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Ema cial and Operating Highlights*
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% on _ Netvoyage refénue™ 94.6 77.6 69.8 64.3 653
'«Q*Q&e&m}ing income 15.6 13.6 14.2 14.2 19.3
';&\N t in¢ome 8.1 21.27% 5.0 6.5 10.2
De&reefétion and amortization 214 18.6 16.3 14.8 10.6
Net cash provided by operations 244 17.8 13.2 16.4 13.9
Capital Expenditures
Maintenance 8.0 8.0 8.4 74 10.6
Expansion 39.3 52.7 7.8 6.7 1.1
Total assets 2733 228.1 178.3 184.7 136.5
Total debt 114.0 78.8 114.0 125.1 85.0
Partners' capital 141.9 135.7
Members' equity (predecessor) 413 363 29.8
Per limited partner unit*:
Net income 0.95 1.53
Cash distributions in respect of the period 2.18 0.955
Market price per common unit at year end 34.25 25.87
OperaTING DATA:
Net vessel utilization % 85 86 87 81 84
Average daily rate — total fleet ($) 8,734 8,095 7,468 7,482 7,208
Total fleet capacity (at end of period)
— number of tank barges 44 34 35 34 35
— number of tugboats 25 19 18 17 16
— barrels (thousands) 2,561 2,410 2,309 2,079 2,164
— %% double-hulled F2e 61 53 41 43

* Statistics for periods prior to January 14, 2004 are far K-Sea Transportation LLC, our predecessor company; per unit data relate to periods after our January 14, 2004

initial public offering.

™ Net voyage revenue is a non-GAAP measure. See “Definitions” on page 28 of the attached Report on Form 10K

" Includes a non-cash tax benefit of $17.6 million attributabfe solely to a reduction in deferred taxes resulting from the change in income tax status of the assets and
liabilities transferred to us by our predecessor company at the date of our initial pubtic offering. This is not part of cash from operations.

™ Barrels of capacity increased to 3,266, of which 66% are double hulled, after closing of our acquisition of Sea Coast Transportation on October 18, 2005.

NET VOYAGE REVENUE

$94.6

2002
2003
2004
2005

BARREL-CARRYING CAPACITY

2002

2004
2005

2003

PeRCENTAGE DousLE-HULLED

2002
2003

2004
2005
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June 30, 2005 marked the end of K-Sea Transportation Partners L.P.’s first complete fiscal ‘-:-f.(..v.\ il @v
year as a publicly traded partnership, and it was a significant year for us. Our financial and \\&éﬁ

operating performances were strong. We increased our quarterly distribution to $0.56 per
unit, or an annual rate of $2.24, representing a 12% increase from the level indicated at the
time of our IPO in January 2004, We solidified our position on the East Coast by acquiring
assets in Norfolk, Virginia that added about 10% to our barrel-carrying capacity. We took
delivery last fall of the retrofitted DBL 155, our largest unit, which immediately commenced
a long-term charter in the U.S. Gulf, and the DBL 78 which entered service in June. And
we ordered three new units, aggregating approximately 156,000 barrels, for delivery during

the current fiscal year.

Subsequent to the end of fiscal 2005, we acquired Sea Coast Transportation of Seattle,
Washington, purchased an 85,000 bbl. rank barge and rugboat for operation in the Great
Lakes, and ordered two more 28,000 bbl. tank barges. Sea Coast’s tank barge fleet has added
an additional 27% to our barrel-carrying capacity, and we expect these operations to be

immediately accretive to our distributable cash flow.

Since our IPO in January 2004, including the Sea Coast acquisition, we have invested over
$160 million in fleet expansion. To keep our balance sheet strong, in fiscal 2005 and to date,
we revised and increased our bank credit facilities, and raised $49 million through two

separate issuances of additional common units.

The actions we took last year, and thus far in fiscal 2006, are designed to better position us

to capitalize on future opportunities, which we think are significant. We are very optimistic
about K-Sea’s long term prospects. Our industry is consolidating, and we have increased our
market share in the consolidation process. We have long term customer relationships with
some of the largest energy companies in the world. We believe we have internal and external
growth potential that should enable us to increase our asset base and generate higher cash

flow and distributions.

We are now positioned on the East, Gulf, and West Coasts. Notwithstanding the high price,

energy consumption continues to grow, evidence, in our opinion, that it permeates all levels
p b b 2
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of our society. Tank vessel capacity in the industry is in relative balance and there is no
indication that this will change any time soon. In sum, we remain excited about K-Sea’s

prospects and the opportunity to increase the long term unitholder value.

Fiscal 2005 Highlights

Our fiscal 2005 financial and operating highlights are shown on the inside front cover of this
report. Net voyage revenue and net cash provided by operations reached record highs,
nowithstanding the fact that several of our capacity additions did not contribute for the full

year.

When we purchased the Norfolk assets, we knew many of the vessels would need extensive
shipyard repairs to bring them up to K-Sea standards. This process was not completed on
many of the vessels until well into our fourth fiscal quarter ended June 30; in fact, one unit
remains to have special equipment added to enable it to enter a long term contract. The DBL
155 was also redelivered to us during the vear after its retrofitting to double-hull.
Additionally, the conversion work required on the DBL 78 to enable the barge to carry
refined petroleum was not completed until the end of May; hence, this unit contributed only
one month to our fiscal 2005 results. These assets will all contribute for substantially the full
year in fiscal 2006.

Sea Coast Transportation

On October 18, 2005, we acquired Sea Coast Transportation of Seattle, Washington. Sea
Coast provides marine transportation and logistics services to major oil companies, oil
traders, and refiners along the West Coast of the United States and Alaska. It operates 15 tank
barges and 15 tug boats. Total barrel capacity is 705,000, representing a 27% increase in K-
Sea’s existing fleet. Approximately 46% of Sea Coast’s fleet is double-hulled, and 80% of the

single-hulled capacity is eligible to trade until January 2015.

We believe the acquuisition of Sea Coast will provide several strategic benefits. It will be a new
plattorm for growth on the West Coast to help us service existing customers as well as new
customers. As Sea Coast’s operation is similar to what K-Sea has on the East Coast, it should
enable us to apply our business strategy to a new market. Like the East Coast, the West Coast
is largely dependent on marine transportation systems, and the competitive and regulatory
characteristics are similar. The West Coast and Alaska will provide geographic and customer

L
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diversity, thereby lessening our current dependence on the East and Gulf Coasts, and will also
provide a certain seasonal diversity in that winter is our strong secason and the summer is
theirs. Lastly, it should contribute to our distribution-paying capacity in the first year under

our ownership.

QOutlook

Demand for our services derives from consumption of refined petroleum products. These
products are transported primarily by pipeline and water transportation (tank vessels), with
the latter accounting for about 30% of the volume. Water transportation goes to arcas where
pipelines cannot, thereby making it an effective extension of the nation’s pipeline network.
According to the Energy Information Administration, U.S. consumpton of refined
petroleum such as gasoline, diesel, jer tuel, and heating oil is expected to grow an average of

1.5% per year annually for the next 20 years.

On the tank vessel supply side, the Oil Pollution Act of 1990 continues to be the main
operative force, requiring retirements of single-hulled tank vessels at varying times to January
2015 depending on their age and size. The chart below shows what existing capacity looks
like as vessels are phased out, and without taking into account any possible new additions.
The interaction of growing demand and shrinking capacity is what is providing us with the
opportunity for growth. Importantly, we believe that the current orderbook of vessels under
construction is less than expected retirements. As we are regarded as a high quality, high-
service provider, oil companies have been asking us to provide increasing amounts of

transportation service.

Effect of OPA "90 Phasc-out of U.S. Singlc-hﬁll Tank Barges and Tankers:

Reduction of Oil Transportation Capacity by Year )

Capacity (barrels in millions)
12

10 10 million barrels = 15% of current fleet
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(1) Source: United States Coast Guard Report to Congress on the Progress to Replace Single-Hull
Tank Vessels with Double-Hull Vessels, September 2001,
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Our fiscal 2006 will benefit from full-year contributions from the DBL 78 and the DBL 155,
about three-quarters of a full year’s conwibution from the Norfolk assets, partial
contributions from the to-be-delivered newbuild units, and about 8 months contribution
from Sea Coast. Importantly, fiscal 2007 will enjoy a full year’s contribution from these assets,

underpinning further growth in that year.

Based on signed contracts, including extension options that we expect will be exercised,
approximately 75% of our existing fleet is emploved through fiscal 2007. Sea Coast has a
greater percentage of its equipment on contracts for periods of one year or longer, so our
“forward cover” will increase. With the price of oil at record highs, we should note that most
of our contracts have protections from fuel and inflationary cost increases. We do not take
tide to the cargo we carry, take no commodity risk, and have reasonable insulation from

spikes in oil prices.

In closing, I again thank our loyal and dedicated employees, both at sea and shoreside. In the
end, it is the quality and dedication of our people which distinguishes our service from the
rest of the industry. I also thank our Board of Directors for their leadership and guidance; we
have achieved much in a short period of time. Lastly, I thank you, our partners, for your
interest in our company, and I encourage you to visit our web site, at www.k-sea.com, to keep

current with Company developments.

Sincerely,

Jenis |

Timothy J. Casey
President and Chief Executive Officer
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FORWARD-LOOKING STATEMENTS

Statements included in this report that are not historical facts (including statements concerning plans
and objectives of management for future operations or economic performance, or assumptions related
thereto) are forward-looking statements. In addition, we may from time to time make other oral or written
statements that are also forward-looking statements. Forward-looking statements may include words such
as “anticipate,” “estimate,” “expect,” “project,” “intend,” “plan,” “believe,” “should” and other words and
terms of similar meaning.

& 1]

Forward-looking statements appear in a number of places in this report and include statements with
respect to, among other things:

¢ our ability to pay distributions;

o the expected source of funds for financing the proposed acquisition of Sea Coast Towing, Inc., and
the estimated closing date and expected benefits to be derived therefrom;

e planned capital expenditures and availability of capital resources to fund capital expenditures;
o our expected cost of complying with the Oil Pollution Act of 1990;

¢ estimated future expenditures for drydocking and maintenance of our tank vessels’ operating
capacity;

o our plans for the retirement or retrofitting of tank vessels and the expected delivery, and cost of,
newbuild vessels;

o the integration of recent and proposed acquisitions of tank barges and tugboats, including the
timing, effects and benefits thereof;

» expected decreases in the supply of domestic tank vessels;

¢ expected demand in the domestic tank vessel market in general and the demand for our tank vessels
in particular;

¢ the adequacy of our insurance;

e the likelihood that pipelines will be built that compete with us;

e the effect of new or existing regulations or requirements on our financial position;

¢ our future financial condition or results of operations and our future revenues and expenses;
¢ our business strategies and other plans and objectives for future operations;

¢ our future financial exposure to lawsuits currently pending against EW Transportation LLC and its
predecessors; and

e any other statements that are not historical facts.

These forward-looking statements are made based upon management’s current plans, expectations,
estimates, assumptions and beliefs concerning future events and, therefore, involve a number of risks and
uncertainties. We caution that forward-looking statements are not guarantees and that actual results could
differ materially from those expressed or implied in the forward-looking statements. Please read “Risk
Factors” in Item 7 of this report for a list of important factors that could cause our actual results of
operations or our actual financial condition to differ from our expectations.




PART 1
ITEMS 1 and 2. BUSINESS and PROPERTIES.
Our Partnership

We are a leading provider of refined petroleum product marine transportation, distribution and
logistics services in the United States domestic marine transportation business. We currently operate a
fleet of 44 tank barges, 2 tankers and 25 tugboats that serves a wide range of customers, including major
oil companies, oil traders and refiners. With approximately 2.6 million barrels of capacity, we believe we
currently own and operate the third-largest coastwise tank barge fleet in the United States as measured by
barrel-carrying capacity.

For the fiscal year ended June 30, 2005, our fleet transported approximately 100 million barrels of
refined petroleum products for our customers, including BP, Chevron, ExxonMobil and Rio Energy. Our
five largest customers in fiscal 2005 have been doing business with us for approximately 14 years on
average. We do not assume ownership of any of the products we transport. During fiscal 2005, we derived
approximately 74% of our revenue from longer-term contracts that are generally for periods of one year or
more.

We have a high-quality, well-maintained fleet. Approximately 72% of our current barrel-carrying
capacity is double-hulled. Furthermore, we will be permitted to continue to operate our single-hull tank
vessels until January 1, 2015 in compliance with the Oil Pollution Act of 1990, or OPA 90, which mandates
the phase-out of all single-hull tank vessels transporting petroleum and petroleum products in U.S. waters.
All of our vessels except one operate under the U.S. flag, and all but three are qualified to transport cargo
between U.S. ports under the Jones Act, the federal statutes that restrict foreign owners from operating in
the U.S. maritime transportation industry.

Our primary business objective is to increase distributable cash flow to unitholders by executing the
following strategies:

» Maintain safe, low-cost and efficient operations. We believe we are a cost-efficient and reliable tank
vessel operator. We intend to continue to reduce operating costs through constant evaluation of
each vessel’s performance and concurrent adjustment of operating and chartering procedures to
maximize each vessel’s safety and profitability. We also intend to continue to minimize costs
through an active preventative maintenance program both on-shore and at sea, employing qualified
officers and crew and continually training our personnel to ensure safe and reliable vessel
operations.

& Balance our fleet deployment between longer-term contracts and shorter-term business in an effort to
provide stable cash flows through business cycles, while preserving flexibility to respond to changing
market conditions. During fiscal 2005, we derived approximately 74% of our revenue from time
charters, consecutive voyage charters, contracts of affreightment and bareboat charters, all of which
are generally for periods of one year or more. We derived the remaining 26% of our revenue for
fiscal 2005 from single voyage charters, which are generally priced at prevailing market rates.
Vessels operating under voyage charters may generate increased profit margins during periods of
improved charter rates, while vessels operating on time charters generally provide more predictable
cash flow. We intend to pursue a strategy of emphasizing longer-term contracts, while preserving
operational flexibility to take advantage of changing market conditions.

o Maximize fleet utilization and improve productivity. The interchangeability of our tank vessels and
the critical mass of our fleet give us the flexibility to allocate the right vessel for the right cargo
assignment on a timely basis. We intend to continue improving our operational efficiency through
the use of new technology and comprehensive training programs for new and existing employees.




We also intend to minimize down time by emphasizing efficient scheduling and timely completion
of planned and preventative maintenance.

o Attract and maintain customers by adhering to high standards of performance, reliability and safety.
Customers place particular emphasis on efficient operations and strong environmental and safety
records. We intend to continue building on our reputation for maintaining high standards of
performance, reliability and safety, which we believe will enable us to attract increasingly selective
customers.

o Expand our fleet through newbuildings and accretive and strategic acquisitions. We have grown
successfully in the past through newbuildings and strategic acquisitions. We expect to continue this
strategy by consistently surveying the marketplace to identify and pursue newbuilding opportunities
and acquisitions that expand the services and products we offer or that expand our geographic
presence.

We are a publicly traded Delaware limited partnership. Our business activities are conducted through
our subsidiary, K-Sea Operating Partnership L.P., a Delaware limited partnership which we refer to as
the “operating partnership,” and the subsidiaries of the operating partnership. Our general partner,
K-Sea General Partner L.P., is a Delaware limited partnership whose general partner is K-Sea General
Partner GP LLC, a Delaware limited liability company. K-Sea General Partner GP LLC has ultimate
responsibility for managing our business.

Our principal executive office is located at 3245 Richmond Terrace, Staten Island, New York 10303,
and our telephone number at that address is (718) 920-9306.

Recent Events

On August 23, 2005, we entered into a definitive purchase agreement with Marine Resources
Group, Inc. and Saltchuk Resources, Inc. to acquire, through our operating partnership, all of the
outstanding capital stock of Sea Coast Towing, Inc. (“Sea Coast”), a wholly owned subsidiary of Marine
Resources Group based in Seattle, Washington. Sea Coast is engaged in the maritime transportation of
refined petroleum products and related businesses along the West Coast of the United States and Alaska.
Sea Coast operates 15 tank barges and 15 tugboats, representing approximately 705,000 barrels of capacity,
of which 321,000 barrels are double-hulled. Of the remaining single-hull capacity, approximately 80% is
eligible to operate in the Jones Act trades until January 2015, with the remaining capacity (one vessel)
eligible until January 2008. The addition of Sea Coast’s tank barges will represent a 27.5% increase in our
barrel-carrying capacity to approximately 3.3 million barrels, which we believe will make us the largest
coastwise tank barge operator (measured by barrel-carrying capacity) in the United States, with
approximately 66% double-hull capacity.

The purchase price for Sea Coast consists of $77 million in cash and 125,000 common units
representing limited partner interests in us. We expect to finance the cash portion of the purchase price
through additional borrowings. The purchase agreement contains customary representations, warranties
and covenants. The acquisition is scheduled to close in October 2005 and is subject to customary
conditions, including, among others, the following: (1) the absence of any legal proceeding, law or order
preventing the closing or prohibiting our ownership or operation of all or a material portion of Sea Coast’s
assets or capital stock, or compelling us to dispose of or hold separate all or a material portion of our or
Sea Coast’s business or assets, (2) obtaining certain consents and approvals, (3) the removal of liens on Sea
Coast’s assets, (4) the accuracy of the representations and warranties of each party, (5) compliance of each
party with its covenants and agreements, (6) the absence of any material adverse change in the value of Sea
Coast’s capital stock or its business or financial condition, and (7) the receipt by us of audited and
unaudited financial statements with respect to Sea Coast that are required by Rule 3-05 of Regulation S-X




of the Securities Exchange Act of 1934, as amended. The purchase agreement contains customary
termination rights.

Industry Overview
Introduction

Tank vessels, which include tank barges and tankers, are a critical link in the refined petroleum
product distribution chain. Tank vessels transport gasoline, diesel fuel, heating oil, asphalt and other
products from refineries and storage facilities to a variety of destinations, including other refineries,
distribution terminals, power plants and ships. According to a May 2005 study by the Association of
Oil Pipe Lines, 29.1% of all domestic refined petroleum product transportation was by water in 2003,
making waterborne transportation the most used mode of transportation for refined petroleum products
after pipelines.

Among the laws governing the domestic tank vessel industry is the Jones Act. Under the Jones Act,
marine transportation between points in the United States, generally known as U.S. coastwise trade, is
limited to U.S.-flag vessels that were built in the United States and are owned, manned and operated by
U.S. citizens. All of our vessels except one operate under the U.S. flag, and all but three are qualified to
transport cargo between U.S. ports under the Jones Act.

OPA 90 mandates the phase-out of all single-hull tank vessels transporting petroleum and petroleum
products in U.S. waters at varying times by January 1, 2015. The effect of this legislation has been, and is
expected to continue to be, the replacement of domestic single-hull tank vessel capacity with newbuildings
and retrofitting of existing single-hull tank vessels.

The demand for domestic tank vessels is driven primarily by U.S. demand for refined petroleum
products, which can be categorized as either clean oil products or black oil products. Clean oil products
include motor gasoline, diesel fuel, heating oil, jet fuel and kerosene. Black oil products, which are what
remain after clean oil products have been separated from crude oil, include residual fuel oil in the refining
process, asphalt, petrochemical feedstocks and bunker fuel. The demand for clean oil products is impacted
by vehicle usage, air travel and prevailing weather conditions, while demand for black oil products varies
depending on the type of product transported and other factors, such as oil refinery requirements and
turnarounds, asphalt use, the use of residual fuel oil by electric utilities and bunker fuel consumption.

Transportation of Refined Petroleum Products

Tank vessels are used frequently to continue the transportation of refined petroleum products along
the distribution chain after these products have first been transported by another method of
transportation, such as a pipeline. For example, many areas have access to refined petroleum products only
by using marine transportation as the last link in their distribution chain. In addition, tank vessel
transportation is generally a more cost-effective and energy-efficient means of transporting bulk
commodities such as refined petroleum products than transportation by rail car or truck. The carrying
capacity of a 100,000-barrel tank barge is the equivalent of approximately 162 average-size rail tank cars
and approximately 439 average-size tractor trailer tank trucks.

Types of Tank Vessels

The domestic tank vessel fleet consists of tankers, which have internal propulsion systems, and tank
barges, which do not have internal propulsion systems and are instead pushed or towed by a tugboat. Tank
barges generally move at slower speeds than comparably sized tankers, but are less expensive to build and
operate. Although tank barge configuration varies, the bow and stern of most tank barges are square or
sloped, with the stern of many tank barges having a notch of varying depth to permit pushing by a tug.




While a larger tank vessel may be able to carry more cargo, some voyages require a tank vessel to go
through a lock, bridge opening or narrow waterway, which limit the size of vessels that may be used. In
addition, some loading and discharge facilities have physical limitations that prevent larger tank vessels
from loading or discharging their cargo. Tank barges are often able to navigate the shallower waters of the
inland waterway system and the waters along the coast. Tankers, however, are often contined to the deeper
waters offshore due to their size.

Tank vessels can be categorized by:
» Barrel-carrying Capacity—the number of barrels of refined product that it takes to fill a vessel;

» Gross Tonnage—the total volume capacity of the interior space of a vessel, including non-cargo
space, using a convention of 100 cubic feet per gross ton;

o Net Tonnage—the volume capacity of a vessel determined by subtracting the engine room, crew
quarters, stores and navigation space from the gross tonnage using a convention of 100 cubic feet
per net ton;

¢ Deadweight Tonnage—the number of long-tons (2,240 pounds) of cargo that a vessel can transport.
A deadweight ton is equivalent to approximately 6.5 to 7.5 barrels of capacity, depending on the
specific gravity of the cargo. In this report, we have assumed that a deadweight ton is equivalent to
7.0 barrels of capacity;

* Hull Type—the body or framework of a vessel. Vessels can have more than one hull, which means
they have additional compartments between the cargo and the outside of the vessel. Typical vessels
are single- or double-hulled; and

o Cargo—the type of commodity transported.

Tank vessels can also be categorized into the following fleets based on the primary waterway system
typically navigated by the vessel:

o Coastwise Fleet. The term coastwise fleet generally refers to commercial vessels that transport
goods in the following areas:

¢ along the Atlantic, Gulf and Pacific coasts;

¢ between the U.S. mainland and Puerto Rico, Alaska, Hawaii and other U.S. Pacific Islands;
and

* between the Atlantic or Gulf and Pacific coasts by way of the Panama Canal.

o Inland Waterways Fleet. The term inland waterways fleet generally refers to commercial vessels
that transport goods on the navigable internal waterways of the Atlantic, Gulf and Pacific Coasts,
and the Mississippi River System. The main arteries of the inland waterways network for the
mid-continent are the Mississippi and the Ohio Rivers. The inland waterways fleet consists
primarily of tugboats and tank barges, which typically have a shallower depth, and are generally less
costly, than many tank barges operating in the coastwise fleet. The vessels comprising the inland
waterways fleet are generally not built to standards required for operation in coastal waters.

s Great Lakes Fieet. The term Great Lakes fleet generally refers to commercial vessels normally
navigating the waters among the U.S. Great Lakes ports and connecting waterways.
Tugboats

Tugboats are equipped to push, pull or tow tank barges alongside. The amount of horsepower
required to handle a barge depends on a number of factors, including the size of the barge, the amount of




product loaded, weather conditions and the waterways navigated. A typical tug is manned by six people: a
captain, a mate, an engineer, an assistant engineer and two deckhands. These individuals perform the
duties and tasks required to operate the tug, such as standing navigational watches, maintaining and
repairing machinery, rigging and line-handling, and painting and other routine maintenance. A standard
work schedule for a tugboat crew is 14 days on, 14 days off. While on duty, the crew members generally
work two six-hour shifts each day.

Integrated Tug-Barge Units

Tugboats can also be integrated into a barge utilizing a notching system that connects the two vessels.
An integrated tug-barge unit, or ITB, has certain advantages over other tug-barge combinations, including
higher speed and better maneuverability. In addition, an ITB can operate in certain sea and weather
conditions in which conventional tug-barge combinations cannot.

Our Customers

We provide marine transportation services primarily to major oil companies, oil traders and refiners
in the northeastern United States and the Gulf of Mexico. We monitor the supply and distribution patterns
of our actual and prospective customers and focus our efforts on providing services that are responsive to
the current and future needs of these customers.

The following chart sets forth our major customers and the number of years each of them has been a
customer.

K-Sea Transportation Partners L.P.
Major Customers

Years as
Major Customers Customer
53 S G 32
) 4137 (o) o 16
ExXOnMODIL . .ottt e e e e 9
RiOENeIgy. . ..o e e e 7
Penn MaritiImie .. oottt et et e e e e 5

Our two largest customers in fiscal 2005, based on gross revenue, were ExxonMobil and Rio Energy,
each of which accounted for more than 10% of our fiscal 2005 consolidated revenue. Please read note 10
to our audited consolidated financial statements included elsewhere in this report.




Our Vessels
Tank Vessel Fleet

At June 30, 2005, our fleet consisted of the following tank vessels:

K-Sea Transportation Partners L.P. Tank Vessel Fleet

Year Capacity Gross OPA 90
Vessel(1 Built (barrels) Tons Phase-Out
Double-Hull Barges
DBL IS . e 1981 150,000 8,710 N.A.
DBL152. . 1982 150,000 8,710 N.A.
DBLISS(2) o viii e e 2004 165,882 12,152 N.A.
DBLI40. .. ...t 2000 140,000 10,303 N.A.
DBLI34(3) ..o 1994 134,000 9,514 N.A.
DBLIOS(4) c.v i 2004 105,000 11,438 N.A.
DBLI0L......oiiii e 2002 102,000 6,774 N.A.
DBLI102. ... e 2004 102,000 6,774 N.A.
Casablanca(5) ......covvvirieniiiii . 1987 89,293 5,736 N.A.
LemonCreek(5)......covviinn v .. 1987 89,293 5,736 N.A.
SPrng Creek(5). .« vvveneeeieeanenns. 1987 89,293 5736  N.A.
DBL 8L .. 2003 82,000 5,667 N.A.
DBL 2. ... 2003 82,000 5,667 N.A.
DBL 78, .. e e 2000 80,000 5,559 N.A.
DBL 70. .. e e 1972 73,024 5,248 N.A.
DBL 53 . 1965 53,000 4,543 N.A.
DBL31. .. e 1999 30,000 2,146 N.A.
DBL 2. . e e 1999 30,000 2,146 N.A.
DBL2202. ..o e 1962 22,000 1,830 N.A.
DBLI16.... .ottt iieiiiaes 1954 20,000 1,420 N.A.
DBL 1. .. e 1998 18,000 1,499 N.A.
DBLI8... ... s 1998 18,000 1,499 N.A.
DBL 7. i e 1998 18,000 1,499 N.A.
Subtotal .......... ... .. .. e 1,842,785 130,306




Year Capacity Gross OPA 90

Vessel(1) Built (barrels) Tons Phase-Out
Single-Hull Tankers
GreatLakes..........ooiiiiiiin i, 1963 38,000 2,813 2015
GreatGull ..........co i 1969 30,000 1,729 2015
Subtotal .............. . ... ... 68,000 4,542
Single-Hull Barges
KTC80. ..o e 1981 82,878 4,576 2015
KTC 7. e 1975 81,759 4,719 2015
KTCO0. .. i e e iaees 1980 61,638 3,824 2015
KTC S . i 1972 53,012 3,113 2015
KTC S0, . e e 1974 54,716 3,367 2015
BsseX. . e 1967 35,160 2,307 2015
DBL3201..... 1968 31,000 2,033 2015
KTC 30, . i e 1960 30,000 1,807 2015
WallaboutBay. ... 1986 28,330 1,687 2015
NewarkBay........ccovviiiiiiiiiiiiiinen.. 1969 27,390 1,595 2015
TraderII. ... ... i 1949 20,475 1,194 2015
KTC 2L o e e 1961 20,000 1,214 2015
KTC20. . . e e 1980 20,000 1,065 2015
American2l ... .. e 1968 19,500 1,262 2015
OysterBay .....oovoiii i 1951 19,370 1,278 2015
E10. ... e 1960 18,790 1,077 2015
JosiahBartlett............................... 1955 14,000 1,287 2015
KTC 14, . 1941 13,000 820 2015
KTC 1L, . e 1964 10,700 614 2015
KTC . e 1948 8,900 624 2015
Subtotal ............. ... .. ... ..., 650,618 39,463
Total Existing Fleet ... ..................... 2,561,403 174,311

(1) Excludes a potable water barge, which we also operate.

(2) Built in 1974; double-hulling was completed and the vessel redelivered in September 2004.
(3) Built in 1986 and rebuilt in 1994.

(4) Built in 1982 and rebuilt for petroleum transportation in 2004.

(5) Vessel not qualified for Jones Act trade due to foreign construction.

Newbuildings

We have signed agreements with a shipyard for the construction of new tank barges as follows: (1) in
early September 2004, we signed an agreement to construct a new 100,000-barrel tank barge, which we
expect to be delivered during the fall of 2005; (2) in February 2005, we signed an agreement to construct
two new 28,000-barrel tank barges, which we expect to be delivered during the first calendar quarter of
2006; and (3) in August 2005, we signed an agreement to construct one 28,000-barrel tank barge, which we
expect to be delivered in the summer of 2006.

Tugboar Fleet

We view our tugboats as a cost center and, therefore, seek to maintain the proper balance between the
number of tugboats and the number of tank barges in our fleet. This balance is influenced by a variety of




factors, including the condition of the vessels in our fleet, the mix of our coastwise business and our local
business and the level of longer-term contracts versus shorter-term business. We are also able to maintain
a proper balance between tugboats and tank barges by analyzing the historical trading patterns of our
customers and the nature of their cargoes. While a tank barge is unloading, we often dispatch its tugboat to
perform other work.

At June 30, 2005, we operated the following tugboats:

K-Sea Transportation Partners L.P. Tugboat Fleet

Name Year Built  Horsepower Dim
LincolnSea ... 2000 8000 118.6’ x 40’ x 22’
Rebel. ... 1975 7200 150’ x 46’ x 22’
YanKee . oot e 1976 7200 150°x 46" x 22
IrishSea........cooviiiiiii s 1969 5750 135 x349”x 18
Volunteer. . ...oovvriiiii e 1982 4860 1200x37x 18
AdriaticSea ... ...t e 1978 4800 126’ x 34’ x 14°5”
JavaSea ...t e 1981 4800 118°5” x 34’ x 14’5”
VK . e e e 1972 4300 132°5” x 34’ x 18’3”
BeaufortSea ........... ..., 1971 4300 113’ x 32’37 x 15°5”
Tasman S€a ....oviei it e s 1976 3900 123’57 x 34’ x 16'4”
NorwegianSea.............ccoeiiiiiiinens 1976 3900 133’ x 34’ x 17.2”
KaraSea............ ... i, 1974 3520 111’ x 32’ x 13’8”
CoralSea ....ovviiiii i i 1973 3280 111’x 32’ x 13’8”
Maryland . ......... oo 1962 3010 110°x 28’ x 13°7”
BalticSea ............ .. ... i, 1973 3000 101’ x 30" x 13117
SargassoSea. ... ... 1972 2460 105°x29.6'x 157
BeringSea ........ccooiiiiii i 1975 2250 105’ x 29’ x 13°3”
DavisSea ... 1982 2000 774 x26’x8.5”
Houma ..........cciiiiiiiii i e, 1970 1950 89'9”x29'x 11°
TimorSea........ooviiiin i, 1960 1920 80’ x 24’ x 108
Odin ... e e 1982 1860 72 x27°57x11°8”
Taurus. . ooe e e e 1979 1860 7857 x 25 x 11’77
Falcon..........c i, 1978 1800 80’ x 25 x 11’5”
BandaSea ............cciiiiiiiiii 1966 1350 75 x23’x8§
ScotiaSea. ... iiii i e 1981 900 56x24°x9

Integrated Tug-Barge Units

We currently operate ten ITBs. At June 30, 2005, ITBs represented approximately 46% of the
barrel-carrying capacity of our tank barge fleet.

Bunkering

For over 30 years, we have specialized in the shipside delivery of fuel, known as bunkering, for the
major and independent bunker suppliers in New York Harbor. We also provide bunkering services in the
port of Norfolk. Demand for bunkering services is driven primarily by the number of ship arrivals. A ship’s
time in port generally is limited, and the cost of delaying sailing due to bunkering or other activities can be
significant. Therefore, we continually strive to improve the level of service and on-time deliveries we
provide to our customers.




All ten of our bunker delivery tank barges are equipped with advanced, whole load sampling devices
to provide the supplier and receiver a representative sample. Our bunker delivery tank barges are also
equipped with extended booms for hose handling ease alongside ships, remote pump engine shut-offs, spill
rails, spill containment equipment and supplies, VHF and UHF radio communication and fendering.

Preventative Maintenance

We have a computerized preventative maintenance program that tracks U.S. Coast Guard and
American Bureau of Shipping inspection schedules and establishes a system for the reporting and handling
of routine maintenance and repair.

Vessel captains submit monthly inspection reports, which are used to note conditions that may require
maintenance or repair. Vessel superintendents are responsible for reviewing these reports, inspecting
identified discrepancies, assigning a priority classification and generating work orders. Work orders
establish job type, assign personnel responsible for the task and record target start and completion dates.
Vessel superintendents inspect repairs completed by the crew, supervise outside contractors as needed and
conduct quarterly inspections following the same criteria as the captains. Drills and training exercises are
conducted in conjunction with these inspections, which are typically more comprehensive in scope. In
addition, an operations duty officer is available on a 24-hour basis to handle any operational issues. The
operations duty officer is prepared to respond on scene whenever required and is trained in technical
repair issues, spill control and emergency response.

The American Bureau of Shipping and the U.S. Coast Guard establish drydocking schedules.
Typically, we drydock our vessels twice every five years. Prior to sending a vessel to a shipyard, we develop
comprehensive work lists to ensure all required maintenance is completed. Repair facilities bid on these
work lists, and jobs are awarded based on price and time to complete. Vessels then report to a cleaning
facility to prepare for shipyard. Once the vessel is gas-free, a certified marine chemist issues paperwork
certifying that no dangerous vapors are present. The vessel proceeds to the shipyard where the vessel
superintendent and certain crewmembers assist in performing the maintenance and repair work. The
planned maintenance period is considered complete when all work has been tested to the satisfaction of
American Bureau of Shipping or U.S. Coast Guard inspectors or both.

Safety
General

We are committed to.operating our vessels in a manner that protects the safety and health of our
employees, the general public and the environment. Our primary goal is to minimize the number of
safety- and health-related accidents on our vessels and our property. Our primary concerns are to avoid
personal injuries and to reduce occupational health hazards. We want to prevent accidents that may cause
damage to our personnel, equipment or the environment, such as fire, collisions, petroleum spills and
groundings of our vessels. In addition, we are committed to reducing overall emissions and waste
generation from each of our facilities and vessels and to the safe management of associated cargo residues
and cleaning wastes.

Our policy is to follow all laws and regulations as required, and we are actively participating with
government, trade organizations and the public in creating responsible laws, regulations and standards to
safeguard the workplace, the community and the environment. Our Operations Department is responsible
for coordinating all facets of our health and safety program and identifies areas that may require special
emphasis, including new initiatives that evolve within the industry. Our Human Resources Department is
responsible for all training, whether conducted in-house or at a training facility. Supervisors are
responsible for carrying out and monitoring compliance for all of the safety and health policies on their
vessels.



Tank Barge Characteristics

To protect the environment, today’s tank barge hulls are required not only to be leak-proof into the
body of water in'which they float but also to be vapor-tight to prevent the release of any fumes or vapors
into the atmosphere. Our tank barges that carry light products such as gasoline or naphtha have alarms
that indicate when the tank is full (95% of capacity) and when it is overfull (98% of capacity). Each tank
barge also has a vapor recovery system that connects the cargo tanks to the shore terminal via pipe and
hose to return to the plant the vapors generated while loading.

All ten of our bunker delivery tank barges are equipped with advanced, whole load sampling devices
to provide the supplier and receiver a representative sample. Our bunker delivery tank barges are also
equipped with extended booms for hose handling ease alongside ships, remote pump engine shut-offs,
spill rails, spill containment equipment and supplies, VHF and UHF radio communication and fendering.

Safety Management Systems

We belong to and adhere to the recommendations of the American Waterways Operators (“AWO”)
Responsible Carrier Program. The program is designed as a framework for continuously improving the
industry’s and member companies’ safety performance. The program complements and builds upon
existing government regulations, requiring company safety and training standards that in many instances
exceed those required by federal law or regulation.

Developed by the AWO, the Responsible Carrier Program incorporates best industry practices in
three primary areas:

¢ management and administration;
¢ equipment and inspection; and
¢ human factors.

The Responsible Carriers Program has been recognized by many groups, including the U.S. Coast
Guard and shipper organizations. We are periodically audited by an AWO-certified auditor to verify
compliance. We were last audited in early 2004, and our Responsible Carrier Program certificate remains
in effect until March 2007.

We are also certified to the standards of the International Safety Management, or ISM, system. The
ISM standards were promulgated by the International Maritime Organization, or IMO, and have been
adopted through treaty by many IMO member countries, including the United States. Although ISM is not
required for coastal tug and barge operations, we have determined that an integrated safety management
system including the ISM and Responsible Carriers Program standards promotes safer operations and
provides us with necessary operational flexibility as we continue to grow.

Ship Management, Crewing and Employees

We maintain an experienced and highly qualified work force of shore-based and seagoing personnel.
As of June 30, 2005, we employed 490 persons, comprising 69 shore staff and 421 fleet personnel. Our tug
and tanker captains are non-union management supervisors. Effective July 1, 2004, we entered into a new
four-year collective bargaining agreement with our maritime union covering all our seagoing personnel, or
approximately 75% of our workforce. The new agreement provides for wage increases totaling 15% over
its term. Similar to the previous collective bargaining agreement, we are required to make contributions to
our pension and other welfare programs on their behalf. No unfunded pension liability exists under any of
these programs. Our vessel employees are paid on a daily or hourly basis and typically work 14 days on and
14 days off. Our shore-based personnel are generally salaried and most are located at our headquarters in
Staten Island, New York. We believe that our relations with our employees are satisfactory.

10




Our shore staff provides worldwide support for all aspects of our fleet and business operations,
including sales and scheduling, crewing and human resources functions, engineering, compliance and
technical management, financial and insurance services, and information technology. A staff of dispatchers
and schedulers maintain a 24-hour duty rotation to monitor communications and to coordinate fleet
operations with our customers and terminals. Communication with our vessels is accomplished by various
methods, including wireless data links, cellular telephone, VHF, UHF and HF radio.

Our crews regularly inspect each vessel, both at sea and in port, and perform most of the ordinary
course maintenance. Our procedures call for a member of our shore-based staff to inspect each vessel at
least once each fiscal quarter, making specific notations and recommendations regarding the overall
condition of the vessel, maintenance, safety and crew welfare. In addition, approximately 10% of our fleet
is inspected annually by independent consultants. All of the vessels that are on bareboat charters to third
parties are managed and operated by the customer. :

Classification, Inspection and Certification

In accordance with standard industry practice, all of our coastwise vessels have been certified as being
“in class” by the American Bureau of Shipping. The American Bureau of Shipping is one of several
internationally recognized classification societies that inspect vessels at regularly scheduled intervals to
ensure compliance with American Bureau of Shipping classification rules and some applicable federal
safety regulations, Most insurance underwriters require an “in class” certification by a classification society
before they will extend coverage to a coastwise vessel. The classification society certifies that the pertinent
vessel has been built and maintained in accordance with the rules of the society and complies with
applicable rules and regulations of the vessel’s country of registry and the international conventions of
which that country is a member. Inspections are conducted on the pertinent vessel by a surveyor of the
classification society in three surveys of varying frequency and thoroughness: annual surveys each year, an
intermediate survey every two to three years and a special survey every four to five years. As part of the
intermediate survey, a vessel may be required to be drydocked every 24 to 30 months for inspection of its
underwater parts and for any necessary repair work related to such inspection.

Our vessels are also inspected at periodic intervals by the U.S. Coast Guard to ensure compliance with
Federal safety regulations. All of our tank vessels carry Certificates of Inspection issued by the U.S. Coast
Guard. All of our tugs participate in the U.S. Coast Guard’s un-inspected towing vessel inspection
program.

Our vessels and shoreside operations are also inspected and audited periodically by our customers, in
some cases as a precondition to chartering our vessels. We maintain all necessary approvals required for
our vessels to operate in their normal trades. We believe that the high quality of our tonnage, our crews
and our shoreside staff are advantages when competing against other vessel operators for long-term
business.

Insurance Program

We maintain insurance coverage consistent with industry practice that we believe is adequate to
protect against the accident-related risks involved in the conduct of our business and risks of liability for
environmental damage and pollution. Nevertheless, we cannot provide assurance that all risks are
adequately insured against, that any particular claims will be paid or that we will be able to procure
adequate insurance coverage at commercially reasonable rates in the future. K-Sea General Partner
GP LLC, the general partner of our general partner, maintains a key man insurance policy on
Mr. Timothy J. Casey, its President and Chief Executive Officer.

Our hull and machinery insurance covers risks of actual or constructive loss from collision, towers
liabilities, fire, grounding and engine breakdown up to an agreed value per vessel. Our war-risks insurance
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covers risks of confiscation, seizure, capture, vandalism, sabotage and other war-related risks. While some
tanker owners and operators obtain loss-of-hire insurance covering the loss of revenue during extended
tanker off-hire periods, we do not have this type of coverage. We believe that, given our diversified marine
transportation operations and high utilization rate, this type of coverage is not economical and is of limited
value to us. However, we evaluate the need for such coverage on an ongoing basis taking into account
insurance market conditions and the employment of our vessels.

Our protection and indemnity insurance covers third-party liabilities and other related expenses from,
among other things, injury or death of crew, passengers and other third parties, claims arising from
collisions, damage to cargo, damage to third-party property, asbestos exposure and pollution arising from
oil or other substances. Our current protection and indemnity insurance coverage for pollution is §1 billion
per incident and is provided by West of England Ship Owners Insurance Services Ltd. (“West of
England”), a mutual insurance association. West of England is a member of the International Group of
protection and indemnity mutual assurance associations. The protection and indemnity associations that
comprise the International Group insure approximately 90% of the world’s commercial tonnage and
have entered into a pooling agreement to reinsure each association’s liabilities. Each protection and
indemnity association has capped its exposure to this pooling agreement at approximately $4.3 billion
per non-pollution incident. As a member of West of England, we are subject to calls payable to the
associations based on our claim records, as well as the claim records of all other members of the individual
associations and members of West of England.

We are not currently the subject of any claims alleging exposure to asbestos or second-hand smoke,
although such claims have been brought in the past and may be brought in the future. Our predecessor
company, EW Transportation LLC, has contractually agreed to retain any such liabilities that occurred
prior to our initial public offering in January 2004, will indemnify us for up to $10 million of such liabilities
until January 2014, and will make available to us the benefit of certain indemnities it received in
connection with the purchase of certain vessels. If, notwithstanding the foregoing, we are ultimately
obligated to pay any asbestos-related or similar claims for any reason, we believe we or EW Transportation
LLC would have adequate insurance coverage for periods after March 1986 to pay such claims. However,
EW Transportation LLC and its predecessors may not have insurance coverage prior to March 1986. If we
were subject to claims related to that period, including claims from current or former employees,

EW Transportation LLC may not have insurance to pay the liabilities, if any, that could be imposed on us.
If we had to pay claims solely out of our own funds, it could have a material adverse effect on our financial
condition. Furthermore, any claims covered by insurance would be subject to deductibles, and because it is
possible that a large number of claims could be brought, the aggregate amount of these deductibles could
be material. Please read “Legal Proceedings” in Item 3 of this report.

We may not be able to obtain insurance coverage in the future to cover all risks inherent in our
business, and insurance, if available, may be at rates that we do not consider to be commercially
reasonable. In addition, as more single-hull vessels are retired from active service, insurers may be less
willing to insure, and customers less willing to hire, single-hull vessels.

Competition

The Jones Act restricts U.S. point-to-point maritime shipping to vessels built in the United States,
owned and operated by U.S. citizens and manned by U.S. crews. In our market areas, our primary direct
competitors are the operators of U.S.-flag ocean-going tank barges and U.S.-flag refined petroleum
product tankers, including the captive fleets of major oil companies. The domestic tank vessel industry is
highly competitive.

In the voyage and short-term charter market, our vessels compete with all other vessels of a size and
type required by a charterer that can be available at the date specified. In the voyage market, competition
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is based primarily on price and availability, although charterers have become more selective with respect to
the quality of vessels they hire, with particular emphasis on factors such as age, double hulls and the
reliability and quality of operations. Increasingly, major charterers are demonstrating a preference for
modern vessels based on concerns about the environmental risks associated with older vessels.
Consequently, we believe that owners of large modern fleets have been able to gain a competitive
advantage over owners of older fleets.

U.S.-flag tank vessels also compete with petroleum product pipelines and are affected by the level of
imports on foreign flag products carriers. The Colonial Pipeline system, which originates in Texas and
terminates at New York Harbor, the Plantation Pipeline, which originates in Louisiana and terminates in
Washington D.C., and smaller regional pipelines between Philadelphia and New York, carry refined
petroleum products to the major storage and distribution facilities that we currently serve. We believe that
high capital costs, tariff regulation and environmental considerations make it unlikely that a new refined
product pipeline system will be built in our market areas in the near future. It is possible, however, that
new pipeline segments, including pipeline segments that connect with existing pipeline systems, could be
built or that existing pipelines could be converted to carry refined petroleum products. Either of these
occurrences could have an adverse effect on our ability to compete in particular locations.

Regulation

Our operations are subject to significant federal, state and local regulation, the principal provisions of
which are described below.

Environmental

General. Government regulation significantly affects the ownership and operation of our tank
vessels. Our tank vessels are subject to international conventions, federal, state and local laws and
regulations relating to safety and health and environmental protection, including the generation, storage,
handling, emission, transportation, and discharge of hazardous and non-hazardous materials. Although we
believe that we are in substantial compliance with applicable environmental laws and regulations, we
cannot predict the ultimate cost of complying with these requirements, or the impact of these requirements
on the resale value or useful lives of our tank vessels. The recent trend in environmental Jegislation is
toward stricter requirements, and this trend will likely continue. In addition, a future serious marine
incident occurring in U.S. waters, or internationally, that results in significant oil pollution or causes
significant environmental impact could result in additional legislation or regulation that could affect our
profitability.

Various governmental and quasi-governmental agencies require us to obtain permits, licenses and
certificates for the operation of our tank vessels. While we believe that we are in substantial compliance
with applicable environmental laws and regulations and have all permits, licenses and certificates necessary
for the conduct of our operations, frequently changing and increasingly stricter requirements, future
non-compliance or failure to maintain necessary permits or approvals could require us to incur substantial
costs or temporarily suspend operation of one or more of our tank vessels.

We maintain operating standards for all our tank vessels that emphasize operational safety, quality
maintenance, continuous training of our crews and officers, care for the environment and compliance with
U.S. regulations. Our tank vessels are subject to both scheduled and unscheduled inspections by a variety
of governmental and private entities, each of which may have unique requirements. These entities include
the local port authorities (U.S. Coast Guard, harbor master or equivalent), classification societies, flag
state administration and charterers, particularly terminal operators and oil companies.

Finally, we manage our exposure to losses from potential discharges of pollutants through the use of
well maintained and well managed facilities, well maintained and well equipped vessels and safety and
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environmental programs, including a maritime compliance program and our insurance program.
Moreover, we believe we will be able to accommodate reasonably foreseeable environmental regulatory
changes. However, the risks of substantial costs, liabilities, and penalties are inherent in marine operations.
As a result, there ¢an be no assurance that any new regulations or requirements or any discharge of
pollutants by us will not have a material adverse effect on us.

The Oil Pollution Act of 1990. The Oil Pollution Act of 1990, or OPA 90, affects all vessels trading in
U.S. waters including the exclusive economic zone extending 200 miles seaward. OPA 90 sets forth various
technical and operating requirements for tank vessels operating in U.S. waters. Existing single-huli,
double-sided and double-bottomed tank vessels are to be phased out of service at varying times based on
their tonnage and age, with all such vessels being phased out by January 2015. Under the phase-out
schedule, 22 of our single-hull tank vessels will be precluded from transporting petroleum products as of
January 1, 2015,

Under OPA 90, owners or operators of tankers operating in U.S. waters must file vessel spill response
plans with the U.S. Coast Guard and operate in compliance with the plans. These vessel response plans
must, among other things:

o address a “worst case” scenario and identify and ensure, through contract or other approved means,
the availability of necessary private response resources;

¢ describe crew training and drills; and

¢ identify a qualified individual with specific authority and responsibility to implement removal
actions in the event of an oil spill.

Our vessel response plans have been approved by the U.S. Coast Guard, and all of our tankermen
have been trained'to comply with these guidelines. In addition, we conduct regular oil-spill response drills
in accordance with the guidelines set out in OPA 90. We believe that all of our tank vessels are in
substantial compliance with OPA 90.

Environmental Spill and Release Liability. OPA 90 and various state laws substantially increased over
historic levels the statutory liability of owners and operators of vessels for the discharge or substantial
threat of a discharge of oil and the resulting damages, both regarding the limits of liability and the scope of
damages. OPA 90 imposes joint and several strict liability on responsible parties, including owners,
operators and bareboat charterers, for all oil spill and containment and clean-up costs and other damages
arising from spills.attributable to their vessels. A complete defense is available only when the responsible
party establishes that it exercised due care and took precautions against foreseeable acts or omissions of
third parties and when the spill is caused solely by an act of God, act of war (including civil war and
insurrection) or a third party other than an employee or agent or party in a contractual relationship with
the responsible party. These limited defenses may be lost if the responsible party fails to report the
incident or reasonably cooperate with the appropriate authorities or refuses to comply with an order
concerning clean-up activities. Even if the spill is caused solely by a third party, the owner or operator must
pay removal costs. and damage claims and then seek reimbursement from the third party or the trust fund
established under OPA 90. Finally, in certain circumstances involving oil spills from tank vessels, OPA 90
and other environmental laws may impose criminal liability on personnel and/or the corporate entity.
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OPA 90 limits the liability of each responsible party for a tank vessel, per discharge, to the greater of
(1) $1,200 per gross registered ton or (2) $10 million for vessels over 3,000 gross tons or $2 million for
smaller vessels. This limit does not apply where, among other things, the spill is caused by gross negligence
or willful misconduct of, or a violation of an applicable federal safety, construction or operating regulation
by, a responsible party or its agent or employee or any person acting in a contractual relationship with a
responsible party. In addition to removal costs, OPA 90 provides for recovery of damages, including:

¢ natural resource damages and related assessment costs;
¢ real and personal property damages;
e net loss of taxes, royalties, rents, fees and other lost revenues;

» net costs of public services necessitated by a spill response, such as protection from fire, safety or
health hazards;

* loss of profits or impairment of earning capacity due to the injury, destruction or loss of reat
property, personal property or natural resources; and

o Joss of subsistence use of natural resources.

OPA 90 expanded the pre-existing financial responsibility requirements for tank vessels operating in
U.S. waters and requires owners and operators of tank vessels to establish and maintain with the U.S.
Coast Guard evidence of their financial responsibility sufficient to meet their potential liabilities imposed
by OPA 90. Under the regulations, we may provide evidence of insurance, a surety bond, a guarantee,
letter of credit, qualification as a self-insurer or other evidence of financial responsibility. We have
qualified as a self-insurer under the regulations and have received Certificates of Financial Responsibility
from the U.S. Coast Guard for all of our tank vessels subject to this requirement.

OPA 90 expressly provides that individual states are entitled to enforce their own pollution liability
laws, even if inconsistent with or imposing greater liability than OPA 90. There is no uniform liability
scheme among the states. Some states have OPA 90-like schemes for limiting liability to various amounts,
some rely on common law fault-based remedies and others impose strict and/or unlimited liability on an
owner or operator. Virtually all coastal states have enacted their own pollution prevention, liability and
response laws, whether statutory or through court decisions, with many providing for some form of
unlimited liability. We believe that the liability provisions of OPA 90 and similar state laws have greatly
expanded potential liability in the event of an oil spill, even where we are not at fault. Some states have
also established their own requirements for financial responsibility. However, in March 2000, the U.S.
Supreme Court decided United States v. Locke. In that case, INTERTANKO challenged tank vessel
regulations brought by the State of Washington. The Court struck down several regulations and remanded
the case for review of additional regulations. The Court held that the regulation of maritime commerce is
generally a federal responsibility because of the need for national and international uniformity. As a result
of this ruling, at least two states have repealed regulations concerning the operation, manning,
construction or design of tank vessels.

Parties affected by oil pollution may pursue relief from the Oil Spill Liability Trust Fund, absent full
recovery by them against a responsible party. Responsible parties may seek contribution from the fund for
costs incurred that exceeded the liability limits of OPA 90. In order to obtain contribution, the responsible
party would need to establish that it is entitled to both a statutory defense against liability and to a
statutory limitation of liability to obtain contribution from the fund. If we are deemed a responsible party
for an oil pollution incident and are ineligible for contribution from the fund, the costs of responding to an
oil pollution incident could have a material adverse effect on our results of operations, financial condition
and cash flows. We presently maintain oil pollution liability insurance in an amount in excess of that
required by OPA 90. Through West of England, our current coverage for oil pollution is $1 billion per
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incident. It is possible, however, that our liability for an oil pollution incident may be in excess of the
insurance coverage we maintain.

We are also subject to potential liability arising under the U.S. Comprehensive Environmental
Response, Compensation, and Liability Act, or CERCLA, which applies to the discharge of hazardous
substances, whether on land or at sea. Specifically, CERCLA provides for liability of owners and operators
of vessels for cleanup and removal of hazardous substances and provides for additional penalties in
connection with environmental damage. Liability under CERCLA for releases of hazardous substances
from vessels is limited to the greater of $300 per gross ton or $5 million per incident unless attributable to
willful misconduct or neglect, a violation of applicable standards or rules, or upon failure to provide
reasonable cooperation and assistance. CERCLA liability for releases from facilities other than vessels is
generally unlimited.

We are required to show proof of insurance, surety bond, self insurance or other evidence of financial
responsibility to pay damages under OPA 90 and CERCLA in the amount of $1,500 per gross ton for
vessels, consisting of the sum of the OPA 90 liability limit of $1,200 per gross ton or $10 million per
discharge and the CERCLA liability limit of $300 per gross ton or $5 million per discharge. We have
satisfied these requirements and obtained a U.S. Coast Guard Certificate of Financial Responsibility for
each of our tank vessels. OPA 90 and CERCLA each preserve the right to recover damages under other
existing laws, including maritime tort law.

Water. The federal Clean Water Act (CWA) imposes restrictions and strict controls on the discharge
of pollutants into navigable waters, and such discharges generally require permits. The CWA provides for
civil, criminal and administrative penalties for any unauthorized discharges and imposes substantial
liability for the costs of removal, remediation and damages. State laws for the control of water pollution
also provide varying civil, criminal and administrative penalties and liabilities in the case of a discharge of
petroleum, its derivatives, hazardous substances, wastes and pollutants into state waters. In addition, the
Coastal Zone Management Act authorizes state implementation and development of programs of
management measures for non-point source pollution to restore and protect coastal waters.

A recent United States district court decision could result in certain of our vessels being required to
obtain Clean Water Act permits for the discharge of ballast water. Under current Clean Water Act
regulations, our vessels are exempt from such permitting requirements, but in Northwest Environmental
Advocates v. EPA, issued in March 2005, the federal district court in California ordered the EPA to repeal
the exemption. Under the court’s ruling owners and operators of vessels would be required to comply with
the Clean Water Act permitting requirements or face penalties. Although the EPA may appeal this
decision, if the permitting exemption is repealed, we will incur certain costs to obtain Clean Water Act
permits for our vessels. Because we do not yet know how this matter ultimately will be resolved, we cannot
estimate its potential financial impact at this time. However, we believe that any financial impacts resulting
from the repeal of the permitting exemption for ballast water discharge will not be material.

Solid Waste. QOur operations occasionally generate and require the transportation, treatment and
disposal of both hazardous and non-hazardous solid wastes that are subject to the requirements of the
federal Resource Conservation and Recovery Act, or RCRA, and comparable state and local
requirements. In August 1998, the EPA added four petroleum refining wastes to the list of RCRA
hazardous wastes. In addition, in the course of our tank vessel operations, we engage contractors to
remove and dispose of waste material, including tank residue. In the event that such waste is found to be
“hazardous” under either RCRA or the CWA, and is disposed of in violation of applicable law, we could
be found jointly and severally liable for the cleanup costs and any resulting damages. Finally, the EPA does
not currently classify “used oil” as “hazardous waste,” provided certain recycling standards are met.
However, some states in which we operate have classified “used oil” as “hazardous” under state laws
patterned after RCRA. The cost of managing wastes generated by tank vessel operations has increased in
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recent years under stricter state and federal standards. Additionally, from time to time we arrange for the
disposal of hazardous waste or hazardous substances at offsite disposal facilities. If such materials are
improperly disposed of by third parties, we could be liable for clean up costs under CERCLA or the
equivalent state laws. We use only certified haulers for this work.

EW Transportation Corp. (formerly K-Sea Transportation Corp., a predecessor company) has
received a notice that it is a potentially responsible party, or PRP, in a proceeding for the cleanup of
hazardous substances at a site in Port Arthur, Texas, where cleaning was performed on two of our barges
in 1996 and 1997. This proceeding involves numerous waste generators and waste transportation and
disposal companies and seeks to allocate or recover costs associated with site investigation and cleanup.
We believe our share of liability, if any, will be immaterial to our financial position, results of operations
and cash flows given our limited dealings with the site. Estimates of the degree of remediation of a
particular site and the method and ultimate cost of remediation require a number of assumptions and are
inherently difficult to make. It is also possible that technological, regulatory or enforcement developments,
the results of environmental studies and the inability of other PRPs to contribute to settlements of such
liability could require us to incur some costs, the amount of which is not possible to estimate. These costs,
if any, would be subject to insurance and certain indemnifications. For more information, please read
“Certain Relationships and Related Transactions—Omnibus Agreement—Indemnification” in Item 13 of
this report.

Air Emissions. The federal Clean Air Act (CAA) requires the EPA to promulgate standards
applicable to emissions of volatile organic compounds and other air contaminants. Our vessels are subject
to vapor control and recovery requirements for certain cargoes when loading, unloading, ballasting,
cleaning and conducting other operations in regulated port areas. Our tank barges are equipped with
vapor control systems that satisfy these requirements. In addition, the EPA issued final rules regarding
emissions standards for various classes of marine diesel engines. While these rules are currently limited to
new engines beginning with the 2004 model year, the EPA has noted that it may revisit the application of
emissions standards to rebuilt or remanufactured engines if the industry does not take steps to introduce
new pollution control technologies. Adoption of such standards could require modifications to some
existing marine diesel engines and may require substantial expenditures.

The CAA also requires states to draft State Implementation Plans (SIPs) designed to attain national
health-based air quality standards in primarily major metropolitan and/or industrial areas. Where states
fail to present approvable SIPs or SIP revisions by certain statutory deadlines, the federal government is
required to draft a Federal Implementation Plan. Several SIPs regulate emissions resulting from barge
loading and degassing operations by requiring the installation of vapor control equipment. As stated
above, our tank barges are already equipped with vapor control systems that satisfy these requirements.
Although a risk exists that new regulations could require significant capital expenditures and otherwise
increase our costs, we believe, based upon the regulations that have been proposed to date, that no
material capital expenditures beyond those currently contemplated and no material increase in costs are
likely to be required.

Coastwise Laws

A substantial portion of our operations are conducted in the U.S. domestic trade, which is governed
by the coastwise laws of the United States. The U.S. coastwise laws reserve marine transportation between
points in the United States, including harbor tug services, to vessels built in and documented under the
laws of the United States (U.S.-flag) and owned and manned by U.S. citizens. Generally, an entity is
deemed a U.S. citizen for these purposes so long as:

o it is organized under the laws of the United States or a state;
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o cach of its president or other chief executive officer and the chairman of its board of directors is a
U.S. citizen;

¢ no more than a minority of the number of its directors necessary to constitute a quorum for the
transaction of business are non-U.S. citizens;

o at least 75.0% of the interest and voting power in the corporation is held by U.S. citizens free of any
trust, fiduciary arrangement or other agreement, arrangement or understanding whereby voting
power may be exercised directly or indirectly by non-U.S. citizens; and

¢ in the case of a limited partnership, the general partner meets U.S. citizenship requirements for
U.S. coastwise trade.

Because we could lose the privilege of operating our vessels in the U.S. coastwise trade if non-U.S.
citizens were to own or control in excess of 25.0% of our outstanding interests, our limited partnership
agreement restricts foreign ownership and control of our common and subordinated units to not more than
15.0% of our outstanding interests.

There have been repeated efforts aimed at repeal or significant change of the Jones Act. Although we
believe it is unlikely that the Jones Act will be substantially modified or repealed, there can be no
assurance that Congress will not substantially modify or repeal such laws. Such changes could have a
material adverse effect on our operations and financial condition.

Other

Our vessels are subject to the jurisdiction of the U.S. Coast Guard, the National Transportation Safety
Board, the U.S. Customs Service and the U.S. Maritime Administration, as well as subject to rules of
private industry organizations such as the American Bureau of Shipping. These agencies and organizations
establish safety standards and are authorized to investigate vessels and accidents and to recommend
improved maritime safety standards. Moreover, to ensure compliance with applicable safety regulations,
the U.S. Coast Guard is authorized to inspect vessels at will.

Occupational Health Regulations

Our shoreside facilities are subject to occupational safety and health regulations issued by the U.S.
Occupational Safety and Health Administration, or OSHA, and comparable state programs. These
regulations currently require us to maintain a workplace free of recognized hazards, observe safety and
health regulations, maintain records, and keep employees informed of safety and health practices and
duties. Our vessel operations are also subject to occupational safety and health regulations issued by the
U.S. Coast Guard and, to an extent, OSHA. These regulations currently require us to perform monitoring,
medical testing and recordkeeping with respect to mariners engaged in the handling of the various cargoes
transported by our chemical and petroleum product carriers,

Vessel Condition

Our vessels are subject to periodic inspection and survey by, and drydocking and maintenance
requirements of, the U.S. Coast Guard and/or the American Bureau of Shipping. We believe we are
currently in compliance in all material respects with the environmental and other laws and regulations,
including health and safety requirements, to which our operations are subject. We are unaware of any
pending or threatened litigation or other judicial, administrative or arbitration proceedings against us
occasioned by any alleged non-compliance with such laws or regulations. The risks of substantial costs,
liabilities and penalties are, however, inherent in marine operations, and there can be no assurance that
significant costs, liabilities or penalties will not be incurred by or imposed on us in the future.

18




Seasonality

Tank vessel services are significantly affected by demand for refined petroleum products. This
demand is seasonal and often dependent on weather conditions. Movements of certain clean oil products,
such as motor fuels, generally increase during the summer driving season. Movements of certain black oil
products and distillates, such as heating oil, generally increase during the winter months, while movements
of asphalt products generally increase in the spring through fall months. Unseasonably cold winters result
in significantly higher demand for heating oil in the northeastern United States, which is a significant
market for our tank barge services. The summer driving season can increase demand for automobile fuel
and, accordingly, the demand for our services. A decline in demand for, and level of consumption of,
refined petroleum products could cause demand for tank vessel capacity and charter rates to decline,
which would decrease our revenues and profitability.

Properties

We lease pier facilities and approximately 7,000 square feet of office space for our principal executive
office in Staten Island, New York. The lease expires in April 2009; however, we have the option to renew it
for two additional ten-year periods. We own and use a 2,100 square-foot modular facility for additional
office space on the premises. We also lease pier facilities, a water treatment facility and approximately
10,500 square feet of office space in Norfolk, Virginia. The lease expires in January 2010 and we have an
option to purchase the facility after December 8, 2005.

SEC Reporting

We file annual, quarterly and current reports, along with any related amendments and supplements
thereto, with the SEC. From time to time, we may also file registration statements pertaining to equity or
debt offerings. You may read and copy any materials we file with the SEC at the SEC’s Public Reference
Room at 100 F Street, NE, Washington, DC 20549. You may obtain information regarding the Public
Reference Room by calling the SEC at 1-800-SEC-0330. In addition, the SEC maintains a website at
www.sec.gov that contains reports, proxy and information statements, and other information regarding
issuers that file electronically with the SEC.

We also provide electronic access to our periodic and current reports on our website, www.k-sea.com,
free of charge. These reports are available on our website as soon as reasonably practicable after we
electronically file such materials with, or furnish them to, the SEC. Information on our website or any
other website is not incorporated by reference into this report and does not constitute a part of this report.

ITEM 3. LEGAL PROCEEDINGS.

We are a party to various suits in the ordinary course of business for monetary relief arising principally
from personal injuries, collision or other casualty and to claims arising under vessel charters. All of these
personal injury, collision and casualty claims against us are fully covered by insurance, subject to
deductibles ranging from $10,000 to $100,000 in amount. We reserve on a current basis for amounts we
expect to pay. Although the outcome of any individual claim or action cannot be predicted with certainty,
we believe that any adverse ontcome, individually or in the aggregate, would be substantially mitigated by
applicable insurance or indemnification from previous owners of our assets, and would not have a material
adverse effect on our financial position, results of operations or cash flows.

EW Transportation LLC and its predecessors have been named, together with a large number of
other companies, as co-defendants in 39 civil actions by various parties, including former employees,
alleging unspecified damages from past exposure to asbestos and second-hand smoke aboard some of the
vessels that it contributed to us in connection with our initial public offering. EW Transportation LLC and
its predecessors have been dismissed from 38 of these lawsuits for an aggregate sum of approximately
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$47,000, and are seeking to settle the other case. We may be subject to litigation in the future from these
plaintiffs and others alleging exposure to asbestos due to alleged failure to properly encapsulate or remove
friable asbestos on our vessels, as well as for exposure to second-hand smoke and other matters. For a
related discussion of insurance coverage, please read “Business and Properties—Insurance Program” in
Items 1 and 2 of this report.

One of our predecessors has also received notice that it is a potentially responsible party in a
proceeding for the cleanup of hazardous substances at a site in Port Arthur, Texas. For more information,
please read “Business and Properties—Regulation—Environmental—Solid Waste” in Items 1 and 2 of this
report.

Our predecessors have agreed to indemnify us for certain liabilities. For more information, please
read “Certain Relationships and Related Transactions—Omnibus Agreement—Indemnification” in
Item 13 of this report.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITYHOLDERS.

No matters were submitted to a vote of securityholders during the quarter ended June 30, 2005.
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PARTII

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED SECURITYHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES.

Market Price of Common Units, Distributions and Related Unitholder Matters

Our common units have been listed on the New York Stock Exchange under the symbol “KSP” since
January 9, 2004. Prior to January 9, 2004, our equity securities were not publicly traded. As of
September 12, 2005, there were 4,667,250 outstanding common units, representing an aggregate 52.8%
limited partner interest in us. As of September 12, 2005, there were 21 holders of record of our common
units, representing approximately 6,000 beneficial owners. The following table sets forth, for the periods
indicated, the high and low sales prices per common unit, as reported on the New York Stock Exchange,
and the amount of cash distributions declared per common unit:

Price Range Cash
High Low Distribution(1)

2005 Fiscal Year

Fourth Quarter Ended June 30,2005 .............vvnn.. $37.00 $30.87 $0.560
Third Quarter Ended March 31,2005..................... $37.88 $33.16 $0.540
Second Quarter Ended December 31,2004................ $35.21 $29.74 $0.540
First Quarter Ended September 30,2004.................. $32.00 $25.55 $0.540
2004 Fiscal Year

Fourth Quarter Ended June 30,2004 ..................... $28.95 $24.11 $0.525
Third Quarter Ended March 31,2004(2) .................. $29.64 $23.50 $0.430

(1) Distributions are shown for the quarter with respect to which they were declared. For each of the
indicated quarters for which distributions have been made, an identical per unit cash distribution was
paid on the subordinated units.

(2) For the period from January 14, 2004, the closing date of our initial public offering, through March 31,
2004.

The aggregate amount of distributions declared in respect of the 2005 and 2004 fiscal years on

common units, the general partner interests, and subordinated units, totaled $18.8 million and $8.1 million,
respectively.

Cash Distribution Policy

Within 45 days after the end of each quarter, we will distribute all of our available cash from operating
surplus to unitholders of record on the applicable record date. Our available cash from operating surplus
consists generally of all cash on hand at the end of the fiscal quarter, plus all cash on hand resulting from
working capital borrowings made after the end of the quarter up to the date of determination of available
cash, less the amount of cash that our general partner determines is necessary or appropriate to, among
others:

e provide for the proper conduct of our business, including reserves for future capital and
maintenance expenditures;

e comply with applicable law, any of our debt instruments, or other agreements; or

e provide funds for distributions to our unitholders and to our general partner for any one or more of
the next four quarters.

Our ability to distribute available cash is contractually restricted by the terms of our Title XI debt and
our other credit facilities, which require us to maintain certain financial ratios and generally prohibit
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distributions to unitholders if the distribution would cause an event of default, or an event of default is
existing, under our Title XI debt or a credit facility. Please read “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Liquidity and Capital Resources—Title X1 Borrowings”
and “—Credit Agreement” in Item 7 of this report.

Subordination Period

During the subordination period, the common units have the right to receive distributions of available
cash from operating surplus in an amount equal to the minimum quarterly distribution of $0.50 per
quarter, plus any arrearages in the payment of the minimum guarterly distribution on the common units
from prior quarters, before any distributions of available cash from operating surplus may be made on the
subordinated units. Upon expiration of the subordination period, each outstanding subordinated unit will
convert into one common unit and will participate pro rata with the other common units in distributions of
available cash.

Definition of Subordination Period. The subordination period will extend until the first day of any
quarter, beginning after December 31, 2008, that each of the following tests are met:

» distributions of available cash from operating surplus on each of the outstanding common units and
subordinated units equaled or exceeded the minimum quarterly distribution for each of the three
consecutive, non-overlapping four-quarter periods immediately preceding that date;

¢ the “adjusted operating surplus,” as defined in our partnership agreement, generated during each of
the three consecutive, non-overlapping four-quarter periods immediately preceding that date
equaled or exceeded the sum of the minimum quarterly distributions on all of the outstanding
common units and subordinated units during those periods on a fully diluted basis and the related
distribution on the general partner interest during those periods; and

there are noarrearages in payment of the minimum quarterly distribution on the common units.

Adjusted operating surplus is intended to reflect the cash generated from operations during a
particular period and therefore excludes net increases in working capital borrowings and net drawdowns of
reserves of cash generated in prior periods.

Early Conversion of Subordinated Units. Before the end of the subordination period, 50% of the
subordinated units, or up to 2,082,500 subordinated units, may convert into common units on a
one-for-one basis immediately after the distribution of available cash to the partners in respect of any
quarter ending on or after:

¢ December 31, 2006 with respect to 25% of the subordinated units; and
e December 31, 2007 with respect to 25% of the subordinated units.
The early conversions will occur if at the end of the applicable quarter each of the following occurs:

« distributions of available cash from operating surplus on each of the outstanding common units and
subordinated units equaled or exceeded the minimum quarterly distribution for each of the three
consecutive, non-overlapping four-quarter periods immediately preceding that date;

» the adjusted operating surplus generated during each of the three consecutive, non-overlapping
four-quarter periods immediately preceding that date equaled or exceeded the sum of the minimum
quarterly distributions on all of the outstanding common units and subordinated units during those
periods on a fully diluted basis and the related distribution on the general partner interest during
those periods; and

¢ there are no arrearages in payment of the minimum quarterly distribution on the common units.
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However, the second early conversion of the subordinated units may not occur until at least one year
following the first early conversion of the subordinated units.

Incentive Distribution Rights

Incentive distribution rights represent the right to receive an increasing percentage of quarterly
distributions of available cash from operating surplus after the minimum quarterly distribution and certain
target distribution levels have been achieved. Our general partner currently holds the incentive distribution
rights, but may transfer these rights separately from its general partner interest, subject to restrictions in
the partnership agreement.

If for any quarter, we have distributed available cash from operating surplus a) to the common and
subordinated unitholders an amount equal to the minimum quarterly distribution, and b) on the common
units an amount necessary to eliminate any cumulative arrearages in payment of the minimum quarterly
distribution, then we will distribute any additional available cash from operating surplus for that quarter
among the unitholders and our general partner in the following manner:

o first, 98% to all unitholders, pro rata, and 2% to our general partner, until each unitholder receives
a total of $0.55 per unit for that quarter;

» second, 85% to all unitholders, pro rata, and 15% to our general partner, until each unitholder
receives a total of $0.625 per unit for that quarter;

o third, 75% to all unitholders, pro rata, and 25% to our general partner, until each unitholder
receives a total of $0.75 per unit for that quarter; and

e thereafter, 50% to all unitholders, pro rata, and 50% to our general partner.

The percentage interests set forth above for our general partner include its 2% general partner
interest and assume the general partner has not transferred the incentive distribution rights.
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ITEM 6. SELECTED FINANCIAL DATA.

The following table sets forth selected historical financial and operating data of K-Sea Transportation
Partners L.P. and its predecessors. On January 14, 2004, EW Transportation LLC contributed assets and
liabilities constituting its business to us in connection with our initial public offering of common units.
Therefore, the historical financial and operating data presented below are for EW Transportation LLC for
all periods prior to January 14, 2004. The following table should be read in conjunction with the
consolidated financial statements, including the notes thereto, included elsewhere in this report, and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” in Item 7 of
this report.

Years Ended June 30,

2005 2004 2003 2002 2001
Income Statement Data:
VOYAZE TEVEIUE v .v v oev it veeneenteennennrnnnnns $118,811 $ 93,899 $ 83942 $ 75,700 $ 77,418
Bareboat charter and otherrevenue. ................. 2,583 1,900 3,753 3,387 4,866
Total revenues . ........c.iieieiiiinniiiaeneennan, 121,394 95,799 87,695 79,087 82,284
VOYyage eXPENSES. « vt iieeiiiiie e 24,220 16,339 14,151 11,395 12,098
Vessel operating eXpenses. .........o.ovvvivinnnn.... 49,296 38,809 36,326 32,684 34,176
General and administrative expenses. . ............... 11,163 8,149 7,047 6,384 5,954
Depreciation and amortization. ..................... 21,399 18,643 16,293 14,805 10,591
Net (gain) lossonsaleof vessels. .................... (264) 255 (275) (422) 169
Total operating expenses. . ............ooeeeiinna... 105,814 82,195 73,542 64,846 62,988
Operating inCcome. . ... ..o vvvtiven i, 15,580 13,604 14,153 14,241 19,296
Interest expense (income), net ...........coovnnuaen.. 5,949 6,370 8,808 7,519 9,202
Net loss (gain) on reduction of debt(1) ............... 1,359 3,158 4 377) —
Other (income) expense, net. . ...............c.c. ... 27) (253) 29 76 (10)
Income before provision (benefit) for income taxes. . ... 8,299 4,329 5,312 7,023 10,104
Provision (benefit) for income taxes(2) ............... 163 (16,845) 340 549 (132)
Netincome . ..ovveiien e iiiiiinen $ 8136 §$ 21,174 $§ 4972 $ 6,474 $ 10,236
Net income per unit—basic..............c......u.... $ 095 $§ 226 § 103 $§ 134 § 212
—diluted . ...................... $ 095 § 225 § 103 $§ 134 § 212
Balance Sheet Data (at year end):
Vessels and equipment,net.................ovvenn.. $235,490 $193,646 $145,520 $115,304 $121,542
Totalassets ...ttt 273,262 228,144 178,328 184,730 136,462
Totaldebt ... oo 114,005 78,817 114,003 125,076 85,019
Partners’ capital/members’ equity. . . ................. 141,940 135,698 41,290 36,267 29,753
Cash Flow Data:
Net cash provided by (used in):
Operating activities . ................covee.... $ 24428 $ 17,825 § 13,235 §$ 16,417 $ 13,870
Investing activities ... .......etiiivnnninnnennn. (55,901) (59,167} (240)  (52,291) (3,752)
Financing activities. . ................c.coiieei.. 31,182 41,695 (12,984) 34,689 (8,956)
Other Financial Data:
Capital expenditures(3):
Maintenance . . ..ot et ettt e $ 8024 § 7957 $ 838 $§ 7405 $ 10,591
EXpansion . .......c.ooueeiiiiiiniiianeeennannn.. 39,337 52,747 7,814 6,682 1,101
Total .. e $ 47361 § 60,704 §$ 16,203 $ 14,087 §$ 11,692
Construction of tank vessels ........................ $ 16,816 $ 16,512 $ 18,703 $ 12,994 $§ 1,991
Distributions declared per common unit in respect of
theperiod....... ... $ 2180 $ 0955
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Years Ended June 30,

2005 2004 2003 2002 2001

Operating Data:
Number of tank barges (at periodend) ............... 44 34 35 34 35
Number of tankers (at periodend)................... 2 2 3 3 5
Number of tugboats (at periodend). . ................ 25 19 18 17 16
Total barrel-carrying capacity (in thousands

atperiodend).......... ... i 2,561 2,410 2,309 2,079 2,164
Netutilization(4) ... ... 85% 86% 87% 81% 84%
Average dailyrate(5) .. ..o e $ 8734 § 8095 § 7468 § 7482 § 7,208

(1) Fiscal 2005 includes a $1.4 million loss in connection with a refinancing of our revolving credit facility and
repayment of certain term loans. Fiscal 2004 includes a $3.2 million loss on prepayment of certain EW
Transportation LLC debt using proceeds of our initial public offering. Fiscal 2002 includes a $0.6 million gain on
reduction of subordinated debt (and related accrued interest) owed to the seller of a vessel we purchased in 1999.
This reduction resulted from a customer’s exercise of an option to purchase the vessel, which was provided for in
the 1999 purchase contract. Fiscal 2002 also includes $0.2 million in prepayment fees resulting from repayment of
debt related to certain vessels that were sold during the year.

(2) Fiscal 2004 includes a non cash tax benefit of $17.6 million solely attributable to a reduction in deferred taxes
resulting from the change in income tax status of the assets and liabilities constituting the business of EW
Transportation LLC that were transferred to us at the date of the initial public offering. Fiscal 2001 includes a
deferred tax benefit of $2.6 million resulting from a re-evaluation of our deferred tax liabilities resulting from a
change in our approach to the allocation of income to the applicable tax jurisdictions.

(3) We define maintenance capital expenditures as capital expenditures required to maintain, over the long term, the
operating capacity of our fleet, and expansion capital expenditures as those capital expenditures that increase,
over the long term, the operating capacity of our fleet. Examples of maintenance capital expenditures include
costs related to drydocking a vessel, retrofitting an existing vessel or acquiring a new vessel to the extent such
expenditures maintain the operating capacity of our fleet. Expenditures made in connection with our tank vessel
newbuilding program were considered maintenance capital expenditures as they were made to replace capacity
scheduled to phase out under OPA 90; however, because they were non-routine in nature they are included
separately in the above table under “Construction of tank vessels.” Generally, expenditures for construction of
tank vessels in progress are not included as capital expenditures until such vessels are completed. Capital
expenditures associated with retrofitting an existing vessel, or acquiring a new vessel, which increase the operating
capacity of our fleet over the long term whether through increasing our aggregate barrel-carrying capacity,
improving the operational performance of a vessel or otherwise, are classified as expansion capital expenditures.
Drydocking expenditures are more extensive in nature than normal routine maintenance and, therefore, are
capitalized and amortized over three years. For more information regarding our accounting treatment of
drydocking expenditures, please read “Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Critical Accounting Policies—Amortization of Drydocking Expenditures” in Item 7 of
this report.

(4) “Net utilization” is a percentage equal to the total number of days actually worked by a tank vessel or group of
tank vessels during a defined period, divided by the number of calendar days in the period multiplied by the total
number of tank vessels operating or in drydock during that period.

(5) “Average daily rate” equals the net voyage revenue earned by a tank vessel or group of tank vessels during a
defined period, divided by the total number of days actually worked by that tank vessel or group of tank vessels
during that period.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

The following is a discussion of the historical consolidated financial condition and results of
operations of K-Sea Transportation Partners L.P. and, prior to our January 14, 2004 initial public offering,
of our predecessor company, EW Transportation LLC, and should be read in conjunction with our
historical consolidated financial statements and notes thereto included elsewhere in this report.

GENERAL

We are a leading provider of refined petroleum product marine transportation, distribution and
logistics services in the United States domestic marine transportation business. We currently operate a
fleet of 44 tank barges, 2 tankers and 25 tugboats that serves a wide range of customers, including major oil
companies, oil traders and refiners. With approximately 2.6 million barrels of capacity, we believe we
currently own and operate the third-largest coastwise tank barge fleet in the United States, as measured by
barrel-carrying capacity.

Demand for our services is driven primarily by demand for refined petroleum products in the East
Coast and Gulf of Mexico regions of the United States. We generate revenue by charging customers for
the transportation and distribution of their products utilizing our tank vessels and tugboats. These services
are generally provided under the following four basic types of contractual relationships:

¢ time charters, which are contracts to charter a vessel for a fixed period of time, generally one year
or more, at a set daily rate;

o contracts of affreightment, which are contracts to provide transportation services for products over
a specific trade route, generally for one or more years, at a negotiated per barrel rate;

¢ voyage charters, which are charters for shorter intervals, usually a single round-trip, that are made
on either a current market rate or advance contractual basis; and

¢ bareboat charters, which are longer-term agreements that allow a customer to operate one of our
vessels and uitilize its own operating staff without taking ownership of the vessel.

In addition, a variation of a voyage charter is known as a “consecutive voyage charter.” Under this
arrangement, consecutive voyages are performed for a specified period of time.

The table below illustrates the primary distinctions among these types of contracts:

Contract of Voyage Bareboat
Time Charter Affreightment Charter(1) Charter
Typical contract length.... Oneyear or more One year or more Single voyage  Two years or more
Ratebasis............... Daily Per barrel Varies Daily
Voyage expenses(2) ...... Customer pays We pay We pay Customer pays
Vessel operating
expenses(2)............ We pay We pay We pay We pay
Idletime................ Customer pays as  Customer does Customer does Customer pays
long as vessel is not pay not pay
available for
operations

(1) Under a consecutive voyage charter, the customer pays for idle time.

(2) See “Definitions” below.
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For contracts of affreightment and voyage charters, revenue is recognized based upon the relative
transit time in each period, with expenses recognized as incurred. Although contracts of affreightment and
certain contracts for voyage charters may be effective for a period in excess of one year, revenue is
recognized over the transit time of individual voyages, which are generally less than ten days in duration.
For time charters and bareboat charters, revenue is recognized ratably over the contract period, with
expenses recognized as incurred.

One of the principal distinctions among these types of contracts is whether the vessel operator or the
customer pays for voyage expenses, which include fuel, port charges, pilot fees, tank cleaning costs and
canal tolls. Some voyage expenses are fixed, and the remainder can be estimated. If we, as the vessel
operator, pay the voyage expenses, we typically pass these expenses on to our customers by charging higher
rates under the contract or re-billing such expenses to them. As a result, although voyage revenue from
different types of contracts may vary, the net revenue that remains after subtracting voyage expenses,
which we call net voyage revenue, is comparable across the different types of contracts. Therefore, we
principally use net voyage revenue, rather than voyage revenue, when comparing performance between
different periods. Since net voyage revenue is a non-GAAP measurement, it is reconciled to the nearest
GAAP measurement, voyage revenue, under “Results of Operations” below.

RECENT EVENTS

On August 23, 2005, we entered into a definitive purchase agreement with Marine Resources
Group, Inc. and Saltchuk Resources, Inc. to acquire, through our operating partnership, all of the
outstanding capital stock of Sea Coast Towing, Inc. (“Sea Coast”), a wholly owned subsidiary of Marine
Resources Group based in Seattle, Washington. Sea Coast is engaged in the maritime transportation of
refined petroleum products and related businesses along the West Coast of the United States and Alaska.
Sea Coast operates 15 tank barges and 15 tugboats, representing approximately 705,000 barrels of capacity,
of which 321,000 barrels are double-hulled. Of the remaining single-hull capacity, approximately 80% is
eligible to operate in the Jones Act trades until January 2015, with the remaining capacity (one vessel)
eligible until January 2008. The addition of these tank barges will represent a 27.5% increase in our
barrel-carrying capacity to approximately 3.3 million barrels, which we believe will make us the largest
coastwise tank barge operator (measured by barrel-carrying capacity) in the United States, with
approximately 66% double-hull capacity.

The purchase price for Sea Coast consists of $77 million in cash and 125,000 common units
representing limited partner interests in us. We expect to finance the cash portion of the purchase price
through additional borrowings. The purchase agreement contains customary representations, warranties
and covenants. The acquisition is scheduled to close in October 2005 and is subject to customary
conditions, including, among others, the following: (1) the absence of any legal proceeding, law or order
preventing the closing or prohibiting our ownership or operation of all or a material portion of Sea Coast’s
assets or capital stock, or compelling us to dispose of or hold separate all or a material portion of our or
Sea Coast’s business or assets, (2) obtaining certain consents and approvals, (3) the removal of liens on Sea
Coast’s assets, (4) the accuracy of the representations and warranties of each party, (5) compliance of each
party with its covenants and agreements, (6) the absence of any material adverse change in the value of Sea
Coast’s capital stock or its business or financial condition, and (7) the receipt by us of audited and
unaudited financial statements with respect to Sea Coast that are required by Rule 3-05 of Regulation S-X
of the Securities Exchange Act of 1934, as amended. The purchase agreement contains customary
termination rights.

27




SIGNIFICANT EVENTS DURING FISCAL YEAR 2005

On June 28, 2005, we acquired an 80,000-barrel capacity double-hull tank barge for a purchase price
of approximately $12.0 million, including certain modifications made to the barge. This acquisition was
financed using borrowings under a new term loan. This new agreement is described in further detail under
“Liquidity and Capital Resources—Other Term Loans” below. From December 2004 until its acquisition,
we operated the tank barge under a bareboat charter agreement.

On June 1, 2005, we issued and sold 500,000 common units to Tortoise Energy Infrastructure
Corporation, or Tortoise, in a private placement for proceeds of $16.0 million, before expenses associated
with the offering. The offer and sale of the common units were made pursuant to an exemption from
registration under section 4(2) of the Securities Act of 1933, as amended. Pursuant to the terms of a
registration rights agreement, we have agreed to register the resale of the common units with the Securities
and Exchange Commission. Tortoise has agreed not to sell any of the common units until December 1,
2005.

On March 24, 2005, we entered into a new, five-year $80 million revolving credit agreement with a
syndicate of banks. The new credit agreement replaced our then-existing $47 million credit agreement,
which was repaid and terminated. The new credit agreement contains a $20 million sublimit for letters of
credit and allows us to request an increase in the total availability thereunder by up to $20 million, to a
maximum of $100 million, so long as no default or event of default has occurred and is continuing. This
new credit agreement is described in further detail under “Liquidity and Capital Resources—Credit
Agreement” below.

On December 8, 2004, we acquired ten tank barges and seven tugboats from Bay Gulf Trading
Company, Ltd. of Norfolk, Virginia and its affiliates. The addition of these vessels represented a 10.6%
increase in our aggregate barrel-carrying capacity at the time of acquisition. The purchase price of $21
million (excluding acquisition-related costs), included a water treatment facility in Norfolk, Virginia. The
transaction was financed using our available credit lines, and the purchase price was allocated to the
individual assets acquired based on independent appraisals.

DEFINITIONS

In order to understand our discussion of our results of operations, it is important to understand the
meaning of the following terms used in our analysis and the factors that influence our results of operations:

o Voyage revenue. Voyage revenue includes revenue from time charters, contracts of affreightment
and voyage charters, where we, as vessel operator, pay the vessel operating expenses. Voyage
revenue is impacted by changes in charter and utilization rates and by the mix of business among
the types of contracts described in the preceding sentence.

o Voyage expenses. Voyage expenses include items such as fuel, port charges, pilot fees, tank
cleaning costs and canal tolls, which are unique to a particular voyage. Depending on the form of
contract and customer preference, voyage expenses may be paid directly by customers or by us. If
we pay voyage expenses, they are included in our results of operations when they are incurred.
Typically when we pay voyage expenses, we add them to our freight rates at an approximate cost.

o Netvoyage revenue. Net voyage revenue is equal to voyage revenue less voyage expenses. As
explained above, the amount of voyage expenses we incur for a particular contract depends upon
the form of the contract. Therefore, in comparing revenues between reporting periods, we use net
voyage revenue to improve the comparability of reported revenues that are generated by the
different forms of contracts. Since net voyage revenue is a non-GAAP measurement, it is reconciled
to the nearest GAAP measurement, voyage revenue, under “Results of Operations” below.
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e Bareboat charter and other revenue. Bareboat charter and other revenue includes revenue from
bareboat charters and from towing and other miscellaneous services.

o Vessel operating expenses. 'The most significant direct vessel operating expenses are wages paid to
vessel crews, routine maintenance and repairs and marine insurance. We may also incur outside
towing expenses during periods of peak demand and in order to maintain our operating capacity
while our tugs are drydocked or otherwise out of service for scheduled and unscheduled
maintenance.

o Depreciation and amortization. 'We incur fixed charges related to the depreciation of the historical
cost of our fleet and the amortization of expenditures for drydockings. The aggregate number of
drydockings undertaken in a given period, the size of the vessels and the nature of the work
performed determine the level of drydocking expenditures. We capitalize expenditures incurred for
drydocking and amortize these expenditures over 36 months.

o General and administrative expenses. General and administrative expenses consist of employment
costs of shoreside staff and the cost of facilities, as well as legal, audit, insurance and other
administrative costs.

o Total tank vessel days. 'Total tank vessel days is equal to the number of calendar days in the period
multiplied by the total number of tank vessels operating or in drydock during that period.

s Scheduled drydocking days. Scheduled drydocking days are days designated for the inspection and
survey of tank vessels, and identification and completion of required refurbishment work, as
required by the U.S. Coast Guard and the American Bureau of Shipping to maintain the vessels’
qualification to work in the U.S. coastwise trade. Generally, drydockings are required twice every
five years and last between 30 and 60 days, based upon the size of the vessel and the type and extent
of work required.

¢ Netutilization. Net utilization is a primary measure of operating performance in our business. Net
utilization is a percentage equal to the total number of days worked by a tank vessel or group of
tank vessels during a defined period, divided by total tank vessel days for that tank vessel or group
of tank vessels. Net utilization is adversely impacted by scheduled drydocking, scheduled and
unscheduled maintenance and idle time not paid for by the customer.

o Average daily rate.  Average daily rate, another key measure of our operating performance, is equal
to the net voyage revenue earned by a tank vessel or group of tank vessels during a defined period,
divided by the total number of days actually worked by that tank vessel or group of tank vessels
during that period. Fluctuations in average daily rates result not only from changes in charter rates
charged to our customers, but also from changes in vessel utilization and efficiency, which could
result from internal factors, such as newer and more efficient tank vessels, and from external factors
such as weather or other delays.

o Coastwise and local trades.  Our business is segregated into coastwise trade and local trade. Our
coastwise trade generally comprises voyages of between 200 and 1,000 miles by vessels with greater
than 40,000 barrels of barrel-carrying capacity. These voyages originate from the middle Atlantic
states to points as far north as Canada and as far south as Cape Hatteras and from points within the
Gulf Coast region to other points within that region or to the Northeast. We also own a non-Jones
Act tank barge that transports petroleum products internationally. Our local trade generally
comprises voyages by smaller vessels of less than 200 miles. The term U.S. coastwise trade, as used
generally for Jones Act purposes, would include our coastwise and local trades.
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RESULTS OF OPERATIONS

The following table summarizes our results of operations for the periods presented (dollars in

thousands, except average daily rates):

VOYage TEVENUE. .ot vvt it e ia e
VOyage XPEnSeS . ... oo vvv ettt
Net voyagerevenue. ...............ooviieieunnnnn..
Bareboat charter and otherrevenue .....................
Vessel Operating eXpenses. ... ..vvviiirereeeniinneenn ns
% of net voyage revenue
General and administrative expenses
% of net voyage revenue
Depreciation and amortization. . . .......................
Net (gain) loss on sale of vessels
Operatingincome. .......................coonn...

% of net voyage revenue
Interest expense, Net. ... ...c.ooiii i,
Net loss on reduction of debt
Other (income) expense, Net. . .......ovvvviiinennennnn.
Income before provision (benefit) for income taxes. . ..
Provision (benefit) for income taxes
Netincome............. ...,

Net voyage revenue by trade

Coastwise
Total tank vessel days
Days worked
Scheduled drydocking days. ........................
Net utilization ... ....ovutv et ineens
Average dailyrate.......... .ol
Total coastwise net voyage revenue. ...............

Local
Total tank vessel days
Days worked
Scheduled drydockingdays.........................
Netutilization...........cooviiiiiiiiiiininanan.
Averagedailyrate. ........ ..o oo
Total local net voyagerevenue....................

.............................

Tank vessel fleet
Total tank vessel days
Days worked
Scheduled drydockingdays. ............... ... .. ...
Net utilization ...,
Averagedailyrate.............. ... oo
Total fleet net voyage revenue
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For the Years Ended June 30,

2005 2004 2003
$118,811 $ 93,899 $83,942
24220 16,339 14,151
94,591 77,560 69,791
2,583 1,900 3,753
49296 38,809 36,326
521%  500%  52.0%
11,163 8,149 7,047
11.8%  105%  10.1%
21,399 18,643 16,293
(264) 255 (275)
15,580 13,604 14,153
165%  175%  20.3%
5,949 6370 8,808
1,359 3,158 4
(27) (253) 29
8,299 4329 5312
163 (16,845) 340
$ 8136 $21,174 $ 4972
6,691 6,055 5,390
6,035 5346 4,874
142 338 158
90% 88% 90%
$ 11,369 $ 10,230 $ 9,844
$ 68,610 $ 54,689 $47,982
6,084 5032 5391
4,795 4235 4471
263 267 156
79% 84% 83%
5418 $ 5400 §$ 4,878
$ 25981 $ 22,871 $21,809
12,775 11,087 10,781
10,830 9,581 9,345
405 605 314
85% 86% 87%
$ 8734 § 8095 $ 7468
$ 94,591 $ 77,560 $69,791




Fiscal Year Ended June 30, 2005 Compared to the Fiscal Year Ended June 30, 2004
Net Voyage Revenue

Voyage revenue was $118.8 million for the fiscal year ended June 30, 2005, an increase of
$24.9 million, or 27%, as compared to voyage revenue of $93.9 million for the fiscal year ended June 30,
2004. Voyage expenses were $24.2 million for the fiscal year ended June 30, 2005, an increase of
$7.9 million, or 48%, as compared to voyage expenses of $16.3 million for the fiscal year ended
June 30, 2004.

Net voyage revenue was $94.6 million for the fiscal year ended June 30, 2005, an increase of
$17.0 million, or 22%, as compared to net voyage revenue of $77.6 million for the fiscal year ended
June 30, 2004. In our coastwise trade, net voyage revenue was $68.6 million for the fiscal year ended
June 30, 2005, an increase of $13.9 million, or 25%, as compared to $54.7 million for the fiscal year ended
June 30, 2004. Net utilization in our coastwise trade increased to 90% for the fiscal year ended June 30,
2005 compared to 88% for the fiscal year ended June 30, 2004, due mainly to a decrease in scheduled
drydocking days. Increases totaling $13.2 million in coastwise net voyage revenue in fiscal 2005 resulted
from an increase in days worked by the following vessels during fiscal 2005 as compared to fiscal 2004:
(1) the DBL 102, which was placed in service in January 2004, (2) the DBL 140, which was purchased in
January 2004, (3) the DBL 105, which completed its modification for petroleum transportation and was
placed in service in May 2004, (4) the DBL 155, which completed its double-hull retrofitting in
September 2004, and (5) the return of the KTC 80 from bareboat charter in November 2003. These
increases were partially offset by an aggregate $4.2 million decrease in net voyage revenue during fiscal
2005 resulting from the sale of the KTC 135 in April 2004 in anticipation of its OPA 90 phase-out, and the
OPA 90 phase-out of the KTC 90 and KTC 96 in December 2004. Coastwise net voyage revenue also
benefited from a 11% increase in average daily rates to $11,369 for the fiscal year ended June 30, 2005
from $10,230 for the fiscal year ended June 30, 2004, which accounted for approximately $6.1 million of
increased net voyage revenue. Average daily rates were positively impacted by the continuing strong
demand for petroleum products, increasing oil prices, and the addition of the several larger vessels
described above, which generate higher average daily rates.

Net voyage revenue in our local trade for the fiscal year ended June 30, 2005 was $26.0 million, an
increase of $3.1 million, or 14%, as compared to $22.9 million for the fiscal year ended June 30, 2004. The
increase was mainly attributable to the barges acquired as part of our December 2004 vessel acquisition,
which accounted for $2.4 million of the increase. Net utilization in our local trade was 79% for the fiscal
year ended June 30, 2005 compared to 84% for the fiscal year ended June 30, 2004. Net utilization in fiscal
2005 was adversely impacted by higher unscheduled repair days for one of our small tankers and by low
utilization on certain tank barges acquired in the December 2004 vessel acquisition. Average daily rates in
our local trade improved slightly to $5,418 for the fiscal year ended June 30, 2005 from $5,400 for the fiscal
year ended June 30, 2004.

Bareboat Charter and Other Revenue

Bareboat charter and other revenue was $2.6 million for the fiscal year ended June 30, 2005,
compared to $1.9 million for the fiscal year ended June 30, 2004. Amounts for the fiscal 2005 period
increased by $0.5 million due to revenue generated from chartering out of a chartered-in barge.

Vessel Operating Expenses

Vessel operating expenses were $49.3 million for the fiscal year ended June 30, 2005, an increase of
$10.5 million, or 27%, as compared to $38.8 million for the fiscal year ended June 30, 2004. Vessel
operating expenses as a percentage of net voyage revenue increased to 52.1% for the fiscal year ended
June 30, 2005 from 50.0% for the fiscal year ended June 30, 2004. Vessel labor and related costs increased

31



as a result of contractual labor rate increases and a higher average number of employees due to the
operation of the additional barges described under “—Net Voyage Revenue” above, an additional tugboat
purchased in January 2004, and integration of the additional vessels purchased in December 2004,
Insurance costs and vessel repairs and supplies also increased as a result of the operation of the larger
number of vessels. Outside towing expense increased by $2.5 million due to the need for additional
tugboats to satisfy increased demand for our tank vessels, and to replace certain of our tugboats during
coupling and re-powering projects. Fiscal 2005 vessel operating expenses also increased by $0.4 million for
charter costs in connection with the bareboat charter revenue discussed above in “—Bareboat Charter and
Other Revenue.”

Depreciation and Amortization

Depreciation and amortization was $21.4 million for the fiscal year ended June 30, 2005, an increase
of $2.8 million, or 15%, as compared to $18.6 million for the fiscal year ended June 30, 2004. The increase
resulted from additional depreciation on our newbuild and purchased vessels described above, plus
additional depreciation recorded in the first quarter of fiscal 2005 to reduce the salvage value for the two
single-hull vessels which phased out on December 31, 2004.

General and Administrative Expenses

General and administrative expenses were $11.2 million for the fiscal year ended June 30, 2005, an
increase of $3.1 million, or 38%, as compared to general and administrative expenses of $8.1 million for
the fiscal year ended June 30, 2004. As a percentage of net voyage revenue, general and administrative
expenses increased to 11.8% for the fiscal year ended June 30, 2005 from 10.5% for the fiscal year ended
June 30, 2004. The fiscal year ended June 30, 2005 included $1.9 million of additional professional fees and
other costs incurred in connection with being a public company. These increased professional fees included
$0.6 million in costs for compliance with the Sarbanes-Oxley Act of 2002, and $0.4 million of costs incurred
in fiscal 2005 to provide income tax compliance information to our unitholders, neither of which were
incurred in the prior year’s period.

Interest Expense, Net

Net interest expense was $5.9 million for the fiscal year ended June 30, 2005, $0.5 million lower than
the fiscal year ended June 30, 2004. The decrease resulted from the significant reduction of higher cost
borrowings in connection with the repayment of debt using the proceeds of our initial public offering in
January 2004.

Loss on Reduction of Debt

In connection with the refinancing of our revolving credit facility and repayment of certain term loans
in March 2005 as described below in “Liquidity and Capital Resources—Credit Agreement” and “—Other
Term Loans,” we incurred $1.4 million in loss on reduction of debt. Included in this amount was $1.1
million in deferred financing costs related to the repaid debt that were written off, and $0.3 million of
prepayment costs.

In connection with our initial public offering in fiscal 2004, $73.9 million in predecessor company debt
was repaid. Included in this amount was $6.3 million in prepayment and make-whole amounts, of which
$3.3 million had previously been accrued by our predecessor as supplemental interest that would have been
payable upon maturity of certain of these loans, resulting in a loss on prepayment of $3.0 million. In
addition, $0.2 million in deferred financing costs related to the debt was also written off.
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Provision (Benefit) For Income Taxes

For fiscal 2005, our effective tax rate was 2.0%, as compared to 16.5% (exclusive of the benefit
discussed in the following paragraph) in fiscal 2004. The periods prior to our initial public offering on
January 14, 2004 relate to our predecessor. Our effective tax rate comprises the New York City
Unincorporated Business Tax on our operating partnership, plus federal, state, local and foreign corporate
income taxes on the taxable income of the operating partnership’s corporate subsidiaries. Qur effective tax
rate for the fiscal year ended June 30, 2005 was lower than the rate for the fiscal year ended June 30, 2004
because a smaller portion of our pretax income was provided by our operating partnership’s corporate
subsidiaries.

Certain net assets contributed to us in connection with our January 2004 initial public offering were
transferred by our predecessor’s corporate subsidiaries. These net assets had tax bases that were lower
than their carrying value for financial reporting purposes, which resulted in deferred tax liabilities relating
to these temporary differences. Upon transfer to us, the future reversal of these differences will be subject
to our effective tax rate, which is significantly lower than the effective tax rate of our predecessor’s
corporate subsidiaries. The effect of the change in tax rates applicable to these differences is reflected as a
one-time deferred tax benefit of $17.6 million for the fiscal year ended June 30, 2004.

Net Income

Net income was $8.1 million for the fiscal year ended June 30, 2005, a decrease of $13.1 million
compared to net income of $21.2 million for the fiscal year ended June 30, 2004. The decrease resulted
primarily from recognition in the 2004 period of the $17.6 million deferred tax benefit described in the
preceding paragraph, partially offset by a $0.5 million decrease in interest expense, net, a $1.8 million
decrease in loss on reduction of debt, and a $2.0 million increase in operating income.

Fiscal Year Ended June 30, 2004 Compared to the Fiscal Year Ended June 30, 2003
Net Voyage Revenue

Voyage revenue was $93.9 million for the fiscal year ended June 30, 2004, an increase of $10.0 million,
or 12%, as compared to voyage revenue of $83.9 million for the fiscal year ended June 30, 2003. Voyage
expenses were $16.3 million for the fiscal year ended June 30, 2004, an increase of $2.1 million, or 15%, as
compared to voyage expenses of $14.2 million for the fiscal year ended June 30, 2003.

Net voyage revenue was $77.6 million for the fiscal year ended June 30, 2004, an increase of
$7.8 million, or 11%, as compared to net voyage revenue of $69.8 million for the fiscal year ended June 30,
2003. Our coastwise trade net voyage revenue increased by approximately $6.7 million. This increase is
primarily due to the addition of two new vessels, the DBL 82 and DBL 102, which were delivered in
June 2003 and January 2004, respectively, the acquisition of the DBL 140 in January 2004, and the
delivery, after modification, of the DBL 105 in May 2004. These vessel additions were partially offset by
the phase-out, as required under OPA 90, of the single-hull vessels KTC 115 and KTC 135. Coastwise
vessel utilization decreased from 90% in fiscal 2003 to 88% in fiscal 2004 due to an increase in scheduled
drydocking days. Coastwise average daily rates increased 4%, to $10,230 from $9,844 in fiscal 2003; these
average daily rates benefited from the addition of larger vessels, including the DBL 140 and DBL 105
described above.

Net voyage revenue in our local trade increased by $1.1 million, or 5%, in fiscal 2004 compared to
fiscal 2003. Net utilization in our local trade improved to 84% in fiscal 2004 from 83% in fiscal 2003.
Average daily rates in our local trade improved 11% to $5,400 per day for fiscal 2004 from $4,878 per day
for the prior year, reflecting higher rates for short-term work with a customer in the northeastern United
States, and by higher bunkering rates.
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Bareboat Charter and Other Revenue

Bareboat charter and other revenue was $1.9 million in fiscal 2004, a decrease of $1.9 million, or 50%,
as compared to $3.8 million in fiscal 2003. Fiscal 2003 included $1.2 million in revenue recorded from
chartering out a chartered-in barge. Also, two vessels were returned from bareboat charter in fiscal 2004
for operation by us, reducing bareboat charter revenue by $0.6 million compared to fiscal 2003.

Vessel Operating Expenses

Vessel operating expenses were $38.8 million for the fiscal year ended June 30, 2004, an increase of
$2.5 million, or 7%, as compared to vessel operating expenses of $36.3 million for fiscal 2003. Vessel
operating expenses as a percentage of net voyage revenue decreased to 50.0% for fiscal 2004 from 52.0%
for fiscal 2003. Vessel labor and related costs increased $2.2 million as a result of a scheduled contractual
wage increase for our unionized employees and a higher average number of vessel employees due to the
operation of two additional tugboats, which were purchased in May 2003 and January 2004. Operation of
these additional tugboats also resulted in increased insurance, routine maintenance and other operating
costs. Fiscal 2003 costs were increased by $0.9 million in charter costs in connection with the bareboat
charter revenue discussed above.

Depreciation and Amortization

Depreciation and amortization was $18.6 million for the fiscal year ended June 30, 2004, an increase
of $2.3 million, or 14%, as compared to $16.3 million recorded in fiscal 2003. New vessel additions, net of
retirements, added $2.0 million in depreciation, while amortization of drydocking expenditures increased
$0.3 million. Drydocking expenditures are amortized over 36 months.

General and Administrative Expenses

General and administrative expenses were $8.1 million for fiscal 2004, an increase of $1.1 million, or
16%, as compared to general and administrative expenses of $7.0 million for fiscal 2003. This increase
resulted primarily from additional professional fees, insurance and other costs of $0.6 million incurred in
connection with being a public company which were not incurred in the prior year. As a percentage of net
voyage revenue, general and administrative expenses increased to 10.5% in fiscal 2004 from 10.1% in
fiscal 2003.

Interest Expense, Net

Interest expense, net was $6.4 million in fiscal 2004, a decrease of $2.4 million, or 28%, as compared
to $8.8 million in fiscal 2003. This decrease resulted from the significant repayment of debt using the
proceeds of our initial public offering in January 2004. Additionally, a portion of both the pre- and post-
IPO debt expense resulted from debt bearing interest at a floating rate tied to 30-day LIBOR, which
averaged 1.1% for fiscal 2004 compared to 1.5% for fiscal 2003.

Loss on Reduction of Debt

In connection with the initial public offering, $73.9 million in predecessor company debt was repaid.
Included in this amount was $6.3 million in prepayment and make-whole amounts, of which $3.3 million
had previously been accrued by our predecessor as supplemental interest that would have been payable
upon maturity of certain of these loans, resulting in a loss on prepayment of $3.0 million. In addition,
$0.2 million in deferred financing costs related to the debt was also written off.
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Provision (Benefit) For Income Taxes

For fiscal 2004, our effective tax rate was 16.5%, exclusive of the benefit discussed in the following
paragraph, as compared to 6.4% in fiscal 2003. The periods prior to our initial public offering on
January 14, 2004 relate to our predecessor. Qur effective tax rate comprises the New York City
Unincorporated Business Tax on our operating partnership, plus federal, state and local corporate income
taxes on the taxable income of the operating partnership’s corporate subsidiary.

Certain net assets contributed to us were transferred by our predecessor’s corporate subsidiaries.
These net assets had tax bases that were lower than their carrying values for financial reporting purposes,
which resulted in deferred tax liabilities relating to these temporary differences. Upon transfer to us, the
future reversal of these differences will be subject to our effective tax rate, which is significantly lower than
the effective tax rate of our predecessor’s corporate subsidiaries. The effect of the change in tax rates
applicable to these differences is reflected as a deferred tax benefit of $17.6 million in fiscal 2004.

Net Income

Net income was $21.2 million for fiscal 2004, an increase of $16.2 million compared to $5.0 million in
fiscal 2003. This increase resulted from the $17.6 million deferred tax benefit discussed in the preceding
paragraph, the increased net voyage revenue of $7.8 million, and the decrease in interest expense, net of
$2.4 million, offset by the $3.2 million loss on reduction of debt, increased operating expenses of
$2.5 million, increased depreciation and amortization of $2.3 million, increased general and administrative
expenses of $1.1 million, and the decrease in bareboat charter and other revenue of $1.9 million.

LIQUIDITY AND CAPITAL RESOURCES

Operating Cash Flows. Net cash provided by operating activities was $24.4 million in fiscal 2005,
$17.8 million in fiscal 2004 and $13.2 million in fiscal 2003. The increase of $6.6 million in fiscal 2005,
compared to fiscal 2004, resulted primarily from the improved operating results, after adjusting for
non-cash expenses such as depreciation and amortization, and a $3.0 million positive impact from changes
in operating working capital. This positive impact resulted mainly from increased accounts payable due to
increased operating costs of a larger fleet, partially offset by increases in prepaid expenses such as fuel
supplies and insurance premiums. The increase of $4.6 million in fiscal 2004, compared to fiscal 2003,
resulted primarily from increased net voyage revenue, partially offset by increases in vessel operating and
general and administrative expenses. The improved revenue in fiscal 2004 also resulted in an increase in
accounts receivable, which provided an offsetting reduction in cash provided by operating activities.

Investing Cash Flows. Net cash used in investing activities totaled $55.9 million in fiscal 2005,
$59.2 million in fiscal 2004 and $0.2 million in fiscal 2003. The primary elements of these activities.were
vessel acquisitions, construction of new vessels and retrofitting of existing ones, and the drawdown of Title
XI escrow funds during the vessel construction period. We spent $30.7 million, $34.1 million and
$3.5 million on vessel acquisitions in fiscal 2005, 2004 and 2003, respectively. The fiscal 2005 acquisitions
included the vessels acquired in December 2004 and the DBL 78, which was acquired in June 2005.
Construction expenditures for our tank vessel newbuilding program and rebuilding projects totaled
$16.8 million in fiscal 2005, $26.5 million in fiscal 2004 and $18.7 million in fiscal 2003. Other capital
expenditures of $9.0 million in fiscal 2005, $9.5 million in fiscal 2004 and $5.2 million in fiscal 2003 related
primarily to repowering of, and installation of coupling systems on, certain tugboats, and expenditures
related to upgrading the vessels acquired in December 2004. Capital expenditures made in the normal
course of business are generally financed by cash from operations and, where necessary, borrowings under
our revolving credit agreement.

In fiscal 2002, we invested the net proceeds of $39.1 million from our Title XI borrowings in
short-term U.S. government obligations. These proceeds were held in escrow and then drawn down by us
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upon delivery of the four tank barges being financed and used to repay construction period borrowings
made under our revolving credit agreement. We made $10.7 million and $26.8 million of such drawdowns
from our Title XL escrow account in fiscal 2004 and fiscal 2003, respectively. The fourth and final tank
vessel in this newbuilding program was delivered in January 2004. The final $1.5 million of escrow funds
were left on deposit and are available to the Maritime Administration of the U.S. Department of
Administration (“MARAD”) in connection with the restructuring of our financial agreement for the Title
XI bonds at the time of our initial public offering. Under this agreement, we are required to make monthly
reserve fund deposits which are used to make semi-annual debt service payments. Such deposits, which are
reflected in net cash provided by financing activities, were $4.0 million and $1.7 million for fiscal 2005 and
fiscal 2004, respectively. For more information, please read “—Title XI Borrowings” below.

Financing Cash Flows. Net cash provided by financing activities was $31.2 million in fiscal 2005 and
$41.7 million in fiscal 2004; net cash used in financing activities was $13.0 million in fiscal 2003.

During fiscal 2005, we increased our credit line borrowings and term loans by a net of $39.2 million,
primarily to finance vessel acquisitions. We also paid $18.2 million in distributions to our unitholders in
fiscal 2005. In March 2005, we signed a new five-year $80.0 million credit agreement with a syndicate of
banks. See “—Credit Agreement” below. The new credit agreement replaced our then-existing $47.0
million credit agreement, which was repaid and terminated. On June 1, 2005, we issued and sold 500,000
common units in a private placement for gross proceeds of $16.0 million.

During fiscal 2004, we completed our initial public offering and used the gross proceeds thereof to pay
down term loans and credit line borrowings, including prepayment costs, that had been contributed to us
by our predecessor, to pay underwriting fees, professional fees and other offering expenses, and to redeem
the 665,000 common units received by our predecessor in connection with the transfer of net assets to us
concurrent with the initial public offering. Also in fiscal 2004, we entered into $36.0 million of new term
loans to finance the purchase of the DBL 140/Lincoln Sea and the DBL 105 rebuilding project. Finally, we
paid $3.7 million in distributions to partners in fiscal 2004. In fiscal 2003, we repaid $9.8 million of term
loans and $2.0 million of credit line borrowings and paid $1.5 million in financing costs, primarily
attributable to our initial public offering.

Oil Pollution Act of 1990. Tank vessels are subject to the requirements of OPA 90. OPA 90 mandates
that all single-hull tank vessels operating in U.S. waters be removed from petroleum and petroleum
product transportation services at various times through January 1, 2015, and provides a schedule for the
phase-out of the single-hull vessels based on their age and size. One single-hull vessel, renamed the
DBL 155, was retrofitted to double-hull and redelivered to us in September 2004. To replace the operating
capacity of four single-hull vessels that phased out at varying times from December 2002 to
December 2004, we entered into a contract with Bollinger Gretna, L.L.C. in March 2001 for the
construction of four double-hull tank barges to be built over three years. The aggregate cost of these four
vessels, which have all been delivered, was approximately $46.2 million, including financing and other costs
and certain special equipment. These new tank barges were coupled with tugboats we own, using an
articulated connection system, to create integrated tug-barge units that provide increased operating
efficiency and enhanced safety and reliability. We financed the purchase of the four new tank vessels
through the issuance of Title XI bonds described below under “—Title X1 Borrowings.” At June 30, 2005,
approximately 72% of the barrel-carrying capacity of our tank vessel fleet was double-hulled in compliance
with OPA 90, and the remainder will be in compliance with OPA 90 until January 2015.

Ongoing Capital Expenditures. Marine transportation of refined petroleum products is a capital
intensive business, requiring significant investment to maintain an efficient fleet and to stay in regulatory
compliance. We estimate that, over the next five years, we will spend an average of approximately
$11.5 million per year to drydock and maintain our tank vessels’ operating capacity. We expect such
expenditures to approximate $10.7 million in fiscal 2006. In addition, we anticipate that we will spend
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$0.5 million annually for other general capital expenditures. Periodically, we also make expenditures to
acquire or construct additional tank vessel capacity and/or to upgrade our overall fleet efficiency. For a
further discussion of maintenance and expansion capital expenditures, please read footnote 3 to the table
in “Selected Financial Data” in Item 6 of this report. The following table summarizes total maintenance
capital expenditures, including drydocking expenditures, and expansion capital expenditures for the
periods presented (in thousands):

Years Ended June 30,
2005 2004 2003
Maintenance capital expenditures...................... ... $ 8024 $ 7957 $ 8389
Expansion capital expenditures {(including vessel acquisitions) . . 39,337 52,747 7,814
Total capital expenditures ............................... $47,361 $60,704 $16,203
Constructionof tank vessels ...........oo i $16,816 $16,512 $18,703

In September 2004, we signed an agreement with a shipyard to construct a new 100,000-barrel tank
barge, which is expected to be delivered during the fall of 2005. The total cost, after addition of certain
special equipment and integration with an existing tugboat, is expected to be in the range of $13.0 to
$14.0 million. We also signed an agreement with the same shipyard in February 2005 to construct two new
28,000-barrel tank barges that are expected to be delivered during the first calendar quarter of 2006 and
which are expected to cost, in the aggregate and after the addition of certain special equipment, in the
range of $9.0 to $10.0 million. In August 2005, we signed another agreement with that shipyard to
construct another new 28,000-barrel tank barge that we expect will be delivered in the summer of 2006 and
which is expected to cost, after the addition of certain special equipment, in the range of $4.5 to
$5.0 million. We expect to finance these newbuildings from borrowings and cash from operations.

Additionally, we intend to retire or retrofit 22 single-hull tank vessels by December 2014, which at
June 30, 2005 represented approximately 28% of our barrel-carrying capacity. We estimate that the current
cost to replace this capacity with newbuildings and by retrofitting certain of our existing vessels would
range from $58.0 million to $66.0 million. This capacity can also be replaced by acquiring existing double-
hull tank vessels as opportunities arise. We are currently evaluating the most cost-effective means to
replace this capacity.

Liquidity Needs. Our primary short-term liquidity needs are to fund general working capital
requirements, distributions to unitholders, and drydocking expenditures while our long term liquidity
needs are primarily associated with expansion and other maintenance capital expenditures. Expansion
capital expenditures are primarily for the purchase of vessels, while maintenance capital expenditures
include drydocking expenditures and the cost of replacing tank vessel operating capacity. Our primary
sources of funds for our short term liquidity needs are cash flows from operations and borrowings under
our credit facility, while our long term sources of funds are cash from operations, long term bank
borrowings and other debt or equity financings.

We believe that cash flows from operations and borrowings under our credit agreement, described
under “—Credit Agreement” below, will be sufficient to meet our liquidity needs for the next 12 months.

Credit Agreement. In March 2005, we entered into a new five-year $80.0 million revolving credit
agreement with a syndicate of banks. The new credit agreement replaced our then-existing $47.0 million
revolving credit agreement, which was repaid and terminated. The new credit agreement contains a $20.0
million sublimit for letters of credit and allows us to request an increase in the total availability under the
new credit agreement by up to $20.0 million, to a maximum of $100.0 million, so long as no default or
event of default has occurred and is continuing.
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Obligations under the new credit agreement are secured by a first priority security interest, subject to
permitted liens, on certain of our vessels having an orderly liquidation value at least equal to the greater of
(a) $50.0 million and (b) 1.25 times the amount of the obligations (including letters of credit) outstanding
under the new credit agreement. Interest rates on outstanding borrowings and commitment fees are
determined quarterly based upon the ratio of Total Funded Debt (as defined in the new credit agreement)
to EBITDA (as defined in the new credit agreement) and are determined according to whether the loan is
based on the London interbank offered rate (a LIBOR-based loan) or on a rate per annum equal to the
greater of (a) the bank’s prime rate, or (b) 0.50% in excess of the federal funds effective rate (a base rate
loan). The following table summarizes the rates of interest and commitment fees under the new credit

agreement:

LIBOR Base Rate Commitment

Ratio of Total Funded Debt to EBITDA Margin Moargin Fee

Lessthan 1.75:1.00 . ... oo i 1.00%  0.00% 0.175%
Greater than or equal to 1.75 : 1.00 and less than 2.25:1.00 ... 1.25%  0.00% 0.200%
Greater than or equal to 2.25: 1.00 and less than 2.75: 1.00 ...  1.50%  0.00% 0.225%
Greater than or equal to 2.75 : 1.00 and less than 3.25: 1.00 . .. 1.75%  0.00% 0.250%
Greater thanorequal t03.25:1.00.............. ... .. ..... 200% 025% 0.375%

Interest on a base rate loan is payable monthly over the five-year term of the agreement. Interest on a
LIBOR-based loan is due, at our election, one, two, three or six months after such loan is made.
Outstanding principal amounts are due upon termination of the agreement.

Loan proceeds under the new credit agreement may be used for any purpose in the ordinary course of
business, including vessel acquisitions, ongoing working capital needs and distributions. Amounts
borrowed and repaid may be re-borrowed. Borrowings made for working capital purposes must be reduced
to zero for a period of at least 15 consecutive days once each year.

The new credit agreement contains covenants that are similar to, but generally more favorable than,
the prior revolving credit agreement. These covenants include, among others;

¢ the maintenance of the following financial ratios (all as defined in the new credit agreement):
(a) fixed charges to EBITDA of at least 2.50 to 1:00, (b) total funded debt to tangible capitalization
of no greater than 0.60 to 1.00, and (c) total funded debt to EBITDA of no more than 3.75 to 1.00.

e restrictions on creating liens on or disposing of the vessels securing the new credit agreement,
subject to permitted exceptions;

» restrictions on merging and selling assets outside the ordinary course of business;

¢ prohibitions on making distributions to limited or general partners of ours during the continuance
of an event of default; and

¢ restrictions on transactions with affiliates and materially changing our business.

The new credit agreement contains customary events of default. If a default occurs and is continuing,
we must repay all amounts outstanding thereunder.

Borrowings outstanding under the new credit agreement as of June 30, 2005 were $47.1 million. We
have also utilized $6.5 million in a stand-by letter of credit under the credit facility as collateral in
connection with security granted to MARAD pursuant to the financial agreements governing our Title XI
borrowings. For more information, please read “—Title XI Borrowings” below.
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Other Term Loans. In March 2005, we entered into a new, three-year term loan in the amount of
$11.7 million to refinance an existing loan. Our obligations under this agreement are secured by a first
priority security interest in three vessels. We have assigned to the lender all proceeds from the charters,
hires, and contracts of affreightment, as well as the proceeds of any insurance payments, with respect to the
pledged vessels. The loan is repayable in monthly principal installments of $69,578, with the remaining
principal amount repayable at maturity, plus accrued interest at an annual fixed rate of 6.25%. The loan
agreement contains events of default and covenants that are customary for facilities of this type.

Also in March 2005, we also entered into an agreement to borrow up to $11.0 million to partially
finance construction of the new 100,000-barrel tank barge described above in “—Ongoing Capital
Expenditures.” The loan bears interest at 30-day LIBOR plus 1.05%; interest only is payable monthly
through the earlier of October 31, 2005 or delivery of the tank barge. Thereafter, monthly principal
payments of principal, plus accrued interest, are payable over seven years, with the remaining principal
amount payable at maturity. The loan is collateralized by the related tank barge. Borrowings outstanding
on this loan totaled $6.4 million at June 30, 2005.

In June 2005, we entered into an agreement to borrow up to $18.0 million to finance the purchase of
the 80,000-barrel double-hull tank barge acquired in June 2005 and to partially finance construction of the
new 28,000-barrel tank barges described above in “—Ongoing Capital Expenditures.” The loan bears
interest at 30-day LIBOR plus 1.60% for the interim financing period, which is the earlier of April 30, 2006
or the delivery of the two 28,000-barrel barges, and 30-day LIBOR plus 1.75% thereafter. Interest only is
payable monthly through the interim financing period. Thereafter, monthly payments of principal, plus
accrued interest, are payable over seven years, with the remaining principal amount payable at maturity.
We have the option, after the first anniversary date of the note, to convert to a fixed interest rate. The loan
is collateralized by the related tank barges. Borrowings outstanding on this loan totaled $11.6 million at
June 30, 2005.

To finance the January 2004 acquisition of a 140,000-barrel capacity double-hull tank barge and
related tugboat, we entered into a seven-year, $25.0 million term loan. To finance the rebuilding of the
DBL 105 and the retrofitting of the DBL 155, we entered into an agreement with a financial institution in
May 2004 to provide $20.0 million of term loans to permanently finance these vessels upon completion of
the respective projects. These term loans were repaid upon closing of the new credit agreement and new
term loan as described above.

Title XI Borrowings. To provide permanent financing for the four tank vessels built under our
recently completed newbuilding program, we applied for and received from the Maritime Administration
of the U.S. Department of Transportation, or MARAD, a guarantee of obligations for mortgage financing
pursuant to Title XI of the Merchant Marine Act of 1936. Under this program, the long-term financing for
these four new tank vessels is guaranteed by the full faith and credit of the United States of America,
which is collateralized by the tank vessels being constructed and certain other agreements. The guarantee
amount of $40.4 million is equal to 87.5% of the MARAD-approved cost of construction of the four tank
vessels, which includes qualifying financing costs. We refer to our obligations relating to this financing as
our “Title XI borrowings.”

On June 7, 2002, we privately placed $40.4 million of bonds (“Title XI bonds”), which were
guaranteed by MARAD. The proceeds of $39.1 million, net of certain closing fees, were deposited in an
escrow account with the U.S. Department of the Treasury and were invested in U.S. government
obligations. The bonds were issued in four series and bear interest at a weighted average fixed rate of 6.2%

per year. Each series is repayable over 25 years beginning six months after the delivery date of the related
tank vessel.
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On July 26, 2002, February 5, 2003, June 27, 2003, and January 16, 2004, respectively, the delivery
dates of the four tank barges, we drew down the portion of the escrow account relating to the particular
vessel. Principal repayment of these bonds, excluding interest, will total $1.6 million for fiscal 2005 and for
each fiscal year thereafter until the debt is repaid.

The agreements with MARAD governing the Title XI borrowing guarantees are collateralized by a
first priority security interest, subject to permitted liens, on the four Title XI vessels. In addition,
throughout the term of the Title XI bonds, we will cause additional funds in the aggregate sum of $8.0
million to be made available to the U.S. Secretary of Transportation (the “Secretary”) in the form of one
or more letters of credit and/or additional cash deposits ($1.5 million minimum for cash deposits) to the
escrow account that we maintain pursuant to the terms of the Title XI agreements. We are obligated under
the financial agreement with MARAD to escrow on a monthly basis one-sixth of the next semi-annual debt
service payment due for each series of the Title XI bonds, which deposits are used to make such
semi-annual payments. We have also granted MARAD first priority security interests in additional vessels
having an orderly liquidation value of $10.0 million.

The financial agreements relating to the Title XI bonds enable us to make distributions of our
available cash in accordance with the terms of our partnership agreement, except under any of the
following circumstances, in which case distributions would require the written consent of the Secretary:

» failure to pay any principal, interest, fees, expenses or other amounts on the Title XI bonds or
related obligations when due;

o failure to observe any agreement, security instrument, obligation, representation, warranty or
covenant included in the agreements with respect to the Title XI bonds;

¢ bankruptcy or insolvency events involving us, the operating partnership or any of our subsidiaries;
or

» exceeding $5.0 million in indebtedness incurred for the purpose of making distributions or
indemnity payments to our predecessor and certain of its affiliates.

The Title XI financial agreements also contain various covenants that generally prohibit us, without
the Secretary’s written consent, from engaging in any of the following activities:

* entering into any agreements with third parties to manage the Title XI vessels;
o selling, mortgaging, transferring, leasing or demise chartering the Title XI vessels to third parties;

» entering into sale/leaseback transactions that do not result in sale proceeds at least equal to the fair
value of the property sold; ‘

¢ guaranteeing the obligations of other persons;
« embarking on any new business not related to our current business;
e making certain indemnity payments; and

» subject to certain exceptions, merging, consolidating or conveying any portion of our properties or
assets and dissolving our partnership.

In addition, unless (a) we maintain a consolidated fixed charge coverage ratio (as defined in the
financial agreements) of at least 3.0 to 1.0, (b) after giving effect to a transaction or transactions, our
consolidated net worth exceeds our consolidated long-term debt, and (c) after giving effect to a transaction
or transactions, our consolidated net worth is at least initially $90.0 million {or in any fiscal year after our
2004 fiscal year, is at least 90% of our consolidated net worth as of the last day of the immediately
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preceding fiscal year but shall not be lower than $90.0 million), we will not be allowed, without the
Secretary’s written consent, to:

¢ withdraw any capital;

¢ redeem any partnership interest or convert any of the same into debt;

» except as described above, make any distribution respecting any partnership interest;
» make any investments in the securities of any related party;

¢ make any loan or advance to, or prepay any indebtedness to:

¢ any shareholder or partner of K-Sea Transportation Partners L.P., K-Sea Operating
Partnership L.P. or any of their respective consolidated subsidiaries;

* any director, officer or employee of K-Sea Transportation Partners L.P., K-Sea Operating
Partnership L.P., any of their respective consolidated subsidiaries or any related party; or

¢ any related party;

¢ grant compensation increases to employees earning more than certain defined amounts, acquire
any fixed assets other than those required for the maintenance of our existing assets, or make any
new investments in other than obligations of the United States;

» either enter into or become liable (directly or indirectly) under charters and leases (having a term of
six months or more) which have annual payments aggregating in excess of $0.5 million;

e pay any indebtedness subordinated to the Title XI bonds;

¢ incur any new indebtedness, except current liabilities, short-term loans or loans under our revolving
credit lines incurred in the ordinary course of business; or

e permit any new mortgages or liens on any of our property or assets, subject to certain exceptions.

Restrictive Covenants. The agreements governing our $80.0 million credit facility, Title XI
borrowings and term loans contain restrictive covenants that, among others, (a) prohibit distributions
under defined events of default, (b) restrict investments and sales of assets, and (c) require us to adhere to
certain financial covenants, including defined ratios of fixed charge coverage and funded debt to EBITDA
(earnings before interest, taxes, depreciation and amortization, as defined), and a minimum balance of
partners’ capital.

Under the terms of the credit facility and the term loans, we are prevented from declaring
distributions if any event of default, as defined, occurs or would result from such declaration. The financial
agreements relating to the Title XI bonds enable us to make distributions of our available cash in
accordance with the terms of our partnership agreement, except under certain defined circumstances in
which case distributions would require the written consent of the Secretary.

Private Placement of Common Units. On June 1, 2005, we issued and sold 500,000 common units to
Tortoise in a private placement for proceeds of $16.0 million, before expenses associated with the offering.
The offer and sale of the common units was made pursuant to an exemption from registration under
section 4(2) of the Securities Act of 1933, as amended. Tortoise has agreed not to sell any of the common
units until December 1, 2005.

In connection with its purchase of common units, we entered into a registration rights agreement with
Tortoise. Pursuant to this agreement, we filed a shelf registration statement on August 30, 2005 for the
resale of the common units, and we have agreed to use commercially reasonable efforts to cause the shelf
registration statement to be declared effective by the Securities and Exchange Commission by January 27,

41




2006. In addition, we granted Tortoise certain “piggyback” registration rights in the registration rights
agreement,

We used the net proceeds to repay indebtedness incurred under our revolving credit facility in
connection with our December 2004 vessel acquisition.

Contractual Obligations and Contingencies. Our contractual obligations at June 30, 2005 consisted of
the following (in thousands):

Payments Due by Period
Less than After 5
Total 1 Year 2-3Years  4-5 Years Years
Long-term debt obligations........... $114,005 § 2,897 $16,465 $52,920 $41,723
Operating lease obligations. .......... 2,658 650 1,300 708 —
Purchase obligations(1).............. 10,131 10,131 — — —

$126,794 $13,678 $17,765 $53,628 $41,723

(1) Capital expenditures relating to shipyard payments for the construction of a new 100,000-barrel
double-hull tank barge and two new 28,000-barrel double-hull tank barges.

The executive officers of K-Sea General Partner GP LLC have entered into employment agreements
with K-Sea Transportation Inc., our indirect wholly owned corporate subsidiary. Each of the employment
agreements had an initial term of one year. The term of each employment agreement is automatically
extended for successive one-year terms unless either party gives 30 days written notice prior to the end of
the term that such party desires not to renew the employment agreement. The employment agreements
currently provide for an aggregate base annual salary of $710,000. In addition, each employee is eligible to
receive an annual bonus award based upon our consolidated financial performance. If the employee’s
employment is terminated without cause or if the employee resigns for good reason, the employee will be
entitled to severance in an amount equal to the greater of (a) the product of 1.3125 (1.75 multiplied by .75)
multiplied by the employee’s base salary at the time of termination or resignation and (b) the product of
1.75 multiplied by the remaining term of the employee’s non-competition provisions multiplied by the
employee’s base salary at the time of termination or resignation.

We are a party to various claims and lawsuits in the ordinary course of business for monetary relief
arising principally from personal injuries, collision or other casualty and to claims arising under vessel
charters. All of these personal injury, collision and casualty claims are fully covered by insurance, subject to
deductibles ranging from $25,000 to $100,000. We accrue on a current basis for estimated deductibles we
expect to pay.

EW Transportation LLC and its predecessors have been named, together with a large number of
other companies, as co-defendants in 39 civil actions by various parties, including former employees,
alleging unspecified damages from past exposure to asbestos and second-hand smoke aboard some of the
vessels that it contributed to us in connection with our initial public offering. EW Transportation LLC and
its predecessors have been dismissed from 38 of these lawsuits for an aggregate sum of approximately
$47,000 and are seeking to settle the other case. We may be subject to litigation in the future involving
these plaintiffs and others alleging exposure to asbestos due to alleged failure to properly encapsulate
friable asbestos or remove friable asbestos on our vessels, as well as for exposure to second-hand smoke
and other matters.

EW Transportation Corp., a predecessor to our partnership, and many other marine transportation
companies operating in New York, have come under audit with respect to the New York State Petroleum
Business Tax (“PBT”), which is a tax on vessel fuel consumed while operating in New York State territorial
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waters. The boundaries of these waters have never been defined. An industry group in which we and EW
Transportation Corp. participate has proposed to the New York taxing authority that it adopt a calculation
methodology for the PBT that it has applied, for purposes of a different tax, for many years. The taxing
authority has not yet responded to this proposal. We have begun filing monthly tax returns, and have
accrued our estimated liability using the industry’s proposed calculation methodology. In accordance with
the agreements entered into in connection with our initial public offering, any liability resulting from the
PBT prior to January 14, 2004 (the effective date of the initial public offering) is a retained liability of our
predecessor.

Inflation

During the last three years, inflation has had a relatively minor effect on our financial results. Our
contracts generally contain escalation clauses whereby certain cost increases, including labor and fuel, can
be passed through to our customers.

Related Party Transactions

We lease our office and pier facilities from, and charter certain vessels to, affiliates of an employee.
Additionally, we utilize one of these affiliates for tank cleaning services. Please read note 7 to our audited
consolidated financial statements included elsewhere in this report.

KSP Investors A L.P., KSP Investors B L.P., and KSP Investors C L.P. and their controlled affiliates
have agreed to indemnify. us for claims associated with certain retained liabilities. For more information
regarding the indemnification obligations and other related party transactions, please read “Certain
Relationships and Related Transactions” in Item 13 of this report.

Seasonality

We operate our tank vessels in markets that have historically exhibited seasonal variations in demand
and, as a result, in charter rates. Movements of clean oil products, such as motor fuels, generally increase
during the summer driving season. Movements of black oil products and distillates, such as heating oil,
generally increase during the winter months, while movements of asphalt products generally increase in the
spring through fall months. Unseasonably cold winters result in significantly higher demand for heating oil
in the northeastern United States, which is a significant market for our tank barge services. The summer
driving season can increase demand for automobile fuel and, accordingly, the demand for our services. A
decline in demand for, and level of consumption of, refined petroleum products, particularly in the East
Coast and Gulf Coast regions, could cause demand for tank vessel capacity and charter rates to decline,
which would decrease our revenues and profitability.

CRITICAL ACCOUNTING POLICIES

The accounting treatment of a particular transaction is governed by generally accepted accounting
principles, or GAAP, and, in certain circumstances, requires us to make estimates, judgments and
assumptions that we believe are reasonable based upon information available. We base our estimates,
judgments and assumptions on historical experience and known facts that we believe to be reasonable
under the circumstances. Actual results may differ from these estimates under different assumptions and
conditions. We believe that, of our significant accounting policies discussed in note 3 to our audited
consolidated financial statements, the following may involve a higher degree of judgment.

Revenue Recognition

We earn revenue under contracts of affreightment, voyage charters, time charters and bareboat
charters. For contracts of affreightment and voyage charters, revenue is recognized based upon the relative
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transit time in each period, with expenses recognized as incurred. Although contracts of affreightment and
certain contracts for voyage charters may be effective for a period in excess of one year, revenue is
recognized over the transit time of individual voyages, which are generally less than ten days in duration.
For time charters and bareboat charters, revenue is recognized ratably over the contract period, with
expenses recognized as incurred. Estimated losses on contracts of affreightment and charters are accrued
when such losses become evident.

Depreciation

Vessels and equipment are recorded at cost, including capitalized interest where appropriate, and
depreciated using the straight-line method over the estimated useful lives of the individual assets as
follows: tank vessels—ten to twenty-five years; tugboats—twenty years; and pier and office equipment—
five years. For single-hull tank vessels, these useful lives are limited to the remaining period of operation
prior to mandatory retirement as required by OPA 90. Also included in vessels are drydocking
expenditures that are capitalized and amortized over three years. Major renewals and betterments of assets
are capitalized and depreciated over the remaining useful lives of the assets. Maintenance and repairs that
do not improve or extend the useful lives of the assets are expensed. To date, our experience confirms that
these policies are reasonable, although there may be events or changes in circumstances in the future that
indicate the recovery of the carrying amount of a vessel might not be possible. Examples of events or
changes in circumstances that could indicate that the recoverability of a vessel’s carrying amount should be
assessed might include a change in regulations such as OPA 90, or continued operating losses, or
projections thereof, associated with a vessel or vessels, If events or changes in circumstances as set forth
above indicate that a vessel’s carrying amount may not be recoverable, we would then be required to
estimate the undiscounted future cash flows expected to result from the use of the vessel and its eventual
disposition. If the sum of the undiscounted expected future cash flows is less than the carrying amount of
the vessel, we would recognize an impairment loss to the extent the carrying value exceeds its fair value by
appraisal. Our assumptions and estimates would include, but not be limited to, the estimated fair market
value of the assets and their estimated future cash flows, which are based on additional assumptions such
as asset utilization, length of service of the asset and estimated salvage values. Although we believe our
assumptions and estimates are reasonable, deviations from the assumptions and estimates could produce a
materially different result.

Amortization of Drydocking Expenditures

Drydocking expenditures are capitalized and amortized over three years. Drydocking of vessels is
required by both the U.S. Coast Guard and by the applicable classification society, which in our case is the
American Bureau of Shipping. Such drydocking activities include, but are not limited to, the inspection,
refurbishment and replacement of steel, engine components, tailshafts, mooring equipment and other
parts of the vessel. Amortization of drydocking expenditures is included in depreciation and amortization
expense.

Accounts Receivable

We extend credit to our customers in the normal course of business. We regularly review our
accounts, estimate the amount of uncollectible receivables each period, and establish an allowance for
uncollectible amounts. The amount of the allowance is based on the age of unpaid amounts, information
about the current financial strength of customers, and other relevant information. Estimates of
uncollectible amounts are revised each period, and changes are recorded in the period they become
known. Historically, credit risk with respect to our trade receivables has generally been considered minimal
because of the financial strength of our customers.
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Deferred Income Taxes

We provide deferred taxes for the tax effects of differences between the financial reporting and tax
bases of assets and liabilities at enacted tax rates in effect in the jurisdictions where we operate for the
years in which the differences are expected to reverse. A valuation allowance is provided, if necessary, for
deferred tax assets that are not expected to be realized.

New Accounting Pronouncements

On December 16, 2004, the Financial Accounting Standards Board (“FASB”) issued FASB Statement
No. 123(R), “Share-Based Payment” (“FAS 123(R)”). FAS 123(R) revises FASB Statement No. 123,
“Accounting for Stock-Based Compensation” (“FAS 123”) and requires companies to expense the fair
value of employee stock options and other forms of stock-based compensation. In addition to revising
FAS 123, FAS 123(R) supersedes Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for
Stock Issued to Employees”, and amends FASB Statement No. 95, “Statement of Cash Flows.” We are
required to adopt FASB 123(R} as of July 1, 2005. The adoption will require us to recognize the fair value
of unit options granted under our long-term incentive plan. To date, no unit options have been granted.

On April 4, 2005, the FASB issued Interpretation No. 47, “Accounting for Conditional Asset
Retirement Obligations, an interpretation of FASB Statement No. 143” (“FIN 47”). This interpretation
clarifies that an entity is required to recognize a liability for the fair value of a conditional asset retirement
obligation when incurred if the liability’s fair value can be reasonably estimated. It also clarifies when an
entity would have sufficient information to reasonably estimate the fair value of an asset retirement
obligation. We are required to adopt FIN 47 as of June 30, 2006, and we do not expect that such adoption
will have a significant impact on our financial position, results of operations or cash flows.

On June 2, 2005, the FASB issued FASB Statement No. 154, “Accounting Changes and Error
Corrections-a replacement of APB No. 20 and FAS No. 3” (“FAS 154”). FAS 154 replaces APB Opinion
No. 20, “Accounting Changes” (“APB 20”) and FASB Statement No. 3, “Reporting Accounting Changes
in Interim Financial Statements” (“FAS 3”) and changes the requirements for the accounting for and
reporting of a change in accounting principle. This Statement applies to all voluntary changes in
accounting principle. It also applies to changes required by an accounting pronouncement in the unusual
instance that the pronouncement does not include specific transition provisions. When a pronouncement
includes specific transition provisions, those provisions should be followed. We are required to adopt
FAS 154 as of July 1, 2006, and we do not expect that such adoption will have a significant impact on our
financial position, results of operations or cash flows.

RISK FACTORS

Limited partner interests are inherently different from the capital stock of a corporation, although many of
the business risks to which we are subject are similar to those that would be faced by a corporation engaged in a
similar business. Unitholders should carefully consider the following risk factors together with all of the other
information included elsewhere in this report.

We may not have sufficient cash from operations to enable us to pay the minimum quarterly distribution following
establishment of cash reserves and payment of fees and expenses, including payments to our general partner.

We may not have sufficient available cash each quarter to pay the minimum quarterly distribution.
The amount of cash we can distribute on our common units principally depends upon the amount of cash
we generate from our operations, which will fluctuate from quarter to quarter based on, among other
things:

o the level of consumption of refined petroleum products in the markets in which we operate;

45




e the prices we obtain for our services;
» the level of our operating costs, including payments to our general partner; and
¢ prevailing economic conditions.

Additionally, the actual amount of cash we have available for distribution depends on other factors
such as:

o the level of capital expenditures we make, including for acquisitions, retrofitting of vessels and
compliance with new regulations;

e the restrictions contained in our debt instruments and our debt service requirements;
« fluctuations in our working capital needs;
s our ability'to make working capital borrowings; and

» the amount, if any, of reserves, including reserves for future capital expenditures and other matters,
established by our general partner in its discretion.

The amount of cash we have available for distribution depends primarily on our cash flow, including
cash flow from operations and working capital borrowings, and not solely on profitability, which will be
affected by non-cash items. As a result, we may make cash distributions during periods when we record
losses and may not make cash distributions during periods when we record net income.

Our business would be adversely affected if we failed to comply with the Jones Act provisions on coastwise trade,
or if those provisions were modified, repealed or waived.

We are subject to the Jones Act and other federal laws that restrict maritime transportation between
points in the United States to vessels built and registered in the United States and owned and manned by
U.S. citizens. We are responsible for monitoring the ownership of our common units and other partnership
interests. If we do not comply with these restrictions, we would be prohibited from operating our vessels in
U.S. coastwise trade, and under certain circumstances we would be deemed to have undertaken an
unapproved foreign transfer, resulting in severe penalties, including permanent loss of U.S. coastwise
trading rights for our vessels, fines or forfeiture of the vessels. For information about the Jones Act and
other maritime laws, please read “Regulation—Coastwise Laws” in Items 1 and 2 of this report.

During the past several years, interest groups have lobbied Congress to repeal the Jones Act to
facilitate foreign flag competition for trades and cargoes currently reserved for U.S.-flag vessels under the
Jones Act and cargo preference laws. We believe that continued efforts will be made to modify or repeal
the Jones Act and cargo preference laws currently benefiting U.S.-flag vessels. If these efforts are
successful, it could result in increased competition, which could reduce our revenues and cash available for
distribution.

The Secretary of the Department of Homeland Security is vested with the authority and discretion to
waive the coastwise laws to such extent and upon such terms as he may prescribe whenever he deems that
such action is necessary in the interest of national defense. In response to the effects of Hurricane Katrina,
on September 1, 2005 the Secretary of the Department of Homeland Security waived the coastwise laws
generally for the transportation of petroleum products until September 19, 2005 and further waived the
coastwise laws generally for the transportation of petroleum released from the Strategic Petroleum
Reserve undertaken in response to circumstances arising from Hurricane Katrina. Any waiver of the
coastwise laws, whether in response to natural disasters or otherwise, could result in increased competition,
which could reduce our revenues and cash available for distribution.
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We must make substantial expenditures to maintain the operating capacity of our fleet, which will reduce our cash
available for distribution.

We must make substantial capital expenditures, including drydocking expenses and the replacement
or retrofitting of our single-hull vessels under OPA 90, to maintain the operating capacity of our fleet. We
currently expect to spend an average of $12.0 million per year in drydocking and other general capital
expenditures to maintain the operating capacity of our fleet, excluding any additional drydocking and other
general capital expenditures that would be required if our acquisition of Sea Coast Towing, Inc. is
consummated.

Prior to January 1, 2015, we intend to retire or retrofit 22 single-hull vessels, which represents
approximately 28% of our barrel-carrying capacity as of June 30, 2005. We estimate that the current cost to
replace this capacity with newbuildings and by retrofitting certain of our existing vessels ranges from
$58.0 million to $66.0 million. This capacity can also be replaced by acquiring existing double-huil tank
vessels as opportunities arise. At the time we make these expenditures, the actual cost could be higher due
to inflation and other factors.

Please read “In calculating our available cash from operating surplus each quarter, we are required to
deduct estimated maintenance capital expenditures, which may result in less cash available for distribution
to unitholders than if actual maintenance capital expenditures were deducted” for information about our
requirement to deduct estimated maintenance capital expenditures in calculating our available cash from
operating surplus.

In calculating our available cash from operating surplus each quarter, we are required to deduct estimated
maintenance capital expenditures, which may result in less cash available for distribution to unitholders than if
actual maintenance capital expenditures were deducted.

Our partnership agreement requires us to deduct estimated maintenance capital expenditures from
operating surplus each quarter, as opposed to actual maintenance capital expenditures, in order to reduce
disparities in operating surplus caused by the fluctuating level of maintenance capital expenditures, such as
drydocking. Because of the substantial capital expenditures we intend to make by January 1, 2015 to
replace the operating capacity of our single-hull vessels, our annual estimated maintenance capital
expenditures for purposes of calculating operating surplus also includes $1.5 million to reduce the
fluctuation in operating surplus that would otherwise be caused by the required expenditures.

The amount of estimated maintenance capital expenditures we deduct from operating surplus is
subject to review and change by the board of directors of K-Sea General Partner GP LLC, with the
concurrence of the conflicts committee of such board. In years when estimated maintenance capital
expenditures are higher than actual maintenance capital expenditures, as we expect will be the case in
some years until we actually make expenditures for the OPA 90 replacements and retrofitting, the amount
of cash available for distribution to unitholders will be lower than if actual maintenance capital
expenditures were deducted from operating surplus.

Please read “We must make substantial expenditures to maintain the operating capacity of our fleet,
which will reduce our cash available for distribution” for information regarding substantial expenditures
that we must make to maintain the operating capacity of our fleet.

Capital expenditures and other costs necessary to operate and maintain a vessel vary depending on the age of the
vessel and changes in governmental regulations, safety or other equipment standards.

Capital expenditures and other costs necessary to operate and maintain a vessel increase with the age
of the vessel. In addition, changes in governmental regulations, safety or other equipment standards, as
well as compliance with standards imposed by maritime self-regulatory organizations and customer
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requirements or competition, may require us to make additional expenditures. For example, we may be
required to make significant expenditures for alterations or the addition of new equipment to satisfy
requirements of the U.S. Coast Guard and the American Bureau of Shipping. In addition, we may be
required to take our vessels out of service for extended periods of time, with corresponding losses of
revenues, in order to make such alterations or to add such equipment. In the future, market conditions
may not justify these expenditures or enable us to operate our older vessels profitably during the
remainder of their economic lives.

In order to fund these capital expenditures, we will either incur borrowings or raise capital through
the sale of debt or equity securities. Our ability to access the capital markets for future offerings may be
limited by our financial condition at the time as well as by adverse market conditions resulting from,
among other things, general economic conditions and contingencies and uncertainties that are beyond our
control. Our failure to obtain the funds for necessary future capital expenditures would limit our ability to
continue to operate some of our vessels and could have a material adverse effect on our business and on
our ability to make distributions to unitholders.

A decline in demand for, and level of consumption of, refined petroleum products, particularly in the East Coast
and Gulf Coast regions, could cause demand for tank vessel capacity and charter rates to decline, which would
decrease our revenues and profitability.

The demand for tank vessel capacity is influenced by the demand for refined petroleum products and
other factors including:

¢ global and regional economic and political conditions;
¢ developments in international trade;

¢ changes in seaborne and other transportation patterns, including changes in the distances that
cargoes are transported;

¢ cnvironmental concerns; and

¢ competition from alternative sources of energy, such as natural gas, and alternate transportation
methods.

Any of these factors could adversely affect the demand for tank vessel capacity and charter rates. Any
decrease in demand for tank vessel capacity or decrease in charter rates could adversely affect our
business, financial condition and results of operations.

In addition, we operate our tank vessels in the East Coast and Gulf Coast regions, markets that have
historically exhibited seasonal variations in demand and, as a result, in charter rates. Movements of certain
clean oil products, such as motor fuels, generally increase during the summer driving season. Movements
of black oil products and certain clean oil products, such as heating oil, generally increase during the winter
months, while movements of asphalt products generally increase in the spring through fall months.
Unseasonably mild winters can result in significantly lower demand for heating oil in the northeastern
United States, which is a significant market for our tank barge services. In addition, unpredictable weather
patterns and variations in oil reserves disrupt vessel scheduling. Seasonality could materially affect our
business, financial condition and results of operations in the future.

Marine transportation is an inherently risky business.
Our vessels and their cargoes are at risk of being damaged or lost because of events such as:
¢ marine disasters;

¢ bad weather;
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mechanical failures;

grounding, fire, explosions and collisions;
¢ human error; and
¢ war and terrorism.

All of these hazards can result in death or injury to persons, loss of property, environmental damages,
delays or rerouting. If one of our vessels were involved in an accident, with the potential risk of
environmental contamination, the resulting media coverage could have a material adverse effect on our
business, financial condition and results of operations. Please read “Legal Proceedings” in Item 3 of this
report.

Our insurance may not be adequate to cover our losses.

We may not be adequately insured to cover losses from our operational risks, which could have a
material adverse effect on our operations. For example, a catastrophic oil spill or other disaster could
exceed our insurance coverage. In addition, our affiliate, EW Transportation LLC, and its predecessors
may not have insurance coverage prior to March 1986. If we were subject to claims related to that period,
including claims from current or former employees, EW Transportation LLC may not have insurance to
pay the liabilities, if any, that could be imposed on us. If we had to pay claims solely out of our own funds,
it could have a material adverse effect on our financial condition. Furthermore, any claims covered by
insurance would be subject to deductibles, and since it is possible that a large number of claims could be
brought, the aggregate amount of these deductibles could be material.

We may not be able to procure adequate insurance coverage at commercially reasonable rates in the
future, and some claims may not be paid. In the past, stricter environmental regulations have led to higher
costs for insurance covering environmental damage or pollution, and new regulations could lead to similar
increases or even make this type of insurance unavailable. In addition, our insurance may be voidable by
the insurers as a result of certain actions of ours.

We rely on a limited number of customers for a significant portion of our revenues. The loss of any of these
customers could adversely affect our business and operating results.

Our customers consist primarily of major oil companies, oil traders and refineries. The portion of our
revenues attributable to any single customer changes over time, depending on the level of relevant activity
by the customer, our ability to meet the customer’s needs and other factors, many of which are beyond our
control. Two customers accounted for 26% and 16%, respectively, of our consolidated revenues for fiscal
2005. If we were to lose either of these customers or if either of these customers significantly reduced its
use of our services, our business and operating results could be adversely affected.

We may not be able to grow or effectively manage our growth.

A principal focus of our strategy is to continue to grow by expanding our business in the East Coast
and Gulf Coast regions and to expand into other geographic markets. For example, we recently entered
into an agreement to acquire Sea Coast Towing, Inc., which is engaged in the maritime transportation of
refined petroleum products and related businesses along the West Coast of the United States and Alaska.
Our future growth will depend vpon a number of factors, some of which we can control and some of which
we cannot. These factors include our ability to:

o identify businesses engaged in managing, operating or owning vessels for acquisitions or joint
ventures;

« identify vessels for acquisition,;
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* consummate acquisitions or joint ventures, including our pending acquisition of Sea Coast Towing,
Inc;

e integrate any acquired businesses or vessels successfully with our existing operations;

¢ hire, train and retain qualified personnel to manage and operate our growing business and fleet;
« identify new geographic markets;

¢ improve our operating and financial systems and controls; and

e obtain required financing for our existing and new operations.

A deficiency in any of these factors would adversely affect our ability to achieve anticipated levels of
cash flows or realize other anticipated benefits. In addition, competition from other buyers could reduce
our acquisition opportunities or cause us to pay a higher price than we might otherwise pay.

We may not be able to successfully integrate the operations of Sea Coast Towing with our current operations.

In August 2005, we entered into a definitive agreement to acquire Sea Coast Towing, Inc., which
operates 15 tank barges (representing approximately 705,000 barrels of capacity) and 15 tugboats along the
West Coast of the United States and Alaska. If we complete our acquisition of Sea Coast, the integration
of Sea Coast’s operations with our current operations will be a complex, time consuming and costly
process. Failure to timely and successfully integrate Sea Coast may have a material adverse effect on our
business, financial condition and results of operations. The difficulties of integrating Sea Coast will present
challenges to our management including:

» operating a significantly larger combined company with operations in geographic areas in which we
have not previously operated;

¢ managing relationships with new customers for whom we have not previously provided services;
» integrating personnel with diverse backgrounds and organizational cultures;
e experiencing operational interruptions or the loss of key employees, customers or suppliers;

¢ establishing the internal controls and procedures for the combined entity that we are required to
maintain under the Sarbanes-Oxley Act of 2002; and

¢ consolidating other corporate and administrative functions.

We will also be exposed to risks that are commonly associated with transactions similar to this
acquisition, such as unanticipated liabilities and costs, some of which may be material, and diversion of
management’s attention. As a result, the anticipated benefits of the acquisition may not be fully realized, if
at all.

Because we obtain some of our insurance through protection and indemnity associations, we also may be subject
to calls, or premiums, in amounts based not only on our own claim records, but also the claim records of all other
members of the protection and indemnity associations.

We may be subject to calls, or premiums, in amounts based not only on our own claim records but also
the claim records of all other members of the protection and indemnity associations through which we
receive insurance coverage for tort liability, including pollution-related liability. Our payment of these calls
could result in significant expenses to us, which could reduce our profits or cause losses. Moreover, the
protection and indemnity clubs and other insurance providers reserve the right to make changes in
insurance coverage with little or no advance natice.




We may not be able to renew time charters, consecutive voyage charters, contracts of affreightment and bareboat
charters when they expire.

We received approximately 74% of our revenue from time charters, consecutive voyage charters,
contracts of affreightment and bareboat charters during fiscal 2005. These arrangements, which are
generally for periods of one year or more, may not be renewed, or if renewed, may not be renewed at
similar rates. If we are unable to obtain new charters at rates equivalent to those received under the old
charters, our profitability may be adversely affected.

Voyage charters may not be available at rates that will allow us to operate our vessels profitably.

During fiscal 2005, we derived approximately 26% of our revenue from single voyage charters. Voyage
charter rates fluctuate significantly based on tank vessel availability, the demand for refined petroleum
products and other factors. Increased dependence on the voyage charter market by us could resultin a
lower utilization of our vessels and decreased profitability. Future voyage charters may not be available at
rates that will allow us to operate our vessels profitably.

Qur purchase of existing vessels carries risks associated with the quality of those vessels.

Our fleet renewal and expansion strategy includes the acquisition of existing vessels as well as the
ordering of newbuildings. Unlike newbuildings, existing vessels typically do not carry warranties with
respect to their condition. While we generally inspect any existing vessel prior to purchase, such an
inspection would normally not provide us with as much knowledge of its condition as we would possess if
the vessel had been built for us and operated by us during its life. Repairs and maintenance costs for
existing vessels are difficult to predict and may be more substantial than for vessels we have operated since
they were built. These costs could decrease our profits and reduce our liquidity.

We are subject to complex laws and regulations, including environmental regulations, that can adversely affect the
cost, manner or feasibility of doing business.

Increasingly stringent federal, state and local laws and regulations governing worker health and safety
and the manning, construction and operation of vessels significantly affect our operations. Many aspects of
the marine industry are subject to extensive governmental regulation by the U.S. Coast Guard, the
National Transportation Safety Board, the U.S. Customs Service and MARAD, and to regulation by
private industry organizations such as the American Bureau of Shipping. The U.S. Coast Guard and the
National Transportation Safety Board set safety standards and are authorized to investigate vessel
accidents and recommend improved safety standards. The U.S. Coast Guard is authorized to inspect
vessels at will.

Our operations are also subject to federal, state, local and international laws and regulations that
control the discharge of pollutants into the environment or otherwise relate to environmental protection.
Compliance with such laws, regulations and standards may require installation of costly equipment or
operational changes. Failure to comply with applicable laws and regulations may result in administrative
and civil penalties, criminal sanctions or the suspension or termination of our operations. Some
environmental laws often impose strict liability for remediation of spills and releases of oil and hazardous
substances, which could subject us to liability without regard to whether we were negligent or at fault.
Under OPA 90, owners, operators and bareboat charterers are jointly and severally strictly liable for the
discharge of oil within the 200-mile exclusive economic zone around the United States. Additionally, an oil
spill could result in significant liability, including fines, penalties, criminal liability and costs for natural
resource damages. The potential for these releases could increase as we increase our fleet capacity. Most
states bordering on a navigable waterway have enacted legislation providing for potentially unlimited
liability for the discharge of pollutants within their waters.
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Terrorist attacks have resulted in increased costs and have disrupted our business. Continued hostilities in the
Middle East or other sustained military campaigns may adversely impact our results of operations.

After the terrorist attacks of September 11, 2001, New York Harbor was shut down temporarily,
resulting in the suspension of our local operations in the New York City area for four days and the loss of
revenue related to these operations. The long-term impact that terrorist attacks and the threat of terrorist
attacks may have on the petroleum industry in general, and on us in particular, is not known at this time.
Uncertainty surrounding continued hostilities in the Middle East or other sustained military campaigns
may affect our operations in unpredictable ways, including disruptions of petroleum supplies and markets,
and the possibility that infrastructure facilities could be direct targets of, or indirect casualties of, an act of
terror. '

Changes in the insurance markets attributable to terrorist attacks may make certain types of insurance
more difficult for us to obtain. Moreover, the insurance that may be available to us may be significantly
more expensive than our existing insurance coverage. Instability in the financial markets as a result of
terrorism or war could also affect our ability to raise capital.

We depend upon unionized labor for the provision of our services. Any work stoppages or labor disturbances could
disrupt our business.

All of our seagoing personnel other than tug and tanker captains, or approximately 75% of our
workforce, are employed under a contract with a division of the International Longshoreman’s Association
that expires on June 30, 2008. Any work stoppages or other labor disturbances could have a material
adverse effect on our business, financial condition and results of operations.

Increased competition in the domestic tank vessel industry could result in reduced profitability and loss of market
share for us.

Contracts for our vessels are generally awarded on a competitive basis, and competition in the
markets we serve is intense. The most important factors determining whether a contract will be awarded
include:

¢ availability and capability of the vessels;
e ability to meet the customer’s schedule;
e price;

o safety record;

e reputation; and

e experience.

Some of our competitors may have greater financial resources and larger operating staffs than we do.
As a result, they may be able to make vessels available more quickly and efficiently, transition to
double-hull barges from single-hull barges more rapidly, and withstand the effects of declines in charter
rates for a longer period of time. They may also be better able to weather a downturn in the oil and gas
industry. As a result, we could lose customers and market share to these competitors.

We also face competition from refined petroleum product pipelines. Long-haul transportation of
refined petroleum products is generally less costly by pipeline than by tank vessel. The construction of new
pipeline segments to carry petroleum products into our markets, including pipeline segments that connect
with existing pipeline systems, and the conversion of existing non-refined petroleum product pipelines,
could adversely affect our ability to compete in particular locations.
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Our employees are covered by federal laws that may subject us to job-related claims in addition to those provided
by state laws.

Some of our employees are covered by provisions of the Jones Act and general maritime law. These
laws typically operate to make liability limits established by state workers’ compensation laws inapplicable
to these employees and to permit these employees and their representatives to pursue actions against
employers for job-related injuries in federal courts. Because we are not generally protected by the limits
imposed by state workers’ compensation statutes, we may have greater exposure for claims made by these
employees.

We depend on key personnel for the success of our business.

We depend on the services of our senior management team and other key personnel. In particular,
our success depends on the continued efforts of Mr. Timothy J. Casey, the President and Chief Executive
Officer of K-Sea General Partner GP LLC, and other key employees. The loss of the services of any key
employee could have a material adverse effect on our business, financial condition and results of
operations. We may not be able to locate or employ on acceptable terms qualified replacements for senior
management or key employees if their services were no longer available.

Due to our lack of asset diversification, adverse developments in our marine transportation business would reduce
our ability to make distributions to our unitholders.

We rely exclusively on the revenues generated from our marine transportation business. Due to our
lack of asset diversification, an adverse development in this business would have a significantly greater
impact on our business, financial condition and results of operations than if we maintained more diverse
assets.

Changes in international trade agreements could affect our ability to provide marine transportation services at
competitive rates.

Currently, vessel trade or marine transportation between two points within the same country,
generally known as cabotage or coastwise trade, is not included in the General Agreement on Trade in
Services or the North American Free Trade Agreement. In addition, the Jones Act restricts maritime
cargo transportation between U.S, ports to U.S.-flag vessels qualified to engage in U.S. coastwise trade. If
maritime services were deemed to include cabotage and included in the General Agreement on Trade in
Services, the North American Free Trade Agreement or other multi-national trade agreements,
transportation of maritime cargo between U.S. ports could be opened to foreign-flag vessels. Foreign
vessels would have lower construction costs and would generally operate at significantly lower costs than
we do in U.S. markets, which would likely have a material adverse effect on our ability to compete.

K-Sea General Partner L.P. and its affiliates have conflicts of interest and limited fiduciary duties, which may
permit them to favor their own interests to the detriment of our unitholders.

Our affiliates indirectly own the general partner interest and a 46.2% limited partner interest in us
and own and control the general partner of our general partner. Conflicts of interest may arise between
our general partner and our affiliates, on the one hand, and us and our unitholders, on the other hand. As
a result of these conflicts, our general partner may favor its own interests and the interests of our affiliates
over the interests of our unitholders. These conflicts include, among others, the following situations:

» our general partner is allowed to take into account the interests of parties other than us, such as the
interests of its affiliates, in resolving conflicts of interest, which has the effect of limiting its fiduciary
duty to our unitholders;

53



e our general partner may limit its liability and reduce its fiduciary duties, while also restricting the
remedies available to our unitholders for actions that, without the limitations, might constitute
breaches of fiduciary duty. As a result of purchasing common units, our unitholders consent to some
actions and conflicts of interest that might otherwise constitute a breach of fiduciary or other duties
under applicable state law;

e our general partner determines the amount and timing of asset purchases and sales, capital
expenditures, borrowings, issuance of additional partnership securities and reserves, each of which
can affect the amount of cash that is distributed to our unitholders;

¢ in some instances, our general partner may cause us to borrow funds in order to permit the payment
of cash distributions, even if the purpose or effect of the borrowing is to make a distribution on the
subordinated units or to make incentive distributions or to hasten the expiration of the
subordination period;

¢ our general partner determines which costs incurred by it and its affiliates, including K-Sea General
Partner GP LLC, are reimbursable by us;

¢ our partnership agreement does not restrict our general partner from causing us to pay it or its
affiliates for any services rendered on terms that are fair and reasonable to us or entering into
additional contractual arrangements with any of these entities on our behalf;

¢ our general partner controls the enforcement of obligations owed to us by it and its affiliates; and

¢ our general partner decides whether to retain separate counsel, accountants or others to perform
services for us.

Our partnership agreement currently limits the ownership of our partnership interests by individuals or entities
that are not U.S. citizens. This restriction could limit the liquidity of our common units.

In order to ensure compliance with Jones Act citizenship requirements, the board of directors of the
general partner of our general partner has adopted a requirement that at least 85% of our partnership
interests must be held by U.S. citizens. This requirement may have an adverse impact on the liquidity or
market value of our common units, because unitholders will be unable to sell units to non-U.S. citizens.
Any purported transfer of common units in violation of these provisions will be ineffective to transfer the
common units or any voting, dividend or other rights in respect of the common units.

The IRS could treat us as a corporation for tax purposes, which would substantially reduce cash available for
distribution to unitholders.

The federal income tax benefit of an investment in us depends largely on our being treated as a
partnership for federal income tax purposes. The IRS has not provided any ruling on this matter. If we
were treated as a corporation for federal income tax purposes, we would pay tax on our income at
corporate rates, currently 35%, distributions would generally be taxed again to unitholders as corporate
distributions and no income, gains, losses, or deductions would flow through to unitholders. Because a tax
would be imposed upon us as an entity, cash available for distribution to unitholders would be substantially
reduced. Treatment of us as a corporation would result in a material reduction in the anticipated cash flow
and after-tax return to unitholders and thus would likely result in a substantial reduction in the value of the
common units.

Current law may change and cause us to be treated as a corporation for federal income tax purposes
or otherwise subject us to entity-level taxation. Our partnership agreement provides that, if a law is enacted
or existing law is modified or interpreted in a manner that subjects us to taxation as a corporation or
otherwise subjects us to entity-level taxation for federal, state, or local income tax purposes, the minimum
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quarterly distribution amount and the target distribution amounts will be decreased to reflect the impact of
that law on us. Finally, because of widespread state budget deficits, several states are evaluating ways to
subject partnerships to entity level taxation through the imposition of state income, franchise and other
forms of taxation. If any of these states were to impose a tax on us, the cash available for distribution to
unitholders would be reduced.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

Our Title XI bonds and one outstanding term loan bear interest at fixed interest rates ranging from
6.17% to 6.26%. Borrowings under our credit agreement and two outstanding term loans bear interest at a
floating rate based on LIBOR, which will subject us to increases or decreases in interest expense resulting
from movements in that rate. Based on an aggregate $65.1 million of floating rate debt outstanding as of
June 30, 2005, the impact of a 1% increase in interest rates would result in an increase in interest expense,
and a corresponding decrease in income before income taxes, of approximately $0.7 million annually.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

The financial statements set forth on pages F-1 to F-21 of this report are incorporated herein by
reference.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

None.

ITEM 9A. CONTROLS AND PROCEDURES.
Evaluation of Disclosure Controls and Procedures

In accordance with Exchange Act Rules 13a-15 and 15d-15, we carried out an evaiuation, under the
supervision and with the participation of management, including our Chief Executive Officer and Chief
Financial Officer, of the effectiveness of our disclosure controls and procedures as of the end of the period
covered by this report. Based on that evaluation, our Chief Executive Officer and Chief Financial Officer
concluded that our disclosure controls and procedures were effective as of June 30, 2005 to provide
reasonable assurance that information required to be disclosed in the reports that we file or submit under
the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the
Securities and Exchange Commission’s rules and forms.

Changes in Internal Control Over Financial Reporting

There has been no change in our internal control over financial reporting that occurred during the
three months ended June 30, 2005 that has materially affected, or is reasonably likely to materially affect,
our internal control over financial reporting.

Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over
financial reporting. Our internal control over financial reporting is a process designed under the
supervision of our Chief Executive Officer and Chief Financial Officer to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of our financial statements for external
purposes in accordance with generally accepted accounting principles.
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As of June 30, 2005, management assessed the effectiveness of our internal control over financial
reporting based on the framework in “Internal Control—Integrated Framework,” issued by the Committee
of Sponsoring Organizations of the Treadway Commission. Based on that assessment, management
concluded that our internal control over financial reporting was effective as of June 30, 2005, based on
those criteria.

Our management’s assessment of the effectiveness of our internal control over financial reporting as
of June 30, 2005 has been audited by PricewaterhouseCoopers LLP, an independent registered public
accounting firm, as stated in their report which is included under the heading “Report of Independent
Registered Public Accounting Firm” on page F-2 herein.

ITEM 9B. OTHER INFORMATION.

None.

PART II1
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

K-Sea General Partner GP LLC, as the general partner of K-Sea General Partner L.P., our general
partner, manages our operations and activities. Our general partner is not elected by our unitholders and is
not subject to re-election on a regular basis. Unitholders are not entitled to elect the directors of
K-Sea General Partner GP LLC or directly or indirectly participate in our management or operation.

Set forth below is information concerning the directors and executive officers of K-Sea General
Partner GP LLC as of September 12, 2005. Executive officers and directors are elected for one-year terms.

Name Age Position with K-Sea General Partner GP LLC
James J. Dowling ................. 59  Chairman of the Board

Timothy J. Casey.................. 45  President, Chief Executive Officer and Director
Anthony S. Abbate................ 65  Director

Barry J. Alperin. .............. L 65  Director

Brian P. Friedman ................ 49  Director

Frank Salerno .................... 46  Director

JohnJ. Nicola .................... 51  Chief Financial Officer

Thomas M. Sullivant ............... 46  Vice President, Operations

Richard P. Falcinelli............... 44  Vice President, Administration and Secretary

James J. Dowling has served as our Chairman of the Board since July 2003, has served as Chairman of
the Board of EW Transportation LLC (formerly K-Sea Transportation LLC) since January 2002 and has
served as a director of EW Transportation LLC since its formation in April 1999. Mr. Dowling has been a
Managing Director of Jefferies Capital Partners, a private investment firm, since January 2002, and is a
director of a private company in which Jefferies Capital Partners has an interest. Jefferies Capital Partners
is the manager of Furman Selz Investors II L.P. and its affiliated entities.

Timothy J. Casey has served as our President, Chief Executive Officer and Director since July 2003,
MTr. Casey has served as President, Chief Executive Officer and Director of EW Transportation LLC since
April 1999. Mr. Casey is also a board member for American Waterways Operators and The Seamen’s
Church Institute.

Anthony S. Abbate has served as a Director since February 2004, Mr. Abbate has been President and
Chief Executive Officer of Interchange Financial Services Corporation, a bank holding company, since
1984 and President and Chief Executive Officer of its principal subsidiary, Interchange Bank, since 1981.
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Mr. Abbate also serves as Chairman of the Executive Committee of both Interchange Financial Services
Corporation and Interchange Bank.

Barry J. Alperin has served as a Director since Fébruary 2004. Mr. Alperin is a business consultant who
retired from Hasbro Inc. in 1996 after 11 years in various senior executive positions, including Vice
Chairman and Director. Mr. Alperin is currently on the board of Henry Schein, Inc., a distributor of
healthcare products to office-based practitioners, and The Hain Celestial Group, Inc., a natural and
organic beverage, snack, specialty food and personal care products company.

Brian P. Friedman has served as a director since July 2003. Mr. Friedman has been a managing
member of Jefferies Capital Partners, a private investment firm, and affiliated entities since 1997.
Mr. Friedman also serves as Chairman of the Executive Committee of Jefferies & Company, Inc.
Mr. Friedman serves as a director of Jefferies Group, Inc., an investment banking firm, Iowa
Telecommunications Services, Inc., a provider of telecommunications services, Real Mex Restaurants, Inc,,
a restaurant chain operator, Telex Communications, Inc., a manufacturer of audio and wireless
communications equipment, Pacific Basin Limited, an international transportation company, and various
private companies in which Jefferies Capital Partners or its affiliates have an interest.

Frank Salerno has served as a Director since February 2004. From mid-1999 until his retirement in
February 2004, Mr, Salerno was Managing Director and Chief Operating Officer of Merrill Lynch
Investment Advisors—Americas Institutional Division, an investment advisory company.

John J. Nicola has served as our Chief Financial Officer since July 2003, and has served as Chief
Financial Officer of EW Transportation LLC since July 2000. Mr. Nicola was employed from
November 1993 to July 2000 by Maersk Sealand, a container shipping company, in various senior financial
management roles, including Chief Financial Officer of Maersk’s East Coast and Gulf terminal operating
subsidiary. Mr. Nicola is a Certified Public Accountant and a member of the American Institute of
Certified Public Accountants.

Thomas M. Sullivan has served as our Vice President of Operations since July 2003. Mr. Sullivan
served as Vice President of Operations for EW Transportation LLC since April 1999. Mr. Sullivan also
served as Vessel Supervisor for EW Transportation LLC’s predecessor from March 1995 until April 1999.

Richard P. Falcinelli has served as our Vice President of Administration and Secretary since July 2003.
Mr. Falcinelli has served as Vice President of Administration and Secretary of EW Transportation LLC
since April 1999.

Meetings and Committees of the Board of Directors
Meetings

K-Sea General Partner GP LLC’s board of directors held four meetings during fiscal 2005. During
fiscal 2005, each director attended at least 75% of the aggregate of (1) the total number of meetings of the
board of directors of K-Sea General Partner GP LLC and (2) the total number of meetings held by all
committees of such board on which he served.

Audit Committee

K-Sea General Partner GP LLC has a standing audit committee consisting of Messrs. Abbate, Alperin
(Chairman) and Salerno. The board of directors of K-Sea General Partner GP LLC has determined that
all members of the audit committee are independent within the meaning of the listing standards of the
New York Stock Exchange and the applicable rules of the Securities and Exchange Commission. In
addition, the board of directors of K-Sea General Partner GP LLC has determined that Mr. Abbate is an
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audit committee financial expert within the meaning of the rules of the Securities and Exchange
Commission.

The primary responsibilities of the audit committée are to assist the board of directors of
K-Sea General Partner GP LLC in overseeing (1) the integrity of our financial statements, (2) our
independent registered public accounting firm’s qualifications, independence, and performance, (3) the
effectiveness of our internal controls and procedures and our internal audit function, and (4) our
compliance with legal and regulatory requirements. The audit committee has the sole authority tc appoint,
retain and terminate our independent registered public accounting firm, which reports directly to the audit
committee.

The audit committee has established procedures for the receipt, retention and treatment of
complaints we receive regarding accounting, internal accounting controls or auditing matters and the
confidential, anonymous submission by our employees of concerns regarding questionable accounting or
auditing matters.

Compensation Committee

K-Sea General Partner GP LLC has a standing compensation committee consisting of Messrs Alperin,
Dowling and Friedman. The compensation committee, among other tasks, determines and approves the
chief executive officer’s compensation, makes recommendations to the board with respect to other
executive officer compensation, and reviews from time to time the compensation and benefits of
non-employee directors.

Conflicts Committee

K-Sea General Partner GP LLC has a standing conflicts committee consisting of Messrs. Abbate,
Alperin and Salerno. The conflicts committee reviews specific matters that the board of directors of K-Sea
General Partner GP LLC believes may involve conflicts of interest and takes such other action as may be
required under the terms of our partnership agreement.

Director Independence

The board of directors of K-Sea General Partner GP LLC has determined that Messrs. Abbate,
Alperin and Salerno are independent within the meaning of the listing standards for general independence
of the New York Stock Exchange. Under the listing standards, the audit committee is required to be
composed solely of directors who are independent. The standards for audit committee membership include
additional requirements under rules of the SEC.

The listing standards relating to general independence consist of both a requirement for a board
determination that the director has no material relationship with the listed company and a listing of several
specific relationships that preclude independence. To assist it in making determinations of independence,
the board has adopted categorical standards as permitted under the listing standards. Although the board
considers all relevant facts and circumstances in assessing whether a director is independent, relationships
falling within the categorical standards are not required to be disclosed or separately discussed in this
report in connection with the board’s independence determinations. A relationship falls within the
categorical standards adopted by the board if it:

* is a type of relationship addressed in
o the rules of the SEC requiring proxy statement disclosure of relationships and transactions, or

e the provisions of the New York Stock Exchange Listed Company Manual listing relationships
that preclude a determination of independence,
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but under those rules neither requires disclosure nor precludes a determination of independence, or

» consists of charitable contributions by us to an organization where a director is an executive officer
and does not exceed the greater of $1 million or 2% of the organization’s gross revenue in any of
the last three years.

None of the independent directors had relationships relevant to an independence determination that
were outside the scope of the board’s categorical standards.

Because we are a limited partnership, the listing standards of the New York Stock Exchange do not
require K-Sea General Partner GP LLC to have a majority of independent directors or a
nominating/corporate governance or compensation committee.

Code of Business Conduct and Ethics

The board of directors of K-Sea General Partner GP LLC has adopted a code of business conduct and
ethics for all employees, including our principal executive officer and principal financial and accounting
officer. If any amendments are made to the code or if K-Sea General Partner GP LLC grants any waiver,
including any implicit waiver, from a provision of the code that the SEC or the New York Stock Exchange
(“NYSE”) requires us to disclose, we will disclose the nature of such amendment or waiver on our website
or in a current report on Form 8-K.

Corporate Governance Guidelines

The board of directors of K-Sea General Partner GP LLC has also adopted corporate governance
guidelines in accordance with the rules of the New York Stock Exchange.

Availability of Corporate Governance Documents

Copies of the board committee charters, code of business conduct and ethics and corporate
governance guidelines are available, without charge, on our website at www.k-sea.com and in print, free of
charge, upon written request to the Secretary, K-Sea General Partner GP LL.C, 3245 Richmond Terrace,
Staten Island, NY 10303.

Annual Certification

We have filed the required certifications under Section 302 of the Sarbanes-Oxley Act of 2002 as
Exhibits 31.1 and 31.2 to this report. In 2004, we submitted to the NYSE the CEO certification required by
Section 303A.12(a) of the NYSE’s Listed Company Manual. In 2005, we expect to submit this certification
to the NYSE within 30 days after filing this report.

Executive Sessions of the Board of Directors

Messrs. Abbate, Alperin, Dowling, Friedman and Salerno, who are non-management directors of
K-Sea General Partner GP LLC, meet at regularly scheduled executive sessions without management.
These meetings are chaired on a rotating basis by the chairmen of the audit committee and compensation
committee. Persons wishing to communicate with our non-management directors may do so by writing to
them at K-Sea General Partner GP LL.C, ¢/o Board of Directors, 3245 Richmond Terrace, Staten Island,
New York 10303.

Messrs. Abbate, Alperin, and Salerno, who are independent non-management directors of
K-Sea General Partner GP LLC, meet at least annually in executive sessions without management and the
other directors. Mr. Abbate serves as the presiding director at those executive sessions.
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Communications with Independent Directors

Persons wishing to communicate with our independent non-management directors may do so by
writing to them at K-Sea General Partner GP LLC, c¢/o Board of Directors, 3245 Richmond Terrace,
Staten Island, New York 10303.

Payments to our General Partner

K-Sea General Partner LP does not receive any management fee or other compensation in connection
with its management of us; however, K-Sea General Partner LP or its affiliates who perform services for us
and/or our subsidiaries are reimbursed at cost for all expenses incurred on our behalf which are necessary
or appropriate to the conduct of our business. These costs totaled approximately $0 and $17,000 during
fiscal 2005 and fiscal 2004, respectively. We also directly pay the fees of the independent directors of K-Sea
General Partner GP LLC and reimburse meeting-related expenses of all directors of K-Sea General
Partner GP LLC.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires our officers and directors, and persons
who own more than 10% of a registered class of our equity securities, to file reports of beneficial
ownership and changes in beneficial ownership with the SEC. Officers, directors and greater than 10%
unitholders are required by SEC regulations to furnish us with copies of all Section 16(a) forms.

Based solely on our review of the copies of such forms we received, or representations from certain
reporting persons that no Form 4s were required for those persons, we believe that during the fiscal year
ended June 30, 2005, all of our officers, directors, and greater than 10% beneficial owners complied on a
timely basis with all applicable filing requirements under Section 16(a) of the Securities Exchange Act of
1934, except that two Form 4s for Frank Salerno were not timely filed.

ITEM 11. EXECUTIVE COMPENSATION.

The following table sets forth the annual salary, bonus and all other compensation awards and payouts
made to our President and Chief Executive Officer, and our three other executive officers, in respect of
fiscal 2005 and 2004:

Summary Compensation Table(1)

Long-Term
Compensation
Restricted
Annual Compensation Unit All Other
Name and Principal Position Fiscal Year  Salary(§) Bonus($)(2) Awards($)(3) Compensation($) (4)
Timothy J. Casey................ 2005 242,308 — 468,750 17,546
President and Chief Executive 2004 233,077 161,500 — 16,495
Officer
JohnJ Nicola. .................. 2005 153,654 — 156,250 14,073
Chief Financial Officer 2004 149,038 66,500 — 13,652
Thomas M. Sullivan ............. 2005 153,654 — 156,250 14,073
Vice President, Operations 2004 149,038 65,000 — 13,784
Richard P. Falcinelli............. 2005 153,654 — 156,250 14,073
Vice President, 2004 149,038 65,000 — 14,015

Administration and Secretary

(1) K-Sea Transportation Partners L.P. and K-Sea General Partner GP LLC, the general partner of our
general partner, were formed in July 2003; however, neither paid compensation to its directors or
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officers prior to January 14, 2004, the closing date of our initial public offering. The data in the table
above for fiscal 2004 reflects payments to our executive officers by us and by our predecessor
companies in respect of fiscal 2004.

(2) Bonuses are earned based on the results of operations for each fiscal year and are reported above for
the fiscal year in which they were earned. Bonuses for the fiscal year ended June 30, 2005 have not yet
been awarded.

(3) Represents the value of the executive officer’s restricted unit award under the K-Sea Transportation
Partners L.P. Long-Term Incentive Plan (calculated by multiplying the closing market price of our
common units on the date of grant by the number of restricted units awarded). As of June 30, 2005,
Mr. Casey had 15,000 restricted units with a value of $513,750, and each of Messrs. Nicola, Sullivan
and Falcinelli had 5,000 restricted units with a value of $171,250. The restricted units vest in five equal
installments beginning October 1, 2005. Each restricted unit includes an associated distribution
equivalent right, which entitles the recipient to receive an amount in cash equal to, and at the same
time as, the cash distributions made by us with respect to a common unit during the period such
restricted unit is outstanding.

(4) Consists of contributions to our 401(k) and money purchase defined contribution plans.

Unit Option Awards

No unit options were awarded during fiscal 2005.

Employment Agreements

The executive officers of K-Sea General Partner GP LLC, including Timothy J. Casey, John J. Nicola,
Thomas M. Sullivan and Richard P. Falcinelli, have entered into employment agreements with
K-Sea Transportation Inc., our indirect wholly owned corporate subsidiary. The following is a summary of
the material provisions of those employment agreements, copies of which have been previously filed as
exhibits. All of these employment agreements are substantially similar, with certain exceptions as set forth
below.

The employment agreements contemplate that each employee will serve as an officer of
K-Sea General Partner GP LLC and other affiliates. Each of the employment agreements had an initial
term of one year. The term of each employment agreement is automatically extended for successive
one-year terms unless either party gives 30-days written notice prior to the end of the term that such party
desires not to renew the employment agreement.

Mr. Casey receives a base annual salary of $245,000 and each of Messrs. Nicola, Falcinelli and Sullivan
receive a base annual salary of $155,000. Under the employment agreement, each employee is eligible to
receive an annual bonus award based upon the financial performance of us and our subsidiaries. The board
of directors of K-Sea General Partner GP LLC will determine the amount of any bonus award and may
issue additional awards to each employee in the amounts and at the times it so determines. Further, each
employee is entitled to an automobile and certain other benefits.

If the employee’s employment is terminated without cause (as defined in the employment agreement)
or if the employee resigns for good reason (as defined in the employment agreement), the employee will
be entitled to severance in an amount equal to the greater of (a) the product of 1.3125 (1.75 multiplied
by .75) multiplied by the employee’s base salary at the time of termination or resignation and (b) the
product of 1.75 multiplied by the remaining term of the employee’s non-competition provisions multiplied
by the employee’s base salary at the time of termination or resignation. In addition, K-Sea Transportation
Inc. will pay on behalf of each employee the premiums necessary to provide coverage continuation rights
under certain insurance policies for a one-year period after termination or resignation.
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The employment agreements also provide for a non-competition period that will continue for two
years after the termination of the employee’s employment, except that the non-competition period may
terminate earlier as determined by the board of directors of K-Sea General Partner GP LLC if (a) the
employee is terminated other than for cause and (b) such termination does not occur within 30 days after a
“change in control,” as defined therein. During the non-competition period, the employee is generally
prohibited from engaging in any business that competes with us or our affiliates in areas in which we
conduct business as of the date of termination and from soliciting or inducing any of our employees to
terminate their employment with us or accept employment with anyone else or interfere in a similar
manner with our business.

Long-Term Incentive Plan

K-Sea General Partner GP LLC has adopted the K-Sea Transportation Partners L.P. Long-Term
Incentive Plan for directors and employees of K-Sea General Partner GP LLC and its affiliates, including
K-Sea Operating Partnership L.P. and K-Sea Transportation Inc. The long-term incentive plan permits the
grant of awards covering an aggregate of 440,000 common units in the form of unit options and restricted
units. The plan is administered by the compensation committee of the board of directors of K-Sea General
Partner GP LLC, and will continue in effect until the earlier of the date determined by the board of
directors of K-Sea General Partner GP LLC or the date common units are no longer available for the
payment of awards under the plan.

K-Sea General Partner GP LLC’s board of directors or its compensation committee at its discretion
are able to terminate, suspend or discontinue the long-term incentive plan at any time with respect to any
units for which a grant has not yet been made. K-Sea General Partner GP LLC’s board of directors or its
compensation committee also have the right to alter or amend the long-term incentive plan or any part
thereof from time to time, including increasing the number of units that may be granted subject to
unitholder approval as required by the exchange upon which the common units are listed at that time.
However, no change in any outstanding grant may be made that would materially impair the rights of the
participant without the consent of the participant.

Restricted Units. A restricted unit is a “phantom™ unit that entitles the grantee to receive a common
unit upon the vesting of the phantom unit or, in the discretion of the compensation committee, cash
equivalent to the:fair market value of a common unit. The compensation committee may determine to
make grants under the plan to employees and directors containing such terms as the compensation
committee shall determine under the plan, including the period over which restricted units granted to
employees and directors will vest. The compensation committee will be able to base its vesting
determination upon the achievement of specified performance objectives. In addition, subject to additional
or contrary provisions in a unit award agreement, the restricted units will vest upon a change in control of
K-Sea Transportation Partners L.P. or our general partner.

If a grantee’s employment or membership on the board of directors terminates for any reason, the
grantee’s restricted units will be automatically forfeited unless, and to the extent, the compensation
committee provides otherwise or unless otherwise provided in a written employment agreement between
the grantee and K-Sea General Partner GP LLC or its affiliates. Common units to be delivered upon the
vesting of restricted units may be common units acquired by the general partner of our general partner in
the open market, common units already owned by the general partner of our general partner, common
units acquired by the general partner of our general partner directly from us or any other person or any
combination of the foregoing, as determined by the compensation committee at its discretion.

K-Sea General Partner GP LLC will be entitled to reimbursement by us for the cost incurred in acquiring
common units. Thus, the cost of the restricted units will be borne by us. If we issue new common units
upon vesting of the restricted units, the total number of common units outstanding will increase. The
compensation committee, in its discretion, may grant tandem distribution equivalent units (“DERs”) with
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respect to restricted units, which entitle the recipient to receive an amount in cash equal to, and at the
same time as, the cash distributions made by us with respect to a common unit during the period such
restricted unit is outstanding.

We intend the issuance of the common units upon vesting of the restricted units under the plan to
serve as a means of incentive compensation for superior performance and not primarily as an opportunity
to participate in the equity appreciation of the common units. Therefore, plan participants will not pay any
consideration for the common units they receive, and we will receive no remuneration for the units.

Unit Options. The long-term incentive plan will permit the grant of options covering common units.
The compensation committee will be able to make grants under the plan to employees and directors
containing such terms as the committee determines. Unit options will not have an exercise price that is less
than the fair market value of the units on the date of grant. In general, unit options granted will become
exercisable over a period determined by the compensation committee. In addition, the unit options will
become exercisable upon a change in control of K-Sea Transportation Partners L.P. or K-Sea Operating
Partnership L.P. or upon the achievement of specified performance objectives. Unless otherwise provided
in an award agreement, unit options may be exercised only by the participant during his lifetime or by the
person to whom the participant’s right will pass by will or the laws of descent and distribution.

If a grantee’s employment or membership on the board of directors terminates for any reason, the
grantee’s unvested options will be automatically forfeited unless, and to the extent, the compensation
committee provides otherwise or unless otherwise provided in a written employment agreement between
the grantee and K-Sea General Partner GP LLC or its affiliates. Upon exercise of a unit option,

K-Sea General Partner GP LLC will acquire common units in the open market or directly from us or any
other person or use common units that it already owns, or any combination of the foregoing, as determined
by the compensation commiittee in its discretion. K-Sea General Partner GP LLC will be entitled to
reimbursement by us for the difference between the cost incurred in acquiring these common units and the
proceeds received from an optionee at the time of exercise. Thus, the cost of the unit options will be borne
by us. If we issue new common units upon exercise of the unit options, the total number of common units
outstanding will increase, and the general partner of our general partner will pay us the proceeds it
receives from the optionee upon exercise of the unit option. The unit option plan has been designed to
furnish additional compensation to employees and directors and to align their economic interests with
those of common unitholders.

Unit Purchase Plan

We have a unit purchase plan for employees of our general partner and its affiliates. The number of
common units initially available for purchase under this plan is 200,000, The unit purchase plan is intended
to serve as a means of encouraging participants to invest in common units and to encourage participants to
devote their best efforts to the business of the partnership. Our general partner pays the brokerage
commissions, transfer taxes and other costs and expenses of the plan. All common units acquired under the
plan will be subject to a one-year holding period from the date of purchase. If a participant sells or
otherwise disposes of his common units during this one-year holding period, the participant will thereafter
be precluded from participating in the unit purchase plan until the first unit purchase period following the
first anniversary of the date of the pledge, transfer, sale or other distribution of common units. The plan is
administered by the compensation committee of the board of directors of K-Sea General Partner GP LLC.
The plan may be terminated at any time by the compensation committee and will automatically terminate
when all of the available common units under the plan have been purchased. The plan may be amended
from time to time by the compensation committee.
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Director Compensation

K-Sea General Partner GP LLC pays no additional remuneration to its employees for serving as
directors.

The following table provides information on compensation and reimbursement practices for
independent directors of K-Sea General Partner GP LLC (Messrs. Abbate, Alperin and Salerno):

Fiscal 2006(1) Fiscal 200§

Annual retainer (payable quarterly) .............. ... .. $5,000 Not Applicable
Additional fee for attendance at each board meeting. .. ... $1,000 Not Applicable
Additional fee for attendance at each audit committee

meeting(2) .. .onit i $1,000 $750
Additional fee for chairman at each audit committee

1501191 R U $1,000 $1,000
Additional fee for attendance at each compensation

committee Meeting. .. .....vuvvreervnrenienrnuenenn. $1,000 $750
Equity-based compensation ..............coviiiiiin., 250 restricted units(3)  Not Applicable(4)
Reimbursement of expenses attendant to board '

membership.............. o oo Yes Yes

(1) The board of directors of K-Sea General Partner GP LLC established compensation and
reimbursement policies for fiscal 2006 at its regularly scheduled meeting on September 8, 2005. These
policies will apply to subsequent fiscal years unless changed by the board of directors of K-Sea
General Partner GP LLC or the compensation committee thereof.

(2) Additional fee is only $500 if the audit committee meeting occurs on the same day as a board meeting.

(3) Restricted units vest on the first anniversary of the date of grant, subject to earlier vesting in the event
of a change in control, death, disability or retirement and to such other terms as are set forth in the
award agreement, a form of which has been filed as an exhibit to this report. The date of grant for
fiscal 2006 is September 8, 2005; the date of grant for subsequent fiscal years will be the date of the
first regularly scheduled board meeting during such fiscal year. Grants of restricted units include
associated DERs.

(4) On February 23, 2004, the independent directors were each granted 3,000 restricted units and
associated DERs. The restricted units vest in four equal annual installments beginning on
February 23, 2005, subject to earlier vesting in the event of a change in control, death, disability or
retirement and to such other terms as are set forth in the award agreement.

On October 1, 2004, the compensation committee of the board of directors of K-Sea General
Partner GP LLC granted 15,000 restricted units and associated DERs to Mr. Dowling under the
K-Sea Transportation Partners L.P. Long-Term Incentive Plan. The restricted units vest in five equal
annual installments beginning on October 1, 2005.

Except as described above, neither Mr. Dowling nor Mr. Friedman has received any remuneration for
serving as a director. We also reimburse Mr. Dowling and Mr. Friedman for expenses attendant to board
membership.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED SECURITYHOLDER MATTERS.

A diagram depicting our current organizational structure is presented below.
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K-Sea Transportation Partners L.P.

The following table sets forth the beneficial ownership of units of K-Sea Transportation Partners L.P,

as of September 12, 2005 by beneficial owners of 5% or more of such units by each director and executive
officer of K-Sea General Partner GP LL.C and by all directors and executive officers as a group.

Percentage of

Total
Percentage Percentage Common
of of and
Common Common Subordinated  Subordinated  Subordinated
Name of Beneficial Owners(1) Units(2) Units Units Units Units
Beneficial Owners of 5% or More
EW Transportation LLC(3) ............ — — 4,165,000 100.0% 472%
EW Holding Corp.(4)............o0t — — 1,181,818 28.4% 13.4%
EW Transportation Corp. .. ............ — —_ 454,545 10.9% 51%
Tortoise Energy Infrastructure
Corporation(5) ...........ovi 571,300 12.2% — — 6.5%
Tortoise Capital Advisors, L.L.C.(5)..... 666,533 143% — — 7.5%

Directors and Executive Officers

JamesJ. Dowling...................... 6,000 * — — *
TimothyJ. Casey...................... 4,000 * — — *
Anthony S. Abbate ............ ... . .. 2,750 * — — *
BarryJ. Alperin. . ...l 3,750 * — — *
Brian P. Friedman(6) .................. 10,800 * 4,165,000 100.0% 47.3%
Frank Salerno ........................ 2,050 * —_— —_— *
JohnJ. Nicola......................... 8,500 * — — *
Thomas M. Sullivan ................... 1,600 * — — *
Richard P. Falcinelli................... 2,200 * —_ — *
All directors and executive officers as a

group (9persons) ................... 41,650 * 4,165,000 100.0% 47.6%

*

o

(@)

©)

Less than 1%.

Unless otherwise noted, each beneficial owner has sole voting and dispositive power with respect to
the common and subordinated units set forth opposite such holder’s name.

Holders of restricted units do not have voting or investment power with respect to such units prior to
vesting. Restricted units that vest within 60 days of the date of this report are deemed outstanding for
purposes of determining the beneficial ownership and computing the percentage ownership of such
person, but are not deemed outstanding for purposes of computing the percentage ownership of any
other person. Accordingly, the following common units that may be issued upon the vesting of
restricted units are included in the table: Mr. Dowling—3,000; Mr. Casey—3,000; Mr. Nicola—1,000;
Mr. Sullivan—1,000; and Mr. Falcinelli-—1,000.

EW Transportation LLC is owned by individual investors, including certain of our directors and
executive officers, and by KSP Investors A L.P., KSP Investors B L.P. and KSP Investors C L.P. (each,
a “KSP Entity”). The table below sets forth the economic interest in, and beneficial ownership of
equity interests of, EW Transportation LLC, which beneficial ownership includes units beneficially
owned by EW Holding Corp. and EW Transportation Corp., its wholly owned subsidiaries. The
address of EW Transportation LLC is 3245 Richmond Terrace, Staten Island, New York 10303.




“

®)

(6)

EW Holding Corp.’s beneficial ownership includes units beneficially owned by EW Transportation
Corp., its wholly owned subsidiary. The address of each entity is 3245 Richmond Terrace, Staten
Island, New York 10303.

Based solely on a Schedule 13G filed with the Securities and Exchange Commission on August 12,
2005 by Tortoise Energy Infrastructure Corporation (“TEIC”) and Tortoise Capital Advisors, L.L.C.,
an investment advisor to TEIC and certain managed accounts (“TCA”). TCA, by virtue of an
investment advisory agreement with TEIC, has all investment and voting power over common units
owned of record by TEIC. TCA and TEIC have reported that they share voting power and dispositive
power over the common units owned of record by TEIC. TCA also acts as an investment advisor to
certain managed accounts. Including shares owned of record by TEIC, TCA has shared voting power
with respect to 629,227 common units and shared dispositive power with respect to 666,533 common
units. TCA is not the record owner of any common units and disclaims any beneficial interest in such
common units. The address of each entity is 10801 Mastin Boulevard, Suite 222, Overland Park,
Kansas 66210.

Mr. Friedman owns 51% of Park Avenue Transportation Inc., the general partner of each KSP Entity
and, therefore, may be deemed to beneficially own the subordinated units held by EW Transportation
LLC. The address of each KSP Entity and Park Avenue Transportation Inc. is 520 Madison Avenue,
12th Floor, New York, New York 10022.

EW Transportation LLC

The following table sets forth the economic interest in, and the beneficial ownership of equity

interests of, EW Transportation LLC as of September 12, 2005:

Economic Equity

Name of Beneficial Owner Interest Interest
KSPInvestors AL P. ..ot e 576%  62.9%
KSPInvestors BL.P. ..o i e e 198% 21.7%
KSPInvestors C L P. ... i i e e 12.6% 13.7%
Park Avenue Transportation Inc.(1)..........ooooi i 80.0% 98.3%
James J. Dowling(2) . . ..o — —
Timothy J. Casey. . ... o e e e 55% *
Anthony S. Abbate. ... e — *
Barry J. AIperin. . ..o e — *
Brian P. Friedman(1).........c.oo i 90.0% 98.3%
Frank Salerno ... o e e — *
John J.NicOla ..o e 1.3% *
Thomas M. Sullivan .......... o i e 1.3% *
Richard P. Falcinelli. . ... ... i i i i i 1.3% *
All directors and executive officers of K-Sea General Partner GP LLC

a5 @ GIoUP (FPEISONS) . e v vttt it i 99.3%  99.9%

*  Lessthan 1%.

ey

Park Avenue Transportation Inc. is the general partner of each of KSP Investors A L.P., KSP
Investors B L.P. and KSP Investors C L.P. (each, a “KSP Entity”) and, therefore, has sole voting and
dispositive power with respect to the equity interests of EW Transportation LLC owned by each KSP
Entity. Mr. Friedman owns 51% of the outstanding shares of capital stock of Park Avenue
Transportation Inc., the general partner of each KSP Entity. In addition, Mr. Friedman has an
economic interest in FS Private Investments LLC, which in turn has an economic interest in each KSP
Entity.
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(2) Mr. Dowling is a limited partner in KSP Investors C L.P. and has an effective 1.38§% economic interest
in EW Transportation LLC.

K-Sea General Partner GP LLC

The following table sets forth the economic interest in, and the beneficial ownership of equity
interests of, K-Sea General Partner GP LLC, the general partner of our general partner, as of
September 12, 2005:

Economic Interest/

Name of Beneficial Owner Equity Interest
KSPInvestorS AL P. ... 57.6%
KSPInvestors BL.P. .. ... i 19.8%
KSPInvestors CL.P. ..ot i e e iiiieee e 12.6%
Park Avenue TransportationInc.(1).............oooiini it 90.0%
James J. Dowling(2). ... —
Timothy J. Casey. .. ....ooo i e 55%
AnthonyS.Abbate..... ... —
Barry JLAIperin ... ... —
Brian P. Friedman(1)..........c. ot 90.0%
Frank Salerno . .......co i i i et —
John J.NICOIa ..ot i e 1.3%
Thomas M. Sullivan. ...t i i 1.3%
Richard P. Falcinelli. ............ ... i 1.3%
All directors and executive officers of K-Sea General Partner

GPLLCasagroup (9 persons)........o.evvereeiuienenneennn 99.3%

(1) Park Avenue Transportation Inc. is the general partner of each of KSP Investors A L.P., KSP
Investors B L.P. and KSP Investors C L.P. (each, a “KSP Entity”) and, therefore, has sole voting and
dispositive power with respect to the equity interests of K-Sea General Partner GP LLC owned by
each KSP Entity. Mr. Friedman owns 51% of the outstanding shares of capital stock of the general
partner of each KSP Entity.

(2) Mr. Dowling has an effective 1.38% economic interest in K-Sea General Partner GP LLC.

Equity Compensation Plan Information

The following table sets forth in tabular format a summary of our equity plan information as of
September 12, 2005:

(a) (b) (<)
Number of securities =~ Weighted-average Number of securities
to be issued upon exercise price of remaining available for
exercise of outstanding future issuance under
outstanding options, options, equity compensation plans
warrants and warrants and (excluding securities
Plan Category rights rights reftected in column (a))
Equity compensation plans approved by
securityholders(1)................... — — 378,250(2)
Equity compensation plans not approved
by securityholders . .................. — —_ —
Total ......coviiiiiii i —_ — 378,250

(1) The K-Sea Transportation Partners L.P. Long-Term Incentive Plan is our only equity compensation
plan. No options, warrants or rights have been issued under this plan. For a description of the material
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features of this plan, please read “Executive Compensation—Long-Term Incentive Plan” in Item 11
of this report.

(2) An aggregate of 61,750 restricted units have been issued under the K-Sea Transportation Partners
L.P. Long-Term Incentive Plan.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.
Distributions and Payments to Our General Partner and Its Affiliates

We generally distribute 98% of our available cash to our unitholders, including EW Transportation
LLC, EW Holding Corp. and EW Transportation Corp. in their capacity as holders of an aggregate
of 4,165,000 subordinated units, and the remaining 2% of our available cash to our general partner. If
distributions exceed the $0.50 per unit minimum quarterly distribution and other higher target levels, our
general partner is entitled to increasing percentages of the distributions, up to 50% of the distributions
above the highest target level. We refer to the rights to the increasing distributions as “incentive
distribution rights.” Please read “Market For Registrant’s Common Equity, Related Securityholder
Matters and Issuer Purchases of Equity Securities—Incentive Distribution Rights” in Item 5 of this report.
Assuming we pay the $0.50 per unit minimum quarterly distribution on all of our outstanding units, our
general partner would receive an annual distribution of $360,500 on its 2% general partner interest, and
affiliates of our general partner receive an annual distribution of approximately $8,330,000 on their
subordinated units. '

Our general partner and its affiliates do not receive a management fee or other compensation for the
management of our partnership. Our general partner and its affiliates are entitled to be reimbursed,
however, for all direct and indirect expenses incurred on our behalf. Our general partner has sole
discretion in determining the amount of these expenses. These reimbursed expenses totaled approximately
$0 and $17,000 in fiscal 2005 and fiscal 2004, respectively.

If our general partner withdraws or is removed, its general partner interest and its incentive
distribution rights will either be sold to the new general partner for cash or converted into common units,
in each case for an amount equal to the fair market value of those interests.

Upon our liquidation, the partners, including our general partner, will be entitled to receive
liquidating distributions according to their particular capital account balances.

Omnibus Agreement

We are a party to an omnibus agreement with KSP Investors A L.P. (“KSP A”), KSP Investors B L.P.
(“KSP B”), KSP Investors C L.P. (“KSP C” and, together with KSP A and KSP B, the “KSP Entities”),
EW Transportation LLC, EW Acquisition Corp., EW Holding Corp., EW Transportation Corp., K-Sea
General Partner LP (our general partner), K-Sea General Partner GP LLC (the general partner of our
general partner), K-Sea OLP GP LLC (the general partner of our operating partnership) and K-Sea
Operating Partnership L.P. (our operating partnership).

Noncompetition

Under the omnibus agreement, neither the KSP Entities nor their controlled affiliates may engage,
either directly or indirectly, in the business of providing refined petroleum product marine transportation,
distribution and logistics services in the United States to the extent such business generates qualifying
income for federal income tax purposes. The restriction does not apply to the assets that were retained by
our predecessors at the closing of our initial public offering in January 2004. Except as provided above,
neither the KSP Entities nor their controlled affiliates are prohibited from engaging in activities in which
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they compete directly or indirectly with us. Jefferies Capital Partners, and the funds it manages, are not
prohibited from owning assets or engaging in businesses that compete directly or indirectly with us.

Indemnification

Under the omnibus agreement, the KSP Entities, EW Transportation LLC and the subsidiaries of
EW Transportation LLC (collectively, “the Indemnitors™) have jointly and severally agreed to indemnify us
until January 14, 2009 against certain environmental and toxic tort liabilities and, until January 14, 2014,
against certain other toxic tort liabilities associated with the operation of the assets before January 14,
2004. Liabilities resulting from changes in law after the closing of our initial public offering are excluded
from the environmental indemnity. We have agreed to indemnify the Indemnitors for events and
conditions associated with the operation of our assets that occur on or after January 14, 2004 to the extent
the Indemnitors are not required to indemnify us. There is an aggregate cap of $10 million on the amount
of indemnity coverage provided by the Indemnitors for the environmental and toxic tort liabilities.

The Indemnitors have also agreed to indemnify us for liabilities related to:

o certain defects in title to the assets contributed to us and failure to obtain certain consents and
permits necessary to conduct our business that arise before January 14, 2008;

e events and conditions associated with any assets retained by the Indemnitors or any of their
respective affiliates, whether occurring before or after January 14, 2004;

 certain liabilities retained by EW Holding Corp., EW Transportation LLC and EW Transportation
Corp.; and

» certain income tax liabilities attributable to the operation of the assets contributed to us prior to the
time they were contributed to us in connection with our initial public offering,
Amendments

The omnibus agreement may not be amended without the prior approval of the conflicts committee if
the proposed amendment will, in the reasonable discretion of our general partner, adversely affect holders
of our common units.

Properties

We lease our office and pier facilities from, and charter certain vessels to, affiliates of an employee.
Additionally, we utilize one of these affiliates for tank cleaning services. Please read note 7 to our audited
consolidated financial statements included elsewhere in this report.
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ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

The following table presents fees for services rendered by PricewaterhouseCoopers LLP during fiscal
2005 and fiscal 2004.

Year Ended Year Ended

June 30, 2005 June 30, 2004
AUt FEeS(1) ..ot et $ 348235  $657,721
Audit-related fees(2) . ... e 162,923 23,770
Taxfees(3) . ..ot e 492,691 314,828
Allotherfees. ..o e e — —
e ] Y $1,003,849 $996,319

(1) Fees for audit of annual financial statements and internal controls over financial reporting under the
Sarbanes Oxley Act of 2002, reviews of the related quarterly financial statements, and reviews of
documents filed with the SEC.

(2) Fees for professional services for consultations related to financial accounting and reporting
standards, compliance with the Sarbanes Oxley Act of 2002, and due diligence related to acquisitions.

(3) Fees related to professional services for tax compliance, tax advice and tax planning.

The audit committee has considered whether the provision of the non-audit services described above
is compatible with maintaining the independence of PricewaterhouseCoopers LLP and determined that
the provision of such services was compatible with maintaining such independence.

Audit Committee Policies and Procedures for Pre-approval of Audit and Non-Audit Services

Consistent with SEC policies regarding auditor independence, the audit committee is responsible for
pre-approving all audit and non-audit services performed by the independent registered public accounting
firm. In addition to its approval of the audit engagement, the audit committee takes action at least annually
to authorize the performance by the independent registered public accounting firm of several specific types
of services within the categories of audit-related services and tax services. Audit-related services include
assurance and related services that are reasonably related to the performance of the audit or review of the
financial statements. Authorized tax services include compliance-related services such as services involving
tax filings, as well as consulting services such as tax planning, transaction analysis and opinions. Services
are subject to pre-approval of the specific engagement if they are outside the specific types of services
included in the periodic approvals covering service categories or if they are in excess of specified fee
limitations. The audit committee may delegate pre-approval authority to subcommittees. During 2005, no
pre-approval requirements were waived.
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PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES.
(a)(1) Financial Statements.

See “Index to Financial Statements” set forth on page F-1.

(a)(2) Financial Statement Schedules.
None.
(a)(3) Exhibits.

Exhibit
Number Description

2.1* Membership Interest Purchase Agreement dated August 23, 2005 by and among K-Sea
Operating Partnership L.P., the Partnership, Marine Resources Group, Inc. and Saltchuk
Resources, Inc. (incorporated by reference to Exhibit 10.1 to the Partnership’s Current
Report on Form 8-K dated August 23, 2005). Schedules have been omitted but will be
furnished supplementally to the Securities and Exchange Commission on request.

3.1* — Certificate of Limited Partnership of K-Sea Transportation Partners L.P. (incorporated by
reference to Exhibit 3.1 to the Partnership’s Registration Statement on Form S-1
(Registration No. 107084), as amended (the “Registration Statement”), originally filed on
July 16, 2003).

3.2% — Second Amended and Restated Agreement of Limited Partnership of K-Sea
Transportation Partners L.P. (including specimen unit certificate for the common units)
(incorporated by reference to Exhibit 3.2 to the Partnership’s Quarterly Report on
Form 10-Q for the period ended December 31, 2003).
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Exhibit
Number

3.3%

3.4*

3.5%

3.6*

3.7

3.8*

4.1*

4.2%

4.3*

10.1*

10.2*

10.3.1*

Description

Certificate of Limited Partnership of K-Sea Operating Partnership L.P. (incorporated by
reference to Exhibit 3.3 to the Registration Statement).

Amended and Restated Agreement of Limited Partnership of K-Sea Operating
Partnership L.P. (incorporated by reference to Exhibit 3.4 to the Partnership’s Quarterly
Report on Form 10-Q for the period ended December 31, 2003).

Certificate of Limited Partnership of K-Sea General Partner L.P. (incorporated by
reference to Exhibit 3.5 to the Registration Statement).

First Amended and Restated Agreement of Limited Partnership of K-Sea General
Partner L.P. (incorporated by reference to Exhibit 3.6 to the Partnership’s Quarterly
Report on Form 10-Q for the period ended December 31, 2003).

Certificate of Formation of K-Sea General Partner GP LLC (incorporated by reference to
Exhibit 3.7 to the Registration Statement).

First Amended and Restated Limited Liability Company Agreement of K-Sea General
Partner GP LLC (incorporated by reference to Exhibit 3.8 to the Partnership’s Quarterly
Report on Form 10-Q for the period ended December 31, 2003).

Trust Indenture relating to United States Government Guaranteed Ship Financing
Obligations among K-Sea Transportation LLC, EW Holding Corp. and JPMorgan Chase
Bank dated as of June 7, 2002 (incorporated by reference to Exhibit 4.1.1 to the
Registration Statement).

Supplemental Indenture No. 1, dated as of January 14, 2004, to the Trust Indenture
relating to United States Government Guaranteed Ship Financing Obligations among
JPMorgan Chase Bank, EW Holding Corp., K-Sea Transition 4 Corp., K-Sea LP4, L.P.,
K-Sea Transportation LLC, K-Sea LP1, L.P., K-Sea LP2, L.P., K-Sea Transportation
Partners L.P. and K-Sea Operating Partnership L.P. (incorporated by reference to
Exhibit 4.1.2 to the Partnership’s Quarterly Report on Form 10-Q for the period ended
December 31, 2003).

Registration Rights Agreement dated as of June 1, 2005 by and between the Partnership
and Tortoise Energy Infrastructure Corporation (incorporated by reference to Exhibit 4.1
to the Partnership’s Current Report on Form 8-K dated June 1, 2005).

Contribution, Conveyance and Assumption Agreement, dated as of January 14, 2004,
among K-Sea Investors L.P., K-Sea Transportation LLC, EW Holding Corp., K-Sea
Transportation Corp., K-Sea Transportation Partners L.P. and K-Sea Operating
Partnership L.P. (incorporated by reference to Exhibit 10.2 to the Partnership’s Quarterly
Report on Form 10-Q for the period ended December 31, 2003).

Omnibus Agreement, dated as of January 14, 2004, among K-Sea Investors L.P., K-Sea
Acquisition Corp., New EW Holding Corp., New K-Sea Transportation Corp., K-Sea
General Partner L.P., K-Sea General Partner GP LLC, K-Sea Transportation Partners
L.P., K-Sea OLP GP, LLC and K-Sea Operating Partnership L.P. (incorporated by
reference to Exhibit 10.3 to the Partnership’s Quarterly Report on Form 10-Q for the
period ended December 31, 2003).

Commitment to Guarantee Obligations by The United States of America Accepted by
K-Sea Transportation LLC and EW Holding Corp., Shipowners, dated June 7, 2002
(incorporated by reference to Exhibit 10.4.1 to the Registration Statement).
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Exhibit
Number

10.3.2*

10.4*

10.5%

10.6.1*

10.6.2*
10.6.3*

10.7*

10.8*+

10.9%¢

10.10*t

10.11%+

10.12+
10.13*

Description

Amendment No. 1 to Commitment to Guarantee Obligations, dated as of January 14,
2004, made and entered by the United States of America and accepted by K-Sea
Transportation Partners L.P. and K-Sea Operating Partnership L.P. (incorporated by
reference to Exhibit 10.4.2 to the Partnership’s Quarterly Report on Form 10-Q fer the
period ended December 31, 2003).

Amended and Restated Security Agreement, dated as of January 14, 2004, among K-Sea
Transportation Partners L.P., K-Sea Operating Partnership L.P., and the United States of
America (incorporated by reference to Exhibit 10.5 to the Partnership’s Quarterly Report
on Form 10-Q for the period ended December 31, 2003).

Restated Title XI Reserve Fund and Financial Agreement, dated as of January 14, 2004,
among K-Sea Transportation Partners L.P., K-Sea Operating Partnership L.P., K-Sea
Transportation Inc. and The United States of America (incorporated by reference to
Exhibit 10.6 to the Partnership’s Quarterly Report on Form 10-Q for the period ended
December 31, 2003).

K-Sea Transportation Partners L.P. Long-Term Incentive Plan (incorporated by reference
to Exhibit 10.7 to the Partnership’s Quarterly Report on Form 10-Q for the period ended
March 31, 2004).

Form of Director Phantom Unit Award Agreement (incorporated by reference to
Exhibit 10.1 to the Partnership’s Current Report on Form 8-K dated October 1, 2005).

Form of Employee Phantom Unit Award Agreement (incorporated by reference to
Exhibit 10.2 to the Partnership’s Current Report on Form 8-K dated October 1, 2005).

K-Sea Transportation Partners L.P. Employee Unit Purchase Plan (incorporated by
reference to Exhibit 4.2 to the Partnership’s Registration Statement on Form S-8
(Registration No. 333-117251) filed on July 9, 2004).

Employment Agreement, dated as of January 14, 2004, between K-Sea Transportation Inc.
and Timothy J. Casey (incorporated by reference to Exhibit 10.9 to the Partnership’s
Quarterly Report on Form 10-Q for the period ended December 31, 2003).

Employment Agreement, dated as of January 14, 2004, between K-Sea Transportation Inc.
and John J. Nicola (incorporated by reference to Exhibit 10.10 to the Partnership’s
Quarterly Report on Form 10-Q for the period ended December 31, 2003).

Employment Agreement, dated as of January 14, 2004, between K-Sea Transportation Inc.
and Richard P. Falcinelli (incorporated by reference to Exhibit 10.11 to the Partnership’s
Quarterly Report on Form 10-Q for the period ended December 31, 2003).

Employment Agreement, dated as of January 14, 2004, between K-Sea Transportation Inc,
and Thomas M. Sullivan (incorporated by reference to Exhibit 10.12 to the Partnership’s
Quarterly Report on Form 10-Q for the period ended December 31, 2003).

Form of Indemnification Agreement

Loan and Security Agreement dated as of March 24, 2005 by and among K-Sea Operating
Partnership L.P., as Borrower, the Lenders party thereto, LaSalle Bank National
Association, as Syndication Agent, and KeyBank National Association, as Administrative
Agent and Collateral Trustee for the Lenders (incorporated by reference to Exhibit 10.1 to
the Partnership’s Current Report on Form 8-K filed with the Securities and Exchange
Commission on March 30, 2005).
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Exhibit

Number

10.14*

10.15*

10.16

10.17*

21.1

231
311

31.2

321

32.2

Description

Loan and Security Agreement dated as of March 24, 2005 by and between The CIT
Group/Equipment Financing, Inc., as Lender, and K-Sea Operating Partnership L.P., as
Borrower (incorporated by reference to Exhibit 10.2 to the Partnership’s Current Report
on Form 8-K filed with the Securities and Exchange Commission on March 30, 2005).

Loan Agreement, dated as of March 17, 2005, between K-Sea Operating Partnership L.P.
and First Union Commercial Corporation (incorporated by reference to Exhibit 10.3 to the
Partnership’s Quarterly Report on Form 10-Q for the period ended March 31, 2005).

Loan Agreement, dated as of June 28, 2005, between K-Sea Operating Partnership L.P.
and Citizens Asset Finance, a d/b/a of Citizens Leasing Corporation.

Common Unit Purchase Agreement dated as of June 1, 2005 by and between the
Partnership and Tortoise Energy Infrastructure Corporation (incorporated by reference to
Exhibit 10.1 to the Partnership’s Current Report on Form 8-K dated June 1, 2005).

List of Subsidiaries.
Consent of PricewaterhouseCoopers LLP.

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002.

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002.

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

*

Incorporated by reference, as indicated.

1 Management contract, compensatory plan or arrangement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

K-SEA TRANSPORTATION PARTNERS L.P,

By: K-SEA GENERAL PARTNER L.P,,
its General Partner.

By: K-SEA GENERAL PARTNER GP LLC,
its General Partner

September 13, 2005 By: /s/ TIMOTHY J. CASEY
Timothy J. Casey
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by
the following persons in the capacities and on the dates indicated:

Signature Title Date
/s/ TIMOTHY J. CASEY President and Chief Executive September 13, 2005
Timothy J. Casey Officer and Director (Principal
Executive Officer)
/s/ JOHN J. NICOLA Chief Financial Officer (Principal September 13, 2005
John J. Nicola Financial and Accounting Officer)
/s/ JAMES J. DOWLING Chairman of the Board and Director ~ September 13, 2005

James J. Dowling

/s/ ANTHONY S. ABBATE Director September 13, 2005
Anthony S. Abbate

/s/ BARRY J. ALPERIN Director September 13, 2005
Barry J. Alperin

/s/ BRIAN P. FRIEDMAN Director September 13, 2005
Brian P. Friedman

/s/ FRANK SALERNO Director ' September 13, 2005
/s/ Frank Salerno
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Report of Independent Registered Public Accounting Firm
To the General Partner and Unitholders of K-Sea Transportation Partners L.P.

We have completed an integrated audit of K-Sea Transportation Partners L.P.’s 2005 consolidated
financial statements and of its internal control over financial reporting as of June 30, 2005 and audits of its
2004 and 2003 consolidated financial statements in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Our opinions, based on our audits, are presented below.

Consolidated financial statements

In our opinion, the consolidated financial statements listed in the index appearing under
Item 15(a)(1) present fairly, in all material respects, the financial position of K-Sea Transportation
Partners L.P. and its subsidiaries at June 30, 2005 and 2004, and the results of their operations and their
cash flows for each of the three years in the period ended June 30, 2005 in conformity with accounting
principles generally accepted in the United States of America. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits. We conducted our audits of these statements in accordance with the
standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit of financial statements includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in Management’s Report on Internal
Control Over Financial Reporting appearing under Item 9A, that the Company maintained effective
internal control over financial reporting as of June 30, 2005 based on criteria established in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO), is fairly stated, in all material respects, based on those criteria. Furthermore, in our
opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of June 30, 2005, based on criteria established in Internal Control—Integrated Framework
issued by the COSO. The Company’s management is responsible for maintaining effective internal control
over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting. Our responsibility is to express opinions on management’s assessment and on the effectiveness
of the Company’s internal control over financial reporting based on our audit. We conducted our audit of
internal control over financial reporting in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. An audit of internal control over financial reporting includes obtaining
an understanding of internal control over financial reporting, evaluating management’s assessment, testing
and evaluating the design and operating effectiveness of internal control, and performing such other
procedures as we consider necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (i) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the

F-2




assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (iii) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

/s/ PRICEWATERHOUSECOOPERS LLP

New York, New York
September 12, 2005
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K-SEA TRANSPORTATION PARTNERS L.P. (Note 1)
Successor to K-Sea Transportation LLC (Predecessor)
CONSOLIDATED BALANCE SHEETS

(in thousands)

June 30,
2005 2004
Assets
Current Assets
Cash and cash €quIVAlENtS. .. ... ov vttt et naean $ 88 $ 379
Title XIreserve fund .. ..ot it e e ettt e 1,190 1,220
Accountsreceivable, met ... ... .. i e e e e e 14,299 11,810
D erred taXes . ..ottt e e e e e e 43 40
Prepaid expenses and other current assets.............oovviiiiiiin ... 4,328 2,389
Total CUITENt ASSeLS ... ..o\ vi ettt et tat e ien i taneenneananennn 19,948 15,838
Vessels and equipment, net............. e 235490 193,646
ConStruCtion i PrOZTESS .+ . v vttt ettt ittt e eeeeeeareatsenns 8,266 7,722
Title XTreserve fund . ...ttt i e it i e it 1,570 1,570
Deferred financing costs, Net ...... ..ottt e 3,489 4172
L 711 Tc) g 131 £ A 4,499 5,196
oAl ASSEES . .o it e e e e $273,262 $228,144
Liabilities and Partners’ Capital
Current Liabilities
Current portion of long-termdebt. ...ttt $ 2897 § 4,066
Accounts payable . ... e e 9,077 6,811
Accrued expenses and other current liabilities ................. ..ol 5,646 4,141
Total current liabilities . .. ...... ... ... .. .. 17,620 15,018
Title XTI bonds . ... e e e e 35,791 37,409
B =0 5010 o T ¥ 2O 28,205 32,942
Credit line bOITOWINES . . v v vttt ia et eeiee e nnineneernnns 47,112 4,400
Deferredtaxes.........cooiiineinnnnn.. e e e, 2,594 2,677
Total liabilities .. ....... ... ... . 0 i i, 131,322 92.446
Commitments and contingencies
Partners’ Capital. .. ........c. ittt it e i e 141,940 135,698
Total liabilities and partners’ capital ................................... $273,262 $228,144

See accompanying notes to consolidated financial statements.
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K-SEA TRANSPORTATION PARTNERS L.P. (Note 1)
Successor to K-Sea Transportation LLC (Predecessor)
CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per unit amounts)

For the Years Ended June 30,

2005 2004 2003

VOYaEE TEVENMUE. .\ vt e it et ette et et s na e neeeatenraeeanns $118,811 $ 93,899 $83,942
Bareboat charter and otherrevenue .............. ... oL, 2,583 1,900 3,753

Total TEVEMUES . . . ...ttt ittt it et 121,394 95,799 87,695
VOYage EXPEISES . .« o vt ttt e it i e e 24,220 16,339 14,151
Vessel Operating eXpenses. .. ..oo.vv e neeeniireneeenaeeenenen. 49,296 38,809 36,326
General and administrative eXpenses ...........ccovvieieviinnn. 11,163 8,149 7,047
Depreciation and amortization. . ... ...... ..ot 21,399 18,643 16,293
Net (gain) lossonsale of vessels. ..............coiviiiiiiiian... (264) 255 (275)

Total Operating eXpenses. . ... ..vveeeninruerneneennanneens.. 105,814 82,195 73,542

Operatingincome......... ...ttt 15,580 13,604 14,153
Interest EXpense, MEt. .. .o\ ott ettt i iie e e 5,949 6,370 8,808
Netlossonreductionofdebt ....... ... ... . i i, 1,359 3,158 4
Other (income) eXpense, Net. ..ot ii i iniiieni s (27) (253) 29

Income before provision (benefit) for incometaxes ............... 8,299 4,329 5,312
Provision (benefit) for income taxes ............ ... ... ... ol 163  (16,845) 340

Netincome. .. ... ..ottt iiiiiieaaneenenns $ 8,136 $ 21,174 § 4972
General partner’s interest in net income (note3)................... $ 163 $ 6,629

Limited partners’ interest:

o A1 11 11 ¥ O $ 7973 $ 14,545 $ 4,972
Net income per unit—basic. .................... ..., $ 095 $§ 226 $ 1.03
—diluted............ .. $ 095 $ 225 $ 103

Weighted average units outstanding—basic ..................... 8,372 6,446 4,830
—diluted.................... 8,419 6,453 4,830

See accompanying notes to consolidated financial statements.
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K-SEA TRANSPORTATION PARTNERS L.P. (Note 1)
Successor to K-Sea Transportation LLC (Predecessor)
CONSOLIDATED STATEMENT OF PARTNERS’ CAPITAL/MEMBERS’ EQUITY

(in thousands)

PARTNERS’ CAPITAL
Limited Partners

MEMBERS’ Common Subordinated General
EQUITY Units $ Units $ Partner TOTAL
(Predecessor)

Balance of Members’ Equity at

June 30,2002, ...... ... $ 36,267 $ 36,267
Members’ contributions. ................ 123 123
Less notes receivable on

members’ contributions............... (123) (123)
Collection on notes receivable

from members, net of interest accrued. . . 51 51
Netincome .......ccovviiieiinninannnn 4,972 4,972
Balance of Members’ Equity at

June 30,2003, ... ...l 41,290 41,290
Collection on notes receivable

from members, net of interest accrued. . . 46 46
Net income for the period July 1, 2003 to

January 13,2004 ..................... 1,776 1,776
Balance of Members’ Equity at

January 13,2004 . .................... 43,112 43,112
Adjustment to reflect net liabilities not

contributed to the Partnership ......... 5,334 5,334
Book value of net assets contributed to the

Partnership ............c.oo il (48,446) 665 $ 6,537 4,165 $40941 $ 968 —_
Proceeds from initial public offering of

common units, net of offering costs of

$11,776. .o oo 4,165 86,101 86,101
Redemption of common units, net of

offering costs of $1,035................ (665) (14,592) (14,592)
Distributions to partners ................ (1,791) (1,791) (73) (3,655)
Net income for the period January 14,

2004 to June 30,2004 ................. 9,505 9,505 388 19,398
Balance of Partners’ Capital at

June 30,2004............ .l 4,165 85,760 4,165 48,655 1,283 135,698
Issuance of common units under long-term

incentiveplan ....................... 2 65 65
Issuance of common units, net of costs of

854 500 15,946 15,946
Capital contribution.................... 328 328
Distributions to pantners . ............... (8,935) (8,934) (364)  (18,233)
Netincome .........coovvvviveneeeann, 4,006 3,967 163 8,136
Balance of Partners’ Capital at

June 30,2005.............. ... Ll $ — 4,667 $ 96842 4,165 $43,688 $1410 $141,940

See accompanying notes to consolidated financial statements.
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K-SEA TRANSPORTATION PARTNERS L.P. (Note 1)
Successor to K-Sea Transportation LLC (Predecessor)
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization. . .. ...t e
Payment of drydocking expenditures
Provision for doubtful accounts
Deferred income taxes
Net (gain) lossonsale of vessels. . ... ... i i i
Accrued supplementalinterest. . ... ...
Unit COMPENSAtION COSIS. . oo v vttt ettt et ettt et e e e s e e e e e e e e et
Netlossonreductionofdebt ... ... . i

Changes in operating working capital:
Accounts receivable
Prepaid expenses and Other CUrrent assets . . ... nr i v it
Accounts payable
Accrued expenses and other current liabilities. .......... . ... ool
OthEr aSSELS. . o vttt e e e

Net cash provided by operating activities. . .. ......... ... .. .. ... ... ... ...

Cash flows from investing activities:
Vessel acquisitions
Construction of tank VESSels . . ... ...t s
Capital expenditures. ... ... o e
Proceeds from Title XIescrow funds. . ..., ... o e
Netproceedsonsale of vessels. .. .. ..o

Net cash used in investing activities . . ... ......... ... ... .. ... ... . . . .,

Cash flows from financing activities:
Net increase (decrease) in credit lineborrowings. .. ... ... . il i
Gross proceeds from issuance of COMMOM UNILS. . ... v vttt i e e
Redemption of common units held by predecessor . ...............iii i
Payments to Title XI reserve fund
Proceeds from issuance of long-termdebt .. ......... ... o oo
Payment of term loans
Financing costs paid—equity offerings. . .. ...ttt i i e
Financing costs paid—debt iSSUaNCe. . . . .. ...t e
Book overdrafts. . ... ... e
Prepayment costs on long-term debt
Collection on members’ notes.receivable .. ... ... .. oo i
Capital contribution from general partner. .. .......... . i i
Distributions to Partners. . ... ... vt e

Net cash provided by (used in) financing activities

Cash and cash equivalents:
Net (decrease) increase
Balance at beginningofyear. .. ....... ...

Balanceatendofyear........... .. ... ... . .

Supplemental disclosure of cash flow information:
Cash paid during the year for:
Interest, net of amounts capitalized

INCOME aXES . . . o e e

Supplemental disclosure of non-cash investing and financing activities:

Notes receivable from members for contributions . . ... ... i i e

For the Years Ended June 30,

2005

2004

2003

$ 8136 $ 21,174 $ 4972

21,945 19256 16816
(7.654)  (7,011)  (7,491)

213 100 81

(86) (16,845) 323
(264) 255 (275)
— 360 713

310 19 —
1359 3158 4
108 92 (192)
(2702)  (3338) (1,477
(1,930)  (376)  (125)
3,966 36 (871)
1,260 534 431
(233) 411 326

_ 24428 _ 17,825 _ 13,235
(30,684)  (34,120)  (3,539)
(16,816) (26,543) (18,703)
(9.023)  (9,542) (5,173)
— 10737 26811

622 301 364
(55901) (59,167) ___(240)
2712 (4125 (2,005)
16,000 97,877 -
—  (1459) —
(3,990)  (1,689) —
38,794 43,248 —
(42,299) (57.971)  (9,781)
(54) (10,516)  (1,202)
(930)  (1637)  (346)
(853 898 289
(293)  (6,192) (4)
— 49 65

328 — -

(18,233) _ (3,655)

31,182 _ 41,695 _(12,984)
(291) 353 11
379 26 15

$ 88 $ 379 %8 26
$ 5323 § 5263 § 8247
$ 355 § 7 8 2

$ 123

See accompanying notes to consolidated financial statements.
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K-SEA TRANSPORTATION PARTNERS L.P.
Successor to K-Sea Transportation LLC (Predecessor)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(dollars in thousands, except unit and per unit amounts)

Note 1: Basis of Presentation

On July §, 2003, K-Sea Transportation Partners L.P. (the “Partnership”) was formed to own and
operate the refined petroleum product marine transportation, distribution and logistics business conducted
by K-Sea Transportation LLC (since renamed EW Transportation LLC, or “EW LLC”) and its
subsidiaries K-Sea Acquisition Corp., EW Holding Corp. and K-Sea Transportation Corp. (since renamed
EW Transportation Corp.) (collectively, the “Predecessor”). The Partnership and its predecessor
companies have since 1959 engaged in the transportation of refined petroleum products in the
northeastern United States and Gulf of Mexico. On January 14, 2004, the Predecessor contributed assets
and liabilities constituting the business of the Predecessor to the Partnership in connection with the initial
public offering of common units representing limited partner interests in the Partnership (the “common
units”). In exchange for these assets and liabilities, the Predecessor received 665,000 common units and
4,165,000 subordinated units representing limited partner interests in the Partnership. The Partnership’s
general partner received a 2% general partner interest and certain incentive distribution rights in the
Partnership. Incentive distribution rights represent the right to receive an increasing percentage of cash
distributions after the minimum quarterly distribution, any cumulative arrearages on common units, and
certain target distribution levels, have been achieved. The target distribution levels entitle the general
partner to receive 15% of quarterly cash distributions in excess of $0.55 per unit until all unitholders have
received $0.625 per unit, 25% of quarterly cash distributions in excess of $0.625 per unit until all
unitholders have received $0.75 per unit, and 50% of quarterly cash distributions in excess of $0.75 per
unit. The Partnership is required to distribute all of its available cash from operating surplus, as defined in
the partnership agreement.

The transfer to the Partnership of the assets and liabilities constituting the business of the Predecessor
represented a reorganization of entities under common control and was recorded at historical cost. The net
assets transferred were $5,334 greater than the net assets of the Predecessor due to the retention by the
Predecessor of certain net liabilities. The consolidated financial statements included herein are for the
Predecessor for all periods prior to January 14, 2004.

Note 2: Initial Public Offering

On January 14, 2004, the Partnership completed its initial public offering of 3,625,000 common units
at a price of $23.50 per unit. On January 21, 2004, the Partnership sold an additional 540,000 common
units to the underwriters in connection with the exercise of their over-allotment option. Total gross
proceeds from these sales were $97,877, before offering costs and underwriting fees of $11,776. Concurrent
with these sales, the Partnership redeemed the 665,000 common units held by EW LLC (see note 1) at a
cost of $14,592. After the initial public offering and related redemption, there were 4,165,000 common
units and 4,165,000 subordinated units outstanding. As described in the partnership agreement, during the
subordination period the subordinated units are not entitled to receive any distributions until the common
units have received their minimum quarterly distribution plus any arrearages from prior quarters. The
subordination period will end once the Partnership meets certain financial tests described in the
partnership agreement, but it generally cannot end before December 31, 2008, When the subordination
period ends, all subordinated units will convert into common units on a one-for-one basis, and the common
units will no longer be entitled to arrearages. If the Partnership meets certain financial tests described in
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the partnership agreement, 25% of the subordinated units can convert into common units on or after
December 31, 2006, and an additional 25% can convert into common units on or after December 31, 2007.

The proceeds retained by the Partnership relating to the sale of the common units in the initial public
offering totaled $83,285. These proceeds were used to repay $73,941 in outstanding term and revolving
credit debt, including prepayment fees and make-whole amounts, and to pay $5,939 in underwriting fees
and $3,405 in professional fees and other offering expenses.

Note 3: Summary of Significant Accounting Policies

Basis of Consolidation. These consolidated financial statements are for the Partnership and its
wholly owned subsidiaries. For all periods prior to January 14, 2004, the business was operated by the
Predecessor, and therefore the consolidated financial statements are for the Predecessor (see note 1) for
those periods. All material inter-company transactions and balances have been eliminated in consolidation.

Cash and Cash Equivalents. Cash equivalents include time deposits with maturities of three months
or less when purchased and cash on deposit at a financial institution.

Vessels and Equipment. Vessels and equipment are recorded at cost, including capitalized interest
where appropriate, and depreciated using the straight-line method over the estimated useful lives of the
individual assets as follows: tank vessels—ten to twenty-five years; tugboats—twenty years; and pier and
office equipment—five years. For single-hull tank vessels, such useful lives are limited to the remaining
period of operation prior to mandatory retirement as required by the Oil Pollution Act of 1990
(“OPA 907). OPA 90 requires that the Partnership’s 22 single-hull vessels, representing approximately
28% of total barrel-carrying capacity as of June 30, 2005, be retired or retrofitted to double-hull by
December 31, 2014,

Included in vessels and equipment are drydocking expenditures that are capitalized and amortized
over three years. Drydocking of vessels is required both by the United States Coast Guard and by the
applicable classification society, which in the Partnership’s case is the American Bureau of Shipping. Such
drydocking activities include, but are not limited to, the inspection, refurbishment and replacement of
steel, engine components, tailshafts, mooring equipment and other parts of the vessel.

Major renewals and betterments of assets are capitalized and depreciated over the remaining useful
lives of the assets. Leasehold improvements are capitalized and depreciated over the shorter of their useful
lives or the remaining term of the lease. Maintenance and repairs that do not improve or extend the useful
lives of the assets are expensed.

The Partnership assesses impairment on long-lived assets used in operations when indicators of
impairment are present and the undiscounted cash flows estimated to be generated by those assets are less
than the assets’ carrying amounts. An impairment loss would be recognized to the extent the carrying value
exceeds fair value by appraisal.

When property items are retired, sold or otherwise disposed of, the related cost and accumulated
depreciation are removed from the accounts with any gain or loss on the dispositions included in income.
Assets to be disposed of are reported at the lower of their carrying amounts or fair values, less the
estimated costs of disposal.

Fuel Supplies. Fuel used to operate the Partnership’s vessels, and on hand at the end of the period, is
recorded at cost. Such amounts totaled $2,473 and $1,170 as of June 30, 2005 and 2004, respectively, and
are included in prepaid expenses and other current assets in the consolidated balance sheets.

Deferred Financing Costs.  Direct costs associated with obtaining long-term financing are deferred
and amortized over the terms of the related financings. Deferred financing costs are stated net of
accumulated amortization which, at June 30, 2005 and 2004, amounted to $815 and $675, respectively.
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Revenue Recognition. The Partnership earns revenue under contracts of affreightment, voyage
charters, time charters and bareboat charters. For contracts of affreightment and voyage charters, revenue
is recognized based upon the relative transit time in each period, with expenses recognized as incurred.
Although contracts of affreightment and certain contracts for voyage charters may be effective for a period
in excess of one year, revenue is recognized over the transit time of individual voyages, which are generally
less than ten days in duration. For time charters and bareboat charters, revenue is recognized ratably over
the contract period, with expenses recognized as incurred. Estimated losses on contracts of affreightment
and charters are accrued when such losses become evident.

Use of Estimates. The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the
financial statements, and revenues and expenses during the reporting period. The most significant
estimates relate to depreciation of the vessels, liabilities incurred from workers’ compensation, commercial
and other claims, the allowance for doubtful accounts and deferred income taxes. Actual results could
differ from these estimates.

Concentrations of Credit Risk. Financial instruments which potentially subject the Partnership to
concentrations of credit risk are primarily cash and cash equivalents and trade accounts receivable. The
Partnership maintains its cash and cash equivalents on deposit at a financial institution in amounts that, at
times, may exceed insurable limits. ’

With respect to accounts receivable, the Partnership extends credit based upon an evaluation of a
customer’s financial condition and generally does not require collateral. The Partnership maintains an
allowance for doubtful accounts for potential losses, totaling $667 and $571 at June 30, 2005 and 2004,
respectively, and does not believe it is exposed to concentrations of credit risk that are likely to have a
material adverse effect on its financial position, results of operations or cash flows. For the fiscal years
ended June 30, 2005, 2004 and 2003, the Partnership’s allowance for doubtful amounts was impacted by
additional charges of $213, $100, and $81, and write-offs of $117, $5 and $8, respectively.

Income Taxes. The Partnership’s effective tax rate comprises the New York City Unincorporated
Business Tax on its operating partnership, plus federal, state, local and foreign corporate income taxes on
the taxable income of the operating partnership’s corporate subsidiaries. Prior to the initial public offering,
EW LLC was a limited liability company and treated as a partnership for income tax purposes.
Accordingly, it was not responsible for federal, state and local income taxes, as its profits and losses were
passed directly to its members for inclusion in their income tax returns. EW LLC was subject to the New
York City Unincorporated Business Tax, and its subsidiaries were C corporations that were subject to
federal, state and local income taxes.

Deferred taxes represent the tax effects of differences between the financial reporting and tax bases of
the Partnership’s and Predecessor’s assets and liabilities, as applicable, at enacted tax rates in effect for the
years in which the differences are expected to reverse. The recoverability of deferred tax assets is evaluated
and a valuation allowance established when it is more likely than not that some portion or all of the
deferred tax assets will not be realized.

Unit-Based Compensation. The Partnership has adopted a long-term incentive plan that permits the
granting of awards to directors and employees in the form of restricted units and unit options. The
Partnership recognizes compensation cost for the restricted units under the intrinsic value method based
on the market value of the common units at the grant date. The market values are amortized over the
vesting periods, which range from four to five years, on a straight-line basis. No unit options have been
granted.
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Net Income per Unit. Basic net income per unit is determined by dividing net income, after deducting
the amount of net income allocated to the general partner interest from its issuance date of
January 14, 2004, as described below, by the weighted average number of units outstanding during the
period. Diluted net income per unit is calculated in the same manner as basic net income per unit, except
that the weighted average number of outstanding units is increased to include the dilutive effect of
outstanding unit options or restricted units. For periods prior to January 14, 2004, such units are equal to
the common and subordinated units received by the Predecessor in exchange for the net assets contributed
to the Partnership, or 4,830,000 units.

As required by Emerging Issues Task Force Issue No. 03-6, “Participating Securities and the
Two-Class Method under FASB Statement No. 128, Earnings per Share” (“EITF 03-6”), which is effective
for periods beginning after March 31, 2004, the general partner’s interest in net income is calculated as if
all net income for the year was distributed according to the terms of the partnership agreement, regardless
of whether those earnings would or could be distributed. The partnership agreement does not provide for
the distribution of net income; rather, it provides for the distribution of available cash, which is a
contractually defined term that generally means all cash on hand at the end of each quarter after
establishment of cash reserves. Unlike available cash, net income is affected by non-cash items, such as
deferred tax benefits.

As described in note 1 above, the general partner’s incentive distribution rights entitle it to receive an
increasing percentage of distributions when the quarterly cash distribution exceeds $0.55 per unit. For
purposes of EITF 03-6, the Partnership must treat net income as if it were distributable. Therefore, since
net income exceeded $0.55 per unit in the third quarter of fiscal 2004 due to recognition in that quarter of
a deferred tax benefit of $17,561, the assumed distribution of all net income, pursuant to EITF 03-6, results
in use of the increasing percentages to calculate the general partner’s interest in net income for the quarter
ended March 31, 2004. Notwithstanding the foregoing, the deferred tax benefit is not included in the
calculation of available cash under the partnership agreement and, therefore, the general partner did not
and will not receive any incentive distributions of available cash as a result of such deferred tax benefit.

Note 4: Vessels and Equipment and Construction in Progress

At June 30, 2005 and 2004, vessels and equipment and construction in progress comprised the
following:

2005 2004
VESSRIS L e $305,752  $251,295
Pier and officeequipment. . ........ ... ... i 3,945 2,189

309,697 253,484
Less accumulated depreciation and amortization. ................... (74207)  (59,838)
Vessels and equipment, net. ..ot e $235,490 $193,646
Construction iN PrOZIESS . . . ..o vttt ettt ae e aia e $ 8266 $ 7,722

Depreciation and amortization of vessels and equipment for the fiscal years ended June 30, 2005, 2004
and 2003 was $20,584, $18,256 and $16,006, respectively. Such depreciation and amortization includes
amortization of drydocking expenditures for the fiscal years ended June 30, 2005, 2004 and 2003 of
$6,823, $7,421 and $7,158, respectively.

On December 8, 2004, the Partnership acquired ten tank barges and seven tugboats. The addition of
this capacity represented a 10.6% increase in the aggregate barrel-carrying capacity of the Partnership’s
fleet at the time of the acquisition. The purchase price of $21,184 (including acquisition related costs)
included a water treatment facility. The transaction was financed using the Partnership’s available credit
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lines and the purchase price allocated to the individual assets acquired based on independent appraisals.
These assets are included in vessels and equipment, net, in the consolidated balance sheet.

On June 28, 2005, the Partnership acquired an 80,000-barrel capacity double-hull tank barge for a
purchase price of $10,000, excluding certain modifications made to the barge. The acquisition was financed
using borrowings under a new term loan. The vessel is included in vessels and equipment, net, in the
consolidated balance sheet.

In September 2004, the Partnership completed the double-hulling of the KTC 155, now renamed the
DBL 155, and accepted delivery of the vessel. The Partnership also signed an agreement with a shipyard in
September 2004 to construct a new 100,000-barrel tank barge which is expected to be delivered during the
fall of 2005. The total cost, after addition of certain special equipment and integration with an existing
tugboat, is expected to be in the range of $13,000 to $14,000. Additionally, the Partnership signed an
agreement with a shipyard in February 2005 to construct two new 28,000-barrel tank barges which are
expected to be delivered during the first calendar quarter of 2006 and which are expected to cost, in the
aggregate and after the addition of certain special equipment, in the range of $9,000 to $10,000.
Construction in progress at June 30, 2005 includes expenditures on the new 100,000-barrel and
28,000-barrel tank barges.

On January 29, 2004, the Partnership acquired a 140,000-barrel capacity double-hull tank barge and
an 8,000 horsepower tugboat, both built in 2000. The purchase price of $34,120 was financed using
available cash and $25,048 in borrowings under a new term loan. The Partnership also signed a new
multi-year contract with the sellers to transport petroleum products in the northeastern United States. The
portion of the purchase price in excess of the fair value of the vessels, as determined by appraisal, was
allocated to the related contract and is included in other assets. Such amount is being amortized over the
contract period.

During fiscal 2004, the Partnership also completed the rebuilding of the DBL 105 for petroleum
transportation. This vessel, along with a tugboat, was purchased in fiscal 2003 for $3,539, funded by credit
line borrowings.

In March 2001, K-Sea Transportation Corp. and Bollinger Gretna, L.L.C. signed a contract for the
construction of four double-hull tank vessels to be built over three years. The aggregate cost of these four
vessels was 846,193, including financing and other fees and certain special equipment. Delivery of the first
vessel occurred in July 2002, the second in February 2003, the third in June 2003, and the fourth vessel in
January 2004,

Note 5: Financing
Credit Agreement

In March 2005, the Partnership entered into a new, five-year $80,000 revolving credit agreement with
a syndicate of banks. The new agreement replaced the Partnership’s existing $47,000 revolving credit
agreement, which was repaid and terminated. The new agreement contains a $20,000 sublimit for letters of
credit and allows the Partnership to request an increase in the total availability under the new agreement
by up to $20,000, up to a maximum of $100,000, so long as no default or event of default has occurred and
is continuing. Obligations under the new agreement are collateralized by a first priority security interest,
subject to permitted liens, on certain of our vessels having an orderly liquidation value equal to the greater
of (a) $50,000 and (b) 1.25 times the amount of the obligations (including letters of credit) outstanding.
Borrowings under the credit facility bear interest, at the option of the Partnership, at a rate equal to (a) the
greater of the prime rate and the federal funds rate plus 0.5% (a “base rate loan”), or (b) 30-day London
Interbank Offered Rate (“LIBOR™) plus a margin of 1.00% to 2.00% based upon the ratio of Total
Funded Debt to EBITDA, as defined in the agreement. The Partnership also incurs commitment fees,
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payable quarterly, on the unused amount of the facility at a rate ranging from 0.175% to 0.375% based
upon the ratio of Total Funded Debt to EBITDA, as defined in the agreement. As of June 30, 2005,
outstanding borrowings under this facility totaled $47,112.

Term Loans

Term loans outstanding at June 30, 2005 and 2004 were as follows:

2005 2004

Term loan payable in monthly principal installments with a balloon payment due at

maturity. Interest on the unpaid principal is payable monthly at 30-day LIBOR

plus1.05% ..ol e e e $ 6435 8§ —
Term loan payable in monthly principal installments of $70, with a balloon payment

of $9,195 due in 2008. Interest on the unpaid principal is payable monthly at an

INtETESE TALE Of 6.2 0. v oottt ettt e e 11,492 —
Term loan payable in monthly principal instalilments with a balloon payment due at

maturity. Interest on the unpaid principal is payable monthly at the interest rates

referred to below. . ... o e 11,557 —
Term loan payable in monthly principal installments of $139, with a balloon payment

of $13,498 due at maturity in 2011. Interest on the unpaid principal at 30-day

LIBOR plus 2.95%, payable monthly. This loan was repaid in connection with the

refinancing of the credit agreementin March 2005 .......................oo.e — 24,491
Term loan payable in monthly principal installments of $65, with a balloon payment

of $5,514 due in 2011. Interest on the unpaid principal at 30-day LIBOR plus

2.40%, payable monthly. This loan was repaid in connection with the refinancing

of the credit agreementinMarch 2005 .. ... ... ... .. — 10,899
29,484 35,390
BT 139 45 0L o 1o ) 1 o) ¢ U NP 1,279 2,448

$28,205 $32,942

In March 2005, the Partnership entered into an agreement to borrow up to $11,000 to partially finance
construction of the new 100,000-barrel tank barge described in note 4. The loan bears interest at 30-day
LIBOR plus 1.05%; interest only is payable monthly through the earlier of October 31, 2005 or delivery of
the tank barge. Thereafter, monthly payments of principal, plus accrued interest, are payable over seven
years, with the remaining principal amount payable at maturity. The loan is collateralized by the related
tank barge. Borrowings outstanding on this loan total $6,435 at June 30, 2005.

In March 2005 the Partnership entered into a new, three-year term loan in the amount of
$11,700 bearing interest at a fixed rate of 6.25% annually. The loan is payable in monthly principal
installments of $70, with the remaining principal amount payable at maturity. The loan is collateralized by
three vessels and the proceeds were used to refinance an existing term loan. Borrowings outstanding on
this loan total $11,492 at June 30, 2005.

In June 2005, the Partnership entered into an agreement to borrow up to $18,000 to finance the
purchase of the 80,000-barrel double-hull tank barge and construction of the new 28,000-barrel double-hull
tank barges described in note 4. The loan bears interest at 30-day LIBOR plus 1.60% for the interim
financing period, which is the earlier of April 30, 2006 or the delivery of the two 28,000-barrel tank barges,
and 30-day LIBOR plus 1.75% thereafter. Interest only is payable monthly through the interim financing
period. Thereafter, monthly payments of principal, plus accrued interest, are payable over seven years, with
the remaining principal amount payable at maturity. The loan is collateralized by the related tank barges.
Borrowings outstanding on this loan total $11,557 at June 30, 2005.
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In connection with the acquisition of an integrated tug-barge unit in January 2004, the Partnership
entered into a seven-year, $25,048 term loan. In May 2004, the Partnership entered into an agreement with
a financial institution for $20,000 of loans to provide term financing for two vessel rebuilding and
retrofitting projects. These term loans were repaid upon closing of the refinanced credit agreement and
three-year term loan described above. A net loss of $1,359, representing prepayment fees and writeoff of
the related deferred financing costs, was recorded in connection with prepayment of the term loans and
termination of the old credit facility.

In connection with the Partnership’s initial public offering, all of the Predecessor’s debt, exclusive of
$12,950 in subordinated notes, was contributed to the Partnership. The contributed short-term and
long-term debt (excluding the Title XI bonds, as described below) aggregated $73,941, and was repaid
using proceeds of the offering. Such repayments included $6,041 in prepayment and make-whole amounts,
of which $3,274 had previously been accrued by the Predecessor as supplemental interest which would
have been payable upon maturity of certain of these loans, resulting in a loss on prepayment of $2,767. In
addition, $240 in deferred financing costs related to the contributed debt was also written off. In the fourth
quarter of fiscal 2004, an additional $151 was paid as a final adjustment to the make-whole payment.

Title XI Bonds

On June 7, 2002, the Predecessor issued bonds aggregating $40,441, in four series, through a private
placement for the purpose of providing long-term financing for the construction of four new double-hull
tank vessels. The bonds are guaranteed by the Maritime Administration of the U.S. Department of
Transportation (“MARAD”) pursuant to Title XI of the Merchant Marine Act of 1936 (the “Title X1
bonds”). The guarantee agreements required the net bond proceeds of $39,115, net of $1,326 of guarantee
fees paid directly to MARAD, to be held in a restricted account (the “Title XI escrow account™)
maintained at the U.S. Department of Treasury for subsequent drawdown, by series, as each vessel was
delivered and accepted. The Title XI escrow account was substantially drawn down upon delivery of the
final vessel in January 2004. Each series is payable over 25 years from the delivery date of the related
vessel. The guarantee is collateralized by, among other things, the newbuild vessels.

In connection with the Partnership’s initial public offering in January 2004, the agreements with
MARAD governing the Title XI borrowings were restructured. The Partnership is required to make
available to MARAD additional collateral in the form of (a) a total of $8,000 in additional funds in the
form of escrowed cash (with a minimum of $1,519) and standby letters of credit, and (b) additional vessels
having an orderly liquidation value of at least $10,000. As of June 30, 2005, the Partnership had escrowed
with MARAD $1,519 in cash and $6,485 in standby letters of credit, and has pledged the additional vessels.
In addition, the Partnership is obligated each month to place in escrow with MARAD one-sixth of the next
semi-annual debt service payment due for each series of the Title XI bonds, which deposits are used to
make such semi-annual payments.




At June 30, 2005 and 2004, Title XI bonds outstanding comprised the following:

2005 2004
Bond payable in semi-annual principal installments of $218 through
July 2027, with interest at 6.17% ... .ot in it i $ 9,815 $10,251
Bond payable in semi-annual principal installments of $193 through
February 2028, with interest at 6.20%. . .......oovvenviiiie e 8,861 9,247
Bond payable in semi-annual principal installments of $188 through
June 2028, with interest at 6.23%. .. ..ot e 8,626 9,001
Bond payable in semi-annual principal installments of $211 through
January 2029, with interest at 6.26% . ........ccoiviii e, 10,107 10,528
37,409 39,027
Less current portion. . ..o i it i e 1,618 1,618

$35,791 $37,409

Restrictive Covenants

The agreements governing the $80,000 credit facility, the Title XI borrowings and the term loans
contain restrictive covenants that, among others, (a) prohibit distributions under defined events of default,
(b) restrict investments and sales of assets, and (c) require the Partnership to adhere to certain financial
covenants, including defined ratios of fixed charge coverage and funded debt to EBITDA (earnings before
interest, taxes, depreciation and amortization, as defined), and a minimum balance of partners’ capital.

Interest

Interest expense, net of amounts capitalized, and interest income, was as follows:

For the Years Ended June 30,

2005 2004 2003
Interest coSts iNCUITE . ...\ v ittt et i e e $6,611 $7,205 $9,953
Less interest capitalized. ... 570 672 656
INterest EXPENSe ..ottt 6,041 6,533 9,297
Interestincome .................... e e (92) (163) (489
Interest eXpense, Net. .. ...ttt $5,949 $6,370 $8,808

The weighted average interest rate on the Title XI bonds and term loans was 5.8% and 5.2% at
June 30, 2005 and 2004, respectively, which debt is subject to prepayment fees. Interest payable totaled
$1,125 and $972 as of June 30, 2005 and 2004, respectively, and is included in accrued expenses and other
current liabilities in the consolidated balance sheets. At June 30, 2005 and 2004, accounts payable included
book overdrafts of $853 and $0, respectively, representing outstanding checks.

Maturities of Long-Term Debt

As of June 30, 2005, maturities of long-term debt for each of the next five years were as follows:

2000, - e e $ 2,897
200 e e 3,739
2008, e e e 12,726
2000, . e e 2,904
2000, o e e e e i 50,016
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Equity Financing

On June 1, 2005, the Partnership issued and sold 500,000 common units to Tortoise Energy
Infrastructure Corporation (“Tortoise”) in a private placement for proceeds of $16.0 million, before
expenses associated with the offering. The proceeds were used to repay indebtedness incurred under the
Partnership’s revolving credit facility in connection with its December 2004 vessel acquisition. The offer
and sale of the common units was made pursuant to an exemption from registration under section 4(2) of
the Securities Act of 1933, as amended. No underwriting discounts or commissions were paid in connection
with the private placement. Pursuant to the terms of a registration rights agreement, the Partnership has
agreed to register the resale of the common units with the Securities and Exchange Commlssmn Tortoise
has agreed not tosell any of the common units prior to December 1, 2005.

Note 6: Income Taxes

The components of the provision (benefit) for income taxes for the fiscal years ended June 30, 2005,
2004 and 2003 are as follows:

2005 2004 2003
Current:

Federal .. .ooiee it $ — § - § -
Stateandlocal. ........o i e e 159 — 17
Foreign. ... ..o e 90 — —
249 — 17

Deferred:
Federal ... ... oo e (267) (16,582) 162
Stateandiocal. ...t e e 181 (263) 161
(86) (16,845) 323
Provision (benefit) for income taxes ............... ..ol $ 163 $(16,845) $340

Certain net .assets contributed to the Partnership at the time of the initial public offering in
January 2004 were transferred by EW LLC’s corporate subsidiaries. These net assets had tax bases that
were lower than their carrying values for financial reporting purposes, which resulted in deferred tax
liabilities relating to these temporary differences. The future reversal of these differences will be subject to
the Partnership’s effective tax rate, which is significantly lower than the effective tax rate of EW LLC’s
corporate subsidiaries. The effect of the change in tax rates applicable to these differences is reflected as a
deferred tax benefit of $17,561 for the fiscal year ended June 30, 2004.

A reconciliation of income tax expense, as computed using the federal statutory income tax rate
of 34%, to the Partnership and Predecessor provisions (benefits) for income taxes for the fiscal years
ended June 30, 2005, 2004 and 2003 is as follows:

2005 2004 2003

Tax at federal statutoryrate of 34% ....................... $2822 $ 1472 $ 1,806
Entities not subject to federal income taxes................. (3,080) (1,081)  (1,736)
State and local income taxes, net of federal benefit.......... 342 296 102
Foreign taxes . ... oot e e 188 — —
Reduction in deferred taxes resulting from change in tax rates

upon transfer of net assets to the Partnership............. —  (17,561) —
Valuation allowance.............cciiiiiiiiii i, 201 — —
Other. ... e e (310) 29 168

Total ..o $ 163 $(16,845) $ 340
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Significant components of deferred income tax liabilities and assets as of June 30, 2005 and 2004 are
as follows:

2005 2004

Deferred tax liabilities:
Book basis of vessels and equipment in excess of tax basis .. ............. $3,364 $2,737
P S ON COSES . .t it i it i e e — 24
Total deferred tax liabilities . ............. ..ot $3,364 $2,761

Deferred tax assets:

Allowance for doubtful aCCOUNtS . . ...ttt i $ 33 § 15
ACCTUBd EXPENSES . . .ttt e e e 350 25
Net operating loss carry-forwards . ........... ..., 746 84
Valuation allowance. . ..ot s (316) —
Total deferred tax @ssets . . ..ottt e $ 813 $ 124

|

The Partnership had temporary differences at June 30, 2005 primarily related to the excess of the
book basis of vessels and equipment over the related tax basis in the amount of $90,483. This amount will
result in taxable income, in the years these differences reverse, that will be included in the overall
allocation of taxable income to the unitholders of the Partnership.

A valuation allowance has been established due primarily to the uncertainty of realizing certain net
operating loss carry-forwards of the Partnership’s corporate subsidiaries.

At June 30, 2005, the Partnership’s corporate subsidiaries had federal net operating losses of $1,364
which begin to expire in 2024, state net operating losses of $429 which begin to expire in 2024, and foreign
net operating losses of $289 which begin to expire in 2008.

Note 7:  Commitments and Contingencies

The Partnership leases its New York office and pier facilities from an affiliate of an employee under
an agreement which extends through April 2009. Terms of the agreement provide for annual rental
payments of $400 annually through April 2009, which increased as of May 1, 2004 from $352 annually.
Rent expense was $400, $360 and $352 for the fiscal years ended June 30, 2005, 2004 and 2003,
respectively. In addition, a subsidiary of the Partnership leases office and pier facilities and a water
treatment facility in Virginia under an agreement with a third party that extends through January 2010.
The Virginia lease agreement requires annual rental payments of $250 through January 8, 2010. The
subsidiary receives $84 from sublease of a portion of the Virginia property which extends to December 31,
2009. The subsidiary has an option to buy the Virginia premises at any time after the first anniversary date
of the lease for an aggregate purchase price of $4,200. Rent expense, net of the sublease, for the fiscal year
ended June 30, 2005 was $97. The Partnership and subsidiary are also responsible for real estate taxes,
insurance and all other costs associated with occupying these properties.

Included in total revenues are time charter and bareboat charter revenues of $21,747, $9,751 and
$8,996 for the fiscal years ended June 30, 2005, 2004 and 2003, respectively. Such revenues include $513,
$778, and $1,455 for the fiscal years ended June 30, 2005, 2004 and 2003, respectively, related to vessels
chartered to an affiliate of an employee. The Partnership also utilizes such affiliate for tank cleaning
services at a cost of $2,318, $2,916 and $1,664 for the years ended June 30, 2005, 2004 and 2003,
respectively. The Partnership’s time charters and bareboat charters extend over various periods which
expire between 2005 and 2009.



At June 30, 2005, minimum contractually agreed future revenue under time and bareboat charters was
as follows:

Year ending June 30,

20000, e e e e e e e e $15,394

2007 o e e e e 4,544

2008, e e e 2,690

2000, L e e e 304

L R —
0 7 PO $22,932

The Partnership entered into employment agreements with its executive officers in January 2004.
Each of the employment agreements had an initial term of one year, The term of each employment
agreement is automatically extended for successive one-year terms unless either party gives 30-days written
notice prior to the end of the term that such party desires not to renew the employment agreement. The
employment agreements currently provide for annual base salaries aggregating $710. In addition, each
employee is eligible to receive an annual bonus award based upon the consolidated financial performance
of the Partnership. If the employee’s employment is terminated without cause or if the employee resigns
for good reason; the employee will be entitled to severance in an amount equal to the greater of (a) the
product of 1.3125 (1.75 multiplied by .75) multiplied by the employee’s base salary at the time of
termination or resignation and (b) the product of 1.75 multiplied by the remaining term of the employee’s
non-competition provisions multiplied by the employee’s base salary at the time of termination or
resignation.

EW Transportation Corp., a predecessor to the Partnership, and many other marine transportation
companies operating in New York have come under audit with respect to the New York State Petroleum
Business Tax (“PBT”), which is a tax on vessel fuel consumed while operating in New York State territorial
waters. The boundaries of these waters have never been defined. An industry group in which EW
Transportation Corp. and the Partnership participate have proposed to the New York taxing authority that
it adopt a calculation methodology for the PBT that it has applied, for purposes of a different tax, for many
years. The taxing authority has not yet responded to this proposal. The Partnership has begun filing
monthly tax returns, and has accrued an estimated liability using the industry’s proposed calculation
methodology. In accordance with the agreements entered into in connection with the Partnership’s initial
public offering, any liability resulting from the PBT prior to January 14, 2004 (the effective date of the
offering) is a retained liability of the Predecessor.

The Partnership is the subject of various claims and lawsuits in the ordinary course of business for
monetary relief arising principally from personal injuries, collisions and other casualties. Although the
outcome of any individual claim or action cannot be predicted with certainty, the Partnership believes that
any adverse outcome, individually or in the aggregate, would be substantially mitigated by applicable
insurance or indemnification from previous owners of the Partnership’s assets, and would not have a
material adverse effect on the Partnership’s financial position, results of operations or cash flows. The
Partnership is also subject to deductibles with respect to its insurance coverage that range from $25 to $100
per incident and provides on a current basis for estimated payments thereunder.

Note 8: Long-term Incentive Plan

In January 2004, K-Sea General Partner GP LLC, the general partner of the Partnership’s general
partner, adopted the K-Sea Transportation Partners L.P. Long-term Incentive Plan (the “Plan”) for
directors and employees of K-Sea General Partner GP LLC and its affiliates. The Plan currently permits
the grant of awards covering an aggregate of 440,000 common units in the form of restricted units and unit




options and is administered by the Compensation Committee of the Board of Directors of K-Sea General
Partner GP LLC. The Board of Directors of K-Sea General Partner GP LLC, in its discretion, may
terminate the Plan at any time with respect to any restricted units for which a grant has not yet been made,
and also reserves the right to alter or amend the Plan from time to time, including increasing the number
of common units with respect to which awards may be granted subject to unitholder approval as required
by the New York Stock Exchange. No change in any outstanding grant may be made, however, which
would materially impair the rights of the participant without the consent of such participant. Subject to
certain exceptions, restricted units are subject to forfeiture if employment is terminated prior to vesting. As
the restricted units vest, K-Sea General Partner GP LLC has the option to either acquire common units in
the open market for delivery to the recipient or distribute newly issued common units from the
Partnership. In all cases, K-Sea General Partner GP LLC is reimbursed by the Partnership for such
expenditures. * '

During the years ended June 30, 2005 and 2004, 52,000 and 9,000 restricted units, respectively, were
granted for which the unit price on the respective grant dates was $31.25 and $28.70. These restricted units
vest over periods ranging from four to five years. In 2005, 2,250 restricted units vested, and the Partnership
issued 2,250 common units to the recipients. At June 30, 2005 and 2004, 58,750 and 9,000 unvested
restricted units were outstanding. Unit compensation expense amounted to $413 and $23, for the years
ended June 30, 2005 and 2004, respectively.

Note 9: Retirement Plans

The Partnership has a money purchase pension plan, and also a defined contribution plan that
qualifies under Section 401(k) of the Internal Revenue Code. These plans cover all eligible employees.
Under the terms of the money purchase pension plan, the Partnership contributes five percent of each
eligible employee’s annual compensation, as defined in the plan document. The 401(k) plan provides that
eligible employees may make contributions, subject to Internal Revenue Code limitations, and the
Partnership will match the first two percent of employee compensation contributed, subject to a maximum
amount. For the money purchase plan, expenses totaled $1,000, $836 and $862 for the fiscal years ended
June 30, 2005, 2004 and 2003, respectively. For the 401(k) plan, expenses totaled $443, $402 and $286 for
the fiscal years ended June 30, 2005, 2004 and 2003, respectively.

Accrued expenses for the money purchase plan totaled $1,077 and $871 as of June 30, 2005 and 2004,
respectively, and are included in accrued expenses and other current liabilities in the consolidated balance
sheets. Additionally, accrued expenses for payroll-related costs totaled $1,431 and $1,348 as of June 30,
2005 and 2004, respectively, which are also included in accrued expenses and other current liabilities in the
consolidated balance sheets.

Note 10: Major Customers

Two customers accounted for 26% and 16% of consolidated revenues for the fiscal year ended
June 30, 2005, two customers accounted for 28% and 14% of consolidated revenues for the fiscal year
ended June 30, 2004, and three customers accounted for 15%, 13% and 11% of consolidated revenues for
the fiscal year ended June 30, 2003.

Note 11; Fair Value of Financial Instruments

As of June 30, 2005, the fair value of long-term debt was approximately $118,200 based on the
borrowing rates currently available to the Partnership for bank loans with similar terms and average
maturities. The fair value of the Partnership’s other financial instruments approximated their cost bases as
such instruments are short-term in nature or were recently negotiated.
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Note 12: New Accounting Pronouncements

On December 16, 2004, the Financial Accounting Standards Board (“FASB”) issued FASB Statement
No. 123(R), “Share-Based Payment” (“FAS 123(R)”). FAS 123(R) revises FASB Statement No. 123,
“Accounting for Stock-Based Compensation” (“FAS 123”) and requires companies to expense the fair
value of employee stock options and other forms of stock-based compensation. In addition to revising
FAS 123, FAS 123(R) supersedes Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for
Stock Issued to Employees”, and amends FASB Statement No. 95, “Statement of Cash Flows.” The
Partnership is required to adopt FASB 123(R) as of July 1, 2005. The adoption will require the Partnership
to recognize the fair value of unit options granted under its long-term incentive plan. To date, no unit
options have been granted.

On April 4, 2605, the FASB issued Interpretation No. 47, “Accounting for Conditional Asset
Retirement Obligations, an interpretation of FASB Statement No. 143” (“FIN 47”). This interpretation
clarifies that an entity is required to recognize a liability for the fair value of a conditional asset retirement
obligation when incurred if the liability’s fair value can be reasonably estimated. It also clarifies when an
entity would have sufficient information to reasonably estimate the fair value of an asset retirement
obligation. The Partnership is required to adopt FIN 47 as of June 30, 2006, and does not expect that such
adoption will have a significant impact on its financial position, results of operations or cash flows.

On June 2, 2005, the FASB issued FASB Statement No. 154, “Accounting Changes and Error
Corrections-a replacement of APB No. 20 and FAS No. 3” (“FAS 154”). FAS 154 replaces APB Opinion
No. 20, “Accounting Changes” (“APB 20”) and FASB Statement No. 3, “Reporting Accounting Changes
in Interim Financial Statements” and changes the requirements for the accounting for and reporting of a
change in accounting principle. This Statement applies to all voluntary changes in accounting principle. It
also applies to changes required by an accounting pronouncement in the unusual instance that the
pronouncement does not include specific transition provisions. When a pronouncement includes specific
transition provisions, those provisions should be followed. The Partnership is required to adopt FAS 154 as
of July 1, 2006, and does not expect that such adoption will have a significant impact on its financial
position, results of operations or cash flows.

Note 13: Quarterly Results of Operations (Unaudited)

The following summarizes certain quarterly results of operations for each of the fiscal years ended
June 30, 2005 and 2004:

Three Months Ended
June 30 March 31 December 31 September 30
(in thousands, except per unit amounts)

Fiscal 2005
Total TEVENUES. .. oo ioeeeeee e ennnenss $33,686  $30,837 $27,818 $29,053
Operating inCome . .. ....vvneerenenenen.. $ 4558 § 3,594 $ 2,932 $ 4,496
Netincome. ......c.covvveiienennan... $ 3046 § 584 $ 1,369 $ 3,137
General partners’ interest in net income .... § 61 § 12 $ 27 $ 63
Limited partners’ interest in net income. .. . . $298 § 3572 $ 1,342 $ 3,074
Net income per limited partner unit:

Basic .. .oviii e $ 035 0.07 $ 016 $ 037

& 2

0.07 $ 016 $ 037

Diluted...........coooi i $ 035




Three Months Ended
June 30 March 31 December 31 September 30
(in thousands, except per unit amounts)

Fiscal 2004
Totalrevenues. ..........coovviiinieennn. $25,269  $26,028 $21,071 $23,431
Operatingincome. ..............cvoiunn. $ 2903 § 4,809 $ 2,219 $ 3,673
NetinCOmMe. ... vvveeetieninreraenss $ 1,309 $18,355 $ 205 $ 1,305
General partners’ interest in netincome .... $§ 26 $ 6,603 — —
Limited partners’ interest in net income. . . .. $ 1,283  $11,752 $ 205 $ 1,305
Net income per limited partner unit:
BasiC......coiiii e $ 015 § 143 $ 0.04 $ 027
Diluted ....oeoiieieiiieieieee.. $ 005§ 143§ 004§ 027

Note 14: Subsequent Event

On August 23, 2005, the Partnership entered into a definitive purchase agreement with Marine
Resources Group, Inc. and Saltchuk Resources, Inc. to acquire Sea Coast Towing, Inc. (“Sea Coast”), a
wholly-owned subsidiary of Marine Resources Group, based in Seattle, Washington. Sea Coast is engaged
in the marine transportation of refined petroleum products along the West Coast of the United States and
Alaska. The purchase price will consist of $77,000 in cash and 125,000 common units. The transaction is
expected to close in late October, subject to customary closing conditions.
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Exhibit 31.1

Certification Pursuant to
Rules 13a-14 and 15d-14 Under the Securities Exchange Act of 1934

I, Timothy J. Casey, certify that:
1. Ihave reviewed this annnal report on Form 10-K of K-Sea Transportation Partners L.P.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifving officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures,
as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(a) Allsignificant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.
Date: September 13, 2005

/s/ TIMOTHY J. CASEY
Timothy J. Casey
President and Chief Executive Officer




Exhibit 31.2

Certification Pursuant to
Rules 13a-14 and 15d-14 Under the Securities Exchange Act of 1934

I, John J. Nicola, certify that:

1.
2.

I have reviewed this annual report on Form 10-K of K-Sea Transportation Partners L.P.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(¢)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures,
as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(a) Allsignificant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: September 13, 2005

/s/ JOHN J. NICOLA
John J. Nicola
Chief Financial Officer




Exhibit 32.1

Certification Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002
(Subsections (a) and (b) of Section 1350, Chapter 63 of Title 18, United States Code)

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (Subsections (a) and (b) of Section 1350,
Chapter 63 of Title 18, United States Code), I, Timothy J. Casey, President and Chief Executive Officer of
K-Sea General Partner GP LLC, as general partner of K-Sea General Partner L.P., the general partner of
K-Sea Transportation Partners L.P. (the “Partnership”), hereby certify, to the best of my knowledge, that:

(1) The Partnership’s Annual Report on Form 10-K for the year ended June 30, 2005 (the “Report”)
fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and resuits of operations of the Partnership.

/s/ TIMOTHY J. CASEY

Dated: September 13, 2005 Name: Timothy J. Casey
Title:  President and Chief Executive Officer




Exhibit 32.2

Certification Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002
(Subsections (a) and (b) of Section 1350, Chapter 63 of Title 18, United States Code)

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (Subsections (a) and (b) of Section 1350,
Chapter 63 of Title 18, United States Code), I, John J. Nicola, Chief Financial Officer of K-Sea General
Partner GP LLC, as general partner of K-Sea General Partner L.P., the general partner of K-Sea
Transportation Partners L.P. (the “Partnership”), hereby certify, to the best of my knowledge, that:

(1) The Partnership’s Annual Report on Form 10-K for the year ended June 30, 2005 (the “Report”)
fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Partnership.

/s/ JOHN J. NicOoLA
Dated: September 13, 2005 Name: John J. Nicola

Title:  Chief Financial Officer
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