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           SECOND QUARTER 2014 

Target 3 Ended the Second Quarter at $95.18/share 
         
                  First Half of Year: 
 
                                     Target 3:                                    + 9.14 %   
                                     S&P 500:                                   +7.05 % 
                                     Mid-Cap Value Fund avg.:        +9.01 %                     
  

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 
 
Our results for the first half of the year are somewhat better than the general market.   
 
Biotechnology Investments 
 
We have 18% of the fund in biotechnology investments. The majority of this is invested in two 
companies; NewLink Genetics Corp and Mankind Corp. We are interested in biotechnology because 
several technologies have come together recently to make large advances in treating diseases.  These 
technologies are: knowledge of how the immune system works (some of which was derived from trying 
to stop AIDS) , efficiency and cost to sequence the genome, computational speed, automation,  and 
advances made in genetically modifying cells. Biotechnology is in the midst of a leap forward.  These 
two companies are in later stages of developing treatments, but are still somewhat speculative.  We 
chose these two companies based on the uniqueness of their treatments and their CEOs. Both of these 
CEOs are top shelf scientists with large investments in their own companies.  
 
MannKind (MNKD) Corp 
 
MNKD recently received FDA approval to market a new treatment for diabetes called AFREEZA, 
which is a rapid acting inhaled insulin in a powder form. MNKD is run by Al Mann. Al is a true genius  
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at developing successful products.  He has invested about $1 billion of his own money in MNKD.  
MNKD is the first to solve two problems that caused a previous attempt by Pfizer to fail.  The problems 
were: the inhaler was not discreet ( it looked like a bong)  and  the inhaled insulin was no better than the 
injectable form.  
 
Current forms of rapid acting insulin given by injection can take too long to control blood glucose 
levels and stay on board too long for meal time use.  This can cause meal time glucose to go too high 
right after a meal, then too low hours later.  Afreeza’s glucose control is much closer to how the 
pancreas handles mealtime glucose levels.  Some patients that use Afreeza will still have to use basal 
insulin (long acting) by injection to control glucose levels between meals.  Others with less severe 
diabetes may be able to avoid or delay the use of needles by using Afreeza.   
 
How big is the diabetes market?  Globally, an estimated 382 million people have diabetes and the 
market is growing about 12%.   Of that amount only 12% get decent care.  Even then, 2012 sales of 
diabetes medicines reached $36.2 billion and are expected to reach $55.3 billion by 2017.   In the USA 
alone, there are 105 million that are diabetics or prediabetics.  The market for MNKD is smaller than 
the $36.2 billion mentioned. First, not all diabetics take insulin, and then fewer take rapid acting 
insulin.  Many patients can take pills to maintain glucose levels.  
 
Although MNKD has received FDA approval, there is one big step remaining.  MNKD needs a large 
pharmaceutical partner to distribute the product and educate doctors and patients about Afreeza.  
 
One concern is that the pharmaceutical complex is currently reluctant to invest in inhaled insulin.  
Why?  Clinicians have been trying to develop inhaled insulin since 1924.  It has been one failure after 
another.  Here is a list of the recent prior failures and the cost in trying to get inhaled insulin:  Pfizer, 
2007 - $2.8 billion, Eli Lilly, 2008 - $120 million, Novo Nordisk, 2008 - $260 million.   
 
Eli Lilly and Novo Nordisk are leaders in the rapid acting injectable forms of insulin.  All rapid acting 
injectable forms of insulin have worldwide sales of $17.4 billion and growing 7%. If the enthusiasm of 
the market is anything like some of the patients in the FDA trials for Afreeza, and if MNKD can secure 
a global partner, Afreeza sales should exceed $1 billion.  
 
The Federal Reserve – Unintended Consequences 
 
I rarely write about government’s role in markets.  We work at buying good businesses run by top 
management at a fair price and over time things will work out.  Government policy comes and goes, 
thus, over the long haul it cancels out.  Yet, in this case it’s worth talking about the zero interest rate 
policy the Federal Reserve has embarked on.  Starting with the 2008 financial meltdown and the 
housing bubble bust (I would argue that government policy was the catalyst for this also), there was a 
large loss of liquidity and the government stepped in to provide much needed liquidity for the banking 
system.   I have no problem with government agencies stepping in when individuals and companies 
won’t.  That’s how we got the interstate system built.  Yet, they decided to stay too long or more 
accurately, nobody would decide to quit adding liquidity.   When governments mess with free markets  
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there are always unintended consequences.  One case in point is housing prices.  Since 1890 there is no 
evidence that housing goes up much more than inflation (see chart, notice the projection, far right, 
didn’t work as predicted).  Between 1996 and 2006 housing index increased to 200 (2x inflation, the 
bubble).  The bursting of the bubble took housing back to 140 (1.4x inflation).  Currently, the Fed’s 
zero interest policy re-inflated housing back to 170 (1.7x inflation again).   The re-inflation of housing 
prices is a good thing if you’re already a home owner, but very difficult for those starting out after 
college.  So government policy picked the winners, i.e. if you were a current home owner you are all for 
the Fed’s policy if you’re  just getting started out of college you were hurt badly by the policy.  
 

 
 
At this time, I also think that the Fed’s policy has created a bubble in the stock market.  Investors are 
now compelled to invest in the stock market because, if they want to earn more that 1% in a world of 
2% inflation, what else they are going to do.  In addition, investors are conditioned to invest in the stock 
market; it’s been going up and working well in the recent past.  
 
Sometime in the future the market, most assets for that matter, will face headwinds.  We invest with 
this in mind.  
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CURRENT HOLDINGS 
  

       Company Exch. Symbol            Shares       Current                                   Value Percent 

    
        Price 

 
of Assets 

_______________________________________________________________________________________________________________________________________ 

       Aspen Technology NAS AZPN 20600 46.4 $955,840.00 6.16% 
Berkshire Hathaway NYSE BRKb 8500 126.6 $1,075,760.00 6.93% 
Dynasil Corp NAS DYSL 270046 1.76 $475,280.96 3.06% 
Energold OTC EGDFF.PK 175000 1.73 $302,750.00 1.95% 
Eastman Chemical Co. NYSE EMN 8670 87.35 $757,324.50 4.88% 
SPDR Gold Shares NYSE GLD 2000 128 $256,080.00 1.65% 
Johnson & Johnson NYSE JNJ 12850 104.6 $1,344,367.00 8.66% 
Leucadia NYSE LUK 20000 26.22 $524,400.00 3.38% 
Mongolia Growth Group Ltd. OTC MNGGF.PK 379940 2.22 $843,466.80 5.43% 
Newmont Mining NYSE NEM 5800 25.44 $147,552.00 0.95% 
NewLink Genetics Corp NAS NLNK 39000 26.55 $1,035,450.00 6.67% 
Nam Tai Property NYSE NTP 80813 7.54 $609,330.02 3.93% 
Scotts Company NYSE SMG 10100 56.86 $574,286.00 3.70% 
Turquoise Hill Res. LTD NYSE TRQ 45000 3.34 $150,300.00 0.97% 
Unilever NV NYSE UN 22645 43.76 $990,945.20 6.38% 
YUM! Brands Inc. NYSE YUM 32000 81.2 $2,598,400.00 16.74% 

       Immunotherapy Holdings Various Various     $1,769,569.20 11.40% 

     
$0.00 0.00% 

     
$0.00 0.00% 

       
 

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

$1,118,774.15 7.21% 

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

 
$14,411,101.68 

 
 

Accounts Payable………………………………….. -$5,940.00 -0.04% 

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

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

 
$15,523,935.83 

 
       
 

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

163097.6915 
   

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

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

95.1818 
  

 
 
 
 
 
The Bottom Line  
 
Conventional blue chip stocks that pay increasing dividends have had very good returns during the last 
several years.  This is understandable given extremely low interest rates.  JNJ pays a 2.7% dividend that 
increases every year.  YUM’s dividend is 1.8%, but the payout has doubled in the last 5 years.  These 
stocks look like Willy Wonka’s everlasting gobstoppers.   The lower the interest rates go, the higher the 
stock prices go.  To paraphrase Ben Graham, these stocks look high and are high, but may not be as 
high as they look.  
  
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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