
Third Avenue Value Fund

Dear Fellow Shareholders,

For the three months ended December 31, 2017, the Third 
Avenue Value Fund (the ?Fund?) returned 2.46% as 
compared to MSCI World Index, which returned 5.62%1. For 
the calendar year 2017, the Fund returned 14.15% as 
compared to 23.07% for the Index1. The Fund?s relat ive 
performance has lagged world indices over those periods 
largely as a result  of the Fund?s large allocat ion to U.S. 
companies in a year in which the U.S. dollar was relat ively 
weaker than many foreign currencies. Addit ionally, the Fund 
does not part icipate in richly-valued technology stocks that 
have been key drivers of U.S. and world indice returns.

strategy Update

Following the Fund?s port folio management changes 
announced in September and discussed in our previous 
quarterly let ter, we have several points of progress upon 
which to report . Our newly const ituted team is funct ioning 
well and making a variety of enhancements to our 
investment process. In a short  period of t ime, we were 
successful in significant ly reducing the size of the Fund?s 
realized tax gains prior to the Fund?s fiscal year-end. Most 
important ly, the team has been successful in ident ifying 
what we believe to be a number of promising investment 
opportunit ies, which are the feedstock for future Fund 
returns. Two posit ions init iated during the quarter, Lundin 
Mining and Warrior Met Coal, were among the Fund?s 
largest posit ive contributors to performance during the 
quarter. We discuss both investments in detail below.

In our previous quarterly let ter, we alluded to areas 
appearing to offer value, including: oil services, mining of 
certain base metals, and lumber producers. In each case, the 
evolut ion of supply gluts into supply deficits are helping to 
create recovery of operat ing performance, while securit ies 
prices do not yet reflect those developments. We also 
referenced several special situat ions opportunit ies we were 
invest igat ing that were thematically related in the sense 
that each had recent ly been financially restructured in a 
bankruptcy process. At the t ime of that writ ing we had 
recent ly init iated a posit ion in Tidewater Inc. short ly after 
the oil services provider exited bankruptcy with a net cash 
balance sheet and reduced cost structure. We cont inue to 
add to our Tidewater posit ion.

Both the base metals mining industry and the North 
American lumber industry cont inued to be an area of focus 

for our team throughout the quarter and ult imately resulted 
in the init iat ion of several new investments for the Fund. We 
also init iated a new investment in a metallurgical coal 
producer, which recent ly exited the bankruptcy process. 
Highlights are as follows:

base metals miner

Lundin Mining Corp. (?Lundin?) - Our thesis is that various 
industrial metals, most notably copper and to a lesser extent 
zinc, have for several years been incorrect ly described as 
being in a state of significant oversupply. Those erroneous 
headlines have largely faded into memory at this point with 
supply and demand for copper having proved to be largely in 
balance during the last few years, possibly in a state of very 
small oversupply. With copper demand cont inuing to grow 
globally, as has been the historical pattern for many 
decades, including those decades long pre-dat ing the 
beginning of China?s economic liberalizat ion and strong 
growth, and with lit t le in terms of available supply response, 
it  appears more likely than not that we will see higher 
copper prices in the future as shortages begin to develop. 
Higher prices than those present today are also required to 
produce the economic incent ive to develop meaningful 
addit ional supply. For a much more in depth discussion of 
these topics, please refer to the Third Avenue Internat ional 
Value Fund letter dated June 30, 2017. Furthermore, recent 
regulatory developments by a variety of countries strongly 
encouraging electrificat ion of passenger vehicles, as well as 
a number of large-scale capital commitments by several 
auto manufacturers to develop high-volume electric vehicle 
product ion capabilit ies have, in our view, significant ly 
increased the probability that high-volume product ion of 
electric vehicles will become a reality. Electric vehicles are 
typically two to three t imes as copper intensive as 
combust ion engine vehicles. Related charging stat ions and 
likely necessary upgrades to electrical infrastructure would 
also consume large incremental quant it ies of copper, which 
appear increasingly hard to come by.

While increasing t ightness in copper and zinc markets have 
developed largely as expected, the securit ies prices of 
companies that mine those materials have lagged those 
realit ies. During the quarter, the Fund init iated a posit ion in 
Lundin Mining, a copper and zinc producer headquartered 
in Canada but with operat ions in the Americas and Western 
Europe. In the spring of 2017, Lundin completed the 
divest iture of a joint ly-controlled mine in the Democrat ic
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Republic of Congo to a consort ium of Chinese buyers at 
what we deemed to be a very decent price. In so doing, 
Lundin de-risked its operat ions from a jurisdict ional 
perspect ive and simultaneously turned itself into one of the 
best capitalized companies in any segment of the mining 
industry. Lundin, which has long established itself as one of 
the best operators and investors in the mining sector, 
suffered an uncharacterist ic stumble at the end of 
November when a pit  wall in its flagship copper mine 
experienced sliding. With long-term results in mind, Lundin 
opted to make the best of the situat ion by choosing a 
solut ion to the problem which incorporates a broader 
rework of its mine plan in such a way that will increase the 
asset?s long-term output, albeit  with negat ive product ion 
implicat ions for the next two years. It  is our view that the 
negative stock price react ion to this event was well 
overdone, part icularly for a best in class operator with a best 
in class balance sheet operat ing in an industry which we 
deem to be in an increasingly favorable posit ion.

north american lumber producer

Interfor Corp. (?Interfor?) - We expect that U.S. single family 
housing construct ion will cont inue to normalize towards 
historical averages over t ime. It  is fair to say that this thesis 
is represented thematically within the Fund. However, we 
find few investment opportunit ies as uniquely well 
posit ioned to benefit  from that gradual progression or as 
attract ively valued as Interfor Corp., a holding init iated by 
the Fund during the quarter.

In order to understand the merits of an investment in 
Interfor, North America?s fourth largest lumber producer by 
volume, one must grasp several facets of the North 
American lumber market. Two crit ical aspects have changed 
in recent years. First , large volumes of lumber product ion 
capacity located in Brit ish Columbia have been curtailed by a 
decade-long pine beet le epidemic that has devastated 
Brit ish Columbian forests and reduced lumber output from 
one of the largest sources of lumber supply to the United 
States. Further, the Pacific Northwest United States, one of 
two primary lumber regions within the United States, has 
seen increasing demand for its lumber from Asian export 
markets. These two dynamics create an increased reliance 
upon the U.S. South, the other primary lumber producing 
region in the United States, to accommodate the bulk of the 
demand growth created by gradually increasing housing 
starts. While housing starts cont inue to grow modest ly, the 
lumber demands being placed on the U.S. South are large. 
During the last five years the North American lumber 
market has clearly shifted from a posit ion of oversupply to 
one of undersupply, a common pattern in successful 
contrarian invest ing in cyclical businesses. However, for the 
U.S. South in part icular, unique to this t ime period is that the 
dearth of t imber harvest ing during the long cyclical 
downturn has left  an excess of standing t imber (trees to be 
harvested to make wood products like lumber). This 
oversupply actually cont inues to get larger even today in the 
markets in which Interfor operates, notwithstanding growth 

in consumption of t imber by lumber mills. Said another way, 
the trees cont inue to grow faster than they are being 
consumed. The ample supply of t imber has put a ceiling on 
the price of sawlogs (the primary input for a lumber mill) in 
most inland markets, where a number of mills are located 
including Interfor?s. We appear to be in for an extended 
period in which lumber prices may remain high due to strong 
demand growth and supply constraints while t imber prices 
remain low (at least in the U.S. south) due to supply excess. 
The net of all of this is very high levels of profit  for lumber 
mills, part icularly in the U.S. South.

What may not be fully appreciated about Interfor 
specifically is that, while it  is a Canadian company 
headquartered in Brit ish Columbia, it  spent a considerable 
amount of capital over several years during the downturn 
consolidat ing lumber mills in the U.S. South at attract ive 
prices. Today the company derives two thirds of its 
product ion volumes from the United States. Meanwhile, 
high lumber prices and strong cash flows have allowed 
Interfor to financially deleverage from the debt incurred in 
acquiring those U.S. mills. Interfor has rarely been more 
strongly capitalized than it  is today and is likely facing a 
prolonged period of strong profits which will allow the 
company to begin to return capital to shareholders because 
there are so few decent mills left  to acquire in the U.S. South 
and prices for those assets have levitated. Which brings us to 
our last point - with few mills left  to acquire in private 
markets and the favorable dynamics for the U.S. South taking 
hold, it  appears increasingly likely that further consolidat ion 
of the industry via combinat ions among public companies 
may be in our future. Interfor appears to be a part icularly 
desirable property for several peers given its strategic focus 
in the U.S. South, excellent financial posit ion and smaller size 
relat ive to several larger companies.

recapitalized metallurgical coal producer

Warrior Met Coal, Inc. (?Warrior?) ?In recent years, stress on a 
variety of commodity producers, and the varied industries 
which serve them, has culminated in a slew of financial 
restructurings. Some of these financial restructurings have 
entailed the bankruptcy process, others have been done out 
of court . Prior to restructuring, some of these companies 
would have been described as having very high quality 
businesses but capital structures inadequate for enduring 
the severity of the downturn. In those cases, a thorough 
financial restructuring can be cathart ic. This plot line, falling 
under the umbrella of special-situat ion invest ing, is 
thematically of interest to our team and was historically an 
important part  of the Fund?s act ivit ies.

Both Tidewater (discussed last quarter) and Warrior Met 
Coal, perfect ly fit  the narrat ive described above. Warrior is a 
newly formed company created to house the crown jewel 
assets of coal producer Walter Energy, which filed for 
bankruptcy in 2015. For those not familiar, metallurgical (or 
"met" or "coking") coal is ut ilized as one of the primary  
ingredients in the steel making process, as opposed to 
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thermal coal used in power generat ion. Walter Energy had 
owned several unusually good met coal mines located in 
Alabama that are large and produce very high-quality coal. 
Through Walter Energy?s bankruptcy process, its prize 
assets, mine #4 and mine #7 along with large-scale 
untapped resources in an adjacent locat ion, were acquired 
by Warrior. Warrior was also blessed with the benefit  of a 
prist ine balance sheet and nearly $2 billion of tax loss 
carryforwards per a recent private let ter ruling from the 
IRS. Warrior was publicly listed earlier in 2017. There 
remains a considerable amount of public skept icism with 
regard to the current price of met coal. At the t ime of our 
purchase we made a variety of est imates related to future 
movements of met coal prices from the $180 per tonne 
level at that t ime. We concluded that Warrior would 
remain a genuine bargain even if benchmark prices were to 
stabilize at much lower prices around the $130 per tonne 
level, which is a level that would cripple a large swath of the 
global met coal industry. Walter Energy?s bankruptcy 
proceeding provided the opportunity for management to 
materially reduce many elements of its cost structure and 
make them variable, further fort ifying its competit iveness 
on a global stage. The advantaged locat ion of its assets- a 
short  distance from access to the Port of Mobile- are also 
helpful.

Short ly after our init ial purchase, with free cash flow piling 
up very quickly as a result  of its profitability, lack of taxes 
and limited spending requirements, the company 
announced that it  would pay a special dividend amounting 
to roughly 40% of its market cap at that t ime. Shareholders 
including the Fund have since received that dividend. 
Meanwhile, met coal prices have cont inued to strengthen 
in recent weeks. Today Warrior?s share price is at roughly 
the level we paid a couple of months back, notwithstanding 
the dividend received amounting to roughly 40% of our 
cost. We cont inue to take a conservat ive stance with 
regard to future met coal prices yet it  is worth not ing that 
in the event current met coal prices persist , in the not too 
distant future Warrior would again be faced with the 
conundrum of what to do with its deluge of free cash flow.

looking forward

As we proceed into 2018 and far beyond, shareholders 
should expect that we will cont inue to view the safety of 
our collect ive capital and avoidance of permanent 
impairment thereof as our first  priority. Shareholders 
should also expect that we will source deep value 
investments in unconventional and out of favor areas, such 
as the post-bankruptcy special situat ion opportunit ies and 
cyclically depressed businesses described above as they 
offer great long-term value. Finally, as a result  of these 
priorit ies, it  should be expected that the Third Avenue 
Value Fund will be dist inct in its port folio composit ion and 
for this reason its returns are likely to offer reduced 
correlat ion to world indices.

Thank you sincerely for your confidence and your loyalty. 
We look forward to writ ing again next quarter but 
welcome all interest in the Third Avenue Value Fund in the 
meantime.

Sincerely,

Matthew Fine & Michael Fineman
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IMPORTANT INFORMATION

This publicat ion does not const itute an offer or solicitat ion of any transact ion in any securit ies. Any recommendation 
contained herein may not be suitable for all investors. Information contained in this publicat ion has been obtained from 
sources we believe to be reliable, but cannot be guaranteed.

The information in this port folio manager let ter represents the opinions of the port folio manager(s) 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 
port folio manager(s) and may differ from those of other port folio managers or of the firm as a whole. Also, please note that 
any discussion of the Fund?s holdings, the Fund?s performance, and the port folio manager(s) views are as of December 31, 
2017 (except as otherwise stated), and are subject to change without not ice. Certain information contained in this let ter 
const itutes ?forward-looking statements,? which can be ident ified by the use of forward-looking terminology such as ?may,? 
?will,? ?should,? ?expect,? ?ant icipate,? ?project,? ?est imate,? ?intend,? ?cont inue? or ?believe,? or the negatives thereof (such 
as ?may not,? ?should not,? ?are not expected to,? etc.) or other variat ions thereon or comparable terminology. Due to 
various risks and uncertaint ies, actual events or results or the actual performance of any fund may differ materially from 
those reflected or contemplated in any such forward-looking statement.Current performance results may be lower or 
higher than performance numbers quoted in certain let ters to shareholders.

Date of first  use of port folio manager commentary:  January 16, 2018



Past performance is no guarantee of future results; returns include reinvestment of all distributions. The above 
represents past performance and current performance may be lower or higher than performance quoted above. 
Investment return and principal value fluctuate so that an investor?s shares, when redeemed, may be worth more or 
less than the original cost. For the most recent month-end performance, please visit the Fund's website at 
www.thirdave.com . The gross expense ratio for the fund?s institutional and investor share classes is 1.15% and 1.40% 
respectively, as of March 1, 2017.  Risks that could negatively impact returns include: fluctuations in currencies versus 
the US dollar, political/social/economic instability in foreign countries where the Fund invests lack of diversification, 
and adverse general market conditions.  

Third Avenue Funds are offered by prospectus only. The prospectus contains important  informat ion, including 
investment  object ives, risks, advisory fees and expenses. Please read the prospectus carefully before invest ing in the 
Funds. Investment  return and principal value fluctuate so that  an investor's shares, when redeemed, may be worth 
more or less than the original cost . For updated informat ion or a copy of our prospectus, please call  1-800-443-1021 or 
go to our web site at  www.thirdave.com. Dist ributor of Third Avenue Funds: Foreside Fund Services, LLC.

Current performance results may be lower or higher than performance numbers quoted in certain let ters to shareholders.
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APPENDIX

FUND PERFORMANCE Top Ten holdings

Allocations subject to change

Third Avenue offers mult iple investment solut ions with unique exposures 
and return profiles. Our core strategies are current ly available through 
?40Act mutual funds and customized accounts.  If you would like further 
information, please contact a Relat ionship Manager at:

www.thirdave.com 622 Third Avenue, 32nd Floor
New York, NY 10017

212.906.1160
clientservice@thirdave.com/ third-ave-management

http://www.thirdave.com
mailto:clientservice@thirdave.com
https://www.linkedin.com/company/third-avenue-management?trk=top_nav_home

