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FINANCLHL, HIGHLIGHTS

(Dollirs in thonsands. except per wnit amonnts and avevage daily tioe charter equivalent rate)

FINANCIAL OPERATING DATA
Voyage revenue
Voyage expenses
Net voyage revenue
QOperating income
Net income
Netl income per unil — hasic and diluted

CASH FLOW DATA

Net cash provided by {used in):
Operaling activities

Investing activities

Financing activitles

OTHER FINANCIAL DATA

EBITDA

Capital expenditures

Distributions declared per common unit in respect of the period

OPERATING DATA

Net utilization

Number of in service vessels drydocked
average daily lime charter equivalent rate

BALANCE SHEET DATA
Vessels and equipment, nel
Total assets

Total debt

Partners' capital

OPERATING DATA
Number of vessels in service
Total barrel carrying capacity (in thousands)

Year Bnded Decemiber 51,

246

$ 150,133
$ 27,506
$ 122,627
$ 18,290
$ 5875
$ 037

$ 18,203
$ (307,840}
$ 282,323

49,478
135,823
$ 1.80

“ 3

93%

$ 37,928

2

345,897
605,424
371,042
167,077

10
3.112

s of Decenrber 31,

20015 i .Em.ﬁl

$131,534  $122,355

$ 24,203 $ 20415

$107,331  $101,940

$ 22,815 § 20,555

$ 18079 & 1448

$ 128 3 018

$ 30609 § 27.184 . . ‘
$(56,052) $ (345415205 a - ,

3 5185 § 29050 Thr

T ey

$ 43519 $ 38,103
$ 68,843 $ 40,930
$ 180 $ 0.2885
95% 99%
o -
$ 37,631 $ 35,500

20615 2004
$ 245062 $201.923
$276,222 $ 248,606
$ 128,037 $ 99,625
$119.868 $ 122,786

g g
2,974 2,735
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FROM FOUNDATION TO FUTURE P.

2

U.S. Shipping began operations in 2002 with the acquisition of six Integrated Tug Barges
(I'TBs) from Amerada Hess. Since then we've built on that foundation with the acquisition
of chemical-carrying ships. Upon delivery of our new Articulated Tug Barge (ATB), we will
have 11 ships. We've contracted to build 13 more. But as we expand, one thing has not
changed. We are focused on hecoming the operator of choice in Jones Act shipping.
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14001 certificd. All of this requires substantial investment. But over the longlgin, it pays s

in the operational excellence customers demand.
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LETTER TO CUR PARTNERS

. hm

We are pleased with our Partnership’s financial and operational performance
in 2006, our second full fiscal year as a public Master Limited Partnership.
Our net voyage revenue and net income per unit for 2006 were $122.6 million
and $.37, respectively, while our EBITDA was $49.5 million. With the
addition uf our first articulated tug barge (ATB) newbuilding
scheduled to be delivered in the second quarter of 2007, and a lighter
drydocking schedule than we experienced in 2006, we expect both revenues
and EBIDTA to show growth in 2007,

U.S. Shipping plays a vital role in United States coastal transport of
refined petroleum products and basic chemicals. Our partnership deploys one
of the largest and most sophisticated tanker fleets in the U.S. domestic
“Jones Act” trade, which by law is limited to U.S.-built vessels and thus enjoys
significant barriers to competitive entry. During 2006 we solidified our
position in that market and undertook a significant investment in our future.

Under the Oil Pollution Act of 1990 (OPA 90), all single-hulled vessels
must be phased-out of transporting petroleum products by 2014. We expect
that most non-compliant ships will be scrapped when they reach their OPA
90 phaseout date as has happened in the past. Only a limited number of
vessels, which we believe include our Integrated Tug Barges (ITBs), will be
candidates for retrofitting of internal double sides to bring them into
compliance with OPA 90, and in early 2007 we received Coast Guard approval
of our retrofirting plan. Additionally, increasingly stringent vetting standards
and environmental awareness have led users of Jones Act vessels to demand
higher quality tonnage to meet their deep sea shipping requirement.

MAJOR GROWTH OPPORTUNITIES AHEAD
Refinery utilization in the United States is near capacity levels, with several
programs underway to expand the output of existing plants. At the same time,

demand for refined perreleum products is at record levels, with furcher
steady growth predicted. These trends will likely mean continuing strong
demand for deep sea transportation of such basic products as motor and jet
fuels and industrial lubricants.

Recent mandates to employ fuel additives such as ethanol, and to reduce
emissions through use of ultra low sulphur diesels and bio fuels, introduces
another growth opportunity for us. For the most part, these products cannot
be transported by pipeline, and for many shippers, deep sea transportation
will be much more economical than rail or trucking.

We believe our partnership is particularly well positioned to benefit
from these new sources of demand growth. For fess than full ship loads, our
parcel tanker fleet, where we have a leading market position, is well positioned
to supplement our strong position in chemicals as these new products come
onto the market. Qur I'TB retrofic program should also henefit from these
trends, as well as from the emergence of what we believe will be a “two-tier”
market: one in which certain customers will opt for retroficted, high quality
vessels fully complaint with OPA 90 requirements rather than new vessels.

NEW BUILDING PROGRAMS

At the same time, many major oil companies will want new double-hulled
petroleum product tankers. Since we believe the companies that succeed in
the years ahead will be those that can offer both new and retrofitted tonnage
and the highest levels of customer service, during 2006 we signed contracts
with General Dynamics’” National Steel and Shipbuilding Company (NASSCO)
in San Diego to build 49,000 dwt double-hulled refined product tankers, and
with Manitowoc Marine Group {Manitowoc) and Eastern Shipbuilding
Group, Inc. (Eastern) to build four additional double-hulled ATBs. These
ATBs are scheduled for delivery in 2008 and 2009. The tankers are
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In roral, our capital program, if fully completed, will cost almost $1.3 bilion
and potendally decrease the average age of our product tanker fleet from 23 years
to 15 years. By 2014, after all of our new build ATBs and tankers are delivered,
the average age of our entre fleet, including our chemical carriers, will be 16 years.

We believe that by increasing the size and flexibility of our fleet, our newbuild
program will make our existing relationships with the major energy and
chemical companies even stronger and provide the partnership with a sustained
competitive advantage in the years ahead.

SAFETY AND THE ENVIRONMENT
In 2006, U.S. Shipping received a Green Flag Award from the Port of Long
Beach for our contribution to improved air quality.

We also won, for the third time, an Admiral Benkert Award for environ-
mental excellence, The Benkert Award is the foremost national recognition
of outstanding achievement, extending far beyond mere compliance with
marine environmental regulatory standards.

At U.S. Shipping, safety and concern for the environment are intrinsic
to our culture. We demonstrate our commitment in a wide variety of ways,
including thorough sea staff orientation, senior officer conferences, regular
training that exceeds regulatory requirements for ail shipboard personnel,
a full complement of required safety equipment, and redundancy of major
shipboard systems. These measures require a higher initial investment,
but we believe pay off in both competitive advantage and the operational
excellence customers demand.

LOOKING TO THE FUTURE
Beginning last October, we began entering into charter contracts for the ATBs
and product tankers scheduled for delivery in 2008 and 2009. During 2007 we are

continuing to seek long-term charters for the rest of our new ATBs and product
tankers, since such charters provide stable and predictable cash flows.

We believe the firmly established trends in our industry toward more
stringent operational and quality tonnage standards are favorable for our
growth in the years ahead. Our commitment to unitholders is to do our
utmost to provide security for our distributions over the long term, with the
objective of increasing distribution levels at such time as our Board deems
prudent. We aim to achieve strong EBITDA growth as new units are added
to our fleet. We bhelieve the maintenance of a strong customer franchise and
a leading market position are in the best intereses of our partnership.

As we have in prior years, we express our deep appreciation tw our sealarers,
who are among the finest in our industry and on whom we depend for our success.

We are grateful to our partners for their continued support.

Respectfully,

Joseph P Gebegan,
President and COQ

Paul Gridley,
Chairman and CEQ
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In August 2004, we entered into a contract with Southern New England Shipyard
Company (“SENESCO”) to build an ATB at a price of $45.4 million to be delivered
in early 2006. In November 2005, SENESCO indicated that they were not able to com-
plete the first ATB on the contract terms due to infrastructure problems and production
line issues, and that the completion of the barge would be delayed, In November 2005,
we entered into a revised agreement with SENESCO providing for completion of the
ATB at another facility that SENESCO would operate. In order to address completion
issues experienced by SENESCO, on June !, 2006, pursuant to a sertlement with
SENESCO, we cancelled our agreement with SENESCO to construct the ATB unit
and took possession of the tug and barge under construction. SENESCO has paid us
$21.0 million to cover a portion of the cost overruns. We have hired a naval architecture
and marine engineering firm to manage and supervise the completion of the ATB.
Although we are sdll targeting this ATB to be completed by April 30, 2007, and have
offered delivery bonuses if that date, or an earlier date, is met, weather-related delays
in February and labor shortages in 2007 have made it more likely that the ATB will
be delivered to us in May 2007. Upon the completion of construction activities, we must
conduct commissioning, sea trials and other tests prior to delivery and the vessel enter-
ing commercial service. As a result, we expect this ATB to enter our chemical trade and
begin earning revenue during the iast half of the second quarter of 2007 given the cur-
rent state of completion and pace of construcdon. We currendy estimate the cost of
the ATB unit, including owner furnished equipment, after giving effect to the payment
of $21.0 million by SENESCO, but excluding capitalized interest (which aggregated
$4.1 million atr December 31, 2006) and credits and other legal claims that we believe
we can recover, will be approximately $80.0 million. This ATB unit is already under
contracts of affreightment to transport commodity chemical products with specified
minimum volumes that, together with a requirement that the customer ship any excess
volume of the products covered by the contract on the ATB unit, are expected ro utilize
substantially all of such ATB unit’s anticipated capacity through June 2010. These con-
tracts of affreightment, which commenced in June 2006, are currently being covered
by the Sea Venture, one of our chemical parcel tankers, until the ATB unit is completed.
Our ability to complete this AT'B on a timely basis at the abave cost estimate is depen-
dent on a number of factors, some of which are beyond our contral, including the avail-
ability and cost of needed equipment and labor as well as weather conditions. Any delay
in delivery of the ATB and/or increase in the cost of completion could adversely affect

our business, results of operations and ability to pay distributions and pay interest on,
and principal of, debt.

In 2006, we entered into a contract with Manirowoc Marine Group (*MMG™) for
the construction of four barges, each of which is specified to have a carrying capacity
of approximately 156,000 barrels at 98% of capacity. However, we have paid $0.5 mil-
lion for the option to cancel one barge prior to June 18, 2007. If the cancellation option
is exercised, we will forfeit all amounts previously paid for this barge (which will aggre-
gate $3.8 million). We have also paid $0.8 million of deposits for owner-furnished
equipment for the fourth of these ATB units that may not be recoverable if we decide
not to proceed with that vessel. In 2006, we also entered into a contract for the con-
struction of three tugs with Eastern Shipbuilding Group, Inc. (“Eastern”), which will
be joined with the barges to complete three new ATB units. The contract with Eastern
also includes an option to construct and deliver an additonal tug, which must be exer-
cised by May 1, 2007. The total construction cost anticipated for these new ATB units
is approximately $65.0 million to $66.0 million per unit (subject to change orders and
modifications), in each case inclusive of owner furnished equipment, but exclusive of
capitalized interest. The capitalized interest as of December 31, 2006 relating to this
series of ATBs is $1.7 million. We expect the first two of these ATB units will be com-
pleted in August 2008 and November 2008, respectively, and the second two of these
ATB units to be completed in August 2009 and, if not cancelled, November 2009.

Qur wholly-owned subsidiary USS Produet Carriers LLC (“Product Carriers”)
entered into a contract, effective March 14, 2006, with the National Steel and Ship-
building Company (*NASSCO”), a subsidiary of General Dynamics Corporation
(“Genera! Dynamics”), for the construction of nine 49,000 deadweight ton (“dwt™)
double-hulled tankers, and the option to construct five additional tankers. General
Dynamics provided a performance guarantee to Product Carriers in respect of the obli-
gations of NASSCO under the construction contract. NASSCO is scheduled to deliver
the first tanker in the second quarter of 2009, with subsequent tankers delivered every
six to eight months. We currently expect the cost to construct these nine tankers to
aggregate approximately $1.0 billion, exclusive of capitalized interest. The base con-
tract price is subject to increase based on increases in certain published price indexes.
In addition, NASSCO and Product Carriers share in any cost savings achieved mea-
sured against the original contract price based on the terms of the construction contract.
On August 7, 2006, we entered into a joint venture, USS Products Investor LLC (the
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< Expand our fleet and address OPA 90 phase-out requivements through accretive strategic acquisitions
and construction of new vessels. We have grown successfully in the past through strategic acqui-
sitions. In Seprember 2002 we acquired our six I'TBs from Hess, and acquired our Chemical
Pioneer and Charleston parcel tankers in May 2003 and April 2004, respectively. In 2004, we
contracted for the construction of an ATB, the delivery of which is currently scheduled for
the second quarter of 2007. In 2005 we made two vessel acquisitions, the Henston and the Ses
Venture. In 2006, we contracted for the construction of four addidonal ATBs, with anticipated
delivery in August 2008, November 2008, August 2009, and if the cancellation option for the
fourth ATB is not exercised, November 2009. In 2006, we also entered into a joint venture
for the construction of up to nine new petroleum product/crude cil tankers with anticipated
deliveries beginning in 2009. We expect to continue this strategy by consistently surveying the
marketplace to identify and pursue acquisitions, as well as newbuilding opportunistes, that
expand the services and products we offer or that expand our geographic presence. We are cur-
rently conducting a study of either retrofitting the I'T'Bs with an internal double hull or repur-
posing the ['TBs to carry products other than petroleum products, or a combination of the two.
‘We believe that there are significant opportunities to repurpose or retrofit these vessels so that
they may continue trading past their OPA 90 lives, which range from 2012 o 2014. We may
choose to make these adjusunents wo the I'TBs before their current OPA 90 expiration date,
likely concurrent with a regularly scheduled drydock, if we believe market conditions to be
favorable. A retrofit of the I'TBs would reduce the carrying capacity of the vessels, which will
negatively impact charter rates we would receive in respect of these vessels. The cost of ret-
rofitting our I'TB units compared to the cost of newbuildings, market condidons, charter rates,
customer acceptance and the availability and cost of financing will be major factors in deter-
mining the OPA 90 compliance plan that we ulimately implement and the timing thereof. Qur
ability to expand our fleet and address OPA 90 phase-out requirements will depend on our abil-
ity to finance such acquisitions and construction, which is limited by the terms of our existing
indebredness. While we will be required to make capital expendirures either to bring our I'TBs
in compliance with OPA 90 or replace them with newbuilds, we also plan to continue our strat-
egy of vessel acquisitions.

Principal Executive Offices

Our principal executive offices are located at 399 Thornalt Street, 82" Floor, Edison,
New Jersey 08837, and our phone number is {732) 635-1500. We also lease additonal
office space in New York, NY for use by our chairman and certain other personnel.

QOverview of Our Industry

Introduction

We participate in the U.S. flag coastwise long-haul marine transportation of refined
petroleum, perrochemical and commodity chemical products. Coastwise marine trans-
portation of bulk liquids is primarily performed by tank vessels, including deep-sea self
propelled vessels, ITBs, ATBs and unmanned tank barges. U.S. flag tank vessels gen-
erally transport products between ports in the continental United States (including
through the Panama Canal) or between mainland ports and Puerto Rico, Alaska or
Hawaii, although these vessels may at times transport products internationally. Tank
vessels provide a vital link in the transportation of these products in the United States.

Tank vessels transport refined petroleum products, such as gasoline, jet fuel, diesel
fuel and feedstocks, from refineries to terminals and faciliries engaged in further
processing, often in full vessel loads. Tank vessels with a relatively high number of tank
segregations, called parcel tankers, transport smaller cargoes of specialty refined
petroleum, petrochemicals and commodity chemicals, such as lubricants, styrene, gly-
cols, paraxylene, caustic soda and alcohols, in 2 variety of coastwise distributive and
balancing movements.

The U.S. flag coastwise marine transportation industry operates under the Jones Act
(Merchant Marine Act of 1920), a sct of Federal statutes that mandate that vessels
engaged in trade between U.S. ports must:

— operate under the U.S. flag;

— be built in the United States;

— be at least 75% owned and operated by U.S. citizens; and
— be manned by a U.S. crew.
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consumption, which continues to rise. The Energy Information Administration of the
Department of Energy projects that reril demand for refined petroleum products in
the United States will increase between 2006 and 2030 at a compounded annual growth
rate of approximately 1.1%. Although pipelines are a key component in the distribution
chain, they do not reach all markets, may lack specific capacity to meet increas-
ing demand and are not capable of ransporting ali refined petroleum products or eco-
nomically transportng most chemical products. According to the Association of Qil
Pipe Lines, waterborne transportation is the second-most used maode of transportation
for refined petroleum products after pipelines. Many areas along the U.S. coast have
access to refined petroleum, petrochemical and commodity chemical products only by
marine transportation.

Major oil and chemical companies are increasingly selective in their choice of tank vessel operators

These companies place particular emphasis on stong environmental and safety
records, as well as operating performance. We believe that the increasingly stringent U.S.
regulatory environment, the emphasis on quality and environmental protection and
increasingly demanding customer vetting standards and procedures governing eligibility
of vessels to engage in the coastwise trade for, and enter terminal facilities of, these cus-
romers, will accelerate the obsolescence of older, lower quality tank vessels and provide
a competitive advantage to companies like us that operate high-quality tank vessels,

The domestic tank vessel industry is consolidating

Partly as a result of OPA 90 and the corresponding capital requirements to replace
or retrofit existing tank vessel fleets, we believe many smaller, independent tank barge
companies may find it increasingly difficult to compete profitably. The continuation
of this trend would provide us with opportunities both to acquire additional assets and
add customers.

Our Vessels

The following chart provides basic information regarding our existing fleet and ves-
sels under construction and contracts for construction:

Deadweight Barvel Current

Vessel Name Vessel Type Tonnage Capacity Charzer Tipe
Jacksonvitle ITB Unit 48,000 360,000 Spot
Groton ITB Unit 48,000 360,000 Time
New York ITB Unit 48,000 360,000 Spot
Baltimore iTB Unit 48 000 360,000 Time
Phitadelphia ITB Unit 48,000 360,000 Consecutive Voyage
Muobile ITB Unit 48,000 360,000 Time
Chemical Pioneer Parcel Tanker 35,000 NA (1 Contract of Affreightment
Charleston Parcel Tanker 48,000 NA (1! Contract of Affreightment
Sea Venture Parcel Tanker 19,000 NA 1! Contract of Affreightment @
Houston Product Tanker 33,000 240,000 Time
Under Construction
ATB unit *® ATB Unit 19,999 140,000 Contract of Affreightment
Four new ATB ATB Unit 19,99%/AT8 umit  156,000VATB unit Under Negotiation ©?

units
Nine new double- Product Tanker  49,000/Tanker 332,000/Tanker Under Negotiation @

hutled tankers

(1) Capacity of a parcel tanker is not measured in barrel capacity, but deadweight tons.

(2) The Sea Venture is operating under the A1'B units contracts of affreightment undil delivery of such ATB
unit, at which time the Sea Venrure is expected to serve existing customers in our chemical parcel trade.

(3) "This ATB unit is currently under construction and is scheduled to be delivered in the sccond quarter of 2007.

(4) Although contracts of affreightment are in effect for this vessel, it is still under construction and these con-
tracts are being serviced by the Sea Venture until delivery of this ATB unit.

(5} Represents four barges and rugs under contract for construction. The first two new ATB units arc scheduled
1o be delivered in late 2008 and the remzining two new ATB units are scheduled to be delivering in late
2009. We have an option to cancel the last ATB unit by June 2007.

(6) One vessel currently chartered under 2 long-term conrract.

(7) The first five wnkers are being constructed by the Joint Venture, which has the option to also construct

the remaining four tankers.
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drydock costs for our I'TBs will be approximately $6.0 million per vessel for work occur-
ring in U.S. shipyards, We can also drydock the ITBs in foreign shipyards, where the
drydocking costs are lower, However, if we choose to drydock an I'TB unit in a foreign
shipyard, the I'TB may be off-hire, and therefore not earning any revenue, for a longer
period of dme as it travels to and from the foreign shipyard if we cannot find a carge
to transport during that voyage. Drydocking costs are considered maintenance capital
expenditures for financial statement purposes but are generally expensed for tax pur-
poses to the extent that the expenditures relate to repairs and maintenance. In addition
to drydocking each I'T'B unic every five years, we are required to conduct a mid-period
underwater survey in lieu of drydocking the I'TB for inspection. An underwater survey
only requires an II'B to be removed from service for three to five days.

The following table sets forth information regarding the drydocking of our I'TBs:

Next

Last Costs Days Scheduled Estimated Days
Vessel Drydock (in theusands) Off-Hire Drydock Off-Hire
Jacksonville 1! 2005 $6,022 70 2010 NS
Grotor® 2006 5,167 63 2011 N/&
New York 2 2005 6,052 62 2010 N/S
Baltimore 2002 5,888 51 3Q 2007 &0
Phiiadelphia 2002 4705 64 4Q 2007 60
Mobite 2 2006 5,134 59 2011 N/S

(1} Delays in shipyard due to labor shortages as a result of Hurricane Katrina.
(2} Drydocked outside the US; inctudes transit time to and from shipyard.
(3) N/S—Not scheduled.

We are currently exploring several “end-of-life” options for our I'TB units as they
reach their OPA 90 phase-our dates, including retrofitting our I'TBs with an internal
double-hull or constructing new vessels. A retrofit would involve installing double-sides
internally in the existing forebody, rearranging ballast tanks and protectively coating
all cargo and ballast tank structural steel. We have received preliminary advice from
the United States Coast Guard that our current plans to retrofit the I'T'B Philadelphia
to add a double hull in order to bring the vessel into compliance with OPA 90 can be

substantially performed in a foreign shipyard without losing its Jones Act classification.
We currently estimate that performing this work in a foreign shipyard, if done in con-
junction with the required drydock of the vessel, will cost approximately $12.0-515.0
million in current dollars, which is substantially less than the cost of such work in a U.S,
shipyard. If we rerrofit this vessel in a foreign shipyard, we estimate that the vessel will
be out of service approximately 4-6 months for the combined retrofit and drydock. We
estimate this retrofit will decrease vessel capacity by approximately 18%; however, we
believe we could reduce this reduction by performing additional work in U.S. shipyards,
although the cost would be higher. The reduction in capacity will negatively impact
the charter ratcs we would receive in respect of these rerrofitted vessels. The cost of
retrofitting our IT'B units compared to the cost of newbuildings, market conditions,
charter rates, customer acceptance and the availability and cost of financing will be
major factors in determining the OPA 90 compliance plan thar we ultimately implement
and the timing thereof.

HESS SUPPORT AGREEMENT. In connection with our purchase of the six ITBs from
Hess, we entered into a support agreement with Hess that provides, among other things:

— We will use our commercially reasonable efforts to charter out the I'TBs and maximize the
amount of time that the I'TBs are employed, either on a time charter or spot charter basis;

— If we propose to enter into a time charter or spot charter for an I'TB, we must notify Hess in
advance, and Hess has a right to charter such TTB on the terms proposed with such third party;

— If we expect that an I'TB will not be chartered for a period in excess of five consecutive days
(other than for downtime, as described below), Hess has the right to propose, and we are
required to accepr, a spot charter for itself or a third party on commercially reasonable terins;

— I the contracted rate (the “Negotiated Rate”) for a spot charter or time charter of an ITB is
less than the then effective charter rate for such I'TB specified in the support agreement (the
“Support Rate”), Hess is obligated to pay us the difference between the Support Rate and the
Negotiated Rate. However, Hess is not obligated to compensate us for any downtime, which
is defined as:

— the ITB not being in service due to drydock or casualry;
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The following rable sets forth the specifications and highlights for our product tanker:

Deadweight Capacity ‘! 30,610 dwt / 240,000 bbl

Service Speed 16 knots
Full load draft {summer) 36 feet
Hull Structure Double-huli
Propulsion Type Single siow speed diesel burning heavy fuel (IFO 380)
Fuel Cansumption (at sea) 36 tons/day

Number of Cargo Segregations 7
Classification American Bureau of Shipping (ABS) Cap If

(1) A vessel’s cargo capacity is less than its deadweight capacity as a result of the fuel it carries for its operations.

In December 2005, we signed a muld-year dme charter for the vessel through mid-
2011, Since it entered service on October 13, 2005, the vessel is trading in clean petro-
leum products in the coastwise Jones Act trade and the multi-year time charter, which
began in June 2006, accounts for 100% of its usable capacity.

Parcel Tanker Fleet

Our parcel tankers carry specialty refined petroleum, petrochemical and commodity
chemical products primarily from refineries and chemical manufacturing plants and
storage tank facilities along the coast of the U.S. Gulf of Mexico to industrial users in
and around East Coast ports. The specialty refined petroleum products transported on
our parcel tankers are generally not the types of refined petroleumn products transported
by our I'TBs or our product tanker, but are products shipped in smaller volumes and
used primarily in the manufacrure of other products. Petrochemical and commodity
chemical products transported by our parcel tankers consist primarily of paraxylene,
caustic soda, alcohol, chlorinated solvents, alkylates, toluene and ethylene glycol.

Because of the smaller cargo lot size requirements, parcel tankers are designed with
many small cargo tanks. Unlike conventional tankers, parcel rankers are typically
designed with one dedicated cargo pump, and associated piping system, for each tank,
in order w eliminate cargo contamination. Some of the specialty refined petroleumn,
petrochemical and commedity chemical products transported must be carried in vessels

with specially coated or stainless stee] cargo tanks, as many of these cargos are very
sensitive to conramination and require special cargo handling equipment.

We currently own three parcel tankers: the Chenrical Pioneer, which we acquired from
Dow Chemical in May 2003, the Charleston, which we acquired from ExxonMobil in
April 2004, and the Sez Venture, which we acquired from Marine Transport Corpora-
tion, in November 2005.

The following table sets forth the specifications and highlights of our parcel tankers:

Charlestm Chemical Piomeer Sea Vemture
Deadweight capacity "’ 48,000 dwt 35,000 dwt 19,000 cwt
Service speed 16.0 knots 16.C knots 14.8 knots
Full load draft (summer) 420 feet 35.656 feet 29.2125 feet
Hul! structure Double-hottom Double-hull Double-botiom

(non-0PA 90 comgpliant)

Propulsion type Slow-speed diesel Steam turbine  Medium-speed diesel
Fuel consumption {at sea) 52 MT/Day 75 MT/Day 19.75 MT/Day
(IFO 180) (IFO 380) {IFO 380}

Number of cargo segregations 26 different types 48 different fypes 21 different types
of products of products of products

Classification ‘2

Condition Assessment &

American Bureau
of Shipping Al
CAP Il

American Bureau
of Shipping Al
CAP It

American Bureau
of Shipping Al
CAP i

(1) A vessel’ cargo capacity is less than its deadweight capacity as a result of the fuel it carries for its operation.
A vessel's cargo capacity may be further reduced to the extent draft clearance limits the ability of 4 vessel
to enter or leave port with a full load.

{2) The classification of “Al” is ABS” highest hull structure classification.

{3} ABS also provides a condition assessment rating system; a CAP 1 rating is equivalent to a new build steel
structure and a CAP II rating is equivalent to 2 five year old ship.

The Chentical Pioneer, the Charleston and the Sea Venture are among the last inde-
pendently owned carriers scheduled to be retired under OPA 90, with phase-out dates
in 2013. Although the Chemical Pioneer is double-hulled, it is not OPA 90 compliang;
however, we believe thata minor modification will bring the Chemzical Pioneer inte com-
pliance with OPA 90. The Charleston and the Sea Venture are not OPA 90 compliant;
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This offers operational and commercial flexibility, allowing the barge unit to be towed
by a third party tug in certain situations.

In August 2004, we entered into a contract with SENESCO to build a 19,999 dwt
ATB at a price of $45.4 million to be delivered in early 2006. In November 2005,
SENESCO indicated that they were not able 1o complete the first ATB on the contract
terms due to infrastructure problems and production line issues, and that the comple-
tion: of the barge would be delayed. In November 2005, we entered into a revised agree-
ment with SENESCO providing for completion of the ATB at another facility that
SENESCO would operate. In order to address completion issues experienced by
SENESCO, on June 1, 2006, pursuant to a settlement with SENESCO, we cancelled
our agreement with SENESCO to construct the ATB and took possession of the wg
and barge under construction. SENESCO has paid us $21.0 million to cover a portion
of the cost overruns. We have hired a naval architecture and marine engineering firm
to manage and supervise the completion of the ATB. Although we are still targeting
this ATB to be completed by April 30, 2007, and have offered delivery bonuses if that
date, or an earlier date, is met, weather-related delays in February and labor shortages
in 2007 have made it more likely that the ATB will be delivered to us in May 2007.
Upen the completion of constructon activities, we must conduct commissioning, sea
trials and other tests prior to delivery and the vessel enteting commercial service. As
a result, we expect this ATB to enter our chemical trade and begin earning revenue dur-
ing the last half of the second quarter given the current state of completion and pace
of construction. We currently estimate the cost of the ATB unit, including owner fur-
nished equipment, after giving effect to the payment of $21.0 million by SENESCO,
but excluding capitalized interest (which aggregated $4.1 million at December 31,
2006) and credits and ather legal claims that we believe we can recover will be approxi-
mately $80.0 million. This ATB unit is already under contracts of affreightment 1o
transport commedity chemical products with specified minimum volumes that,
together with a requirement that the customer ship any excess volume of the products
covered by the contract on the ATB unit, are expected 1o utilize substantially all of such
ATB unit’s anticipated capacity through June 2010. These contracts of affreightment,

which commenced in June 2006, are currently being covered by the Seq Venrure, one
of our chemical parcel tankers, until the ATB unitis completed. Our ability to complete
this ATB on a timely basis at the above cost estimate is dependent on a number of fac-
tors, some of which are beyond our control, including the availability and cost of needed
equipment and lzbor as well as weather conditions. Any delay in delivery of the ATB
and/or increase in the cost of completion could adversely affect our business, results
of operadons and ability to pay distributons and to pay interest on, and principal
of, debt.

In 2006, we entered into a contract with MMG for the construction of four barges,
each of which is specified to have a carrying capacity of approximately 156,000 barrels
at 98% of capacity. However, we have paid $0.5 million for the option to cancel one
barge prior to June 18, 2007. If the cancellation option is exercised, we will forfeir all
amounts previously paid for this barge (which will aggregate $3.8 million). We have
also paid $0.8 million of deposits for owner-furnished equipment for the fourth of these
ATB units that may not be recoverable if we decide not to proceed with that vessel.
In 2006, we also entered into a contract for the construcdon of three tugs with Eastern,
which will be joined with the barges to complete three new ATB units. The contract
with Eastern also includes an option to construct and deliver an additonal g, which
must be exercised by May 1, 2007. The total construction cost anticipated for these new
ATB units is approximately $65.0 million to $66.0 million per unit (subject to change
orders and modifications), in each case inctusive of owner furnished equipment, but
exclusive of capitalized interest. The capitalized interest as of December 31, 2006 relat-
ing to this series of ATBs is $1.7 million. We expect the first two of these ATB units
will be completed in August 2008 and November 2008, respectively, and the second
two of these ATB units to be completed in August 2009 and, if not cancelled, November
2009. As of December 31, 2006, we have made payments totaling approximately
£38.1 million related to these new builds. As of December 31, 2006, we had in escrow
approximately $160.4 million, which is the amount we estimate it will cost to complete
construction of the first three of these ATRBs.
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released Product Carriers from any obligation under the construction contract relating
to the first five tankers and will release Product Carriers from any obligation under the
construction contract relating to tankers six through nine to the extent the rights with
respect to such tankers are also assigned to the Joint Venture. If the Joint Venture elects
not to construct the last four tankers, Product Carriers would be obligated to obtain
alternative financing for their construction or to transfer the shipyard slots. In such
event, it is possible that Product Carriers will not be able to obtain the necessary financ-
ing on acceptable terms or at all. If Product Carriers is unable to obtain the financing
for these four tankers, it is obligated to reimburse NASSCO for any damages incurred
by NASSCO as a result of these tankers not being constructed, or if they are transferred
to a third party at a loss to NASSCO, up to a maximum of $10.0 million (plus costs
and expenses incurred by NASSCO) for each such ranker, with such amounts being
funded solely out of monies received by Product Carriers in respect of its equity invest-
ment in the first five vessels constructed by the Joint Venture.

We own a 40% equity interest in the Joint Venture, with the Joint Venture Investors
owning in aggregate a 60% equity interest. The obligations and liabilities of the Joint
Venmure are intended to be non-recourse to us, although the Joint Venture’s financial
statements are consolidated with ours for financial reporting purposes as a result of the
control of the board of directors of the Joint Venture, and, other than our commiunent
to provide $70.0 million of equity funding, to guaranty USS Produet Manager LLC’s
{(“Product Manager”), our wholly-owned subsidiary, obligation under the management
agreement and certain indemnificaton obligations, we would not have any further obli-
gation to contribute funds to the Joint Venture.

‘We have the right to and have appointed three of the directors to the Joint Venture,
and the other equity holders have the right to and have appointed two directors. Upon
the occurrence of specified events, we will lose the right ro appoint two of our three
directors. ‘There is also an independent director, who can only vote when the board is
considering a voluntary bankruptcy of the Joint Venture. In addition, in all circum-
stances the taking of certain fundamental actions will require the consent of a director
appointed by the other equity holders. The Joint Venture agreement prohibits us from
acquiring any vessels engaged in the coastwise trade built since January 1, 1996 that
are greater than 30,000 dwt undl all the vessels being constructed by the Joint Venture
have been sold or have entered into charters meeting specified minimum standards.

Product Manager will manage the construction and operation of the tankers
for the Joint Venture, for which it will receive the following, subject to certain specified
limitations:

— an oversight fee of $1.0 million per tanker, payable ratably over the course of construction of
such tanker;

— an annual management fee of $1.0 million for each completed tanker that is operated by the
Joint Venture; -

— a delivery fee of up te $0.75 million per tanker, depending on the delivery date and cost of
construction; and

— a sale fee of up to $1.5 million per tanker upon its sale to us or a third party, depending on
the price obtained and whether a charter meeting specified terms is in place.

The management agreement between Product Manager and the Joint Venture has
an initial term of 10 years, subject to eatly termination under certain circumstances.
The obligations under the management agreement will be performed by employees of
U.S. Shipping General Partmer LLC, our general partmer. Cerrain members of our
management are expected to devote significant time to the management and operation
of the Joint Venture.

Qur Customers

Our three largest customers in each of 2006, 2005 and 2004, based on revenue,
accounted for approximately 60% 65 % and 59% of our consolidated revenues for those
periods. No other customer accounted for more than 10% of our consolidated revenues
for those periods. See note 3 to the consolidated financial statements in Item 8 of this
report for a breakdown of revenues among these customers.

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.
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Ship Management, Crewing angd Employees

We maintain an experienced and highly qualified work force of shore-based and sea-
going personnel. As of March 1, 2007, we employed approximately 440 persons, com-
prised of approximately 40 shore staff and approximately 400 flcet personnel. We have
2 collective bargaining agreement in place with two maritime unions, the American
Maritime Officers union, which covers the 182 officers of our vessels, and the Seafarers’
International Union, which covers all our other seagoing personnel, that expire in the
second quarter of 2007, Although we expect to execute new agreements with the unions
upon the termination of the existing contracts, there can be no assurance that we will
be able to do so on acceprable terms. Under the terms of the collective bargaining agree-
ments, we are required to make contributions to pension and other welfare programs
managed by the unions. Management believes there are no unfunded pension labilities
under any of these agreements. Qur shore-based personnel are generally salaried and
are primarily located at our headquarters in Edison, New Jersey.

Our shore staff provides support for all aspects of our fleet and business operations,
including sales and scheduling, crewing and human resources functions, compliance
and technical management, financial and insurance services.

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 classifticadion sociery
before they will extend coverage to any 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 reguladons of the counuy of registay
of such vessel and the international conventions of which that country is 2 member.
Inspections of our I'TBs are conducted by a surveyor of the classification society in three
surveys of varying frequency and thoroughness: annual surveys each year, an interme-
diate survey every two to three years, which is generally conducted through an under-

water survey, and a special survey every five years. As part of an intermediate survey,
our vessels may be required to be drydocked every 24 to 30 months for inspection of
the underwater parts of such vessel and for any necessary repair work related to such
inspection. Inspections of our parcel tankers are conducted by a surveyor of the clas-
sification society annually as well as when the vessel is drydocked, which must occur
twice every five years.

Qur vessels are inspected at periodic intervals by the U.S. Coast Guard to ensure
compliance with applicable safety regulations issued by the U.S. Coast Guard. All of
our tank vessels carry Certificates of Inspection issued by the U.S. Coast Guard.

Our vessels 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 qual-
ity of our vessels, our crews and our shore side staff are advantages when compering
against other vessel operators for long-term business.

Insurance Program

We believe that we have arranged for adequate insurance coverage to protect against
the accident-related risks involved in the conduct of cur business and risks of liability
for environmental damage and pollution, consistent with industry practice. We cannot
assure you, however, 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.

Our hull and machinery insurance covers risks of actual or constructive loss from
collision, fire, grounding, engine breakdown and other casualties up to an agreed value
per vessel. Our war-risks insurance covers risks of confiscation, seizure, capture, van-
dalism, saborage and other war-related risks. While some tank vessel owners and opera-
tors obrain {oss-of-hire insurance covering the loss of revenue during extended tank
vessel off-hire periods, we, along with several other tank vessel operators, do not have
this type of coverage. We believe that, given our diversified marine wansportation
operations and high utlizaton 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 ongo-
ing basis taking into account insurance market conditions and the employment of
our vessels.
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30,000 dwt undl al! the vessels being constructed by the Joint Venture have been sold
or have entered into charters meeting specified minimum standards. This restriction
could adverscly affect our ability to grow our business through vessel acquisitions and
our ability to make cash distributions and to pay interest on, and principal of,
our indebtedness.

Regulation

Our operations are subject to significant federal, state and local regulation, the prin-
cipal 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 can-
not predict the uldmate 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 legislation is toward more stringent requirements, and this
trend will likely continue. In addition, a future serious marine incident occurring in
U.S. waters or internationally that resules in significant oil pollutdion or causes signifi-
cant environmental impact could resultin additional legislation or regulation that could
adversely affect our ability to pay cash diswributions or interest on, or principal of,
our indcbtedness.

Various governmental and quasi-governmental agencies require us to obtain per-
mits, licenses and certificates for the operation of our tank vessels. While we believe
that we are in substantial compliance with applicable environmental laws and regula-
tdons 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 operatonal
safety, quality maintenance, continuous training of our crews and officers, care for the
environment and compliance with U.5. regulatons. Our tank vessels are subject to both
scheduled and unscheduled inspections by a variety of governmental and private ent-
ties, each of which may have unique requirements. These endties include the local port
authorives (U.S. Coast Guard or other port state control authorities), classification
societes, flag state administration and charterers, particularly terminal operators and
oil companies.

We manage our exposure to losses from potential discharges of pollutants through
the use of well maintained, well managed and well equipped vessels and safety and envi-
ronmental programs, including a maritime compliance prograrm and our insurance pro-
gram. Moreover, we believe we will be able to accommodate reasonably foreseeable
environmenral regulatory changes. However, the risks of substantial costs, liabilities
and penaldes are inherent in marine operations, including potential criminal prosecu-
tion and civil penalties for negligent or intentional discharge of pollutants, As a result,
there can 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 QIL POLLUTION ACT OF 1990. OPA 90 established an extensive regulatory and
liability regime for the protecdon of the environment from oil spills. OPA 90 affects
all vessels rading 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. In general, all newly-built or converted tankers car-
rying crude oil and petroleum-based products in U.S. waters must be built with double-
hulls. Existing single-hull, double-sided and double-bottomed tank vessels are to be
phased out of service by 2015 based on their tonnage and age. Under the phase-out
schedule, two of our six ITBs will be precluded from transporting petroleurn and
petroleum-based products in the United States by May and June 2012, an additional
two ['T'Bs and the Chemtical Pioneer and the Charleston must be phased out of transporting
petroleum and petroleum-based products by each of February, March, September and
October 2013 and the remaining two I'TBs must be phased out of service by June and
August 2014. In order to bring our I'TBs into compliance with OPA 90, at a minimum
we will be required to retrofit each ITB with double sides. The Sea Femture is scheduled
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OPA 90 expressly provides that individual states are entitled to enforee 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 lability. We believe that the liability provisions
of OPA 90 and similar state laws have greatly expanded potential liability in the event
of an oi! 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 enacted by the State of Washington. The Court struck down
several regulatons and remanded the case for review of additional regulations. The
Court held thar the regulation of mariime commerce is generally 2 federal responsi-
bility because of the need for national and international uniformity, aithough it noted
that states may regulate their own ports and waterways so long as the rules are based
on the peculiarities of local waters and do not conflict with federal regulation. As a result
of this ruling, at least two states have repealed regulations concerning the operation,
manning, construction or design of rank vessels.

Partics affected by oil pollution may pursue relief from the Qil 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. The responsible party would need to establish that it is entitled to both a statu-
tory defense against liability and to a statutory limitation of liability to obtain contri-
bution from the fund. If we are deemed a responsible party for an il pollution incident
and are ineligible for contribution from the fund, the costs of responding to an oil pol-
lution incident could have a material adverse effect on our results of operations, finan-
cial condition and cash flows. We presently maintain oil pollution liability insurance
in an amount in excess of that required by OPA 90. Through our protection and indem-
nity club, the UK P&I Club, our current coverage for oil pollution is $1.0 billion per
incident. It is possible, however, that our liability for an oil pollution incident may
exceed the insurance coverage we maintain.

We are also subject to potenual liability arising under the U.S. Comprehensive Envi-
ronmental Response, Compensation and Liability Act (“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 tank vessels for cleanup and removal
of hazardous substances and provides for additional penalties in connection with envi-
ronmental damage. Liability utnder CERCLA for releases of hazardous substances from
vessels is limited to the greater of $300 per gross ton or $5.0 million per incident unless
attributable to willful misconduct or neglect, 2 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 QPA 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 $10.0 million per discharge and the CERCLA liabilicy
limit of $300 per gross ton or $5.0 million per discharge. We have sadsfied these
requirements and obtained a U.S. Coast Guard Certificate of Financial Responsibiliry.
OPA 90 and CERCLA each preserve the right to recover damages under other existing
laws, including maritime tort law.

WATER. The Federal Water Pollution Control Act, also referred 1o as the 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 pro-
vides 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 deriva-
uives, hazardous substances, wastes and pollutants into state waters. In additon, the
Coastal Zone Management Act authorizes state implementation and development of
programs of management measures for non-point source pollution to restore and pro-
tect coastal waters.

soLiD WASTE. Qur operations occasionally generate and require the transportation,
treatment and disposal of both hazardous and non-hazardous solid wastes that are sub-
ject to the requirements of the Federal Resource Conservation and Recovery Act
(“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 additon,
in the course of our tank vesse! operations, we engage contractors 1o remove and dispose
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As a result of the Hurricanes Katrina and Rita, a short-term waiver, which expired
on October 24, 2005, was granted by the Department of Homeland Security, lifting
the Jones Act restriction on foreign-flag carriers, allowing these carriers to replace
ransporting needs arising from out-of-service pipelines. Operationally, we were not
materially impacted by this waiver as all of our available ITBs were covered by either
long-term time charters or contracts of affreightment. As a result of the hurricanes, our
chemical vessels experienced slight erosion of time charter equivalent rates due 1o
weather delays and che drydocking of the Jacksonvifle was delayed due to labor shartages.

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 Admin-
istration, as well as subject to rules of private industry organizations such as the Ameri-
can 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 regu-
lations, the U.S. Coast Guard is authorized to inspect vessels at will.

Occupational Health Regulations

Ouyr vessel operations are subject to occupational safety and health regulations issued
by the U.S, Coast Guard and, to an extent, by the U.S. Qccupational Safety and Health
Administration, These regulations currently require us to perform monitoring, medical
testing and recordkeeping with respect to personnel engaged in the handling of the
various cargocs transported by our vessels.

Security

Heightened awarcness of security needs brought about by the events of
September 11, 2001 hu#s caused the U.S, Coast Guard, the Internarional Maritime

Organization, and the states and local ports to adopt heightened security procedures
relating to ports and vessels. We have updated our procedures in light of the requirements,

In 2002, Congress passed the Maritime Transportation Security Act of 2002 (the
“MTS Act”) which, rogether with the International Maritime Organization’s recent
security proposals (collectively known as The International Ship and Port Security
Coade), requires specific security plans for our vessels and more rigorous crew identi-
fication requirements. We have implemented vessel security plans and procedures for
each of our vessels pursuant to rules implementing the MTS Act that have been issued
by the U.S. Coast Guard.

Vessel Condition

Our vessels are subject to periodic inspection and survey by, and drydocking and
maintenance requirements of, the U.5. Coast Guard, the American Bureau of Shipping,
or both. We believe we are currently in compliance in all material respects with the
environmental and other laws and regulations, including health and safety require-
ments, to which our operations are subject. We are unaware of any pending or threat-
ened 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.

Available information

Copies of our annual report, board committee charters, code of business conduct
and ethics and corporate governance guidelines are available, without charge, on our
website at www.usslp.com and in print upon written request to the Secretary, US
Shipping General Partmer LLC, P.O. Box 2945, Edison, NJ 08818.
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The amount of available cash we need to pay the minimum quarterly disuribution
for four quarters on the common onits, the subordinated units and the general partner
interest outstanding is currently approximately $33.5 million.

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

We are subject to the Jones Act and other federal laws that restrict maritime trans-
portation between points in the United States to vessels operating under the U.5. flag,
built in the United States, ar least 75% owned and operated by U.S. citizens and
manned by U.S. crews. Compliance with the Jones Act increases our operating costs.
We are responsible for monitoring the ownership of our common units and other part-
nership interests to ensure our compliance with the Jones Act. 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. In addi-
tion, if any of our I'TB units cease to be qualified under the Jones Act, Hess will no
longer be required to make support payments in respect of that vessel under the Hess
support agreement, which could have a material adverse effect on our business, results
of operation and financial condition.

During the past several years, interest groups have lobbied Congress to modify or
repeal the Jones Act to facilitate foreign flag competition for trades and cargoes cur-
rently reserved for U.S. flag vessels under the Jones Act and cargo preference laws.
Foreign vessels generally have lower construction costs and generally operate at sig-
nificantly lower costs than we do in the U.S. markets, which would likely result in
reduced charter rates. We believe that continued efforts will be made vo 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 significantly increased competition and
have a2 material adverse effect on our business, results of operations and financial
condition and our ability to pay distributions on the common units and principal
of and interest on, our indebtedness. As a result of Hurricanes Katrina and Rita, a short-
term waiver, which expired on October 24, 20035, was granted by the U.S. Department
of Homeland Security, lifting the Jones Act restriction on foreign-flag carriers, allowing
these carriers to replace wansporting needs arising from out-of- service pipelines.

We cannot assure that future waivers will not be granted or that any such waivers
will not have a material adverse effect on our business, results of operation and finan-
cial condition.

Because we rnust make substantial expenditures to comply with mandatory drydocking
requirernients for our fleet, and because these expenditures may be higher than we currently
anticipate, we may not bave sufficient available cash to pay the minimum guarterly
distribution in full,

Both domeste (U.S. Coast Guard) and internadonal (International Maritime Orga-
nization) regulatory bodies require that our vessels be drydocked for inspection and
maintenance twice cvery five years (although to date we have been able to obtain waivers
from the U.S. Coast Guard that allow us to drydock cur I'TB units once every five years,
with a mid-period underwater survey in lieu of drydocking), and will require that any
newly constructed product tankers be drydocked wwice every five years. 'To the extent
we are unable to obtain such waivers regarding the drydocking of our I'TB units, we
could experience additional off-hire days, which will reduce our revenue. In addition,
vessels may have to be drydocked in the event of accidents or other unforeseen damage.

Two of our six I'TB units were drydocked in 20035, two were drydocked in 2006, and
the remaining two will be drydocked in 2007. We estimate that drydocking these vessels
will cost approximately $6.0 million per vessel. The Houston was drydocked in 2005 at
a cost of $3.1 million, the Sea Venture, the Charieston and the Chemical Pioneer were dry-
docked in 2006 at a cost of $9.9 million, $5.2 million and $5.5 million, respectively;
all four will be required to be drydocked again in 2008/2009. We estimate drydocking
of the parcel and product tankers will cost approximately $3.5 million to $6.0 million
per vessel, drydocking of the ATB units will ininally cost approximately $1.0 million
to $2.0 million per vessel and drydocking of the new tankers, if acquired by us from
the Joint Venture, will cost approximately $3.5 million to $4.0 million per vessel. When
drydocked, each of our I'TB units will be out of service for approximately 50 to 70 days,
each of our parcel tankers and the Houston will be out of service for approximately 335
to 60 days, each of our ATB units will be ourt of service approximately 25 days and each
of our new tankers will be out of service for approximately 35 to 40 days. At the time
we drydock these vessels, the actual cost of drydocking may be higher due to inflation
and other factors. In addition, vessels in drydock will not generate any income, which
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allowing us to carry refined petrolenm products in the vessel’s center tanks and non-
petroleum-based products in the other tanks rather than retrofit the vessel. If the waiver
is not gbtained, or under certain circumstances even if the waiver is obtained, we may
not be able to transport a sufficient quantity of products that generate qualifying
income, in which event we would be required to place the Charleston in a corporate sub-
sidiary to avoid generating 100 much non-qualifying income. A corporate subsidiary
will be subject to corporate-level rax, which will reduce the cash available to make dis-
tributions on our units and to pay interest on, and principal of, aur indebtedness. ‘The
Sea Venture is not OPA 90 compliant and we currently intend to operate the Sea Venture
in the chemical trade beyond its OPA 90 phase out date in September 2013,

The amount of estimated maintenance capital expenditures our general partner is required
to deduct from basic surplus each quarter is based on our current estimates and could increase
in the furure.

Our partnership agreement requires our general partmer to deduct from basic sur-
plus each quarter estimated maintenance capital expenditures as opposed to actual
maintenance capital expenditures in order to reduce disparities in basic surplus caused
by fluctuating maintenance capital expenditures, such as retrofitting or drydocking.
Our annual estimated maintenance capital expenditures for purposes of calculating
basic surplus increased from $17.2 million in 2005 to $19.6 million in 2006 and o
$20.9 million in 2007, This amount is based on our current estimates of the amounts
of expenditures we will be required to make in the future, which we believe to be
reasonable. The amount of estimated maintenance capital expenditures deducted from
basic surplus is subject to review and change by the board of directors of our general
partner at least once a year, with any change approved by the conflicts committee.

Capital expenditures and other costs necessary to operate and maintain our vessels tend to
increase with the age of the vessel and may also increase due to changes in governmental
regulations, safety or other equipment standards.

Capital expenditures and other costs necessary to operate and maintain our vessels
tend to increase with the age of the vessel. Accordingly, it is likely that the operating
costs of our older vessels will increase. In addition, changes in governmental regula-
tions, safety or other equipment standards, as well as compliance with standards

imposed by maritime self-regulatory organizations and customer requirements or com-
petition, may require us to make addidonal expenditures. For example, if the U.S. Coast
Guard or the American Buresu of Shipping, an independent classification society that
inspects the hull and machinery of commercial ships to assess compliance with mini-
mum criteria as set by U.S. and international regulations, enacts new standards, we may
be required to make significant expenditures for alterations or the addition of new
equipment. In order to satisfy any such requirement, we may be required to take our
vessels out of service for extended periods of tme, with corresponding losses of rev-
enues. 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.

If we are unable to fund our capital expenditures, we may not be able to continue to operate
somne of our vessels, which would bave a material adverse effect on vur business and our ability
te pay the nrinimum quarterly distribution on our units and to pay interest on, and principal
of, our indebredness.

In order to fund our capital expenditures including, without limitation, our planned
purchase of the vessels from the Joint Venture and the construction of the four addi-
tional vessels if the Joint Venture elects not to construct the additional vessels, we may
be required to incur borrowings or raise capital through the sale of debt or equity secu-
rities. Our ability to access the capital markets for future offerings may be limited by
our financial condition at the time of any such offering as well as by adverse market
conditions resulting from, among other things, general economic conditions and con-
tingencies and uncertaindes that are beyond our control. Our failure to obtain the funds
for necessary future capital expenditures would limnit our ability to continue to operate
some of our vessels or construct or purchase new vessels and could have a material
adverse effect on our business, results of operadons and financial condition, our ability
to make distributions on our units and to pay interest on, and principal of, our indebt-
edness and our estimated returmn from our investment in the Joint Venture.
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adequately insured. For example, a catastrophic spill could exceed our insurance cov-
erage and have a material adverse effect on our operations. In addition, we may not be
able to procure adequate insurance coverage at commercially reasonable rates in the
future, and we cannot guarantee that any particular insurance claim will be paid. In the
past, new and stricter environmental regulations have led to higher costs for insurance
covering environmental damage or poflution, and new regulations could lead to similar
increases or even make this type of insurance unavailable. Furthermore, even if insur-
ance coverage is adequate to cover our losses, we may not be able to timely obtain a
replacement ship in the event of a loss.

We do not carry loss-of-hire insurance, which covers the loss of revenue during
extended vessel off-hire periods, such as for unscheduled drydocking due to damage
to the vesset from accidents. Accordingly, any loss of a vessel or extended vesset off-hire,
due to accident or otherwise, coukl have a material adverse effect on our business,
results of operations and financial condition and our ability to make cash distributions
on our units and to pay interest on, and principal of, our indebtedness. See “—We have
a limited number of vessels, and any loss of use of a vessel could adversely affect our
resuls of operations.”

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

We may be subject to calls, or premiums, in amounts based not only on our 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. Qur payment of these calls could resulr in significant
expenses to us, which could have a material adverse effect on our business, results of
operations and financial condition and our ability to make cash distributions and to pay
interest on, and principal of, our indebtedness.

The failure or inability of Hess to make support payments and an obligation to reimburse
support payments previously pravided to us to the extent our vessels operate at rates above the
support rate could adversely affect our business and cash available for distribution to
unitholders and to pay interest on, and principal of, our indebredness.

In connection with our purchase of six ITB units from Hess in September 2002,
Hess agreed that if the contracr rate for a charter of any of the vessels we acquired was
less than the rate specified in our support agreement with Hess, Hess would, subject
to specified limited exceptions, pay us the difference between the two rates. During
2004 and 2005 Hess made net support payments to us aggregating $4.0 million and
$1.0 million, respectively. During the year ended December 31, 2006, we made net sup-
port payments to Hess aggregaring $0.5 million. If for any reason Hess is unable or
fails to make any payments due to us under the support agreement, it could have a mate-
rial adverse effect on our business, results of operations and financial condition and our
ability to make cash distributions.

In addition, if we enter into charters of our FTB units with companies having a speci-
fied investment grade credit rating, the charter rate is equal to or higher than the rate
specified in the support agreement and certain other conditions are met, then the sup-
port agreement is not applicable to those charters even if the charterer subsequently
fails to make payments under the charter.

In the event the charter rates we receive at any time during the term of the agreement
on the I'TB units exceed the Hess support rate, then we must pay such excess amounts
to Hess until we have repaid Hess for all prior support payments previously made by
Hess to us, and then we must share 50% of any additdonal excess amount with Hess.
The aggregate amount of all support payments made by Hess to us through
December 31, 2006 was $18.4 million, of which we have repaid $6.5 million to Hess
as of December 31, 2006. We expect that in 2007 we will be making payments to Hess
under the support agreement until it expires in September 2007, which will adversely
effect our cash available for distribution to unitholders and to pay interest on, and prin-
cipal of, our indebtedness.
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under these long-term contracts with our remaining vessels. If we are unable to fulfili
such obligations, we would have to contract with a third-party for use of a vessel, at
our expense, to transport the charterer’s products, which might not be possible on
acceptable terms or atall, or default under the contract, which would allow the charterer
to terminate the contract. We will not receive any compensation under the Hess sup-
port agreement for ITB units taken out of service for repairs and maintenance.
Also, if any of our five ATB units currently under construction or on order are not
completed by the scheduled due date, we may be unable to fulfill our obligations under
the long-term contracts we expect to have in place at the time of delivery. If we are
unable to fulfill such obligations, we would have to contract with a third party for use
of a vessel, at our expense, to transport the charterer’s products, which may not be pos-
sible on acceptable terms or at all, or default under the contract, which would allow
the charterer to terminate the contract. In addition, because cur first ATB unit currently
under construction was not be completed by the originally scheduled delivery date, we
have been using the Sea Venture to fulfill our obligations under contracts we entered

. into for such ATB unit until it is delivered, which is currently scheduled to occur in

the second quarter of 2007. This use of the Sea Venture 1o fulfill the ATB unit’s contracts
reduces cash available for distribution to unitholders and to pay interest on, and prin-
cipal of, our indebtedness from the levels anticipated assuming an earlier delivery of
the ATB unit.

When we acquired the Charleston from ExxonMobil in May 2004, we agreed to
transport cargo for ExxonMobil generally transported by the S/R Wilmington while
such vessel was in drydock. We are obligated to use our best efforts to assist ExxonMobil
in covering its cargo transportation requirements that would have been covered by the
S/R Wilmington during future drydocks of that vessel, which are currently scheduled
to occur in 2007 and 2009. This obligation to cover ExxonMeobil cargo requirements
will reduce our cash available for distribution to unitholders and to pay interest on, and
principal of, our indebtedness.

We rely exclusively on the revenues generated from our marine transportarion busi-
ness. 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 and operated more diverse assets.

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

Contracts for our vessels are generally awarded on a competitive basis, and com-
petition 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;

— ability to meet the customer’s schedule;

— price;

— safety record,;

— ability to satisfy the customer’s vetung requirements;

— reputation, including perceived quality of the vessel; and
— quality and experience of management.

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 efficienty, transition to double-hulled vessels more rapidly and withstand the
effects of declines in charter rates for a longer period of time. They may also be better
able to address a downturn in the domestic demand for refined petroleum, petrochemi-
cal or commadity chemieal products. As a result, we could lose customers and market
share to these competrors.

In addition, although we believe there are currently only two shipyards that are
actively engaged in the construction of product tankers, other shipyards may decide to
enter this market, which could result in an increased supply of product tankers. This
would increase competition in the domestic tank vessel industry and adversely affect
charter rates, which could have an adverse affect on our ability to make distributions
and to pay interest on, and principal of, our indebredness. We believe that the new-
building programs being undertaken by us, the Joint Venture and one of our competi-
tors at these two shipyards will replace substantially all the capacity taken out of the
market due to OPA 90. It is possible that some of these vessels may be placed in service
prior to the phase-out of currently operating vessels, which could result in an over-
supply of vessel capacity in the near term. In addition, any additional newbuildings or
retrofitting of existing tank vessels may result in additional capacity that the market will
not be able to absorb at the anticipated demand levels. The availability of additional
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anticipate and, as a result, our business, results of operations and financial condition
and our ability to make cash distributions and to pay interest on, and principal of, our
indebtedness, and our ability to obtain a return on our investment in new vessels or
the Joint Venture, may be adversely affected.

There is limited availability in U.S. shipyards for drydocking a vessel. As a result,
the costs of performing drydock maintenance in the United States are significantly
higher than they are overseas, Furthermore, U.S. shipyards may not have available
capacity to perform drydock maintenance on our vessels at the times they require dry-
dock maintenance, particularly in the event of an unscheduled drydock due to accident
or other damage, in which event we will be required to have the work performed in
an overseas shipyard. This may result in the vessel being off-hire, and therefore not
earning any revenue, for a longer period of time because of the time required to travel
to and from the overseas shipyard. In addidon, we may be required to place a deposit
in order to reserve shipyard slots for construction of new vessels, which may not be
refundable if we elect not to proceed with such new construction.

We could lose part or all of vur investment in the Joint Venture and the growth of our business
may be adversely affected.

One of the ways we intend to grow our business and replace vessels that are not OPA
90 compliant is through the construction and purchase of new vessels. In our efforts
to expand our business by constructing new vessels, we have entered into a contract
with NASSCO to construct nine 49,000 dwt double-hulled petroleum tankers. We have
formed the Joint Venture for the construction of the first five petroleum tankers by
INASSCO. We have committed to provide $70.0 million of equity financing to the Joint
Venture, of which approximately $19.4 million was paid through December 31, 2006.
If we are not able to purchase vessels from the Joint Venture or our vessel purchase
option is terminated as a result of foreclosure under the Joint Venture credit facility
or other adverse events, our growth strategy and our OPA 90 compliance strategy for
replacement of our ITB fleet will be adversely affected, which could have a material
adverse effect on cur business, results of operations and financial condition and our abil-
ity to make cash distributions and to pay interest on, and principal of, our indebtedness.
In addition, if the Joint Venture experiences increased construction costs above the cur-
rent commitments of capital to the Joint Venture, the Joint Venture will need to obtain
additional capital, which may not be available on acceptable terms or ar all. If we do

not provide our pro rata share of any additional equity capital required by the Joint
Venture, our interest in the Joint Venture could be diluted. If the Joint Venture cannot
otherwise obtain any required additional financing, our investment in the Joint Venture
could become impaired. In addition, we will only receive a return of, and a return on,
our investment in the Joint Venture after the other equity investors receive a return
of their capital and a specified return on their investment, and therefore any cost over-
runs or failure to sell the vessels for expected prices will adversely affect the value of
our equity investment. If the Joint Venture only constructs the first five vessels and we
are unable to finance the construction of vessels six through nine and therefore must
pay damages to NASSCO as described below, we do not expect to receive any return
on, or return of, the capital we contributed to the Joint Venture. Further, the purchase
price for the newly constructed vessels may be too high to be justified based on then
existing charter rates or we may not otherwise be able to obtain the necessary financing
on acceptable terms or at all.

Further, our construction contract with NASSCO obligates Product Carriers to
construct nine tankers, of which the Joint Venture has only committed to construct the
first five. To the extent the Joint Venture does not eleet to construct any of the other
four tankers, Product Carriers will be obligated to finance the construction of those
vessels. There can be no assurance that we or Product Carriers will be able to arrange
financing to construct such vessels on acceptable terms, or atall. Our inability to finance
the construction of up to four vessels could have a material adverse effect on our busi-
ness, our OPA 90 compliance strategy, results of operations and financial condition and
our ability to make cash distributions and to pay interest on, and principal of, our
indebtedness. In addition, our debt instruments will limit our ability to obtain the nec-
essary financing. If Produet Carriers is unable to obtain the financing for these four
tankers, it is obligated to reimburse NASSCO for any damages incurred by NASSCO
as a result of these tankers not being constructed, up to $10.0 million {plus costs and
expenses incurred by NASSCO) for each such tanker, with such amounts being funded
solely out of monies received by Product Carriers in respect of its equity investment
in the first five vessels constructed by the Joint Venture,
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alties, criminal sanctions or the suspension or termination of our operatons. Some
environmental laws often impose strict liability for remediation of spiils 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 jointy 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 rescurce damages under other federal and state laws or civil actions. 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
unlimired liability for the discharge of pollutants within their waters.

In order to maintain compliance with existing and future laws, we incur, and expect
to continue to incur, substantial costs in meeting maintenance and inspection require-
ments, developing and implementing emergency preparedness procedures, and obtain-
ing insurance coverage or other required evidence of financial ability sufficient to
address pollution incidents. These laws can:

— impair the economic value of our vessels;

— require a reduction in cargo carrying capacity or other structural or operational changes;
— make our vessels less desirable to potential charterers;

— lead 1o decreases in available insurance coverage for affected vessels; or

—— result in the denial of access to certain pons.

Future environmental requirements may be adopted that could limit our ability to
operate, require us to incur substantia! additonal costs or otherwise have a material
adverse effect on our business, results of operations or financial condition and our abil-
ity 1o make cash distributions and to pay interest on, and principal of, our indebtedness.

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

All unlicensed marine personnel are employed under a collectve bargaining agree-
ment with the Seafarers’ Internadonal Union. Licensed officers, including our
Captains, are employed under a collective bargaining agreement with the American
Maritime Officers union. Both union agreements expire in the second quarter of 2007.
Although we expect to execute new agreements with the unions upon the termination

of the existing contracts, there can be no assurance that we will be able to do so on
acceptable terms. Any work stoppages or other labor disturbances could have a materiai
adverse effect on our business, results of operations and financial condition and our abil-
ity to make cash distributions and to pay interest on, and principal of, our indebtedness.

Cur emplayces are covered by federal laws that may subject us to job-related claims in addition
to those provided by state laws.

All of our seagoing employees are covered by provisions of the Jones Act and general
maritime law. These laws typicaliy 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 have greater exposure for claims made
by these employees as compared to employers whose employees are not covered by
these provisions.

We depend on key personnel for the success of our business and some of those persons face conflicts
in the allocation of their time to our business,

We depend on the services of our senior management team and other key personnel.
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. We currently do not carry any key
man insurance on any of our employees. In addition, we may not be able to hire crew
personnel meeting our standards if we expand our fleet. In addition, as a result of the
planned expansion of our fleet through the construction of new vessels, we may need
to hire additional key technical, support and other qualified personnel to ensure that
construction is completed timely and on budget. If we are unsuccessful in attracting
such personnel, it could have a material adverse effect on our business, results of opera-
tons and financial conditon.

The employment agreements of Messrs. Paul Gridley and Jeffrey Miller, our chair-
man and chief executive officer and vice president—chartering, respectively, only
require them to spend a majority of their business time in managing our operations.
Messrs. Gridley and Miller currentdy own and operate two Jones Act barges that have
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ner interest in us and owns and controls our general partner. Conflicts of interest may
arise between our general partmer and its affiliates, on the one hand, and us and our
unitholders, on the other hand. As a result of these conflicts, our general parmer may
favor its own interests and the interests of its affiliates over the interests of our unithold-
ers. 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 our affiliates, in resolving conflicts of interest, which has the effect of limiting its fiduciary
duty to our unitholders;

~— our general partner may limit its liability and reduce its fiduciary dudes, while also restricting
the remedies available to our unitholders for actions that, without these limitarions, might con-
stitute breaches of fiduciary duty;

— our general partner determines the amount and timing of asset purchases and sales, capiral
expenditures, borrowings, issuances of addidonal partnership securities and reserves, each of
which can affect the amount of cash that is distributed to our unitholders and to pay interest
on, and principal of, our indebtedness;

— 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 dis-
tribution on the subordinated unit, to make incentive distributions or to accelerate the expi-
ration of the subordinadon period;

— our general partner determines which costs incurred by it and its affiliates are reimbursable
by us;

— our partnership agreemenr does not restrict our general parmer 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

— out general parter decides whether to retain separare counsel, accountants or others to per-
form services for us.

The members of Shipping Master, including our executive officers, and their affiliates and the
Joint Venture may engage in activities that compete directly with us.

Sterling/US Shipping L.P, the principal member of Shipping Master, the other
members of Shipping Master and their respective partners, affiliates and the funds they
manage or may manage, management and the Joint Venture, are not prohibited from

owning assets or engaging in businesses that compete directly or indirectly with us.
Only Shipping Master and its controlled affiliates are subject to certain noncompete
provisions. In addition, Messrs. Paul Gridley and Jeffrey Miller, our chairman and chief
executive officer and vice president—chartering, respectively, own and operate two
barges engaged in the transportation of chemical products. Under their employment
agreements, Messrs. Gridley and Miller are not prohibited from acquiring and oper-
ating additional tank barges of less than 15,000 deadweight tons under specified
circumstances. Further, our executive officers will also be devoting a portion of their
business time overseeing the construction of the new vessels by the Joint Venture and
obtaining charters for such new vessels, This will reduce the amount of time they have
to spend on our business and may pose conflicts of interest in obtaining charters for
the Joint Venture’s vessels rather than the vessels owned by us.

In addition, the Joint Venture agreement prohibits us from acquiring any vessels
engaged in the coastwise trade built since January 1, 1996 that are greater than 30,000
dwt until all the vessels being constructed by the Joint Venture have been sold or have
entered into charters meeting specified minimum standards. This restriction could
adversely affect our ability 1o grow our business through vessel acquisitions and our
ability to make cash distributions and to pay interest on, and principal of, our indebt-
edness. Further, to the extent we do not purchase vessels from the Joint Venture, the
Joint Venture will have the ability to sell such vessels to third parties or to operate such
vessels itself, which in either case will compere with our vessels.

Please read “Risks Inherent in Our Business—~We depend on key personnel for the
success of our business and some of these persons face conflicts in the allocation of their
time to our business.”

Our partnership agreement limits our general partner’s fiduciary duties to unitholders and
restricts the remedies available to unitholders for actions taken by our general partner that
might atherwise constitute breaches of fiduciary duty.

Our parmership agreement contains provisions that reduce the standards to which
our general partner would otherwise be held by state fiduciary duty law. For example,
our partnership agreement:

— permits our general partner to make a number of decisions in its individual capacity, as opposed
to in its capacity as our general partner. This entitles our general partner to consider only the



{SOOUEISLINDI
FWOS JIPUN SITUN GOUILLOD OIUT SN UOUIMIOD 31 s Hues fenba jo suum jo uoisisauna sip —
{SHUN UOUINIOD OJUT SITUN PIIEUIPIOGIS JO UCISIDAUGY ) —
SsIUPAAqIpU NP jo
JuawAedal 2yl m UORIAUUOD Ul PanssT SITUN 3 A4 palerdosse suonedifgo vonnguisip aq
et 123e08 81 aMARIS 01 YOrlm JO 1500 A1 'ssaupaiqapul Ledal 01 SIUR OO JO SAOURNSSI ~—
ssiseq eutoj oxd pareurnsa ue uo nun sad suonerado wog mop ysed aseatout
ey sauawaacadun enides Jo suonisinboe Yiw womasauuod UT HIUN UOUNIOD JO IDUENSST A —

'SE UONS SI0UEISWINAIID JO JIQUINU € U]
‘[eaoidde 1apoyaun 1n0YIm ‘SIIUN UOUIIOD A1) s Jues Jenba jo sanunoas Aunba
42410 10 SIUN UOLILLIOD [EUONIPPE JO JIQUUNU PIILUI[UN UE 20SS1 01 STv ISRED OS[E Aew
1omnred [erauad ang) -siuswoaoidun [eides Jo LONINISUOD 1 pUTY 03 SUUR UOUILIOD
$66'6F1°1 Joyury ¢ pue feaosdde sopioqiun 1noyim asodind Aue 1o} suun younuod
[euonIppe 609'6£1°7 01 do ansst 03 sn asned Aew 1ured je1suad no ‘saapjoynun mo
o [eaosdde sy Inoyam ‘Fuipueisino RGBT SATUN PAIBUIPIOGNS Y SSE[> AUB B]IYAL

sisaenul drgsaaumo
anof unpp prmoe gorg@ ‘praosdde anol Inoquar spun uowkeo) [ruoliippy ansst ke a4

‘sportad woneupiogns sy
JO UONBUTULIAY Y1 UL NS L[ay1] soul [[1x diyssamred ano Juideusws ur saueutiogiad
sJaunred [e15usd N0 PILM UORIRISUESSIP SIIPJORIUN 1) JO dsTEdaq spowsd uoneurp
-roqns 213 Supmnp 1puued [eouad 1o jo [pacwdr 213 o8 ‘ssomsng o4 Jo Wwdwadeuew
100d o soflzeya jo sases 1sowr apnput J0u saop ssner) souned [erousd o se Anoedes
S11 UT IDNPUOISIUT UCIUEM 10 [NJ][1a o oudSnFau ssoid ‘pneyy [emide 1oj o[qet] Jouited
[eaauad ano Supuy juawidpni sjqejeadde-uou ‘[euy e paraua sey uonaipsun( yusad
-W0D JO 1IN0 € 1841 UBIW 01 1uwaaIde diystaunaed Jno Ut pauyap A[MoLIBY SI 3S0ET)
"$1591 33UBULIONMSd PUB UCUINGLISIP UTRIISD
12U PEY am [[IUN PINUNUOD JAEY 3SIMIBUR0 PIOOMA YIIM ‘SIUN PAIBUTPIOYNS 3l 1940
souasajaad vonepnbiy pue vonnguasip noyy Funeuua Apamewsd Ag s1un vowwod
U1 109 A[ISISAPE P[NOM SIIURISWINDID 3531 1apun aawred {e1ausd 1no jo [eaowaa y
‘paysmBunxa aq [[ta SIUN UOWIWIOD 13 Uo saFerearie Funsixo Aue pue SITUN UOUILOD
©)UI PALIZAUOD 3Q AJ[EXREUIOINE [jia SIUN pREUTpIOqNS SuTulewal ([ ‘[BA0LUal 1811 jO
10AEJ Ul PIIOA JOU 2IE SAIETjiJe s31 pue Jawed [essuad o Aq pay suun pue spouad
uoneurpioqns oy) FuLmp asned Moy lm pasourai sy Jaurred [e1auad Ino J1 ‘os[y ‘[esowal

saauwed [esauad a1 auaaasd 01 3(qe 2q 01 3IUN JuBIAINS sUmO IAISE]A Furddiyg asnedaq
IUISUOD S INOYM Jaurted [B19ua8 4no 2a0wal 01 IfqeuN APUBLIND IR SISpjOYIUT
s “Afupaoasy asunied [essuad Jno saowss 01 parmbai st ssep aBus e se sagiados
dupoa situn parguiprogns pue uounued Jupuelsino [je Jo 9,569 15E3] I8 Jo S1apjoy
a3 Jo oA sy |, Jouned [erouad ano saowaa o} Apiqe parnu| saey [[im 4oq) Jawed
[e1suad 1o Jo aduewojiad Sy YIum PaysOessip 91e SIAPIOYIUL 341 Ji ‘SIouLlayun

« auapuadapu]
10322JI(] PUE ‘suondesuel], paey pue sdiysuoney ueiIdT) "¢ wNy, peas osead
‘UOTIEULIOJUT 210w 10, “1auired [exauad Ino jo s1032311p a3 e a3eudisap o1 3ydu o sey
Apsaxrpur sn pue aawsepy Jurddiyg jo srowanp ay jo Aiuoflews e areufisap o1 aydu
a1 sey g1 Suiddiyg 5 /Burpaaig ‘vonippe ug -1 3urddiyg g /Suisang 4q pajjonued
st yorym “rasepy Surddiyg 4q ussoyo st saused [e1ausd Ino Jo s1010211p Jo paroq Ay |
'siseq UIMUNUOD 1910 JO [ENUUE UE UC $101031Ip jo pJeoq su Jo Joued [erpuad mno
1392 0234 SL1 OU JaBY SIap[oYpiu ssauisndg no Surpsedar suotsioap sauawaFeurw 2ous
-ngur 01 AIQE pa3TUI] ‘3I0JIa3 ‘puE ssoulsng ano Sundage sianew uo siydu Junoa
paanw] A[uo aaey s1ap[oylun ‘uonerodiod e ul §201s UOUNUOD JO SIAPIOY I axIuN)

“HLISUOI SIH
mogm eouravd pasusld ane snoteas Kpeipuy ounpd g1 ‘pufinpssip oup seapjogquun ft uany,
! (Ll g1 prysyessip Ploqiiun 41 waay

-aouafijdau sso1d 10 1wnpuvasiu
Y[t ‘prey ur padedua 1o qarey peq ul paroe suosiad Jay3o aso 1o sawred jeauad ap 1ep
Aunuusisp vonspsunl auAaduies Jo 1nod ¢ 4q parmus yuswdpnl sjqejeadde-vou pue [puy €
US( SEY DI SSI[UN SUOISSTILO JO 510¢ AUk Joy spaudisse fo stawnted paaur no ‘sn o1 safewep

AIeaauouw JoJ S[QEI] 3q 10U [[Ix SIOWAAP PUE $120Gj0 511 pue Jawmaed [esuad mo e sapuord —
puE fsn 01 [eLYuaq Jo snoadriueape Lle[nonsed aq 1ou Aew e suonoesuen Jayio Supniow
‘paajoaur sanded 1 usamiaq sdisuone(as ap jo Aijeros ayt Iapisuos Lew sowgred [erauad
INo ‘3I[QEUOSESI PUE IMEJ, S UOON[OSII JO UODJESUEN B JAIaym Suluruuaiap ur ‘aeq pue
SN 01 ,3[EUOSEAT pUe 118}, 3¢ Jo satued pinp paiepasun uroy ajqeqreae 10 01 paplaoxd Suraq
Ajerauad 250yl UL SN 01 I[RIOAR) S5I] OU SWI UG 3 ISALS SIBPIOYNUN JO 2104 € Fulajoaus
10u pue Jawted [e1903F Ino Jo $1012311p JO PIEOQ Y JO IVNUWOS SIIJUSI Q3 4q pasosdde

10U 153I21UL JO SISIJUUD JO SUOCHN[OS3L pUE suohdesuen paeyyye 1ep sapuold Ajjesauad —
{IS3I3IUL 1S3Q INO U §1 UOISDIAP 1 IBIR $2A31[aq A[qeuos

-E31 11 J1  TAIR] pOOS, Wl SUOISIIAP AP0 ayFwl 01 papnua st sauned [ersuad mo ey sapoid —
Laploqirun Jo Jaured pattuly) Aue o saier[yje ano ‘sn ‘Fundayfe s10108 10 30 1500U1 Aue o1
uonelapisuod Aue 243 01 vonedijqo 10 Anp ou SBY U1 PUE ‘SAUSIP M ITYL SI0IDE) PUE SISIIAUI

LE



L W%

T— T

~- issuances of common units under our employee benefit plans; or
— the conversion of the general partner interest and the incentive distribution rights into com-
mon units as a result of the withdrawal or removal of our general parmer.

In addition, while any class A subordinated units remain outstanding we can issue
cquity securities other than common units that contain terms providing for the con-
version of those securities into common units upon the receipt of unitholder approval.
The terms of the securities may entitle the holders to receive distributions in excess
of the amount distributed to each common unit if our unitholders do not approve the

. conversion by a certain date, thus providing incentive to our unitholders to approve

the conversion.
The issuance by us of additional commeon units or other equity securities of equal
or senior rank will have the following effects:

— our unitholders’ proportionate ownership interest in us will decrease:

— the amount of cash available for distribution on each unit may decrease;

— hecause a lower percentage of total outstanding units will be subordinated units, the risk thar
a shortfall in the payment of the minimum quarterly distribution will be borne by our common
unitholders will increase;

— the relative voting strength of each previously outstanding unit may be diminished; and
— the market price of the common units may decline.

Once ne class A subordinated units remain outstanding, we may issue an unlimited
number of limited partner interests of any type without the approval of our unitholders.
Our partnership agreement does not give our unitholders the right to approve our issu-
ance of cquity securities ranking junior to the common units at any time.

Our partnership agreement currently limits the ounership of our partnership interests by
individuals or entities that are not U.S. citizens. This restriction could limit the liguidity of
OUT COTHTRON UMILS.

In order to ensure compliance with Jones Act citizenship requirements, the board
of directors of our general partner has adopted a requirement that at least 76% 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 holders
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 votng, dividend or other rights in respect of the common units.

Qur general partner has a limited call right that may require you to sell your common units
at an undesirable time or price.

If at any time our general partmer and its affiliates own more than 80% of the com-
mon units, our general partner will have the right, but not the obligation, which it may
assign to any of its affiliates or to us, to acquire all, but not less than all, of the common
units held by unaffiliated persons at a price not less than their then-current market
price. As a result, you may be required to sell your common units at an undesirable time
or price and may not receive any return on your investment. You may also incur a tax
liability upon a sale of your units. Qur general partner is not obligated to obtain a fair-
ness opinion regarding the value of the common units to be repurchased by it upon
exercise of the limited call right. There is no restriction in our partnership agreement
that prevents our general partmer from issuing additional common units and exercising
its call right. If our general partner exercised its limited call right, the effect would be
to take us private and, if the units were subsequently deregistered, we would no longer
be subject to the reporting requirements of the Securities Exchange Act of 1934,

Our partnership agreement restricts the voting rights of unitholders owning 20% or more
of our common units.

Qur partnership agreement restricts unitholders’ voting rights by providing that any
units held by a person that owns 20% or more of any class of units then ourtstanding,
other than our general partner, its affiliates, their transferees and persons who acquired
such units with the prior approval of the board of directors of our general partner, can-
not vote on any matter. The parmership agreement also contains provisions limiting
the ability of unitholders to call meetings or to acquire information about our opera-
tions, as well a5 other provisions limiting the unitholders’ ability to influence the man-
ner or direction of management.
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Any subsequent refinancing of our current indebtedness or any new indehtedness could
have similar or greater restrictions. Our ability to comply with the covenants and
restrictions contained in our debt instruments may be affected by events beyond our
control, including prevailing economic, financial and industry conditions. If market or
other economic conditions deteriorate, our ability to comply with these covenants may
be impaired. If we breach any of the restrictions, covenants, ratios or tests in our debt
agreements, a significant pertion of cur indebtedness may become immediately due and
payable, and our lenders’ commitment to make further loans to us may terminate. We
might not have, or be able to obtain, sufficient funds to make these accelerated pay-
ments. In addition, our obligations under cur amended and restated credit facility are
secured by substantially all of our assets (other than the assets of our unrestricted sub-
sidiaries including the Joint Venture), and if we are unable to repay our indebtedness
under our amended and restated credit facility, the lenders could seek to foreclose on
such assets and such lenders would have the right to be paid in full in cash from the
proceeds of such assets prior to holders of our senior notes receiving payment from the
proceeds of such assets. The assets of the Joint Venture are pledged to the lenders under
the Joint Venture’s credit facility and Produet Carriers pledged its 40% interest in the
Joint Venture to the other parties financing the Joint Venture and to NASSCO to secure
Product Carriers’ obligation to pay damages under the construction contract if the Joint
Venture elects not to build vessels six to nine and Product Carriers is unable to finance
such constructdon.

Our ability to make scheduled payments, to refinance our obligations with respect
to our indebtedness or our ability to obtain additional financing in the future will
depend on our financial and operating performance, which, in turn, is subject to
prevailing economic conditions and to financial, business and other factors that are
beyond our control. We believe that we will have sufficient cash flow from operations
and available borrowings under our amended and restated credit facility to service our
indebtedness, although the principal amount of our indebtedness will likely need to be
refinanced in whole or in part at maturity. However, a significant downturn in the
domestic marine transportation industry or other development adversely affecting our
cash flow could materially impair our ability to service our indebtedness. If our cash
flow and capital resources are insufficient to fund cur debt service obligations, we may
be forced to refinance all or a portion of our debt or sell assets. We cannot assure you
that we would be able to refinance our existing indebtedness or sell assets on terms that
are commercially reasonable.

Our leverage may adversely affect our ability to fund future working capital, capital
expenditures and other general partnership requirements, furure acquisition, construe-
ton or development activides, or to otherwise fully realize the value of our assets and
opportunities because of the need to dedicate a substantal portion of our cash flow from
operations to payments on our indebtedness or to comply with any restrictive terms
of our indebtedness. Our leverage may also make our results of operations more sus-
ceptible to adverse economic and industry conditions by limiting our flexibility in ptan-
ning for, or reacting to, changes in our business and the industry in which we operate
and may place us at a competitive disadvantage as compared to our competitors that
have less debt.

Ouwr leverage and the other financial covenants in our amended and restated credit
facility and the indenture governing ovr senior notes could restrict our ability to pur-
chage vessels from the Joint Venture or limit our ability to obtain the funds necessary
to finance the purchase of such vessels through the incurrence of additional debt. Our
failure to acquire the vessels constructed by the Joint Venture could materially adversely
affect our business, results of operations and financial condition and our ability to pay
cash distributions and to pay interest on, and principal of, our indebtedness.

Restrictions in our debt agreements will limit our ability to pay distributions upon the

occurrence of certain events.

Our payment of principal and interest on our debt will reduce cash available for dis-
tribution on our units. Qur credit facility limits our ability to pay distributions upen
the occurrence of the following events, among others:

— failure to pay any principal, interest, fees, expenses or other amounts when due;

— any loan document or lien securing the credir facility ceases to be effective;

— the Hess support agreement terminates or ceases to be effective (other than in accordance with
its terms);

— breach of certain financial covenants;

— failure o observe any other agreement, security instrument, obligation or covenant beyond
specified cure periods in certain cases;

— default under other indebtedness of our operating company or any of our subsidiaries above
specified amounts;

— bankruptey or insolvency events involving us, our general partner or any of our subsidiaries;

— failure of any representation or warranty to be materially correct;
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and restated credit facility and any future obligations secured by first priority liens to
the extent of the value of the assets that secure these obligations, but not the senior
notes. In addition, subject to the restrictions contained in the indenture, we may incur
additional debt that will be secured by first priority liens on the collateral securing the
senior notes ar by liens on assets that are not pledged to the holders of senior notes,
all of which would effectively rank senior to the senior notes o the extent of the value
of the assets securing such debt. The value of the collateral securing the senior notes
in the event of a liquidation will depend upon market and economic conditiens, the
availability of buyers and similar factors. A sale of such collateral in a bankruptey or
similar proceeding would likely be made under duress, which would reduce the amounts
that could be recovered. Furthermore, such a sale could occur when other companies
in our industry also are distressed, which might increase the supply of similar assets and
therefore reduce the amounts that could be recovered. The condition of such collateral
is likely to deteriorate during any period of financial distress preceding a sale of the col-
lateral. Accordingly, the proceeds of any sale of the coliateral securing the senior notes
following an acceleration of maturity with respect to the senior notes is unlikely to be
sufficient to satisfy, and may be substantially less than, amounts due on the senior notes.
The senior notes will not be repaid from the proceeds of collateral following a defauit
until the amended and restated credit facility and our other obligadons that are secured
on a first priority basis are repaid in full. If such proceeds were not sufficient to repay
amounts outstanding under the notes, then holders of such notes (to the extent not
repaid from the proceeds of the sale of the collateral) would only have an unsecured
claim against our remaining assets.

Although all of our existing subsidiaries (other than U.5. Shipping Finance Corp.,
the co-issuer of the senior notes, Product Carriers and the Joint Venture) have inidally
guaranteed the senior notes, in the future the subsidiary guarantees are subject to
release under certain circumstances, and we may have subsidiaries that are not guar-
antors. In that case, the senior notes would be effectively subordinated to the claims
of all creditors, including trade creditors and tort claimants, of our subsidiaries that are
not guarantors. In the event of the insolvency, bankruptey, liquidadon, reorganization,
dissolution or winding up of the business of a subsidiary that is not 2 guarantor, creditors
of that subsidiary would generally have the right to be paid in full before any distri-
bution is made to us or the holders of the senior notes. In connection with the formation
of the Joint Venture, the Joint Venture entered into a $325.0 million credir facility to
finance a portion of the construction cost for the tankers being constructed for the Joint

Venture by NASSCO. The Joint Venture has not guaranteed the senior notes and as
a result the assets of the Joint Venture will not be available to pay principal or interest
on the senior notes.

The lien-ranking agreements set forth in the indenture governing the senior notes and in the
intercreditor agreement will limit the rights of the holders of the senior notes and their control
with respect to the collateral securing the senior notes.

The rights of the holders of the senior notes with respect to the collateral securing
such notes are substantally limited pursuant to the terms of the lien-ranking agree-
ments set forth in the indenture governing the senior notes and in the intercreditor
agreement between, among others, the wrustee for the senior notes and the collateral
agent under our amended and restated credit facility. Holders of any indebtedness that
is incurred in the future and secured by a first lien security interest in the collateral will
also be required o become a party to the lien-ranking agreements. Under those lien-
ranking agreements, at any time that obligations that have the benefit of the first pri-
ority liens are outstanding, any actions that may be taken in respect of the collateral,
including the ability to cause the commencement of enforcement proceedings against
the collateral and to control the conduct of such proeeedings, and the approval of
amendments to and waivers of past default under the collateral documents, will be at
the direction of the lenders under the amended and restated credit facility and holders
of any other obligations secured by the first priority liens. As a result, the trustee, on
behalf of the holders of the senior notes, will not have the ability to control or direct
such actions, even if the rights of the holders of the senior notes are adversely affected.
Addidonally, releases of collateral from the second priority lien securing the senior
notes are permitted under some circumstances without the consent of the holders of
the senior notes.

Bankruptey laws may limit the ability of holders of senior notes to realize value from
the collateral,

The right of the trustee or other agent to repossess and dispose of the collateral upon
the occurrence of an event of default under the indenture governing the senior notes,
any future credit facilivies or other indebtedness secured by the collateral is likely to
be significantly impaired by applicable bankruptcy law if a bankruptcy case were to be
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acquired collateral. The failure to perfect a security interest in respect of after-acquired
collateral may result in the loss of the security interest therein or the priority of the
security interest in favor of the senior notes against third partes.

If we or any guarantor were 1o become subject to a bankruptcy proceeding, any liens
recorded or perfected after the issue date of the senior notes would face a greater risk
of being invalidated than if they had been recorded or perfected on the issue date. If
a lien is recorded or perfected after the issue date, it may be treated under bankruptey
law as if it were delivered to secure previously existing debt. In bankruptcy proceedings
commenced within 90 days of lien perfection, a lien given to secure previously existing
debt is materially more likely to be avoided as a preference by the bankruptcy court
than if delivered and promptly recorded on the issue date of the senior notes. Accord-
ingly, if we or a guarantor were to file for bankruptcy after the issue date of the senior
notes and the liens had been perfected less than 90 days before commencement of the
bankruptey proceeding, the liens securing the seniot notes may be specially subject to
challenge as a result of having been delivered after the issue date of such notes. To the
extent that such a challenge succeeded, holders of senior notes would lose the benefit
of the security that the collateral was intended to provide.

A court may wse fraudulent conveyance comsiderations to avoid or subordinate the
subsidiary guarantees.

Various applicable fraudulent conveyance laws have been enacted for the protection
of creditors. A court may use fraudulent conveyance laws to subordinate or avoid the
subsidiary guarantees of the senior notes issued by any of our subsidiary guarantors,
It is also possible that under certain circumstances a court could hold that the direct
obligations of a subsidiary guaranteeing the senior notes could be superior to the obli-
gations under that guarantee. A court could avoid or subordinate the guarantee of the
senior notes by any of our subsidiaries in favor of that subsidiary’s other debts or liabili-
ties to the extent that the court determined either of the following were true at the time
the subsidiary issued the guarantee:

— that subsidiary incurred the guarantee with the intent to hinder, delay or defraud any of its
present or future creditors or that subsidiary contemplated insolvency with a design to favor
one or more creditors to the total or partial exclusion of others; or

-— that subsidiary did not receive fair consideration or reasonable equivalent value for issuing the
guarantee and, at the time it issued the puarantee, that subsidiary:

— was insolvent or rendered insolvent by reason of the issuance of the guarantee;

— was engaged or about to engage in a business or transaction for which the remaining
assets of that subsidiary constituted unreasonably small capital;

— intended to incur, or believed that it would incur, debts beyond its ability to pay such
debts as they matured; or

— was a defendant in an action for monetary damages, or had a judgment for monetary
damages against itif, in either case, after final judgment, the judgment is unsatisfied.

The measure of insolvency for purposes of the foregoing will vary depending upon
the law of the relevant jurisdictdon. Generally, however, an entity would be considered
insolvent for purposes of the foregoing if the sum of its debts, including contingent
liabilities, were greater than the fair saleable value of all of its assets at a fair valuation,
if the present fair saleable value of its assets were less than the amount that would be
required to pay its probable liability on its existing debts, including contingent liabili-
ties, as they become absolute and matured; the guarantor was a defendant in an action
for monetary damages, or had a judgment for monetary damages docketed against it
if, in either case, after final judgment, the judgment was unsatisfied; or it could not pay
its debrs as they became due.

Among other things, a legal challenge of a subsidiary’s guarantee of the notes
on fraudulent conveyance grounds may focus on the benefits, if any, realized by that
subsidiary as a result of our issuance of the senior notes. To the extent a subsidiary’s
guarantee of the senior notes is avoided as a result of fraudulent conveyance or held
unenforceable for any other reason, the senior note holders would cease to have any
claim in respect of that guarantee.

We may not be able to repurchase the senior notes upon a change of control.

Upon the occurrence of specific change of control events affecting us, holders of
senior notes will have the right to require us to repurchase such notes at 101% of their
principal amount, plus accrued and unpaid interest and liquidated damages, if any, to
the date of payment. Our ability to repurchase the senior notes upon such change of
control would be limited by our access to funds at the time of the repurchase and the
terms of our other debt agreements. A change of control would also cause a default
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of the amount realized, whether or not representing ga2in, may be ordinary income to
unitholders. Should the IRS successfully contest some positions we take, unitholders
could recognize more gain on the sale of common units than would be the case under
those positions, without the benefit of decreased income in prior years for which the
statute of limitations has expired. In addition, if unitholders sell their common units,
they may incur a tax liability in excess of the amount of cash they receive from the sale.

Unitholders may be subject to state, local and foreign taxes and return filing requivements as
a result of investing in our common units.

In addition to federal income taxes, unitholders wiil likely be subject ta ather raxes,
such as state and local income taxes, unincorporated business taxes and estate, inher-
itance or intangible taxes that are imposed by the various jurisdictions in which we do
business or own property and may be subject to penaldes for failure to comply with
those requirements. It is the responsibility of unitholders to file all federal, state, local
and foreign tax returns. The Partnership does not provide tax advice to its prospective
or current unitholders and recommends they consult with their tax advisor for further
guidance and additional tax related information.

We bave subsidiaries that are treated as corporations for federal income tax purposes and subject
to corporate-level income taxes.

We conduct the operations of one of our vessels, the Chemrical Pioneer, through a sub-
sidiary that is organized as a corporation. We may elect to, or be required to, conduct
additional operartions through this or another corporate subsidiary in the furere. We
may be required 1o place other of our vessels, including one or more of our ATB units,
in a corporate subsidiary. These corporate subsidiaries are subject to corporate-level
tax, which will reduce the cash available for distribution to unitholders. If the IRS were
to successfully assert that these corporations have more tax liability than we anticipate
or legislaton was enacted that increased the corporate tax rate, our cash available for
distribution to unitholders would be further reduced. In addition to the Chemical Pio-
neer, we have three other subsidiaries organized as corporations, U.S. Shipping Finance
Corp., USS PC Holding Corp. and USS JV Manager, Inc. U.S. Shipping Finance Corp.
was organized to facilitate the refinance transactions in August 2006, while USS PC
Holding Corp. and USS JV Manager, Inc. were organized as part of the transaction
forming the Joint Venture.

Tax-exempt entities and foreign persons face unigue tax issues from owning common units that
may result in adverse tax consequences to themt.

Investment in common units by tax-exempt entities, such as individual retirement
accounts (known as IRAs), regulated investment companies (known as mutual funds),
and non-U.S. persons raises issues unique to them. For example, virtually all of our
income allocated to organizations exempt from federal income tax, including individual
retrement accounts and other retirement plans, will be unrelated business raxable
income and will be taxable to them. Distributions to non-U.S. persons will be reduced
by withholding taxes at the highest applicable effective tax rate, and non-U.S. persons
will be required to file United States federal income tax returns and pay tax on their
share of our taxable income. The Partnership does not provide tax advice to its pro-
spective or current unitholders and recommends they consult with their rax advisor for
further guidance and additional tax related informadon.

We will treat eack purchaser of units as baving the same tax benefits without regard to the
units purchased, The IRS may challenge this treatnient, which could adversely affect the value
of the commen units,

Because we cannot match transferors and transferees of common units, we will adopt
depreciation and amortization positions that may not conform to all aspects of existing
Treasury reguladons. A successful IRS challenge to those positdons could adversely
affect the amount of tax benefits available to you. It also could affect the timing of these
tax benefits or the amount of gain from your sale of common units and could have a
negative impact on the value of our common units or result in audit adjustments to your
1ax returns.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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Subardinate Units:
Class B Conversicn Propesal:

Vates For Votes Against Abstain
6,899,968 c 0
Issuance Proposal:
Votes For Vores Against Abstain
6,899,968 0 0
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T
Securities Authorized for Issuance Under Equity Compensation Plans
Number of Secarities  $160.00 7]
Number of Remaiming Available
Securities to be Weighted Average Jor Futare Isuance  $140.00 ]
Issued spon Exercise Price of under Equity
Exercise of Cutstanding Cemp Plans $120.00
Outstanding Ogptions, (excluding Securities
Optigns, Warranis Warrants and reflected in columns
Plan Category and Rights Rights @ amd ) $100.00 1
Equity compensation plans approved — — 939,997
by security holders $80.00
Equity compensation plans not — — —_
approved by security holders $60.00
Total — — 939,997
$40.00
$20.00
Stock Price Performance
$0.00

The following Performance Graph and related information sball not be deemed to be “filed”
with the Securities and Exchange Commission, nor shall such information be incorporated by
reference into any future filing under the Securities Act of 1933 or the Securities Exchange Act
of 1934, each as amended, except to the extent that we specifically incorporate it by reference
into such filing.

The following performance graph compares the performance of our common units
with the performance of the Dow Jones Industrial Average and the Alerian ML.P Index
during the period from our initial public offering on October 29, 2004 through
December 31, 2006, The Alerian MLP Index is a composite of fifty energy master lim-
ired partnerships calculsted by Standard & Poor’s using a float-adjusted market capi-
talization methodology. The total recurn index is disseminated by the New York Stock
Exchange daily through dcker AMZX. The graph plots the changes in value of an inidal
$100 investment in our commeon units over the indicated time period, assuming all divi-
dends are reinvested.

T T T T 1 T T T l
Oct-06 Dec-04 Mar-05 Jun5 Sep05 Dec05 Mar-06 Jun-D6 Sep-06 Dec-06
|¢n U.S. Shipping Partners LP {1 Dow Jones Industrial Average —/\— Alerian MLP Index

29-Oct-04 31-Dec04 31-Mar05 30-Joa003 30-Sep-05 31-Dec-05 31-Mar-05 30.Jun-08 30-Sep-U6 31-Dec-08

U.S. Shipping Partners LP.  $100.00 $124.04 $116.95 $118.90 $120.14 $106.61 $114.67 $106.55 $ 99.40 § 99.19
Dow Jones Industriai Average $100.00 $107.53 $104.75 $102.47 $105.4C $106.88 $110.79 $111.20 $116.47 $124.29
Alerian MLP tndex $100.00 $107.66 $109.75 $118.80 $12347 3114.47 $121.13 $122.68 $129.40 $144.31
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EARLY CONVERSION OF CLASS ASUBORDINATED UNITS.  Before the end of the class
A suberdination period, up to 50% of the class A subordinated units, or up to 2,636,171
class A 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, 2007 with respect to 25% of the class A subordinated units; and
— December 31, 2008 with respect to a further 25% of the class A subordinated units (based on
the total amount of class A subordinated units initially issued).

The early conversions of the class A subordinated units will occur if at the end of
the applicable quarter each of the following three tests is met:

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

-— the adjusted basic surplus generated during each of the three consecutive, non-overlapping
four-quarter periods immediarely preceding that date equated or exceeded the sum of the mini-
mum quarterly distributions on all of the outstanding common units and subordinated units
during thase periods on a fully diluted basis and the related distribution on the 2% general
partner interest during those periods; and

— there are no arrearages in payment of the minimum quarterly distribution on the com-
mon units.

However, the early conversion of the second 25% of the class A subordinated units
may not occur untl ar least one year following the early conversion of the first 25%
of the class A subordinated units.

EARLY CONVERSION OF CLASS B SUBORDINATED UNITS. Before the end of the
class B subordination period, up to 50% of the class B subordinated units, or up to
813,814 class B 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, 2008 with respect to 25% of the class B subordinated units; and

— December 31, 2009 with respect to a further 25% of the class B subordinated units (based on
the total amount of class B subordinated units initially issued).

Each early conversion of the class B subordinated units will occur if at the end of
the applicable quarter each of the following three tests is met:

— distributions of available cash from basic surplus on each of the cutstanding commeon units
and subordinated units equaled or exceeded the minimum quarterly distribution for (1) each
of the four consecutive, non-overlapping four-quarter periods immediately preceding the date
of the early conversion of the first 25% of class B subordinated units and (2) each of the three
consecutive, nan-overlapping four-quarter periods immmediarely preceding the date of the early
conversion of the second 25% of the class B subordinated units;

— the adjusted basic surplus generated during (1} each of the four consecutive, nen-overlapping
four-quarter periods immediately preceding the date of the early conversion of the first 25%
of class B subordinated units or (2) each of the three consecutive, non-overlapping four-quarter
periods immediately preceding the date of the early conversion of the second 25% of the class
B subordinated units, 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 flly
diluted basis and the related distribution on the 2% general parmer interest during those peri-
ods; and

— there are no arrearages in payment of the minimum quarterly distribution on the commen units.

However, the early conversion of the second 25% of the class B subordinated units
may not occur undl at least one year following the early conversion of the first 25%
of the class B subordinated units.

ACCELERATED EARLY CONVERSION OF CLASS B SUBORDINATED UNITS.  Notwith-
standing the foregoing, 25% of the class B subordinated units may convert into com-
mon units on a one-for-one basis immediately after the distribution of available cash
to the parmers in respect of any quarter ending on or after December 31, 2007 if:

— each of the three tests set forth in the bullet points under the caption “Early Conversion of
Class A Subordinated Unis” above is met as of such date: and

— the adjusted basic surplus generated during the four-quarter period immediately preceding that
date equaled or exceeded the sum of $2.43 on each of the onswnding common units and
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Catug Group of
Amerada Heer
ULS. Shipping Partners LP Coerporation
Period from Period from
Year Ended Year Ended Year Ended Year Ended Fuly 16, 2002 Fanuary 1, 2002
December 31, Decernber 31, December 31, December 31, to Decernber 31, to September 12,
2006 2005 2004 2003 2002 ® 2002
Voyage revenue $ 150,133 $131,534 $122,355 $ 80,514 $ 19,713 $ 44,796
Vessel operating expenses 59,493 47986 47,119 33,143 7,766 28,368
Voyage expenses 27,506 24,203 20,415 9,889 2,386 2,717
General and administrative expenses 13,539 10,826 10,321 7,153 2,184 2,676
Depreciation and amortization 31,305 25704 23,945 17,921 5,070 2,683
Operating ircoma 18,290 22,815 20,555 12,408 2,307 8,352
Interest expense 16,634 6,407 9,960 10,039 2,978 —
Interest income {5.413) (1,031 (369) (136) (25} —
Loss on debt extinguishment 2,451 — 6,397 — - —
Gain on termination of hedge {1,913} — - — — -
Income (loss) before income taxes and minority interest 6,631 17,439 4,567 2,505 (646) 8,352
Provision {benefit) for income taxes 1,077 {640) 3,119 72 18 2931
Income (loss) before minority interest 5,454 18,079 1,448 2,433 (664) 5421
Minority interest in Joint Venture losses 421 — — — — —
Net income (loss) $ 5875 $ 18,079 $ 1,448 $ 2433 $ (664 $ 5421
Net income (loss) per unit—basic and diluted $ 037 $ 128 $ 018 $ 03l $ 009 $ 070
BALANCE SHEET DATA
Vessels and equipment, net $ 349,897 $245,062 $201,923 $187,321 $ 186,912 $ 45,003
Total assets $ 605,424 $276,222 $248,606 $207,070 $ 199,308 $ 68,351
Total debt $ 371,042 $128.037 $ 99,625 $144,375 $ 153,750 $ —
Partners’ capital/members” equity $ 167,077 $119,868 $122,786 $ 47.724 $ 39,078 $ 48,852
CASH FLOW DATA
Net cash provided by {used in):
Operating activities $ 18,203 $ 30,609 % 27.184 $ 10615 $ 1821 $ BS858
Investing activities $(307,840) $(56,052) $(34,541) % (1,057 $(160,928) $(18,193)
Financing activities $ 282,323 $ 5185 % 29,050 $ (4219 $ 162,333 $ 9.335
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For 2005, operating data excludes the Sea Fenrure, as the vessel was aequired on November 28, 2005 but was not placed in operation until June 2006 due to drydocking requirements.

“Total vessel days” are equal to the number of calendar days in the period muldplied by the total number of vessels operating or in drydock during that period.

“Days worked” are equal to total vessel days less drydocking days and days off-hire.

“Drydocking days” are days designared for the inspection and survey of vessels, and resulting maintenance 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. Both domestic (U.S. Coast Guard) and internationa! (International Maritime Organizaton) regulatory bodies require that our I'TB units be drydocked for major repair twice every
five years (once every five years with a waiver from the U.S. Coast Guard and a mid-period underwater survey in lieu of drydocking}, and vur parcel tankers and the Houston be drydocked twice every five years, Drydocking
days also include unscheduled instances where vessels may have to be drydocked in the event of accidents or other unforescen damage.

“Net utilization” is a percentage equal to the total number of days worked by a vessel or group of vessels during a defined period, divided by the number of calendar days in the period multiplied by the number of vessels
operating in the period. Ner udlization is adversely impacted by drydocking, scheduled and unscheduled maintenance and idle dme not paid for by the customer.

“Average Daily Time Charter Equivalent,” or TCE, equals the net voyage revenue earned by a vessel or group of vessels during a defined period, divided by the total number of days acrually worked by that vessel or
group of vessels during that period. Net voyage revenue is calculated by subtracting voyage expenses from voyage revenue. We principally use net voyage revenue, rather than voyage revenue, when comparing performance
in different periods. We derive our voyage revenue from time charters, contracts of affreightment, consecutive voyage charters and spot charters, which are deseribed in more detail in Item 7. “Management's Discussion
and Analysis of Financial Condition and Results of Operations.” 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. 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.

For the period from January 1, 2002 through September 12, 2002, does not include the one TB that the Carug Group chartered to another division of Hess at a rate less than the marker rate.

Since November 6, 2003 for the Chemical Pioneer: From May 6, 2003, the date we acquired the vessel, untit July 5, 2003, the Chemical Pioneer was bareboat chartered to a third party and from July 6, 2003 to Noveniber 5,
2003 the Chensical Pioncer was in drydock. ‘The 2003 operating dam excludes the bareboat charter revenue. Since April 28, 2004, the date of acquisition for the Charieston. Since October 13, 2005 for the Heuston, the
date it was placed in service. Since June 9, 2006 for the Sea Fenture, the date it was placed in service. From November 28, 2005, the date we acquired the vessel, untl June 9, 2006, the Sea Venture was in drydock.
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Carug Group of
Amerada Hess
LS. Skipping Partners L.E Corperation
Peried from Pevisd from
Year Ended Year Ended Year Ended Year Ended Fuly 16, 2002 Fan. 1, 2002
Dec. 31, Dec. 31, Dec, 31, Dec. 31, to Dec. 31, o Sept. 12,
2006 2005 2004 2003 2002 2002
RECONCILIATION OF “EBITDA” TO “NET INCOME":
Net income {loss} $ 5875 $18,079 $ 1,448 $ 2,433 $ (664) $ 5421
Depreciation and amortization 31,305 25,704 23,945 17,921 5,070 2,683
Interest expense 16,634 6,407 9,960 10,039 2,978 —
Provision (benefit) for income taxes 1,077 (640) 3,119 72 18 2931
Interest income (5,413) (1,031} (369) (136) (25) —
EBITDA $ 49,478 $48,519 $38,103 $30,329 $7.377 $11,035
RECONCILIATION OF "EBITDA" TO “NET CASH
PROVIDED BY OPERATING ACTIVITIES™:
Net cash provided by operating activities $ 18,203 $30,609 $27,184 $10,615 $1,821 $ 8,858
Payment of drydocking expenditures 31,082 8,930 — 12,448 — 3,586
Interest expense, excluding deferred financing cost amortization 15,464 5,477 9,160 9,472 2,815 —
{Decrease)} increase in working capital (15,068) 2,646 8,139 (2,212) 2,739 {4,340)
Loss on debt extinguishment (2,451) — (6,397) — — —
Gain on termination of hedge 1,913 — — - — —
income taxes paid 335 857 17 6 2 2,931
EBITDA $ 49,478 $48,519 $38,103 $30,329 $7,377 $11.035
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completion of the barge would be delayed. In November 2003, we entered into a revised
agreement with SENESCO providing for completion of the ATB at another facility
that SENESCO would operate. In order to address completion issues experienced by
SENESCO, on June 1, 2006, pursuant to a settlement with SENESCO, we cancelled
our agreement with SENESCQO to construct the ATB and tock possession of the rug
and barge under construction. SENESCO has paid us $21.0 million to cover a portion
of the cost overruns. Although we are still targeting this ATB to be completed by
April 30, 2007, and have offered delivery bonuses if that date, or an earlier date, is met,
weather-related delays in February and labor shortages in 2007 have made it more likely
that the ATB will be delivered to us in May 2007. Upon the completion of construction
activities, we must conduct commigsioning, sea trials and other tests prior to delivery
and the vessel entering commercial service. As a result, we expect this ATB to enter
our chemical trade and begin earning revenue during the last half of the second quarter
of 2007 given the current state of completion and pace of construction. We currently
estimate the cast of the ATB unit, including owner furnished equipment, after giving
effect to the payment of $21.0 million by SENESCO, but excluding capitalized interest
{(which aggregated $4.1 million at December 31, 2006) and credits and other legal
claims that we believe we can recover, will be approximately $80.0 million. This ATB
unitis already under contracts of affreightment to transport commodity chemical prod-
ucts with specified minimum volumes that, together with a requirement that the cus-
tomer ship any excess volume of the products covered by the contract on the ATB unit,
are expected to utilize substandally all of such ATB unit’s anticipated capacity through
June 2010. These contracts of affreightment, which commenced in June 2006, are cur-
rently being covered by the Sea Venture, one of our chemical parcel tankers, until the
ATB unit is completed. Our ability to complete this ATB on a timely basis at the above
cost estimate is dependent on a number of factors, some of which are beyond our con-
trol, including the availability and cost of needed equipment and labor as well as weather
conditions. Any delay in delivery of the ATB and/or increase in the cost of completion
could adversely affect our business, results of operations and ability to pay distributions
and pay interest on, and principal of, debt.

In 2006, we entered into a contract with MMG for the construction of four barges,
cach of which is specified to have a carrying capacity of approximately 156,000 barrels
at 98% of capacity. However, we have paid $0.5 million for the optien to cancel one
barge prior to June 18, 2007. If the cancellation aption is exercised, we will forfeir all
amounts previously paid for this barge {(which will aggregate $3.8 million). We have

also paid $0.8 million of deposits for owner-furnished equipment for the fourth of these
ATB units that may not be recoverable if we decide not to proceed with that vessel.
In 2006, we also entered into a contract for the construction of three tugs with Eastern,
which will be joined with the barges to complete three new ATB units. The contract
with Eastern also includes an option to construct and deliver an additional tug, which
must be exercised by May 1, 2007. The toral construction cost anticipated for these new
ATB units is approximately $65.0 million to $66.0 million per unit (subject to change
orders and modifications), in each case inclusive of owner furnished equipment, but
exclusive of capitalized interest. The capitalized interest as of December 31, 2006 relat-
ing to this series of AT'Bs is $1.7 million. We expect the first two of these ATB units
will be completed in August 2008 and November 2008, respectively, and the second
two of these ATB units to be completed in August 2009 and, if not cancelled, November
2009. As of December 31, 2006, we have made payments totaling approximately $38.1
million related to these new builds. As of December 31, 2006, we had in escrow approxi-
mately $160.4 million, which is the amount we estimate it will cost to complete con-
struction of the first three of these ATBs.

Our newly created wholly-owned subsidiary, Product Carriers, entered into a con-
tract, effective March 14, 2006, with NASSCO, a subsidiary of General Dynamics, for
the construction of nine 49,000 dwt double-hulled tankers and the option to construct
five additional tankers. General Dynamics provided a performance guarantee to Prod-
uct Carriers in respect of the obligadons of NASSCO under the construction contract.
NASSCO is scheduled to deliver the first ranker in the second quarter of 2009, with
subsequent tankers delivered every six to eight months. We currently expect the cost
to construct these nine tankers to aggregate approximately $1.0 billion, exclusive of
capitalized interest. The base contract price is subject to increase based on increases
in certain published price indexes. In addition, NASSCO and Product Carriers share
in any cost savings achieved measured against the original contract price based on the
terms of the construction contract.

On August 7, 2006 we entered into a joint venture, USS Products Investor LLC
(the “Joint Venture™), to finance the construction of the first five petroleum tankers.
Third parties, led by affiliates of The Blackstone Group {the “Joint Venture Investors”),
have committed to provide an aggregate of $105.0 million of equity financing and we
have committed to provide $70.0 million of equity financing to the Joint Venture, of
which approximately $19.4 million was paid through December 31, 2006, Our remain-
ing commitment of approximately $50.6 million is secured by a letter of credit for the
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On August 7, 2006, we issued $100.0 million aggregate principal amount of senior
notes. Interest is payable on the senior notes on February 15 and August 15 of each
year, beginning February 15, 2007. 'The senior notes will mature on August 15, 2014,
We may redeem all or part of the senior notes on or after February 15, 2011. Prior to
such date, we may redeem all or a portion of the senior notes by paying a make-whole
premium. Inaddition, prior to August 15, 2009, we may redeem up to 35% of the aggre-
gate principal amount of the senior notes with the proceeds of certain equity offerings
at a price of 113% of the principal amount of the senior notes redeemed. The senior
notes are guaranteed by all of our existing domestic subsidiaries, other than U.S. Ship-
ping Finance Corp., the co-issucr of the senior notes, USS Product Carriers LLC,
which owns our investment in the Joint Venture, and the Joint Venture. ‘The senior
notes and guarantees are secured on a second priority basis by liens on our vessels and
an escrow account the funds from which will be used to finance the construction of at
least three new ATB units. In the event that our creditors exercise remedies with respect
to our and our guarantors’ pledged assets, the proceeds of the liquidation of those assets
will first be applied to repay obligations secured by first priority liens under our
amended and restated credir facility and other first priority obligations in full before
any payments are made with respect to the senior notes.

Concurrent with the sale of the senior notes, we issued to third party investors
1,310,375 common units and 3,123,205 class B units at a unit price of $18.34 and
$17.12, respectively, for approximately $77.5 million of gross proceeds. Initially, these
class B units were subordinated to our common units, but senior to our existing sub-
ordinated units. However, on February 2, 2007, our unitholders approved the conver-
sion of these 3,123,205 Class B units into the same number of common units,

Concurrent with the sale of the senior notes and the consummation of the equity
offering, we also amended and restated our credit facility with Canadian Imperial Bank
of Commerce, as administrative agent, to provide us with a:

— $310.0 million senjor secured term facility, of which $250.0 million was drawn at closing that
was used to refinance ¢xisting indebredness and/or to finance the acquisition or construction
of additional vessels, and a $60.0 million delayed draw term loan, of which $6.0 million had
been drawn at December 31, 2006 and the remainder of which may be drawn at any time prior
to August 6, 2007; and

— $40.0 million senior secured revolving working capital credit facility that will be used for ongo-
ing working capital needs, letters of credit, distribudons and general parmership purposes,
including future acquisitons and expansions.

In addition, unti] August 6, 2008, we have the option to increase, up to an additional
amount not to exceed $50.0 million in the aggregate, the maximum amount available
to us under the credit agreement through increases in either the term facility, revolving
credit facility or both. Our exercise of this option is at the discretion of CIBC World
Markets Corp. and Lehman Brothers Inc., as the joint lead arrangers, and is contingent
upon, among other things, no event of default having occurred and continuing.

Our obligations under the credit facility are secured by 2 first priority security inter-
est, subject to permitted liens, on all our assets (other than the assets of the Joint Venture
and Product Carriers, which are not considered subsidiaries under the credit facility.

Borrowings under our revolving credit facility are due and payable on the earlier
of August 6, 2011 or the date the term facility is repaid. The term loan matures August 6,
2012, and is required to be amortized quarterly. We can prepay all loans under our
credit facility at any time without premium or penalty {other than customary LIBOR
breakage costs).

Outstanding loans bear interest at a rate equal 1o, at our option, either: (1) in the
case of Eurodollar loans, the sum of the LIBOR rate for loans in an amount substantially
equal to the amount of the borrowing and for the period of borrowing selected by us
plus a margin of 3.5% or (2) in the case of base rate loans, the higher of (a) the admin-
istrative agent’s prime or base rate or (b) one-half percent phus the latest overnight fed-
eral funds rate plus in each case a margin of 2.5%.

Our credit agreement prevents us from declaring dividends or distributions if any
event of default, as defined in the credit agreement, occurs or would result from such
declaration. In addition, the credit agreement contains covenants requiring us to adhere
to certain financial covenants and limiting the ability of our operating company and
its subsidiaries to, among other things:

— incur or guarantee indebtedness;

— change ownership or structure, including consclidations, liquidations and dissolutions;
~— make distributions or repurchase or redeem units;

— make capital expenditures in excess of specified levels;

~— make cerrain negative pledges and grant cerrain liens;
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the Joint Venture to protect the value of its vessels and the chartering contracts thereon.
The Joint Venture plans to uulize derivative financial instruments to reduce interest
rate risk on the vessels it is building and the chartering contracts thereon. The Joint
Venture does not plan to hold or issue derivative financial instruments for trading pur-
poses, but will not perform the activities necessary to qualify the hedge for hedge
accounting treatment under SFAS No. 133, as amended. The Joint Ventre will
recognize all derivatves as either assets or liabilities in the balance sheet and measure
those instruments at fair value. Changes in the fair value of those instruments are
reported in earnings.

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 operatdons:

— Vayage revenue. Voyage revenue includes revenue from time charters, contracts of affreight-
ment, consecutive voyage charters and spot charters. Voyage revenue is impacted by changes
in charter and utilization rates and by the mix of business among the rypes of contracts
described in the preceding sentence.

— Voyage expenses. Voyage expenses include iterns such as fuel, port charges, pilot fees, tank clean-
ing costs, canal tolls and other costs which are unique to 2 particular voyage. These costs can
vary significantly depending on the voyage trade route. Depending on the form of contract,
either we or our customer is responsible for these expenses. If we pay voyage expenses, they
are included in our results of operations when they are incurred. Typically, our freight rates
are higher when we pay voyage expenses. Our contracts of affrcightment and conscecutive voy-
age charters generally contain escalation clauses whereby certain cost increases, including labor
and fuel, can be passed on to our customers.

— Net voyage 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 voyage depends upon
the form of the contract. Therefore, in comparing revenues berween reportng periods, we use
net voyage revenue to improve the comparability of reported revenues that are generated by
the different forms of contracts.

— Vessel operating expenses. We pay the vessel operating expenses regardless of whether we are
operating under a time charter, contract of affreightment, consecutive voyage charter or spot
charter. The mosr significant direct vessel operating expenses are crewing costs, vessel main-
tenance and repairs, bunkers and lube oils and marine insurance.

— Depreciation and amortization. We incur expenses related ro the depreciation of the historical cost
of our fleer and the amortizaton of expenditures for drydockings. The aggregate number of dry-
dockings undertaken in a given period and the nature of the work performed detennine the level
of drydocking expenditures. Depreciaion and amortization is determined as follows:

— Vessels and equipment are recorded at cost, including capitalized interest and transaction
fees where appropriate, and depreciated to salvage value using the straight-line method as
follows: I'TBs and the Sea Venture to their mandatory retirement from transportation of
petroleum as required by the Oil Pollution Act of 1990 (“OPA 90"), between 20112 and
2014; and 10 years for the Chemical Pioneer, the Charleston and the Houston, based on their
estimated useful lives.

— Office furniture, equipment and other are depreciated over the estimated useful life of three
to ten years. Major renewals and betterments of assets are capitalized and depreciated over
the remaining wseful lives of the assets. Maintenance and repairs that do not improve or
extend the useful lives of the assets are expensed as incurred. Leasehold improvements are
capitalized and depreciated aver the shorter of their useful life or the remaining term of
the lease.

— Both domestic and international regulatory bodies require that petroleum carrying ship-
ping vessels be drydocked for major repair and maintenance twice every five years (although
to date we have been able to obrain a waiver from the United States Coast Guard allowing
us to drydock our I'TBs once every five years, with a mid-period underwater survey in lieu
of a drydock); and chemical vessels be drydocked twice every five years. In addition, vessels
may have to be drydocked in the event of accidents or other unforeseen damage. We capi-
talize expendimres incurred for drydocking and amortdze these expenditures over 60
months for the ITBs and 30 months for the parcel tankers and the Houston.

— General and administrative expenses. General and administrative expenses consist of employment
costs for shore side staff and cost of facilities, as well as legal, audit and other administrative
costs.
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TSRy

undertaken in a given period and the nature of the work performed determine the level
of drydocking expenditures. Maintenance and repairs that do not improve or extend
the useful lives of the assets are expensed.

The book vatues of our vessels may not represent their fair market value at any point
in time since the market prices of second-hand vessels tend to fluctuate with changes
in charter rates and the cost of newbuildings. Historically, both charter rates and vessel
values tend to be cyclical. The net book value of vessels held and used by us is reviewed
for potential impairment whenever events or changes in circumstances indicate that the
carrying amount of a particular vessel may not be fully recoverable. In such instances,
an impairment charge would be recognized if the estimated fair value of the vessel is
less than the vessel’s net book value.

In developing estimates of future cash flows, we must make assumptions about future
charter rates, vessel operating expenses and the estimated remaining usefu! lives of the
vessels. These assumptions are based on historical trends as well as furure expectations.
Although management believes that the assumptions used to evaluate potential impair-
ment are reasonable and appropriate, there may be events or changes in circumstances
that could indicate that the recoverability 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 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 2nd estimates are reasonable, deviations
from the assumptions and estimates could produce a materially different result. The
most significant estimates relate to depreciable lives and salvage values of vessels and
actual results could differ materially from those estimates.

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 uncollectble amounts. The amount of the allowance is based
on the age of unpaid amounts, information about the current finaneial strength of cus-
tomers and other relevant known information. Historically, credit risk with respeet to
our trade receivables has generally been considered minimal because of the financial
strength of our customers,

Deferred Income Taxes

We provide deferred raxes for the tax effects of differences between the financial
reporting and tax bases of assets and liabilities of our corporate subsidiaries, which are
recorded at enacted tax rates in effect for the years in which the differences are projected
to reverse. A valuation allowance is provided, if necessary, for deferred tax assets that
are not expected to be realized.
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coupled with contracted crew wage and benefit increases and higher repairs and main-
tenance expenses also contributed to this increase.

VOYAGE EXPENSES. Voyage expenses were $27.5 million for the year ended
December 31, 2006, an increase of $3.3 million, or 14%, as compared to $24.2 million
for the year ended December 31, 2005. The increase was due to the addition of the
Houston and the Sea Venture, which contributed $3.9 million in voyage expenses, offset
by decreased port and bunker expenses compared to 2005. As a percentage of revenues,
voyage expenses decreased to 18.3% in 2006 from 18.4% in 2005. Voyage expenses,
including port charges and bunker expenses, are borne by us for all charters other than
tme charters, for which the customer pays these expenses directly. As the percentage
of time charters changes, voyage expenses may increase or decrease as a percentage of
revenue. For 2006, we earned 39% or our revenue from time charters compared to 40%
for 2005.

GENERAL AND ADMINISTRATIVE EXPENSES. General and administrative expenses
were $13.5 million for the year ended December 31, 2006, an increase of $2.7 million,
or 25%, as compared to $10.8 million for the year ended December 31, 2005. The
increase is attributable to additonal costs associated with the Joint Venture, increases
in personnel, accounting and legal advisory fees as well as costs incurred pursuing acqui-
sitions and growth opportunites for our business, a $0.5 million payment to MMG for
the option to cancel the fourth barge scheduled to be constructed at that yard, as well
as a related party fee of $0.25 million for advisory services provided by Sterling Invest-
ment Partners Advisors LLC (“Sterling Advisors™), an affiliate of the entity that directly
controls our general partner. There were no related party fees to Sterling Advisors
in 2005.

DEPRECIATION AND AMORTIZATION. Depreciation and amortizaton was $31.3
million for the year ended December 31, 2006, an increase of $5.6 million, or 22%,
compared to $25.7 million for the year ended December 31, 2005, Approximately $3.1
million of the increase is atributable o the addition of the Fonston, which we acquired
in September 2005 for $25.4 million and placed in service in October 2005 upon
completion of its drydocking, which cost approximately $3.1 million. Approximately
$2.0 million of the increase is artributable to the addition of the Sea Venture, which was
acquired for $4.1 million and placed in service in June 2006 upon completion of its

drydocking, which cost approximately $9.9 million. The remaining increase of $0.5
million is due primarily to the timing of the completion of drydocks.

INTEREST EXPENSE. Interest expense was $16.6 million for the year ended
December 31, 2006, an increase of $10.2 million, compared to $6.4 million for the year
ended December 31, 2005. The increase is atributable to a higher average outstanding
debrt balance during 2006 coupled with an increase in interest rates and amortization
of debt financing fees partally offset by an increase in capitalized interest. The average
effective interest rate for the year ended December 31, 2006 was 9% compared to 6%
for the year ended December 31, 2005. We expect our effective interest rate to be higher
in 2007 because the higher interest rates an our debt only became effective in August
2006. See “—Financing™ above for more information about our financing activities.

INTEREST INCOME. Interest income, consisting of interest earned on our invested
balances, was $5.4 million for the year ended December 31, 2006, an increase of $4.4
million, compared to $1.0 million for the year ended December 31, 2005. The increase
is primarily attributable to higher invested balances. At December 31, 2006 we had
approximately $2.7 million in cash and cash equivalents and $210.9 million in escrow
accounts for the construction of our ATBs and to fund our remaining commitment to
the Joint Venwre, compared to cash and cash equivalents of $10.0 million at
December 31, 2005. We currently anticipate that we will use approximately $80.6 mil-
lion of the escrowed amounts during 2007.

LOSS ON DEBT EXTINGUISHMENT. The refinancing of our credit facility in August
2006 resulred in a $2.5 million loss on debt extinguishment, representing the write-off
of deferred financing costs associated with the debt that was repaid.

GAIN ON TERMINATION OF HEDGE. In connection with the refinancing of our credit
facility in August 2006, we rerminated the interest rate swap agreements that we had
entered into to minimize the risk associated with the variable interest rate debt, and
reclassified a gain of $1.9 million from other comprehensive income into net income.
Prior to termination, gains or losses on these interest rate swap agreements were
reflected in other comprehensive income on our Statements of Operations. Subsequent
to the termination of the interest rate swap agreements, we entered into a new interest
rate swap agreement to minimize the risk associated with the amended credit facility.
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in 2004 in connection with our initial public offering. In addition, in 2005, we incurred
approximately $0.4 million in pursuing acquisitions that ultimately were not consum-
mated.

DEPRECIATION AND AMORTIZATION. Depreciation and amortization was $25.7 mil-
lion, an increase of $1.8 million, or 7%, during the year ended December 31, 2005 as
a result of the addition of the Houston, which was placed in service in October 2005,
a full year of depreciation on the Charleston, and the commencement of amortization
of the Houston and New York drydocks, which were completed in the fourth quarter
of 2005,

INTEREST EXPENSE. Interest expense was $6.4 million for the year ended
December 31, 2005, a decrease of $3.6 million compared to $10.0 million for the year
ended December 31, 2004. The decrease is aresult of average lower debz balances, prin-
cipally as a result of our November 2004 refinancing, which resulted in the repayment
of $93.8 million of long-term debt. The decrease was partially offset by an increase in
interest rates on our variable rate debt.

LOSS ON DEBT EXTINGUISHMENT. During the year ended December 31, 2004, we
refinanced our credit facility in April and November, resulting in a loss on debt extin-

guishment totaling $6.4 million. There were no refinancings during the year ended
December 31, 20035.

(BENEFIT}/PROVISION FOR INCOME TAXES. During the year ended December 31,
2004, we incurred a $3.2 million one-time income tax expense relating to the conver-
sion of one of our subsidiaries from a limited liability company to a corporation. The
benefit for income taxes incurred during the year ended December 31, 2005 is attrib-
utable to a pre-tax operating loss in the aforementicned corporate subsidiary principally
arising from the amortzation of drydocking costs.

NET INCOME. Netincome was $18.1 million for the year ended December 31, 2005,
an increase of $16.6 million, as compared to $1.4 million for the year ended
December 31, 2004. This increase is the result of the 2004 nonrecurring charges for
loss on debrt extinguishment of $6.4 million and a $3.1 million provision for income
taxes resulting primarily from a change in the structure of one of our subsidiaries to

a corporation. Additionally, operating income increased $2.3 million, other income,
which is principally interest income, increased $0.7 million and interest expense
decreased $3.6 million for the year ended December 31, 2005.

Liquidity and Capital Resources

Operating Cash Flows

Net cash provided by operating activities was $18.2 million, $30.6 million and $27.2
million for the years ended December 31, 2006, 2005 and 2004, respectively.

The decrease in operating cash flows of $12.4 million in 2006 compared to 2005
is primarily the result of a decrease in net income of $12.2 million combined with an
increase in drydock expenditures of $22.2 million offset by an increase in non-cash
items of $9.3 million coupled with a change in the fluctuation in operating assets and
liabilities of $12.7 million.

Four vessels underwent scheduied drydockings in 2006, compared to two vessels in
2005. Two vessels are scheduled for drydocking in 2007 at a total estimated cost of $11.3
million. As a result, we do not expect operating cash flows to be as negatively impacted
by drydockings in 2007 as they were in 2006.

Non-cash items in 2006 were affected primarily by an increase in depreciation and
amortization of $5.8 million and the loss on debt extnguishment of $2.5 million.
Depreciation and amortization increased due to the additan of the Houston and the Ses
Venture, that were placed in service in November 2005 and June 2006, respectively, the
additional drydockings that are being amortized and the additional amortization of the
deferred financing fees incurred in connection with the financing transactions in August
2006. In 2007, we expect that, due to the additional drydockings and vessel acquisitions,
depreciation and amortization will continue to increase.

The change in the fluctuation of operating assets and liabilities was primarily
affected by an increase in accrued interest payable of $5.6 million and vessel construc-
tion accruals of $5.1 million. We expect our acerued interest payable to fluctuate in
accordance with the payment terms on our indebtedness, however we expect our vessel
construction accruals to decrease after our first ATB is delivered, which we anticipate
to be in May 2007.
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tions to our investors and repaid $1.6 million of debt in accordance with scheduled
debt amortization.

In April 2004, we obtained $202.5 million of new financing from an amendment and
restatement of our then existing credit facility and used it to finance the $33.0 million
purchase of the Charleston, refinance $108.2 million of term loans, repay $29.0 million
of subordinated debt, distribute $15.0 million to the members of Shipping Master, pay
$6.6 million of transaction costs, pay a $0.4 million bonus to cur management and pro-
vide $10.1 million of working capital. In November 2004, we used the gross proceeds
from our inidal public offering to pay down term debt of $93.8 million, pay financing
costs, underwriting fees, professional fees and other offering expenses, and to redeem
the 899,968 common units received by Shipping Master in connection with the transfer
of net assets to us. In addition, for the year ended December 31, 2004, we repaid $16.3
million of debt in accordance with scheduled debt amortizaton. Upon completion of
the initial public offering, $23.0 million of cash was retained by Shipping Master and
not contributed to us.

Odl Pollution Act of 1990

‘Tank vessels are subject to the requirements of OPA 90, which mandates that all non-
double-hulled tank vessels operating in U.S. waters be removed from petroleum and
petroleum-based product transportation services at various tmes by January 1, 2015,
and provides a schedule for the phase-out of the non-double-hulled vessels based on
their age and size. Under OPA 90, the phase-out dates for our vessels are as fotlows:
Groton and Jacksonville (2012), Baitimore, Charleston, Chemical Pioneer, and New York
(2013) and Mobile and Philadelphia (2014). As a result of these requirements, these ves-
sels will be prohibited from transporting crude oil and petroleum-based products in
U.S. waters after these dates unless they are retrofitted to comply with OPA 90. The
Houston is a double-hulled vessel and therefore does not phase-out.

We are currently exploring several “end-of-life” options for our ITBs as they reach
their OPA 90 phase-out dates, including retroficting our I'TBs with an internal double
hull or constructing new vessels. A retrofit would involve installing double-sides inter-
nally in the existing forebody, rearranging ballast tanks and installing coating systems
to protect all newly installed steel surfaces. We have received preliminary advice from
the United States Coast Guard that our current plans 1o retrofit the I'TB Philadelphia
to add a double hull in order to bring the vessel into compliance with OPA 90 can be

substantially performed in a foreign shipyard without losing its Jones Act classification.
We currently estimate that performing this work in a foreign shipyard, if done in con-
junction with the required drydock of the vessel, will cost approximately $12.0 million
1o $15.0 million in current dollars, which is substandally less than the cost of such work
in a U.S. shipyard. If we retrofit this vessel in a foreign shipyard, we estimate thar the
vessel will be our of service approximately 4-6 months for the combined retrofit and
drydock. We estimate this retrofr will decrease vessel capacity by approximately 18%;
however, we believe we could reduce this reduction by performing additional work in
5.5, shipyards, although the cost would be higher. The reduction in capacity will nega-
tively impact the charter rates we would receive in respect of these retrofitted vessels.
The cost of retrofitting our 'TB units compared to the cost of newbuildings, market
conditions, charter rates, customer acceptance and the availability and cost of financing
will be major factors in determining the OPA 90 compliance plan that we ultimately
implement and the dming thereof.

At the time we make these expenditures, the actual cost could be higher due to infla-
tion and other factors, Depending on the cost of the plan that we ultimately adopt to
comply with OPA 90 phase-out requirements, the board of directors of our general
partner, with approval by the conflicts committee, may elect to increase our estimated
maintenance capital expenditures, which would reduce our basic surplus and our cash
available for distribution and to pay interest on, and the principal of, our debt. In addi-
tion, if charter rates decline, it may not be economical for us to retrofit one or more
ITBs, in which event we would have to take them out of service, which would also
reduce cash available for distribution and to pay interest on, and the principal of,
our debt.

We do not expect to incur significant capital expenditures in order to bring our par-
cel tankers into compliance with OPA 90, Although the Chemsical Pioneer is double-
hulled, it is not OPA 90 compliant; however, we believe that a minor modification,
which must be made by 2013, will bring the Chemical Pigneer into compliance with OPA
90. Although the Charleston is also not OPA 90 compliant, our intent is to seek a waiver
allowing us to carry refined petroleum products in the vessel’s center tanks and non-
petroleum-based products in the other tanks rather than retrofit che vessel. If the waiver
is not obtained, or under certain circumstances even if the waiver is obtained, we may
not be able to transport a sufficient quantity of products that generate qualifying
income, in which event we would be required to place the Charlestor in 2 corporate sub-
sidiary to limit the amount of non-qualifying income we generate, which could reduce
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regularly scheduled drydock—if we believe market conditions to be favorable. We have
received preliminary advice from the United States Coast Guard that our current plans
to retrofit the ITB Phsladelphia to add a double hull in order to bring the vessel into
compliance with OPA 90 can be substentially performed in a foreign shipyard without
losing its Jones Act classification. We currenty estitate that performing this work in
a foreign shipyard, if done in conjunction with the required drydock of the vessel, will
cost appraximately $12.0 million-$15.0 million in current dollars, which is substantially
less than the cost of such work in a U.S. shipyard. If we retrofit this vessel in a foreign
shipyard, we estimate that the vessel will be out of service approximately 4-6 months
for the combined retrofit and drydock. We estimate this retrofit will decrease vessel
capacity by approximately 18%; however, we believe we could reduce this reduction
by performing additional work in U.S. shipyards, although the cost would be higher.
The reduction in capacity will negatively impact the charter rates we would receive in
respect of these rewrofitted vessels. The cost of retrofirting our I'T'B units compared to
the cost of newbuildings, market conditions, charter rates, customer acceptance and the
availability and cost of financing will be major factors in determining the OPA 90 com-
pliance plan that we ultimately implement and the timing thereof.

Liguidity Needs

Qur primary short-term liquidity needs are to make scheduled debt and interest pay-
ments, pay our quarterly disuributions, make progress payments refated to our new
build ATB units under construction, to fund construction costs of tankers, and to fund
general working capiral requirements and drydocking expenditures. Our long-term
liquidity needs are primarily associated with expansion and other maintenance capital
expenditures, Expansion capital expenditures are primarily for the purchase or con-
struction of vessels, including the ATB units currently under construction. Mainte-
nance capital expenditures include drydocking expenditures and the cost of bringing
our vessels into compliance with OPA 90. Qur primary sources of funds for our short-
term liquidity needs will be cash flows from operadons and borrowings under our
amended and restated credit facility. Our long-term sources of funds will be from cash
from operations, long-term bank borrowings and other debt or equity financings.

Contractual Obligations and Contingencies

Our contractual obligadons at December 31, 2006 consisted of the following
{in thousands):

Payments Due by Period
Less than After
Total I Year 1-3 Years  4-5 Years § Years
Long-term debt ™ $ 371042 & 2560 $ 5120 $ 21,427 $341,935
Interest on long-term debt @ 258,561 42,660 84,653 82,589 48,659
ATB commitments @7 4} 228,583 81,678 148,905 _ —
Joint Venture commitments ! ¢ 997,844 43518 324,153 386,335 237,838
Non-cancelable operating leases 5,334 1,284 1,392 856 1,802
Total contractual abligations $1.861,364 $177,700 $562,223 $491,207 $630,234
Less: sublease rent 2914 302 619 642 1,351
$1,858,450 $177.398 $561.604 $490,565 $628,883

(1) Includes payments on the $6.0 million of the $60.0 million delayed draw term loan that was oustznding
at December 31, 2006. Does not include payments on our revolving credit facilities as there have not been
any draws as of December 31, 2006, Includes $16.3 million of the Joint Venture’s revolving credit faciliy.

(2) Assumes no addidonal borrowings or prepayments. Assumes interest rates in effect on December 31, 2006 are
in cffect for the endre term. Includes the effect of two interest rate hedges in effect on December 31, 2006,

(3) We have the option to cancel one barge at any time prior to June 18, 2007, in which event, we will forfeit
the $3.8 million we have paid in respect to such vessel. If we exercise our option to cancel, our total ATB
unit commitment will be $182.0 million. Ac December 31, 2006, we had $160.4 million in escrow to fund
our obligatons with respect to our construction of three ATBs.

(4) Amounts exclude capitalized interest.

(5} Represents the amounts necessary to build all nine tankers under the NASSCO contract, of which we are
only committed to contribute our remaining capital contribution commitment to the Joint Venture of $50.6
million. Based upon our current funding expectations, of the $50.6 million remaining capital contribudon
commimment, $11.1 mitlion is due in 2007 and the balance between 2008 and 2009. Qur commitments are
limited to the $50.6 million based on the expectations that the obligations of the Joint Venture will be nan-
recourse to us. Additionally, although we do not expect to, we can opt not to build tankers six through nine
at 3 penalty of up to $10.0 million per tanker. At December 31, 2006, we had $50.6 million in escrow to
secure our obligaton to make the remainder of our required capital contribudon.
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with Eastern also includes an option to construct and deliver an additional tug, which
must be exercised by May 1, 2007. The total construction cost anticipated for these new
ATB units is approximately $65.0 million to $66.0 million per unit {subject to change
orders and modifications), in each case inclusive of owner furnished equipment, but
exclusive of capitalized interest. The capitalized interest as of December 31, 2006 relat-
ing to this series of ATBs is $1.7 million. We expect the first two of these ATB units
will be completed in August 2008 and November 2008, respectively, and the second
two of these ATB units ta be completed in August 2009 and, if not cancelled, November
2009. As of December 31, 2006, we have made payments totaling approximately $38.1
million refated 1o these new builds. As of December 31, 2006, we had in escrow approxi-
mately 5160.4 million, which is the amount we estimate it will cost to complete con-
struction of the first three of these ATBs.

Our newly created wholly-owned subsidiary, Product Carriers, entered into a con-
tract, effective March 14, 2006, with NASSCO, a subsidiary of General Dynamics, for
the construction of nine 49,000 dwt double-hulled tankers and the option to construct
five additional tankers. General Dynamics provided a performance guarantee to Prod-
uct Carriers in respect of the obligations of NASSCO under the construction contract.
NASSCOQ is scheduled to deliver the first tanker in the second quarter of 2009, with
subsequent tankers delivered every six to eight months. We currently expect the cost
to construct these nine tankers to aggregate approximately $1.0 billion, exclusive of
capitalized interest. The base contract price is subject to increase based on increases
in certain published price indexes. In additon, NASSCO and Product Carriers share
in any cost savings achicved measured against the original contract price based on the
terms of the construction contract.

On August 7, 2006 we entered into the Joint Venture to finance the construction
of the first five petroleum tankers by NASSCO. The Joint Venture investors have com-
mitted to provide an aggregate of $105.0 million of equity financing and we have com-
mitted to provide $70.0 million of equity financing to the Joint Venture, of which
approximately $19.4 million was paid through December 31, 2006. Qur remaining
commitment of approximately $50.6 million is secured by a letter of credit for the ben-
efit of the Joint Venture and we have segregated an equivalent amount of cash into an
escrow account to meet such obligations. In addition, the Joint Venwre entered into
a revolving notes facility agreement pursuant to which the Joint Venrure Investors have
made available $325.0 million of revolving credit loans to finance construction of the
tankers, including $16.3 million that was drawn as of December 31, 2006.

As tankers are constructed, we will have the right (except in certain limited circum-
stances) to purchase completed tankers from the Joint Venture at specified prices sub-
ject to adjusunent, provided that such prices are within the range of fair values as deter-
mined by appraisal. If we do not elect to purchase a tanker within a specified time
period, the Joint Venture may sell the tanker to a third party; however, the Joint Venture
must first allow us to make an offer to purchase the tanker (except in certain limited
circumstances). The Joint Venture will use the proceeds from the sale of the tankers
to us, or to third parties if we do not exercise our purchase options, to, among other
things, repay debt and to fund furure milestone payments to NASSCO relating to the
construction of the remaining tankers and ultimately to make distributions to the Joint
Venture’s equity holders, first to the third party equity investors, untl they receive a
specified return, then to Product Carriers until it receives a specified return, and then
on a shared basis dependent on the returns generated. We anticipate that the $500.0
million of capital committed to the Joint Venture, together with anticipated proceeds
from the sale of tankers by the Joint Venture to us or to third parties, will be sufficient
to fund the construction of all of the tankers constructed by the Joint Venture.

Upon formadion of the Joint Venture, Product Carriers assigned its rights and obli-
gations with respect to the construction of the first five tankers to the Joint Venture
and we received an arrangement fee of $4.5 million. The Joint Venture also has the right
to elect to have rights and obligations under the NASSCO contract to construct up to
four additional tankers assigned to the Joinct Venture at specified times. NASSCO
released Product Carriers from any obligation under the construction contract relating
to the first five tankers and will release Product Carriers from any obligation under the
construction contract relating to tankers six through nine to the extent the rights with
respect to such tankers are also assigned to the Joint Venture. If the Joint Venture elects
nor to construct the last four tankers, Product Carriers would be obligated to obtain
alternative financing for their construction or to transfer the shipyard slots. In such
event, it is possible that Product Carriers will not be able to obtain the necessary financ-
ing on acceptable terms or ac all. If Product Carriers is unable to obtain the financing
for these four tankers, it is obligated to reimburse NASSCO for any damages incurred
by NASSCO as a result of these tankers not being constructed, or if they are transferred
to 3 third party at a loss to NASSCO, up to a maxitmum of $10.0 million (plus costs
and expenses incurred by NASSCO) for each such tanker, with such amounts being
funded solely out of monies received by Product Carriers in respect of its equity invest-
ment in the first five vessels constructed by the Joint Venture.
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In February 2007, the FASB issued FASB Statement No. 159, “The Fair Value
Option for Financial Assets and Financial Liabilities, including an amendment of FASB
Statement No. 115,” (“FAS 159"} effective as of the beginning of fiscal years beginning
after November 15, 2007. FAS No. 159 permits entities to choose to measure many
financial instruments and certain other items at fair value ac specified election dates.
A business entity shall report unrealized gains and losses on items for which the fair
value option has been elected in earnings at each subsequent reporting date. The fair
value option:

1. May be appiied instrument by instrument, with a few exceptions, such as investments otherwise
accounted for by the equity method

2. Is irrevacable (unless a new election date occurs)

3. Is applied only to entire instruments and not to portions of instruments.

We are currently reviewing the impact of this pronouncement to us upon its adoption.

ITEM 7TA. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT

MARKET RISK

Our market risk is affected primarily by changes in interest rates. We are exposed
to the impact of interest rate changes primarily through our variable-rate borrowings
under our credit facility. Significant increases in interest rates could adversely affect our
profit margins, results of operations and our ability to service our indebtedness, Based
on our average variable interest rate debt outstanding during 2006, a 1% change in our
variable interest rates would have increased our interest expense by $0.8 million, after
taking into effect the interest rate swap agreements we had in effect during 2006 as
described below. Had we not entered into these interest rate swap agreements, a 1%
change in our variable interest rates would have increased our interest expense by
approximately $1.9 million for the year ended December 31, 2006.

We utilize interest rate swaps to reduce our exposure to market risk from changes
in interest rates. The principal objective of such contracts is to minimize the risks
and/or costs associated with our variable rate debt. All derivative instruments held by
us are designated as hedges and, accordingly, the gains and losses from changes in
derivative fair values are recognized as comprehensive income as required by SFAS 133.
Gains and losses upon settlement are recognized in the statement of operations or

recorded as part of the underlying asset or liability as appropriate. We are exposed to
credit-related losses in the event of nonperformance by counterparties to these financial
instruments; however, counterparties to these agreements are major financial institu-
tions, and the risk of loss due to nonperformance is considered by management to be
minimal. We do not hold or issue interest rate swaps for trading purposes.

We had two interest rate swap agreements as of December 31, 2006. The intent of
these agreements is to reduce interest rate risk by swapping an unknown variable inter-
est rate, three month LIBOR, reset quarterly, for a fixed rate. As of December 31, 2006,
the fair market values of our two interest rate swaps were a loss of $2.1 million and a
gain of 80.5 million.

The following is a summary of the economic terms of these agreements at
December 31, 2006:

Noticnal amount $124,375
Fixed rate patd 5.3550%
Variable rate received 5.3638%
Effective date 8/15/2006
Expiration date 8/6/2012
Fair Valug $(2,080)
Notional amount $99,500
Fixed rate paid 4.8990%
Variable rate received 5.3638%
Effective date 12/12/2006
Expiration date 8/6/2012
Fair Yalue $520

We have entered into contracts for the purchase of owner-furnished items relative
to our newbuild ATB serics, denominated in Euros, costing approximately $14.4 mil-
lion. To hedge the exposure to foreign currency, we have entered into a series of foreign
currency forward contracts with an average exchange rate of $1.25/Euro. As
of December 31, 2006 the fair value of the foreign currency hedge was approximately
$0.8 million.
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PART 11l £

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE

GOVERNANCE

US Shipping Genera! Partner LLC, as the general partner of U.S. Shipping Parters
L.P., manages our operations and acdvites. Our general partner is not elected by our
unitholders and will not be subject to re-elecdon on a regular basis in the future.
Unitholders will not be entitled to elect the directors of our general partner or directly
or indirectly participate in our management or operation.

Because we are a limited partnership, the listing standards of the New York Stock
Exchange do not require our general partner to have a majority of independent direc-
tors or a nominating/corporate governance or compensation commitrec.

We are managed and operated by the directors and officers of our general partner,
All of our operating personnel are employees of an affiliate of our general partner.
Messrs. Gridley and Miller, our chairman and chief executive officer and vice
president—chartering, respectvely, will devote a majority of their time to managing
our business and affairs and those of the Joint Venture. Our remaining officers will
spend all of their business time managing our business and affairs and those of the Joint
Venture.

The following table shows information regarding the directors and executive offic-
ers of our general partmer. Directors are elected for one-year terms.

Name Age Position with US Shipping General Partner LLC
Paul B. Gridley 54 Chairenan, Chief Executive Officer and Director
Joseph P. Gehegan 61 President, Chief Operating Officer and Director
Albert E. Bergercn a0 Vice President—-Chief Financial Officer
Alan E. Colletti 61 Vice President—OQOperations
Jeffrey M. Miller 52 Vice President—Chartering
Bryan S. Ganz 48 Director
William M. Kearns, Jr. 71 Director
Gerald Luterman 63 Director
M. William Macey, Jr. 53 Director
Douglas L. Newhouse 53 Director
Ranald L. O'Kelley 61 Director

Our directors hold office until the earlier of their death, resignation, removal or dis-
gualification or until their successors have been elected and qualified. Officers serve at
the discretion of the board of directors. There are no family relationships among any
of our directors or executive officers.

Panl B. Gridley is chairman of the board of directors of our general partner and chief
executive officer of our general partner and has served as chairman and chief executive
officer of United States Shipping Master LLC since it was formed in July 2002, Since
June 2001, Mr. Gridley has also served as managing member of three entities, or Barge
Companties, that own and operate two barges of Jess than 6,000 dwt that transport non-
petroleum products. From June 1998 to June 2001, he was a private investor and a direc-
tor of Marine Transport Corporation. From 1989 until its sale in 1998, Mr. Gridley
was principal owner, president and vice chairman of Marine Transport Lines, Inc., one
of the largest U.S.-based owners and operators of specialized chemical and petroleum
tanker vessels. Prior to the purchase of M'T'L in 1989, Mr. Gridley was senior vice presi-
dentin the investment banking division of Lehman Brothers, co-heading the transpor-
tation banking practice.

Joseph F. Gehegan is president and chief operating officer and a director of our general
partner and has served as president and chief operating officer of United States Shipping
Master LLC since Seprember 2002, which he joined in connecton with our zcquisition
of six ITBs from Fless. Mr. Gehegan was employed in various capacities for Hess from
1979 1o 2002, most recently serving as vice president of marine operations and commercial
ship utilization. From 1972 to 1979, Mr. Gehegan was employed in various capacities by
Amoco, most recently as vice president of marine operations, Mr. Gehegan is a graduate
of the U.S. Merchant Marine Academy and immediately following graduation worked
aboard Jones Act merchane ships as an officer for three years.

Albert E. Bergeron is vice president—chief financial officer of our general partner and
has served as vice president—chief financial officer of United States Shipping Master
LLC since September 2002, which he joined in connection with our acquisition of six
I't'Bs from Hess. Mr. Bergeron served in various capacities for Hess from January 1996
1o September 2002, including Divisional Controller of Domestic Shipping Accounting
and Senior Accountant of International Exploration and Production. Prior tw joining
Hess, Mr. Bergeron was a senior accountant at Iroquois (as, a natural gas pipeline
company, from 1991 until December 1995. Prior to joining Iroquois, Mr. Bergeron
worked for Coopers and Lybrand LLP from 1989 to 1991. Mr. Bergeron is a certified
public accountant.
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Ronald L. O’Kelley joined the board of directors of our general partner in October
2004, Mr, O’Kelley is chairman and chief executive officer of Atlantic Coast Venture
Investments Inc., a private investment company, since 2002. Mr. O’Kelley served as
executive vice president, chief financial officer and treasurer of State Street Corporation
from 1995 1o 2002, as chief financial officer at Douglas Aircraft Company from 1991
to 1995 and as chief financial officer at Rolls Royce Inc. from 1983 to 1991, He also
served in senior financial positions at Cidcorp from 1975 to 1983 and at Texas Instru-
ments Incorporated from 1969 to 1975. Mr. O’Kelley is also a director of Selectve
Insurance Group, Inc. Mr. O'Kelley serves as an advisor to the Donald Jones Center
for Entepreneurship at the Tepper School of Business and is a member of the National
Association of Corporate Directors and the Corporate Directors Club.

Code of Business Conduct and Ethics

The board of directors of US Shipping General Partner LLC, our general partner,
has adopted a code of business conduct and ethics for all employees, including our prin-
cipal executive officer and principal financial and accounting officer. If any amendments
are made to the code or if our general partner grants any waiver, including any implicit
waiver, from a provision of the code to any of our executive officers, 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 our general partner has also adopted corporate governance
guidelines in accordance with the New York Stock Exchange listing requirements.

Availability of Corporate Governance Documents

Copies of our annual report, board committee charters, code of business conduct
and ethics and corporate governance guidelines are available, without charge, on
our website ar www.usslp.com and in print upon written request to the Secretary,
US Shipping General Partner LLC, PO. Box 2945, Edison, NJ 08818.

Reimbursement of Certain Expenses to our General Partner

Our general parmer does not receive any management fee or other compensation
for its management of U.S. Shipping Partners L.P. Qur general partmer and its affiliates
are reimbursed for expenses incurred on our behalf, including crew wages and benefits,
general and administrative expenses, and the compensation of employees of affiliates
of our general parter that perform services on our behalf. These expenses include all
expenses necessary or appropriate to the conduct of the business of, and allocable to,
U.S. Shipping Partners L.P. Our partnership agreement provides that our general part-
ner determine in good faith the expenses that are allocable to U.S. Shipping Partmers
L.P. For the years ended December 31, 2006 and 2005 and for the period from
November 3, 2004, the date of our initial public offering, to December 31, 2004, these
reimbursed expenses totaled approximately $46.4 million, $37.7 miilion and $6.7 mil-
lion, respectively.

Compliance with Section 16(a) of the Securities Exchange Act

Section 16(a) of the Securities Exchange Act of 1934 requires our officers and direc-
tors, 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 regu-
ladons 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 representa-
tions from certain reporting persons that no Form 4s were required by those persons,
we believe that during the year ending December 31, 2006, all of our officers, directors,
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND director and named executive officer of US Shipping General Partmer LLC and
MANAGEMENT AND RELATED UNITHOLDER MATTERS (i) all directors and executive officers as a group, as of February 28, 2007. Unless

otherwise indicated, the address of all persons and entities listed below is c/o U.S.

The following table sets forth the beneficial ownership of common units of U.S, Shipping Partners L.P, 399 Thornall Street, 8% Floor, Edison, New Jersey 08818.
Shipping Partners L.F. of (i} beneficial owners of 5% or more of such units, (i) each

Percentage of

Cormemon Percentage of Suberdinated Percentage of Tota! Common and

Name of Beneficial Owner Units Common Units Unizs Suberdinated Units Subordinated Units
United States Shipping

Master LLC ¢V — — 6,899,968 100% 37.8%

Sterling/US Shipping L.P. 140,705 1.2% 6,899,968 100% 38.6%

cfo Sterling Investment Partners L.P.
285 Riverside Avenue
Westport, CT 06880 2
Sterling Investment 2,345 * - — ‘
Partners Side-by-Side L.P.
c/o Steriing Investment Partners L.P.
285 Riverside Avenue
Westport, CT 06880 &
Fiduciary Asset Management, LLC
8112 Maryland Avenue
Suite 400
St. Louis, MO 63105 “ 1,426,035 12.6% — — 7.8%
GPS Partners LLC
100 Wilshire Blvd.

Suite 900

Santa Monica, CA 90401 & 670,233 59% — — 3.7%
Albert E. Bergeran & 10,358 * — — *
Alan E. Colletti 7 21,150 " _ -_ *
Bryan Ganz 2,500 . — — *
Joseph P. Gehegan @ 21,840 . - —_ *
Paul B. Gridley ® 40,048 . — — .

Gerald Luterman — — — — —_
M. William Kearns, Jr. $1© 10,000 . — — *
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only receive these amounts on the conversion of the class A subordinated units into common units, bus
upon such conversion he will also be entitled 1o reccive a “catch up” payment equal to the cumulatve
amount he would have received had the payments commenced at the closing of our initial public offering.
He will receive a pro rata share of such amounts if less than all elass A subordinated units convert into
COMImMon units.

Under Shipping Master’s operating agreement Mr. Gehegan owns a (2) 3.89% pecuniary interest in the
general parmer interest and incentive distribution rights indirectly owned by Shipping Master, and (b}
16.51% pecuniary interest in the elass B subordinated units directly owned by Shipping Master, Mr. Gehe-
gan will have the right to receive 2.5% of the distributions received by our general partner areributable
to (i} the incentive distribution rights and (ii) that portion of its 2% general partner interest anributable
tu distributions on the common and subordinated units in excess of the minimum quarterly distribution.
He will only receive these amounts on the conversion of the class A subordinated units into common units,
but upon such conversion he will also be entitled to receive a “carch up” payment equal to the cumulative
amount he would have received had such payments commenced at the closing of our initial public offering.
He will receive a pro rata share of such amounts if fess than all class A subordinated units convert into
common units.

18,679 of these units are held by Mr. Gridleys spouse and 9,338 of these units are held by Mr. Gridley's
minor children. Mr. Gridley disclaims beneficial awnership of the units beneficially owned by his children.
Pursuant to Shipping Master’s operating agreement, Mr. Gridley owns a (a) 12.14% pecuniary interest in
the general parmer interest and incentive distribution rights indirectly owned by Shipping Master, and
(b) 51.47% pecuniary interest in the class B subordinated units directly owned by Shipping Master. Also,
Mr. Gridley has the right to receive 2.5% of the distributions received by our general parmer atmibutable
to (i) the incendve distribution rights and (ji) that portion of its 2% general partner interest attributable
to distributions on the common units and subordinated units in excess of the minimum quarterly distri-
bution. Mr. Gridley will only receive these amounts on the conversion of class A units into commeon units,
but upon such conversion he will also be entitled to receive a “catch up” payment equal to the cumulative
amount he would have received had such payments commenced as of the closing of our initial public offer-
ing- Mr. Gridley will receive a pro rata share of such amounts if less than all ¢lass A subordinated units
Convert into common units.

Pursuant to Shipping Master’s operating agreement, Mr. Kearns owns a (a) 0.53% pecuniary interest in
the general partner interest and incentive distribution rights indirectly owned by Shipping Master, and
{b} a 0.70% pecuniary interest in the class A subordinated units directly owned by Shipping Master.

(an

12)

(13)

Sterling/US Shipping L.P, by virtue of is right 1o clect a majority of the Bosrd of Shipping Master, may
be deemed to beneficially own the securities owned by Shipping Masrer. Sterling/US$ Shipping L.P. dis-
claims beneficial ownership of the securities owned by Shipping Master other than sccurities atributable
to its membership in Shipping Master. As a member of the general parmer of Sterling/US Shipping L.P,
Mr. Macey has shared voting and investunent power with respect 10, and therefore may be deemed to ben-
cficially own, the securities beneficially owned by Sterling/US Shipping L.P. Mr. Macey disclaims
beneficial ownership of the securities beneficially owned by Sterling/US Shipping L.P, other than the secu-
rittes ateributable to his limited and general partmership interest therein. This report shall not be decmed
an admission that Sterling/US Shipping L.P. or Mr. Macey is the bencficial owner of the securities.
Under Shipping Master’s operating agreement, Mr. Miller awns a (2} 4.35% pecuniary interest in the gen-
eral partner interest and incentive distribution rights indirectly owned by Shipping Master, and (b) 18.45%
pecuniary interest in the class B subordinated units directly owned by Shipping Master. He will have the
right to receive 1.5% of the distributions received by our general parmer attributable to (i) the incentive
distribution rights and (ii) that portion of its 2% general parmer interest attributable to dismibutons on
common and subordinated units in excess of the minimum quarterly distribution. He will only receive such
amounts o the conversion of the class A units into common units, but upon such conversion he will also
be entitled 1o receive a “catch up™ payment equal to the cumulative amount he would have received had
such payments commenced 2t the closing of our initial public offering. He will receive a pro rata share
of such amounts if less than all class A subordinated units convert into common units.

Sterling/US Shipping L.P, by virtue of its right to elect a majority of the Board of Shipping Master, may
be deemed o beneficially own the securities owned by Shipping Master. Sterling/US Shipping L.P. dis-
claims beneficial ownership of the securities owned by Shipping Master other than securities attributable
to its membership in Shipping Master. As a member of the general parmer of Sterling/US Shipping,
Mr. Newhouse has shared voting and investment power with respect to, and therefore may be deemed to
beneficialiy own, the securities beneficially owned by Sterling/US Shipping L.P. Mr. Newhouse disclaims
beneficial ownership of the securities beneficially owned by Sterling/US Shipping L.P, other than secu-
rities attributable to his limited and general partnership interest therein. This report shall not be deemed
an admission that Sterling/US Shipping L.P. or Mr. Newhouse is the beneficial owner of the securities.

.
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New York Office Sublease

On September 23, 2005, we entered into a ten-year lease for office space to accom-
modate our New York office, commencing on January 1, 2006, We, as the lessee, sub-
lease 75% of the leased space to certain companies affiliated with our Chairman and
Chief Executive Officer. The total obligation of the lease aver the ten-year period is
$4.2 million; however, we are entitled to sublease income of $3.1 million from the affili-
ated companies. Average annual rental expense, net of sublease income of $0.3 million,
for us will be $0.1 million. The lease provides for additional payments of real estate
taxes, insurance and other operating expenses applicable to the property. Total rental
expense excludes such additional expense payments as part of the minimum rentals, We
have been reimbursed 75% of the cost of acquiring the letter of credit required by the
landlord and have received a guaranty from our Chairman in the event of any default
of the lease, including that which would require drawdown of the letter of credit.

Shipping Master Voting Arrangement

The limited lability company agreement of Shipping Master requires its members
to vote the membership interests held by them to elect the following persons, in addi-
tion to certain other nominees, to the board of directors of Shipping Master: (i) up
to four individuals designated by Sterling/US Shipping L.P, (ii) Mr. Gridley for as
long as he is employed by Shipping Master as its chief executive officer and
(iii) up to two other persons nominated by the board who are not affiliated with
Sterling/US Shipping L.P. The limited liability company agreement also provides that
Mr. Gridley will serve as chairman of the board as long as he remains an employee of
Shipping Master or one of its subsidiaries. During the term of the limited liability com-
pany agreement, the hoiders of common membership interests of Shipping Master
must vote the common membership interests held by them in the same manner as Ster-
ling/US Shipping L.P. votes its preferred membership interests. In addition, the limited
liability company agreement requires that the persons serving as directors of Shipping
Master be appointed as directors of our general partner. As a result, Shipping Master
and indirectly Sterling/Sterling L.P. have the right to elect all the directors of our
general partner.

Management Incentive Interest in Qur General Partner

Our general partner is a wholly-owned subsidiary of Shipping Master. Accordingly,
the owners of Shipping Master will receive ali distributions made by us to our general
partner in respect of the general partner interests and incentive distribution rights, sub-
ject to the rights granted to the executive officers of our general partmer described
below. The executive officers of our general partner will have the right to receive 10%
of the distributions received by our general partner atributable to (i) the incentive dis-
wribution rights and (ii) that portion of its 2% general partner interest attributable to
distributions on our common units and subordinated units in excess of the minimum
quarterly distribution. The executive officers will only receive these amounts upon con-
version of the class A subordinated units into common units, but upon such conversion
they will also be entitled to receive a “catch up” payment equal to the cumulative
amount they would have received had such payments commenced in November 2004,
The executive officers will receive a pro rata share of such amounts to the extent that
less than all the class A subordinated units convert into common units.

Hess Support

Hess is one of our significant customers. Voyage revenues earned from transactions
with Hess (which do not include amounts under the support agreement) for the years
ended December 31, 2006, 2005 and 2004 were $11.0 million, $13.3 million and $14.2
million, respectively. Accounts receivable due under the Support Agreement were $0.1
million and $0.4 million at December 31, 2006 and 2003, respectively.

The Blackstone Group and Affiliates

In connection with the formation of the Joint Venture, the Joint Venture paid fees
of $10.8 million to the Joint Venture Investors. Since August 7, 2006, the Joint Venture
has paid interest on the Revolver totaling $1.7 million to the Joint Venture Investors.
Sec “Irem 1. Business——Qur Vessels—New Product Tankers™ for more information
regarding the Joint Venture,
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Unitholders will not be entitled to elect the directors of our general partner or directly
or indirectly participate in our management or operation.

The Board has standing Audit, Compensation, Conflicts and Nominating commit-
tees. Each committee (other than the Canflicts committee) has a written charter.

US Shipping General Partner LLC’s board of directors held nineteen meetings dur-
ing 2006, Each director attended at least 75% of the aggregate of both the total number
of meetings of the board of directors of US Shipping General Partner LLC and the
total number of meetings held by all committees of such board on which he served (dur-
ing the periods that he served) with the exception of Mr. Luterman who attended 73%
of the aggregate of both the total number of meetings of the board of directors of US
Shipping General Partner LLC and the total number of meetings held by all commit-
tees of such board on which he served {during the periods that he served).

Board Committees

Audit Committee

US Shipping General Partner LLC has a standing audit committee comprising of
Messrs. Kearns, Luterman and O’Kelley. The board of directors of US Shipping Gen-
eral Partner LLC has determined that Messrs. Kearns, Luterman and O'Kelley are
independent within the meaning of the listing standards of the New York Stock
Exchange. In addition, the board of directors has determined that Mr. O'Kelley is an
audit committee financial expert within the meaning of the regulations of the Securities
and Exchange Commission.

The primary responsibilities of the audit committee are to assist the board of direc-
tors of our general partner in overseeing (1) the integrity of our financial statements,
(2) our independent auditor’s qualifications, independence, and performance, (3)
reviewing procedures for internal auditing and the adequacy of our internal accounting
controls, and (4} our compliance with legal and regulatory requirements. The audit
committee has the sole authority to appoint, rewin, and terminate our independent
auditor, which reports directly to the audit committee.

The audit committee has established procedures for the receipt, retention and treat-
ment of complaints we receive regarding accounting, internal accounting controls or

auditing maters and the confidential, anonymous submission by our employees of our
concerns regarding questionable accounting or auditing matters.
The andit commirtee held ten meetings during 2006.

Compensation Committee

US Shipping General Partner LLC has a standing compensation committee con-
sisting of Messrs. Kearns, Newhouse, and O'Kelley. The compensation committee,
among other tasks, determines and approves the officers’ compensation and benefits,
and reviews from time to time the compensation and benefits of non-employee directors.

‘The compensation committee held three meetings during 2006.

Conflicts Committee

US Shipping General Parmer LLC has a standing conflicts committee consisting
of Mr. O'Kelley and Mr. Kearns. The conflicts committee reviews specific matters that
the board of directors of US Shipping General Partner LLC believes may involve con-
flicts of interest and takes such other action as may be required under the terms of our
parmership agreement, including any change to the amount of estimated capital expen-
ditures deducted from our calculation of available cash.

The conflicts committee held one meeting during 2006.

Nominating Committee

Effective February 2006, US Shipping General Partner LLC elected a nominating
committee consistng of Messrs. Gridley, Kearns, and Macey. The nominating com-
mittee, among other tasks, assists the Board in its selection of individuals to fill any
vacancies or newly created directorships on the Board.

The nominating commirtee held one meeting during 2006,

Independent Directors
The Board has two members of management, Paul Gridley, Chairman and Chief

Executive Officer, and Joseph Gehegan, President and Chief Operating Officer, and
six non-management directors. The Board has determined that three of its six non-
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wishing to communicate with our independent, non-management directors may do so
by writing to them at US Shipping General Partner LLC, c/o Board of Directors,
P.O. Box 2945, Edison, NJ 08818.
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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
2006, no pre-approval requirements were waived.

ITEM 15.

EXHIBITS, FINANCIAL STATEMENT SCHEDULES

{a) {1} Financial Statements

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

(a} (2) Financial Statement Schedules

None.

(&} (3) Exhibits

Exbibit
Number

Description

31

32

33

34

Certificate of Limited Partnership of U.S. Shipping Partners L.P. (incorporated by reference to
Exhibit 3.1 to the Partnership’s Regstration Staterent on Form S-1 (Registration No. 333-118141
filed August 12, 2004).

Amended and Restated Agreement of Limited Partnership of U.S. Shipping Parners LP.
{incorporated by reference to Exhibit 3.2 to the Partnership’s Quarterly Report on Form 10-Q for
the period ended September 30, 2004)

Amendment No. 1 to Amended and Restated Agreement of Limited Partnership of U.S. Shipping
Partners L.P. (incorporated by reference to Exhibit 4.1 to the Partnership’s Quarterly Report on
Form 10-Q for the period ended September 30, 2006)

Certificate of Formation of US Shipping General Partner LLC (incorporated by reference to Exhibit
3.3 to the Partnership's Registration Statement on Form S-1 (Registration No, 333-118141 filed
August 12, 2004).

Exbibit
Nurnber

Description

3.5

4.1

101 -

10.2*

10.3*

104

10.5t

10.6*

First Amended and Restated Limited Liability Company Agreement of US Shipping General
Partner LLC. (incorporated by reference to Exhibit 3.1 to the Partnership's Quarterly Report on
Form 10-Q for the period ended June 30, 2005)

Indenture dated as of August 7, 2006 between LS. Shipping Partners, L.P., a Delaware limited
partnership {the “Company”), U.S. Shipping Finance Corp., 2 Delaware corporation (“Finance
Corp.”, and together with the Company, the “Issuers"}, each entity listed on Schedule | hereto
{each a “Guarantor”, and colfectively, the “Guarantors™} and Wells Fargo Bank, N.A., a national
banking association, as trustee (the “Trustee™). (incorporated by reference to Exhibit 4.2 to the
Partnership's Quarterly Report on Form 10-Q for the period ended June 30, 2006)
Contribution, Conveyance and Assumption Agreement by and among United States Shipping
Master LLC, US Shipping General Partner LLC, U.S. Shipping Partners L.P., U.S. Shipping
Operating LLC, United States Shipping LLC, United States Chemical Shipping LLC, USCS
Chemical Chartering LLC, USS Chartering LLC, ITB Baltimore LLC, ITB Groton LLC, ITB
Jacksonville LLC, ITB Mobile LLC, ITB New York LLC, ITB Philade!phia LLC, USCS Charleston
LLC, and USCS Chemical Pioneer LLC. (incorporated by reference to Exhibit 10.1 to the
Partnership’s Quarterly Report on Form 10-Q for the period ended September 30, 2004}

U.S. Shipping Partners L.P. Lang-Term Incentive Plan. (incorporated by reference to Exhibit 10.2
to the Partnership's Quarterly Report on Form 10-Q for the period ended September 30, 2004)
U.S. Shipping Partners L.P. Annual Incentive Plan. (incorporated by reference to Exhibit 10.3 to
the Partnership’s Quarterly Report on Form 10-Q for the period ended September 30, 2004)
Omnibus Agreement among United States Shipping Master LLC, US Shipping General Partner
LLC, U.S. Shipping Operating LLC and U.S. Shipping Partners L.P. {incorporated by reference
to Exhibit 10.4 to the Partnership’s Quarterly Report on Form 10-Q for the period ended
September 30, 2004)

Support Agreement dated as of September 13, 2002 between Amerada Hess Corporation and
USS Chartering LLC (incorporated by reference to Exhibit 10.6 to the Partnership’s Registration
Statement on Form S-1 (Registration No. 333-118141 filed August 12, 2004).

Employee Unit Purchase Plan. (incorporated by reference to Exhibit 10.6 to the Partnership’s
Quarterly Report on Form 10-Q for the period ended September 30, 2004)
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U.S5. Shipping Partners L.P.
Consolidated Balance Sheets
December 31, 2006 and 2005
{in thousands)

Decembrer 31,
2006 2005
ASSETS
Current assets
Cash and equivalents $ 2,686 $ 10,000
Current portion of restricted cash and equivalents 80,588 —
Accounts receivable, net 10,520 6,993
Prepaid expenses and other current assets 5,604 4,123
Total current assets 99,398 21,116
Restricted cash and equivalents, net of current portion 130,359 —
Vessels and equipment, net 349,897 245,062
Deferred financing costs, net 23,088 3,186
Other assets 2,672 6,858
Total assets $605,424 $276,222
LIABILITIES AND PARTNERS' CAPITAL
Current liabilities
Current portion of long-term debt $ 2.560 $ 1,850
Accounts payable 11,677 7,051
Due to affiliates 1,840 833
Deferred revenue 1,178 —_
Accrued expenses and other liabilities 18,402 65,992
Total current liabilities 35,657 16,726
Lang-term debt, net of current portion 368,482 126,187
Advances from Hess, net 11,866 12,350
Deferred income taxes 2,681 1,091
Other liahilities 2,080 —_
Total liabilities 420,766 156,354
Minority interest in Joint Venture {Note 9} 17,581 —
Commitments and contingencies {Notes 8 and 13)
PARTNERS" CAPITAL
Partners’ capital 167,823 117,899
Accumulated gther comprehensive (lgss} income (746) 1,869
Total partners’ capita! 167,077 119,868
Total liabilities and partners capitat $605,424 $276,222

The accompanying notes are an integral pan of these consolidated financial statements.
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U.S. Shipping Partners L.P,
Consolidated Statements of Changes in Partners’ Capital/Members’ Equity
Years Ended December 31, 2006, 2005 and 2004

{in thousands)
Partners’ Capital

Limited Partners Accumulated

Mensbers' Chtber

Equity Commen Class B Subordinated General Comprebensive
(Predecessor) Units 3 Units § Units $ Partner Incomse (Lass) Total
Balance at December 31, 2003 $ 48,489 — 3 —_ - $ - — % - $ — $ (745) § 47,724

Net income for the period

January 1, 2004 to November 2, 2004 6,800 — — — — — — — — 6,800
Member contributions 2 — — — — — — — —_ 2
Member distributions (15,000} — — — — — — — — (15,000)
Adjustment to reflect net assets not contributed to the Partnership (31,680} — — — — — — — —_ {31,6590)

Book value of net assets contributed to the Partnership (8,581} 900 856 — — 6,900 7.326 299 _

offering costs of $15,160
Redemption of common units — {900} {18,600) — — — — — — (18,600)
Net loss for the period
November 3, 2004 to December 31, 2004 — — {2,622) — — — (2,623} {107} — (5,352)
Fair market value adjustment of derivatives — — — — — — — —_ 538 538

Balance at December 31, 2004 — 6,900 118,098 —_ — 6,900 4,703 192 (207) 122,786
Net income — — 8,850 — — — 8,859 351 — 18,079
Fair market value adjustment for derivatives — — — — — 2,076 2,076
Cash distributions — — (11,306) —_ — — (11,306} {461) — (23,073)

Balance at December 31, 2005 — 6,900 115,651 _ _ 6,900 2,256 92 1,869 119,868
Net income — — 2,908 — (102) — 2,951 118 — 5,875
Proceeds from equity issuance — 1,310 24,033 3,123 53,469 —_ — 1,582 — 79,084
Equity issuance costs — — (847) - (1,883} — — (55) — (2,785)
Cosis associated with issuance of

Joint Venture equity, net — — (1,293) — (492) — (1,087} (59) — (2,931)
Realized gain on termination of hedge — — — — — — — — {1,913 (1,913)
Fair market value adjustment for derivatives e — — — — — — (702) {702)

Cash distributions — — (13,599) — {2,811} — (12.421) (588) — (29,419)

Balance at December 31, 2006 $ - 8,210 $126,853 3,123 $48,181 6,900 $ (8,301) $1,090 $ (746} $167,077

The accompanying notes are an integral part of these consolidated financial statements.

Proceeds from initial public offering of common units, net of — 6,900 138,364 — — — — — — 138,364
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Consolidated Statements of Cash Flows
{Cont.)

For the Years Ended December 31,

2006 2005 2004
CASH FLOWS FROM FINANCING ACTIVITIES
Member contributions $ — $ — $ 2
Proceeds from issuance of debt 356,000 30,000 202,500
Gross proceeds from equity issuance 79,084 — 153,524
Proceeds from revolver borrowings 25,000 — -
Contribution by minority interest equity investors in Joint Venture 29,148 —_ —
Proceeds from Joint Venture revolver borrowings 16,307 — —
Repayment of debt (129,302) {1,588) (247,250)
Repayment of revolver borrowings {25,000} — —
Deferred financing costs (24,546) (154) (7.928)
Partnership equity offering expenses (2,785) — {15,160)
Joint Venture equity offering costs, net (14,077) —_ —
Proceeds from hedge termination 1913 — —
Redemption of comman units held by Predecessor — — (18,600)
Distributions to partners/members (29,419 (23,073) (15,000)
Cash retained by general partner — — (23,038)
Net cash provided by financing activities 282,323 5,185 29,050
Net {decrease) increase in cash and cash equivalents {7,314) (20,258) 21,693
Cash and cash equivalents at beginning of year 10,000 30,258 8,565
Cash and cash equivalents at end of year $ 2686 $ 10,000 $ 30,258
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid during the year for
Interest $ 14,552 $ 6733 $ 9232
Income taxes $ 335 $ 857 % 17
SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND FINANCING ACTIVITIES
Retention of non-cash assets by the general partner $ — $ - $ 8652

The accompanying notes are an integral part of these consolidated financial statements.
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Notes to Consolidated Financial Statements
(Cont.}

“Minority interest in Joint Venture losses” on the Consolidated Statements of Opera-
tions and Comprehensive Income (Note 9).

2. INITIAL PUBLIC OFFERING

On November 3, 2004, the Parmership completed its initial public offering of
6,899,968 common units (including 899,968 common units sold upon exercise of the
underwriters’ over-allotment option) at a price of $22.25 per unit. Total gross proceeds
from this sale were $153,524. Concurrent with this sale, the Partnership redeemed
899,968 common units held by the Predecessor at a cost of $18,600. After the inital
public offering, there were 6,899,968 common units and 6,899,968 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 com-
mon units have received their minimum quarterly distributon plus any arrearages from
prior quarters. The subordination period will end once the Partnership meets certain
financial rests described in the partnership agreement, but generally cannot end before
December 31, 2009. When the subordination period ends, all subordinated units will
COMVErt into common units on a one-for-one basis and common units will no longer
be enditled to arrearages. If the Partnership meets certain financial tests described in
the partnership agreement, 25% of the class A subordinated units can convert into com-
mon units on or after December 31, 2007 and an additional 25% can convert into com-
mon units on or after December 31, 2008. If the Partnership meets certain financial
tests described in the partership agreement, 25% of the class B subordinated units can
convert into common units on or after December 31, 2008 and an additional 25% can
convert into common units on or after December 31, 2009,

The gross proceeds retained by the Partnership relating to the sale of the common
units totaled $153,524. These proceeds were used to repay $93,750 in outstanding term
debr, $10,218 in underwriting and structuring fees, $4,242 in professional fees
and other offering expenses, $18,600 to redeem 899,968 units held by United States
Shipping Master L1.C, and $1,332 in costs to amend and restate the credit facility. The
remaining $24,682 was used for working capital purposes.

3. SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES

Principles of Consolidation

These consolidated financial statements are for the Partnership and its subsidiaries.
In addition to all the wholly-owned subsidiaries of the Partnership, due to the Part-
nership’s control of the Joint Venrure, the financial statements of the Joint Venture are
consolidated with the Partnership for financial reporting purposes, aithough the Part-
nership has no obligation for the liabilities of the Joint Venture in excess of its $70,000
capital commimment, of which $19,432 has already been made. The portion of the net
loss of the Joint Venture attributable to the 60% owners of the Joint Venture is set forth
under the caption “Minerity interest in Joint Venwre losses” on the Consolidated
Statements of Operations and Comprehensive Income. For the periad prior to
November 3, 2004, the business was operated by the Predecessor and, therefore, the
consolidated financial statements are for the Predecessor for that period. All inter-
company transactions and balances have been eliminated in consolidation.

Cash and Cash Equivalents

The Partnership considers all highly liquid invesunents with original marrities of
three months or less to be cash equivalents.

Restricted Cash

On August 7, 2006, two escrow accounts were established as part of the Partnership’s
debt and equity financings to fund the construction of at least three new ATBs (the
“ATB Escrow”) and the remaining committed equity contributions to the Joint Venture
{the “Joint Venture Escrow”). As of December 31, 2006, the AT'B Escrow balance was
$160,379 and the Joint Venture Escrow balance was $50,568. Amounts the Partnership
projects will be used to satisfy obligations due during the next rwelve months are
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Notes to Consolidated Financial Statements
(Cont.)

60 months for the ITBs and 30 months for the parcel tankers and Houston. During 2006,
the Partnership capitalized $30,822 for the drydocking of five vessels. During 2005, the
Parmership capitalized $15,616 of expenditures for the drydocking of three vessels.

Fue! 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 $2,374 and $2,028 at December 31, 2006 and
20085, respectively, and are included in prepaid expenses and other current assets in the
consolidated balance sheets. Addidonally, amounts accrued for fuel purchases, $2,008
and $1,848 at December 31, 2006 and 2005, respectively, are included in accrued
expenses and other current liabilicies in the consolidated balance sheets,

Deferred Financing Costs

Direct costs associated with obtaining long-term financing are deferred and gen-
erally amortized utilizing the effective interest method over the terms of the related
financing. For revolving credit facilities, the straight-line method is utlized rather than
the effective interest method due to the voladle nature of the borrowing balances. Any
unamortized deferred financing costs are written-off when debt is retired before the
maturity date.

Accrued Expenses and Other Liabilities

Accrued expenses and other liabilities consisted of the following:

December 31,
2006 2005
Interest $ 5618 $ 21
Construction of vessels 5,100 —
Bunkers 2,008 1,848
Other 5,676 5,123
% 18,402 $ 6992

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make esti-
mates and assumptions that affect the reported amounts of assets and liabilides and
disclosures of contingent assets and liabilites at the date of the financial statements,
and the reported amounts of revenues and expenses during the reporting period. The
muost significant estimates relate to depreciable lives and salvage values of vessels and
liabilities incurred for property and indemnity claims. Actual results could differ from
those estimates.

Concentration of Credit Risk

Financial instruments that potentially subject the Partnership to concentrations of
credit risk are primarily cash and trade accounts receivable. The Partnership maintains
its cash on deposit at a financial institution in amounts that, at December 31, 2006,
exceeded insurable limits by $2,586.

The Partnership’s operations are concentrated in long-haut coastwise marine trans-
portation services, principally for refined perroleum production in the U.S. domesdc
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Notes to Consolidated Financial Statements
{Cont.}

taxes. Deferred income taxes represent the tax effects of differences between the finan-
cial reporting and tax bases of the assets and liabilities at enacted tax rates in effect for
the years in which the differences are expected to reverse. As 3 master limited partmer-
ship, the Partnership is generally not responsible for federal and stave income taxes, and
its profits and losses are passed directly to its members for inclusion in their respective
income tax returns. 'The Partnership is subject to certain state franchise and other taxes.
At December 31, 2006 and 20035, tax payable amounts included in accrued expenses and
other liabilities were $1,225 and $1,051 respectively.

The Partnership provides deferred income taxes for the tax effects of differences
between the financial reporting and tax bases of assets and liabilities of its corporate
subsidiary, which are recorded at enacted tax rates in effect for the years in which the
differences are projected to reverse. The Partnership evaluates the recoverability of
deferred tax assets and establishes a valuation allowance when it is mare likely than not
that some portion or 2il of the deferred tax assets will not be realized. No such allow-
ances were recorded at December 31, 2006 and 2005.

Fair Value of Financial Instruments

The carrying amount of the Parmership’s financial instruments included in current
assets and current liabilities approximates their fair value due to their short-term nature.
At December 31, 2006 and 2005, the net book value of long-term debt approximated
its fair value based on secondary market indicators. Since the Partnership’s debt is not
quoted, estimates are based on each obligation’s characteristics, including remaining
maturities, interest rate, amortization schedule and liquidity.

Reclassification

Certain prior period amounts have been reclassified to conform to current year pre-
sentation,

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’s interest, as described below,
by the weighted average number of units outstanding during the period. Diluted ner
income per unit is calculated in the same manner as 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 phantom units. The Partnership’s long-term
incentive plan currently permits the issuance of an aggregate of 689,997 units. There
were no unit options or phantom units issued or outstanding during the periods ended
December 31, 2006, 2005 and 2004. For periods prior to November 3, 2004, such units
are equal to the common and subordinated units received by the Predecessor in
exchange for the net assets contributed to the Parmership, or 7,799,936,

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”
(*EI'TF 03-67), the general parmer’s interest in net income is calculated as if all net
income for the year was distributed according to the terms of the partnership agree-
ment, regardless of whether those earnings would or could be distributed. ‘The part-
nership agreement does not provide for the diswribution 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 income tax provisions.

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 $0.50 per unit. For purposes of EITF 03-6, the Partnership must
treat net income as if it were distributable. Therefore, since net income did not exceed
$0.50 per unit for any quarter during 2006, 2005 or the quarter ended December 31,
2004, the assumed distribution of net income does not result in use of the increasing
percentages to calculate the general partmer’s interest in net income. Distributions
during the years ended December 31, 2006 and 2005 and for the period ended
December 31, 2004 were $1.80, $1.80 and $0.2885 per unit, respectively.
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Notes to Consolidated Financial Statements
(Cont.}
5. VESSELS AND EQUIPMENT The increase in office furniture, equipment and other from December 31, 2005 is
primarily related 1o leasehold improvements for the Partnership’s New York Office
Vessels and equipment consisted of the following: (Note 13).
Decemnber 31, On November 28, 2005 the Partmership acquired the Sea Fearure, aJones Act, 19,000
dwt double-bottomed chemical/product tanker. The vessel was re-built in 1983 and is
2006 2005 . . ..
capable of carrying twenty-one different grades of product in independent cargo tanks.
Vessels $257,688 $257688  The purchase price of the vessel, including legal, survey and other acquisition costs,
Office furniture, equipment and other 448 131 was $4,126. The vessel was placed in service in June 2006 upon completion of its dry-
258,136 257,819 docking, which cost $9,866.
Less: Accumulated depreciation 83,339 61,130 On September 9, 2005, the Parmership acquired the Gus Darnell, renamed the Hous-
174.797 196680 M Jones Act coastwise double-hulled product ranker, buile in 1985, capable of car-
Construction-in-progress—AT8's 101.908 31s0g  TYINg quc.ooc barrels. The vcworumn.m:nm of the vessel, Fn_ca.m:m._nmu__ survey and
Construction-in-progress—tankers 35,027 __ other acquisition costs, was $25,392. The vessel was drydocked in Singapore at a cost
Capitalized drydock expenditures, net of amortization of 38,165 16,865 ©f $3,116 and was placed in service in October 2005.
$7,848 and $11,199
Total vessels and equipment, net $349,897 $245,062

Depreciation of vessels, office furniture, equipment and other for the years ended
December 31, 2006, 2005 and 2004 was $22,209, $20,316, and $18,97! respectively.
Amortization of drydocking expenditures was $9,096, $5,388, and $4,974 for the years
ended December 31, 2006, 2005, and 2004, respectively.

At December 31, 2006 and 2005, construction-in-progress-ATBs includes capital-
ized interest of $5,822 and $1,140, respectively, and unpaid invoices of $5,104 and
$1,806, respectively. At December 31, 2006 construction-in-progress-tankers of the
Joint Venture includes capitalized interest of $2,984 and unpaid invoices of $1,193.
Capiealized drydock expenditures of $5,398 and $6,041 were unpaid at December 31,
2006 and 2005, respectively. Unpaid invoices are included in either Accounts payable
or Accrued expenses and other liabilities in the accompanying Balance Sheets.

The increase in capitalized drydock expenditures from December 31, 2005 is
primarily related to the completion of drydocks for the Sea Venture, the Charleston, the
Groton, the Mokile and the Chemical Pioneer, offset by amortization,

6. DEFERRED FINANCING CQOSTS

Deferred financing costs include fees and costs incurred to obtain debt financings and
are generally amortized using the effective interest method over the term of the loan. For
revolving credir facilities, the straight-line method is udlized rather than the effective
interest method due to the volatie nature of the borrowing balances. Any unamortized
deferred financing costs are written-off when debt is retired before the maturity date. On
August 7, 2006, as part of the Partnership’s debt and equity financings, the Partnership
issued senior secured notes and entered into an amended and restated credit facility, while
the Joint Venture entered into its own revolving credit loan facility. In conjunction there-
with, the Partnership and Joint Venture incurred approximately $11,586 and $12,960 of
deferred financing costs, respectively. Additionally, as a result of the refinancing of the
Parmership’s credit facility, approximately $2,451 of deferred financing costs that were
associated with the debt that was repaid were expensed. For the years ended December 31,
20086, 2005 and 2004, deferred financing costs of the Parmership (excluding those of the
Joint Venwre) of $1,170, $930 and $800, respectively, were amortized and included in
interest expense in the accompanying Consolidated Statements of Operations and Com-
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Motes to Consclidated Financial Statements
{Cont.)

& FINANCING

a. Debt and Equity Financings

On August 7, 2006, the Partmership completed debt and equity financings for which
the Partnership received gross proceeds of approximately $429,100 (excluding proceeds
received by the Joint Venture). The proceeds were used as follows: (i) to fund $182,600
into the ATR Escrow account; (ii) to fund the Partnership’s remaining $65,000 capital
commitment to the Joint Venture {Note 9); {ii) to refinance $152,100 of indebtedness
outstanding under the Partnership’s Second Amended and Restated Credit Facility (See
“b" below); (iv) to pay fees and expenses totaling approximately $14,400 incurred in
connection with these transactions; and (v) for general corporate purposes.

Detn

The Partnership’s outstanding debrt consisted of the following:

Decermber 31,

2006 2005

Third Amended and Restated Credit Facility~—Term $254,735 % —
13% Senior Secured Notes due 2014 100,000 —
Revolving Notes Facility—Joint Venture 16,307 —
Second Amended and Restated Credit Facility—Term — 128,037
Total 371,042 128,037
Less: Current portion of long-term debt 2,560 1,B50
Long-term debt $368,482 $126,187

Capitalized interest expense for the years ended December 31, 2006, 2005 and 2004
was $7,667, 81,256 and $72, respectively.

Serior Secured Notes

On August 7, 2006, the Partnership and its wholly-owned subsidiary, U.S. Shipping
Finance Corp., co-issued $100,000 aggregate principal amount of 13% Senior Secured
Notes due August 15, 2014 (the “Notes™). Interest is payable on the Notes on February
15 and August 15 of each year, beginning February 15, 2007. At December 31, 2006
the Partnership accrued $3,272 of interest on the Notes,

The Parmership may redeem all or part of the Notes on or after February 15, 2011.
Prior to such date, the Parmership may redeem all or a portion of the Notes by paying
a make-whole premium. In addition, prior to August 15, 2009, the Partmership
may redeem up to 35% of the aggregate principal amount of the Notes with the
proceeds of certain equity offerings at a price of 113% of the principal amount of the
Notes redeemed.

The Notes are guaranteed by all of the Parmership’s exisung domestic subsidiaries,
other than U.S. Shipping Finance Corp., which acted as co-issuer of the Notes, Product
Carriers, which owns the Partnership’s investrnent in the Joint Venture, and the Joint
Venture (Note 16). The Notes and guarantees are secured on a second priority basis
by liens on the Partnership’s vessels and the ATB Escrow account. In the event that
the Partnership’s creditors exercise remedies with respect to the Partnership’s and its
guarantors’ pledged assets, the proceeds of the liquidation of those assets will first be
applied to repay obligatons secured by first priority liens under the Partmership’s
amended and restated credit facility and other first priority obligations in full before
any payments are made with respect to the Notes.

Credit Facility

On August 7, 2006, concurrent with the sale of the Notes, the Partnership also
amended and resrated its then existing credit facility (the “Prior Credit Facility™) by
entering into the Third Amended and Restated Credit Facility (the “Amended Credit
Facility”). The Amended Credit Facility provides for:

— Term loans up to $310,000, including a delayed draw term loan of $60,000, of which the Part-
nership has $254,735 oustanding at December 31, 2006. These borrowings bear interest at
LIBOR (5.4% at December 31, 2006) plus 3.5%. The $310,000 term facility will mature on
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Notes to Consolidated Financia! Statements
{Cont.)

Joint Venture Credit Facility

On August 7, 2006, the Joint Venture entered into a Revolving Notes Facility Agree-
ment {the “Revolver”) pursuant to which affiliates of The Blackstone Group and other
parties (the “Joint Venture Investors™) have made available $325,000 of revolving credit
loans, of which $16,307 was drawn as of December 31, 2006. The Revolver terminates
on July 31, 2012, but may be terminated earlier upon the reduction of the commitment
amount to zero pursuant to the terms of the Revolver or ninety days following the deliv-
ery date of the last vessel, as defined. In addition, the Revolver stipulates prepayment
amounts and dates that result from a commitment reduction, the sale of a vessel, or an
event of loss, as defined. Borrowings bear interest at either the base rate of interest
(greater of the Federal Funds Rate plus 0.5% or JPMorgan Chase Bank, N.A.’s prime
rate) plus 3.5% or the adjusted LIBOR rate of interest, as defined, plus 4.5%. If certain
operational targers are met by August 7, 2009, the spread for both base rate and adjusted
LIBOR rate advances will be reduced by 1.0%. All borrowings as of December 31, 2006
bear interest at adjusted LIBOR (5.4% at December 31, 2006) plus 4.5%. The Joint
Venture incurs a commitment fee on the unused portion of the Revolver of 1.0% per
year. In addition, both the security agent and administrative agent are due fees of
0.005% of borrowings outstanding and $300 per year, respectively. The Revolver is
secured by substandally all of the assets of the Joint Venture and contains various
restricdons and limitations that may affect the Joint Venture’s business and affairs.
These include restrictions and limitations relating to the Joint Venture's ability wo incur
indebtedness and other obligations and to make investments and acquisitions. The Joint
Venture’s failure to comply with any of these provisions, or to pay its obligations under
the Revolver, could result in foreclosure by the lenders of their security interests in its
assets. The Parmership has no obligation for the liabilities of the Joint Venture under
the revolver in excess of its $70,000 capital commitment, of which $19,432 has been
made at December 31, 2006.

At December 31, 2006 the Parmership’s debt maturities were as follows:

Year ended Decernber 31,
2007 $2,560
2008 2,560

Year ended Decemnber 31,

2009 2,560

2010 2,560

2011 18,867

Thereafter 341,935
$371,042

b. Prior Credit Facilities

On April 13, 2004, the Predecessor entered into an amended and restated credit
facility. The amended and restated credit facility provided for a $202,500 term loan that
bore interest at LIBOR plus 2.25% or the prime rate plus an applicable margin. Prin-
cipal and interest was due and payable quarterly. The loan would have matured on
March 31, 2010, and was collateralized by all of the Predecessor’s assets. The amended
and resmted credit facility contained various financial covenants including certain
restrictions on the sale or acquisition of assets and a requirement to adhere to specified
financial rados.

The amended and restated credit facility provided for a revolving credit facility up
to $25,000, with a lester of credit sub-facility of $10,000. The amended and restated
credit facility required a 1% annual commitment fee on the sum of the average daily
unused pordon of the line of credit amount and 1.75% to 2.25%, depending on the
Partnership’s debrt leverage ratio, on any outstanding letters of credit. Borrowings bore
interest at the bank prime rate plus 0.75% to 1.25% or LIBOR plus 1.75% to 2.25%,
depending in each case on the Partnership’s debt leverage ratio.

In connecdon with entering into the amended and restated credit facility, the Pre-
decessor expensed $3,167 of financing costs and capitalized $4,064 of financing costs.
This refinance arrangement resulted in full payment of the $14,175 term loan for the
Predecessor, and the $29,000 term loan due to Hess, as well as amending the line of
credit and the term loan. In addition, a distribution of $15,000 was made to members
of the Predecessor.
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Notes to Consolidated Financial Statements
(Cont.)

make distributions to the Joint Venture’s equity holders, first to the third party equity
investors, until they receive a specified return, then to Product Carriers until it receives
a specified return, and then on a shared basis dependent on the returns generated. The
Partnership anticipates that the $500,000 of financing commirted to the Joint Venture,
together with anticipated proceeds from the sale of tankers by the Joint Venture to the
Partnership or to third partes, will be sufficient to fund the construction of all of the
tankers constructed by the Joint Venture.

Upon formation of the Joint Venture, Product Carriers assigned its rights and obli-
gations with respect to the construction of the first five tankers to the Joint Venture.
The Partnership received an arrangement fee of $4,500 which is reflected in the finan-
cial statements as a reduction of the Parmership’s fees associated with the issuance of
Joint Venture equity. The Joint Venture also has the right to elect to have rights and
obligations under the NASSCO contract to construct up to four additonal tankers
assigned 1o the Joint Venture at specified times. NASSCO released Product Carriers
from any obligation under the construction contract relating to the first five tankers
and will release Product Carriers from any obligation under the construction contract
relating to tankers six through nine to the extent the rights with respect to such tankers
are also assigned to the Joint Venrure, If the Joint Venture elects not to construct the
last four tankers, Product Carriers would be obligated to obtain alternative financing
for their construction or o wansfer the shipyard slots. In such event, it is possible that
Product Carriers will not be able to obtain the necessary financing on acceptable terms
or at all. If Product Carriers is unable to obtain the financing for these four tankers,
itis obligated to reimburse NASSCO for any damages incurred by NASSCO as a result
of these tankers not being constructed, or if they are transferred to a third party ata
loss to NASSCO, up to 2 maximum of $10,000 (plus costs and expenses incurred by
INASSCO) for each such tanker, with such amounts being funded solely out of monics
received by Product Carriers in respect of its equity investment in the first five vessels
constructed by the Joint Venture.

The Parmership, through Product Carriers, owns a 40% equity interest in the Joint
Venture, with the Joint Venture Investors owning in aggregate a 60% equity interest.
The obligations and liabilities of the Joint Venture are intended to be non-recourse to
the Partership, although the Joint Venture’s financial statements are consolidated with
it for financial reporting purposes due to the Partership’s control of the board of direc-

tors of the Joint Venture. The Partnership does not have any further obligation to con-
tribute funds to the Joint Venture, other than its commitment to provide $70,000 of
equity funding, to guaranty USS Product Manager LLC's (“Product Manager”),
the Partnership’s recently formed wholly-owned subsidiary, obligadon under the
management agreement and certain indemnification obligations, The Consolidated
Statements of Operations and Comprehensive Income include the net income (loss)
attributable to the 60% owners of the Joint Venture as “Minority interest in Joint Ven-
ture losses” and the Consolidated Balance Sheets include the equity attributable to the
60% owners of the Joint Venture as “Minority Interest in Joint Venture.”

The Partnership has the right to and has appointed three of the directors to the Joint
Venture, and the other equity holders have the right to and have appointed two direc-
tors, although upon the occurrence of specified events, the Parmership will lose the
right to appoint two of its three directors. There is also an independent direcror, who
can only vote when the board is considering a voluntary bankruptcy of the Joint Ven-
ture. In addition, in all circumstances the taking of certain fundamental actions will
require the consent of a director appointed by the other equity holders. The Joint
Venture agreement prohibits the Partnership from acquiring any vessels engaged in the
coastwise trade built since January 1, 1996 chat are greater than 30,0600 dwt undil all
the vessels being constructed by the Joint Venture have been sold or have entered into
charters meeting specified minimum standards.

Product Manager will manage the construction and operation of the mankers for the Joint
Venuure, for which it will receive the following, subject to cermain specified limitations:

— an oversight fee of $1,000 per tanker, payable ratably over the course of constructon of
such tanker;

— an annual management fee of 51,000 for each completed tanker that is operated by the
Joint Venture;

— adelivery fee of up to $750 per tanker, depending on the delivery date and cost of construction;
and

—— a sale fee of up to $1,500 per tanker upon its sale to the Partnership or a third party, depending
on the price obtained and whether a charter meeting specified terms is in place.
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Notes to Consclidated Financial Statements
(Cont.)

excess amount with Hess, The differences resultng from these rates are calculated on a
monthly basis. The net amounts paid by the Parmership will be considered contingent
purchase price until the end of the Support Agreement term (September 2007), at which
time the net amount paid will be treated as a purchase price adjustment and is expected
to reduce the original cost of the ITBs and the related depreciaton from that date forward.

From September 13, 2002 1o December 31, 2006, the Partnership’s third-party con-
tract rates have been less than the agreed charter rates by a cumulative amount of
$11,866, which has been classified as advances from Hess. For the year ended
December 31, 2006 payments to Hess under the support agreement were $484. For
the years ended December 31, 2005 and 2004 advances from Hess under the support
agreement were $963 and $4,007, respectively.

12. RELATED PARTY TRANSACTIONS

Hess Support

Hess is one of the Partmership's significant customers. Voyage revenues earned from
transactions with Hess (which do not include amounts under the Support Agreement)
for the years ended December 31, 2006, 2005 and 2004 were $11,035, $13,251 and
$14,221, respectively. Accounts receivable due under the Support Agreement were
$115 and $344 at December 31, 2006 and 2005, respectively.

General Partner

General and administrative expenses, including shore side employee expenses, and
wages and benefits for crew members are incurred directly by the Parmership’s general
partner. These amounts are reimbursable by the Partnership pursuant to the partner-
ship agreement. Reimbursable amounts expensed by the Partmership were $46,388 and
$37,737, respecdvely, for the years ended December 31, 2006 and 2005 and $6,717 for
the period November 3, 2004 through December 31, 2004.

On August 7, 2006, in order to maintain its 2% ownership relative to the new equity
unirs issued (Note 8), the general partner was required to make a capital contribution to
the Parmership of approximarely $1,582. To make this contribution, the general parmer
issued the Parmership a promissory note, which was repaid from distributions on the gen-
eral parmer units made on August 135, 2006.

New York Office

On September 23, 2005, the Partnership entered into a ten-year lease for office
space for its New York City office. The Parmership subleases 75% of the leased space
to certain companies affiliated with the Chairman and Chief Executive Officer of the
Partnership. The affiliated companies will pay their portion of the rent in advance of
the Partnership making the rental payment. The Parmership has provided a letter of
credit totaling 5214 to secure final payments of the lease commitment. The Partnership
has been reimbursed 75% of the cost of providing the letter of credit and has received
a guaranty from its Chairman in the event of any default of the lease, including that
which would require drawdown of the letter of credit. For the year ended December 31,
2006 the Partnership paid $231 in connection with the lease and received $174 from
its related parties. Terms of the lease are further discussed in Note 13.

The Blackstone Group and Affiliates

As a result of the formation the Joint Venture, the Parmership considers the Joint
Venture Investors to be related parties. In connection with the formation of the Joint
Venture, the Joint Venture paid fees of $10,788 to the Joint Venture Investors. Since
August 7, 2006, the Joint Venture has paid interest on the Revolver totaling $1,680 to
the Joint Venture Investors.



‘s[eauas wnwium 3y Jo wed se ssuswded ssuadxa
[euonIppE yons sepnppxa ssuadxa [rauss [eag] sasuadxa assyd Jo 9 ¢/ Aed 01 saruedwos
paietjye aup 403 sapraosd aseajqus s pue Auadord ayy o1 spqeandde sasuadxa June
-1ado 1oy pue ssueInsul ‘soxel 211153 [eal Jo suswded [euonippe 10j saptaoid asea)
ay [ 01 st digsiomied 541 01 ‘[ ] £§ JO 2WOOUT ISEI[QNS Jo 10U ‘asuadxs [pIusl [enuue
afes3ay -sarueduIod paIElIye Sy Wog 7[['¢§ JO S0 3582[qNs 01 papnu st digsisu
-LIEJ 912 J249m0Y ‘BODE[EIS? [enuue Surpnpaul ‘(¢ | *p§ st pouad 1ea4-ua3 31 1940 I5EI|
212 Jo uonedijqo [e301 3 |, "diysiounre] 51 JO 1201 () 2A0NISXH JAIYD) PUE UEULITEYD)
a3 Y pajerjyge satuedwod uielred 01 oeds Pasea] Ayl JO 945/ SISEI[QNS ‘93SSI[ YD
se ‘diysaownte sy, '9007 ‘I Asenue[ uo Supipwuiod '201Jo NI0) MmN s11 1o deds
eajo 1oy 9sed] Jead-ua e oy pasaus diysisunied ay ‘507 ‘(7 Jequadag uQ
‘digsismreg a1p Aq a[qessnquuas Apinua are Arerpisqns
siy3 Aq digsssunied a1 Jo Jeysq uo paismow sssusdxs sanensiunupe pue [LaUdc)
sauswsFuease ssea) Sunessdo sapunuswidinbs sayjo sasea ospe Aeipisqus sy | H00?
Aepy w uopssassod Joo1 pue uoleso] wes 343 1e saeds a3yjo [euoppe 10} asea] June
-19do sead-aay e o pataus A1erpisqns s ‘o7 ‘g1 19qUIDAON] U() “AdsIa[ mapN] Ul
aseds asygo oy qusumaide ases| Funerado Iesk-xis € 01Ul paroiud ‘diysiouried sy o3
PINGIOUOD 10U SEa YOIYM “1085303pald Y3 Jo AIRIPISqDNS € ‘7007 ‘L1 120130 UQ

505891

SHIONHONILNOD ANV SINIWLIWWOD “£]

‘A[pandadsal ‘suun ¢ SsE ggg's PUE SITUN ¢ SSE[D QEY'e ‘SIUn { ssep S{g'|
‘SIun g SSE[2 (78" SIUR  SSEP (78°p PUt Apandadsal ‘sium uounwod gz¢*| pue siun
UOWIWIOD (37§° ‘SIUN UOUIIIOD ()9/ ‘91N UOURLOD (7()'7 “SHUN UOWIoD (707 paseyo
-md ‘Suuanegs>—iusprsaid so1 sdnysiawnred sy SB[y I pue ‘suonezsdo—iuapisoad
oot sdnysiaunied otp ‘mISl0]) I 193GJo [erueuy Jags—uapisaad 301 sdiysiaurey
s ‘uorafiag Ipy 120yjo Sunerado jaryo pue wapisaad sdigsiawnreg sy ‘uedayany apy
‘120130 IANNISXY JOTYd pue weulneyd sdiysismred ays “Lo[puny Ipy ‘uonippe ug ‘saun
g SSe[0 6591 PUE sIUN UowIuod 9gg paseysand g siouaed Burddyg gy Aurimg jo
SIENYJE UE PUE 'SI1UM ¢ SSE[ | £ §'64 PUE SIUN UOWIWOD 4/ [ [ paseyaund ‘aisepy Surddiyg
sjonuod Yags g saonded Surddiyg gn/Surpsag speasord ssoxd Jo gos's g Ajew
-rxoadde Joj ‘Apandadsar 7y 1§ pue pi°g 1§ Jo sond e ye ssum g ssepx §z'¢ 71 pue Stun
uowmod ¢/ ¢°01¢ [ £ £61J0I0Y SINLNDIS 3 Jo (] uonenday pue (7} LoNISS IPUN 530
-$3AU1 padipaLodt 0) Juswase(d meaud e ur pansst diysisunie g 2 ‘9g(7 ‘2 1sndny v

Bupueui4 Aunb3 gpogz 1snBny

(9 210p]) $1503 SudUEUY PaLIdIAP SE PIPIOIDI SBM WGIP JO FIUENSST IYI 03 PHE[RI
uonied >y pue pasrel L1mbs o o1 af1eya & se papiodas sem Limba asmusp utof 3 jo
3ouensst 33 01 PAIeaL 00§ Y Jo vontod sy 1 Surjiaig 01 gs [ § Jo 23y € pred aIniusy
uof 3 ‘2unNIusA IUTOf Y1 JO DONELLIG 313 LM UonIsuuod ul ‘A[jeuonippy Joued [ess
-uad sdryssomre a3 sponued Apaoip zewn 40U 217 Jo nerjyje ue | Suaag, ) ) sos
APy siaunle] Juaunsaau] uriaig 4q papranid saotasas Alostape 61 Sunepar gs7gjo 29y €
pasuadxa dnysiauure g aya (g s10p) sdunueuy Aimba pue 1gap a1 (aw vonssuuoa Uy

SISULE JUSUNSAAL| Bulualg

{"luoy)
SIUBWIBIEIS (BIDURUI P3JEPIOSUDY 0] S2JON




Notes to Consolidated Financial Statements
{Cont.)

At December 3 1, 2006, future rental commitments under these noncancelable leases
are as follows:

Operating Net
Year ended December 31, Leases Subleases Leases
2007 $1,284 $ (302) $ 982
2008 807 (307} 500
2009 584 (312) 272
2010 424 {318} 106
2011 432 {324) 108
Thereafter 1,803 {1,351) 452

$5.334 $(2914) $2,420

Rent expense for the years ended December 31, 2006, 2005 and 2004 was approxi-
mately $470, $473 and $411, respectively. In addition to minimum rental payments
above, rent expense includes reimmbursements for real estate taxes and rental of a ware-
house under a cancelable lease.

Employment Agreements

The general parmer of the Parmership has entered into employment agreements,
expiring in October 2007, with its five executive officers. The employment agreements
have an initial term of three years that are automatically extended for successive one-
year terms unless etther party gives 60-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 $1,619. In addition,
each employee is eligible to receive an annual bonus award as determined by the Board
of Directors of the general partner at its sole discretion. If the employee’s employment
is terminated without cause or if the employee resigns for a good reason, the employee
will be paid, for a period equal to the longer of (a) the remaining term of the employee’s
agreement or (b) one year, a monthly payment equal 1o one-twelfth of the employee’s
then annual salary.

Union Agreements

All unlicensed marine personnel are employed under a collective bargaining
agreement with the Seafarers’ International Union. Licensed officers, including the
Partnership’s Captains, are employed under a collective bargaining agreement with the
American Maritime Officers union. Both union agreements expire in the second quar-
ter of 2007, at which time the Partnership expects to execute new agreements.

Claims and Litigation

At December 31, 2006 and 2005, the Partnership recorded a liability for toral claims
exposure, hoth insured and uninsured, of $1,570 and $1,469, respectively, and a cor-
respanding receivable from the insurance carrier of $651 and $1,414, respectively.

The Partnership is the subject of various claims and lawsuits in the ordinary course
of business arising principally from personal injuries, collisions, and other casualties.
Although the cutcome of any individual claim or action cannot be predicted with
cernainty, the Parmership believes that any adverse outcome, individually or in the
aggregate, would be substantially mitigated by applicable insurance and would not have
a material adverse effect on the general partner’s financial posidon, results of operations
or cash flows. The Partnership is subject to deductibles with respect o its insurance
coverage up to $150 per incident and provides on a current basis for estimated payments
thereunder. Legal costs associated with such claims are expensed as incurred.
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Notes to Consolidated Financial Statements
(Cont.})

the Partnership cancelled its agreement with SENESCO to construct the ATB and took
possession of the tug and barge under construction. SENESCO paid the Partnership
$21,000 to cover a portion of the cost overruns. The Partnership has hired a naval archi-
tecture and marine engineering firm to manage and supervise the completion of the
ATB. Although the Partnership is still targeting this ATB to be completed by April 30,
2007, and have offered delivery bonuses if that date, or an earlier date, is met, weather-
related delays in February and labor shortages in 2007 have made it more likely that
the ATB will be delivered to the Partnership in May 2007. Upon the completion of
construction activities, the Partnership must conduct commissioning, sea trials and
other tests prior to delivery and the vessel entering commercial service. As a result, the
Partnership expects this ATB to enter the chemical trade and begin earning revenue
during the last half of the second quarter given the current state of completion and pace
of constructdon. The Parmership currently estimates the cost of the ATB unit, includ-
ing owner furnished equipment, after giving effect to the payment of $21,000 by
SENESCO, bur excluding capitalized interest (which aggregared $4,108 at
December 31, 2006) and credits and other lega) claims that the Partership believes
it can recover, will be approximately $80,000. This ATB unic is already under contracts
of affreightment to transport commodity chemical products with specified minimum
volumes that, together with a requirement that the customer ship any excess volume
of the products covered by the contrace on the ATB unit, are expected to utilize sub-
stantially all of such ATB unit’s anticipated capacity through June 2010. These contracts
of affreighunent, which commenced in June 2006, are currently being covered by the
Sea Ventrure, one of the Partnership’s chemical parcel tankers, until the ATB unit is com-
pleted. The ability to complete this ATB on a timely basis at the above cost estimate
is dependent on a number of factors, some of which are beyond the Partership’s con-
trol, including the availability and cost of needed equipment and labor as well as weather
conditions. Any delay in delivery of the ATB and/or increase in the cost of completon
could adversely affect the Partership’s business, results of operations and ability to pay
distributions and to pay interest on, and principal of, debr.

In 2006, the Partnership entered into a contract with MMG for the construction
of four barges, each of which is specified to have a carrying capacity of approximately
156,000 barrels at 98% of capacity. However, the Partnership has paid $500 for the
option to cancel one barge prior 1o June 18, 2007. If the cancellaton option is exercised,

the Parmership will forfeit all amounts previously paid for this barge (which wil! aggre-
gate $3,832). The Partnership has also paid $763 of deposits for owner-furnished equip-
ment for the fourth of these ATB units that may not be recoverable if the Parmership
decides not to proceed with that vessel. In 2006, the Partnership also entered into a
contract for the construction of three mgs with Eastern, which will be joined with the
barges to complete three new ATB units. The contract with Eastern also includes an
option to construct and deliver an additonal tug, which must be exercised by May 1,
2007. The rotal construction cost anticipated for these new ATB units is approximately
$65,000 to $66,000 per unit (subject to change orders and modifications), in each case
inclusive of owner furnished equipment, but exclusive of capitalized interest. The capi-
talized interest as of December 31, 2006 relating to this series of ATBs is $1,714. The
Partnership expects that the first two of these AT'B vnits will be completed in August
2008 and November 2008, respectively, and the second two of these ATB units to be
completed in August 2009 and, if not cancelled, November 2009. As of December 31,
2006, the Parership has made payments totaling approximately $38,133 related ro
these new builds. As of December 31, 2006, the Parmership had in escrow approxi-
mately $160,379, which is the amount the Partnership estimates it will cost to complete
construction of the first three of these ATBs.

Joint Venture Commitments

On August 7, 2006 the Parmership entered into the Joint Venture, to finance the con-
struction of the first five petroleurn tankers. The Joint Venture Investors have committed
to provide an aggregate of $105,000 of equity financing and the Partnership has commit-
ted to provide $70,000 of equity financing to the Joint Venture, of which approximarely
$19,432 was paid through December 31, 2006. The Partnership’s remaining commitment
of approximately $50,568 is secured by a letter of credit for the benefit of the Joint Venwure
and the Parmership has segregated an equivalent amount of cash into an escrow account
to meet such obligations. In additon, the Joint Venture entered into a revolving notes
facility agreement pursuant to which the Joint Venture Investors have made available
$325,000 of revolving credit loans to finance construction of the tankers.
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Notes to Consolidated Financial Statements
{Cont.)

16. SUPPLEMENTAL GUARANTOR INFORMATION

Set forth below is additional information regarding the financial position, results of
operations and cash flows of U.S. Shipping Partners L.P. and U.S. Shipping Finance
Corp. (together, the “Issuers” of the Partnership’s $100,000 13% Senior Secured Notes
due 2014 (the “Notes™), the Partnership’ subsidiary guarantors of such Notes and the
Parmership’s subsidiary non-guarantors of such Notes.

For periods prior to the year ended December 31, 2006, the parent entity (U.S.
Shipping Partners L.P)) had no independent assets or operations, the subsidiary
co-issuer entity (U.S. Shipping Finance Corp.), which is a 100% owned finance sub-
sidiary of U.S. Shipping Partners L.P., commenced operations on August 7, 2006, and

the only non-guarantor subsidiaries (USS Products Investor LLC and USS Product
Carriers LLC) both commenced operations on August 7, 2006. In addition, all of the
Partnership’s wholly-owned subsidiaries other than the non-guarantor subsidiaries
identified above guarantee the $100,000 13% Senior Secured Notes due 2014 on a full
and unconditional, joint and several basis. Accordingly, the consolidated financial state-
ments as of December 31, 2005 and for the years ended December 31, 2005 and 2004
present the combined financial position, results of operations and cash flows of the sub-
sidiary guarantors. There are no restrictions on the ability of U.S. Shipping Parters
L.P. to obtain funds from its wholly owned subsidiaries.
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U.S, Shipping Partners L.P.
Consolidating Statement of Operations
Year Ended December 31, 2006

(in thousands)

Subsidiary Gusrantor Non-Grarantor
Parent * Irseeer * Subsidiaries Subsidiaries Ad ¥ Total
REVENUES $ — $ — $150,133 $ — $ —_ $150,133
OPERATING EXPENSES
Vessel operating expenses — — 59,493 — — 59,493
Voyage expenses —_ — 27,506 — — 27,506
General and administrative expenses 250 — 12,524 765 -— 13,539
Depreciation and amortization — — 31,305 — — 31,305
Tolal operating expenses 250 — 130,828 765 — 131,843
Operating income {loss) {250) — 19,305 (765) — 18,290
Interest expense 16,634 5,541 — — (5,541) 16,634
Interest income — — (3,413) — — (5,413)
_ Loss on debt extinguishment 2,451 — — — — 2,451
Gain on termination of hedge (1,913} — — — —_ {1,913)
Income (loss) before income taxes and minority interest {17,422) (5,541), 24,718 (765) 5,541 6,531
Provision for income taxes — — 1,077 — ' — 1,077
" Income {loss) before minority interest (17,422) (5,541) 23,641 (765} 5,541 5,454
Equity in earnings of unconsolidated afftliates 23,297 —_ — — (23,297} —
Minority interest in Joint Venture losses — — — 421 — 421
Net income (loss} $ 5875 $(5,541) $ 23.641 $(344) $(17,756} $ 5875

* Both the Parent and the Subsidiary Issuer are co-issuers of $100,000 in Notes. Accordingly, the interest expense has been presented as an expense of both entities in the above consolidating statement
of operations.
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Consoclidating Statement of Cash Flows
{Cant.)

Subsidiary Guarantor Non-Guarantor

Parems * Isruer * Subsidiaries Subsidigries Adpustmenty Total

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of debt $ 356,000 $100,000 % — % — $(100,000} $ 356,000
Gross proceeds from equity issuance 79,084 — — — — 79.084
Proceeds from revolver borrowings 25,000 — — — — 25,000
Contribution by majority interest equity investors in Joint Venture — — - 48,581 (19,433) 29,148
Proceeds from Joint Venture revolver borrowings — — — 16,307 — 16,307
Repayment of debt (129,302) —_ — — _— {129,302}
Repayment of revolver borrowings (25,000) — — — — {25,000)
Deferred financing costs (11,586) {5,013) — (12,960} 5,013 {24,546)
Partnership equity offering costs (2,785) — — —_ - (2,785)
Joint Venture equity offering costs, net (2,931 —_ — {18,577} 7431 (14,077)
Intercompany receivable/payable (245,260) {89,715) 233,258 —_ 101,717 -—
Proceeds from hedge termination 1913 - — — — 1,913
Distributions to partners (29,419) — — — — {29,419)
Net cash provided by financing activities 15,714 5,272 233,258 33,351 (5,272) 282,323
Net decrease in cash and cash equivalents — — {7.314) — — {7.314)
Cash and cash equivalents at beginning of year — — 10,000 — — 10,000
Cash and cash equivalents at end of year $ —_ $ —_ $ 2,686 $ - $ —_ $ 2,686

-

Both the Parent and the Subsidiary Issuer are co-issuers of $100,000 in Notes, Accordingly, the cash flows related to the Notes have been presented as cash flows of both entities in the above consolidating
staternent of cash flows.
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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 under-
signed, thereunto duly authorized.

Date: March 16, 2007 U.S. SHIPPING PARTNERS L.P.
By: US Shipping General Parmer LLC,
its general partner

By: /s/ Paul B. Gridley
Paul B. Gridley
Chairman, Chief Executive Officer

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

Sigruture Title Dute

/s/ Paut B. Gridley Chairman, Chief Executive Officer March 16, 2007
Paul B. Gridley {principal executive officer)

fs/ Albert E. Bergeron Vice Presideni—Chief Financial Officer March 16, 2007
Albert E. Bergeron {principal financial and accounting officer)

fs/ Bryan Ganz Director March 16, 2007
Bryan Ganz

/s/ Joseph P. Gehegan Director March 186, 2007
Joseph P. Gehegan

fs/ William M. Kearns, Jr. Director March 16, 2007
William M. Kearns, Jr,

/s/ Gerald Luterman Director March 16 2007
Gerald Luterman

/sl M. William Macey, Jr. Director March 16, 2007
M. William Macey, Jr.

/s/ Douglas L. Newhouse Director March 16, 2007
Douglas L. Newhouse

/s/ Ronald L. O'Kelley Director March 16, 2007

Ronaid L. O'Kelley
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