
Bottom Line 

30/7:
Daily Trend: Up
Weekly Trend: Down
Monthly Trend: Neutral
Support Levels: $4.51 / $4.22 / $3.91
Resistence Levels: $5.73 / $6.22

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 six months ended 31 December 2013 revenues increased 77% to $5.87B. Net income increased from $478M to $1.71B.  Broker/Analyst consensus is currently “Hold”.  The dividend yield is 2.2%.

Reasons to be bullish:
→ Net debt at the end is FY 14 was US$7.2bn which came in under estimates.
→ FY 15 shipments are expected to rise between 25 – 30%.
→ Fortescue has upgraded resource estimates for the greater Solomon and Western Hubs.
→ After rapid expansion debt repayment has begun.
→ Improving balance sheet will reduce risks during cyclical weakness.
→ Price has bounced coupled with increasing volume.

We were looking for short term weakness followed by a strong leg higher following our last review which has unfolded very nicely indeed.  Not only that, but price action recently has been strong and impulsive in nature which is always reason to sit up and take notice in regard to a trade.  More on that below but suffice to say we couldn’t have asked for too much more over the past couple of weeks.  The question now is whether price can get on with the job; or if it's flattering only to deceive.  There is evidence suggesting it’s the prior though in the bigger scheme of things further confirmation is required.  A probe above the high of wave-b at $5.73 is required technically to cement a significant low as being in position.  That said, should strong clean price action continue to be the main theme there’ll be every reason to be more upbeat well before the aforementioned bullish trigger is exceeded.  On the flip side, we don’t want to see the prior pivot low at $4.22 challenged again as this would put paid to any thoughts of a decent trend unfolding.  For the moment though the patterns are looking much more bullish than they have for some time which is all we can ask for.  Let’s hope they continue to prove themselves. 

Trading Strategy 

“…The trigger point for a long trade at this stage is the prior pivot high at $4.85 with a break above being reason to jump on if you’re looking for an entry…"   If you’re holding positions the trailing stop should be placed just beneath the prior pivot low at $4.50 meaning risk is low.  If that level is overcome the smaller degree patterns come under serious pressure meaning you don't want to be holding and hoping.  Should you be looking for an entry there maybe a second chance to jump on following a dip back down toward yesterday’s high.  A small gap has been left which may well need to be filled before the trend continues.  Should this occur I'll make a formal recommendation over the coming days.

