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Fourth Quarter 2007 Investor Letter  
 
February 26, 2008 
 
Dear Investor: 
 
For the three month period ended December 31, 2007, the fund generated the returns 
indicated below.  Firm assets under management at the end of the quarter were $5.7 
billion. 
 
 
 
2007 Results for Third Point Funds 

 
% Return 
Q4 2007 

 
% Return 

2007 

Third Point Offshore Fund, Ltd. 7.1% 17.5% 

S & P 500 - 3.3% 5.5% 

 
See notes 1-3 below text. 
 
 
Winners and Losers 
 
The top five winners during the quarter (based on their contribution to overall results) 
were ABX Index (+51.2%), Deutsche Boerse AG (+37.0%), Reliance Capital Ltd. 
(+57.7%), Mastercard Inc. (+32.2%), and MBIA Inc. (+34.9%).  The top five losers 
during the quarter (ranked similarly) were Target Corp. (-37.8%), Cypress Semiconductor 
Corp. (-17.0%), Granite Construction Inc. (-21.0%), Linn Energy LLC (-9.4%), and Atmel 
Corp. (-15.9%). 
 
Introduction 
 
In hindsight, the third quarter marked a transition from a benign and optimistic 
environment into a challenging period of reckoning.  The mood continued to darken in the 
fourth quarter of 2007, as both Wall Street and Main Street confronted the recent excesses 
in the credit markets, the problems faced by many financial institutions as a result, and the 
painful impact this will have on the greater economy.  After stumbling with poor August 
performance, we regained our footing quickly and adjusted the portfolio to these current 
market conditions. 
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Portfolio Review 
 
Our monthly results in the quarter were little correlated to the S & P’s performance.  We 
were up +5.0% in October, when the index was up +1.6%.  In November, as the index 
plummeted -4.2%, we managed to stay in the black with a +0.9% gain.  Similarly in 
December, when the S & P fell -0.7%, we made +1.1% to close out the year.  Although 
there is always room for improvement, we were pleased to avoid most of the investment 
land mines in the fourth quarter. 
 
Our strategy for stability in troubled waters was to run modest net and gross exposures 
throughout the quarter, preserving our liquidity for specific investments. 
 
We had success by adding to existing names in which we have analytical conviction and 
comfort with management’s strategic initiatives.  We continued to make money by being 
long certain financial transaction companies, for example.  Both Deutsche Boerse (DB1) 
and Mastercard (MA) have the hallmarks of a good long investment for us – solid 
management, excellent fundamentals, a stable risk profile, and clear strategic goals.  Both 
of these companies were considered “financials” and so took an unfair beating in August.  
Deutsche Boerse, as an exchange, was not subject to the issues that battered pure 
European financial players, but was treated as such.  Mastercard was viewed as 
susceptible if credit contagion spread to the consumer, but since Mastercard merely 
processes transactions, those risks were misperceived.  Relying on our models and 
understanding of the businesses, we had added to both positions during the August panic, 
a decision which paid off as markets rebounded generally, and for these stocks in 
particular. 
 
We continued to profit from positions in India, where the growing economy’s new middle 
class has consistently boosted our Reliance Capital (RCFT) holdings.  Our position in 
Reliance Capital’s sister company, Reliance Energy (RELE), showed the strong stomach 
required to invest in this speculative and increasingly bubble-prone market.  Reliance 
Energy is an integrated private sector power utility company specializing in the 
generation, transmission, distribution and trading of power that is run by Anil Ambani, 
who also leads Reliance Capital.  During the fourth quarter, our position in Reliance 
Energy benefited from intense market interest in its Reliance Power unit, which was slated 
for IPO on January 15, 2008.  The projected Reliance Power IPO valuations were rich, 
and investors looking to play this value also bid up the price of Reliance Energy.  While 
we sold about 20% of our position in Reliance Energy early in 2008, the stock has plunged 
recently following the surprisingly lukewarm offering of Reliance Power.  
 
On the short side, we continued to maintain our ABX position, responding to movements 
in the markets.  We played the credit crunch horizontally by shorting individual names 
including investment banks and mortgage brokers, and the equity and debt of the 
monoline insurers.  We were successful in focusing on single name shorts outside the 
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financial sector as well, with meaningful profit contributions during the fourth quarter 
from the following companies: Arthrocare (ARTC US), Big Lots (BIG US), Brookdale 
Senior Living (BKD US), LodgeNet Interactive (LNET), NeuStar Inc. (NSR US), 
Oshkosh Corp. (OSH US), Overstock.com Inc. (OSTK), Supertex Inc. (SUPX) and 
Zumiez (ZUMZ). 
 
In recent weeks, we have added two new positions to the portfolio that I would like to 
share with you. 
 
In January, we initiated a position in Deutsche Postbank (DPB), a leading German retail 
bank with a €10 billion market cap that is majority-owned by Deutsche Post.  In addition 
to a rich stand-alone valuation relative to the sector, we believe that there is a high 
probability of a sale in 2008.  Our analysis of the structure of the German banking sector 
as well as the specifics of the ongoing portfolio restructuring at Deutsche Post suggest 
substantial synergies are possible from such a sale, and a price in excess of €70 per share 
is reasonable. 
 
In the six weeks following our investment, the stock has seen a sustained stream of 
positive press and has appreciated.  Both Deutsche Bank and Commerzbank’s CEOs have 
openly stated their strong interest in acquiring Postbank, while rumors of a potential 
merger with Allianz-owned Dresdner Bank surfaced in the press.  Much of the speculative 
transaction timetable focused on the exit of long-time Deutsche Post CEO Klaus 
Zumwinkel, who had announced plans to retire by November.  He resigned in mid-
February amidst personal tax evasion charges that have stunned Germany, clearing the 
way for new management and a swifter and less politically motivated disposal of the Bank 
assets.  
 
In early February, large cap technology stocks became interesting again.  We established a 
position in Microsoft (MSFT), which was trading at historically low multiples and an 
attractive valuation, highlighting the strength of the core software business model.  
Beyond valuation, the company is still in the early stages of several lucrative product 
cycles, particularly Vista for Business, Office 2007 and Windows Server 2008.  These 
product cycles have been favorable relative to prior cycles so far, with the Vista cycle 
featuring a higher than historical mix of premium versions, and reductions in piracy 
benefitting both Vista and Office 2007.   
 
On February 1, 2008, Microsoft announced a $31 bid for Yahoo!, which would provide 
the combined company with a credible #2 position in paid search and strengthen its hand 
as the #1 player in display ads.  Since the announcement, the potential deal has served as 
an overhang on Microsoft’s shares, although the pullback in share price more than reflects 
the $44 billion offer for Yahoo!  While the noise around the deal is likely to serve as a 
near-term cap on the shares, we believe the significant intrinsic value of Microsoft’s core 
businesses supports a higher stock price. 
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Additionally, the credit markets are starting to look compelling.  We have compiled a long 
laundry list of first and second lien bank loans and junk bonds yielding in the low to mid-
teens which look money good and inexpensive.  We expect to see more opportunities here 
as the market mayhem continues. 
 
 
Market Commentary 
 
Unfortunately, the domestic economic outlook continues to deteriorate.  The present 
failure has a thousand fathers – poor political leadership in the United States that produced 
a costly war, record-setting deficits and a noxious housing bubble, undisciplined behavior 
by market participants globally, and over-leverage and undercapitalization from the top to 
bottom of the financial system.   
 
For this economy to right itself, confidence in our financial institutions must be restored, 
most likely via additional write-downs and further capital injections.  The monoline 
problem should be solved quickly, which will likely be accomplished by splitting the 
healthy municipal bond business from the toxic mortgage-instrument one, forcing market 
participants to take responsibility for their own retrospectively poor investment decisions.  
The financial ratings boondoggle needs to be addressed.  
  
Our challenge as capital allocators is not to respond to headlines, but to seek opportunity 
in these obviously challenging times.  We must constantly ask ourselves: how much of the 
bad news is already priced into stocks?  In what areas are market participants still too 
sanguine?  What types of further technical dislocations will present us with even more 
extraordinary values?  I suspect that we have more dislocations ahead and that 
opportunities in credit and numerous equity strategies will arise.  Accordingly, we 
continue to maintain modest net and gross exposures and to wait patiently for 
opportunities as they come our way.   
 
Perhaps our current posture is best described by the Sage, himself: 

Under these circumstances, we try to exert a Ted Williams kind of discipline. In his 
book The Science of Hitting, Ted explains that he carved the strike zone into 77 cells, 
each the size of a baseball. Swinging only at balls in his "best" cell, he knew, would 
allow him to bat .400; reaching for balls in his "worst" spot, the low outside corner of 
the strike zone, would reduce him to .230. In other words, waiting for the fat pitch 
would mean a trip to the Hall of Fame; swinging indiscriminately would mean a ticket 
to the minors.  

If they are in the strike zone at all, the business "pitches" we now see are just catching 
the lower outside corner. If we swing, we will be locked into low returns. But if we let 
all of today's balls go by, there can be no assurance that the next ones we see will be 
more to our liking. Perhaps the attractive prices of the past were the aberrations, not the 
full prices of today. Unlike Ted, we can't be called out if we resist three pitches that are 
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barely in the strike zone; nevertheless, just standing there, day after day, with my bat on 
my shoulder is not my idea of fun.  (Warren Buffett 1997 Investor Letter) 

We also find kinship with Buffett in our perspective on current market conditions: 

A short quiz: If you plan to eat hamburgers throughout your life and are not a cattle 
producer, should you wish for higher or lower prices for beef? Likewise, if you are 
going to buy a car from time to time but are not an auto manufacturer, should you prefer 
higher or lower car prices? These questions, of course, answer themselves.  

But now for the final exam: If you expect to be a net saver during the next five years, 
should you hope for a higher or lower stock market during that period? Many investors 
get this one wrong. Even though they are going to be net buyers of stocks for many 
years to come, they are elated when stock prices rise and depressed when they fall. In 
effect, they rejoice because prices have risen for the "hamburgers" they will soon be 
buying. This reaction makes no sense. Only those who will be sellers of equities in the 
near future should be happy at seeing stocks rise. Prospective purchasers should much 
prefer sinking prices.  (Warren Buffett 1997 Investor Letter) 

  
Personnel Update 
  
We are pleased to announce that Bruce Wilson has joined us as Chief Operating Officer, 
effective February 11, 2008.  Bruce has over fifteen years of experience as an operator of 
hedge funds, most recently as the President and Chief Operating Officer of Quantitative 
Financial Strategies, Inc., a multi-billion dollar, multi-product hedge fund and 
institutional asset management firm with over thirty employees.  Previously, at the 
Madison Avenue Capital Group, he served as Chief Operating Officer and Chief 
Financial Officer.  From 1993 to 1999, Bruce was the Controller of Long-Term Capital 
Management, L.P., where he helped build the firm’s operating infrastructure initially, 
grew it during its heyday, and was involved in managing the problems infamously arising 
during the 1998 financial crisis.  
 
Bruce is a graduate of the Wharton School of Finance at the University of Pennsylvania, 
where he received a B.S. in Economics magna cum laude.  He is also holds a CPA and a 
CFP.  We are happy to have him on our team and look forward to introducing you to him 
in the coming months. 
 
We have also added two new employees to our technology operations team, consistent 
with our new initiative to build proprietary technology systems: 
 
Ariel Delgado, Senior Support Engineer - Mr. Delgado has joined Third Point as a Senior 
Support Engineer.  Prior to joining Third Point, Mr. Delgado was a Technical Account 
Manager at Eze Castle Integrations.  He provided support to a number of hedge funds 
including Seneca Capital, Gracie Capital and Soros Fund Management.  He attended 
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Brooklyn College and Technical Career Institute where he studied Computer Science and 
Network Engineering.  Ariel will focus on support of the technology infrastructure and 
systems administration. 
 
David Lu, Senior Systems Engineer - Mr. Lu has joined Third Point as a senior systems 
engineer.  Previously, he was at Sungard Investment Alternative where he designed and 
maintained SunGard’s infrastructure.  He has worked also as a technical consultant for 
hedge funds including Cerberus Capital, Perry Capital, and Bank of New York.  He 
began his studies at Binghamton University and completed his B.S. in Networking and 
Communication Management at DeVry University.  David will focus on engineering and 
maintaining Third Point’s network and technology infrastructure. 
 
I am grateful to you for placing your trust in me and the Third Point team and look 
forward to continuing with you as my partners. 
 
 
Sincerely, 
 

 
 
Daniel S. Loeb 
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Notes: 
_____________________ 
 
1 The data in the table is presented by funds managed by Third Point LLC and excludes 
managed accounts.  The data in “Winners and Losers” is based on the aggregate results for 
all Third Point managed funds.  The data in “Portfolio Review” is based on Third Point 
Offshore Fund, Ltd. Individual fund performance, portfolio exposure and other data 
included herein may vary between the various funds and managed accounts managed by 
Third Point LLC.  Performance results are presented on a net-of-fees basis and reflect the 
deduction of, among other things: management fees, brokerage commissions, 
administrative expenses, and accrued performance allocation or incentive fees, if any.  Net 
performance includes the reinvestment of all dividends, interest, and capital gains.  In 
practice, the incentive fee is "earned" on an annual basis, not monthly, or upon a 
withdrawal from the fund.  Quarter-to-Date and Year-to-Date performance is an estimate. 
 Because some investors may have different fee arrangements and depending on the 
timing of a specific investment, net performance for an individual investor may vary from 
the net performance as stated herein. 
 
2 Past performance is not necessarily indicative of future results.  All investments involve 
risk including the loss of principal.  This document is confidential and may not be 
distributed without the express written consent of Third Point LLC and does not 
constitute an offer to sell or the solicitation of an offer to purchase any security or 
investment product.  Any such offer or solicitation may only be made by means of 
delivery of an approved confidential offering memorandum. 
 
3 The performance and volatility of the S&P 500 may be materially different from the 
individual performance attained by a specific investor in the funds and managed accounts 
managed by Third Point LLC.  In addition, the funds’ and managed accounts’ holdings 
may differ significantly from the securities that comprise the S&P 500.  The S&P 500 has 
not been selected to represent an appropriate benchmark to compare an investor’s 
performance, but rather is disclosed to allow for comparison of the investor’s 
performance to that of a well-known and widely recognized index.  You cannot invest 
directly in an index. 
_____________________ 
 
 
 
 
 
 
 
 


