 per share, compared with the Fund’s unaudited
net asset value of $13.78 per share at April 30, 2003, and
an unaudited net asset value at July 31, 2002 of $13.89
per share, adjusted for a subsequent distribution. At
September 3, 2003, the unaudited net asset value was
$17.03 per share.

QUARTERLY ACTIVITY
During the quarter, Small-Cap Value established three
new positions, added to three of its 67 existing positions,
eliminated three positions and reduced its holdings in 19
companies. At July 31, 2003, Small-Cap Value held posi-
tions in 67 companies, the top 10 positions of which
accounted for approximately 26% of the Fund’s net
assets. 

Number of Shares
or Units New Positions Acquired

93,500 shares AMN Healthcare Services, Inc.
Common Stock 
(“AMN Common”)

50,000 shares Cross Country Healthcare, Inc.
Common Stock 
(“Cross Country Common”)

213,400 units Fording Canadian Coal Trust Units
(“Fording Units”)

Increases in Existing Positions
322,800 units SFK Pulp Fund Units 

(“SFK Units”)
75,000 units TimberWest Forest Corp Units

(“TimberWest Units”)
81,400 units Willbros Group, Inc.

Common Stock
(“Willbros Common”)

Decreases in Existing Positions
67,100 shares American Power Conversion Corp. 

Common Stock 
(“American Power Common”)

29,000 shares Arch Capital Group, Ltd. 
Common Stock
(“Arch Capital Common”)

62,900 shares Brascan Corp. Class A Common Stock
(“Brascan Common”)

Third Avenue Small-Cap Value Fund

CURTIS R. JENSEN
CO-CHIEF INVESTMENT OFFICER &
PORTFOLIO MANAGER OF THIRD AVENUE

SMALL-CAP VALUE FUND
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Number of Shares Decreases in Existing Positions

16,500 shares Coherent, Inc. Common Stock
(“Coherent Common”)

429,000 shares Comverse Technology, Inc.
Common Stock

(“Comverse Common”)
88,700 shares Credence Systems Corp. 

Common Stock
(“Credence Common”)

18,300 shares CyberOptics Corp. Common Stock
(“CyberOptics Common”)

25,000 shares Electro Scientific Industries, Inc.  
Common Stock
(“Electro Scientific Common”)

26,900 shares Forest City Enterprises, Inc.  
Class A Common Stock 
(“Forest City Common”)

53,000 shares FSI International, Inc. Common Stock
(“FSI Common”)

304,800 shares Instinet Group, Inc. Common Stock
(“Instinet Common”)

256,300 shares KEMET Corp. Common Stock
(“KEMET Common”)

2,900 shares LNR Property Corp. Common Stock
(“LNR Common”)

70,000 shares MBIA, Inc. Common Stock
(“MBI Common”)

175,800 shares Scientific-Atlanta Inc. 
Common Stock
(“Scientific-Atlanta Common”)

286,280 shares SWS Group, Inc. Common Stock
(“SWS Common”)

100,000 shares Sycamore Networks, Inc. 
Common Stock
(“Sycamore Common”)

10,100 shares TriQuint Semiconductor, Inc. 
Common Stock (“TriQuint Common”)

11,200 shares Westwood Holdings Group, Inc. 
Common Stock (“Westwood Common”)

Number of shares Positions Eliminated
105,000 shares First American Corp. Common Stock

(“First American Common”)
95,000 shares Planar Systems, Inc. Common Stock

(“Planar Systems Common”)
200,000 shares Roxio, Inc. Common Stock

(“Roxio Common”)

Small-Cap Value established modest positions in three
new issues during the quarter, including AMN
Common, Cross Country Common and Fording Units.
AMN Healthcare and Cross Country Healthcare com-
pete in the temporary healthcare staffing industry, pro-
viding traveling nurses to hospitals and healthcare
facilities throughout the country, typically for three to six
month assignments. Together, the two companies repre-
sent about 70% of the traveling nurse industry.  AMN
and Cross Country should benefit during the coming
years as our country suffers from one of the worst nurs-
ing shortages since the 1980’s, a shortage so severe that it
may well last for another decade, and as nurses increas-
ingly seek out the flexibility and lower stress that charac-
terize the traveling nurse profession. The industry has
come under pressure –at least temporarily– as budget-
minded hospitals strive to get increased “productivity”
from their existing resources, pressure which has led
AMN and Cross Country to reduce their near-term busi-
ness forecasts. The modest size of the positions reflects
valuations that, at 12x -13x trailing earnings, were not as
cheap as we would have liked but were, nevertheless,
“good enough.” 

Fording Canadian Coal Trust was formed in early 2003
under a plan that combined the metallurgical (“met”)
coal assets of the old Fording Inc. and those of Teck
Cominco, and Luscar. With more than 20% of the
world’s met coal export market, Calgary-based Fording is
the second largest met coal producer in an industry that,
in recent years, has become vastly more concentrated.
Demand for metallurgical coal, which is used to produce
about two-thirds of the world’s steel, ought to increase as
global economic conditions allow, and particularly as
China expands its steel industry. Supply, as noted above,
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has consolidated meaningfully, suggesting a reasonably
rational competitive landscape. Concerns about a
stronger Canadian dollar hurting Canadian exporters like
Fording led to a brief sell-off in Fording Units, offering
the Fund an entry price well below the value of the com-
pany’s hard-to-reproduce assets, and at a price that
equates to a dividend yield in the range of 8% to 10% at
the current dividend level. In time, Fording’s low-cost
production capabilities and long-lived reserves may
attract the attentions of other commodity-oriented suit-
ors.

Somewhat abberationally, a portion of Fund manage-
ment’s activity during the quarter focused on selling.
With little exception, most
of the activity related to tax
loss selling (the sale of high
cost-basis stock in order to
realize a loss for tax purposes,
offsetting a realized gain) in
preparation for the Fund’s
current fiscal year ending in
October. Management
exited entirely a few smallish
positions, as discussed below.

First American Common,
Planar Common, and Roxio
Common, the three posi-
tions eliminated during the
quarter, assumed only minor roles in the portfolio. First
American, a provider of title insurance and other data-
intensive services, has done a terrific job diversifying its
revenues and earnings away from pure title insurance,
but at the end of the day, it remains a cyclical business
inextricably tied to residential mortgage activity. With
mortgage rates at historic lows and refinancing activity at
all time highs, we exited the position anticipating that
business — at least on the title side — could only get
weaker. Planar Common, another long-time fund hold-
ing, has flourished under the leadership of its relatively
new management team, led by Dr. Balaji Krishnamurthy.
Planar, a maker of displays with applications ranging
from medical equipment to gas pumps, continues to

enjoy solid fundamentals. Unfortunately, the current val-
uation provides investors little margin of safety.
Management sold the Fund’s small position in Roxio
Common when the company, a software maker best
known for its digital media products, announced in May
plans to enter the online music business via the acquisi-
tion of Pressplay, a joint venture of Sony and Universal
Music. The acquisition has thrust the company into a
new business whose economics seem highly tenuous and
has compromised the company’s balance sheet. Though
small in size and overall dollar contribution, each of these
investments produced excellent rates of return.

While the Fund’s returns have been satisfactory on a year-
to-date basis, I remain cau-
tious on the underlying
business fundamentals. In
many cases the fundamentals
have improved, but a number
of holdings continue to battle
against weak end markets, or
industry overcapacity. The
move in stocks this year–
plunging in the first quarter,
only to rocket higher by mid
summer– highlights an ongo-
ing dilemma for portfolio
managers. As an owner of
stocks, we’re thrilled when
stock prices appreciate, but as

a prospective purchaser of stocks, we root for prices to go
lower. As Mick Jagger put it, “you can’t always get what
you want.”

I continue to be pleased with the overall quality of the
portfolio, and would make a couple of final observations.
First, the well-financed companies that dominate the
Fund’s holdings would seem to hold great potential for
sharing their excess cash with shareholders under the
recently enacted tax laws, which provide more favorable
tax treatment of dividends. American Power Conversion,
for example, initiated this past quarter an $0.08 per share
quarterly dividend (equivalent to a 2% yield at the cur-
rent quote), while Westwood Holdings announced its

“...the well-financed companies that
dominate the Fund’s holdings 

would seem to hold great potential
for sharing their excess cash with
shareholders under the recently
enacted tax laws, which provide
more favorable tax treatment of 

dividends.”
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intention to pay out a special $1 per share dividend.
Secondly, the pace of acquisitions among smaller com-
panies seems to have meaningfully accelerated. The Wall
Street Journal noted, for instance, that merger and acqui-
sition activity in the second quarter reached levels not
seen since early 2001. Historically, such M&A activity–
when it catches the Fund’s holdings– has been an impor-
tant contributor to the Fund’s returns. 

Lastly, I would like to extend a big thanks to our summer
associate Stephanie Chua, whose diligence, initiative and
dry sense of humor greatly enhanced our efforts the past
couple of months.

Thank you for your continued support. I look forward to
writing you when we publish our Annual Report dated
October 31, 2003.  

Sincerely,

Curtis R. Jensen
Portfolio Manager, 
Third Avenue Small-Cap Value Fund



Dear Fellow Shareholders:

At July 31, 2003, the end of the third fiscal quarter of
2003, the unaudited net asset value attributable to the
27,040,631 shares outstanding of the Third Avenue Real
Estate Value Fund (the “Fund”) was $18.80 per share.
This compares with an unaudited net asset value of
$16.78 per share at April 30, 2003, and an unaudited 
net asset value of $15.75 per share at July 31, 2002,
adjusted for a subsequent distribution to shareholders.
At September 3, 2003, the unaudited net asset value was
$19.59 per share.

QUARTERLY ACTIVITY
During the third quarter of fiscal 2003, the Fund’s out-
standing shares increased to 27.0 million shares from
23.2 million shares - an increase of 16.4%; net assets
increased from $390 million to $508 million - an
increase of 30%; and net asset value per share increased
to $18.80 from $16.78 - an increase of 12.0%.  Cash and
short-term investments at quarter-end totaled 15.9% of
net assets, compared to 10.8% at the end of the last fis-
cal quarter.  The following summarizes the Fund’s invest-
ment activity during the quarter.

Principal Amount or
Number of Shares New Positions Acquired
$11,541,596 Crown Pacific Limited Partnership, 

7.76% Senior Secured Notes due 
2/1/2013
(“Crown Senior Notes”)

253,800 shares Butler Manufacturing Company 
Common Stock
(“Butler Common”)

736,950 shares Canary Wharf Group plc 
Common Stock
(“Canary Common”)

724,000 shares Guoco Group Limited Common Stock
(“Guoco Common”)
Increases in Existing Positions

$1,250,000 Frank’s Nursery & Crafts, Inc., First 
Mortgage Revolving Credit Loan 
due 5/21/05
(“Frank’s Revolver”)

250,000 shares American Financial Realty Trust 
Common Stock
(“American Financial Common”)

417,500 shares Brookfield Properties Corp. 
Common Stock
(“Brookfield Common”)
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Principal Amount or
Number of Shares Increases in Existing Positions
200,000 shares Clayton Homes, Inc. Common Stock 

(“Clayton Common”)
2,800 shares Coachmen Industries, Inc. 

Common Stock 
(“Coachmen Common”)

120,200 shares LNR Property Corp. Common Stock
(“LNR Common”)

14,156 shares Modtech Holdings, Inc. Common Stock
(“Modtech Common”)

31,900 shares PS Business Parks, Inc. Common Stock
(“PSB Common”)

88,200 shares The St. Joe Company Common Stock
(“St. Joe Common”)

261,000 shares Trammell Crow Company 
Common Stock 
(“Trammell Crow Common”)

Principal Payments on Debt Positions
$2,499,846 Federal National Mortgage Association

REMIC Trust 2002-31 Class SB 
Inverse Floater
(“Fannie Mae Inverse Floaters”)

$700,837 Government National Mortgage 
Association REMIC Trust 2002-21 
Class SA Inverse Floater
(“Ginnie Mae Inverse Floaters”)
Reductions in Existing Positions

31,500 shares American Land Lease, Inc. 
Common Stock
(“American Land Common”)

102,100 shares Golf Trust of America, Inc. 
Common Stock
(“Golf Trust Common”)

60,500 shares Prime Group Realty Trust 
Common Stock
(“Prime Common”)

45,200 shares RAIT Investment Trust Common Stock
(“RAIT Common”)

Principal Amount or
Number of Shares Positions Eliminated
$5,000,000 Champion Enterprises, Inc. 7.625% 

Senior Subordinated Notes, 
due 5/15/09
(“Champion Notes”)

20,466 shares Capital Trust, Inc. Class A 
Common Stock
(“Capital Trust Common”)

140,500 shares Kimco Realty Corp. Common Stock
(“Kimco Common”)

4,000 shares TimberWest Forest Corp. 
Common Stock
(“TimberWest Common”)

DISCUSSION OF QUARTERLY ACTIVITY
Crown Pacific owns approximately 524,000 acres of tim-
berland in Washington and Oregon.  Additionally,
Crown operates sawmills and a wholesale distribution
business.  Due to weak timber markets in the Pacific
Northwest, Crown significantly cut back on its timber
harvesting and was unable to meet its debt service obli-
gations.  Crown filed for protection under Chapter 11 of
the U.S. Bankruptcy Code in June 2003.  The Fund pur-
chased Crown Senior Notes at 67% of their face amount.
After attributing a reasonable valuation to Crown’s distri-
bution business and other operations, we estimate that in
purchasing the notes at 67% of face amount, the timber-
lands are valued at approximately $600 per acre.  Based
on comparable timberland sales, we believe Crown’s tim-
berlands should be worth substantially more than $600
per acre.  We can not predict what the outcome of the
Chapter 11 proceedings will be, but it seems as though a
sale of Crown’s timberlands and other assets may result in
the best recovery for secured creditors.  As a senior
secured lender, the Fund ought to have very limited
downside and a potential recovery of par plus accrued
interest.

Butler Manufacturing is a leading producer of non-resi-
dential pre-engineered metal building systems and archi-
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tectural products.  Butler manufactures buildings for
commercial uses including auto dealerships, churches,
manufacturing facilities, warehouse/distribution facili-
ties, schools, office space and retail stores.  Butler’s recent
operating results have been negatively affected by
declines in non-residential construction activity, but it
has a reasonably strong financial position and maintains
an 18-20% market share in its industry.  The Fund has
been acquiring Butler Common at approximately 76%
of book value, 4.5 times peak earnings and 7 times aver-
age earnings over the last 10 years.  The near-term out-
look for Butler’s products does not look great, but its
long-term prospects appear reasonably strong. 

Canary Wharf is a United Kingdom-based company
(Canary Common shares trade on the London Stock
Exchange) that owns approximately 86 acres of land on
the River Thames, located about 2.5 miles from down-
town London.  The property comprises approximately
8.5 million square feet of prime office and retail space.
An additional 5.5 million square feet is under construc-
tion and 5.8 million square feet is planned for future
development.  The London office market (market rents
and occupancy levels) has deteriorated over the last cou-
ple of years, however, Canary Wharf ’s buildings are
leased to high-quality tenants with average lease terms in
excess of 20 years with upward-only rent reviews.  The
buildings are financed primarily with long-term fixed
rate mortgages.  The most recent independent appraisal
completed for the company indicates a net asset value
(“NAV”) of £3.62 per share (based on the market value
of properties).  In March 2003, Canary Common was
trading at approximately £2.50 per share (about a 31%
discount to NAV).  After the company disclosed that sev-
eral large tenants with long-term leases have the option to
lease-back space to the company for five to ten years, the
stock price precipitously dropped to under £1.50 per
share.  The Fund acquired Canary Common at an aver-
age price of approximately £1.68 per share, which repre-

sented a 54% discount to net asset value.  Shortly after
the Fund began acquiring Canary Common, several par-
ties expressed interest in buying the company, resulting
in the stock price appreciating to over £2.50 per share
again.  Unfortunately, the Fund was unable to accumu-
late a significant position in Canary Common prior to
the run-up in price.

Guoco Group Limited is a Bermuda-based investment
holding company whose common shares trade on the
Hong Kong Stock Exchange.  Through subsidiaries and
affiliates operating principally in Hong Kong, Singapore,
Malaysia, Mainland China and other Asian countries,
Guoco has interests in property development and invest-
ment, banking and finance, investment advisory, insur-
ance and securities brokerage.  Guoco has approximately
HK$69.00 per share in cash plus net investments in
listed subsidiaries and affiliates valued at approximately
HK$7.00 per share.  Guoco’s real estate activities are con-
ducted through its 61% owned subsidiary, GuocoLand
Limited (listed on the Singapore Exchange).  GuocoLand
develops and invests in residential and commercial prop-
erties in Singapore, United Kingdom, India, China and
Malaysia.  Revenue from GuocoLand’s property activities
represents more than 50% of consolidated revenue from
continuing operations.  GuocoLand’s properties repre-
sent approximately 17% of consolidated total assets.
Guoco has a good track record of creating shareholder
value by making investments in affiliates and subsidiaries
and liquidating those investments at opportune times.
The primary risk in investing in Guoco Common is
management’s ability to reinvest the HK$69.00 per share
of cash.  The Fund acquired Guoco Common at a 31%
discount to net asset value and a 23% discount to cash.
At this price, in our opinion, the Fund’s investment in
Guoco Common appears cheap, and the downside seems
very limited.
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During the quarter, the Fund made substantial additions
to several existing common stock positions.  The Fund
purchased 250,000 shares of American Financial
Common in the company’s initial public offering.  The
Fund had previously purchased 600,000 shares of
American Financial Common in the company’s private
offering of unregistered shares.  The initial 600,000
shares should soon be registered.  The Fund also
increased its position in Clayton Common, essentially a
risk-arbitrage bet, based on our belief that the pending
merger with Berkshire Hathaway would be voted down
by shareholders (see discussion below).  Other significant
additions included Trammell Crow Common,
Brookfield Common, LNR Common and St. Joe
Common — each of which was acquired at a significant
discount to net asset value.  

The Fund sold its position in Champion Notes at 65%
of face amount, resulting in nearly a 100% gain in six
months.  Champion Enterprises is still facing a very dif-
ficult industry downturn and we believe that it may need
to restructure its balance sheet in the future if industry
conditions persist.  While we would rather take long-
term gains than short-term gains, the exit on Champion
Notes was advantageous.  The Fund also eliminated its
positions in Capital Trust Common and Kimco
Common based upon substantial price appreciation to
levels well in excess of our estimate of net asset value.
The Fund reduced its holdings in American Land
Common, Golf Trust Common, Prime Common and
RAIT Common for similar reasons.

CORPORATE GOVERNANCE / PROXY VOTING
Institutional investors (including mutual funds, pension
funds, etc.) hold more than 50% of all listed corporate
stock in the United States.  Fund management believes
institutional investors not only have the ability, but the
responsibility, to monitor and influence decisions made
by corporate boards of directors.  We take this responsi-

bility very seriously.  Proxy voting is the primary tool
available for shareholders to exercise their corporate gov-
ernance rights.  The ultimate owners of corporations are
individuals who have entrusted their retirement accounts
and investments to these institutional investors.  We
hope that individual investors who have entrusted their
assets with Third Avenue expect Fund management to
vote proxies in the interest of maximizing shareholder
value.  Fund management believes that good corporate
governance enhances the ability to create shareholder
wealth.  Good corporate governance grows out of estab-
lished systems of accountability, an independent board of
directors and participation by concerned shareholders.
Matters of corporate governance, including super-major-
ity voting, cumulative voting, separate share classes,
shareholder proposals, executive compensation plans,
stock option plans, poison pills, golden parachutes,
mergers and acquisitions, etc., can all be influenced by
proxy voting.  In connection with the required annual
meeting of stockholders, corporations provide stockhold-
ers with a proxy statement, which sets forth matters to be
voted on by stockholders and pursuant to which the
board of directors solicits proxies to be used at the annual
meeting.  The proxy statement also provides disclosure
information on management and director compensation,
insider holdings and related party transactions.  Proxy
statements may also be sent to stockholders for special
meetings of stockholders in connection with significant
corporate events that require a stockholder vote, such as
a merger or acquisition.  

Fund management receives hundreds of proxy statements
each year from companies in which Third Avenue Funds
has invested.  Likewise, individual investors that own
stock in corporations will receive at least one proxy state-
ment per year from each corporation.  For the novice or
untrained individual investor, it can be a daunting task to
read each proxy statement and decide how to vote on
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each matter.  Many individual investors either check the
box on the proxy card directing the board of directors to
vote his or her shares as recommended by the board, or
throw the proxy card in the trash as if it was junk mail.
Therefore, the responsibility for proxy voting falls prima-
rily upon the institutional investors.  In accordance with
the new SEC guidelines, Fund management has adopted
proxy voting policies and procedures that establish
responsibility for the review and evaluation of proxy
materials.  Voting decisions are based upon our estab-
lished policy guidelines and the best interests of the
Fund’s shareholders.  Third Avenue Funds’ shareholders
can be assured that Fund management does not simply
check the box.  Since the
Fund’s inception, we have
been fortunate to align the
Fund’s interests with those of
many talented and dedicated
management teams and our
instincts are generally to vote
with them.  The following
discussion of our actions
taken regarding Clayton
Homes’ merger with
Berkshire Hathaway, while not typical for Third Avenue,
is an example of  a situation in which we disagreed with
management and actively opposed the proposed transac-
tion. 

As noted in my last quarterly letter, Clayton Homes
entered into an agreement to be acquired by Berkshire
Hathaway for cash consideration equal to $12.50 per
share.  The Fund owned 275,500 shares of Clayton
Common at an average cost of $10.23 per share.  We
were initially pleased that Berkshire Hathaway recog-
nized Clayton Homes as the premier manufactured hous-
ing company.  However, after reading the proxy
statement, which included a fairness opinion by an
investment bank, we felt strongly that $12.50 per share

did not represent fair value for Clayton Common.  In our
opinion, the fairness opinion was flawed because the val-
uation was primarily based upon very recent operating
results.  The manufactured housing industry is in the
midst of a severe cyclical downturn, and we do not
believe that recent operating results reflect Clayton
Homes’ true potential.  When estimating the value of a
company in a cyclical industry, we believe it is important
to understand the business cycle and evaluate historical
operating results over the entire cycle — not just the last
12 months.  Based on Clayton’s historical operating
results, its extremely strong financial position compared
to industry competitors and the likelihood of increased

market share in the future, we
estimated Clayton Common
to be worth $14 to $17 per
share.  We were also not satis-
fied that Clayton’s board of
directors took all necessary
actions to maximize value for
shareholders.  The transac-
tion with Berkshire
Hathaway was unsolicited (in
other words, the company

was approached by Berkshire Hathaway) and the merger
agreement prohibited the company from actively shop-
ping for a better price.  We were not willing to accept
$12.50 per share without the company conducting a
legitimate market check to determine if there were any
other potential buyers.  Furthermore, we were happy
owning Clayton Common at the levels prior to the
merger announcement and would rather continue being
a shareholder than sell for $12.50 per share.  

In situations where Fund management believes a com-
pany’s management or directors have taken actions we
believe are not in the best interests of independent share-
holders and we believe activist efforts would not be pro-
ductive, we often vote with our feet (i.e., we sell our
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shares).  In this instance, while we disagreed with the
actions taken, we still believed in the long-term value of
the business and considered Clayton’s management to be
the best in the industry.  Therefore, instead of selling (or
settling for a lowball price) we decided to go public with
our sentiments.  Fund management issued a press release
detailing our objections to the proposed takeover.  In
addition, we sent letters to institutional shareholders urg-
ing them to vote against the merger and contacted many
by telephone to explain our position.  We also filed a
“Notice of Exempt Solicitation” with the Securities and
Exchange Commission.  Our activities sparked other
institutional shareholders to take similar actions in
opposing the merger.  The special meeting of sharehold-
ers was to be held on July 16, 2003 where the votes were
to be counted.  It was apparent that there were not
enough votes in favor of the merger (a vote of more than
50% of outstanding shares was required), so the special
meeting was adjourned for two weeks, ostensibly to allow
other bona fide bidders to conduct due diligence and
consider making a superior proposal.  During the two-
week adjournment, only one potential buyer conducted
due diligence but declined to make a superior proposal.
We were still not satisfied that this two-week period was
adequate to attract a sufficient number of potentially
interested parties, especially considering that prior to July
16th, the company was prohibited from soliciting other
proposals.  On July 30, 2003, the special meeting of
shareholders was reconvened, and approximately 52.4%
of the outstanding shares were voted in favor of the
merger.  The Clayton family and other insiders con-
trolled approximately 30% of the outstanding shares,
making it apparent that a substantial majority of inde-
pendent shareholders voted against the merger.  While
we were disappointed with the ultimate outcome and
certainly would have preferred to see Clayton Homes
remain independent, we were nonetheless pleased that
our efforts stimulated interest from other institutional

shareholders as well as small shareholders and the press
highlighting corporate governance issues and what we
believed to be a flawed process employed by Clayton
Homes’ board of directors.  

I look forward to writing to you again when we publish
our Annual Report for the fiscal year ending October 31,
2003. 

Sincerely, 

Michael H. Winer 
Portfolio Manager,
Third Avenue Real Estate Value Fund 
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Dear Fellow Shareholders:

At July 31, 2003, the unaudited net asset value attribut-
able to the 4,976,972 shares outstanding of the Third
Avenue International Value Fund (the “Fund”) was
$11.75 per share, compared with the Fund’s unaudited
net asset value at April 30, 2003 of $9.94 per share, and
an unaudited net asset value of $9.78 per share at July 31,
2002, adjusted for a subsequent distribution to share-
holders.  At September 3, 2003, the unaudited net asset
value was  $12.39 per share.

QUARTERLY ACTIVITY
In the most recent quarter, the Fund established new
positions in the common stocks of six companies and
added to positions in the common stocks (or units) of 23
companies.

Number of Shares New Positions Acquired

2,500,00 shares Del Monte Pacific, Ltd. Common Stock
(“Del Monte Common”)

93,300 shares Farstad Shipping ASA Common Stock  
(“Farstad Common”)

175,000 shares Golar LNG, Ltd. Common Stock 
(“Golar Common”)

Number of Shares New Positions Acquired

85,000 shares Guoco Group, Ltd.  Common Stock  
(“Guoco Common”)

137,000 shares Noranda, Inc. Common Stock 
(“Noranda Common”)

40,000 shares Oslo Bors Holding ASA Common Stock 
(“Oslo Bors Common”)

Number of Shares Increases in Existing Positions

5,000 shares Agrium, Inc. Common Stock 
(“Agrium Common”)

27,900 shares Asatsu-DK Inc. Common Stock 
(“Asatsu Common”)

138,700 shares Banco Latino Americano de 
Exportaciones, S.A. Common Stock 
(“Bladex Common”)

1,405,000 shares Boardroom, Ltd. Common Stock 
(“Boardroom Common”)

36,000 shares Canfor Corporation Common Stock 
(“Canfor Common”)

7,900 shares Dundee Precious Metals Inc.-
Class A Common Stock 
(“Dundee Common”)

500 shares E-L Financial Corp., Ltd 
Common Stock (“E-L Common”)

Third Avenue International Value Fund

AMIT B. WADHWANEY
PORTFOLIO MANAGER OF THIRD AVENUE

INTERNATIONAL VALUE FUND
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Number of Shares
or Units Increases in Existing Positions

5,000 shares Fomento de Construcciones y 
Contratas S.A. Common Stock 
(“Fomento Common”)

20,300 units Fording Canadian Coal Trust Units 
(“Fording Units”)

61,333 shares Ganger Rolf ASA Common Stock 
(“Ganger Common”)

3,666,000 shares Hotung Investment Holdings, Ltd.
Common Stock (“Hotung Common”)

113,000 shares Hutchison Whampoa, Ltd.
Common Stock (“Hutchison Common”)

81,300 shares Ichiyoshi Securities Co. Ltd. 
Common Stock (“Ichiyoshi Common”)

650 shares Imerys S.A. Common Stock 
(“Imerys Common”)

100,000 shares JZ Equity Partners plc Common Stock 
(“JZ Common”)

30 shares Millea Holdings, Inc. Common Stock 
(“Millea Common”)

1,230,000 shares Rubicon, Ltd. Common Stock 
(“Rubicon Common”)

90,000 units SFK Pulp Fund Units 
(“SFK Units”)

50,000 shares Singer & Friedlander Group plc 
Common Stock (“Singer Common”)

65,900 shares Smedvig ASA -Class A  Common Stock
(“Smedvig Common”)

58,000 shares Sompo Japan Insurance, Inc. 
Common Stock (“Sompo Common”)

1,200,000 shares Tranz Rail Holdings, Ltd. 
Common Stock (“Tranz Rail Common”)

30,000 units Westshore Terminal Income Fund Units
(“Westshore Units”)

REVIEW OF QUARTERLY ACTIVITY
Del Monte Pacific Ltd. (“Del Monte”) is a Singapore-
listed company engaged in the production, marketing
and distribution of food and beverage products.  Roughly
half of the company’s revenues are derived from the
Philippines where it owns the Del Monte trademark, a
third from Europe and the United States, and the
remainder from Asia (ex-Philippines).  In addition, it also
owns the brand in the Indian subcontinent, a large and
substantially untapped market for the company thus far.
The attractiveness of these shares derives from the com-
pany’s relatively conservative balance sheet, the cash-gen-
erative nature of the business combined with its relatively
modest valuation at a single digit multiple of trailing
operating earnings. 

Farstad Shipping ASA (“Farstad”), a Norwegian com-
pany, owns a fleet of offshore service vessels and has his-
torically provided a variety of services primarily to oil-
drilling platforms in the North Sea.  Like the other com-
panies providing such services, they have been facing
some of the same uncertainties regarding the renewal of
their contracts, as have their customers, the oil-drillers
operating in the area. Compounding this situation, there
is a significant increase in newly-built supply boats com-
peting for business in the North Sea, stemming from the
Norwegian government’s boat building subsidy program,
which has since been ended.  In anticipation of this poor
market in the North Sea, Farstad has been working for
some time at diversifying away from this area to other
newer developing areas such as West Africa, the Brazilian
coast, and South East Asia, with the result that approxi-
mately 50% of the 2003 revenues will be derived from
outside the North Sea. With a relatively young fleet of
high capacity vessels, Farstad is likely to be a beneficiary
if there is any improvement in marine drilling activity,
particularly deepwater drilling.  The shares were pur-
chased at prices approximating historic cost book value,
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at a discount to their Net Asset Value (“NAV”) and at a
single digit multiple of trailing operating earnings. 

Golar LNG Ltd. (“Golar”), is an Oslo-listed shipping
company, which owns and operates a fleet of liquified
natural gas (LNG) tankers.  Golar’s activities focus on
LNG transport and investments in LNG transportation-
related infrastructure, an area in its relative infancy, but
with relatively attractive economics and growth
prospects.   Uncertainty regarding the employment of the
new LNG tankers that the company had ordered served
as a depressant upon the stock price, presenting us with
an opportunity to purchase these shares at attractive
prices.

Guoco Group Ltd. (“Guoco”)
is a Bermuda-based, Hong
Kong-listed holding company
whose modus operandi is to
function as a business devel-
opment company, investing
in and building businesses
and periodically realizing the
value of its holdings.
Following the sale of its
largest operating business, Guoco’s principal assets are its
significant cash holdings, holdings in three listed compa-
nies and smaller unlisted affiliates/subsidiaries. At the
time of purchase of Guoco Common, the company’s
equity market capitalization was exceeded by its cash
holdings (net of all liabilities), and was at a roughly
30%+ discount to our estimate of its NAV.  While there
is uncertainty as to how the company’s cash balance will
be employed in the future, one can derive some comfort
from the owner-management’s historic record of acquir-
ing assets carefully, building businesses and carrying out
well-priced dispositions, coupled with continued conser-
vatism in the management of the subsidiaries’ operations
and their balance sheets.

Noranda Inc. is a Canadian metals and mining company
with operations and projects under development world-
wide. The company has attractive properties but had his-
torically been saddled with a balance sheet that was
weaker than would be appropriate, given the cyclical
nature of its business.  The recent sizable issue of com-
mon equity and the announced dividend reduction, not
only materially improved the company’s balance sheet
prospects, but also served as a depressant on the stock
price, permitting purchase of these shares at attractive
prices. 

CATALYSTS, VALUE TRAPS AND THE LIKE
Far too much is made of the attractiveness of seeking out

securities that have associated
with them a visible or tangi-
ble catalyst which will result
in the realization of the
intrinsic value of a security.
This quest for seeking out
securities with embedded cat-
alysts has resulted in securi-
ties which lack a visible or
identifiable catalyst (such as

the Fund’s investment in Guoco Common, highlighted
above), often derisively being termed “value traps”.  This
appellation refers to an investment that is cheap and has
the possibility of staying undervalued for a while.
Clearly, such investments are an anathema to traders and
those whose focus is on short-term returns or investors
whose investments are financed by margin loans.
However, for the Fund as a long-term investor, operating
without financial leverage, such short-term timing con-
siderations tend to be far removed from our reasoning
and investment process. In addition, there are other fun-
damental reasons why concern about catalysts or value
traps is largely irrelevant to the Fund’s investment
process.

“When we purchase securities, we
are endeavoring to purchase well-

capitalized, sensibly managed 
businesses at prices below which
they would be assessed in private

market transactions.”
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When we purchase securities, we are endeavoring to pur-
chase well-capitalized, sensibly managed businesses at
prices below which they would be assessed in private
market transactions. Statistical safety and cheapness,
while necessary conditions, are not, in and of themselves,
sufficient criteria for investment in a security.
Mechanistic financial data mining as a means of security
selection without an understanding of the underlying
business activities which generated these accounting
numbers differs from value investing as practiced by the
funds at Third Avenue. Such a process is apt to yield a
portfolio with holdings rather different from those of the
Fund.  An examination of the dynamics of the business
underlying an investment candidate might well result in
the elimination of an otherwise statistically attractive
security.  For example, a company with superficially
attractive safety and valuation attributes, but with a dubi-
ous business model, e.g., one that is heavily reliant upon
acquisitions could, with one poor acquisition, dissipate
resources, eliminating both the cheapness and safety
attributes of a security.  We endeavor to remain watchful
against investing in such situations which cannot be con-
sidered value investments, because of the risk of erosion
of business value, and which would ultimately be
reflected in falling or static public market valuations for
the underlying security. 

Reasonably managed businesses have tended to create
value over time, which has normally been reflected in the
valuation of the security, either via recognition in the
market place or via resource conversion activity (mergers
and acquisition activity, return of capital, and the like).
A portfolio comprised of such investments purchased at
attractive prices will therefore periodically have invest-
ments working out, rendering moot the necessity of seek-
ing out investments with catalysts.

Investors searching for investments with embedded cata-
lysts often fail to consider that, if a catalyst is widely

believed to exist, a part of the benefit of the outcome is
likely to be reflected in the valuation of the security,
effectively reducing the cheapness of the security, the
margin of safety and depressing the prospective rate of
return. Conversely, a security where there is no visible
catalyst has an increased likelihood of being available for
purchase at a lower valuation, with a greater margin of
safety, and prospectively an improved rate of return.  In
addition, the cheapness of the security might well be the
“catalyst” for an unanticipated event, which could result
in a realization of value!

GEOGRAPHICAL DISTRIBUTION OF INVESTMENTS
At the end of July 2003, the geographical distribution
of securities held by the Fund was as follows: 

%
Canada 16.95
Norway 13.63
Japan 12.06
Singapore 7.52
New Zealand 6.47
United Kingdom 5.83
Panama 4.57
France 4.39
Hong Kong 3.75
Spain 1.76
Sweden 1.74
Argentina 1.30
Switzerland 1.27
Securities-total 81.24
Cash & Other 18.76
Total 100.00%______________

Note that the table above should be viewed as an ex-post
listing of where our investments reside, period.  As we
have noted in prior letters, there is no attempt to allocate
the portfolio assets among countries (or sectors) based
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upon an overarching macroeconomic view or index-
related considerations. 

I look forward to writing to you again when we publish
our Annual Report for the period ended October 31,
2003.

Sincerely,

Amit B. Wadhwaney
Portfolio Manager,
Third Avenue International Value Fund
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