JURLAEE I

06036145

Overseas Shiphelding Greup, Ine.
2005 Annual Report

\

- PROCESSED |

| MAY 25 2006 © &

THOMSON
FINANCIAL




moving energy with integrity

Integrity is at the heart of OSG's reputation and culture.
It is also one of the most important reasons why our
customers choose to work with us. Integrity is what
our seafarers and shoreside staff have built their entire
careers on — upholding the core values of seamanship
and supporting every aspect of our shipping operations

with respect and thoughtfulness.
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In thousands, except share, per share amounts and key ratios and metrics 2003 2004 2005
Income Statement Data

Shipping Revenues $454,120 $810,335 $1,000,303
Time Charter Equivalent Revenues $431,136 $789,5681 $961,662
EBITDA $320,287 $655,248 $705,519
Income from Vessel Operations $191,107 $463,780 $432,034
Net Income $121,309 $401,236 $464,829
Diluted Earnings Per Share $3.47 $10.24 $11.77
Diluted Weighted Average Shares Qutstanding 34,976,793 39,176,253 39,506,332
Balance Sheet Data

Cash and Tax Adjusted CCF' $234,834 $653,650 $356,069
Total Assets $2,000,686 $2,680,798 $3,348,680
L.ong-term Debt $787,588 $906,183 $965,655
Shareholders’ Equity $917,075 $1,426,372 $1,876,028
Key Ratios and Metrics

Total Liquidity? $677,000 $700,000° $1,442,000
Liquidity Adjusted Debt to Total Capitalization 37.6% 50.3%? 24.5%
Total Number of Owned and Operated Vessels, Including Newbuilds 53 66 107
Revenue Days 15,284 17,677 30,645

'Capital Construction Fund
2Includes undrawn bank facilities

32004 is adjusted to give pro forma effect to the acquisition of Stelmar Shipping Ltd. and proceeds from the sale of five Product Carriers in January 2005

Time Charter
Equivalent Revenues

(in thousands)

Cash From
Operating Activities

{in thousands)

$961,662 $452,046
$396,825
$789,581
. i
$230,750
$431,136
2003 2004 2005 2003 2004 2005

Liquidity Adjusted Debt
to Total Capitalization

50.3%
37.6%
24.5%
2003 2004 2005




executive officers
{left to right): (back row) Angus Campbell, Head of Gas
Strategic Business Unit; Robert R. Mozdean, Head of
Worldwide Human Resources; Captain lan T. Blackley,
Managing Director and Chief Operating Officer (OSG Ship

2 Overseas Shipholding Group, Inc.
Management (UK) Ltd.); and James I. Edelson, General

Counsel and Secretary.
(middle row) Lois K. Zabrocky, Head of International Product
Carrier Strategic Business Unit; Mats H. Berglund, SVP

and Head of Crude Transportation Strategic Business
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and Treasurer.
(front row) Morten Arntzen, President
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Captain Robert E. Johnston, SVP

Rty

[
Vo =
<
" ( and Head of Shipping Operations.
\{;J{ Not pictured: Captain George
N Dienis, Managing Director
and Chief Operating Officer

I
)
!

t

(OSG Ship Management

{GR) Ltd.).

i
3
- l

!

e
N |




2005 Annual Report 3

to our shareholders

2005 was an exceptional year of accomplishments
for OSG. Our financial performance was the best in
the history of the Company, demonstrating that our
fleet diversification, fleet expansion, active asset
management and focus on growth are working and
delivering returns to our shareholders.

Two years ago, | set forth the tenets that would support
our ambitious plans: balanced growth, operational
excellence and financial flexibility. In each of these
areas, we made significant progress in 2005, all
of which supports our long-term view for the future
of OSG.

Accomplishmemnts and Achisvements

Fleet Diversification. The $1.35 billion acquisition of
Stelmar Shipping Ltd. in January 2005 enabled us to
expand and diversify our fleet as well as execute a
more balanced chartering strategy. More importantly,
the acquisition enhanced the quality of our earnings
by increasing the percentage of revenue from fixed
charters, rising to 31 percent of Time Charter Equivalent
(TCE) revenues from 15 percent a year ago. The addition
of Stelmar's 40 handysize product carriers, aframaxes
and panamaxes resulted in an increase of more than
13,000 revenue days in 2005 over 2004.

Fleet Expansion. An advantage of having a strong
balance sheet, a diversified business and a number of
secure revenue streams is the ability to control tonnage
in very capital-efficient ways. In 2005, our fleet grew 62
percent to 107 owned, operated and newbuild vessels,
without issuing new equity or increasing our debt.

In June 2005, we took what many in the industry
thought was a significant risk and ordered 10 Jones
Act product carriers now under construction at the
Aker Philadelphia Shipyard without having secured
employment for the ships ahead of time. The Jones
Act trade is a niche market with high barriers to entry
and an aging fleet profile; it is also a market unavailable
to our foreign-based competitors. Today, six out of
those 10 tankers are fixed under long-term charters,
proof that our calculated risk is paying off. At the same
time, we expanded the number of vessels participating
in the U.S. Government’'s Maritime Security Program
from one to four, further increasing our commitment to
the U.S. Flag business.

In October 2005, we announced the addition of four
International Flag handysize product carriers to our
fleet, which we will charter-in from Parakou Shipping.
Delivery of those vessels begins in late 2006. In March
2006, we announced charters-in for two additional
handysize product carriers from Cido Tanker Holding Co.,
vessels that are being built in South Korea for delivery
in mid-2008. In March 2006, we announced an order

operating fleet*

Owned Chartered-in  Total Total dwt

Crude Tankers 32 20 52 9,668,113
Product Carriers 12 13 25 1,074,834
U.S. Flag 6 4 10 386,047
Other 0 2 2 319,843
11,438,837

Total 50 39 89

*As of December 31, 2005
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newbuild program#

Delivery Schedule

Class of Vessels 2006 2007 2008 2009 2010  Total
Crude Tankers Q o] 2 2 0 4
Product Carriers 2 2 2 0 0 6
U.S. Flag 1 2 2 3 2 10
LNG 0 2 2 0 o} 4

3 6 8 5 2 24

Total
*As of April 1, 2006

for four wide-beam aframax tankers from New Times
Shipyard in China, OSG's first newbuilding contract
with a Chinese shipyard. These vessels are among the
first tankers ordered under the new Common Structural
Rules for shipbuilding, agreed to by the world's major
classification societies, which became effective April 1,
2006. Our 20 newbuilding commitments for crude
tankers and product carriers, which increase our fleet
by 1.2 million deadweight tons, symbolizes our long-
term positive view about the future and the leadership
role we intend to play in the segments we compete in.

Our entrance into the Liquefied Natural Gas market is on
track, secured by 25-year transportation contracts, in a
joint venture with Qatar Gas Transport Company Limited
(Nakilat) and an order for four 216,200 cubic meter LNG
carriers. Construction of the first vessel commenced in
January 2006 at Samsung Heavy Industries, Ltd. and
delivery is expected in late 2007. The four vessels in
the joint venture have been attractively financed with 85
percent financing that is nonrecourse to OSG.

Active Asset Management. OSG sold or sold and
leased back 20 vessels in 2005, generating $858 million in
proceeds and producing $283 million in gains, of which $43
million, or $1.02 per share, was included in 2005 resuits.
Active asset management improves bottom-line returns to
shareholders. The 13 sale and leaseback transactions were
executed to capture a premium in the market for second-
hand vessels, to transfer residual risk to third parties, and
to retain control of the assets for a fixed period of time.
Our active asset management and fleet renewal programs
have resulted in a younger and more modern fleet. Our
owned international fleet is now entirely double hull.

A significant transaction in 2005 was the sale and
leaseback of seven VLCC and aframax tankers to
Double Hull Tankers, Inc. in October for $420 million in
cash and 13.4 million shares, with OSG retaining a 44.5
percent interest in the NYSE-listed company. Proceeds
from the transaction were used to pay down debt,
resulting in our ability to return to levels of liquidity and
debt that existed prior to the Stelmar acquisition.

Financial Performance

All of these activities resulted in another extraordinary
year of financial performance. We surpassed a major
milestone, achieving $1 billion in shipping revenues.
TCE revenues of $362 million were up 22 percent from
$790 million in 2004. The crude segment achieved
$684 million in TCE revenues, up 3 percent year-over-
year; TCE revenues for the product segment was $171
million, up more than 580 percent; and the U.S. Flag
segment generated $81 million, up 10 percent year-
over-year. EBITDA for 2005 was more than $705 million,
the highest achieved in the history of the Company. The
American Jobs Creation Act of 2004, which put OSG on
a level playing field with our foreign competitors for the
first time since 1986 by deferring U.S. taxes on foreign
shipping income, had a significant impact on profitability
in 2005: net income for the year was a record $465
million, up 16 percent from $401 million last year.

These results were achieved while simultaneously
returning the balance sheet to the position OSG held
before the January 2005 acquisition of Stelmar. Cash
and cash equivalents, including a tax-effected Capital
Construction Fund, was $356 million at year-end 2005.
In February 2008, OSG entered into a $1.5billion, seven-
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“Our Company-wide commitment 1o achieve excellence
aboard cur ships is something we call “Do It Right,” and it guides

everything we do.”

year unsecured revolving credit agreement, increasing
our liquidity, including undrawn committed bank lines,
to $1.6 billion.

As a result of OSG's exceptional financial performance
in 2005 and confidence in the Company's future
performance, the Board of Directors increased the
quarterly dividend from $0.175 to $0.25 per share, a 43
percent increase.

Qur Vision

| am frequently asked by employees, customers,
shareholders and business partners about what OSG
should strive to become over the next five years. My
response is that | want our Company to be the best
and most valuable energy transportation business in
the world. So, the question is: How do we get there?

[ think it starts by setting the standards by which others

inour industry are measured. This means we need to be
leaders in the market segments in which we compete.
It means having our stock market multiples and
capitalization exceed those of our competitors, making
0OSG the most attractive public s'hipping company in
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On January 3, 2008, steel cutting commenced on the Tenbek (Hull 1605), a 216,200 cubic meter LNG carrier, at

ey . . .

Samsung Heavy Industries, Ltd. shipyard in Goje, Korea. OSG site office staff attending the ceremony {left to right in
blue coveralls): Kyoungsin Ko, Office Administrator; Edmund Walker, Senior Hull Supervisor; Bok Su Lee, Hull Supervisor;
Hans Lindgren, Senior Electrical & Outfitting Supervisor; Gerry Duggan, Senior Coating Supervisor/HSE Coordinator;
Craig Bennett, Site Manager; and Sung Su Yae, Coatings Supervisor.

which to invest. It means retaining loyal customers
and winning new ones because they believe we have
the best business practices in the industry. It means
providing our employees with an exciting place to
work, one that provides opportunities for professional
development and growth.

OSG is building the platform today that will enable us
to achieve this vision. If we can do these things, then
I'm confident that five years from now we will turn our
vision into reality, earning good profits even when the
market is down and making greater profits when the
market is up.

OSG Is a Market Leader in a Changing Global
Shipping Environment

We continue to execute the strategy of being a market
leader in each of the four segments in which we
operate: crude oil, refined petroleum products, gas
transportation and the U.S. Flag trade. At the same
time, we want to provide the safest, cleanest, most
reliable seaborne energy transportation solutions to
our customers. We won't succeed with the former
if we can't deliver the latter, and we are passionately
committed to both objectives. As proud as we are of
our accomplishments to date, we recognize that to
become the leading energy transportation company in
the world, we have hard work ahead.

Our customers are getting more demanding and want
“better than flawless” service. At the same time, the
global regulatory environment in which our industry
operates, notably in the United States and the European

Union, is increasing the number of rules, virtually every
month. Equally as important, regulators are enforcing
existing policies more vigilantly. For these reasons and
many more, shipowners have no alternative but to spend
more money and management time on managing their
fleets or risk falling behind. OSG's scale enables us to
enjoy cost savings across all the services we purchase.
The resulting savings have been used to upgrade
technology deployed across our fleet, maintain our ships
to the highest standards, and train and hire quality crews.
At one time, this industry was all about trading assets.
Today, it's about running real businesses.

So, what will it take to succeed in this more demanding
environment and why do | think OSG has the potential to
emerge as the leading energy transportation company
in the world?

First, you have to have staying powerand be adequately
capitalized to thrive in any business environment.
Since our founding in 1969, we have demonstrated
our resilience and succeeded through several industry
cycles. Today, our credit ratings are among the highest
in the industry. In 2005, OSG joined the Dow Jones
Transportation Average as one of 20 leading U.S.-based
transportation companies.

Second, you must have a strong focus on customer
relationships. This has always been a cornerstone
of OSG’s approach to doing business. In the Tankers
International where our VLCCs
trade, 40 percent of our revenue days are covered by
contracts with customers doing repeat business with

commercial pool




TCE revenues by segment

2005 2004
8.4% 2:1% 3.2%

93%

3.2%
17.8%

OSG. In the Aframax International commercial pool,
more than 50 percent of our revenue days are covered
by contracts. Finally, in the product carrier, gas and U.S.
Flag segments, a significant number of our vessels are
on medium to long-term charters. An impressive list of
repeat, satisfied customers provides OSG with a stable
revenue base. These strong customer relationships are
at the heart of everything we do.

Third, it takes scale. To succeed in this business you
have to have more information than the average market
participant and the quality of that information must be
better. With Tankers International, we track every VLCC
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0SG's fleet diversification strategy reduced
its dependence on the crude oil segment.

m  Crude Tankers
m  Product Carriers
o U.S.Flag

o Other

fixture in the world. We believe we are the only ones
who are able to do this today. Scale alsc means that we
can attract and retain the best talent in the industry by
offering competitive salaries, challenging career paths,
and world-class training and development opportunities.
[n 2005, we expanded the leadership team through
outside hires and internal promotions. Scale matters.

Fourth, you must implement real corporate governance.
0OSG is professionally managed and transparent. Our
Board, comprised of all independent directors but one, is
strongly engaged in our business and committed to our
long-term success. The Board was further strengthened

o
el
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average age of owned fleet*

5.7

VLCC c—————=07 85
IE——— S. 1

Aframax e 9.2
" 283

Panamax 0 1111

. 4.9

Handysize T — 13.1

®  0SG 0O  World Fleet

*In years, as of December 31, 2005

on April 1, 2006 by the addition of Jean-Paul Vettier,
who recently retired as a senior executive of Total S.A,,
the French global energy giant. We believe that strong
corporate governance matters for our shareholders and
customers.

Fifth, you must be committed to profitable growth.
If you look at the pattern of our acquisitions and
investments in the last two years, they have all been
additive to earnings and nondilutive. \We continuously
evaluate opportunities and only make investments that
meet the return targets that have been agreed to by our
Board and management.

Finally, more important than all the other success factors,
is @ commitment to invest in and continuously upgrade
the quality of operations. In 2005, we integrated the
Athens and Newcastle technical management groups
and tock best practices from both to improve overall
operations. We established an Operations Integrity Unit,
modeled along the lines of the GE Audit Group, which
reports directly to the Head of Ship Operations. We hired
an Operational Compliance Officer who reports directly
to me. All these activities are part of our Company-wide
commitment to achieve excellence aboard our ships,
something that internally we call “Do It Right,” and it
guides everything we do. We want to succeed without
taking shortcuts, without incidents and with the safety
of our sea staff and the protection of the environment

The passage of the
National Shipbuilding
Initiative resulted in
0SG placing the largest
order for commercial
tankers in the U.S.
since WWII.

always foremost in mind. We will continue to make the
necessary investments to ensure that we "Do It Right”
and have one of the most comprehensive guality, safety
and environmental programs in the industry.

in Summary

I 'am very proud of our accomplishments in 2005 and
the efforts of our more than 3,300 sea and shore-based
employees. We challenged our staff to think differently,
take on new responsibilities and be innovative. They
responded with enthusiasm, creativity and a dedication
that is inspiring. They helped us achieve another year of
record results. Together, we are on a journey to become
the best energy transportation company in the world, a
journey that will create enormous opportunities for our
employees, superior returns for our shareholders and
satisfaction for our customers.

[ strongly believe that OSG has a bright future. We have
a clear vision and strategy and the right management
team in place to lead the Company and continue to
achieve exceptional results.

| look forward to turning our vision into reality.
Sincerely,
Morten Arntzen

President and Chief Executive Officer
April 17, 2006
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PART |

ITEM 1. BUSINESS

OVERVIEW

Overseas Shipholding Group, Inc. (“OSG” or the “Company”) is one of the world’s leading independent bulk shipping
companies engaged primarily in the ocean transportation of crude oil and petroleum products. The Company owns or
operates a modern fleet of 89 vessels (aggregating 11.4 million deadweight tons) of which 79 vessels operate in the
international market and 10 operate in the U.S. Flag market. 0SG's newbuilding program includes four LNG carriers, four
International Flag Product Carriers and ten U.S. Flag Product Carriers, bringing the Company’s total operating and
newbuild fleet at December 31, 2005 to 107 vessels.

OSG's vesse! operations are organized into strategic business units: crude oil tankers, Product Carriers, U.S. Flag vessels
and Liquefied Natural Gas (“LNG") Carriers. The crude oil tanker unit manages International Flag V-Plus, VLCC, Aframax
and Panamax tankers; the Product Carriers unit principally manages Handysize Product Carriers; the U.S. Flag unit
manages most U.S. Flag vessels; and the LNG unit is developing its chartering and commercial capabilities in preparation
for the delivery of four LNG carriers beginning in late 2007. Each strategic business unit has dedicated chartering and
commercial personnel while the Company’s technical ship management operations and corporate departments support
all four business units.

The Company charters its vessels either for specific voyages {“Voyage Charter”) at spot rates or for specific periods of
time (“Time Charter”) at fixed monthly amounts. Spot market rates are highly volatile, while time charter rates are fixed
for a specific period of time, and provide a more predictive stream of Time Charter Equivalent Revenues. For a more
detailed discussion on factors influencing spot and time charter markets, see Operations—Charter Types.

A glossary of shipping terms (the “Glossary”) that should be used as a reference when reading this Annual Report on
Ferm 10-K begins on page 23. Capitalized terms that are used in this Annual Report are either defined when they are first
used or in the Glossary.

BUSINESS STRATEGY

The Company’s strategy is to be a market leader in each of the segments in which it operates. OSG believes that it
differentiates itself from its competitors through the scale and diversity of its fleet, the skills, experience and capabilities
of its sea-based crew and shore-based personnel, and its ability to and reputation of providing reliable, safe
transportation services while protecting its crews and the environment. To support its goal of market leadership, OSG
intends to expand its International and U.S. Flag fleets on an opportunistic basis, strive for operational excellence, and
maintain a strong balance sheet to support future growth.

Balanced Growth—The Company believes that by balancing the types of vessels it deploys as well as actively managing
the mix of Charters and the ownership profile of its fleet, it can maximize returns on invested capital while making it less
dependent on any particular market sector.

Operational Excellence—The Company is committed to technical excellence across its fleet. To support this goal, the
Company has a high quality, modern fleet operated by experienced crews. The Company has established operational
practices and procedures that are designed to ensure that it complies with all applicable environmental, regulatory and
safety standards and has invested in technology and machinery to further such compliance. The Company’s operating
policies and procedures are audited by an internal team that reports to the Company’s Head of Shipping Operations.
Furthermore, the Company employs an operational compliance officer who reports directly to the Company’s President.

Financial Flexibility—The Company believes its strong balance sheet, high credit rating and high level of unencumbered
assets give it access to both the unsecured bank markets and to the public debt markets, allowing it to borrow primarily
on an unsecured basis and to reduce its financing costs and cash flow breakeven levels in each of its vessel classes.
This financial flexibility permits the Company to pursue attractive business opportunities.
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Summary of 2005 Acquisitions and Transactions
During 2005, the Company pursued several initiatives to expand the number of vessels in its fleet and to reduce the
average age of its vessels. Among these initiatives were the following transactions:

INTERNATIONAL CRUDE OIL TANKERS

* On October 13, 2005, OSG sold seven tankers {three VLCCs and four Aframaxes) to Double Huli Tankers, Inc. (“DHT"),
in connection with DHT's initial public offering. The total purchase price paid for the vessels, after giving effect to the
exercise of the over-allotment option granted by OSG to the underwriters of the DHT offering, was $419.9 million in
cash and 13.4 million shares in DHT, constituting a 44.5% interest in DHT. OSG time chartered the vessels back from
DHT for initial periods of five to six and one-half years with various renewal options up to an additional five to eight
years, depending on the vessel. Under related agreements, a subsidiary of the Company provides Technical
Management services for these vessels for DHT for amounts that have been fixed (except for vessel insurance
premiums) over the term of the agreements. Such management agreements are cancelable by DHT upon 20 days
notice.

* On June 1, 2005, a subsidiary of OSG acquired its partner’s 50.1% interest in a joint venture that owned four double
hull V-Plus tankers for $69.0 million. Subsequently, OSG sold two of the four V-Pluses to the former joint venture
partner in a cash transaction valued at $168.5 million (net of repayment of subordinated partner loans) and retained
ownership of the remaining two V-Plus tankers. Each V-Plus is capable of carrying up to 3.2 million barrels of crude oil,
nearly 50% greater than a VLCC, thus providing customers a lower delivered cost per barrel than other vessel types.
These modern, double hull tankers have design features that extend their trading lives to 40 years and enhance their
safety and efficiency on long haul routes.

During 2005, the Company sold its single hull Suezmax, its 50% interest in a 13 year old double sided Aframax, an
11 year old Aframax, two approximately 18 year old doubie sided Panamaxes, two 12 year old Panamaxes (which the
Company bareboat chartered back for 50 months) and its 30% interest in a single hull VLCC.

INTERNATIONAL PRODUCT CARRIERS

* On October 7, 2005, OSG signed an agreement to time charter-in four newbuild Product Carriers for a period of ten
years each. The vessels are scheduled for delivery to OSG between September 2006 and June 2007 and will be able
to transport petroleum products, vegetable cils and IMO |l chemicals.

On January 20, 2005, OSG acquired Stelmar Shipping Ltd. (“Stelmar”), a leading international provider of petroleum
product and crude oil transportation services. Stelmar’s modern fleet consisted of 40 vessels, aggregating 2.3 million
dwt. The acquisition resulted in numerous financial and operational benefits, including the addition of 24 Product
Carriers, which primarily operate on time charters providing revenue stability that balances OSG's spot market
exposure in the crude oil segment. The purchase also included sixteen additional Panamax and Aframax vessels,
which enhanced the Company’s crude oil fleet and its presence in the Pacific trades between South America and
Central America and the U.S.

During 2005, the Company sold four double sided Handysize Product Carriers with an average age of approximately
16 years. Simultaneously with these sales, the Company bareboat chartered back such vessels for terms of three and
one-half years to four years. With these sales, the Company’s entire fleet of owned International Flag Product Carriers
are double hull.

U.S. FLAG FLEET

* In June 2005, OSG signed agreements to bareboat charter-in ten Jones Act Product Carriers to be constructed by Aker
Philadelphia Shipyard, Inc. (“APSI”). Following construction, APSI will sell the vessels to subsidiaries of American
Shipping Corporation (“ASC”), an affiliate of APSI, which will bareboat charter the vessels to subsidiaries of OSG for
initial terms of five and seven years, with OSG having extension options for the life of the vessels. The bareboat
charterers of the vessels will, in turn, time charter the vessels to an entity owned jointly by a subsidiary of OSG and an
affiliate of ASC. The vessels are scheduled to be delivered beginning in late 2006 through 2010. Each bareboat charter
will commence upon delivery of the respective vessel. 0SG has entered into long-term time charters with two major
oil companies for the first four vessels to be delivered.
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In February 2005, the Company signed agreements with the Maritime Administrator of the U.S. Department of
Transportation pursuant to which it entered into the U.S. Maritime Security Program three U.S. Flag Product Carriers
and one U.S. Flag Pure Car Carrier for ten-year terms (see “U.S. Flag Fleet Operations” on page 9). The program
affords OSG the opportunity to bid on contracts to transport cargoes of select government programs as well as receive
an annual subsidy in exchange for the assurance that the vessels will be made available if called upon by the U.S.
government.

During 2005, the Company sold its three 28 year old single hull U.S. Flag Crude Tankers, upon the expiration of their
respactive bareboat charters, which coincided with the dates that applicable laws preclude such vessels from calling
on U.S, ports.

LNG :

in November 2004, the Company and Qatar Gas Transport Company Limited (Nakilat) formed a joint venture that ordered
four 216,000 cbm LNG Carriers for an aggregate purchase price of $908 million. The LNG Carriers will, upon delivery in
2007 and 2008, commence 25-year time charters (with options to extend) to Qatar Liquefied Gas Company Limited (ll).
The vessels are intended for use on a new project to transport liquefied natural gas from Qatar to the United Kingdom.
These state-of-the-art vessels will have twin slow-speed diesel engines and on-board reliquefaction capability to handle
cargo boil-off.

Tax Changes Benefiting OSG’s International Shipping Operations

In October 2004, Congress passed the American Jobs Creation Act of 2004 which, for taxable years beginning in 2005,
reinstates the indefinite deferral of United States taxation on international shipping income until such income is
repatriated to the United States as dividends. From 1987 through 2004, the Company's international shipping income
was subject to current taxation. The new tax law effectively restores the pre-1976 tax treatment of international shipping
income beginning in 2005 and places the Company’s international fleet on a level playing field with its offshore
competitors for the first time since 1986 (see “Taxation of the Company” on page 17).

Fleet Highlights

As of December 31, 2005, OSG owned or operated (including newbuilds ordered) an aggregate of 107 vessels. Of this
total, 87 vessels are International Flag and 20 vessels are U.S. Flag. The Marshall Islands is the principal flag of registry of
the Company’s International Flag vessels. Additional information about the Company’s fleet, including its ownership
profile, is set forth below under Operations—Flest Summary, as well as on the Company’s website, www.osg.com. The
Company's fleet includes:

* Forty-sight International Flag tanksrs sngaged in the transportation of crude oil worldwide;

* Twenty-nine International Flag Product Carriers {including two Aframaxes and two Panamaxss that are currently
reflected in the International Flag Crude Tankers reportable segment) engaged in the transportation of refined
petroleum products;

Two International Flag Dry Bulk Carriers that transport primarily coal and iron ore;

Ten U.S. Flag vesssls, saven of which are Product Carriers (including three that trade primarily in the international
market and are therefore reflected in the International Flag Product Carriers reportable segment) that transport refined
and unrefined petroleum products, two of which are Dry Bulk Carriers and one of which is a car carrier; and

Four International Flag newbuild Product Carriers (scheduled for delivery in 2006 and 2007), ten newbuild U.S. Flag
Jones Act Product Carriers (scheduled for delivery between 2006 and 2010) and four newbuild LNG carriers (scheduled
for delivery in 2007 and 2008).

In the international market, the Company has one of the industry’s most modern and sfficient fleets. At & time when
customers are demonstrating an increasingly clear preference for modern tonnage based on concerns about the
environmental risks associated with older vessels, 100% of OSG’s owned International Flag flest is double hull, The
young age of the Company’s International Flag fleet and the Company’s Technical Management expertise has resulted in
minimal service disruptions for these vessels.
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Commercial Pools

To increase vessel utilization and thereby revenues, the Company participates in Commercial Pools with other owners of
modern crude oil tankers. By operating a large number of vessels as an integrated transportation system, Commercial
Pools offer customers greater flexibility and a higher level of service while achieving improved scheduling efficiencies. All
of the Company’s V-Plus and VLCC vessels are managed in the Tankers International pool which, as of December 31,
2005, operated an aggregate of 47 VLCC and V-Plus tankers that trade on long haul routes throughout the world. All but
one of OSG’s Aframax tankers are in the Aframax International pool, which at year end 2005 consisted of 36 Aframaxes
that generally trade in the Atlantic Basin, North Sea and the Mediterranean on short and medium haul routes. The
remaining Aframax is expected to join Aframax International in March 2006, upon completion of its current time charter.
Nine of the Company’s 13 Panamax tankers participate in Panamax International, which operated a total of 13 Panamaxes
as of December 31, 2005 on short and medium haul routes between South and Central America, the U.S. and Caribbean.
These commercial ventures negotiate charters with customers primarily in the spot market. The size and scope of these
pools enable them to enhance utilization rates for pool vessels by securing backhaul voyages and Contracts of
Affreightment (“COAs"), thus generating higher effective TCE revenues than otherwise might be obtainable in the spot
market. For detailed information on the pools, See Operations—international Fleet Operations.

Technical Operations

OSG believes that its commercial success depends in part on the Company’s compliance with quality, safety and
environmental standards mandated by worldwide regulators and customers. Technical operations for the Company’s
crude oil tankers, Product Carriers and U.S. Flag fleet is managed from Newcastle, United Kingdom, Athens, Greece and
New York, New York, respectively, by an integrated team of shore side and sea-based personnel. The Company has
established operational practices and procedures that are designed to ensure that all applicable quality, safety and
environmental standards are satisfied and has provided all of its operational personnel with appropriate training and
machinery to fully implement these practices and procedures. In 2005, OSG established an operational integrity group,
responsible for auditing compliance with vessel operating procedures, vessel compliance with environmental regulatory
requirements, vessel safety and maintenance standards and responding to the Company’s open, self reporting system of
possible violations of Company policies and procedures. The Company has also hired an independent compliance officer
of its practices, procedures and training programs.

Commercial Operations

0SG’s commercial operations teams based in its offices in London, New York and Singapore permit customers to have
access at all times to information about their cargo’s position and status. The Company believes that the scale of its fleet,
its commercial management skills and extensive market knowledge allow it to achieve better rates than smaller,
independent shipowners. OSG's reputation in the marketplace is a result of longstanding relationships with its customers
and business partners. Investments in technology, including database and software tools, have enabied OSG to improve
the speed, quality and information it provides to its customers.

Customers

0S8G's customers include major independent and state-owned oil companies, oil traders, and U.S. and international
government entities. The Company believes that it distinguishes itself in the shipping market through an emphasis on
service, safety, reliability and its ability to maintain and grow long-term customer relationships.

Liquidity

The Company believes that the strength of its balance sheet, and the financial flexibility that it affords, distinguishes it
from many of its competitors. At December 31, 2005, shareholders’ equity increased by $450 million to $1.88 billion and
liquidity, including undrawn bank facilities, increased to more than $1.42 billion. On February 9, 2006, OSG entered into a
new $1.5 billion unsecured credit facility which replaced bank facilities that provided up to $1.33 billion of unsecured
financing.

Liquidity adjusted debt to capital was 24.5% at December 31, 2005, a reduction of close to 26 percentage points from a
pro forma 50.3% as of December 31, 2004, adjusted to reflect the Stelmar acquisition and the sales of Product Carriers in
January 2005. For this purpose, liquidity adjusted debt is defined as long-term debt reduced by cash and the tax
adjusted balance in the Capital Construction Fund. Notably in 2005, the Company used the proceeds of the DHT
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transaction to pay down debt, while simultaneously expanding its fleet by chartering-in tonnage, which requires no
capital commitment.

Employees

As of December 31, 2005, the Company had 3,337 employees: 3,187 seagoing personnel and 250 shore side staff. The
Company has collective bargaining agreements with two different maritime unions covering 204 seagoing personnel
employed on the Company’s U.S, Flag vessels. These agreements are in effect through June 15, 2006 with one of the
unions and June 15, 2015 with the other union. Under the collective bargaining agreements, the Company is obligated to
make contributions to pension and other welfare programs. OSG believes that it has a satisfactory relationship with its
employees.

FORWARD-LOOKING STATEMENTS

This Form 10-K contains forward-looking statements regarding the outlook for tanker markets, and the Company’s
prospects, including prospects for certain strategic alliances and investments, There are a number of factors, risks and
uncertainties that could cause actual results to differ from the expectations refiected in these forward-looking statements,
including changes in production of or demand for oil and petroleum products, either globally or in particular regions;
greater than anticipated levels of newbuilding orders or less than anticipated rates of scrapping of older vessels; changes
in trading patterns for particular commodities significantly impacting overall tonnage requirements; changes in the rates
of growth of the world and various regional economies; risks incident to vessel operation, including discharge of
pollutants; unanticipated changes in laws and regulations; increases in costs of operation; drydocking schedules differing
from those previously anticipated; the availability to the Company of suitable vessels for acquisition or chartering-in on
terms it deems favorable; changes in the pooling arrangements in which the Company participates, including withdrawal
of participants or termination of such arrangements; the ability to attract and retain customers; the ability to restore
refining capacity and crude oil production damaged by hurricanes in the Gulf of Mexico; the impact on the Company’s
financial statements of the sale of seven vessels to Double Hull Tankers, Inc. and the charter back of such vessels;
estimates of future costs and other liabilities for certain environmental matters and investigations; and projections of the
costs needed to develop and implement the Company’s strategy of being a market leader in the segments in which the
Company competes. The Company assumes no obligation to update or revise any forward-looking statements. Forward-
looking statements in this Form 10-K and written and oral forward-looking statements attributable to the Company or its
representatives after the date of this Form 10-K are qualified in their entirety by the cautionary statement contained in
this paragraph and in other reports hereafter filed by the Company with the Securities and Exchange Commission.

OPERATIONS

The bulk shipping of crude oil, refined and unrefined petroleum products has many distinct market segments based, in
farge part, on the size and design configuration of vessels required and, in some cases, on the flag of registry. Freight
rates in each market segment are determined by a variety of factors affecting the supply and demand for suitable
vessels. Tankers and Product Carriers are not bound to specific ports or schedules and therefore can respond to market
opportunities by moving between trades and geographical areas. The Company has established three reportable
business segments: International Flag Crude Tankers and International Handysize Product Carriers, and U.S. Flag Vessels.
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The following chart reflects the percentage of TCE revenues generated by the Company’s three reportable segments for
each year in the three-year period ended December 31, 2005 and excludes the Company’s proportionate share of TCE
revenues of joint ventures. Segment information for 2004 and 2003 has been reclassified to conform to the 2005
presentation.

Percentage of TCE Revenues

2005 2004 2003

International Flag
Crude Tankers 71.1% 84.3% 73.1%
Product Carriers 17.8% 3.2% 4.4%
Other 2.7% 3.2% 5.1%
Total International Flag Segments 91.6% 90.7% 82.6%
U.S. Flag 8.4% 9.3% 17.4%
Total 100.0% 100.0% 100.0%

The following chart reflects the percentage of income from vessel operations accounted for by each reportable segment,
Income from vessel operations is before general and administrative expenses and the Company’s share of income from
joint ventures:

Percentage of Income from
Vessel Operations

2005 2004 2003

International Flag
Crude Tankers 80.3% 91.9% 80.2%
Product Carriers 12.8% 2.3% 3.0%
Other 0.9% 0.4% 5.0%
Total International Flag Segments 94.0% 94.6% 88.2%
U.S. Flag . ‘ 6.0% 5.4% 11.8%
Total 100.0% 100.0% 100.0%

For additional information regarding the Company’s three reportable segments for the three years ended December 31,
2005, see Management’s Discussion and Analysis of Financial Condition and Results of Operations set forth in ltem 7,
and Note D to the Company’s consolidated financial statements set forth in ltem 8.

The increase in the relative contribution of International Flag Product Carriers to TCE revenues and income from vesse!
operations in 2005 compared with both 2004 and 2003 refiects the addition of 24 Handysize Product Carriers as a result
of the Stelmar acquisition in 2005. Revenues from International Flag Crude Tankers are derived principally from voyage
charters and are, therefore, significantly affected by prevailing spot rates. During 2003, spot rates, particularly for VL.CCs
and Aframaxes, were significantly lower than their levels for 2005 and 2004.

In contrast to the International Flag Crude Tankers, revenues from International Flag Product Carriers and the vessels
included in the U.S. Flag reportable segment are derived principally from time charters generating 8 more predictable
level of TCE earnings. Accordingly, the relative contributions of the Handysize Product Carriers and the U.S. Flag
segment’s vessels to consolidated TCE revenues and to consolidated income from vessel operations are influenced by
the level of freight rates then existing in the international market for crude oil tankers, increasing when such rates
decreass and decreasing when such rates increase. The reduction in the relative contribution of the vessels of the U.S,
Flag segment also reflects the sale of all four U.S. Flag Crude Tankers between February 2004 and year snd 2005,
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Charter Types
The Company believes that by balancing the mix of TCE revenues generated by voyage charters and time charters, the
Company is able to maximize its financial performance throughout shipping cycles.

Spot Market

Voyage charters, including vessels operating in Commercial Pools that predominantly operate in the spot market,
constituted 69% of the Company’s TCE revenues in 2005, 85% in 2004 and 79% in 2003. Accordingly, the Company's
shipping revenues are significantly affected by prevailing spot rates for voyage charters in the markets in which the
Company'’s vessels operate. Spot market rates are highly volatile. Rates are determined by market forces such as local
and worldwide demand for the commodities carried {such as crude oil or petroleum products), volumes of trade,
distances that the commodities must be transported, and the amount of available tonnage both at the time such tonnage
is required and over the period of projected use. Seasonal trends greatly affect world oil consumption and consequently
tanker demand. While trends in consumption vary with season, peaks in tanker demand quite often precede seasonal
consumption peaks as refiners and suppliers try to anticipate consumer demand. Seasonal peaks in oil demand are
principally driven by increased demand prior to Northern Hemisphere winters, as heating oil consumption increases, and
increased demand for gasoline prior to the summer driving season in the U.S. Available tonnage is affected over time, by
the volume of newbuilding deliveries, the removal (principally through scrapping) of existing vessels from service, and
by the greater efficiency of modern tonnage. Scrapping is affected by the level of freight rates, by the level of scrap
prices and by international and U.S. governmental regulations that require the maintenance of vessels within certain
standards and mandate the retirement of tankers lacking double hulls.

Time Charter Market

A significant portion of the Company’s U.S. Flag fleet, its International Flag Product Carriers and upon delivery, the LNG
fleet is, or will be, on time charters, providing a significant and predictable level of earnings, which is not subject to
fluctuations in spot-market rates. Time charters constituted 31% of the Company’s TCE revenues in 2005, 15% in 2004
and 21% in 2003. Some of the Company’s older chartered-in vessels are chartered through the remainder of their
commercial lives. The following table sets forth the percentage of the fleet based on number of vessels as of
December 31, 2005, that traded in the spot market and the time charter market. The vessels in commercial pools are
included in the spot market because these pools predominantly perform voyage charters.

Operating Fleet (weighted by ownership percentage)

As of December 31, 2005 As of December 31, 2004

% on Spot % on Time % on Spot % on Time
Vessel Type Charter Charter Charter Charter
VLCC (including V-Plus) 100% — 95% 5%
Aframax* 94% 6% 100% —
Panamax _ 38% 62% 50% 50%
Summary International Flag Crude Tankers 81% 19% 92% 8%
International Flag Handysize Product Carriers 8% 92% — 100%
International Flag Dry Bulk Carriers — 100% — 100%
U.S. Flag Vessels 40% 60% 20% 80%
Summary Operating Fleet 55% 45% 68% 32%

*  For the Aframax International pool, the percentage of vessels trading on time charters increased to 17% as of December 31, 2005
from 11% as of December 31, 2004.

Fleet Summary

As of December 31, 2005, OSG's International Flag and U.S. Flag operating fleet consisted of 89 vessels, 44% of which
are chartered-in under operating or capital leases, the balance of which is owned. In order to maximize returns on
invested capital, particularly during periods of time when newbuilding prices and second hand vessel prices are near
all-time highs, the Company charters-in tonnage, enabling it to expand its fleet without making additional capital
commitments. Vessels chartered-in may be Bareboat Charters (where OSG is responsible for all Vesse! Expenses) or
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Time Charters (where the shipowner pays Vessel Expenses). For more detailed information see the notes to the Detailed
Fleet List later in this section.

Vessels Owned Vessels Chartered-in Total at December 31, 2005
Vessels
Weighted by Weighted by Weighted by Total

Vessel Type Number Ownership  Number Ownership  Vessels Ownership Dwt
VLCC (including V-Plus) 12 12 10 6.25 22 18.26 6,994,410
Aframax 9 9 8 7.00 17 16.00 1,758,994
Panamax " 11 2 2.00 13 13.00 904,709
Summary International

Flag Crude Tankers 32 32 20 15.26 52 47.25 9,658,113
International Flag

HandYsize Product

Carriers 12 12 13 13.00 25 25.00 1,074,834
International Flag Dry

Bulk Carriers — — 2 2.00 2 2.00 319,843
Total International Flag

Operating Fleet a4 44 35 30.25 79 74.25 11,052,790
U.S. Flag Operating Fleet 6 6 4 4.00 10 10.00 386,047
Total Operating Fleet 50 50 39 34.25 89 84.25 11,438,837
Newbuild Fleet
International Flag

Handysize Product

Carriers — : — 4 4.00 4 4.00 204,000
U.S. Flag Product Carriers —_ — 10 10.00 10 10.00 460,000
Subtotal of Crude

Tankers, Product

Carriers and Dry Bulk

Carriers 50 50 53 48.25 103 98.25 12,102,837
Newbuild LNG Carriers 4 2 — — 4 2.00 864,000 cbm
Total Operating and

Newbuild Fleet 54 52 53 48.25 107 100.25 —

OSG has one of the youngest International Flag fleets in the industry. The Company believes its modern, well maintained
fleet is a significant competitive advantage in the global market. The table below reflects the average age of the
Company’s owned International Flag fleet in comparison with the world fleet.

Average Age of OSG's Average Age of OSG's  Average Age of World

Vessel Type Owned Fleet at 12/31/05 Owned Fleet at 12/31/04 Fleet at 12/31/05*
VLCC (including V-Plus) 5.7 years 4.7 years 8.5 years
Aframax 8.1 years 7.0 years 9.2 years
Panamax 2.8 years 18.4 years 11.1 years
Handysize Product Carrier 4.9 years 15.8 years 13.1 years

*  Source: Clarkson database as of January 1, 2006.
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International Fleet Operations

Crude Oil Tankers

in order to enhance vessel utilization and TCE revenues, the Company has placed its V-Plus, VLCC and all but one of its
Aframax tankers as well as a number of Panamax tankers into commercial ventures that are responsible for the
Commercial Management of these vessels. The pools collect revenue from customers, pay voyage-related expenses, and
distribute TCE revenues to the participants, after deducting administrative fees, according to formuias based upon the
relative carrying capacity, speed, and fuel consumption of each vessel.

» Tankers International (“Tankers International”j—Tankers International was formed in December 1999, by OSG and other
leading tanker companies in order to pool the commercial operation of their modern VLCC fleets. As of December 31,
2005, Tankers International had nine participants and managed a fleet of 47 modern VLCCs, including all 22 of the
Company’s V-Plus and VLCC owned and chartered-in vessels.

Tankers International performs the Commercial Management of its participants’ vessels. The large number of vessels
managed by Tankers international give it the ability to enhance vessel utilization through backhaul cargoes and COAs,
thereby generating greater TCE revenues. In recent years, crude oil shipments from West Africa to Asia have
expanded, increasing opportunities for vessels otherwise returning in ballast (i.e., without cargo) from Europe and
North America to load cargoes in West Africa for delivery in Asia. Such combination voyages are used to maximize
vessel utilization by minimizing the distance vessels travel in ballast.

By consolidating the Commercial Management of its substantial fleet, Tankers International is abie to offer its
customers access to an expanded fleet of high-quality VLCCs and V-Pluses. The size of the fleet enables Tankers
International to become the logistics partner of major customers, providing new and improved tools to help them
better manage thenr shipping programs, inventories, and risk.

Aframax Pool (“Aframax International”)-—Since 1996, the Company and PDV Marina S.A., the marine transportation
subsidiary of the Venezuelan state-owned oil company, have pooled the Commercial Management of their Aframax
fleets. As of December 31, 2005, there were seven participants in Aframax International and the pool Commercially
Managed 36 vessels (including 16 of the Company’s owned and chartered-in vessels) that generally trade in the
Atlantic Basin, North Sea and the Mediterranean. The Aframax International pool has been able to enhance vessel
utilization with backhaul cargoes and COAs, thereby generating higher TCE revenues than would otherwise be
attainable in the spot market

* Panamax Joint Venture (“Panamax International”jJ—Panamax International, in which the Company has a 50% interest,
was formed in April 2004 to provide for Commercial Management of the Panamax fleets of its two partners. As of
December 31, 2005, Panamax International managed a fleet of 13 modern Panamaxes, which includes five of the
Company’s Panamaxes, as well as four that are time chartered to the other pool partner.

Product Carriers

Building on its commercial platform and technical expertise managing Product Carriers, the Stelmar acquisition in early
2005 expanded OSG's International Flag Product Carrier fleet to 29 vessels as of December 31, 2005. International Flag
Handysize Product Carriers constitutes one of the Company’s reportable business segments. The Company’s substantial
expansion of its presence in the product carrier market diversified OSG's fleet and reduced its dependence on the crude
oil sector. [n addition, because the Product Carriers trade predominantly on time charters, they provide a more predictive
stream of revenue than vessels that trade primarily in the spot market.

U.S. Flag Fleet Operations

The tax law changes that resulted from the American Jobs Creation Act passed by Congress in late 2004, coupled with
converging events of a declining fleet capacity in the United States as a result of the phase out of single hull tankers
required by the U.S. Qil Pollution Act of 1990 (“OPA 90"} and the expected continued growth in demand by U.S.
consumers for crude oil and petroleum products transported by sea, served as the basis for OSG making a significant
commitment to expanding its presence in the U.8. Flag and Jones Act market. Under the Jones Act, shipping between
United States ports, including the movement of Alaskan crude oil to U.S, ports, is reserved for U.S, Flag vessels that are
built in the U.S. and owned by U.S. companies, more than 75% owned and controlled by U.S. citizens. Four U.S. Flag
Product Carriers qualify for and operate in trades protected by the Jones Act. In 2005, OSG actively pursued new
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commercial and government business opportunities, reflagged three Product Carriers (acquired through the Stelmar
acquisition) to satisfy the requirements of the U.S. Government’s Maritime Security Program described below and
bareboat chartered ten Jones Act Product Carriers that will be constructed at the Aker Philadelphia Shipyard and are
scheduled for delivery from late 2006 through 2010. In addition to Product Carriers, OSG owns or operates two Dry Bulk
Carriers and one Pure Car Carrier. The Company's U.S. Flag vessels constitute one of the Company’s reportable business
segments.

* Dry Bulk Cargo—The Merchant Marine Act of 1936, as amended, requires that preference be given to U.S. Flag
vessels, if available at reasonable rates, in the shipment of at least half of all U.S. government-generated cargoes and
75% of all food-aid cargoes. The Company’s two U.S. Flag Dry Bulk Carriers generate most of their revenue from these
preference trades.

* Maritime Security Program—Since late 1996, the Company’s U.S. Flag Pure Car Carrier has participated in the U.S.
Maritime Security Program {the “Program’’), which ensures that militarily useful U.S. Flag vessels are available to the

- U.S. Department of Defense in the event of war or national emergency. In February 2005, the Company signed four
agreements with the Maritime Administrator of the Department of Transportation pursuant to which, in October 2005,
the Company entered the three recently reflagged U.S. Flag Product Carriers and re-entered its U.S. Flag Pure Car
Carrier into the Program. The terms of the three agreements relating to the reflagged Product Carriers are four years,
subject to extension to a total of ten years in the event that the Company is awarded certain construction subsidies
under the National Defense Tanker Vessel Construction Program (“NDTVCP”) and substitutes appropriate newbuild
vessels constructed with such subsidies for the reflagged Product Carriers. Congressional funding of the NDTVCP has
not been approved and there can be no assurance that Congress will provide such construction subsidies, that such
subsidies will be awarded to the Company or that terms of these agreements will be extended if the Company does
not substitute newbuild vessels constructed with such subsidies. Under the Company’s ten-year agreement relating to
the Pure Car Carrier, the Company’s U.S. Flag Pure Car Carrier will continue in the Program through 2007, at which
time the Company will need to substitute a modern U.S. Flag Car Carrier into the Program. Under the Program, the
Company receives approximately $2.6 million per year for each vessel through 2008, $2.9 million per year for each
vessel from 2009 through 2011, and $3.1 million per year for each vessel from 2012 through 2016, subject in each
case to annual Congressional appropriations. ‘

Capital Construction Fund—To encourage private investment in U.S. Flag vessels, the Merchant Marine Act of 1970
permits deferral of taxes on earnings from U.S. Flag vessels deposited into a Capital Construction Fund and amounts
earned thereon, which can be used for the construction or acquisition of, or retirement of debt on, qualified U.S. Flag
vessels (primarily those limited to foreign, Great Lakes, and noncontiguous domestic trades). The Company is a party
to an agreement under such Act. Under the agreement, the general objective is for U.S. Flag vessels to be constructed
or acquired through the use of assets accumulated in the fund. If the agreement is terminated or amounts are
withdrawn from the Capital Construction Fund for non-qualified purposes, such amounts will then be subject to federal
income taxes. Monies can remain tax-deferred in the fund for a maximum period of 25 years (commencing January 1,
1987 for deposits prior thereto). The Company had approximately $296 million in its Capital Construction Fund as of
December 31, 2005. The Company’s balance sheet at December 31, 2005 includes a liability of approximately

$93 million for deferred taxes on the fund deposits and earnings thereon.

Alaska Tanker Company—The Company maintains a 37.5% stake in Alaska Tanker Company, LLC (“ATC"), a joint
venture that was formed in 1999 among OSG, BP p.l.c. (“BP”) and Keystone Shipping Company (“Keystone"), to
provide marine transportation services in the environmentally sensitive Alaskan crude-oil trade. ATC, which is also
owned 37.5% by Keystone and 25% by BP, manages the vessels carrying BP’s Alaskan crude oil. The Company’s U.S.
Flag Crude Tankers were bareboat chartered to ATC, before such vessels were sold during 2005. The Company’s
participation in ATC provides the Company with the ability to earn additional income {incentive hire) based upon ATC's
meeting certain predetermined performance standards. Such income, which is included in equity in income of joint
ventures, amounted to $8.1 million in 2005, $7.1 million in 2004, and $7.6 million in 2003.

LNG

The Company’s LNG vessels will constitute one of the Company’s business segments upon delivery and commencement
of operations, expected in late 2007, with reported operations to be included in equity in income of joint ventures.
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in November 2004, after a competitive tender process, Qatar Liquefied Gas Company (Il} selected a joint venture in which
the Company has a 49.9% interest to time charter to it four LNG Carrier newbuildings for twenty-five years, with options
to extend. The joint venture, which is between the Company and Qatar Gas Transport Company Limited (Nakilat),
ordered four 216,000 com LNG Carriers at a total purchase price of $908 million for delivery in 2007 and 2008, at which
times the time charters will begin. The Company will provide Technical Management for these state-of-the art vessels.
Through the award of these time charters, the Company is strategically diversifying its business, entering a market that
the Company believes offers significant opportunities.

Joint Ventures and Equity Method Investments
The following chart reflects the percentage of equity in income of joint ventures by each reportable segment.

Percentage of Equity in
Income of Joint Ventures

2005 2004 2003
International Flag
Crude Tankers 82.2% 84.4% 77.5%
Product Carriers — — —
Other (0.6)% —_ 0.2%
Total International Flag Segments 81.6% 84.4% 77.7%
U.S. Flag 18.4% 15.6% 22.3%
Total 100.0% 100.0% 100.0%

In October 2005, the Company sold seven tankers ({three VLCCs and four Aframaxes) to DHT in connection with DHT's
initial public offering. These vessels are time chartered back to OSG at fixed rates for initial periods of five to six and
one-half years. The charters provide for the payment of additional hire, on a quarterly basis, by OSG when the aggregate
revenue earned by these vessels for the Company exceeds the sum of the basic hire paid during the quarter by the
Company, as it did in the fourth quarter of 2005.

As a result of the 2005 sales of Front Tobago {a VLCC in which the Company held a 30% joint venture interest) and the
Compass | (an Aframax in which OSG held a 50% joint venture interest} and the Company’s purchase of its partner’s
50.1% interest in a joint venture that owned four V-Pluses, the only operating vessels held in companies accounted for
by the equity method at December 31, 2005 are those held through DHT, all of which are on time charters, with profit
sharing.

The relative contribution of equity in income from joint ventures of the Company’s International Flag joint ventures (or
investments accounted for by the equity method) in 2005 and 2004 increased compared with 2003 because of the
s'ignificant increase in spot market rates earned by such vessels relative to the Company’s share of incentive hire
received from ATC (U.S, Flag vessels), which doss not fluctuate with rates.

in 2004, the Company completed a transaction with its partner covering six joint venture companies, each of which
owned a VLCC. This transaction provided for an exchange of joint venture interests that resuited in the Company owning
100% of the Dundes, Sakura | and Tanabe, and the joint venture partner owning 100% of the Edinburgh, Ariake and
Hakata. The results of the Dundee, Sakura | and Tanabe are included in the International Flag Crude Tankers segment
from the effective date of the transaction.

In July 2004, a joint venture in which the Company has a 49.9% interest, acquired four double hull V-Pluses. The four
V-Pluses, which are the only double hull V-Pluses in the world, are capable of carrying up to 3.2 million barrels of crude
oil, more than 50% greater than VLCCs, at a lower dslivered cost per barrel. These four vessels incorporate many design
features intended to extend their trading lives to 40 years and enhance their safety and efficiency in the long haul crude
trade. On June 1, 2005, a subsidiary of OSG acquired its partner’s 50.1% interest in this joint venture, then sold two of
the four V-Pluses to the former joint venture partner in exchange for cash, The results of the two V-Pluses the Company
owns, T| Africa and Tl Oceania, are included in the International Flag Crude Tankers segment from the effective date of
the transaction,
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COMPETITION

The shipping industry is highly competitive and fragmented with OSG competing with other owners of U.S. and
International Flag tankers and dry cargo ships. Competitors include other independent shipowners, o0il companies and
state owned entities with their own fleets.

OSG's vessels compete with all other vessels of a size and type required by the customer that can be available at the
date specified. In the spot market, competition is based primarily on price, although charterers are becoming more
selective with respect to the quality of the vessel they hire considering other key factors such as the vessel age, the
reliability and quality of operations and preference for modern double hull vessels based on concerns about
environmental risks associated with older vessels. Consequently owners of large modern double hull fleets have gained a
competitive advantage over owners of older fleets. In the time charter market, factors such as the age and quality of the
vessel and reputation of its owner and operator tend to be more significant in competing for business.

As of December 31, 2005, OSG's fleet of VLCCs and V-Pluses consisted of 22 vessels, all of which are commercially
managed through Tankers International, a venture where several owners and operators pool their vessels together
providing additional services and opportunities to both potential customers and pool members. Tankers International with
a total of 47 VLCCs as of December 31, 2005, competes with more than 90 owners and has more tonnage than its main
competitors, which include Frontline Ltd., Mitsui OSK Lines, Ltd., Nippon Yusen Kabushiki Kaisha, VELA International
Marine Ltd., the shipping arm of the Saudi Arabian oil company, World-Wide Shipping Agency (S) Pte. Ltd and Kristen
Navigation Inc.

OSG also operates as part of Aframax International, which consists of 36 Aframaxes trading primarily in the Atlantic
Basin, North Sea and Mediterranean. More than 160 owners operate in the Aframax market sector with Aframax
International being the second largest operator in this market sector. Aframax International’s main competitors include
Teekay Shipping Corporation, Malaysian International Shipping Corporation Berhad, General Maritime Corp. and Minerva
Marine Inc.

0SG’s main competitors in the highly fragmented Panamax trade include owners and pool operators. Nine of OSG’s
Panamaxes operate as part of Panamax International, which is a joint venture that commercially manages 13 doubie huil
vessels. Main competitors include the larger Star Tankers Heidenreich Marine Inc. and A/S Dampskibsselskabet Torm, as
well as Glencore International AG, Jacob-Scorpio Pool Management S.A.M. and China Shipping Group.

In the Handysize Product Carrier segment, OSG owns or charters-in a fleet of 28 vessels that competes with over 200
owners and pool operators. Main competitors include the larger Glencore International AG, Handytankers K/S and Vitol
Group, as well as Mitsui 0.S.K. Lines, Ltd., OMI Corporation, China Ocean Group Companies {“COSCQO"), Trafigura, A/S
Dampskibsselskabet Torm and Dorado Tankers.

In the U.S. Flag trades, the Company competes with other owners of U.S. Fiag vessels. Demand for U.S. Flag Product
Carriers is linked to changes in refining activity levels and regional energy demands. U.S. Flag Product Carriers also
compete with ocean-going barges, pipelines and are affected by the level of imports carried on International Flag Product
Carriers. Competitors include Seacor Holdings, Inc., Maritrans Inc. and U.S. Shipping Partners L.P

ENVIRONMENTAL AND SECURITY MATTERS RELATING TO BULK SHIPPING

Government regulation significantly affects the operation of the Company’s vessels. They are subject to international
conventions, national, state and local laws and regulations in force in the countries in which the Company’s vessels may
operate or are registered.

The Company’s vessels undergo regular and rigorous in-house safety reviews. In addition, a variety of governmental and
private entities subject the Company’s vessels to both scheduled and unscheduled inspections. These entities include
local port state control authorities (U.S. Coast Guard, harbour master or equivalent), Classification Societies, flag state
administration (country of registry) and charterers, particularly terminal operators and oil companies. Certain of these
entities require OSG to obtain permits, licenses and certificates for the operation of the Company’s vessels. Failure to
maintain necessary permits or approvals could require OSG to incur substantial costs or temporarily suspend operation
of one or more of the Company’s vessels.
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The Company believes that the heightened level of environmental and quality concerns among insurance underwriters,
regulators and charterers is leading to greater inspection and safety requirements on all vessels and may accelerate the
scrapping of older tankers throughout the industry. Increasing environmental concerns have created a demand for
tankers that conform to the stricter environmental standards. The Company is required to maintain operating standards
for all of its tankers emphasizing operational safety, quality maintenance, continuous training of its officers and crews and
compliance with international and U.S. regulations. OSG believes that the operation of its vessels will be in substantial
compliance with apblicable environmental laws and regulations; however, because such laws and regulations are
frequently changed and may impose increasingly stringent requirements, OSG cannot predict the ultimate cost of
complying with these requirements, or the impact of these requirements on the resale value or useful lives of its tankers.

International Environmental and Safety Restrictions and Regulations

Phase Out of Non Double Hull Tankers:

In April 2001, the International Maritime Organization {“IMO") adopted regulations under the International Convention for
the Prevention of Pollution from Ships, or MARPOL, requiring new tankers of 5,000 dwt and over, contracted for
construction since July 6, 1993, to have double hull, mid-deck or equivalent design. At that time the regulations also
required the phase out of non double hull tankers by 2015, with tankers having double sides or double bottoms
permitted to operate until the earlier of 2017 or when the vessel reaches 25 years of age. Existing single hull tankers
were required to be phased out unless retrofitted with double hull, mid-deck or equivalent design no later than 30 years
after delivery. These regulations were adopted by over 150 nations, including many of the jurisdictions in which the
Company’s tankers operate. Subsequent amendments to the MARPOL regulations accelerated the phase out of single
hull tankers to 2005 for Category | vessels and 2010 for Category Il vessels. Category | vessels are crude oil tankers of
20,000 dwt and above and product carriers of 30,000 dwt and above that are pre-MARPOL Segregated Ballast Tanks
(“SBT") carriers. Category |l tankers are crude oil tankers of 20,000 dwt and above and product carriers of 30,000 dwt
and above that are post-MARPOL SBT tankers. In addition, a Condition Assessment Scheme (“CAS") will apply to all
single hull tankers 15 years or older. Flag states, however, may permit the continued operation of Category Il tankers
beyond 2010, subject to satisfactory CAS results, but only to 2015 or 25 years of age, whichever comes earlier.
Category |l tankers fitted with double bottoms or double sides not used for the carriage of oil will be permitted to trade
beyond 2010 to 25 years of age, subject to the approval of the flag state. Although flag states may grant life extensions
to Category |l tankers, port states are permitted to deny entry to their ports and offshore terminals to single hull tankers
operating under such life extensions after 2010, and to double sided or double bottomed tankers after 2015.

MARPOL Regulation 13H bans the carriage of heavy grade oils in single hull tankers of more than 5,000 dwt after April 5,
2005, except that flag states may permit Category Il tankers to continue to carry heavy grade oil beyond 2005, subject to
satisfactory CAS results. This regulation predominantly affected heavy crude oil from Latin America, as well as heavy fuel
oil, bitumen, tar and related products.

The IMO may adopt additional regulations in the future that could further restrict the operation of single hull vessels.

European Union (“EU") regulation (EC) No. 417/2002, which was introduced in the wake of the sinking of the Erika off the
coast of France in December 1999, provided a timetable for the phase out of single hull tankers from EU waters. In 2003,
in response to the Prestige oil spill in November 2002, the EU adopted legislation that (a) banned all Category | single
hull tankers over the age of 23 years immediately, (b) phased out all other Category | single hull tankers in 2005 and

(c) prohibits all single hull tankers used for the transport of oil from entering its ports or offshore terminals after 2010,
with double sided or double bottomed tankers permitted to trade until 2015 or until reaching 25 years of age, whichever
comes earlier. The EU, following the lead of certain EU nations such as Italy and Spain, also banned all single hull tankers
carrying heavy grades of oil from entering or leaving its ports or offshare terminals or anchoring in areas under its
jurisdiction.

Many users of oil transportation services operating around Europe are showing a willingness to pay a higher freight rate
for double hull tankers than for single hull tankers. [t is becoming increasingly more difficult to obtain clearance for single
hull tankers from many countries and oil terminals.

0OSG’s International Flag tanker fieet is comprised of modern double hull vessels, except for the 13 chartered-in
Handysize Product Carriers, which do not qualify as double hull for MARPOL or EU purposes. The direct impact to the
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Company of the revised and accelerated IMO phase out schedule will be limited, as all of the Company’s crude oil
tankers, and all but these 13 chartered-in International Flag Product Carriers, are double hull, and the charters-in expire
prior to the date of the respective vessels’ IMO phase out. However, because six of these 13 vessels are not already
chartered out through the end of their respective charters-in, they are less likely to command premium rates when their
current time charters out end. The Company’s four double bottom U.S. Flag Product Carriers participate in the U.S. Jones
Act trades and are therefore not affected by the IMO phase-out schedule. The U.S. has not adopted the 2001
amendments to the MARPOL regulations, which were viewed as less restrictive than OPA 90 regulations that were
already in place. For additional information concerning a pending government investigation of the Company’s handling of
waste oils, see ltem 3. Legal Proceedings.

The IMO has also negotiated international conventions that impose liability for oil pollution in international waters and a
signatory’s territorial waters.

Other International Environmental and Safety Regulations:

In September 1997, the IMO adopted Annex VI to the International Convention for the Prevention of Pollution from Ships
to address air pollution from ships. Annex VI, which became effective in May 2005, sets limits on sulfur oxide and
nitrogen oxide emissions from ship exhausts and prohibits deliberate emissions of ozone depleting substances, such as
chiorofluorocarbons. Annex VI also inciudes a global cap on the sulfur content of fuel cil and allows for special areas to
be established with more stringent controls on sulfur emissions. All of the Company’s vessels are currently compliant
with these regulations. Additional or new conventions, laws and regulations may be adopted that could adversely affect
the Company’s ability to comply with applicable air pollution regulations in the future.

Under the International Safety Management Code, or ISM Code, promulgated by the IMO, vessel operators are required
to develop an extensive safety management system that includes, among other things, the adoption of a safety and
environmental protection policy setting forth instructions and procedures for operating its vessels safely and descr