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Third Quarter 2007 Investor Letter  
 
November 12, 2007 
 
Dear Investor: 
 
For the three month period ended September 30, 2007, Third Point Offshore Fund, Ltd. 
generated the return indicated below.  Assets under management at the end of the quarter 
were $5.5 billion. 
 

 % Return 
Q3 2007 

% Return 
YTD 2007 

Third Point Offshore Fund, Ltd. -4.6% 9.7% 
 

S & P 500        2.0% 9.1% 
 
See notes 1-3 below text. 
 
Winners and Losers 
 
The top 5 winners during the quarter (based on their contribution to overall results) 
included Dade Behring Holdings Inc. (+42.8%), Deutsche Boerse AG (+17.3%), Reliance 
Capital Ltd. (+35.9%), Norsk Stub (+8.4%), and ABN Ambro Holdings NV (+5.2%).  The 
top 5 losers during the quarter (ranked similarly) included Granite Construction Inc.         
(-17.9%), Massey Energy Co. (-28.5%), Dillards Inc. (-37.0%), Leap Wireless 
International Inc. (-26.0%), and Corporate Express (-23.8%)    
 
Introduction 
 
Looking back at the havoc in the financial markets in general and hedge fund industry in 
particular during the third quarter, it is hard to imagine that such volatility and disruption 
occurred as equity markets as measured by the S&P 500 actually gained 2%.  In July, the 
index fell 3.1% and in August it increased 1.5%, making this one of the worst periods of 
hedge fund underperformance that I can remember.  
 
We lost approximately 8% in August, a disappointing month to be sure, but not outside the 
realm of other bad months experienced in our history.  Long-time investors know that we 
structure our portfolio to maximize risk-adjusted returns and not to dampen volatility, and 
in August, we suffered because of it. We have recovered nicely from the trough however, 
with good performance in September, October and through the beginning of this month.  
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In addition to the usual portfolio review below, I have included some market commentary 
on the unusual activity in the markets during the quarter that reflect our thinking here at 
Third Point. I hope you will find it interesting. 
 
Portfolio Review 
 
Our funds were in good shape as August approached. In July, anticipating a credit 
slowdown, we put on a number of credit hedges and reduced our net exposure 
significantly, which we believed positioned us well for any approaching dislocation in the 
markets.  The losses in August resulted from a confluence of three strategies struggling in 
rare concert: 1) our longs were battered by the market panic, especially those which we 
learned overlapped with those of the statistical arbitrage quantitative funds, 2) a few of our 
companies underperformed and deserved to decline, and 3) we received no benefit from 
our short book.   
 
This performance stimulated a period of intense reflection and scrutiny of the portfolio.  In 
response, we reduced our gross exposure, jettisoned smaller positions, and thought long 
and hard about the opportunities created by the profound market dislocation. I think it is 
helpful to drill down into each strategy individually, and tell you a bit about how we have 
capitalized thoughtfully on opportunities provided by the dislocation to recover in each of 
these and other areas. 
  
We were surprised to learn in August that some of our bottom-up value longs overlapped 
with those of the stat arb quant funds.  As those players liquidated their holdings in a 
wholesale manner, they depressed prices for companies we believe have real value, 
hurting our bottom line. In September, we used the dislocation as an opportunity to 
increase our positions in several companies we felt had been unfairly punished in the rout.  
We added to our Deutsche Boerse position at €78-€80 per share at a time when the 
exchange was being incorrectly stigmatized as a loser linked to underperforming European 
banks.  Deutsche Boerse is currently trading at approximately €115 per share due to the 
fact that the “SPV”s who were unloading the stock were unaware that Deutsche Boerse’s 
business model is based on transaction volumes in the cash and derivative markets and 
therefore unrelated to the problems facing the banks.  We also added to our Mastercard 
position and re-entered our position in Philips Electronics after evaluating both as 
inappropriately lumped in with generic market losses. 
 
LEAP Wireless and PDLI simply underperformed in August.  In PDLI, we were surprised 
to see the failure of a promising pipeline drug in the third phase of its approval process. 
While this development was unfortunate, in September, the company, facing new pressure 
from Highland Capital Management which articulated an activist position similar to ours, 
adopted our recommendation to put the company up for sale and the share price had 
rebounded nicely. We subsequently sold our holdings in PDLI to take a profit from the 
investment. 
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On the short-side, neither our single name nor index shorts declined in August, as the 
markets were falling.  In response, we focused new attention on our short book and found 
another unusual opportunity, created by the Federal Reserve rate cut in September. The 
cut was viewed by the market as a panacea to all the structural woes affecting consumer 
and US financial institutions.  We felt otherwise and used the temporary exuberance as an 
opportunity to take profits on several positions and to significantly increase our short 
positions in both the ABX and in shares exposed to the problems in the subprime industry.  
It is worth noting that the ABX “trade” will go down as a legendary winner, but by mid-
summer, most hedge funds had viewed the sickening decline as over and felt that they had 
missed the boat.  While we had a small position from March in the ‘06-02 BBB-tranche, 
we added approximately $400mm of short exposure to the ’06-01 BBB-tranche and put on 
about $200 million notional amount of single name indexes.  The result has been favorable 
thus far and will be discussed further in next quarter’s letter. 
 
While these three areas made August especially challenging, we knew from our many 
years in this business that during most periods of market turmoil significant opportunities 
are presented, and it is important not to become too glum or defensive but to move quickly 
to capture inefficiencies and to be a bit greedy while your competitors grow fearful.  In 
this spirit, we invested approximately $1.3 billion, or about 20% of our capital, in to a 
variety of risk arbitrage positions when such transactions offered gross rates of return of 
nearly 10% in deals that were to close in just a few months.  Most of the deals 
(ABN/Amro, TXU, First Data and others) have already closed, earning us approximately 
$125 million in profits before calculating the cost of capital.  It was exciting for me to 
return to merger arbitrage, which was attractive for the first time in a decade, and to work 
with and teach my team how to exploit these opportunities. Should we see more 
downturns in the near-term, we can again employ this strategy. 
 
Another area of note is our investment in India’s Reliance Capital, which is up 45% for 
the quarter, 232% year to date, and over ten-fold from our initial investment. In 
September, we marshaled resources to focus on finding value in the country. When the 
Indian markets swooned briefly in October over concern about the ability of foreign firms 
to invest there, we embraced the opportunity to add to or establish several new positions 
and to increase our net exposure to India from 2% to nearly 4%.   
 
Finally, we are pleased to announce that Dade Behring was acquired by Siemens AG in 
July for $77 per share during the quarter.  Third Point originated its stake in Dade via its 
distressed bank loans and subordinated bonds in 2002, which were subsequently 
exchanged for equity.  We held the position for over 5 years and earned an IRR of over 
65% per year.  Jim Reid-Anderson and the Dade board deserve our gratitude for their 
excellent work on behalf of shareholders. 
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Market Commentary 
 
Events in the markets over the past few months have thrust the cautionary tale of over-
leveraging to the fore. This phenomenon has driven economic growth, from individual 
consumers to the biggest of hedge funds, for the past few years.  In these generous boom 
times, the risks of over-leverage were forgotten as the endless stream of “free” money 
proved too great for most to resist.  For alternative investors, much of the drama took 
place in the markets for both corporate debt and mortgage-related securities, specifically 
in the structures and institutions that have successfully employed massive amounts of 
leverage to generate consistent, uncorrelated, modestly high rates of return—except when 
they didn’t.    
 
Naseem Taleb, in his first book, Fooled by Randomness, gives the example of a 
hypothetical fund that sells puts against the market and pockets a stream of premium 
consistently so long as markets trade within a predictable manner, avoiding the unlikely 
“hundred year floods”.  Such strategies have appeared attractive to certain Funds of Funds 
and quantitative hedge fund researchers for their high Sharpe ratios, low volatility, and 
consistent returns.  Some such funds, like market-neutral statistical arbitrage quantitative 
funds and firms that took positions in corporate debt, mortgage backed securities and risk 
arbitrage situations, had disastrous results in August that stunned investors who had come 
to rely on their misperceived “stability”.  The common thread across most of these 
strategies is that they generally generate mediocre un-leveraged returns, but they can tease 
out IRRs in the mid-teens to twenties by employing the dangerous alchemy of leverage. 
 
What was fascinating about the melee in July and August was not only that a few 
previously reputable hedge funds collapsed and several others suffered sharp draw-downs 
from which they may not recover, but more so that outside of hedge funds, entire swaths 
of our financial services sector were revealed to have been infected by the leverage bug 
with potentially disastrous results.  Similarities between the strategies employed by certain 
failed hedge funds and the investment banks that provided much of their funding are 
obvious:  gross misuse of leverage with massive downside risks that had been completely, 
almost willfully, ignored.  And the potential for fallout remains massive. Our concerns 
about collapse due to overleveraging have became so great, for example, that we have 
removed our cash and securities from one of our Wall Street prime brokers because of our 
concerns about that firm’s financial viability.  As the results have come in from firms 
ranging from Bank of America, Citigroup, Merrill Lynch, Bear Stearns, UBS and others, 
in each case, significant losses from their investment banking and “Trading” operations 
have been reported.   
 
These losses are worth focusing on for a moment.  In olden time, investment banking 
firms employed Capital Markets and Sales and Trading divisions.  The sales people 
distributed the equity and debt securities originated by the Investment Bankers for their 
corporate clients.  In exchange for the fees paid by the corporate clients for these services, 
the investment banks provided research and would facilitate trading after the initial 
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distribution of the securities, even using their own capital for a brief period to facilitate 
trades.  Investment banks who engaged in this business were able to utilize their balance 
sheets and capital to engage in such trading practices.  Over time the business became 
increasingly competitive, and investment banks started to use ever more amounts of 
capital not only to win financing but also to take large principal positions on their balance 
sheets to facilitate transactions among their clients while earning a spread for their own 
accounts.  Thus greater and greater numbers of “traders” were employed not to trade so 
much as to take risk and to use the investment bank’s balance sheet to take stunningly 
large and leveraged principal positions.  Compounding the risk is that the capital 
allocators aka “traders” (and their superiors all the way up the food chain) enjoyed an 
asymmetrical compensation scheme whereby they earned large reward for annual profits 
but have so far felt none of the losses in their own pockets when the trigger was pulled 
into a loaded chamber in this game of financial Russian roulette during this quarter.     
 
The problem of leverage is rampant at all levels of our economy from the most basic 
individual consumers who borrow too much to buy their homes and other products, using 
instruments like subprime mortgages and credit card debt.  In the past few years, the loans 
issued to over-extended American consumers by subprime mortgage originators (which 
are now largely defunct) and other financial institutions were then packaged by investment 
banks (see above) into structured products which were stuffed into pools of loans.  These 
loans were then sliced and diced and sold to other banks, insurance companies, hedge 
funds, CLOs and the like who bought packages of these and borrowed against this 
“collateral”, which had been declared investment grade after being “risk-rated” by one of 
the rating agency oligopolies.  The phenomenon of exponential borrowing against limited 
real assets seems more and more like a mass brainwashing, where otherwise intelligent 
people bought into the idea that credit was limitless and leverage only led to windfalls.  
Almost all of us caught the fever – and market forces will continue to impose suffering for 
some time.  
 
A more detailed description of the mechanics of this process is not within the scope of this 
quarterly letter, but I think it essential to understand the many levels at which this 
phenomenon is effecting the movements of our economy and therefore our ability to find 
opportunities in today’s environment.   
 
Third Point Offshore Investors, Limited 
 
As you are aware, we launched a closed-end public fund on the London Stock Exchange 
in July, raising $525,000,000 of permanent capital which was invested directly in to our 
main fund.  Currently, the fund trades at a discount to its net asset value, which is 
disappointing. However, we are encouraged by the recent rebound in share price.  We 
believe that our losses in August and turbulent market conditions generally accounted for 
the discount, especially as many of our peer vehicles have suffered similarly discounted 
net asset values.  We are fully invested in the success of this vehicle for our public 
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shareholders and are pleased to have entered the public market with such a successful fund 
raise. 
  
Personnel Update 
  
We have hired five new employees in this quarter and we welcome them to Third Point: 
 
Mandeep Manku, Analyst - Mr. Manku has joined Third Point as an analyst.  Mr. Manku 
previously worked in the Equity Proprietary Trading Group at Deutsche Bank, London.  
He received a BSc in Economics and Philosophy from the London School of Economics 
and Political Science.  He will focus on our European Investments and split his time 
between our New York and London offices. 
 
Kentaro Relnick, Analyst – Mr. Relnick has joined Third Point as an analyst.  Previously, 
he was at CVC Asia Pacific, where he executed and monitored private equity investments 
in Japan.  He has also worked in the Mergers & Acquisitions groups at Morgan Stanley 
and UBS.  He earned an M.A. from the Johns Hopkins University School of Advanced 
International Studies, and graduated from Harvard University with a B.A. in East Asian 
Studies.  He will focus primarily on Japanese equities and split his time between New 
York and Tokyo. 
 
Elissa Doyle, Director of Communications – Ms. Doyle has joined Third Point as 
Director of Communications.  She was previously an attorney with Skadden, Arps, Slate, 
Meagher & Flom, LLP in New York.  She has also worked as a journalist with Newsweek 
and Bloomberg, LP. She is a graduate of Princeton University and the Harvard Law 
School.  

Patrick Walsh, Assistant Risk Manager – Mr. Walsh has joined Third Point as a 
Quantitative Analyst.  He will work closely with Devin Dallaire on risk management and 
quantitative research.  He has over fourteen years of experience working as a trader and 
quant specialist, most recently at Brave Sky Management.  He completed his Masters 
Degree in Quantitative Methods at Columbia University in 2006. 

Scott Zionic – Mr. Zionic has joined Third Point as Chief Technology Officer. In this 
role, he will be responsible for managing all of Third Point’s ongoing technology needs 
and for identifying new ways for the firm to harness emerging technologies.  Mr. Zionic 
has over ten years of experience as a CTO at proprietary trading firms. 

As many of you know, Jim Kelly left Third Point during the quarter and we wish him well 
in his future endeavors.  Our day-to-day operations have proceeded unchanged, and there 
are no plans to fill the position of President at this time. 
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As always, I am grateful for the trust you have placed in me and the Third Point team and 
look forward to a continued long-term partnership with you.  
 
 
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.   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 (quarterly basis for Third Point 
Ultra Ltd.), 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. 
_____________________ 
 
 
 
 
 
 
 
 


