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           THIRD QUARTER 2016 
 
Target 3 Ended the Third Quarter at $81.98/share 
         
                  Returns year to date: 
 
                                     Target 3:           7.53%                                      
                                     S&P 500:          7.81%                                
                                     Mid-Cap Value Fund avg.:     10.37%                          
  

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 had a good third quarter, rising 6.93% for the quarter. Our website, ChristensenCapital.net has 
been updated with new information. 
 
Recent Purchase, Western Refining, Inc.  (WNR) 
 
WNR is currently on our list of holdings on the back page because it exceeds $1 million in value within 
Target 3 Fund.  
 
WNR is the kind of purchase we find the most profitable. WNR has crude oil refineries in New Mexico and 
Minnesota. In addition, they have petroleum pipelines, storage, and logistic services. WNR also owns 543 
convenience stores, including Super America in Minnesota.  
 
Here is our checklist for why we purchased shares of this company.  
 

1. Management:  The chairman of the board founded the company and the CEO has run 
operations for the last 10 years.  Both own significant ownership in the company. Recently, 
the chairman purchased $6 million in stock and the CEO purchased $2.3 million in stock.  
Too often I see members of a board and management owning very little stock and taking big 
salaries. As a result, they can take a massive amount of wealth out of the company at no cost 
to themselves, all legally.  In that case, why would management care about shareholders? 
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2.  Competitive Advantage:  No refineries have been built in the USA since about 1970. 

It’s very hard to impossible to get the permits.  Pipelines have similar challenges. 
Currently, the Dakota pipeline is getting built across Iowa, the project is going to be very 
expensive and time consuming.  The estimated cost was $3.2 million per mile.  
Additional lawsuits and protests, which have required calling on the Nation Guard, is 
likely to drive up the costs.  

 
In addition, WNR’s refineries are very well located and serviced with pipelines. There            
are no other choices in most of New Mexico.  It’s a very high probability that no more 
refineries will be built in their area.  

 
WNR has no strong brands so their profits are determined by refining crack spreads as 
they compete against other refineries to convert oil into mostly gasoline and heating 
oil/diesel/jet fuel.  Management is more important in these types of business where 
efficient operations are the key.  

 
WNR has a very good source of capital.  WNR manages and has ownership in a limited 
partnership called Western Refining Logistics (WNRL).  WNR sells some stable assets 
to this entity for shareholders that like steady payments.  This allows WNR to keep the 
highest earning assets.  

 
3. Enduring Earnings Power:  For the past 10 years WNR has earned, on average, about 

15% return on invested capital.  A company can’t earn this high of return on capital for 
this long without a competitive advantage.  Although refining crack margins fluctuate 
year over year, WNR has showed long term earnings power.  Their return on invested 
capital was lower this year and the stock declined from a high of $50 to the $20’s where 
we purchased the stock.  I can’t predict that refining crack margins will rebound next 
year, but over time it’s likely, using history as a guide.   While we wait, we get an annual 
7% dividend yield.  
 

4. Price: Even if refining crack margins stay below average our purchase price provides a 
good margin of return.  We are receiving a 7% dividend yield.  Our average price is $21. 

 
5. Catalyst:  Internal catalyst for the company is to continue to streamline their new 

purchase of Northern Tier Energy.  Externally, i.e. outside of the direct control of the 
company, refinery crack margins have already improved, further improvement will drive 
the stock price.  

 
 
 
Management + Competitive advantage + Enduring Earnings Power + Price + Catalyst = Margin of 
safety.  Ideally, we would like the catalyst to be mostly internal, i.e.  something the company can fix on 
its own without the help of external events.  External catalysts are things like commodity prices, which 
the company has no control over. Yet, we seldom get a perfect layout.  There is never a guarantee that 
refinery crack margins will stay within historical measures.  We manage this risk by owning 10-12 
different securities, in different industries, each with the characteristics mentioned above. 
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WNR’s Stock Price: 
 

 
Current Investment Allocation 
 
 

41%

32%

6%

12%

5% 4%

Investment Allocation

41% Generals

32% - Turnarounds

6% - Gold

12% - Asset Plays

5% - Development

4% - Cash

 
 
 
From last quarter the percentage in turnarounds has increased mostly due to the increased value in 
WNR.  For a more detailed discussion of definitions of the above allocations see last month's newsletter 
available on our website.  
 
Generals:   41% - Highly defensible competitive advantage.  
Turnarounds:  32% - Companies that have a fixable problem. 
Gold:  6% -  Primarily, an investment in Newmont Mining. 
Asset Plays: 12% - Companies selling well below stated book value. 
Development: 5% - Companies that have new technologies 
Cash: - 4% 
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CURRENT HOLDINGS

Company Exch. Symbol Shares Current Value Percent
Price of Assets

Berkshire Hathaway NYSE BRKb 8500 144.47 1,227,995.01$      7.40%
Johnson & Johnson NYSE JNJ 9850 118.13 1,163,580.47$      7.01%
Western Refining Inc NYSE WNR 39500 26.459999 1,045,169.96$      6.30%
YUM! Brands Inc. NYSE YUM 32000 90.809998 2,905,919.94$      17.51%

Other Securities 9,668,730.19$      58.27%

Cash................................................. 593,294.00$          4%
Securities......................................... 16,011,395.56$    
Accounts Payable……………………………… (12,369.00)$           

--------------------
Net Assets....................................... 16,592,320.56$    

Total Shares..................................... 202,395.62891     
 ------------------

Share Price....................................... 81.9796$                 
 
Bottom Line  
 
Over the past 100 years the stock market has not grown more than the US economy.  The elements that 
have driven US growth, things like population growth and productivity, have moved into slow gear.  In 
addition, future returns, from periods of high valuations as is currently the case, have also been low to 
negative.  Specific stock selection will be key in coming years as I expect the general stock market’s 
returns to be uninspiring at best.  
 
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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