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           SECOND QUARTER 2017 
 

Target 3 Ended the Second Quarter at $93.08/share 
         
                  Q2: Year to Date: 
 
                                     Target 3:         7.18 %                                      
                                     S&P 500:        9.23 %                                
                                     Mid-Cap Value Fund avg.:     6.90 %                          
  

You may obtain the current share price updated weekly by Sat. 12:00 noon CST from our website:  
 ChristensenCapital.net, Pass: T3investor (only a password needed as the website has been updated). 
 
 
Results 
 
We continue to hold more cash than normal.  We are not trying to forecast what markets will do. 
Simply, we will invest when we have a margin of safety, otherwise we don’t.  Our results are acceptable 
given our more conservative investments and cash levels.   More good  investments will show up in 
time. They always do.   
 
Our Preferred Purchases 
 
We find discounts in several types of investments. For example; turnaround companies, asset plays, and 
one-time solvable problems that can happen to exceptional companies.  Our preferred purchase is an 
exceptional company, run by exceptional managers at a good price.  These purchases are rare.  We found 
2.5 of these companies last year: WDC, up 95.6%, TSO up +96.3%, and CF up +12.4%. The 2.5 number is 
that the jury is still out on CF. We purchased CF at a good price and the management is top shelf so our 
purchase was started correctly.   We have found no great ideas yet this year. Maybe it's a sign about the 
overall market being high.  These three previous companies have an exceptional competitive advantage and 
are run by exceptional managements.  In a year like this one, we will add incrementally to some of our 
stocks,  and also invest some money in asset plays and turnarounds as available.  The reason we like 
exceptional companies over all else is because once a purchase is made we usually can hold these 
companies indefinitely. In which case, we don't have to pay taxes on the gains or look for another 
investment that may or may not turn out.  It's the best way to compound money. One example is YUM.  I 
wrote about it last quarter.  We have owned this stock since 1997 and it's up 16-fold on our original 
purchase price.  Our cost basis is going to go below zero as it continues to pay dividends.  Hard to beat.  
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CF Industries (CF) 
 
Let's take a look at what has happened since our purchase of CF. The other two companies mentioned 
in the last paragraph are well on their way already.   To tell the CF story, here's some background.  First, 
CF industries is the largest producer of nitrogen fertilizer in the USA and second in the world. It's the 
low cost producer also.  Nitrogen comes in many forms for use as fertilizer.  It first starts out as 
ammonia, then,  if necessary, it can be converted into dry form, (urea) or forms of liquid nitrogen 
fertilizer (UAN).  Nitrogen fertilizer has to be used for peak production of many crops, especially corn.  
We can't feed the world without it.  The demand for this fertilizer grows unabated year after year.  CF 
uses cheap natural gas to power their nitrogen plants and they have pipelines to move the product 
around the corn belt.  These pipelines are a large competitive advantage. It's expensive to move bulk 
fertilizer and pipelines are hard to get approval for these days.  
 
Looking below, when Ammonia, (i.e. nitrogen) was high priced the Chinese, in China, built a lot of 
high cost coal fired supply.  Once there was too much supply, the Chinese were losing billions as prices 
fell.  CF's stock price followed the decline in nitrogen prices.  Currently,  the Chinese are losing billions 
and closing plants, CF will still make money in 2018 because it is a low cost producer.  The shorter 
term here is likely to be bumpy, as supply lines up with demand.  Longer  term there are no material 
expansions planned in the world and with demand ever growing, the prices should rise so the average 
producer can make profits. In which case, CF will make even more profits as the low cost producer.  
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Nam Tai Properties - NTP - An Asset Investment 
 
Nam Tai Properties (NTP) is one of our asset investments (the stock's price appears to be selling for 
materially less than the assets it owns).  Recently, one of the largest real estate firms in Shenzhen, China 
(Kaisa Group) bought a 17% interest in NTP.  Paying over 100% premium to the current trading price of 
the stock.  NTP and its long time CEO, MK Koo, has been operating in Shenzhen since the mid-1970's,  
originally as an electronics wholesaler, then making scales, then on to cell phone LCD screens. Mr. Koo 
decided several years ago that the real estate he owns in the city was worth more than running these  
businesses, so he converted over to a real estate development company.  This whole thing on the surface 
looks pretty sketchy.  More than one investor has been taken to the cleaners investing in China. However,  I 
see low risk.  First, we have invested in NTP before, starting in the 90's.  Mr. Koo has proven to be a 
shrewd operator, usually one step ahead.  He has always held a large position in the stock and has never 
used leverage to any degree.  He is audited by a US firm and has never had any accounting issues. Second, 
it's worth noting that many low labor costs countries have failed to bridge the low wage gap.  For example, 
in the late 60's all the cheap trinkets came from Japan. Japan moved up the technology scale and became a 
high-tech leader. Wages grew to be on par with the USA. This is rare, most countries get stuck in the low 
wage trap.  It takes investment, improvement of laws, usually a change of culture, etc. to move from low 
wages to high wages.  Shenzhen has bridged that low wage gap. In fact, it is one of the most dynamic cities 
on earth and the center of technology and business growth in Asia. In addition, since there will likely be 
300 million more middle income consumers in China over the next 10 years or so, and if you want to sell in 
China to any degree, you will have to have a physical presence there.  ( Note: evidence to the growing 
middle class; recently KFC opened 130 new restaurants in China, or 4.3 new KFC's every day.) Shenzhen is 
a great place to settle for international companies.  NTP has two large parcels of land in Shenzhen, one of 
which they have started to build on. Kaisa Group will help manage the project and add additional skill sets 
for NTP. We suspect that in time they will buy out our shares. Hopefully at a nice premium.  We currently 
have a $550,000 gain on our investment.  
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CURRENT HOLDINGS

Company Exch. Symbol Shares Current Va lue Percent
Price of As sets

________________________________________________________________________________________________________________________

Berkshire Hathaway NYSE BRKb 8500 169.37 $1,439,645.00 7.01%
Maple Leaf Foods , Inc OTC MLFNF 56600 25.22 $1,427,452.00 6.95%
Tesoro Corporation NYSE TSO 17182 93.6 $1,608,235.20 7.83%
YUM! Brands  Inc. NYSE YUM 32000 73.76 $2,360,320.00 11.49%
Yum China  holding, Inc. Common NYSE YUMC 37000 39.43 $1,458,910.00 7.10%

Cash............................................................................................................$1,746,663.04 8.50%
Other Securi ties ………………………………………………………………………………………..$10,518,753.44 51.18%
Total  Securi ties………………………………………………………………………………………..$18,813,315.64
Accounts  Payable………………………………………………………………………………….-$9,097.00 -0.04%
Net Ass ets ……………………………………………………………………………………………….$20,550,881.68
Total  Shares....................... 220,788.56107     

 ---------------------
Share Price........................ 93.08$                   

 

 
Bottom Line  
 
Investors continue to increase their risk tolerance by paying ever high prices for the same assets. ETF 
(exchange traded funds) are the best example of this.  With ETF mutual funds there is no price 
discovery.   Money comes into the fund and stocks are purchased without regard to any pricing 
discipline. It's all mechanical.  Nobody says, hey, maybe these prices are just too high. When investors 
want to move out of these funds, which they will at some point, the stocks these funds hold will also get 
sold indiscriminately, possibly causing a vacuum.  This would be to our advantage in finding good 
margin of safety investments.  
  
 
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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Macro Comment 
 
I don't spend much time commenting on macro news.  We want to find good companies to invest in, the rest 
will work out fine.  I just couldn't let this one go.   The Federal Reserve, our government, bought $4.5 
trillion of assets (a lot of bad debt) from banks since the 2008 recession.  They deposited this money in US 
and foreign banks. Now they are paying 1.25% on these reserves deposited in those banks.  Which amounts 
to $27 billion in interest annually. Forty percent of that interest payment is going to foreign banks.  Seems 
odd to me that you can make-up $4.5 trillion of dollars out of thin air (actually backed up with the bad debt 
they purchased that is worth?), then pay $27 billion made-up dollars per year on the original made-up 
dollars. This has been the case around the world with Japan and EU also participating in this folly.   If only 
I had a PhD, and worked at the Fed, maybe it would make sense then.  Debt is future demand. That's 
something that is bulletproof, no PhD necessary.  We will see how it works out.  
 

Long Term Investing vs. Taking the Bait 
 
I have been in a texting discussion with my friend at a large, well known, east coast mutual fund company.  
He runs a $13 billion-dollar mutual fund. I have known this guy for a long time and he rose quickly in this 
firm, he is sharp.  His point is that the current glamorous stocks should be bought just because they are 
going up.  The most popular stocks have an acronym called FANG or FAANG that are very popular 
currently.  FAANG stands for Facebook, Amazon, Apple, Netflix, and Google.  Tesla, the car company 
should be thrown in this group for good measure also.  These companies are great companies, I agree.  
Collectively these six companies have a market value of $2.5 trillion dollars or about 13.5% the size of the 
USA economy.  
 
 
 
 
Many of the fund managers at his company own these companies in their funds.  These stocks have gone up 
a lot so they are making a large amouts of money for the company.  These fund managers are looking like 
geniuses and are now stars at the company.  My friend doesn't own these stocks in his fund because he runs 
a small capitalization fund and the FAANG stocks are too large for his fund.  He argues that he would own 
them if his fund could.  His argument is that these stocks are going up and you own them until they 
stop going up and then you sell them.  His argument makes complete sense if your graded on each 
quarter's performance.  In addition, if everybody else owns them and they go down, you can't be 
blamed because everyone else lost money also.  Sound logic for making sure you keep your job, 
although this logic breaks down over several business cycles and doesn't work well for investors.  
Here is the failure of this logic: 
 

1. If it was so easy to buy companies that are doing great right now that sell at a very high price before 
they go down somebody would have, over several business cycles, outperformed the market by a 
large margin, I see no evidence of that.  Ben Graham saw no evidence either in his 1949 book, "The 
Intelligent Investor".  This business cycle’s hero, is the next business cycle losers.   I do see 
evidence of several, including Warren Buffett and others making very good returns over several 
business cycles, including Target 3, using Margin of Safety investing.  

 
2. We just don't buy companies hitting on all cylinders, period.   I, like everybody else feels compelled 

to buy these companies, it's human nature. That's why Margin of Safety investing is so difficult for 
humans.   I just know I can't predict the outcome of a high priced popular stock other than by luck. 



Luck is not a good business plan.  I won't argue that the FAANG companies are very good 
companies, yet, there is no way to predict if your overpaying or not. One minor hiccup in these 
company's results and they lose 1/2 there value almost overnight.  Of all our criteria for Margin 
of Safety purchases, price is the most unpredictable, we require a discount.  Example: during 
the 90’s, I couldn't image what would stop Microsoft and Intel, i.e. the WinTel duopoly.  Their 
stock prices soared. By any measure one could think of, they looked unstoppable, Microsoft built 
the software for PC's and Intel sold the chips that went in them.  Yet, since 2000, Intel's stock is 
down 53% and Microsoft's stock is only up 24% in 17 years, not exactly as expected at the time.  
Another example:  around 2000, Wal-Mart was once a very popular stock, you just had to own it. 
Wal-Mart, the company not the stock has done very well since 2000.  Earnings are up 3.6x and the 
dividend has soared 10x.  You just paid too much for the stock in 2000. The stock is about the same 
price as it was in 2000, you made very little returns.  
 

3. FAANG, as a group, sells for extreme valuations, which means the current growth rates have to 
continue for 15 or 20 years into the future.  Paying today’s price an investor is saying these future 
high growth rates are a certainty today.   What is known is that the growth rate will decline 
sometime and so will the high valuations. That’s a certainty. Investor believe they can consistently 
buy these stocks and sell them at the right time. Over time, nobody has been able to do this.    

 
 

In summary, I am not to take our money and buy these types of companies or any others at a price I can't 
understand just because their stock prices are going up. That's not how we built our long-term record.  I 
watch in amazement while the public pours money into EFT mutual funds at a record rate, without any 
regard for the price that they pay.  There is no price discovery for ETF funds, i.e. nobody says, hey, maybe 
these fashionable stocks are too high priced.  It's on autopilot and looks risky.   
 
 
 
Side note:  I wrote extensively on Wal-Mart's overvaluation in Q4, 1999 newsletter.  The title of that 
section was: "Mars And The Market". The piece started with "The general stock market is very overvalued” 
I used Wal-Mart as an example.  The logic of the piece was that Wal-Mart couldn't keep growing at the 
current pace or it would run out of planet to sell to. I stated, "Wal-Mart isn't likely to grow into its [current] 
valuation in the years coming.“  It turns out that Wal-Mart's growth slowed and it's premium P/E ratio 
collapsed. Investors are welcome to request a copy.  
 
 


