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Forward-Looking Statements

This Annual Report on Form 10-K contains forward-looking statements, as contemplated by the Private Securities Litigation
Reform Act of 1995, in which the Company discusses factors it believes may affect its performance in the future. Forward-looking
statements are all statements other than historical facts, such as statements regarding assumptions, expectations, beliefs and
projections about future events or conditions. You can generally identify forward-looking statements by the appearance in such a
statement of words like anticipate, believe, continue, could, estimate, expect, forecast, intend, may,

might, plan, potential, predict, project, should or will orother comparable words or the negative of such words.
The accuracy of the Company s assumptions, expectations, beliefs and projections depend on events or conditions that change
over time and are thus susceptible to change based on actual experience, new developments and known and unknown risks. The
Company gives no assurance that the forward-looking statements will prove to be correct and does not undertake any duty to
update them. The Company s actual future results might differ from the forward-looking statements made in this Annual Report on
Form 10-K for a variety of reasons, which include: the Company s inability to successfully or timely complete its various vessel
construction and conversion programs, especially its MPSV program, which involves the construction and integration of highly
complex vessels and systems; changes in its vessel construction and conversion budgets; less than anticipated success in
marketing and operating its MPSVs, which are a class of vessels that the Company has not previously owned or operated; further
weakening of demand for the Company s services; inability to effectively curtail operating expenses from stacked vessels; inability
to sell or otherwise dispose of non-core assets on acceptable terms; unplanned customer suspensions, cancellations, rate
reductions or non-renewals of vessel charters or failures to finalize commitments to charter vessels; the inability or unwillingness by
customers to place on hire contractually committed vessels that are part of the Company s newbuild programs, when such vessels
are available for service; industry risks; further reductions in capital spending budgets by customers; further decline in oil and
natural gas prices; increases in operating costs; the inability to accurately predict vessel utilization levels and dayrates; less than
anticipated subsea infrastructure demand activity in the U.S. Gulf of Mexico and other markets; the level of fleet additions by
competitors that could result in over-capacity; economic and political risks; weather related risks; the inability to attract and retain
qualified marine personnel; regulatory risks; the repeal or administrative weakening of the Jones Act; drydocking delays and cost
overruns and related risks; vessel accidents or pollution incidents resulting in lost revenue or expenses that are unrecoverable from
insurance policies or other third parties; unexpected litigation and insurance expenses; fluctuations in foreign currency valuations
compared to the U.S. dollar and risks associated with expanded foreign operations. In addition, the Company s future results may
be impacted by continued volatility or further deterioration in the capital markets and the worldwide economic downturn; inflation,
deflation, or other adverse economic conditions that may negatively affect it or parties with whom it does business resulting in their
non-payment or inability to perform obligations owed to the Company, such as the failure of shipyards and major suppliers to
complete orders or the failure by banks to provide expected funding under the Company s credit agreement, or changes that may
result from the recent shift in power between the national political parties in the United States government. Should one or more of
the foregoing risks or uncertainties materialize in a way that negatively impacts the Company, or should the Company s underlying
assumptions prove incorrect, the Company s actual results may vary materially from those anticipated in its forward-looking
statements, and its business, financial condition and results of operations could be materially and adversely affected.
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References in this Annual Report on Form 10-Kto OSVs mean offshore supply vessels; to TTB mean ocean-going tugs and
tank barges; to MPSVs mean multi-purpose support vessels; to AHTS mean anchor-handling towing supply; to ROVs
mean remotely operated vehicles; to DP-1 , DP-2 and DP-3 mean various classifications of dynamic positioning systems on
new generation vessels to automatically maintain a vessel s position and heading; to flotel mean accommodations services, such
as lodging, meals and office space; to deepwater mean offshore areas, generally 1,000 to 5,000 in depth; to
ultra-deepwater mean offshore areas, generally more than 5,000 in depth; to deep well mean a well drilled to a true vertical
depth of 15,000 or greater; to new generation, when referring to OSVs, mean modern, deepwater-capable vessels subject to
the regulations promulgated under the International Convention on Tonnage Measurement of Ships, 1969, which was adopted by
the United States and made effective for all U.S.-flagged vessels in 1992 and foreign-flagged equivalent vessels; and to
conventional, when referring to OSVs, mean vessels that are at least 20 years old, are generally less than 200 in length or
carry less than 1,500 dead weight tons of cargo when originally built and primarily operate on the Continental Shelf.
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PARTI
ITEM 1 Business
GENERAL DEVELOPMENT OF BUSINESS

Hornbeck Offshore Services, Inc. was incorporated under the laws of the State of Delaware in 1997. In this Annual Report on Form

10-K, references to company, we, us, our or like terms refer to Hornbeck Offshore Services, Inc. and its subsidiaries, except as
otherwise indicated. Hornbeck Offshore Services, Inc. is a leading provider of marine services to exploration and production, oilfield
service, offshore construction and military customers. Since our establishment, we have primarily focused on providing innovative
technologically advanced marine solutions to meet the evolving needs of the deepwater and ultra-deepwater energy industry.

During the last five years we have rapidly expanded our fleet of vessels primarily through new vessel construction programs as well

as through acquisitions of existing vessels. We maintain our headquarters at 103 Northpark Boulevard, Suite 300, Covington,

Louisiana, 70433; our telephone number is (985)727-2000.

We operate two business segments in the marine industry. Our Upstream segment, formerly known as our OSV segment, owns
and operates one of the youngest and largest fleets of U.S.-flagged, new generation OSVs. Upon completion of our MPSV
program, we believe that we will own one of the youngest and largest fleets of DP-2 and DP-3 MPSVs, as well. Together, these
vessels support deepwater and ultra-deepwater exploration, development, production, construction, installation, maintenance,
repair and enhanced oil recovery requirements of the oil and gas industry, primarily in the U.S. Gulf of Mexico, or GoM, and in
select international markets. Our Upstream segment also includes conventional OSVs, work class ROVs and a shore-base facility
located in Port Fourchon, Louisiana. On occasion, we provide vessel management services for other vessels owners, such as
crewing, daily operational management and maintenance activities. Our Downstream segment, formerly known as our TTB
segment, owns and operates a fleet of ocean-going tugs and tank barges that transport petroleum products, primarily in the
northeastern United States, the GoM, Great Lakes and Puerto Rico. Although all of our vessels can operate in domestic and
international waters, both of our fleets are predominately comprised of vessels that are qualified under Section 27 of the Merchant
Marine Act of 1920, also known as the Jones Act, to engage in the U.S. coastwise trade. Foreign owned, built or crewed vessels
are restricted in their ability to conduct U.S. coastwise trade and are typically excluded from such trade.

We intend to continue our efforts to maximize stockholder value through our long-term return-oriented growth strategy. We will, as
opportunities arise, acquire or construct additional vessels, as well as divest of certain assets that we consider to be non-core or
otherwise not in line with our long-term strategy.

Index to Financial Statements 7
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DESCRIPTION OF OUR BUSINESS
Our Upstream Segment

General OSVs

OSVs primarily serve exploratory and developmental drilling rigs and production facilities and support offshore and subsea
construction, installation, maintenance, repair and decommissioning activities. OSVs differ from other ships primarily due to their
cargo carrying flexibility and capacity. In addition to transporting deck cargo, such as pipe or drummed material and equipment,
OSVs also transport liquid mud, potable and drilling water, diesel fuel, dry bulk cement and personnel between shore bases and
offshore rigs and production facilities. In the mid-1990s, oil and gas producers began seeking large hydrocarbon reserves in deeper
water depths using new, specialized drilling and production equipment. We recognized that the then-existing fleet of conventional
OSVs operating in the GoM was not designed to support these more complex projects or to operate in the challenging
environments in which they were conducted. Therefore, in 1997, we conceived of a fleet of new generation OSVs with enhanced
capabilities to allow them to more effectively support deepwater drilling and related construction projects. In order to best serve
these projects, we designed our new generation vessels with larger liquid mud and dry bulk cement capacities, as well as larger
areas of open deck space, which are features essential to deepwater projects that are often distant from shore-based support
infrastructure. Deepwater environments also required dynamic positioning, or anchorless station-keeping capability, driven primarily
by safety concerns that preclude vessels from physically mooring to deepwater installations. Such DP systems have experienced
steady increases in technology over time with the highest DP rating currently being DP-3. The number following the DP notation
generally indicates the degree of redundancy built into the vessel s systems and the range of usefulness of the vessel in
deepwater construction and subsea operations. Higher numbers represent greater DP capabilities.

Since 1997, we have executed our business plan to serve the deepwater exploration and production requirements of our customers
with our diverse fleet of new generation OSVs. We own and operate a fleet of 42 new generation OSVs. Our new generation OSV
fleet is comprised of a broad array of vessel classes with varying sizes and capabilities. Through a series of newbuild construction
programs and multiple acquisitions, we now have a total of ten distinct new generation OSV vessel class designs particularly suited
for our customers needs. Our fourth OSV newbuild program consists of vessel construction contracts with three domestic
shipyards that will add an additional six 240 ED class OSVs, nine 250 EDF class OSVs and one 290 class OSV, respectively, to
our Upstream fleet by the end of 2010. Our newest design, the 250 EDF class, is based on our highly successful 240 ED design
modified to lengthen the vessel and expand the propulsion package to achieve faster transit speeds.

General MPSVs

MPSVs also support the offshore exploration and production activities of the energy industry. MPSVs are distinguished from OSVs
in that they are significantly larger and more specialized vessels that are principally used to support complex deepwater subsea
construction, installation, maintenance, repair, decommissioning and other sophisticated operations. These vessels are typically
equipped with a variety of lifting and deployment systems, including large capacity cranes, winches or reel systems. For example,
MPSVs can
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serve as a platform for the subsea installation of risers, jumpers and umbilicals. MPSVs also support ROV operations, diving
activities, well intervention, including live well intervention, platform decommissioning and other complex construction operations.
Generally, MPSVs command higher day rates than OSVs due to their disparate relative size and versatility, as well as higher
construction and operating costs.

In May 2005, we conceived of a new breed of MPSV that, in addition to the array of services described above, are also capable of
being utilized to transport deck or bulk cargoes with capacities far exceeding that of new generation OSVs. We launched an
innovative MPSV program to convert two former U.S.-flagged sulfur carriers into proprietary 370 class DP-2 new generation
MPSVs. These MPSVs will have nearly three times the deadweight and liquid mud capacity of one of our 265 class new generation
OSVs and more than eight times the liquid mud capacity of one of our 200 class new generation OSVs. In addition, we believe that
these MPSVs will be able to assist in large volume deepwater well testing and flow-back operations. In addition, the vessels can be
outfitted with a variety of tool kits including large capacity cranes, winches and other apparatus to support offshore construction,
subsea well intervention, ROV operations, pipe-hauling and flotel services, among others.

In May 2007, we expanded our MPSV program to include the HOS Iron Horse, which is a newbuild MPSV being constructed at IHC
Holland s Merwede Shipyard in the Netherlands. The MPSV program was further expanded in January 2008 with the acquisition of
the HOS Achiever, which was then under construction at IHC Holland s Krimpen Shipyard, also in the Netherlands. The HOS Iron
Horse and HOS Achiever are T-22 class DP-3 new generation MPSVs. A DP-3 notation requires greater vessel and ship systems
redundancies. DP-3 systems also include separate vessel compartments with fire-retardant walls for generators, prime movers,
switchboards and most other DP components. These T-22 class MPSVs are designed to handle a variety of global offshore energy
applications, many of which are not dependent on the exploratory rig count. They are excellent platforms to support
subsea-to-surface construction, inspection, repair and maintenance, well intervention, decommissioning projects and flotel
services, as well as pipeline and subsea wellhead installations with ROVs, saturation diving systems and flexible umbilical and
flexible pipe-laying capabilities.

Index to Financial Statements 9
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The following table provides information, as of February 15, 2009, regarding our fleet of new generation vessels that serve our OSV
and MPSV customers.

New Generation Vessels

Current Liquid Mud

Service Deadweight Capacity Brake
Name(1) Class Function Built (Acquired) (long tons) (barrels) Horsepower
OSVs
HOS Coral 290 TBD TBD(2) 5,300 est. 15,400 est. 6,100 est.
BJ Blue Ray 265 Well Stimulation Nov 2001 3,756 10,700 6,700
HOS Brimstone 265 Supply Jun 2002 3,756 10,400 6,700
HOS Stormridge 265 Supply Aug 2002 3,756 10,400 6,700
HOS Sandstorm 265 Supply Oct 2002 3,756 10,400 6,700
HOS Resolution 250 EDF Supply Oct 2008 2,950 8,300 6,000
HOS Mystique 250 EDF ROV Support Jan 2009 2,950 8,300 6,000
HOS Black Powder 250 EDF TBD TBD(2) 2,950 est. 8,300 est. 6,000 est.
HOS Pinnacle 250 EDF TBD TBD(2) 2,950 est. 8,300 est. 6,000 est.
HOS Winddancer 250 EDF TBD TBD(2) 2,950 est. 8,300 est. 6,000 est.
HOS Arrowhead 250 EDF TBD TBD(2) 2,950 est. 8,300 est. 6,000 est.
HOS Westwind 250 EDF TBD TBD(2) 2,950 est. 8,300 est. 6,000 est.
HOS Eagleview 250 EDF TBD TBD(2) 2,950 est. 8,300 est. 6,000 est.
HOS Wildwing 250 EDF TBD TBD(2) 2,950 est. 8,300 est. 6,000 est.
HOS Polestar 240 ED Supply May 2008 2,850 8,300 4,000
HOS Shooting Star 240 ED Supply Jul 2008 2,850 8,300 4,000
HOS North Star 240 ED Supply Nov 2008 2,850 8,300 4,000
HOS Lodestar 240 ED Supply Feb 2009 2,850 8,300 4,000
HOS Silver Arrow 240 ED TBD TBD(2) 2,850 est. 8,300 est. 4,000 est.
HOS Sweet Water 240 ED TBD TBD(2) 2,850 est. 8,300 est. 4,000 est.
HOS Bluewater 240 ED Military Mar 2003 2,850 8,300 4,000
HOS Gemstone 240 ED Military Jun 2003 2,850 8,300 4,000
HOS Greystone 240 ED Military Sep 2003 2,850 8,300 4,000
HOS Silverstar 240 ED Military Jan 2004 2,850 8,300 4,000
HOS Innovator 240 E Supply Apr 2001 2,380 5,500 4,500
HOS Dominator 240 E Supply Feb 2002 2,380 6,400 4,500
HOS Saylor(3) 240 Well Stimulation Oct 1999 (Jan 2005) 3,322 n/a 8,000
HOS Deepwater 240 Supply Nov 1999 2,250 6,300 4,500
HOS Cornerstone 240 Supply Mar 2000 2,250 6,300 4,500
HOS Explorer 220 Supply Feb 1999 (Jun 2003) 1,607 3,100 3,900
HOS Express 220 Supply Sep 1998 (Jun 2003) 1,607 3,100 3,900
HOS Pioneer 220 Supply Jun 2000 (Jun 2003) 1,607 3,100 4,200
HOS Trader 220 Supply Nov 1997 (Jun 2003) 1,607 3,100 3,900
HOS Voyager 220 Supply May 1998 (Jun 2003) 1,607 3,100 3,900
HOS Mariner 220 Supply Sep 1999 (Aug. 2003) 1,607 3,100 3,900
HOS Hope 200 Supply Jan 1999 (Aug 2007) 2,246 4,100 4,200
HOS Beaufort 200 Well Stimulation Mar 1999 (Aug 2007) 2,246 4,100 4,200
HOS Hawke 200 Well Stimulation Jul 1999 (Aug 2007) 2,246 4,100 4,200
HOS Byrd 200 Supply Aug 1999 (Aug 2007) 2,246 4,100 4,200
HOS St. James 200 Supply Oct 1999 (Aug 2007) 2,246 4,100 4,200
HOS St. John 200 Supply Jan 2000 (Aug 2007) 2,246 4,100 4,200
HOS Douglas 200 Supply Apr 2000 (Aug 2007) 2,246 4,100 4,200
HOS Davis 200 Supply Jun 2000 (Aug 2007) 2,246 4,100 4,200
HOS Nome 200 Supply Aug 2000 (Aug 2007) 2,246 4,100 4,200
HOS North 200 Supply Oct 2000 (Aug 2007) 2,246 4,100 4,200
HOS Crossfire 200 Supply Nov 1998 1,750 3,600 4,000
HOS Super H 200 Supply Jan 1999 1,750 3,600 4,000
HOS Brigadoon 200 Supply Mar 1999 1,750 3,600 4,000
HOS Thunderfoot 200 Supply May 1999 1,750 3,600 4,000
HOS Dakota 200 Supply Jun 1999 1,750 3,600 4,000

Index to Financial Statements 10



Edgar Filing: HORNBECK OFFSHORE SERVICES INC /LA - Form 10-K

Index to Financial Statements

11



Edgar Filing: HORNBECK OFFSHORE SERVICES INC /LA - Form 10-K

Table of Conten

Index to Financial men

Current Liquid Mud

Service Deadweight Capacity Brake
Name(1) Class Function Built (Acquired) (long tons) (barrels) Horsepower
MPSVs
HOS Achiever 430 Multi-Purpose  October 2008 8,200 n/a 8,000
HOS Iron Horse 430 Multi-Purpose TBD(4) 8,000 est. n/a TBD
HOS Centerline 370 Multi-Purpose TBD(4) 8,000 est. 32,000 est. TBD
HOS Strongline 370 Multi-Purpose TBD(4) 8,000 est. 32,000 est. TBD
AHTS
HOS Navegante(3) 240 Towing/Supply Jan 2000 (Mar 2005) 3,322 6,000 7,845

TBD tobe determined

(1) Excludes 6 conventional vessels acquired from Sea Mar Fleet in August 2007.

(2) These vessels are currently being constructed under our fourth OSV newbuild program with anticipated in-service dates ranging from 2009
through 2010.

(3) The I?/OS Navegante, a foreign-flagged AHTS, is being used primarily for its OSV capabilities and for towing jack-up rigs. The HOS Saylor is
also a foreign-flagged AHTS vessel that was converted to a well stimulation vessel in 2007.

(4) These vessels are currently being constructed or converted under our MPSV program with anticipated deliveries in the first quarter of 2009 for
the HOS Centerline and fourth quarter of 2009 for the HOS Iron Horse and HOS Strongline, respectively.

In December 2005, we acquired the lease rights to a shore-base facility located in Port Fourchon, Louisiana, which we renamed

HOS Port. Port Fourchon s proximity to the deepwater GoM provides a strategic logistical advantage for servicing drilling rigs and

production units. Developed as a multi-use facility, Port Fourchon has historically been a land base for offshore oil support services

and the Louisiana Offshore QOil Port, or LOOP. According to industry sources, the port services nearly all deepwater rigs and almost

half of all shallow rigs in the GoM, which accounted for 80% of U.S. offshore oil volume in 2006. The facility lease has four years

remaining on its initial term, with four additional five-year renewal periods. In January 2008, we purchased a leasehold interest in

an additional parcel of improved real estate adjacent to HOS Port. The new facility lease has six years remaining on its initial term,

with four additional five-year renewal periods. The combined acreage of the two adjoining properties is approximately 60 acres,

more than double the previous size of HOS Port. The new facility lease, formerly known as the Rowan Base, increased our

shore-base lifting capacity by two cranes, and extended our waterfront bulkhead by over 1,000 additional linear feet to a total of

nearly 3,000 linear feet.

HOS Port not only supports our existing fleet and Upstream customers deepwater logistics requirements, but it underscores our
long-term commitment to and our continued favorable outlook for the deepwater GoM. The acquisition of the Rowan Base supports
our rapidly expanding operations in the largest deepwater offshore port in the GoM and provides an expanded logistics support
facility for our MPSV program.

Principal Markets for Upstream Segment

OSVs and MPSVs operate worldwide, but are generally concentrated in relatively few offshore regions with high levels of
exploration and development activity, such as the GoM, the North Sea, Southeast Asia, West Africa, Latin America, and the Middle
East. While there is some vessel migration between regions, key factors such as mobilization costs, vessel suitability and
government statutes prohibiting foreign-flagged vessels from operating in certain waters, or cabotage laws such as the Jones Act,
can limit the migration of OSVs. Because MPSVs generally do not carry cargo, they are less limited by cabatoge laws. In general,
demand for OSVs, as evidenced by dayrates and utilization rates, is primarily related to offshore oil and natural gas exploration,
development and production activity, which in turn is influenced by a number of factors, including the actual and forecasted price of
oil and natural gas, capital budgets of offshore exploration and production companies, and repair and maintenance needs in the
deepwater
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oilfield. Our principal geographic market is the GoM, where we provide services to several major integrated oil companies as well
as mid-size and large independent oil companies with deepwater and ultra-deepwater activities. We operate in select international
markets, primarily Mexico, Trinidad, Brazil and Qatar, where we provide services to state-owned oil companies, major international
oil and oilfield service companies. We are subcontracted by other oilfield service companies, both in the GoM and internationally, to
provide a new generation fleet that enables them to render offshore oilfield services, such as well stimulation or other enhanced oil
recovery activities, diving and ROV operations, construction, installation, maintenance, repair and decommissioning services. Since
2006, we have developed a specialized application of our new generation OSVs for use by the military.

Our charters are the product of either direct negotiation or a competitive proposal process, which evaluates vessel capability,
availability and price. Our primary method of chartering in the GoM is through direct vessel negotiations with our customers on
either a long-term or spot basis. In the international market, we often charter through local entities in order to comply with cabotage
or other local requirements. Some charters are solicited by customers through international vessel brokerage firms, which earn a
commission that is customarily paid by the vessel owner. Our military charters are the product of a competitive procurement
process conducted by the Military Sealift Command. All of our charters, whether long-term or spot, are priced on a dayrate basis,
whereby for each day that the vessel is under contract to the customer, we earn a fixed amount of charter-hire for the customer s
use of the vessel. Many long-term contracts and all government charters contain early termination options in favor of the customer;
however, some have fees designed to discourage early termination. Long-term charters sometimes contain provisions that permit
us to increase our dayrates in order to be compensated for increased expenses or regulatory changes.

Competition for Upstream Segment

The OSV and MPSV industry is highly competitive. Competition primarily involves such factors as:

price;

quality and capability of the crew members;

ability to meet the customer s schedule;

safety record;

reputation;

quality, capability and age of vessels and;

experience.
All but two of our OSVs and two of our MPSVs are U.S.-flagged and are qualified under the Jones Act to engage in domestic
coastwise trade. The Jones Act restricts the ability of vessels that are foreign built, foreign owned, foreign crewed or foreign-flagged
from engaging in coastwise trade in the United States and Puerto Rico. The services provided by OSVs constitute coastwise trade
as defined by the Jones Act. Consequently, competition for our Upstream services is largely restricted to other U.S. vessel owners
and operators, both publicly and privately held. We believe we operate the second largest fleet of new generation
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Jones Act qualified OSVs in the United States. See Environmental and Other Governmental Regulation for a more detailed
discussion of the Jones Act. Internationally, our OSVs compete against other U.S. owners, as well as foreign owners and operators
of OSVs. Some of our international competitors may benefit from a lower cost basis in their vessels, which are not generally
constructed in high-cost U.S. shipyards, as well as from lower crewing costs and favorable tax regimes. While foreign vessel
owners cannot engage in U.S. coastwise trade, cabotage laws in other parts of the world are less restrictive and our vessels are
generally able to compete internationally.

Many of the services provided by MPSVs do not involve the transportation of merchandise and therefore are generally not
considered coastwise trade under U.S. and foreign cabotage laws. Accordingly, competition in the MPSV industry is global in
nature and is more greatly affected by the particular capabilities of a vessel to meet the requirements of a customer s project. Our
T-22 class of MPSVs are classed DP-3 vessels, which increases their uniqueness in the international market and their ability to
support highly specialized operations for which customers require DP-3 classification. Our 370 class of MPSVs are Jones
Act-qualified DP-2 classed vessels. Unlike most MPSVs that do not carry significant amounts of deck or bulk cargo, these vessels
are expected to be certificated by the United States Coast Guard to carry significant quantities of deck and bulk cargo. As such,
they will compete for projects with other international MPSVs, but can also participate in the GoM OSV market as large-capacity
carriers of drilling fluids, petroleum products and deck cargos in support of deepwater exploration, development and production
operations. We believe that our 370 class MPSVs will be the largest capacity carriers of such products in the world.

Although some of our principal competitors are larger, have greater financial resources and have more extensive international
operations than us, we believe that our operating capabilities and reputation for quality and safety enable us to compete effectively
with other fleets in the market areas in which we operate. In particular, we believe that the relatively young age and advanced
features of our OSVs and MPSVs provide us with a competitive advantage. The ages of our new generation OSVs range from less
than one year to ten years, while the average age of the industry s conventional U.S.-flagged OSV fleet is approximately 29 years.
We believe that many more of these older vessels will be retired in the next few years. Worldwide competition for new generation
vessels has been impacted in recent years by the increase in newbuild OSVs placed in service and greater customer interest in
deep well, deepwater and ultra-deepwater drilling activity. Once all currently announced domestic newbuilds have been delivered
by the end of 2011, and assuming that none of them leave for foreign or non-oilfield markets, we project that the visible supply of
new generation vessels in the GoM could still be below our current estimate of visible demand for new generation OSVs in the
GoM during such timeframe.

Competition for MPSVs differs from OSVs in that MPSVs that do not have coastwise trade privileges might be permitted to operate
in the GoM, provided they do not engage in certain activities that are reserved for Jones Act-qualified vessels. Consequently, our
MPSVs may face more competition from foreign-flagged vessels in the GoM than do our OSVs. In addition, some potential MPSV
customers are also owners of MPSVs that will compete with our vessels. Our OSVs, by contrast, are usually contracted by oil
companies, which do not own their own vessels and therefore do not compete with us.
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Our Downstream Segment
General

The domestic tank barge industry provides marine transportation of crude oil, petroleum products and petrochemicals by
ocean-going tugs and tank barges and is a critical link in the U.S. petroleum distribution chain. The largest tank barge market in the
northeastern United States is New York Harbor. Petroleum products are transported in the northeastern United States through a
vast network of terminals, tankers and pipelines. Imported petroleum products are primarily delivered to New York Harbor as it has
the capacity to receive products in cargo lots of 50,000 tons or more per tanker. By contrast, draft limitations in most New England
ports and drawbridge limitations in Boston, Massachusetts and Portland, Maine limit the average cargo-carrying capacity of direct
imports into many of the largest New England ports to about 30,000 tons per tanker. As larger petroleum tankers are being built, we
believe that direct delivery into New York Harbor will generate increased tank barge demand for lightering services and further
shipment to New England, the Hudson River and Long Island.

We offer marine transportation, distribution and logistics services primarily in the northeastern United States, the GoM, Great Lakes
and Puerto Rico with our Downstream fleet mix of nine double-hulled tank barges, 11 single-hulled tank barges and 17 ocean-going
tugs. We provide our services to major integrated oil companies, independent refineries and oil traders. Generally, a tug and tank
barge work together as a tow to transport refined or bunker grade petroleum products. Our tank barges carry petroleum products

that are typically characterized as either clean or dirty . Clean products are primarily gasoline, home heating oil, diesel fuel and jet
fuel. Dirty products are mainly crude oils, residual crudes and feedstocks, heavy fuel oils and asphalts. Since 2005, we have taken
delivery of eight new double-hulled tank barges and eight retrofitted tugs under a series of Downstream newbuild programs. These
tank barges added 780,000 barrels of new double-hulled barge capacity and increased our tug brake horsepower to an average of
approximately 3,900 per tug, up from an average of approximately 3,100 per tug.

Oil Pollution Act of 1990

OPA 90 mandates that all single-hulled tank vessels operating in U.S. waters be removed from petroleum transportation service
according to a set time schedule. Data provided by a U.S. Coast Guard report dated September 2001 indicated that 5.5 million
barrels of single-hulled tank barge capacity would be retired by 2005 and an additional 3.5 million barrels by 2010, as mandated by
OPA 90. According to the report, this represented, on a cumulative basis as of each such retirement date; 32% and 52%,
respectively, of the total 17.2 million barrel single-hulled tank barge capacity that existed in 2001.

Our double-hulled tank barge fleet now represents roughly 50% of our tank barge fleet barrel-carrying capacity, up from 7% at the
end of 2004. Currently, nine of our tank barges are double-hulled and are not subject to OPA 90 retirement dates. Ten of our 11
single-hulled tank barges are not required under OPA 90 to be retired or double-hulled prior to January 1, 2015, with the remaining
single-hulled vessel scheduled for its OPA 90 retirement in mid-2009. We also own a twelfth single-hulled tank barge, the Energy
11102, which was retired from service under OPA 90 in December 2008. See the Government Regulation section below for more
information regarding OPA 90.
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The following tables provide information, as of February 15, 2009, regarding our Downstream fleet of 17 tugs and 21 tank barges.

Ocean-Going Tugs

Gross
Name Tonnag
Active:
Freedom Service
Liberty Service
Patriot Service
Eagle Service
Caribe Service
Atlantic Service
Brooklyn Service
Gulf Service
Erie Service
Superior Service
Tradewind Service
Spartan Service
Huron Service
Michigan Service
Sea Service
Stapleton Service
Inactive:
Bayridge Service(2)

e

180
180
198
198
194
198
198
198

98

98
183
126

98

98
173
146

194

Length
(feet)

126
126
124
124
111
105
105
126
105
105
105
102
105
105
109

78

100

Year Built
(Retrofitted)(1)

1982(2005)
1982(2005)
1996(2006)
1996(2006)
1970
1978
1975
1979
1981(2008)
1981(2008)
1975
1978
1981(2007)
1981(2007)
1975
1966

1981

Brake
Horsepower

6,140
6,140
6,140
6,140
3,900
3,900
3,900
3,900
3,620
3,620
3,200
3,000
3,000
3,000
2,820
1,530

2,000

(1) Our first and second TTB newbuild programs included the retrofitting of a total of eight tugs. These vessels were significantly improved and

modernized to accommodate our newbuild double-hulled tank barges.

(2) In recognition of the soft market conditions for our single-hulled equipment that began early in the second quarter of 2008 and are expected to
continue through at least 2009, we elected 