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The Executive Summary:
Three Cracks in the Hull

The Industry Trap The Efficiency Myth The Governance Tax
Claim: Market Leader Claim: Scale Advantages Claim: Shareholder Alignment
Reality: Perfect competition. Rates Reality: Diseconomies of scale. Cost Reality: The Hemen Nexus. Jan '26
set by geopolitics, not skill. floor ~$26k/day vs peers at ~$18k. deal transferred ~$162M to insiders.
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Industry Dynamics: Welcome to Commodity Hell

Inelastic Demand + Inelastic Supply = Extreme Volatility

i

Differentiated Monopoly

O

Switching Costs: ZERO.

Customers choose
solely on price.

O

Brand Equity: ZERO.

A barrel of oil doesn't
care who carries it.

Perfect Competition .

Frontline (FRO)

O

Pricing Power: ZERO.

Rates are set at the
margin.

Source: Shipping rates determined purely by marginal supply/demand intersection.
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The Macro Mirage: Synthetic Scarcity Drives the Boom

[
HHHHH

The Shadow Fleet:
23% of Global VLCC
Fleet Removed from
Compliant Trade.

Real Demand Growth: +0.8 mbpd (IEA)
Synthetic Demand: Driven by Ton-Mile Dislocation
Insight: Current rates are a war premium, not a growth story. 3

T :
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The Myth of Scale: Why Bigger Isn’t Cheaper

/\

Procurement Admin Overhead

Discounts
Inter Medium

Counterparty Risk

Operational
Complexity

Diseconomies of

Total Vessels: 81 scale neutralize

42 VLCCs COBI':'::;;}‘;‘ity procurement power.
21 Suezmax Inter Bold

18 LR2/Aframax
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Unit Economics: The “Cash Breakeven” Disadvantage

$26,000 - $29,700

THE KILL ZONE:
— ~$8k - $11k / day
$18,300 Disadvantage

—

Bloated Cost

Structure

Best-in-Class

Frontline (FRO) DHT Holdings

Frontline requires premium rates just to survive.
DHT generates free cash flow while FRO is still paying the bank.
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Peer Benchmarking: Frontline Lags
Best-in-Class Operators

Metric Frontline (FRO) DHT Holdings Teekay (TNK)

Gross Margin

Debt-to-Equity

Trailing ROE

FRO's hargihs are suppressed boz diversified fleet cohp(exi'f't? ohd lne,aw? debt service.
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Financial Volatility & The “Shipping P/E Paradox”

- Net |ncome

$138M Profit The P/E Trap
(Rates $49k)

2024 (Peak): 5.88x P/E.

Minor rate drop = Massive (Looked cheap, was

/ Pl’"ﬂ‘Fi+ collapse due to Hig'n the top).

Operating Leverage. 2026 (Fade): 30x PJE.

(Looks expensive,
earnings collapsing).

$45M Profit
(Rates $35.9k)

Q2 '24 Q3 '24 Q4 '24 Q1'25 Q2 '25 Q3 '25 Q4 '25 Q1'26
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Governance Risk: The Hemen Holding Nexus

John Fredriksen
(Chairman/Principal)

Hemen Holding Ltd

Frontline plc

(Private Vehicle)

Asset Transfers &
Value Extraction

(Public Vehicle)

Conflict of Interest: The Chairman is also the Vendor. Private wealth
generation takes precedence over public equity compounding.
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The January 2026 Transaction:
A Masterclass in Extraction

219Gk vageel Total Deal Value:

$1.224 Billion (9 VLCCs)

WEALTH TRANSFER:

Risk-Free

/’ +$18M

$162 Million

Note: Immediate transfer from
Public Shareholders to Hemen

Holding.

VLCC Unit Price
Hemen Price Paid

Original Cost by Frontline

“Shareholders paid a $S162M premium to their own
chairman for vessels he warehoused privately.”
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Leverage & Dividends: Eating the Seed Corn

THE BAIT THE HOOK
THREAT
100%
Payout & Peer Leverage
Ratio DM‘” (TNK): 0.03x
Variable dividends drain retained earnings. $3.35 Billion Total Debit.

High leverage magnifies ROE in upswings but threatens equity value in downturns.
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Valuation: Buying ‘Peak Steel' with Leverage

VLCC Asset Values (10-Year View)

$40.00 Lo Current:
i T Early 2026
R0 Q\Downsi‘de
$25.00 Risk to
$20.00 Mean
$15.00 Enterprise Value: ~$9.93 Billion

$10.00 NAV Fair Value: ~$29.50 - $32.00

$5.00 Trading Range: ~$26.00 - $30.90

$0
2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2026

rading near Fair NAV implies zero margin of safety. If steel values
mean-revert, the leverage multiplier will crush the equity value.
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The “Peace Dividend” Risk (Bear Case)

The entire bull thesis rests on the
continuation of armed conflict.
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Long-Term Terminal Risk: Stranded Assets

Asset Life (2026 Newbuilds)
%

2026 2031 2036 2041 20406
el g S
Oil Demand Peak STRANDED ASSET RISK
R e ()O YEA&S‘)
2026 2031 2036

Betting on 20-year assets in a structurally declining industry.
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Final Verdict: Structural Short / Avoid

|:| Durable Moat? [NO } (Commodify Hell)
[ ] Cost Leadership? [NO} ($8k/day Disadvantage)

[ ] shareholder Aligned? [ NQ | (Hemen Extraction)
[ ] Safe Valuation? [NOE (Peak Steel + High Levemge)

RECOMMENDATION: SELL

Frontline is a structurally disadvantaged business masquerading as a compounding enterprise.



