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Danaos Delivers 3.8% Sustainable Dividends at Extraordinary Low Valuation

Price $90.02 Dividend Holding July 16, 2025

e 3.8% Dividend Yield.

e DAC has 15 new methanol-fueled container ships under construction, all pre-
contracted upon delivery, representing 27.2% capacity expansion set to fuel
growth.

e DAC operates an 84-ship fleet with 471,500 Twenty Foot Equivalent (TEUs)
of containerized capacity and 1,760,861 DWT of dry-bulk capacity.

e Excluding new ship construction capex, DAC generated $572.4 million in
trailing twelve-month free cash flow.

e The company has 99% of operating days contracted through 2025 and 85%
through 2026 giving the company great visibility.

Investment Thesis

Danaos (DAC) is a tonnage-provider and non-operating owner of container ships and
dry-bulk ships. Across its 84-ship fleet it has 471,500 TEUs of containerized capacity and
1,760,861 DWT (dry weight tons) of dry-bulk capacity. A standard shipping container is
1 TEU. DAC is expanding its fleet with 15 new methanol-fueled container ships in the
under 12,000 TEU category, a segment which has a high average age. We expect that
the under 12,000 TEU segment will see elevated scrapping activity as environmental
regulations begin to weigh on operators.

While the broader shipping industry is entering a slowdown from oversupply and a
weakening demand environment, DAC has an industry-low debt to EBITDA of 0.4x and
an attractive 3.8% dividend yield. Even in a 2016-style meltdown of the industry, we
believe that DAC is well equipped to weather the market downturn, and be in an
advantageous position during the upcycle.

Estimated Fair Value
EFV (Estimated Fair Value) = EFY26 EPS (Earnings Per Share) times P/E (Price/EPS)
EFV = E26 EPS X P/E = $27.00 X 6.3 = $170.10

While DAC will likely have some earnings pressure in 2027 due to the delivery of several
new ships and a downturn in the shipping market, we believe that it has strong free
cash generation that provides long-term earnings power.
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Containerized Freight

The global container shipping industry has begun to turn over into an oversupply
imbalance as new builds are being delivered faster than demand. DHL is projecting an
annual supply growth of 4.4% to 2028, while demand is only set to increase 3.3%

annually.
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The downside’s largest risk is tariffs, with 2025 projections initially showing flat to slight
growth in containerized volumes, now showing a 1.1% contraction according to Fitch.
The Red Sea and associated disruptions effectively reduced fleet size by 7-9% as ships
had to take the long way around. A decrease in the number of ships going around the
cape would meaningfully increase fleet capacity and drive down rates further.

On the upside, emissions regulations have limited the speed at which older ships can
sail. While the specific impacts of this are difficult to determine, it could alleviate at least
some pressure, with BIMCO projecting a 2% reduction in freight traffic speed during
2025. What we believe will be a major tailwind going into a down cycle is the average
age of ships. Ships under 12,000 TEUs average 15.1 years old, with those over 12,000
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https://www.alixpartners.com/insights/102k1y3/2025-container-shipping-outlook-navigating-the-crosscurrents/

are only 6.8 years old. As ships age, maintenance costs increase linearly, which may
lead to much stronger scrapping activity. Additionally, new environmental regulations
globally are putting pressure on owners to scrap vessels that utilize older bunkering
fuels. Since 2021, scrap rates have been under 100,000 TEUs per year and no year
since 2017 has seen over 200,000 scrapped. As a base case in 2025, analysts project
200-300,000 TEUs to be scrapped.

Avg Trailing
Class # A:agr Avg I;\a‘ﬁ’ Extension Accounting I:‘!.’f_’
(TEUs) Ships yee Expiry y Option Breakeven¥*
built Rate (Months) year
Rate*
13,100 5 2012 Apr-27 $53,000  11.4 $25445  $60,812
10,100 3 2011 Mar-28 $38,125 5.3 $24.621  $47,333
9,001- )
26,000 4 | 2007 Mar-28 $57,250 4 N/A N/A
%'%%10' 15 2012  Apr-28 $43,117 7 $19,495  $40,285
7,001- )
5000 2 2024  Jun-27  $36,000 14 N/A N/A
E;'%%lo‘ 10 2010 Sep-27 $36,281 8.4 $15702  $31,118
56'%%10' 8 2011 Apr-27 $32,308 8.8 $17,808  $25,947
45'%%10' 10 2007 Feb-27 $31,437 2.2 N/A N/A
3,001 8 2008 Mar-27 $30,696 5 N/A N/A
4000 '
<3,000 9 1998 Mar-26 $21,712 3.1 N/A N/A

*Based on DAC’s impairment tables. Breakeven rates are generally from the oldest ships in the class, and all are based on ships with

a market value less than book value. **All ships above 5,000 TEUs in DAC's fleet are “post-Panamax”.

Depending on how long and how bad the market gets, we may see this humber increase
far higher. In 2016, when rates hit a 30-year low there was 660,000 TEUs scrapped,
including ships that were well within their useful lives. A low-leverage and strong
balance sheet operator like DAC would benefit from the impacts of this on the upcycle,
even if its margins compress in the short-term.

Currently, DAC operates 74 containerships. Most of DAC’s business operates on longer-
term time charters. On time charters DAC provides the ship, covers daily operating
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costs, maintenance, and insurance to a shipping company, with the shipping company
paying the voyage costs (cargo handling, port fees, canal tolls). These charters have an
average duration of 3.9 years, with no one customer making up more than 18% of
contracted TEUs. Time charter contracts come with extension optionality. Generally,
these options are exercised if the cost of renewal is the same or more expensive, which
typically occurs on the upswing or at the top of the cycle. Given we are likely past the
top of the cycle in our view, DAC may see fewer extension options exercised and will
most likely have lower charter rates on renewals instead. In our view, the worst-case
scenario is a handful of ships are idle awaiting charter customers while the rest are re-
chartered at lower rates. During 2016, the global peak for idle ships was 9%, mostly
concentrated in under 5,000 TEU ships. However, this idle period was 71% concentrated
in tonnage providers like DAC. DAC’s idle capacity peaked at 9.6% in 4Q16 due to a
charter customer going bankrupt.

Quarter ending March Quarter ending March
2025 2024
TEU Capacity 471,500 465,500
Utilization
(of available capacity) 97.2% 97.3%
Number of Ships 74 73

Assets

e Tl $213.76 $183.91

Segment Ne? Income 50.0% 59.3%
Margin

Segment net income margin contracted due to lower contract charter rates, slightly
lower fleet utilization, and new deliveries. Given that most of DAC’s container fleet
operates on long-term charters, utilization and charge rates only fluctuate when one
contract rolls off, and another begins.

DAC has 15 new ships under construction, all of which have charter contracts secured
upon delivery. New deliveries represent 27.2% of DAC's existing capacity, which is close
to the industry median 31.0%. However, excluding ships over 12,000 TEU, the industry
order book is 13.7%. Given the previously discussed age problem in sub 12,000 TEU
ships we believe that concentrating new construction on this segment will provide a
long-term advantage. According to presentation materials, DAC already provides 55.2%
of the tonnage in the 2,200-13,200 TEU category.

Dry Bulk

The dry bulk market is currently oversupplied. Since 2020, fleet supply has far outpaced
demand amid a weak global economy. BIMCO (Baltic and International Maritime Council)
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projects supply/demand dynamics to continue to weaken into 2026. Between 2025 and
the end of 2026 global DWT dry bulk supply is expected to increase by 5.7%, while

demand will only grow 1-2% over the same time frame.

Average
Minimum . Avg Extension
Class (TEUs) # Ships Dl'ea;it::: Charter Avgalizlly Option
y Time (Months)
(yrs)

6,014 1 4Q25 4.8 $33,750 7
8,258 7 3Q27 5 $42,000 5
9,200 7 3Q28 5.1 $49,571 15.3

Several factors could change this though the balance is more negative than positive. A
broad re-opening of Red Sea traffic would reduce demand by a further 2%. Chinese
steel is expected to stay flat amid a domestic property crisis and low industrial activity
globally. Coal shipments are expected to fall 4% to 2026 due to increases in renewable
energy. American tariffs will likely further slow Chinese steel growth and potentially
global industrial output, with BIMCO estimating 4% of global dry bulk demand affected.
On the other side, as previously discussed with container shipping, the bottom of the
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cycle usually leads to an increase in scrapping activity and cancellation of new ship
orders which should reduce oversupply headwinds.

While the dry bulk market reportedly has begun a modest price recovery in the quarter
ending June 2025, DAC expects a full recovery to be a way off without ‘further growth
initiatives in China’. Specifically important for DAC is iron ore consumption in China,
which is not projected to meaningfully increase during 2025 or 2026. Fortunately, this is
DAC’s smallest segment.

BnTM
2500
2000
= 3M 2024
3M 2025
1500
1000
500
Iron Ore Coal Bauxite Other
Quarter ending March Quarter ending March
2025 2024
DWT Capacity 1,760,861 1,231,157
Utilization
(of available capacity) 92.4% 93.6%
Number of Ships 10 7
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Assets

(Per Share) $14-04 $9.12
Segment NeF Income _38.2% 1.7%

Margin

The large decrease in the net income margin of the dry bulk segment was due to DAC
electing to drydock all but 1 of its 10 dry bulk vessels. While a recovery in 2025 or early
2026 is unlikely for dry bulk shipping, we believe that there may be a recovery in the
latter half of 2026 or in 2027. We believe the timing of DAC’s dry docking, which only
needs to be conducted once every 3-5 years, indicates that DAC’s sees a more stable
recovery in the middle of 2026. Additionally, the dry bulk fleet has elected to operate
mostly on spot-rates and short-term charters in order to capture upside.

Risk

While US-based trade is under threat from tariffs, the largest risk to DAC is specifically
US-China trade. Early in 2025, the Trump administration had proposed a $1.5 million
flat fee per Chinese-built vessel docking in the US. After widespread industry backlash,
the administration lowered the rates, though they will likely represent an extra cost to
DAC in contracts. The fee type that applies to DAC is for Chinese-built ships, which are
now charged as the higher of $18 per net tonnage or $120 per container in October
2025, escalating to $33 per net tonnage or $250 per container by April 2028. Ships
under 4,000 TEU are exempt. For example, an 8,500 TEU ship with a theoretical net
tonnage of 55,000 would pay voyage fees of between $500,000 and $1 million before
this new fee. Assuming it is 100% loaded, it would pay an extra $1.02 million in 2025
and an extra $2.13 million in 2028.

Effective Date Per net ton Per container

October 14, 2025 $18 $120
April 17, 2026 $23 $153
April 17, 2027 $28 $195
April 17, 2028 $33 $250

All of DAC’s 15 newest ships are made in China. Of the existing fleet, we estimate that
65% of DAC's current capacity is NOT Chinese-built with its largest container ships
(>9,500 TEU) being built by Hyundai in Korea. All in all, the aggregate impact on the
market will likely be an increase in freight rates, though potentially lower margins
depending on how contracts price in the fees. As previously discussed, usually the
contracts for container ships are long and time-charter in nature, meaning the charterer
pays voyage costs and fees. However, this new fee essentially triples the voyage costs
which will need to be absorbed somewhere.
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Financials

For the trailing twelve months ending March 2025, revenues grew by 3.1%, with gross
margin marginally contracting to 71.3%. Company-wide net income margin was 46.3%,
a 347bps decrease due to an increase in debt for the construction of new vessels as well
as broadly increased repair and maintenance costs due to new ship acquisitions and the
dry docking of dry bulk ships.

. TTM Ending March
TTM ending March 2025 2024
Utilization Rates o o
(Containerized) D72 e
$ Rate* (Containerized) $37,027 $39,069
Segment Net Income 53.1% 58.0%
Margin
Utilization Rates (Dry 87.2% 88.5%
Bulk)
$ Rate* (Dry Bulk) $16,558.7 $14,101
Segment Net Income = o =
Margin 3.3% 5.2%
Company_—W|de daily $7,028 $6,493
operating cost

*Rate is net of voyage costs, such as port fees, fuel, customs etc. Daily operating cost is the general maintenance of ships,

insurance, etc.

DAC has approximately 99% of operating days contracted through the end of 2025, and
85% of days contracted through the end of 2026.
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Container Contracting

DAC has a tangible book value per share of $188.10, far exceeding its share price. Ships
are extremely large capital investments with very long useful lives (25+ years), and the

TRADITIONMENT.COM
O—@
i TRADITION o



book value does not consider the charter earnings of the ships. While a large book of
ships may provide more favorable asset-backed lending during booms, during
downcycles it becomes difficult to sell ships at fair values leading to elevated scrapping
activity and a tightening of asset-backed lending conditions.

For the trailing twelve months ending March 2025, DAC had negative free cash flow, due
to the new ship construction. As previously discussed, DAC has 15 ships under
construction, all of which will be contracted upon delivery. We expect free cash flow to
be dragged down by the capital expenditures associated with it, which will roll off by
2029 provided there are no further expansions of the fleet. Adjusting for this figure, DAC
had a trailing twelve-month free cash flow of $572.4 million, flat year over year due to
increased dry docking costs associated with bulk carriers and interest payments from

financing.
Ship Build Obligations

o $600
‘s
@ $500
ke
£ $400

$300

$200

5 mn

2023 2024 2025 2026 2027 2028

mTo Be Paid mPre-Paid

Overall, DAC has a net debt to adjusted EBITDA (less share comp) of 0.4x, which
includes the $469.7 million in cash on hand. DAC debt is rated at BB+, with 43 out of its
47 containerized vessels have no asset-level debt. We believe that DAC is in a strong
financial position, with the lowest net debt among peers with a coverage ratio of 13.9x
meaningfully above the industry average of 4.9x.
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Net Debt - Adjusted EBITDA Multiple

Decrease in Net Debt by
$2.0 billion
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Currently DAC pays a dividend of 3.8%, or $3.40 annually. We believe this dividend is
safe at its present level even in the event of a broad downturn in the market. Recently,
DAC upsized its repurchase program by an additional $100 million, with $104 million
now remaining or 6.3% of outstanding shares.

Conclusion

While medium-term headwinds like tariffs and oversupply do threaten the broader
market, we believe DAC’s long-term charter structure has it insulated until at least
2027. Going into 2027, we believe that elevated scrapping activity will provide at least
some relief and provide a boost to newer and cleaner operators like DAC. With a
dividend yield of 3.8% backed by low leverage and high free-cash flow, we believe that
DAC is a solid investment for dividend investors.
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Peer Comparisons
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Disclaimer and Related Information

This report was written by Julie Brown and reviewed and edited by Benjamin C.
Halliburton.

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that
Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr.
Halliburton is the founder and owner of Tradition Investment Management, LLC, a
registered investment adviser. Tradition is doing business as (DBA) Building Benjamins
in the publishing, email, and website space. All material on the website should be
considered paid advertising by Tradition. This article is a financial publication and is
provided for educational purposes only. It is not an investment recommendation nor
investment advice. It does not take into account your personal circumstances and
whether this investment is appropriate for you, your objectives, or your risk tolerance.
Under no circumstance is Building Benjamins or Tradition Investment Management LLC
responsible for any actions that you may take after reading this educational information.
Nothing from Building Benjamins should be considered personal investment advice.
Building Benjamins and Tradition Investment Management LLC, the website, emails,
interviews, social media pages, and other materials are published by Building Benjamins
and do not necessarily match the opinions of the individuals or companies published or
quoted herein. Investing, particularly stock or ETF investing, is risky and may result in
losses and sometimes loss of your entire investment. Stock investing has company-
specific operational risks like demand, competition, legal and regulatory, and broader
financial market risks like liquidity, Economic cycle, and government policy. You may
lose money in any stock investment or other investments and are solely responsible for
those decisions.

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site
may or may not have positions in the securities discussed in this educational report.
Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade
ahead of any customer buy or sell resulting from this information. The information
herein is shared as an educational endeavor. Mr. Halliburton, Tradition Investment
Management LLC, and/or the authors on this site may transact in the security discussed
at a later date, prior to, or without notification in this format. This is not investment
advice but only a discussion of select investments for educational purposes. Building
Benjamins is an investment website, blog, or newsletter, and the information contained
cannot be reproduced, copied, or redistributed without the prior written authorization of
Building Benjamins or Tradition Investment Management LLC. US copyright laws apply.
We rely on information from sources we believe reliable, including the companies
themselves, but cannot guarantee the accuracy of the information we provide. You rely
on this information at your own risk and are responsible for the verification of the data.
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