
Bottom Line 

3/3:
Daily Trend: Neutral
Weekly Trend: Down
Monthly Trend: Down
Support Levels: $1.92 / $1.69 / $1.16
Resistence Levels: $2.76 / $3.86 / $5.03

Video Analysis 

Watch Video Analysis Here 
Technical Discussion 

Fortescue Metals is an Iron Ore producer and explorer operational in the Pilbara region of Western Australia. It is engaged in mining of iron ore from its Cloudbreak and Christmas Creek mine sites. Its Cloudbreak mine site is located in the Chichester Ranges in the Pilbara region of Western Australia which is 263 kilometres south of Port Hedland and 150km north of Newman. Its Christmas Creek is the second mining operation, 50 km to the east of Cloudbreak. The Company has also designed and constructed rail and port facilities to support the development and sale of the Pilbara's stranded iron ore bodies. For the year ending the 30th of June 2014 revenues increased 45% to $11.75B. Net income increased 56% to $2.73B.  Broker/Analyst consensus is currently “Sell”.  The dividend yield is 9.8%.

Reasons to remain cautious: 
→ The price of Iron Ore remains a drag on the share price.
→ No dividend is expected in 2015.
→ The company isn’t expected to be profitable in FY16 or FY 17.
→ Net debt at the end is FY 14 was US$7.2bn which came in under estimates.
→ A line of support has been smashed.

Despite there being no reason to be overly optimistic during our last review it did appear that a Head & Shoulders reversal pattern was forming.  The ideal situation was to see short term strength followed by another small retracement which thus far is exactly what’s transpired.  In a perfect world we’d like to see slightly lower levels tagged which will result in both shoulders terminating in the same area which in essence provides us with the symmetry we need.  As we often state on these pages though it’s all well and good patterns being in position but they need to trigger before becoming overly significant.  In this instance that means the neckline as annotated being overcome, ideally in a strong impulsive movement.  This would certainly be a small step in the right direction although the problem here is still the fact that the H&S has formed just beneath a zone of resistance.  In reality we’d want to see the upper boundary of that resistance zone penetrated before getting confident that something much more bullish was going to unfold meaning there’s a bit of work to be done before getting too enthusiastic.  To a large extent FMG is a one trick pony meaning price is going to be aligned very strongly to iron ore which continues to remain unloved.  On the positive side of things China is trying to stimulate its economy which if successful could mean some of the iron ore players like Fortescue could embark on a strong movement higher, even if strength is going to be within a larger corrective pattern.  On the flip side, a break down through $1.92 is serious reason for concern making it a level to keep a close eye on during any subsequent retracement.  For the moment though the H&S pattern is unfolding in textbook form so let’s hope this trait continues.

Trading Strategy 

There were a couple of gaps to contend with during our last review with the ideal situation being to head down to fill the first one.  That’s a box that can be ticked which means we are technically now in a position to see a decent leg higher, albeit there is room for slightly lower levels to be tagged over the coming days.  However, lower prices from here aren’t a prerequisite to something much more bullish unfolding.  If you’re looking for an entry point then look no further than the neckline of the H&S with a push above being reason for aggressive traders to jump on.  Place the initial stop just beneath the prior pivot low which is likely yet to be made.  Longer term investors should await a break through the upper boundary of the zone of resistance before initiating positions.  This stock could easily find its way into the Position Status Page shortly.

