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           FOURTH QUARTER 2016 
 

Target 3 Ended the Fourth Quarter at $86.85/share 
         
                  For 2016: 
 
                                     Target 3:          13.92%                                      
                                     S&P 500:         11.93%                                
                                     Mid-Cap Value Fund avg.:      15.26%                          
  

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 
 

Our website, ChristensenCapital.net has been updated with new information. 
 
 
Results 
 
Target 3 had a respectable year, beating the S&P 500 while maintaining a cash cushion.  Our newest 
purchases of turnaround companies had the best returns for the year. Our generals performed similar to 
the stock market averages and our “asset plays” underperformed, hopefully some fruitful seeds for 
2017.   
 
Our Brand - Margin of Safety (MoS) Investing 
 
Margin of Safety or MoS is only investing when as many things as possible are in our favor. In the past, this 
has allowed us to do well when the stock market is going up and do even better when the market is going 
down. We will protect our brand (MoS), that's our promise.  We strive to be an all-weather investment.  
Currently, Target 3 has some cash reserves.  If we find a good investment we will buy, otherwise, this is the 
hard part, we will do nothing but keep evaluating companies. We passed on two companies in the fourth 
quarter, the price just wasn't discounted enough.  A quote from Charlie Munger (Warren Buffett's partner) 
comes to mind:  
 
"It’s not given to human beings to have such talent that they can just know everything all the time. But it is 
given to human beings who work hard at it who look and sift the world for a mispriced bet that they can 
occasionally find one. And the wise ones bet keenly when the world offers that opportunity. They bet big 
when they have the odds. And the rest of the time, they don’t. It’s just that simple." 
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MoS Investing In General  
 

1. We don’t have a stock market forecast for 2017.  We don't need an opinion on the direction of the 
stock market if we use MoS investing. We strive for good investments, and if we execute, the rest 
will work out fine.  We have watched forecasters for a couple decades. Predicting the stock 
market’s direction in the short run, is a sure way to lose credibility. It is a lot like predicting the 
movements of bees. Science has yet to fully describe these types of systems.   

 
Note: there is reasonable predictability in forecasting long term returns of the stock market, i.e. 5-10 
years into the future.  In the end, fundamentals rule (in the short run the bees rule).  Low interest rates 
today, lead to low long term returns in the future. Our prediction here is for the general stock market 
and mutual funds to have +/- 4% compounded returns over the next 10 years.  We expect Target 3 to 
exceed these returns.  

 
2. We don't chase investments themes. Some years the biotech stocks will be up big, other years it will 

be tech stocks, or gold stocks, or bonds, etc.  We can't predict which sector will catch fire. If we hop 
on board, we won't know when they are about to turn down either.  Biotech stocks were up big in 
2015, turned on a dime, and were down big in 2016.  Chasing investments is just not conducive to 
long term steady returns.  The stimulus to chase these investments is alluring and investors pressure 
themselves to do it all the time, yet in the end, the odds are not in the investor’s favor. 

 
3. We don't own very many different investments. If it's not a great idea, why invest at all.  We know a 

considerable amount about the companies we invest in.  It's not likely that you could know a lot 
about 150 companies.  

 

An Example of MoS: Western Digital (WDC) 
 

 
 
Western Digital (WDC) makes disc drives for computers, many of which drive the "cloud" or server farms 
that run the Internet. WDC also makes SSD, solid state drives (no moving parts).  All our cell phones run 
on SSD memory and also some PCs. 
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With WDC, we purchased the stock at a small premium to the trading price in late 2009.  We would argue 
that this is now a much better company than 6 years ago. 
 
Collectively the analysts that cover the company were quite bearish when we purchased the shares. We read 
analyst's reports, but only for information, not for advice.  On the chart below, the bigger the number (left 
scale), the lower the analyst rating.  They disliked the company just before the stock doubled in 2013. When 
the stock peaked in 2015 the analysts loved the company.  Analysts also downgraded the company at a 
recent low point.  
 

 
 
There are essentially only 2 companies that make hard drives for computers, Seagate and WDC.  Here is the 
interesting part: even the Chinese can't get into the disc drive market. The massive investment, the time, 
and technology has passed them by.  Even if the Chinese wanted to get into the market, it would take years 
and the outcome would be very uncertain.  Just solving the patent protection problem to start with is a huge 
hurdle.  Hard disc drives are still the cheapest way to store large volumes of information. This company 
meets all our criteria for margin of safety.  We predict a massive amount of information will be stored on 
hard drives in the future, WDC will make a large portion of these.  We also predict a long term rising 
demand for cell phones and other devices that use SSD, like cars, drones, etc.  

 
Changes In Holdings 
 
Last quarter we sold both our gold ETF and Newmont mining.  We also trimmed our position in JNJ, which 
we have held for roughly 6 years.   
 
On the back page you will see 4 additions to our investments over $1 million.  Aspen (AZPN), CF 
Industries (CF), Iconix (ICON) and Western Digital (WDC).  We have written about AZPN and ICON in 
my weekly updates on our website, and WDC in this report.  CF is the low-cost producer of nitrogen 
fertilizer in the form of ammonia, urea and liquid nitrogen.  High efficiency food production requires 
nitrogen fertilizer in some form.  The simple story, in the end, CF is the low-cost producer of food.  
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12/31/2016  

 

CURRENT HOLDINGS

Company Exch. Symbol Shares Current               Value          Percent

Price        of Assets

________________________________________________________________________________________________________________________

Aspen Technology NAS AZPN 20600 54.68 $1,126,408.00 6.03%

Berkshire Hathaway NYSE BRKb 8500 162.98 $1,385,330.00 7.41%

CF Industries Holdings, Inc. NYSE CF 42000 31.48 $1,322,160.00 7.08%

Iconix Brand Group Inc Com NYSE ICON 116500 9.34 $1,088,110.00 5.82%

Western Refining Inc Comm NYSE WNR 39500 37.85 $1,495,075.00 8.00%

YUM! Brands Inc. NYSE YUM 32000 63.33 $2,026,560.00 10.85%

Non- Listed Securities $8,806,749.36 47.1382%

Cash............................... 1,443,212.32$        7.72%

All Securities......................... 17,250,392.36$      

Accounts Payable………………………………….. (10,769.00)$             -0.06%

Net Assets......................... 18,682,835.68$      

Total Shares....................... 215126.12

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

Share Price........................ 86.8460$                  
 
 

Bottom Line  
 
There are about 3,800 publicly traded companies, of at least a moderate size, based in the US (Wilshire 
5000 index).  This index excludes foreign companies listed on US exchanges.  Sooner or later even 
good companies temporarily stumble and become potential investment ideas.  Ben Graham, the father 
of value investing, called this the vicissitudes of time.  We expect to find some good investments in 
2017.  This morning’s reading includes Polaris Industries, a stock 50% lower than a recent 
peak….looks interesting.  
 
We 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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