Fortescue Metals Group Ltd (FMG)
Entry Date: Feb 2016
Exit Date: Still held as of 31 Mar 2017
Approximate Return: 285%
Background
Fortescue transformed itself dramatically from its early entrepreneurial roots to become a world class asset with a reducing risk profile. The company had
successfully completed construction of one of the world’s largest iron ore mining operations, however throughout 2015 the market was concerned about
its high debt level and the falling iron ore price.
Energy Argument
Was Fortescue under threat? The salient factors to consider were:
•
•

Management prioritised debt repayment, using operational cashflow to reduce debt from US$9bn in December 2014 to under US$8.5bn in
December 2015
Management were pursuing an effective cost reduction strategy by reducing cash costs from US$29 a tonne to US$16 a tonne over the same
period.

On this basis, it was concluded that FMG was a sound operation with a world class asset, sustainable profitability and substantial upside potential.
Entry Trigger
The release of the Dec 2015 quarterly operational results showed cost reductions compensating for falls in commodity prices along with repayment of a
further US$750m in debt.
Alleron still held FMG as of 31 Mar 2017
Since entry, management have continued to drive down productions costs to be broadly in line with those of Rio Tinto and BHP. They have also continued
to de-risk the company by focussing on debt repayment with over US$3bn repaid since the beginning of 2016. Correspondingly, major ratings agencies have
upgraded their respective ratings on FMG debt.

Figure 1: Alleron CTX Investment (Feb 2016 – Mar 2017)

Disclaimer
While the information contained herein has been prepared in good faith, neither Alleron Investment Management Limited (“the Company”) nor any of its
shareholders, directors, officers, agents, employees or advisers give, have given or have authority to give, any representations or warranties (express or
implied) as to, or in relation to, the accuracy, reliability or completeness of the information in this document, or any revision thereof, or of any other written
or oral information made or to be made available to any interested party or its advisers (all such information being referred to as "Information") and liability
therefore is expressly disclaimed. Accordingly, neither the Company nor any of its shareholders, directors, officers, agents, employees or advisers take any
responsibility for, or will accept any liability whether direct or indirect, express or implied, contractual, tortious, statutory or otherwise, in respect of, the
accuracy or completeness of the Information or for any of the opinions contained herein or for any errors, omissions or misstatements or for any loss,
howsoever arising, from the use of this document.
Information in this presentation should not be considered as a recommendation in relation to holding, purchasing or selling shares, securities or other
instruments.

