
Bottom Line 

3/10:
Daily Trend: Down
Weekly Trend: Down
Monthly Trend: Down
Support Levels: $3.00 - $2.80
Resistence Levels: $5.03 / $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 6.4%.

Reasons to be bullish longer term:
→ 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.

The diagonal line of support had just been penetrated during our last review which opened the door for a continuation down toward the horizontal zone of support.  Once again weakness has been the way forward with our lower target now within a whisker of being tagged.  Of course the demise comes down to the price of iron ore which was the main theme in our review of AGO yesterday.  It’s a very similar situation here with Fortescue. The company is struggling to make a profit at current iron ore prices.  Also notice how volume has been increasing over the past few weeks as the downtrend has gained traction.  This means it’s more than just a few mum and dad investors taking their bat home.  Whether they will step up to the plate around the $3.00 mark remains to be seen though this would the ideal situation.  Sentiment is extremely low which is often a precursor to a low not being too far away.  The zone of support goes all the way back to 2010 which increases its significance; it needs to hold because if it doesn’t something much more sinister is going to unfold which is obviously something we don’t want to see as it would likely would have implications for the broader market.  As it stands right here and now it would take a break above $4.45 to suggest a major low is locked in position.  Whilst anything is possible there is no indication that a rally of that magnitude is going to unfold right here and now. 

Trading Strategy 

It’s quite interesting that a 5-wave movement looks to have unfolded from the high made in late July.  So from a pure Elliott Wave perspective there is scope to see a rally which could take price up toward the $4.20 - $4.40 area.  Just be aware that the support zone could draw price toward it meaning it could be a week or two before a bounce unfolds.  Should the zone of support by tagged and rejected evidenced by increasing volume and high closes partial positions could be initiated at those slightly lower levels.  Depending on market conditions we may make a formal recommendation if the patterns play out as anticipated though any forthcoming setup would be for the aggressive trader only due to the severity of the downtrend.

