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The Third Avenue International Value Fund is invested in shares of Antofagasta Plc (“ANTO”), 

a London-listed “blue chip” copper mining company which sells at a significant discount, even 
without factoring in a future increase in the price of copper.  Today the price of copper stands 
at approximately USD 3.10 per pound, which reflects a decline of roughly one-third since 
mid-2011.  The price of ANTO’s shares endured a slide of approximately 40% over the same 
period.  ANTO’s shares represent good value based on its world class assets, enviable position 
in the cost curve, sound management and net cash balance sheet, even at current copper 
prices.  What makes this investment even more compelling in the long-run, however, is our 
view that it is much more likely that copper prices will increase, rather than decline in the 
medium to long-term.  Thus, ANTO is poised to benefit from what we believe to be a very 
attractive, asymmetric risk-reward profile for copper itself.  

Our positive outlook on copper prices hinges on several important dynamics.  First, the current price 

of copper is driven by a commonly held (and loosely based) assumption: the world will have a 

modest copper surplus in the next couple of years.  This forecast is based on a highly uncertain 

scenario that is contingent upon new capacity, currently under construction, being completed on 

time and at expected production levels.  Second, between 5% and 10% of copper is produced at a 

higher cost than the current price.  Any downward movement in the price of copper from this level 

only renders additional capacity unprofitable and further deters future projects, which are typically 

low quality and high cost of production.  In addition, mining companies need more than a positive 

profit to build a new mine: they need large double-digit returns on the hundreds of millions or often 

billions of dollars invested in such projects.  Third, the global copper mining industry has seen ore 

grades decline consistently for decades which puts an upward pressure on the price of the metal.  

Lastly, with regard to fears that a slowdown in Chinese construction will have a significant impact on 

the price of copper, it does not seem to be commonly understood that nearly half of China’s copper 

consumption can be attributed to the power infrastructure sector, and that China’s power 

infrastructure sector is dominated by extremely well-capitalized government controlled companies, 

State Grid Corp and to a lesser extent China Southern Power Grid.  For all of these reasons, we are 

confident that the deck is stacked in favor of a future appreciation of copper. 
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What makes ANTO 
compelling is our view that 
it is much more likely that 
copper prices will increase 
in the medium to long-term.  

However, while we feel that industry dynamics will rule the day in the longer-term, metals can still 

be volatile over the short-term and in tough times weak companies can die while waiting for pricing 

to improve, whenever that may be. In addition to the sensitivity to changes in copper prices, mining 

companies are naturally subject to a wide array of risks, ranging from changes in policies and labor 

unrest to geological and earthquake risk. ANTO is no exception but, it is more favorably positioned   

Chilean copper concentrate and its end uses 



   T HI R D  A V E N U E  M A N A G E M E N T  LLC  •  6 2 2  T HI R D  A V E N U E ,  N E W  Y O R K ,  N Y  1 0 0 1 7  •  8 0 0 . 4 4 3 . 1 0 2 1  •  W W W . T HI R D A V E . C O M   

Third Avenue Management LLC (“TAM”) provides investment management services to clients on a discretionary basis.  TAM  is an indirect, majority-owned subsidiary of Affiliated Managers Group, Inc. 
(“AMG”). TAM has been providing investment advisory services since 1986. As of the date of this publication (Q2 2014), TAM managed on a discretionary basis approximately $13.4  billion of client assets.  
This article is distributed for informational purposes only and should not be considered as investing advice or a recommendation of any particular security, strategy or investment product. This article 
contains opinions of TAM based on sources we believe to be reliable. TAM makes no representation to the accuracy or completeness. Our opinions are as of the date of this publication and are subject to 
change without notice.  No representation or warranty is made to the sufficiency, relevance, importance, appropriateness, completeness, or comprehensiveness of the market data, information or 
summaries contained herein for any specific purpose.  
 
© 2014 Third Avenue Management, LLC 622 Third Avenue, New York, NY 10017.  Distributor of Third Avenue Funds: M.J. WHITMAN LLC, member FINRA/SIPC. 

than its peers vis-à-vis these typical mining related risks.  The security of our invested capital is of 

paramount importance to us at Third Avenue Management, which is why we favor ANTO over 

any number of other copper mining companies.  We like ANTO because the company owns world 

class assets in a low political risk environment, has a first quartile cost position, a proven 

management team and a pristine balance sheet.  In fact, ANTO is currently the world’s only 

copper major with a net cash balance sheet.  

ANTO’s crown-jewel asset is Los Pelambres, the world’s fifth-largest producing copper mine 

located in Chile.  Not only is Los Pelambres one of the world’s largest producers but it is also quite 

long-lived.  The key to generating very high profit levels for a mining asset is having a low cost 

production combined with scale.  Los Pelambres is a trophy asset within the copper mining 

industry, as it achieves these characteristics.  ANTO’s other large-scale, long-lived copper mine is 

Esperanza, also located in Chile.  Together, these assets generate around 80% of the company’s 

total production and sit squarely in the first quartile of the global cost curve, specifically the 19th 

percentile of the global cost curve.  Therefore, an astounding 81% of current global production 

would need to be underwater before ANTO would fail to cover its cash costs.  This enviable cost 

curve positioning combined with its balance sheet quality may help the company withstand any 

imaginable short-term decline in copper prices.     

All of Antofagasta’s mines are located in Chile, which has historically been a friendly jurisdiction 

for mining companies.  This implies that political risk for the company is relatively low, and 

generally lower relative to peer companies with assets located in other more tumultuous regions.  

The company is controlled by Chile’s Luksic family, which owns 65% of the outstanding shares 

(the Luksics’ stake is worth some $8 billion at current market prices).  As one would expect of 

operators that have significant skin in the game, the Luksics have long been outstanding stewards 

of shareholder capital, eschewing large-scale acquisitions and risky development projects in favor 

of organic growth and expansions of existing projects.  Management also has a history of 

distributing capital to its shareholders, an example being the recently announced and 

forthcoming USD 800 million special dividend.  

A rising price of copper and a materially more profitable ANTO is our expected long-term 

outcome yet ANTO is inexpensive, even based on the price of copper today.  Our “as-is” valuation 

revolves around an asset by asset analysis, which highlights the prodigious free cash flow 

characteristics of the company’s primary assets which are masked to an extent in accounting 

consolidation which combines them with cash consuming development assets.  Recent 

transactions in the copper space only further our confidence in our estimate of the underlying net 

asset value and in turn the attractiveness of the price of ANTO’s shares. 

If you would like further information about Third Avenue Management’s International 
strategy, please contact your sales representative or email clientservice@thirdave.com  or 
visit our website www.thirdave.com  
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ANTO’s investment attributes: 
o World class assets in a low 

political risk environment 
o First quartile cost position 
o Proven management team  
o Pristine balance sheet--the 

company is currently the 
world’s only copper major 
with a net cash balance 
sheet 
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