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           SECOND QUARTER 2013 

Target 3 Ended the Second Quarter at $78.3313/share 
         
                   Year to date:    
 
                                     Target 3:                                     -  6.21 %   
                                     S&P 500:                                   +13.74% 
                                     Mid-Cap Value Fund avg.:        +16.90 %                     
  

You may obtain the current share price updated weekly (updated by Sat. 12:00 P.M. CST) from our 
website:  

 
On the Web: ChristensenCapital.net, User: T3investor, Pass: T3investor 
 

Results: 
 
Target 3’s performance was short of the market’s averages.  We haven’t been this far behind markets 
since 1999.  Clearly, the blue chips have had a good run, including our own holdings of blue chips:  
Johnson & Johnson up 22%, Berkshire Hathaway up 25%, and Boeing up 36%, etc.   I will state two 
observations: first, blue chips are not very cheap anymore. They are at the upper end of their valuations.  
My estimation of their 5 year return is in the single digits to flat.  Second, many of our smaller 
companies are at  low valuations with considerably higher 5 year estimated returns.  Adding to our 
underperformance is that I have hung on to a couple of  holdings longer than I should have hoping for a 
turnaround that I now see isn’t likely.  I have some pruning to do.   Our compounded annual returns 
since 2000 relative to the market are very healthy.    Yet, you pay me for returns going forward, not 
what has past.   
 
 
     Target 3           S&P 500 
 
 Since 2000   11.30%   2.57%     
 Ten Year     9.05%   7.18% 
 Three Year   14.25%   18.28% 
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The Next Big Thing 
 
Computers, the Internet, cell phones, and now I believe biotechnology, specifically immunotherapy, will be the 
next big advance in technology.  Immunotherapy is a therapy with little toxicity to educate your immune system 
to cure a disease. Much like a polio vaccine prevented polio. One of the big applications for immunotherapy is 
to cure cancer.   
 
I believe someday we will go to a doctor’s office to get our genome ran for $50 and get several vaccines and 
never get cancer.   
 
What has led to this advancement in biotechnology (besides ever increasing computational power)? 
 

• The ability to map cancer’s genome quickly and cheaply. 
• The ability to genetically modify cells and grow them out. 
• An increased understanding of our immune system, some of it learned trying to cure AIDS. 

 
 
We are making investments in this area.  To be realistic let’s take a look at the time frames and costs to get FDA 
approval for therapies. To get approval the therapy needs to have a successful phase III FDA trial.   Only 8% of 
phase I therapies make it through to FDA approval.  The average cost of phase I – III is $125 million and takes 
6.5 years.   Since only 1/12 of the therapies make it, the cost of each FDA approved therapy is $1.5 billion 
dollars on average.   This isn’t counting the cost to get a therapy into phase I FDA trials; there is some pre-
clinical (toxicology) work and expense just to get to phase I.   I am hopeful because these new immunotherapies 
are so specific, low toxicity and highly directed that the FDA approval process can be sped up.  Currently, there 
are 800 ongoing clinical trials for immunotherapy, a number that has grown rapidly since 2006.  
 
Some other good news is that the USA is by far in the lead with these immunotherapies.  In addition, 85% of the 
revenues for cancer treatments are in the USA, EU and Japan.  Only about 15% of this spending is taking place 
in emerging markets. Therefore, there is a huge untapped market in the remaining world. 
 
NewLink 
 
Our first investment in immunotherapy is a company in Ames, Iowa called NewLink.  The company was 
founded by the CEO, Charles Link.  Charles Link also was cofounder of John Stoddard Cancer Center at 
Methodist Hospital in Des Moines.  
 
NewLink is about one year into phase III FDA trials of a vaccine to treat pancreatic cancer.  Pancreatic cancer is 
the worst cancer.  In addition, NewLink’s treatment is one of only a few new treatments in phase III trials for 
this cancer.  The current standard  treatment has not improved much for 50 years.   
 
First, 63% of phase III cancer trials fail.  So we are taking a higher risk with this investment than normal.  Here 
is a list of reasons why I believe the chances of success are higher than raw statistics suggest: 
 

• Phase II trials showed a large improvement over the standard of care.  Granted, so do other phase II 
trials that move to phase III. Yet, since the outcome of pancreatic cancer is nearly certain,  if you 
improved the outcome of just one patient, the result by default becomes almost statistically relevant.   
Phase II trials had 69 patients. 
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• In phase II trials patients that received twice the amount of  vaccine had a much improved result. This 
was statistically significant.  The degree of confidence was 98%, i.e. 98% certain the result wasn’t just 
good luck.  Thus, we can say that more is better, which also suggest the treatment will work.  I should 
note here that for those that follow this situation, what is usually reported is the P value or 1 minus 
degree of confidence.  So for a degree of confidence of 98% the P value would be .02.  

 
• From phase II trials, after 3 years, 26% of the patients had no reoccurrence of the disease. 39% of the 

patients were still alive vs. the standard of care only 16% of patients would be expected to survive.  It is 
important to note here that about ½ of the patients in phase II trials received ½ the amount of vaccine. 
This suggests that a full treatment of  vaccine will improve results even further.   

 
• It also appears that NewLink’s treatment works with other cancers.  NewLink has several other earlier 

phase trials in progress with other cancers. This also suggests that NewLink’s treatment has a pathway 
to treat cancer. 

 
• The treatment just makes sense. NewLink genetically modifies non-active human pancreatic cancer cells 

with a carbohydrate on the surface of the cell.  Only non-primates have carbohydrates on the surface of 
cells. These modified cells are injected into the patient.  Since the largest part of your immune system 
(4%) is already programed to find such cells, the human body reacts immediately to destroy these cells. 
While the immune system consumes these cells, it picks up on certain proteins that are the same as the 
patient’s cancer cells and the immune system starts attacking the patient’s own cancer cells.  

 
Outcomes with genetics and biology not statistically proven until you conduct a phase III trial.  For this reason 
the current phase III trial has 722 patients and is randomized and double blind. This is the only way to prove 
efficacy to the FDA for approval of the treatment.  For this phase III trial, called IMPRESS, we will be getting 
two interim reports on the trial before the final report.  The first phase III interim report is due in the next several 
months.  If the results of the first interim report show nearly a certain improvement, i.e. a P value of  0.004 or a 
99.6% degree of confidence the treatment can move to the approval phase immediately.  
 
 
YUM!, Smuggling KFC, & Economic Goodwill 
 
Economic goodwill is the value of the company’s assets that are not tangible.  It’s a value above plant, 
property and equipment and it’s intangible.   By far it’s the best value a company can have.  It’s 
somewhat hard to measure.  One way is to see how well the customers like your product and at what 
price point differential they would switch to another product.  
 
Here is an example:  Consumers in the Gaza strip will pay $30 to have a $10 KFC meal smuggled in from Egypt.  
Here is how it works.  A consumer in Gaza places an international telephone order, making a payment by wire 
transfer. An Egyptian taxi driver picks up the food from the franchisee in El-Arish in the Sinai. Couriers bring it 
through half-mile tunnels. A Gazan taxi driver delivers it from the southern Gaza border to the northern Gaza 
office of the entrepreneur behind the scheme. A fleet of motorbikes takes the chicken and chips to the final 
customer. The whole rip is 35 miles and takes two hours. Some consumers interviewed said, “I don’t care how 
much it costs, I just want it”. There is not exact value to place on economic goodwill, but smuggling KFC 
chicken across the borders through tunnels and paying 3xs is a good definition. 
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CURRENT HOLDINGS 
   

       Company Exch. Symbol Shares Current Value Percent 

    
Price 

 
of Assets 

________________________________________________________________________________________________________________________ 

       Aspen Technology NAS AZPN 20600 28.79 $593,074.00 4.51% 
Boeing NYSE BA 6500 102.4 $665,860.00 5.06% 
ProShares Ultra Nas Biotech NYSE BIB 1200 90.65 $108,780.00 0.83% 
Berkshire Hathaway NYSE BRKb 8500 111.9 $951,320.00 7.23% 
Dynasil Corp NAS DYSL 270046 0.68 $183,631.28 1.40% 
Energold OTC EGDFF.PK 175000 1.6 $280,000.00 2.13% 
Eastman Chemical Co. NYSE EMN 8670 70.01 $606,986.70 4.61% 
SPDR Gold Shares NYSE GLD 2000 119.1 $238,220.00 1.81% 
Johnson & Johnson NYSE JNJ 12850 85.86 $1,103,301.00 8.38% 
Leucadia NYSE LUK 20000 26.22 $524,400.00 3.98% 
Mongolia Growth Group Ltd. OTC MNGGF.PK 221200 3.27 $723,324.00 5.50% 
Men's Wearhouse NYSE MW 8550 37.85 $323,617.50 2.46% 
Newmont Mining NYSE NEM 5800 29.95 $173,710.00 1.32% 
NewLink Genetics Corp NAS NLNK 26000 19.72 $512,720.00 3.90% 
Nam Tai Electronics NYSE NTE 141314 5.6 $791,358.40 6.01% 
The Pantry, Inc. NAS PTRY 77737 12.18 $946,836.66 7.19% 
Sandridge Energy Inc  NYSE SD 97500 4.76 $464,100.00 3.53% 
Scotts Company NYSE SMG 10100 48.31 $487,931.00 3.71% 
Turquoise Hill Res. LTD NYSE TRQ 45000 5.93 $266,850.00 2.03% 
Unilever NV NYSE UN 22645 39.31 $890,174.95 6.76% 
YUM! Brands Inc. NYSE YUM 32000 69.34 $2,218,880.00 16.86% 

       
 

Cash............................... 
 

$111,540.73 0.85% 

 
Securities......................... 

 
$13,055,075.49 

 
 

Accounts Payable………………………………….. -$5,940.00 
 

     
               --------------------- 

 
 

Net Assets......................... 
 

$13,160,676.22 
 

       
 

Total Shares....................... 
 

168012.89035 
 

     
               --------------------- 

 
 

Share Price........................ 
 

78.3313 
  

 
The Bottom Line  
 
Immunotherapy is very likely going to be a big winner in the future.  In addition to our investment in 
NewLink, we are also investing smaller amounts in a collection of other companies in this area to 
improve our odds of getting a decent return. Even though our results were not up to par for the first 
part of the year, I am optimistic about the future.  I enjoy this business rain or shine.  
 
    
Thank you for your business. 
                    Regards, 
  
         _____________                                                                                                                                                                                                                                                            
         Jon Christensen 
 
 

Your money invested like my own, be assured we’re partners in every investment. 
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