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This publication does not constitute an offer or solicitation of any transaction in any securities. 
Any recommendation contained herein may not be suitable for all investors. Information contained in this 
publication has been obtained from sources we believe to be reliable, but can not be guaranteed.
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’
performance, and the portfolio managers’ views are as of October 31, 2003, and are subject to change
without notice.

Third Avenue Funds are offered by prospectus only. Prospectuses contain more complete information on
advisory fees, distribution charges, and other expenses and should be read carefully before investing or
sending money. Please read the prospectus carefully before you send money. Past performance is no
guarantee of future results. Investment return and principal value will fluctuate so that an investor’s
shares, when redeemed, may be worth more or less than original cost.

If you should have any questions, please call 1-800-443-1021, or visit our web site at: www.thirdave.com,
for updated information or a copy of our prospectus. Current performance results may be lower or higher
than performance numbers quoted in certain letters to shareholders.

M.J. Whitman LLC Distributor. Date of first use 12/22/2003.
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December 22, 2003

Dear Fellow Shareholders:

In light of the recent mutual fund scandals and probes, we
thought it timely for us to share with you some of Third
Avenue Management’s philosophy and policies regarding
the management of our mutual funds.
Market Timing
As long-term value investors, Third Avenue Management
has always sought like-minded investors with investment
horizons of at least three years. Accordingly, we monitor
our daily cash flows and work with intermediaries to iden-
tify market timers and prohibit them from investing in
our funds. Third Avenue Small-Cap Value Fund, Third
Avenue Real Estate Value Fund and Third Avenue
International Value Fund all have early redemption fees,
which are intended to defray transaction and other
expenses caused by market timers and other frequent
traders. Our Board of Trustees recently approved an early
redemption fee for Third Avenue Value Fund, effective as
of January 1, 2004. This redemption fee will also be
payable to the Fund.
Late Trading
Third Avenue does not permit late trading. We are seek-
ing certification from all of our intermediaries to confirm
that they do not allow any of their clients to place late
trades for any of our funds.
Fees and Expenses
We have expense caps on each of our mutual funds. Third
Avenue Management reimburses the Funds, when neces-
sary, to ensure that expense caps are not exceeded.
Historically, as our Funds’ assets have increased, we have
consistently lowered expense ratios. We do not charge
12b-1 fees or sales loads on any of our Funds, and make
every effort to keep fund expenses to a minimum.
Fiduciary Responsibility
We take our fiduciary responsibility to our fellow share-
holders seriously. 80% of the Third Avenue Trust’s
trustees are independent and are neither employees of the

investment adviser, nor related to senior management.
Additionally, the independent trustees have independent
counsel who report to them and assist them in protecting
shareholders’ best interests. Third Avenue Trust employees
and trustees are required to adhere to a Code of Ethics,
which prohibits them from utilizing insider information
to trade ahead of our Funds.
Interests Aligned with Shareholders
Our portfolio managers, traders, analysts and manage-
ment team’s interests are aligned with our shareholders’
best interests. Indeed, some of our employees are among
the Funds’ largest shareholders; and the vast majority (if
not all) of our employees are investors in our mutual
funds. Firm policy requires that all employees’ mutual
fund purchases are subject to a minimum 60-day holding
period. Employees are prohibited from engaging in “late
trading” or “market timing” of any mutual fund’s shares.

The mutual fund industry, in general, offers greater
investor protection than almost any other investment
arena. Mutual funds are severely limited in the amount
they can borrow; funds must diversify; administrative
safeguards protect shareholders; and fees are controlled.
We remain hopeful that the mutual fund industry 
will continue to be an essential part of American capital
markets.

Sincerely,

Martin J. Whitman
Chairman

David M. Barse
President & Chief Executive Officer
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Dear Fellow Shareholders:

At October 31, 2003, the audited net asset value
attributable to the 74,295,949 common shares
outstanding of the Third Avenue Value Fund (“TAVF,”
“Third Avenue,” or the “Fund”) was $40.62 per share.
This compares with an unaudited net asset value at July
31, 2003 of $35.47 per share, and an audited net asset
value at October 31, 2002 of $29.47 per share, adjusted
for a subsequent distribution. At December 22, 2003,
the unaudited net asset value (after a distribution
payment of $0.315 per share paid on December 18,
2003) was $40.94 per share.

QUARTERLY ACTIVITY*
There was relatively little activity during the quarter.
Positions in three common stocks were increased.
Positions in three common stocks were reduced. One
debt position was eliminated and one common stock
position was also eliminated. Four debt issues—CIT
Corp., Illinois Power, Genesis Health Ventures, and a
Kmart reclamation claim—were all paid off in cash
during the quarter at their principal amounts plus
accrued interest, if any.

MARTIN J. WHITMAN
CO-CHIEF INVESTMENT OFFICER

& PORTFOLIO MANAGER OF

THIRD AVENUE VALUE FUND

Principal Amount or
Number of Shares Increases in Existing Positions
1,472,000 shares Hutchison Whampoa, Ltd.

Common Stock
(“Hutchison Whampoa Common”)

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

691,300 shares The St. Joe Company Common Stock
(“St. Joe Common”)
Decreases in Existing Positions

500,000 shares Applied Materials, Inc. Common Stock
(“Applied Materials Common”)

91,100 shares FSI International, Inc. Common Stock
(“FSI Common”)

207,900 shares Stewart Information Services Corp. 
Common Stock
(“Stewart Common”)
Positions Eliminated

$19,500,000 Century Cable Bank Debt
(“Century Bank Debt”)

421,900 shares Electroglas, Inc. Common Stock
(“Electroglas Common”)

* Portfolio holdings are subject to change without notice. The following is a list of Third Avenue Value Fund’s 10 largest holdings, and the percentage
of the total net assets each security represented, as of October 31, 2003: Toyota Industries Corp., 5.36%; Tejon Ranch Co., 4.45%, Millea
Holdings, Inc. (ADR), 4.25%; MBIA, Inc., 3.51%; AVX Corp., 3.11%; The St. Joe Co., 3.08%; Kmart Holding Corp., 3.05%; Mitsui Sumitomo
Insurance Co., Ltd., 2.96%; Radian Group Inc., 2.76%; and USG Corp. 8.50% Notes, 2.69%.
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In these perilous times when conditions in the general
stock market seem to have a great deal of similarity with
those that existed at the height of the speculative bubble
in early 2000, it is comforting to have equity investments
in well-financed, well-managed companies where the
common stocks are selling at substantial discounts from
what we believe are readily ascertainable Net Asset Values
(“NAVs”). Thus, we expanded our positions in
Hutchison Whampoa Common and St. Joe Common.
Sankyo, a Japan-based pharmaceutical company, is well
financed and its common stock appears to be as cheap as
any equity issue of any major drug company. The near-
term outlook for Sankyo is mixed; the long-term outlook
seems quite promising.

The Fund’s positions in Applied Materials Common and
FSI Common were reduced and the investment in
Electroglas Common was eliminated. This is part of the
TAVF program to reduce its exposure to high-tech
companies given the sharp run-up in common stock
prices in 2003. The position in Stewart Common was
reduced essentially because the title insurance industry
faces a relatively poor outlook, probably for some time to
come now that the residential mortgage refinancing
boom seems to be coming to an end. Over the long term,
the title insurance industry may be facing something of a
profit margin squeeze. Third Avenue eliminated its
profitable investment in Century Bank Debt solely
because there may be prospects, however slim, that the
Bank Debt could be deemed to be equitably
subordinated to other Adelphia Communications debt.
Century is a wholly-owned Adelphia Communications
subsidiary.

THE MORAL HAZARD QUESTION
Moral hazard, a term of art, exists where participants in
financial processes bear little, or no, risk of loss if things
go wrong. The term moral hazard usually refers to the
situation in lending by commercial banks where if a
money default occurs, the commercial bank can count on
being made whole through grants or gifts bestowed by
governments, government agencies or quasi-government
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agencies. Such a no lose situation for the banks gives the
banks incentives to be extremely careless in their lending
policies, knowing that if there are to be money defaults,
the institution will be bailed out by third parties.

Moral hazard, or the lack of downside for participants in
financial processes, is pervasive, encompassing many
more areas than just bank lending. U.S. bank deposits
insured by the FDIC for up to $100,000 become riskless
for depositors. The “hot money” put into emerging
market currencies in the 1990’s––Thailand, Philippines,
Russia, Indonesia––were also riskless because the monies
could be converted to other currencies and repatriated
easily, and without penalty, to other countries merely by
zapping a computer key. Unlike what would occur under
Chapter 11 in the U.S., hot money creditors to foreign
sovereigns are not stopped from pulling out funds
through the operation of an “automatic stay.”

Activists involved in all financial processes try, if they
can, to eliminate risks. If participants in financial
processes do not take risks, gross abuses seem certain to
occur, and have occurred, with regularity. This is not
good for societies or economies. However, most financial
processes do serve important social and economic
purposes, even when moral hazard exists. These processes
ought not to be abolished. Rather, they ought to be
structured so that the various participants have “skin in
the game”––i.e., something to lose. 

Four areas of moral hazard very much affect TAVF. These
areas are as follows:
1) Bank loans,
2) Class action litigation,
3) Executive compensation and entrenchment,
4) Compensation paid to lawyers and investment
bankers when dealing with troubled companies.

While TAVF has done okay in its Japanese investments
made from 1997 on, the Fund would have done a lot
better had Japanese banks not been so careless in their
lending practices. These poor bank lending practices
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probably were the most significant factor causing the six-
year business recession-depression in Japan. The banks
seem to have counted on government bailouts when
making loans. From a societal point of view, commercial
banks, their managements, and their securities holders,
especially their common stockholders, ought to be made
to suffer the consequences of imprudent lending
practices. However, the banks themselves ought not to be
made to suffer so much that the underlying economy is
harmed, albeit this does not mean that managements
shouldn’t be fired, and common stockholders wiped out.
It is important, though, that the lending institutions
survive in one form or the other. In Japan, the banks
themselves suffered too much, and until recently, were
reluctant to lend at all, exacerbating the deterioration
that was taking place in the Japanese economy.

Fortunately, it does not appear as if either the U.S.
banking system or the TAVF portfolio of bank common
stocks are going to be victimized by huge amounts of
bank loans becoming “scheduled items” or “non
performing loans” in the period just ahead. Third Avenue
has restricted its investments in depository institutions to
the common stocks of extremely well-capitalized regional
and community banks, none of which appear to be
troubled. Nationally, it appears as if the banking system
has never been sounder, at least in areas where I think we
at TAVF are knowledgeable. Corporate lending by banks
has never been more conservative, the growth of
securitizations has reduced portfolio risk for most banks,
and banks in general have learned to grow fee income, a
higher quality source of profitability than interest spread
income. Admittedly, I am hardly knowledgeable about
the investment risks the larger banks are taking in
derivatives, and I don’t know much about the credit risks
in consumer lending, especially in credit card portfolios.
But overall I feel comfortable about the banking system
in general and about TAVF’s policy of buying the
common stocks of well-capitalized regional and
community banks when they are available at discounts
from book value.
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If I were to suggest any reforms for the banking system,
it would be to reduce the ability of managements of
underperforming banks to continue to be entrenched in
office, or to get large severance packages if they are forced
to leave office.

The problem with class action litigation is that it is
controlled by class action lawyers who incur little, or no,
downside risk by bringing lawsuits. In general, these
lawyers don’t have to worry too much about the
underlying merits of any one lawsuit because if they have
a portfolio of lawsuits, the lawyers are bound to make a
very good living indeed. The vast majority of these
lawsuits are settled before trial and the lawyers’ cash fees,
earned on a contingent basis, are usually approved
without opposition.

Yet class action lawsuits are the best protection passive
investors such as TAVF have against overreaching by
insiders, fiduciaries and professionals such as auditors.
Class action lawyers, as private cops, tend to be a lot more
alert in protecting stockholder interests than are the
Securities and Exchange Commission (“SEC”), State
“Blue Sky” Regulators, and Self Regulatory Organizations
(“SROs”) such as the New York Stock Exchange and the
NASD. This is part and parcel of what goes on in our
mixed economy: frequently, but far from always, the
private sector (i.e., class action attorneys) are more
aggressive and more able than public sector bureaucrats
(e.g., the SEC) in obtaining constructive results. 

Most of the world operates under the “English System” in
protecting, or not protecting, outside passive minority
shareholders. Under the “English System,” there is no class
action possible; each shareholder exercises his or her own
rights at his or her own expense. Small shareholders under
the “English System” have, as a practical matter, no
recourse when there has been corporate wrongdoing. In
contrast, in the U.S., theoretically a holder of only 100
shares of Microsoft Common can bring a class action
lawsuit on behalf of the outside holders of, say 9 billion
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shares of Microsoft Common. This ability for suits to be
brought on behalf of a class makes legal actions by
stockholders economic. Under the “English System,” if the
plaintiff loses the lawsuit, he probably would be liable for
the defendants’ costs and expenses. Under the “American
System,” the losing plaintiff will very, very rarely ever be
liable for any of defendants’ costs and expenses.

TAVF would much rather operate under the “American
System” than under the “English System.” For example, at
October 31, the Fund had
approximately $162,000,000
invested in Toyota Industries
Common Stock (“Industries
Common”), which as a
Japanese company, grants
stockholders rights under the
“English System.” Toyota
Industries is the largest holder
of Toyota Motor Common
(“Motor Common”), owning
about 5% of the issue
outstanding. Motor in turn
owns about 24% of the
outstanding Industries
Common. The Fund’s investment in Industries is
predicated, in great part, on the fact that it has acquired an
equity interest in Motor at a 30% to 40% discount based
on Industries’ common stock price in Tokyo and Motor’s
common stock price on the New York Stock Exchange. If
Motor, for example, ever decided to acquire a greater
interest in Industries on the cheap in a manner that would
forcibly eliminate TAVF’s interest in Industries (which I
wouldn’t put past Motor), TAVF would, as a practical
matter, be without recourse. That would not be the case
were Industries incorporated in Delaware.

I think the “American System” overall would work better
were U.S. Courts––Federal and State––more willing, and
more able, to assess to plaintiffs the defendants’ costs and
expenses for bringing suits which are deemed to be frivolous.

If moral hazard, i.e., the absence of downside risk, is
pervasive anywhere, it is pervasive among the top
managements of American corporations. As a group,
these people are grossly overcompensated, and whether
they perform capably or not, they tend to be very much
entrenched in office. No entity seems to be in a position
to show top managements any downside risk. This is
supposed to be the duty of Boards of Directors. Most
outside directors seem too busy, and too friendly with top
managements, to be much more than rubber stamps.

Yet, a high degree of
management entrenchment
seems justified both for
society as a whole, and for
TAVF in particular. Almost
all the companies represented
in the Fund’s common stock
portfolio seem to be
extremely well managed. The
last thing Third Avenue
would want is for these top
managements to be easily
removable from office just
because the price of the

common stock is depressed. Indeed, that is why TAVF
acquired the common stock in the first place: the
company seems well managed and the price of the
common stock seems depressed.

Let’s face it: the market is utterly inefficient when it
purports to measure the quality of management by the
price of the common stock. Rather, the common stock
market seems to measure more management’s ability to
promote rather than management’s ability to run a
business day to day. Promoting common stocks is
probably not a good use of management time unless the
company is in need of reasonably regular access to capital
markets, especially equity markets. TAVF goes out of its
way to acquire the common stocks of companies that
either don’t need access to capital markets, or are so
financially strong, that the managements completely

“If moral hazard, i.e., the absence of
downside risk, is pervasive 

anywhere, it is pervasive among the
top managements of American cor-

porations. As a group, these 
people are grossly overcompen-
sated, and whether they perform

capably or not, they tend to be very
much entrenched in office...”
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control the timing of when the corporation ought to
access capital markets.

When all is said and done, there is too much management
entrenchment. A good start toward achieving a more
equitable management-shareholder balance might revolve
around banning the “poison pill.” A “poison pill” is a
device used by almost all corporations whose common
stocks are publicly traded, which dilutes a potential
acquirer of control to such an extent that it becomes
uneconomic for anyone to engage in a contest for control.

My personal bete noire for where moral hazard exists, and
seems utterly destructive, is payments to professionals––
lawyers and investment bankers––involved in the
restructuring of troubled companies, whether under the
Bankruptcy Code or out-of-court.

Payments to professionals are different for troubled
companies than for other companies. Once a company
might have trouble paying its bills, the tendency is for ad
hoc creditor committees, and even equity committees, to
be formed. These groups hire lawyers and investment
bankers, which are paid, almost always very handsomely,
by the troubled company. Under Chapter 11 of the
Bankruptcy Code, there is a requirement that an Official
Committee of Unsecured Creditors be formed, with the
Committee’s professionals paid by the company seeking
relief, i.e., the debtor. Professionals retained by other
creditors, as well parties in interest, will be paid by the
debtor also. The amount of these administrative costs for
professional services are huge, off the charts; and they are
paid on a pay-as-you-go basis. These professionals also
enjoy a super priority over pre-petition creditors when it
comes to getting paid by the debtor. Before Kmart could
be reorganized and out of Chapter 11, these professional
costs were running at a rate of $10 million to $20 million
a month. It is estimated that such costs in Enron (with
which thankfully TAVF is not involved) will aggregate 
approximately $1 billion. These huge costs come out of
the hide of creditors. Third Avenue gets involved with
troubled companies only as a creditor.

6

From TAVF’s point of view, these administrative costs
tend to be so large that it is hard to get involved in any
investment in a non-giant troubled company unless the
Fund can do so as an adequately secured creditor, or
pursuant to a pre-packaged Plan of Reorganization. Even
in giant companies, these professionals bring investment
risks to TAVF that are frequently unacceptable. As a
matter of fact, if one failed in reorganizing Kmart in a
relative hurry, there likely would have been nothing left
for the creditors. It would all have gone to the lawyers and
investment bankers who incidentally had considerable
financial incentive to keep Kmart in Chapter 11 rather
than to reorganize that company expeditiously.

This “Professionals Problem” traces back to the
Bankruptcy Reform Act of 1978 (“The 1978 Act”).
Congress in its wisdom decided that a higher caliber of
professionals would be attracted to bankruptcy practice
if these professionals were paid on a regular basis for
services performed. There seems to be no basis for
Congress’ implicit assumption that attorneys working
for hourly rates are more competent, or higher quality,
than contingent fee attorneys. Prior to the passage of
The 1978 Act, professionals, other than the debtor’s
professionals, in Chapter X cases were paid basically at
the end of a case, and only if they demonstrated to the
Bankruptcy Court that they had made a “substantial
contribution” to the reorganization.

TAVF, as a creditor, would like very much to go back to
the pre-1978 way of paying professionals. It hopefully
would contribute much to the reorganization of
troubled companies both in court and out-of-court.
In writing to you about class action lawsuits, top
management compensation and entrenchment, and
professionals’ compensation in the reorganization of
troubled companies, I highlight some of the problems
TAVF faces as a non-control investor. My griping,
however, should not overstate the reality that, while
elimination of certain moral hazards would help, the
Fund still seems to operate in a pretty good investment
climate.
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SHAREHOLDER DISTRIBUTIONS
On December 18, 2003, a net investment income
distribution of $0.315 per share was made to shareholders
of record on December 17, 2003. Stockholders, as always,
have the option of receiving distributions in either cash or
newly issued shares of TAVF Common.

I will write you again when the report for the period to
end January 31, 2004 is issued. Best wishes for a happy
and prosperous New Year.

Sincerely yours,

Martin J. Whitman
Chairman of the Board

7
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Dear Fellow Shareholders:

At October 31, 2003, the audited net asset value
attributable to the 30,061,713 common shares
outstanding of the Third Avenue Small-Cap Value Fund
(“Small-Cap Value” or the “Fund”) was $18.02 per share,
compared with the Fund’s audited net asset value of
$12.78 per share at October 31, 2002, adjusted for a
subsequent distribution, and an unaudited net asset value
at July 31, 2003 of $15.87 per share. At December 22,
2003, the unaudited net asset value (after a distribution
of $0.108 per share paid on December 18, 2003) was
$18.44 per share.

QUARTERLY ACTIVITY*
During the quarter, Small-Cap Value established one new
position, added to six of its 67 existing positions,
eliminated one position and decreased its holdings in 13
companies. At October 31, 2003, Small-Cap Value held
positions 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 Position Acquired
310,066 shares JAKKS Pacific, Inc. Common Stock

(“JAKKS Common”)

Increases in Existing Positions
386,618 shares Cross Country Healthcare, Inc. 

Common Stock 
(“Cross Country Common”)

58,800 shares The Dress Barn, Inc. Common Stock
(“Dress Barn Common”)

36,300 shares Lindsay Manufacturing Company 
Common Stock (“Lindsay Common”)

114,900 shares The St. Joe Company Common Stock
(“St. Joe Common”)

280,900 units SFK Pulp Fund (“SFK Units”)
58,100 shares Willbros Group, Inc. Common Stock 

(“Willbros Common”)

Decreases in Existing Positions
10,900 shares Advanced Power Technology, Inc. 

Common Stock (“APT Common”)
45,500 shares American Power Conversion Corp. 

Common Stock 
(“American Power Common”)

Third Avenue Small-Cap Value Fund

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

SMALL-CAP VALUE FUND

* Portfolio holdings are subject to change without notice. The following is a list of Third Avenue Small-Cap Value Fund’s 10 largest holdings, and
the percentage of the total net assets each security represented, as of October 31, 2003: Brascan Corp. (Class A), 3.27%; Forest City Enterprises,
Inc. (Class A), 3.06%; Electro Scientific Industries, Inc., 3.04%; CommScope, Inc., 2.65%; LNR Property Corp., 2.63%; Credence Systems
Corp., 2.56%; E-L Financial Corp., Ltd., 2.41%; Trinity Industries, Inc. 2.31%; TimberWest Forest Corp., 2.25%; and Park Electrochemical
Corp., 2.05%.
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Number of Shares Decreases in Existing Positions
25,060 shares AMN Healthcare Services, Inc. 

Common Stock
(“AMN Common”)

127,100 shares Credence Systems Corp. 
Common Stock
(“Credence Common”)

25,400 shares CyberOptics Corp. Common Stock
(“CyberOptics Common”)

38,000 shares FSI International, Inc. Common Stock
(“FSI Common”)

27,300 shares KEMET Corp. Common Stock
(“KEMET Common”)

170,300 shares The MONY Group, Inc. Common Stock
(“MONY Common”)

55,000 shares Scientific-Atlanta Inc. 
Common Stock
(“Scientific-Atlanta Common”)

25,000 shares SWS Group, Inc. Common Stock
(“SWS Common”)

194,500 shares Sycamore Networks, Inc. 
Common Stock
(“Sycamore Common”)

41,700 shares TriQuint Semiconductor, Inc. 
Common Stock (“TriQuint Common”)

40,300 shares Westwood Holdings Group, Inc. 
Common Stock (“Westwood Common”)

Number of Shares Position Eliminated
30,000 shares MBIA Inc. Common Stock

(“MBI Common”)

Reflecting a diminished set of investment opportunities—
diminished largely by rapidly appreciating share prices
across a broad swath of the equity markets—Fund
management’s activity in the final fiscal quarter somewhat
resembled that of a sloth. The only purchase of a new
position, a position that remains modest in size, was of
JAKKS Pacific Common Stock. Run by industry veteran
Jack Friedman, JAKKS markets toys, collectibles, games
and kids’ activity products based on licensed characters
through discount chains. Many of the company’s
products, which are produced in the Far East, sell for

under $10. If you are familiar with the TV characters
SpongeBob or Scooby Doo, you are familiar with how
JAKKS makes its living. The Fund purchased shares of
this cash generative, double-digit returns-on-capital
business at modest multiples of cash flow, earnings and
book value, and likely well below the value of the
company were it to elect to take itself private. The Fund
also purchased more St. Joe Common Stock from the
DuPont Trust. St Joe, for those of you unfamiliar with the
name, is the largest private landowner in Florida, owning
nearly a million acres of property or about 3% of the state.
The company was formed by the DuPont family in the
1930’s, acquiring land for the equivalent of a dollar or two
an acre, land which today can sell for several thousands,
and in some cases, millions of dollars per acre. St Joe’s
skilled and motivated management team has carefully
built upon the inherent values of the company’s
impossible-to-reproduce-assets, and seems highly likely to
continue doing so in the years ahead.

The Fund’s sales program was an attempt to begin
liquidation—in some cases partial and in others in
whole—of securities of companies that were overvalued
in absolute terms, or where the underlying businesses
suffer from compromised financial strength or
competitive positions. The sale of half the Fund’s
position in MONY Common, the only other
noteworthy activity during the quarter, merits a lengthier
discussion, which I have included at the end of this letter.

RESULTS
Each October in recent years I get to sound like a broken
record when it comes to writing about the Fund’s
investment results. As always, my energies are geared
most heavily toward producing results measured in
absolute, after-tax terms. With inflation apparently
resurfacing in many areas of the U.S. economy, and
heeding the words of that perceptive sage Yogi Berra who
once commented, “A nickel ain’t worth a dime anymore,”
my goal also continues to be to outrun inflation—
however measured—by a wide margin, without assuming
a lot of investment risk. That said, I believe that what is
happening with respect to other asset classes (i.e., relative
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performance) retains some relevance, particularly on a
longer-term basis. To this end, I have prepared the table
below comparing the Fund’s results with a number of
indices and inflation measures that I consider relevant in
thinking about the Fund’s performance.

The table below compares cumulative returns during the
most recent three-year period. For example, $100
invested in the Fund and the S&P 500 Index on October
31, 2000 would be worth $143 and $77, respectively,
(pre-tax and with dividends reinvested) at October 31,
2003. For individual investors trying to save for
educational or retirement needs, or for institutional
clients trying to meet obligations likely to come due
many years hence, I continue to believe that a three to
five year time frame is a reasonable period over which one
might judge a manager’s results.

THREE-YEAR RETURN COMPARATIVE

October 31, October 31,_________ _________
Asset / Inflation Measure 2000 2003___________________ ____ ____
Third Avenue Small-Cap Value1 100.00 143.09
S&P 500 Index1, 2 100.00 77.03
Russell 2000 Index1, 2 100.00 110.67
Russell 2000 Value Index1, 2 100.00 148.71
Consumer Price Index (CPI)1, 2 100.00 106.38
CPI - Beer 100.00 108.13
CPI - Housing 100.00 108.21
CPI - Education 100.00 120.53

1 Dividends reinvested into asset/ index. CPI information from www.BLS.gov and author’s estimates.
2 The S&P 500 Index is an unmanaged index (with no defined investment objective) of common stocks. The S&P 500 Index is a trademark of McGraw-
Hill Co. The Russell 2000 Value Index measures the performance of those Russell 2000 companies with lower price-to-book ratios and lower forecasted
growth values. The Russell 2000 Index measures the performance of the 2,000 smallest companies in the Russell 3000 Index, which represents
approximately 8% of the total market capitalization of the Russell 3000 Index. Both the Russell 2500 Value and Russell 2000 are unmanaged indices of
stocks and are not securities that can be purchased or sold, and their total returns are reflective of an unmanaged portfolio. Consumer Price Index (CPI)
produces monthly data on changes in the prices paid by urban consumers for a representative basket of goods and services.
* Third Avenue Small-Cap Value Fund’s one-year, three-year, five-year and since inception (4/1/97) average annual returns for the period ended October
31, 2003 are 40.88%, 12.68%, 13.58%, and 11.31%, respectively. Average annual returns for the Russell 2000 Value Index and the Russell 2000 Index for
the same time periods were 40.29%, 14.14%, 11.93% and 11.52%; and 43.37%, 3.44%, 8.34% and 8.20%, respectively. Additionally, Third Avenue
Small-Cap Value Fund’s one-year, three-year, five-year and since inception (4/1/97) calendar quarter average annual returns for the period ending
September 30, 2003 were 36.13%, 9.97%, 13.58%, and 10.30%. Average annual returns for the Russell 2000 Value Index and the Russell 2000 Index
were 31.66%, 11.07%, 10.84% and 10.34%; and 36.50%, -0.82%, 7.46% and 6.97%, respectively.

OWNERSHIP AND CONTROL REDUX

“But have we any justification for assuming that those in
control of a modern corporation will also choose to operate

it in the interests of the owners? ”

—A.A. Berle & Gardiner C. Means, The Modern
Corporation and Private Property, 1932

The conflict which Berle and Means identified in their
seminal work—the divorce of ownership from control
within the modern corporation—seems to be alive and
well today, despite the hullabaloo engulfing the world of
corporate governance. The Fund, unfortunately, tasted
firsthand this conflict when MONY Group announced
on September 17th that it had agreed to sell itself to AXA
Financial, a French insurance company, at a price and on
terms that could only be described as wildly
disappointing. 

After the announcement of the deal, Fund management
elected to sell half of its position, preferring to “vote with
its feet” for at least a portion of its shares. Why? First, at
the time of the Fund’s sale, MONY’s stock traded at a
nearly $2 per share premium to AXA’s announced cash
bid of $31 per share, a premium resting largely on
expectations within the arbitrage community that (i)
another, higher bid would emerge, (ii) AXA, in response
to obvious shareholder dissatisfaction, would raise its bid,
or (iii) a different set of events would unfold and
“surface” the value of the company. I believed that the
likelihood of any such events occurring was slim, as the
field of potential bidders was relatively limited, the
company had been broadly, albeit informally, shopped
around, and the ability of an acquirer to cut costs at
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MONY was vastly overestimated by most analysts (i.e.,
MONY’s expense structure is not nearly as bloated as
most people think, and AXA has an almost unique ability
to realize the most cost savings of any potential acquirer.)
From my perspective, holding the stock at $33 per share
is tantamount to saying that there is a 95% chance of
realizing $35 per share (or, similarly, an 87% chance of
realizing $38), outcomes whose probabilities were, in my
opinion, much slimmer.

Secondly, we sold half the position because the position
size in the portfolio–more than 2% of assets–merited
taking at least some of the inherent market risk “off the
table.” Thirdly, as Fund management studied the
situation more, it became clear that our remedies, both
from a legal and financial perspective (e.g., perfecting the
Fund’s appraisal rights under Delaware law, or waging a
proxy contest against MONY’s board), were relatively
limited. Lastly, sale of the stock at a premium was, in
essence, voting against the deal, a stand that Fund
management decided to take in any case. While the
ordeal is not yet over––the deal requires the affirmative
vote of the holders of a majority of MONY’s outstanding
common stock and the Fund still owns about half of its
original position––the Fund’s monetary wounds are
likely to be small, a tribute to our stinginess, while the
lessons learned will be deep and memorable. We
continue to assess our next move with regard to the
Fund’s remaining shares. 

How is our MONY experience tied to the observations
made by Berle and Means more than 70 years ago? The
chasm between ownership and control about which Berle
and Means wrote is a chasm that, sadly, has only
deepened and widened during the past 10 years as 1)
corporations have adopted a bewildering array of
management entrenchment techniques (e.g., poison pills,
staggered boards, dual classes of stock, supermajority
voting, golden parachutes); 2) states have increasingly
enacted anti-takeover laws to protect local businesses;
and 3) the Securities and Exchange Commission’s proxy
rules, as a practical matter, largely perpetuate
management entrenchment.

When Berle and Means went on to observe that “The
concentration of economic power separate from
ownership has, in fact, created economic empires, and
has delivered these empires into the hands of a new form
of absolutism, relegating “owners” to the positions of
those who supply the means whereby the new princes
may exercise their power,” they could have been talking
about the executives at MONY Group, in my opinion.
Thanks to “change in control agreements,” MONY’s
senior executives will likely collect tens of millions of
dollars in connection with the AXA deal, despite woeful
underperformance as managers. Given these facts, it
would appear that MONY management sold us, the
shareholders, down the river to line its own pockets.

Anyone believing in a “shareholder’s Magna Carta,” or a
world of improved shareholder democracy or equal access
to the corporate ballot should immediately contact me. I
have a bridge going to Brooklyn that’s for sale. 

SHAREHOLDER DISTRIBUTION
On December 18, 2003, a distribution of $0.108 per
share was made to shareholders of record as of December
17, 2003. Of this amount, $0.027 represents long-term
capital gain, $0.056 represents short-term capital gain,
and $0.025 represents ordinary income. Shareholders, as
always, have the option of receiving distributions either
in cash or in newly issued shares of Small-Cap Value
Common Stock.

I look forward to writing you again in the New Year
when we publish our First Quarter Report dated January
31, 2004. May you and your families enjoy a healthy and
prosperous New Year. 

Sincerely,

Curtis R. Jensen
Portfolio Manager, 
Third Avenue Small-Cap Value Fund
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Dear Fellow Shareholders:

I am pleased to provide you with Third Avenue Real
Estate Value Fund’s (the “Fund”) report for the fiscal year
ended October 31, 2003. This report marks the Fund’s
fifth full year of operation since its inception on
September 17, 1998. I am very pleased with the Fund’s
absolute performance over the past five years.
Shareholders that invested in the Fund at its inception
(like I did) have benefited from a 130.4%* total return
through October 31, 2003, outperforming the 93.9%
return of the Wilshire Real Estate Securities Index1 and
the 3.1% return of the S&P 500 Index1. It is also
interesting to note that the Fund’s above-average returns
have been generated without taking substantial risks.

Modern Portfolio Theory (“MPT”) applies standard
deviation to the annual rate of return of an investment to
measure the investment’s volatility, or “risk”. According
to MPT, the Fund has been among the lowest “risk”
funds in its category over the last five years. It is
gratifying to have been able to generate above-average
returns with below-average “risk”, but it is important to
note that a low standard deviation is not our goal—it is
a by-product of our investment discipline. I do not
necessarily equate low volatility with low risk. A portfolio
of securities with the lowest probability of incurring
permanent impairments of capital is what I consider low
risk. Consistently applying Third Avenue Management’s
unique “safe and cheap”2 investment discipline has

12

Third Avenue Real Estate Value Fund

MICHAEL H. WINER
PORTFOLIO MANAGER OF THIRD AVENUE

REAL ESTATE VALUE FUND

* Third Avenue Real Estate Value Fund’s one-year, three-year, five-year and since inception (9/17/98) average annual returns for the period ended
October 31, 2003 are 32.15%, 17.63%, 17.52%, and 17.69%, respectively. Average annual returns for the Wilshire Real Estate Securities Index
and the S&P 500 Index for the same time periods were 35.59%, 16.44%, 12.91% and 13.80%; and 20.80%, -8.34%, 0.53% and 2.04%,
respectively. Additionally, Third Avenue Real Estate Value Fund’s one-year, three-year, five-year and since inception (9/17/98) calendar quarter
average annual returns for the period ending September 30, 2003 were 25.79%, 15.79%, 11.47%, 17.37% and 17.21%, respectively. Average
annual returns for the Wilshire Real Estate Securities Index and the S&P 500 Index were 26.91%, 14.16%, 12.26% and 13.70%; and 24.40%, 
-10.13%, 1.00% and 0.96%, respectively.
1 TheWilshire Real Estate Securities Index and the S&P 500 Index are unmanaged indices of stocks and are not securities that can be purchased or
sold. The Wilshire Real Estate Securities Index is a broad measure of publicly-traded real estate securities, such as Real Estate Investment Trusts
(REITs) and Real Estate Operating Companies (REOCs). The index is capitalization weighted. The S&P 500 Index is an unmanaged index (with
no defined investment objective) of common stocks. The S&P 500 Index is a trademark of McGraw-Hill Co.
2 “Safe” means the companies have strong finances, competent management and an understandable business. “Cheap” means that we can buy the
securities for significantly less that what a private buyer might pay for control of the business.
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enabled us to build what seems to be a low risk portfolio
that should continue to generate above-average returns.
While the Fund’s net assets have grown dramatically, the
composition of the portfolio today looks very similar to
five years ago. 

At October 31, 2003, the audited net asset value
attributable to the 32,072,703 shares outstanding was
$20.17 per share. This compares with the Fund’s
unaudited net asset value of $18.80 per share at July 31,
2003 and an audited net asset value at October 31, 2002
of $15.25 per share, adjusted for a subsequent
distribution to shareholders. The Fund’s one-year return
through October 31, 2003 was 32.2%; its three-year
annualized return was 17.6%; and its five-year
annualized return was 17.5%, including the
reinvestment of dividends and capital gains. At
December 22, 2003, the unaudited net asset value (after
a distribution of $0.531 per share paid on December 18,
2003) was $21.17 per share.

QUARTERLY ACTIVITY*
During the fourth quarter of fiscal 2003, the Fund’s
outstanding shares increased to 32.1 million shares from
27.0 million shares––an increase of 18.9%; net assets
increased to $647 million from $508 million––an
increase of 27.4%; and net asset value per share increased
to $20.17 from $18.80––an increase of 7.3%. Cash and
short-term investments at year-end totaled 14.0% of net
assets, compared to 15.9% at the end of the last fiscal
quarter. The following summarizes the Fund’s investment
activity during the quarter.

Number of Shares New Positions Acquired
163,800 shares Acadia Realty Trust Common Stock

(“Acadia Common”)
175,000 shares First Potomac Realty Trust 

Common Stock
(“First Potomac Common”)

Number of Shares New Positions Acquired (continued)
246,200 shares Koger Equity, Inc. 8.5% 

Preferred Stock
(“Koger Preferred”)

Increases in
Existing Positions

176,300 shares American Financial Realty Trust 
Common Stock 
(“American Financial Common”)

37,544 shares Avatar Holdings, Inc. Common Stock 
(“Avatar Common”)

650,000 shares British Land Company PLC 
Common Stock
(“British Land Common”)

257,500 shares Brookfield Properties Corp. 
Common Stock 
(“Brookfield Common”)

599,000 shares Catellus Development Corp. 
Common Stock (“Catellus Common”)

282,000 shares Forest City Enterprises, Inc. Class A 
Common Stock 
(“Forest City Common”)

50,000 shares Guoco Group Limited Common Stock
(“Guoco Common”)

200 shares Jones Lang LaSalle, Inc. 
Common Stock
(“Jones Lang Common”)

496,200 shares LNR Property Corp. Common Stock
(“LNR Common”)

225,000 shares One Liberty Properties, Inc. 
Common Stock
(“One Liberty Common”)

149,400 shares PS Business Parks, Inc. Common Stock
(“PSB Common”)

28,900 shares RAIT Investment Trust Common Stock
(“RAIT Common”)

508,900 shares The St. Joe Company Common Stock 
(“St. Joe Common”)

13

* Portfolio holdings are subject to change without notice. The following is a list of Third Avenue Real Estate Value Fund’s 10 largest holdings, and
the percentage of the total net assets each security represented, as of October 31, 2003: Forest City Enterprises, Inc. (Class A), 9.41%; LNR
Property Corp., 9.19%; Brookfield Properties Corp., 8.10%; The St. Joe Co., 8.00%; Catellus Development Corp. 6.26%; Vornado Realty Trust,
3.63%; PS Business Parks, Inc., 3.53%; Trammell Crow Co., 3.13%; ProLogis Trust 2.57%; and American Financial Realty Trust 2.41%.
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Principal Amount or Increases in Existing Positions
Number of Shares (continued)
104,200 shares Trammell Crow Company 

Common Stock 
(“Trammell Crow Common”)

64,000 shares Vornado Realty Trust Common Stock
(“Vornado Common”)
Reductions in Existing Positions

89,600 shares Prime Group Realty Trust 
Common Stock
(“Prime Group Common”)

217,800 shares Public Storage, Inc. Common Stock
(“Public Storage Common”)
Positions Eliminated

$464,000 Imperial Credit Industries, Inc. 
12% Senior Notes due 6/30/05
(“Imperial 12% Notes”)

$1,504,000 Imperial Credit Industries, Inc.
9.75% Senior Notes due 1/15/04
(“Imperial 9.75% Notes”)

$1,000,000 LNR Property Corp. 9.375% 
Senior Subordinated Notes 
due 3/15/08 (“LNR Notes”)

475,500 shares Clayton Homes, Inc. Common Stock
(“Clayton Common”)

23,400 shares Golf Trust of America, Inc. 
Common Stock
(“Golf Trust Common”)

31,000 shares Lodgian, Inc. Common Stock
(“Lodgian Common”)

DISCUSSION OF QUARTERLY ACTIVITY
The Fund initiated investments in the common stocks of
Acadia Realty Trust and First Potomac Realty Trust, and
in the preferred stock of Koger Equity. Acadia Realty
Trust is a well-financed real estate investment trust
(“REIT”) that focuses on the acquisition, redevelopment
and operation of primarily grocery-anchored retail
centers. The company owns 62 properties comprising 9
million square feet. The company has demonstrated its
ability to acquire under-performing retail centers and
create significant value through redevelopment. The

company has established a joint venture with several
institutional investors to acquire properties. The joint
venture relationship enables the company to increase its
portfolio and enhance shareholder returns without
issuing additional common shares. First Potomac Realty
Trust completed its initial public offering in October
2003, issuing 7.5 million shares at $15.00. The Fund
purchased 175,000 shares in the IPO. First Potomac is a
REIT that specializes in the acquisition, redevelopment
and repositioning of industrial and flex buildings in the
southern Mid-Atlantic region. The company went public
with a 32-building portfolio and several additional
properties under contract. The experienced management
team has an excellent track record of buying under-
performing properties and creating substantial
incremental value. The IPO proceeds will enable First
Potomac to expand its portfolio in a market that appears
to have significant opportunities for investment. The
Fund has owned Koger Common for several years. Koger
is a well-financed REIT with a portfolio of office
properties throughout the Southeastern United States.
The Fund purchased Koger Preferred in the company’s
new issue of 2.99 million shares. The proceeds from the
offering will be used to fund new acquisitions.

The Fund increased its holdings in the common stocks of
several companies as market prices continued to represent
substantial discounts to estimated net asset value. The
Fund purchased St. Joe Common in a public offering
from the DuPont Trust, which is the largest holder of St.
Joe Common, but is in the process of diversifying its
holdings. Other substantial additions during the quarter
include Brookfield Common, Catellus Common, Forest
City Common, and LNR Common. The Fund reduced
its holdings in Prime Group Common and Public Storage
Common based upon market prices. The Fund
eliminated its positions in Imperial Notes, Golf Trust
Common and Lodgian Common to offset taxable gains.
Imperial Notes became essentially worthless when the
company’s subsidiary, and its primary asset, Southern
Pacific Bank, was declared insolvent and seized by the
California Department of Financial Institutions. The
company subsequently filed Chapter 11 in order to
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facilitate the wind-down and sale of its remaining assets.
It appears unlikely that holders of Imperial Notes will
receive any distributions. The Fund had a very small
position in Golf Trust Common. Golf Trust is in the
process of liquidating pursuant to a plan approved by
shareholders. The Fund sold its small position in Lodgian
Common but retained its holdings in Lodgian Warrants.

Catellus shareholders approved the company’s conversion
from a C Corporation to a REIT. The conversion should be
effective on or about January 1, 2004. Catellus announced a
$3.83 per share special
dividend which was payable to
shareholders on December 18,
2003. The special dividend
was necessary to comply with
IRS requirements for
qualification as a REIT.
Shareholders had the option 
to receive the dividend in
common stock or cash (or a
combination), though the
company limited the total
amount of the cash dividend to $100 million. The Fund
elected to receive the entire dividend in common stock. The
company also announced its first regular cash dividend of
$0.30 per share payable on November 25, 2003. Upon
conversion to a REIT, Catellus will pay regular quarterly cash
dividends initially estimated to be $0.30 per share ($0.27 per
share, as adjusted for additional shares distributed as special
dividend). Fund management has always favored real estate
operating companies over REITs because of their ability to
retain and reinvest cash flow, thereby enabling the companies
to grow without the need to constantly seek new equity
capital. Catellus has achieved substantial growth over the last
five years due, in large part, to its ability to reinvest its free
cash flow. Prior to November 2003, Catellus had never paid
a dividend. Catellus is in the unique position of having a
substantial portfolio of properties (residential land
development and mixed use developments) that will not be
included in the REIT. These properties will be held in a
“taxable REIT subsidiary” with the intention that they will
be sold off (at substantial profit) over the next few years. The

“after-tax” cash flow will be distributed to the REIT, which
will enable Catellus to fund its development projects without
the need to raise additional equity capital. I expect that
Catellus will continue to provide above average returns to
shareholders through a combination of capital appreciation,
creation of value through its development projects and
regular cash dividends.

REAL ESTATE MARKETS
While it is uncommon for Fund management to comment
on macro-economic factors, I thought it would be helpful to

shareholders if I addressed
current economic conditions
and their impact on property
fundamentals and values.
In general, real estate is much
better financed today than it
ever was. The lessons learned in
the late 1980s and early 1990s
have not been forgotten.
Conservative debt levels and
corresponding higher equity
requirements have significantly

curtailed the type of speculative developments that
contributed to the last real estate depression. U.S. real estate
markets, with few exceptions, continue to be relatively weak
due to the prolonged economic downturn. Occupancy
levels and rents are generally lower in most markets—which
highlights the lack of job growth and business expansion.
However, despite lower property cash flows (before debt
service), property values have actually increased. I attribute
this phenomenon to the near-historic low interest rates,
which have resulted in reduced real estate capitalization rates
(i.e., real estate investors are willing to accept lower yields).
The last two-and-a-half years have clearly been the best bad
real estate market in recent memory.

Lower interest rates have also enabled commercial
property owners to significantly reduce debt service costs
by refinancing with long-term fixed rate mortgages.
Improving economic conditions should result in job
growth and business expansion. It follows that occupancy
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“In general, real estate is much 
better financed today than it ever
was...Conservative debt levels and

corresponding higher equity 
requirements have significantly 
curtailed the type of speculative

developments that contributed to the
last real estate depression.”
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and rent levels should increase as well. With locked-in,
low-cost mortgage debt, a substantial portion of
increased property cash flows should fall to the bottom
line. It also follows that economic expansion could lead
to increased interest rates and corresponding increases in
property capitalization rates. Stronger property
fundamentals intuitively should mean higher property
values. However, if capitalization rates rise with interest
rates, increases in property values will be somewhat
muted. That said, the Fund owns the common stocks of
extremely well-financed companies with high-quality
portfolios and excellent management teams. I am
optimistic that our portfolio companies will continue to
provide above-average, long-term growth in net asset
values and corresponding returns to shareholders. 

SHAREHOLDER DISTRIBUTIONS
On December 18, 2003 a distribution of $0.531 per
share was made to shareholders of record as of December
17, 2003. Of this amount, $0.038 represents long-term

capital gains, $0.041 represents short-term capital gains,
and $0.452 represents ordinary income. Shareholders, as
always, have the option of receiving distributions either
in cash or in newly issued common shares of the Fund. 

I look forward to writing to you again when we publish
our quarterly report for the period ending January 31,
2004. Best wishes for a safe, healthy and prosperous New
Year.

Sincerely, 

Michael H. Winer 
Portfolio Manager,
Third Avenue Real Estate Value Fund 

16

29464_TAVF Letters to Share  12/29/03  3:25 PM  Page 16



17

Dear Fellow Shareholders:

At October 31, 2003, the audited net asset value
attributable to the 7,210,930 common shares
outstanding of the Third Avenue International Value
Fund (the “Fund”) was $13.49 per share, compared with
an unaudited net asset value of $11.75 per share at July
31, 2003 and an audited net asset value at October 31,
2002 of $9.65 per share, adjusted for a subsequent
distribution. At December 22, 2003, the unaudited net
asset value (after a distribution of $0.297 per share paid
on December 18, 2003) was $14.28 per share.

QUARTERLY ACTIVITY*
In the most recent quarter of operations, the Fund
established a new position in the common stock of one
company and added to positions in the common stocks
(or units) of 29 companies.

Number of Shares New Position Acquired
50,000 shares Cie. Generale de Geophysique SA

(“Geophysique Common”)

Number of Shares Increases in
or Units Existing Positions
15,000 shares Agrium, Inc. (“Agrium Common”)
15,000 shares Asatsu-DK, Inc. (“Asatsu Common”)
1,213,000 shares Boardroom, Ltd.

(“Boardroom Common”)
1,400,000 shares BRIT Insurance Holdings plc 

(“BRIT Common”)
125,000 shares Canfor Corp. 

(“Canfor Common”)
11,400 shares Cresud

SACIFYA-ADR
(“Cresud Common”)

1,050,000 shares Del Monte Pacific, Ltd. 
(“Del Monte Common”)

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

72,800 shares Farstad Shipping ASA 
(“Farstad Common”)

5,700 units Fording Canadian Coal Trust 
(“Fording Units”)

Third Avenue International Value Fund

AMIT B. WADHWANEY
PORTFOLIO MANAGER OF THIRD AVENUE

INTERNATIONAL VALUE FUND

* Portfolio holdings are subject to change without notice. The following is a list of Third Avenue International Value Fund’s 10 largest holdings, and
the percentage of the total net assets each security represented, as of October 31, 2003: Banco Latinoamerico de Exportaciones, S.A., 3.85%;
Ganger Rolf ASA, 3.70%; BRIT Insurance Holdings PLC, 3.34%; Tranz Rail Holdings Ltd., 3.30%; Ichiyoshi Securities Co., Ltd., 3.11%;
Telecom Corp. of New Zealand, Ltd. 2.77%; Oslo Bors Holding ASA, 2.67%; Smedvig ASA Class A, 2.56%; Asatsu-DK, Inc., 2.45%; and Sompo
Japan Insurance, Inc., 2.42%.
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Number of Shares Increases in
or Units Existing Positions (continued)
68,867 shares Ganger Rolf ASA 

(“Ganger Common”)
67,500 shares GEAC Computer Corp., Ltd. 

(“GEAC Common”)
215,000 shares Guoco Group, Ltd. 

(“Guoco Common”)
2,500,000 shares Hotung Investment Holdings, Ltd. 

(“Hotung Common”)
60,000 shares Ichiyoshi Securities Co., Ltd. 

(“Ichiyoshi Common”)
1,850 shares Imerys SA (“Imerys Common”)
150,000 shares JZ Equity Partners plc (“JZ Common”)
1,250 shares Noble Group, Ltd. (“Noble Common”)
44,100 shares Noranda, Inc. (“Noranda Common”)
65,000 shares Oslo Bors Holding ASA 

(“Oslo Bors Common”)
40 shares Pargesa Holding AG 

(“Pargesa Common”)
723,395 shares Rubicon, Ltd. (“Rubicon Common”)
253,500 units SFK Pulp Fund (“SFK Units”)
100,000 shares Singer & Friedlander Group plc 

(“Singer Common”)
35,000 shares Smedvig ASA-Class A 

(“Smedvig Common”)
42,000 shares Sompo Japan Insurance Inc. 

(“Sompo Common”)
451,520 shares Telecom Corp. of New Zealand , Ltd.

(“Telecom Common”)
2,143,887 shares Tranz Rail Holdings, Ltd. 

(“Tranz Rail Common”)
215,800 units Westshore Terminals Income Fund

(“Westshore Units”)

REVIEW OF QUARTERLY ACTIVITY
The single new investment this quarter was in
Geophysique Common. Geophysique provides
geophysical services (seismic imaging, data processing,
etc.) primarily to oil and gas companies. In addition,
Geophysique manufactures equipment used in seismic

imaging. The fortunes of this company are held hostage
to spending by oil and gas companies for exploration,
production, development and field management
activities. Despite a period of relatively elevated energy
prices, such spending has not recovered to levels attained
before the slump in spending in 1998-9, which coincided
with the then much lower energy prices. The resultant
excess capacity in a number of the business lines where
Geophysique operates has resulted in severe downward
pricing pressure, leading to the bankruptcy of some of
the companies operating in this area. The short run
promises more of the same, with few signs of a pick up in
oil company spending for the types of services provided
by Geophysique, suggesting the possibility of a further
thinning among the ranks of its peers. Geophysique’s
deep cost cuts, combined with its balance sheet strength,
lead us to believe that it will be one of the survivors of
this downturn. However, longer term, the combination
of industry consolidation and a pick up in spending by
oil companies should meaningfully benefit Geophysique. 

RESOURCE CONVERSION IN THE FUND’S PORTFOLIO
During this quarter, two of our holdings were the objects
of takeover bids.

Boosey and Hawkes plc (“Boosey”), a London-listed
music publisher, was the object of an attempted
management buyout, a bid whose terms were topped by
a bid from a private equity firm, which envisions Boosey’s
vast catalog of Western Classical music to be the
cornerstone of the music publishing business it intends
to build. We have tendered our shares to the second bid
as we deem it an attractive one, comfortably exceeding
our estimated valuation of the company.

The second takeover bid was for Tranz Rail Holdings
Ltd., the sole freight railroad company in New Zealand.
The bidder, an Australian railroad operator, has raised the
bid price twice, extended the acceptance period twice,
and has not yet obtained the requisite number of shares
to force out the non-tendering shareholders. In our view,
the highest of these bids is at a meaningful discount to
what we assess this company to be worth currently.
Accordingly, we have chosen not to tender our shares and
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hope to participate in the future build up of value in the
better-financed, and very likely, better-managed
reincarnation of the company. At the time of this writing,
with the expiration date in late December, we do not
know whether the bid will be successful.

RETURN ON EQUITY VS. OVERCAPITALIZATION: 
IS THERE A TRADEOFF FOR THE
INVESTOR?
At its simplest, the rate of
return on shareholders’ equity
(“R.O.E.”) can be viewed in
arithmetic terms as a fraction,
with the numerator being
composed of the company’s
earnings and the denominator
being the shareholders’ equity
(or book value). It is therefore
true in arithmetic terms, that
there is a “trade off” between
R.O.E. and capitalization. That
is, everything else being equal,
the higher the shareholders’
equity (i.e., the better
capitalized the company), the
lower the R.O.E. for the period being examined. This is
clearly anathema to the investor focused on the income
statement, who associates companies showing high R.O.E.s
with higher prospective returns on investment in the
associated security, and who would therefore infer that
companies that are overcapitalized (with lower R.O.E.s)
would present lower return investment opportunities. Such
reasoning is of limited utility in the investment activities of
the Fund, which is populated by companies that are
generally well capitalized but with a wide range of R.O.E.s.
Some of the reasons why this is true are outlined below.

The R.O.E. might be depressed for a number of
accounting periods for reasons that we believe to be
transitory. This is particularly true of an industry which
is temporarily cyclically depressed. An example of this
would be the Fund’s investments in Smedvig Common
or Geophysique Common––where the currently poor

demand for these companies’ services has served to
depress their earnings and their R.O.E. 

R.O.E. as a stock selection tool might be of greater utility
when a potential investee company is viewed solely as a
going concern, i.e., the underlying business continues to
operate from period to period, without material change to
the nature and scope of its operations or its balance sheet.

The Fund tends to view
prospective investment
opportunities in a somewhat
more holistic manner, not
only as entities with a
constant, unchanging mix of
operating activities but as
entities where resource
conversion opportunities
(e.g., sale of surplus land,
purchases of businesses,
repurchases of stock) for value
creation can be a real, ever-
present possibility. Clearly, in
such circumstances, the use of
a R.O.E. is of limited utility.
Furthermore, overcapitalized
companies might well be the

ones best positioned to engage in such shareholder value-
creating transactions, without any adverse impact upon
their balance sheet quality.

However, by far, the principal danger is a single-minded
focus on R.O.E.s by companies and investors which
results in the company choosing (or being caused to, in
response to investor actions) to increase its financial and
operating leverage, in defiance of business realities, with
a view to increasing its R.O.E. Such a course of action
could ultimately turn out to be a foolhardy one and can
hardly be considered a tradeoff since it would very likely
reduce or eliminate the margin of safety—and in extremis
threaten the viability of the company as a going concern. 

The experience of one of the Fund’s current
investments—Banco Latino Americano de

“The Fund tends to view prospective
investment opportunities in a 

somewhat more holistic manner, not
only as entities with a constant,

unchanging mix of operating 
activities but as entities where

resource conversion opportunities
(e.g., sale of surplus land, pur-

chases of businesses, repurchases
of stock) for value creation can be a

real, ever-present possibility.”
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Exportaciones SA (“Bladex”) provides a cautionary
example of such a focus on R.O.E.s gone awry. Since its
inception in 1979, Bladex was an unusually well-
capitalized bank set up to finance intra-Latin American
trade. For a number of years, notwithstanding the
tremendous economic volatility (hyperinflation,
currency collapses, etc.) that characterized the region
where it operated, the bank experienced an extremely low
level of losses and generated R.O.E.s of 12-15%. This
represented an adequate level of profitability, except to
some investors who felt that its R.O.E. could be
improved upon by reducing the capitalization, by
returning what they felt was the company’s excess capital
to investors and simultaneously increasing the R.O.E.,
which would reward them with a higher stock price to
boot. After a period of lobbying by investors, Bladex
returned roughly $100 million to investors, through a
special dividend and stock repurchase. While the
company was increasing its operating leverage in this
manner, it entered corporate lending, a new line of
business, which was growing faster than the bread-and-
butter trade finance business—albeit it had a
considerably greater risk profile. 

The rosy period of higher R.O.E.s and earnings growth
that was envisioned for the recapitalized Bladex turned
out to be short lived. A year later, the financial
repercussions from the Argentinian Peso devaluation
almost wiped out Bladex’s capital. It was saved by a share
issue (which roughly corresponded to the Fund’s entry
point), whose size was $134 million––a little bit more
than was originally returned to investors. Equivalently,
absent the earlier return of capital, the company would
have been better capitalized to withstand the Argentinian
crisis and a subsequent funding, if necessary, would have
been smaller and obtained on considerably more
favorable terms. Currently, Bladex has returned to its
lower growth but “safer” business of providing trade
finance. It is exceptionally well capitalized with a ratio of
Tier 1 to risk-weighted assets of 37.8%—a large number
by most measures, but this should be viewed in the
context of the riskiness of the region where it operates

and where balance sheet strength is an absolute necessity
to withstand any unforeseen difficulties that might arise. 

As this example illustrates, while there is a trade-off in
arithmetic terms between the extent of overcapitalization
and return on equity, from the Fund’s perspective this
can hardly be said to be an acceptable tradeoff, given the
potential increase in the riskiness of an investment that
can accompany a capitalization that is unable to
withstand significant, unforeseen shocks. 

The Fund is a long-term, buy and hold investor. Other
things being equal, I believe that well-capitalized
companies will, on average, have the prospect of enjoying
higher R.O.E.s most of the time compared with more
leveraged businesses. In this sense, there is not much of a
trade-off between R.O.E.s and overcapitalization.

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

%__
Canada 17.46
Norway 12.32
Japan 10.60
New Zealand 7.94
United Kingdom 6.91
Singapore 5.72
France 5.11
Hong Kong 4.17
Panama 3.86
Argentina 1.30
Sweden 1.22
Spain 1.18
Switzerland 0.94____
Cash & Other 21.27_____
Total 100.00%____________

Note that the table above should be viewed as an ex-post
listing of where our investments reside, period. As we
noted in our July 31, 2003 letter, there is no attempt to
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allocate the portfolio assets between countries (or sectors)
based upon an overarching macroeconomic view or
index-related considerations. 

On December 18, 2003, an ordinary income distribution
of $0.297 per share was made to shareholders of record on
December 17, 2003. Stockholders, as always, have the
option of receiving distributions in either cash or newly
issued shares of TAVIX Common.

I will write you again when the report for the period to
end January 31, 2004 is issued. Best wishes for a happy
and prosperous New Year.

Sincerely,

Amit Wadhwaney
Portfolio Manager,
Third Avenue International Value Fund
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