
Bottom Line 

27/1:
Daily Trend: Down
Weekly Trend: Down
Monthly Trend: Down
Support Levels: $1.69 / $1.16
Resistence Levels: $2.91 / $3.25 / $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 “Hold”.  The dividend yield is 11.9%.

Reasons to be 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.

Since our last look at Fortescue price has declined around 25% which is colossal to say the least.  Of course it’s nothing new with the strong downtrend that commenced in early 2014 continuing unabated.  There was scope for a complex H&S pattern to form over the past couple of weeks although that bullish pattern failed to materialise.  Today saw a large percentage decline although if we are looking for small positives at least the close was well off the session’s lows.  There is also Type-A bullish divergence in position on the weekly chart although as always it needs to trigger before becoming overly significant.  At this stage it hasn’t triggered meaning it’s something to watch only and therefore isn’t going to provide a helping hand at this juncture.  The problem with any company solely aligned to the price of iron ore is that most analysts have downgraded their forecasts for the metal.  Many have started to take a bearish view of iron ore well after the horse has bolted although it’s undoubtedly caused a stir.  So where to from here?  Unless we start to see some signs of demand returning there is no reason why the lower target at $1.69 can’t be tagged.  This is the wave equality projection of a much larger A-B-C movement that commenced all the way back in 2011.  It’s also where the next area of support sits which goes all way back to late 2008.  All things being equal there is a good chance that those lower levels are going to be revisited. 

Trading Strategy 

We haven’t wanted to be involved with FMG from a trading perspective for a long time and there is still no reason to be looking for a buying opportunity.  Yes, if the aforementioned target just beneath $1.70 is tagged and rejected with some force we could look to trade the anticipated bounce although that’s pure speculation at this stage.  As it stands right here and now we’d need to see a push back up through resistance at $3.30 before thinking in terms of seeing a strong bounce; that’s substantially above current levels with plenty of headwinds to overcome before getting up into that region.  The risk over the short term remains to the downside.

