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PART I—FINANCIAL INFORMATION
 Item 1—Financial Statements
 

HORNBECK OFFSHORE SERVICES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(DOLLARS AND SHARES IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)
 

   

March 31,
2005

  

December 31,
2004

   (Unaudited)
ASSETS         

Current assets:         
Cash and cash equivalents   $ 18,082  $ 54,301
Accounts receivable, net of allowance for doubtful accounts of $380 and $407, respectively    22,522   22,028
Prepaid insurance    5,600   530
Property taxes receivable    2,936   2,936
Other current assets    2,131   1,934

     
Total current assets    51,271   81,729

Property, plant and equipment, net    403,058   361,219
Goodwill, net    2,628   2,628
Deferred charges, net    15,365   14,863
Other assets    198   132
     

Total assets   $472,520  $ 460,571

     
LIABILITIES AND STOCKHOLDERS’ EQUITY         

Current liabilities:         
Accounts payable   $ 8,217  $ 4,845
Accrued interest    4,989   2,391
Accrued payroll, insurance and benefits    6,537   3,991
Deferred revenue    1,646   1,723
Current portion of long-term debt, net of original issue discount of $97    —     15,449
Other accrued liabilities    465   774

     
Total current liabilities    21,854   29,173

Revolving credit facility    10,980   –
Long-term debt    225,000   225,000
Deferred tax liabilities, net    25,378   22,247
Other liabilities    1,002   1,247
     

Total liabilities    284,214   277,667
Stockholders’ equity:         

Preferred stock: $0.01 par value; 5,000 shares authorized, no shares issued and outstanding    —     —  
Common stock: $0.01 par value; 100,000 shares authorized, 20,841 and 20,822 shares issued and

outstanding, respectively    208   208
Additional paid-in capital    163,426   163,264
Retained earnings    24,638   19,400
Accumulated other comprehensive income    34   32

     
Total stockholders’ equity    188,306   182,904

     
Total liabilities and stockholders’ equity   $472,520  $ 460,571

     
 

The accompanying notes are an integral part of these consolidated financial statements.
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HORNBECK OFFSHORE SERVICES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

(DOLLARS AND SHARES IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)
 

   

Three Months Ended
March 31,

 

   

2005

  

2004

 
   (Unaudited)  
Revenues   $37,904  $31,347 
Costs and expenses:          

Operating expenses    15,588   14,351 
Depreciation and amortization    5,999   5,207 
General and administrative expenses    3,820   2,960 

    
    25,407   22,518 
    
Operating income    12,497   8,829 
Other income (expense):          
Loss on early extinguishment of debt    (1,698)  —   
Interest income    124   38 
Interest expense    (2,585)  (5,145)
Other income, net    31   (10)
    
Income before income taxes    8,369   3,712 
Income tax expense    (3,131)  (1,374)
    
Net income   $ 5,238  $ 2,338 

    
Basic earnings per common share   $ 0.25  $ 0.16 

    
Diluted earnings per common share   $ 0.25  $ 0.15 

    
Weighted average basic shares outstanding    20,827   14,925 

    
Weighted average diluted shares outstanding    21,251   15,306 

    
 

The accompanying notes are an integral part of these consolidated financial statements.
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HORNBECK OFFSHORE SERVICES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(DOLLARS IN THOUSANDS)
 

   

Three Months Ended
March 31,

 

   

2005

  

2004

 
   (Unaudited)  
CASH FLOWS FROM OPERATING ACTIVITIES:          

Net income   $ 5,238  $ 2,338 
Adjustments to reconcile net income to net cash provided by operating activities:          

Depreciation    4,413   4,157 
Amortization    1,586   1,050 
Provision for bad debts    (27)  (160)
Deferred tax expense    3,131   1,374 
Loss on sale of assets    11   —   
Equity income from investment    (45)  —   
Loss on early extinguishment of debt    1,698   —   
Amortization of financing costs    166   393 

Changes in operating assets and liabilities:          
Accounts receivable    (467)  3,071 
Prepaid insurance and other current assets    (5,269)  (407)
Deferred drydocking charges    (1,984)  (1,728)
Accounts payable    3,372   2,716 
Accrued liabilities and other liabilities    1,920   (1,900)
Accrued interest    2,598   (4,703)

    
Net cash provided by operating activities    16,341   6,201 

    

CASH FLOWS FROM INVESTING ACTIVITIES:          
Construction of new vessels    (16,593)  (6,239)
Acquisitions of vessels    (25,051)  —   
Retrofit of vessels    (2,955)  —   
Proceeds from the sale of assets    16   —   
Capital expenditures    (1,847)  (2,793)

    
Net cash used in investing activities    (46,430)  (9,032)

    

CASH FLOWS FROM FINANCING ACTIVITIES:          
Repayment of senior notes    (15,546)  —   
Payments for bond refinancing costs    (1,436)  —   
Net proceeds from (payments on) borrowings under revolving credit facility    10,980   (40,000)
Deferred financing costs    (286)  (65)
Gross proceeds from initial public offering    —     78,000 
Payments for initial public offering costs    —     (6,111)
Net cash proceeds from other shares issued    162   795 

    
Net cash provided by (used in) financing activities    (6,126)  32,619 

    
Effects of exchange rate changes on cash    (3)  (10)

    
Net increase (decrease) in cash and cash equivalents    (36,218)  29,778 
Cash and cash equivalents at beginning of period    54,300   12,899 

    
Cash and cash equivalents at end of period   $ 18,082  $ 42,677 

    

SUPPLEMENTAL DISCLOSURES OF CASH FLOW ACTIVITIES:          
Interest paid   $ 776  $ 10,258 

    
 

The accompanying notes are an integral part of these consolidated financial statements.
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HORNBECK OFFSHORE SERVICES, INC. AND SUBSIDIARIES
 NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
1. Basis of Presentation
 

The accompanying unaudited consolidated financial statements do not include certain information and footnote disclosures required by
accounting principles generally accepted in the United States. The interim financial statements and notes are presented as permitted by
instructions to the Quarterly Report on Form 10-Q and Article 10 of Regulation S-X. In the opinion of management, all adjustments necessary for a
fair presentation of the interim financial statements have been included and consist only of normal recurring items. The financial statements should
be read in conjunction with the financial statements and notes thereto included in the Annual Report on Form 10-K of Hornbeck Offshore Services,
Inc. (together with its subsidiaries, the “Company”) for the year ended December 31, 2004. The results of operations for the three-month period
ended March 31, 2005 are not necessarily indicative of the results that may be expected for the year ended December 31, 2005. Certain amounts
reported in prior periods have been reclassified to conform to the 2005 presentation.
 

The consolidated balance sheet at December 31, 2004 has been derived from the audited consolidated financial statements at that date but
does not include all of the information and footnotes required by generally accepted accounting principles for complete financial statements.
 
2. Earnings Per Share
 

Basic earnings per share of common stock was calculated by dividing net income applicable to common stock by the weighted average
number of common shares outstanding during the period. Diluted earnings per share of common stock was calculated by dividing net income by
the weighted average number of common shares outstanding during the period plus the effect of dilutive stock options. Weighted average number
of common shares outstanding was calculated by using the sum of the shares determined on a daily basis divided by the number of days in the
period. The table below provides details regarding the Company’s earnings per share (in thousands, except for per share data):
 

   

Three Months Ended
March 31,

   

2005

  

2004

Net income   $ 5,238  $ 2,338

     
Weighted average number of shares of common stock outstanding    20,827   14,925
Add: Net effect of dilutive stock options (1)    424   381
     
Adjusted weighted average number of shares of common stock outstanding    21,251   15,306

     
Earnings per common share:         

Basic   $ 0.25  $ 0.16

     
Diluted   $ 0.25  $ 0.15

     

(1) Stock options representing rights to acquire 0.3 million and 0.4 million shares of common stock were excluded from the calculation of diluted earnings per share at March 31, 2005 and
March 31, 2004, respectively, because the effect was antidilutive. Stock options are antidilutive when the exercise price of the options is greater than the average market price of the
common stock for the period.
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HORNBECK OFFSHORE SERVICES, INC. AND SUBSIDIARIES
 NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 
3. Initial Public Offering
 

On March 31, 2004, the Company completed an initial public offering of 6.0 million shares of its common stock at $13.00 per share, for total
gross proceeds of approximately $78 million. On April 28, 2004, the Company issued an additional 0.1 million shares of its common stock pursuant
to the exercise by the underwriters of the initial public offering of an option to purchase additional shares, which resulted in incremental gross
proceeds to the Company of approximately $1.6 million. The Company used the net proceeds of the aggregate offering of approximately $73
million to repay the $40 million balance then-outstanding under its revolving credit facility on March 31, 2004 and, from March 31, 2004 to
December 31, 2004, used approximately $33 million of the net proceeds to fund expenditures related to its tank barge newbuild program, the
acquisition and retrofit of two ocean-going tugs, the acquisition of one fast supply vessel, and for general corporate purposes. The Company’s
shares of common stock trade on the New York Stock Exchange under the symbol “HOS.”
 
4. Recent Accounting Pronouncements
 

On December 16, 2004, the Financial Accounting Standards Board (FASB) issued FASB Statement No. 123 (revised 2004), “Share-Based
Payment” (SFAS 123R), which is a revision of FASB Statement No. 123, “Accounting for Stock-Based Compensation” (SFAS 123). SFAS 123R
supersedes Accounting Principles Board Opinion No. 25 (APB 25), “Accounting for Stock Issued to Employees,” and amends FASB Statement No.
95, “Statement of Cash Flows.” Generally, the approach in SFAS 123R is similar to the approach described in SFAS 123. However, SFAS 123R
requires all share-based payments to employees, including grants of employee stock options, to be recognized in the income statement based on
their fair values. Accordingly, the adoption of SFAS 123R’s fair value method will have a significant impact on our results of operations, although it
will have no impact on our overall financial position. The impact of adoption of SFAS 123R cannot be predicted at this time because it will depend
on levels of share-based payments granted in the future. However, had we adopted SFAS 123R in prior periods, the impact of that standard would
have approximated the impact of SFAS 123 as described in the disclosure of pro forma net income and earnings per share in Note 6 to the
Company’s unaudited consolidated financial statements. SFAS 123R also requires the benefits of tax deductions in excess of recognized
compensation cost to be reported as a financing cash flow, rather than as an operating cash flow as required under current literature. This
requirement will reduce net operating cash flows and increase net financing cash flows in periods after adoption. While we cannot estimate what
those amounts will be in the future because they depend on, among other things, when employees exercise stock options, the amount of operating
cash flows recognized for such excess tax deductions was $0.1 million in the first quarter 2005. On April 14, 2005, the Securities and Exchange
Commission (SEC) announced amended compliance dates for SFAS 123R. The SEC previously required companies to adopt this standard no
later than July 1, 2005, but the new rule allows companies to implement SFAS 123R at the beginning of their next fiscal year, that begins after June
15, 2005. We will not be required to comply with SFAS 123R until the quarter ended March 31, 2006 and we do not currently intend to adopt this
standard prior to
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HORNBECK OFFSHORE SERVICES, INC. AND SUBSIDIARIES
 NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 
such time. See Note 6 of these unaudited consolidated financial statements for further discussion of the Company’s incentive compensation plan.
 
5. Long-Term Debt
 Senior Notes
 

On July 24, 2001, the Company issued $175 million in aggregate principal amount of 10.625% senior notes, or old senior notes. The
Company realized net proceeds of approximately $165 million, a substantial portion of which was used to repay and fully extinguish all of the
Company’s then-existing credit facilities. The old senior notes were due to mature on August 1, 2008 and required semi-annual interest payments
at an annual rate of 10.625% on February 1 and August 1 of each year until maturity. The effective interest rate on the old senior notes was
11.18%. No principal payments were due until maturity. On November 3, 2004, the Company commenced a cash tender offer for all of the old
senior notes. Old senior notes totaling approximately $159.5 million, or 91% of the notes outstanding, were validly tendered during the designated
tender period and repurchased during 2004. The remaining $15.5 million of old senior notes were redeemed on January 14, 2005. A loss on early
extinguishment of debt for the old senior notes of approximately $22.4 million and $1.7 million was recorded during the fourth quarter 2004 and the
first quarter 2005, respectively. These losses include the tender offer costs, the write-off of unamortized financing costs and original issue discount,
and a bond redemption premium.
 

On November 23, 2004, the Company issued $225 million in aggregate principal amount of 6.125% senior notes, or new senior notes. The
net proceeds to the Company from the offering were approximately $219 million, net of transaction costs. The Company used $198 million of the
proceeds to repurchase or redeem all of the old senior notes. The $198 million comprised the total consideration paid for the old senior notes,
including related tender offer costs, consent fees, and bond redemption premium required to be paid to holders of the old senior notes. The
residual proceeds were used for the acquisition, construction and retrofit of vessels. The new senior notes mature on December 1, 2014 and
require semi-annual interest payments at an annual rate of 6.125% on June 1 and December 1 of each year until maturity. The effective interest
rate on the new senior notes is 6.38%. No principal payments are due until maturity. The new senior notes are unsecured senior obligations and
rank equally in right of payment with other existing and future senior indebtedness and senior in right of payment to any subordinated indebtedness
that may be incurred by the Company in the future. The new senior notes are guaranteed by certain of the Company’s subsidiaries. The
guarantees are full and unconditional, joint and several, and all of the Company’s non-guarantor subsidiaries are minor as defined in the Securities
and Exchange Commission regulations. Hornbeck Offshore Services, Inc., as the parent company issuer of the new senior notes, has no
independent assets or operations. There are no significant restrictions on the Company’s ability or the ability of any guarantor to obtain funds from
its subsidiaries by such means as a dividend or loan, except for certain restrictions contained in the Company’s revolving credit facility restricting
the payment of dividends by the Company’s two principal subsidiaries. The Company may, at its option, redeem all or part of the new senior notes
from time to time at
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HORNBECK OFFSHORE SERVICES, INC. AND SUBSIDIARIES
 NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 
specified redemption prices and subject to certain conditions required by the indenture. The Company is permitted under the terms of the indenture
to incur additional indebtedness in the future, provided that certain financial conditions set forth in the indenture are satisfied by the Company.
 

In February 2005, the Company commenced a registered exchange offer to exchange its 6.125% senior notes due December 1, 2014, which
were initially sold pursuant to exemptions under the Securities Act of 1933, or Securities Act, for 6.125% senior notes with substantially the same
terms, except that the issuance of the senior notes issued in the exchange offer were registered under the Securities Act. Both series of senior
notes were issued under and entitled to the benefits of the same indenture. The exchange offer was completed on March 7, 2005.
 

Revolving Credit Facility
 

Effective February 13, 2004, the Company amended and restated its senior secured revolving credit facility to increase its size to $100
million and extend its maturity. The borrowing base is $60 million. The revolving credit facility now matures on February 13, 2009. Pursuant to the
indenture governing the 6.125% senior notes, unless the Company meets a specified consolidated interest coverage ratio test, the level of
permitted borrowings under this facility is limited to the greater of $75 million or 20% of the Company’s consolidated net tangible assets determined
as of the end of the Company’s most recently completed fiscal quarter for which internal financial statements are available. Borrowings under the
revolving credit facility accrue interest, at the Company’s option, at either (1) the prime rate announced by Citibank, N.A. in New York, plus a
margin of up to 1.0%, or (2) the London Interbank Offered Rate, plus a margin of 1.5% to 3.5%. Unused commitment fees are payable quarterly at
the annual rate of one-quarter to one-half of one percent on the revolving credit facility, based on the leverage ratio defined by the agreement. As
of March 31, 2005, the Company had a balance outstanding of approximately $11.0 million under the revolving credit facility and had $49.0 million
of additional credit immediately available under such facility. Interest expense excludes capitalized interest related to new vessel construction of
$1.0 million for the first quarter 2005 and $0.4 million for the first quarter of 2004.
 

The revolving credit facility and indenture impose certain operating and financial restrictions on the Company. Such restrictions affect, and in
many cases limit or prohibit, among other things, the Company’s ability to incur additional indebtedness, make capital expenditures, redeem equity,
create liens, sell assets and make dividend or other restricted payments.
 
6. Incentive Compensation Plan
 

The Company has an incentive compensation plan that provides the Company with the ability to grant options for a maximum of 3.5 million
shares of common stock. The purchase price of the stock subject to each option is determined by the Board of Directors of the Company and
cannot be less than the fair market value of the stock at the date of grant. On
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HORNBECK OFFSHORE SERVICES, INC. AND SUBSIDIARIES
 NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 
September 16, 2004, the Company filed a Registration Statement on Form S-8 to register the shares of common stock issuable under the incentive
compensation plan.
 

In December 2002, SFAS No. 148, “Accounting for Stock-Based Compensation—Transition and Disclosure—An Amendment of FASB
Statement No. 123”, was issued by the FASB and amends SFAS 123, “Accounting for Stock-Based Compensation.” This Statement provides
alternative methods of transition for an entity that voluntarily changes to the fair-value-based method of accounting for stock-based employee
compensation and amends the disclosure provisions of SFAS 123 to require prominent disclosure about the effects on reported net income of an
entity’s accounting policy decisions with respect to stock-based employee compensation. Additionally, SFAS 148 amends APB No. 28, “Interim
Financial Reporting,” to require disclosure about those effects in interim financial information.
 

SFAS 123 also allows an entity to continue to measure stock-based compensation cost using the intrinsic value method of Accounting
Principles Board Opinion, APB, No. 25, “Accounting for Stock Issued to Employees.” Entities electing to retain the accounting prescribed in APB 25
must make pro forma disclosures of net income assuming dilution as if the fair-value-based method of accounting defined in SFAS 123 had been
applied. The Company retained the provisions of APB 25 for expense recognition purposes. Under APB 25, where the exercise price of the
Company’s stock options equals the market price of the underlying stock on the date of grant, no compensation expense is recognized.
 

If compensation cost for the Company’s stock options had been determined based on the fair value at the grant date consistent with the
method under SFAS 123, the Company’s income available to common stockholders for the three months ended March 31, 2005 and 2004 would
have been as indicated below (in thousands, except per share data):
 

   

Three Months
Ended March 31,

 

   

2005

  

2004

 
Net income:          

As reported   $5,238  $2,338 
Deduct: stock-based employee compensation expense determined under fair value based method for all awards,

net of related tax effect    (210)  (292)
    

Pro forma   $5,028  $2,046 

    
Basic earnings per common share:          

As reported   $ 0.25  $ 0.16 
Deduct: stock-based employee compensation expense determined under fair value based method for all awards,

net of related tax effect    (0.01)  (0.02)
    

Pro forma   $ 0.24  $ 0.14 

    
Diluted earnings per common share:          

As reported   $ 0.25  $ 0.15 
Deduct: stock-based employee compensation expense determined under fair value based method for all awards,

net of related tax effect    (0.01)  (0.02)
    

Pro forma   $ 0.24  $ 0.13 
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HORNBECK OFFSHORE SERVICES, INC. AND SUBSIDIARIES
 NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 

The fair value of the options granted under the Company’s incentive compensation plan during each of the three months ended March 31,
2005 and 2004 was estimated using the Black-Scholes pricing model using the minimum value method. Volatility was not considered in estimating
the fair value of options granted prior to March 26, 2004, as the Company’s stock was not publicly traded until that date. For stock options granted
during 2005, the Company’s actual stock volatility was used to calculate the fair value of options. The other assumptions used were: a ten-year risk
free interest rate of 4.29% and 4.05% for the three months ended March 31, 2005 and 2004, respectively, and an expected life of seven to ten
years with no expected dividends for each period.
 
7. Commitments and Contingencies
 Vessel Construction
 

At March 31, 2005, the Company was committed under vessel construction contacts with two shipyards for a total of four double-hulled tank
barges – one 135,000-barrel tank barge and three 110,000-barrel tank barges. As of March 31, 2005, the remaining amount expected to be
incurred to complete construction with respect to the four tank barges was approximately $34.0 million, of which we expect to incur $17.3 million in
the second quarter of 2005 and $16.7 million in the second half of 2005. The Company is obligated under the terms of these contracts to remit
funds to the shipyards based on vessel construction milestones, which are subject to change during vessel construction.
 

Contingencies
 

In the normal course of its business, the Company becomes involved in various claims and legal proceedings in which monetary damages
are sought. It is management’s opinion that the Company’s liability, if any, under such claims or proceedings would not materially affect its
consolidated financial position or results of operations.
 

The Company insures against losses relating to its vessels, pollution and third party liabilities, including claims by employees under Section
27 of the Merchant Marine Act of 1920, or the Jones Act. Third party liabilities and pollution claims that relate to vessel operations are covered by
the Company’s entry in a mutual protection and indemnity association, or P&I club. Commencing in March 2005, the terms of entry for Hornbeck
Offshore Services, LLC contained an annual aggregate deductible (AAD) for which the Company remains responsible, while the P&I Club is
responsible for all applicable amounts, which exceed the AAD, after payment of an additional individual claim deductible. The terms of entry for
Hornbeck Offshore Transportation, LLC does not contain an AAD. The Company provides reserves for those portions of the AAD and any
individual claim deductibles for which the Company remains responsible by using an estimation process that considers Company-specific and
industry data as well as management’s experience, assumptions and consultation with outside counsel. As additional information becomes
available, the Company will assess the potential liability related to its pending litigation and revise its estimates. Such revisions in estimates of the
potential liability could materially impact the Company’s results of operations, financial position or cash flows.
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HORNBECK OFFSHORE SERVICES, INC. AND SUBSIDIARIES
 NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 
8. Vessel Acquisitions
 

On January 19, 2005 the Company acquired the HOS Saylor, a new generation, anchor-handling towing supply (AHTS) vessel from a private
owner. This vessel is the Company’s first foreign-flagged vessel. Upon acquisition, the vessel was immediately deployed under a three-year time
charter with an offshore supply vessel (OSV) customer in Trinidad. On March 22, 2005, the Company acquired the HOS Navegante, the sister
vessel to the HOS Saylor, from an affiliate of the private owner from which the HOS Saylor was acquired. The HOS Navegante was mobilized from
West Africa after its purchase and is currently at a domestic shipyard undergoing its regulatory drydocking, as well as discretionary modifications
and improvements. The vessel, which is also foreign-flagged, is expected to be placed into service during the early third quarter of 2005. The
aggregate purchase price and estimated retrofit costs for the two AHTS vessels are expected to be in the range of $28 million to $30 million. While
these vessels have anchor-handling capabilities, they are primarily being marketed as OSVs and for towing jackup rigs.
 
9. Segment Information
 

The Company provides marine transportation services primarily to the energy industry through two business segments. The Company
operates new generation OSVs in the U.S. Gulf of Mexico and select international markets through its OSV segment. The OSVs principally support
complex exploration and production projects by transporting cargo to offshore drilling rigs and production facilities and provide support for specialty
services. The tug and tank barge segment primarily operates ocean-going tugs and tank barges in the northeastern United States and Puerto Rico.
The ocean-going tugs and tank barges provide coastwise transportation of refined and bunker grade petroleum products from one port to another.
The following table shows reportable segment information for the three months ended March 31, 2005 and 2004, reconciled to consolidated totals
and prepared on the same basis as the Company’s unaudited consolidated financial statements (in thousands).
 

   

Three Months Ended
March 31,

   

2005

  

2004

Operating Revenues:         
Offshore supply vessels         

Domestic   $ 18,368  $ 12,287
Foreign    5,476   3,278

     
    23,844   15,565

Tugs and tank barges         
Domestic    12,212   14,267
Foreign (1)    1,848   1,515

     
    14,060   15,782
     

Total   $ 37,904  $ 31,347
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HORNBECK OFFSHORE SERVICES, INC. AND SUBSIDIARIES
 NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 

   

Three Months Ended
March 31,

   

2005

  

2004

Operating Expenses:         
Offshore supply vessels   $ 8,275  $ 6,803
Tugs and tank barges    7,313   7,548

     
Total   $ 15,588  $ 14,351

     
Depreciation:         

Offshore supply vessels   $ 3,048  $ 2,751
Tugs and tank barges    1,365   1,405

     
Total   $ 4,413  $ 4,156

     
Amortization:         

Offshore supply vessels   $ 460  $ 168
Tugs and tank barges    1,126   883

     
Total   $ 1,586  $ 1,051

     
General and Administrative Expenses:         

Offshore supply vessels   $ 1,813  $ 1,049
Tugs and tank barges    2,007   1,911

     
Total   $ 3,820  $ 2,960

     
Operating Income:         

Offshore supply vessels   $ 10,248  $ 4,793
Tugs and tank barges    2,249   4,036

     
Total   $ 12,497  $ 8,829

     
Capital Expenditures:         

Offshore supply vessels   $ 25,818  $ 2,959
Tugs and tank barges    19,848   5,767
Corporate    780   306

     
Total   $ 46,446  $ 9,032

     
Deferred Drydocking Charges:         

Offshore supply vessels   $ 844  $ 1,134
Tugs and tank barges    1,140   594

     
Total   $ 1,984  $ 1,728
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HORNBECK OFFSHORE SERVICES, INC. AND SUBSIDIARIES
 NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 

   

As of
March 31,

2005

  

As of
December 31,

2004

Identifiable Assets:         
Offshore supply vessels   $322,523  $ 328,857
Tugs and tank barges    137,031   119,980
Corporate    12,966   11,734

     
Total   $472,520  $ 460,571

     
Long-lived Assets:         

Offshore supply vessels         
Domestic   $196,745  $ 202,382
Foreign (2)    83,346   54,978

     
    280,091   257,360

Tugs and tank barges         
Domestic   $113,986  $ 95,301
Foreign (1)(2)    5,705   5,875

     
    119,691   101,176

Corporate    3,276   2,683
     

Total   $403,058  $ 361,219

     

(1) Included are amounts applicable to our Puerto Rico tug and tank barge operations. Puerto Rico is considered a possession of the United States and the Jones Act and U.S.
environmental laws and regulations apply to vessels operating in Puerto Rican waters.

(2) The Company’s vessels conduct operations in international areas. As these assets may move to and from international and domestic operating areas on a regular basis, the long-lived
assets reflected above represent the assets that are foreign-flagged or were present in international areas as of March 31, 2005 and December 31, 2004, respectively. Included in these
amounts as of March 31, 2005 are costs related to the acquisition and retrofit of the HOS Saylor and HOS Navegante, two foreign-flagged AHTS vessels that were purchased on
January 19, and March 22, 2005, respectively.

 
10.    Subsequent Events
 

On April 29, 2005, the Company sold the Energy 9801 to an unrelated third party. This vessel is a single-hulled tank barge that had been
retired from service due to mandatory phase-out under the Oil Pollution Act of 1990, or OPA 90. Under OPA 90 and the MARPOL convention, the
vessel is prohibited from transporting petroleum products in navigable waters of the United States and almost all international locations. The sale
price of the vessel was $0.5 million.
 

On May 3, 2005, the Company established the Hornbeck Offshore Services, Inc. 2005 Employee Stock Purchase Plan, or the Plan, which
was adopted by the Company’s Board of Directors and recently approved by the Company’s stockholders. The Plan is a new stock purchase
program that will provide eligible employees of the Company and its designated subsidiaries the opportunity to purchase shares of the Company’s
common stock at periodic intervals through accumulated payroll deductions. These deductions will be applied at semi-annual intervals to purchase
shares of common stock at a discount from the market price as defined by the Plan. The Plan is designed to satisfy the requirements of Section
423 of the Internal Revenue Code of 1986, as amended, and thereby allow participating employees to defer recognition of taxes when purchasing
the shares of common stock at a discount under the Plan. On May 6, 2005, the Company filed a Registration Statement on Form S-8 to register
the shares of common stock issuable under the Plan.
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HORNBECK OFFSHORE SERVICES, INC. AND SUBSIDIARIES
 NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 

On May 5, 2005, the Company announced a conversion program to retrofit two coastwise sulfur tankers into U.S.-flagged, new generation
370-foot multi-purpose supply vessels, or MPSVs. The total project cost to acquire and convert the two vessels is expected to range between $55
million to $65 million in the aggregate. The Company plans to fund the project from current cash on-hand, projected cash flow from operations and
available revolver capacity. The Company anticipates delivery of the converted vessels by the end of 2006. One of the coastwise tankers to be
converted is the Energy Service 9001, which was acquired by the Company in 2001. The Company has signed a definitive agreement to acquire
the second coastwise tanker, which is the sister vessel to the Energy Service 9001.
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Item 2—Management’s Discussion and Analysis of Financial Condition and Results of Operations
 

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations should be read together with our
unaudited consolidated financial statements and notes to unaudited consolidated financial statements in this Quarterly Report on Form 10-Q and
our Annual Report on Form 10-K for the year ended December 31, 2004. This discussion contains forward-looking statements that reflect our
current views with respect to future events and financial performance. Our actual results may differ materially from those anticipated in these
forward-looking statements. In this Quarterly Report on Form 10-Q, “company,” “we,” “us” and “our” refer to Hornbeck Offshore Services, Inc. and
its subsidiaries, except as otherwise indicated. The term “new generation,” when referring to OSVs, means deepwater-capable vessels subject to
the regulations promulgated under the International Convention on Tonnage Measurement of Ships, 1969, which was adopted by the United States
and made effective for all U.S.-flagged vessels in 1992 and foreign-flagged equivalent OSVs.
 
General
 

We own a fleet of 25 technologically advanced, new generation OSVs, which include two foreign-flagged anchor-handling towing supply
vessels, or AHTS, that primarily operate as supply vessels and for towing jack-up rigs. We also own and operate one fast supply vessel. Currently,
18 of our OSVs are operating in the U.S. Gulf of Mexico, five of our OSVs are operating offshore Trinidad, one OSV and our fast supply vessel are
working offshore Mexico, and one recently acquired OSV is currently undergoing recertification and discretionary vessel improvements and is
expected to be placed in service during the third quarter of 2005. We also own 14 ocean-going tugs and 14 active ocean-going tank barges, two of
which are double-hulled. Currently, 12 of our tank barges are operating in the northeastern United States, primarily New York Harbor, and two are
operating in Puerto Rico. By the end of calendar 2005, our tug and tank barge segment is expected to consist of 14 ocean-going tugs and 18
ocean-going tank barges, six of which will be double-hulled. This projected fleet count reflects four double-hulled tank barges under construction as
of March 31, 2005 and is net of the retirement of three single-hulled tank barges at the end of 2004, two of which are currently inactive and
unavailable to transport petroleum products in navigable waters of the United States. The third inactive vessel, the Energy 9801, was sold in April
2005. Upon completion of this newbuild program, 46% of our tank barge fleet barrel capacity is expected to be double-hulled, up from 21% today.
 

We have developed, through a series of newbuild programs, a proprietary fleet of 200, 240, and 265 class new generation OSVs to meet the
diverse needs of our customers. Through acquisitions, we have broadened the mix of our fleet to include additional 200 class vessels that are well
suited for deep shelf gas exploration and other complex shelf drilling applications and to fill the increasing demand for modern equipment for
conventional drilling on the Continental Shelf. We have continued our efforts to expand the services that we offer our customers with the acquisition
of two AHTS vessels, which will primarily serve as 240 class supply vessels and for towing jack-up rigs, and the recent announcement of the
conversion of two molten-sulfur carriers for use as 370 class multi-purpose supply vessels, or MPSVs.
 

14



Table of Contents

Although the demand for new generation equipment has historically been driven by deepwater, deep shelf and highly complex projects, we
are experiencing increased demand for our vessels for all types of projects, including transition zone and shelf activity, irrespective of water depth,
drilling depth or project type, and non-oil and gas production activities. Notably, this prevailing shift in customer preference does not appear to be
limited to the U.S. Gulf of Mexico, as we have also observed this preference in foreign areas such as Mexico, Trinidad, Brazil and West Africa.
 

Soft market conditions for OSVs in the U.S. Gulf of Mexico persisted from the second half of 2002 through the first half of 2004. Since the
second half of 2004, OSV market conditions in the U.S. Gulf of Mexico have improved substantially. Our average dayrates have risen
approximately $2,000 since April 2004 to an average of approximately $11,600 per day for the first quarter 2005, while our fleetwide OSV
utilization has risen from roughly 70% to 95% over the same period. This combination of increased dayrates and utilization has resulted in an
increase in our effective, or utilization-adjusted, OSV dayrate of over 60% since April 2004.
 

Market conditions in the U.S. Gulf of Mexico continue to show positive trends such as the increased level of approved applications to drill
deepwater wells and certain operators’ construction commitments for new deepwater floating rigs, deep shelf jack-up rigs, floating production units,
subsea tie-backs and other deepwater production infrastructure. Another indication of the encouraging visible demand is rising dayrates and
utilization for all classes of offshore rigs, which in the past has been a barometer for OSV dayrates. The supply fundamentals for new generation
OSVs could further impact market conditions. The average age of conventional 180 class OSVs is approximately 25 years; therefore, we expect
that there will be a continued and accelerated attrition rate for such vessels working in the U.S. Gulf of Mexico and abroad. Although OSVs have
been recently constructed to replace the worldwide conventional 180 class tonnage being removed from service, several U.S.-flagged new
generation OSVs have left the U.S. Gulf of Mexico for foreign markets, which is a trend that we expect to continue. Additionally, there are signs that
the improved market conditions in the U.S. Gulf of Mexico could be a long-term trend. For example, in the offshore oil and natural gas lease sale
held in August 2004 by the Minerals Management Service, interest in acquiring leases was the highest it had been in the prior six years, a 22%
increase from 2003, with 44% of the leases bid on being located in ultra-deep water. Additional evidence of a strengthening OSV market in the
U.S. Gulf of Mexico is an increase in offshore rig fleet utilization. According to ODS-Petrodata, offshore rig fleet utilization is up to 86% from the
year-ago level of 71%.
 

The primary demand drivers for our tug and tank barge services are population growth, the strength of the U.S. economy, changes in
weather, oil prices and competition from alternate energy sources. The tug and tank barge market, in general, is marked by steady demand over
time. Results for the first and fourth quarters of a given year are typically higher due to normal seasonal weather patterns that often result in a
drop-off of activity during the second and third quarters. We generally take advantage of this seasonality to prepare the tug and tank barge fleet for
peak demand periods by performing our regulatory drydocking and maintenance programs during the second and third quarters. In addition, we
continually evaluate our customers’ needs and often elect to accelerate scheduled drydockings to take advantage of certain market opportunities.
 

As the most recent major Oil Pollution Act of 1990, or OPA 90, milestone approached on January 1, 2005 and since that date, customer
demand for double-hulled equipment has led to increases in dayrates for
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this equipment, particularly for tank barges in black oil service. We are actively working to ensure that our fleet is well positioned to take advantage
of these opportunities as they develop. In November 2003, we commenced a double-hulled tank barge newbuild program to replace some of our
existing single-hulled tank barges that we anticipated retiring from service in accordance with OPA 90. Since then, we contracted with shipyards for
the construction of five double-hulled tank barges. This newbuild program is replacing about 270,000 barrels of single-hulled capacity that we
retired from service at the end of 2004 pursuant to OPA 90 with approximately 600,000 barrels of new double-hulled capacity. Our first two new
double-hulled tank barges were expected to be delivered in December 2004 to replace the capacity of the Energy 9801, Energy 9501, and Energy
8701, all of which were retired from service at the end of 2004 as required by OPA 90. However, as a result of start-up delays and steel shortages
at the shipyards, delivery of the first of these two barges was delayed until March 2005, with the second barge now expected to be delivered in
June or July of 2005. Due to these delays, based on delivery date projections contained in our shipyard contracts, we expect to receive a favorable
adjustment to the construction costs for the two affected vessels, which will partially offset the opportunity cost of such delays. The remaining three
newbuild tank barges are expected to be delivered during the fourth quarter of 2005.
 
Critical Accounting Policies
 

This Management’s Discussion and Analysis of Financial Condition and Results of Operations discusses our unaudited consolidated
financial statements included in this Quarterly Report on Form 10-Q. In many cases, the accounting treatment of a particular transaction is
specifically dictated by U.S generally accepted accounting principles, or GAAP. In other circumstances, we are required to make estimates,
judgments and assumptions that we believe are reasonable based upon information available. We base our estimates and judgments on historical
experience and various other factors that we believe to be reasonable under the circumstances. Actual results may differ from these estimates
under different assumptions and conditions. Our significant accounting policies are discussed in note 2 to our consolidated financial statements
included in our Annual Report on Form 10-K for the year ended December 31, 2004. There were no significant changes to our critical accounting
policies as reported in our Form 10-K during the three months ended March 31, 2005.
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Results of Operations
 

The tables below set forth, by segment, the average dayrates and utilization rates for our vessels and the average number of operating
vessels owned during the periods indicated. These OSVs and tugs and tank barges generate substantially all of our revenues and operating profit.
The table does not include the results of operations of the HOS Hotshot, a 165-ft. new generation fast supply vessel that we acquired in May 2004,
but it does include the results of operation of the HOS Saylor, a 240 class new generation AHTS vessel that we acquired in January 2005. The
HOS Navegante is not included in the results below as it is currently being drydocked for recertification and discretionary vessel improvements.
The HOS Saylor and HOS Navegante were built in 1999 and 2000, respectively, and each of these 240 class vessels will have 3,400 long tons of
deadweight and over 4,000 barrels of liquid mud capacity.
 

   

Three Months Ended
March 31,

 

   

2005

  

2004

 
Offshore Supply Vessels:          

Average number of vessels    24.0   22.3 
Average vessel capacity (deadweight)    2,392   2,351 
Average utilization rate (1)    94.5%  78.4%
Average dayrate (2)   $ 11,577  $ 9,629 

Tugs and Tank Barges:          
Average number of tank barges    13.3   16.0 
Average fleet capacity (barrels)    923,002   1,156,330 
Average barge capacity (barrels)    65,929   72,271 
Average utilization rate (1)    85.5%  91.2%
Average dayrate (3)   $ 13,192  $ 11,503 

(1) Utilization rates are average rates based on a 365-day year. Vessels are considered utilized when they are generating revenues.
(2) Average dayrates represent average revenue per day, which includes charter hire and brokerage revenue, based on the number of days during the period that the OSVs generated

revenue.
(3) Average dayrates represent average revenue per day, including time charters, brokerage revenue, revenues generated on a per-barrel-transported basis, demurrage, shipdocking and

fuel surcharge revenue, based on the number of days during the period that the tank barges generated revenue. For purposes of brokerage arrangements, this calculation excludes that
portion of revenue that is equal to the cost paid by customers of in-chartering third party equipment.

 
In March 2003, the Securities and Exchange Commission, or SEC, adopted rules regulating the use of non-GAAP financial measures, such

as EBITDA, in filings with the SEC, disclosures and press releases. These rules require non-GAAP financial measures to be presented with and
reconciled to the most nearly comparable financial measure calculated and presented in accordance with GAAP.
 

EBITDA consists of earnings (net income) before interest expense, provision for income taxes, depreciation, amortization and loss on early
extinguishment of debt. This term, as we define it, may not be comparable to similarly titled measures employed by other companies and is not a
measure of performance calculated in accordance with GAAP. EBITDA should not be considered in isolation or as a substitute for operating
income, net income or loss, cash flows provided by operating, investing and financing activities, or other income or cash flow statement data
prepared in accordance with GAAP. Refer to our Annual Report on Form 10-K for the year ended December 31, 2004 for a description of how
management uses, and why we believe investors use, EBITDA in evaluating the Company’s operating performance.
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The following table reconciles EBITDA with our net income for each of our two business segments and in the aggregate, for the three months
ended March 31, 2005 and 2004, respectively (in thousands).
 

   

Three Months Ended
March 31,

   

2005

  

2004

EBITDA:         
Offshore supply vessels:         

Net income   $ 4,179  $ 349
Plus:         

Interest expense    2,057   4,149
Income tax expense    2,498   245
Depreciation    3,048   2,751
Amortization    460   168
Loss on early extinguishment of debt    1,658   —  

     
EBITDA   $ 13,900  $ 7,662

     
Tugs and tank barges:         

Net income   $ 1,059  $ 1,989
Plus:         

Interest expense    528   996
Income tax expense    633   1,129
Depreciation    1,365   1,405
Amortization    1,126   883
Loss on early extinguishment of debt    40   —  

     
EBITDA   $ 4,751  $ 6,402

     
Consolidated Total:         

Net income   $ 5,238  $ 2,338
Plus:         

Interest expense    2,585   5,145
Income tax expense    3,131   1,374
Depreciation    4,413   4,156
Amortization    1,586   1,051
Loss on early extinguishment of debt    1,698   —  

     
Total EBITDA   $ 18,651  $ 14,064
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Summarized financial information concerning our reportable segments is shown in the following table (in thousands):
 

   

Three months ended
March 31,

   

2005

  

2004

Revenues:         
Offshore supply vessels (1):         

Domestic   $ 18,368  $ 12,287
Foreign    5,476   3,278

     
    23,844   15,565

     
Tugs and tank barges:         

Domestic    12,212   14,267
Foreign (2)    1,848   1,515

     
    14,060   15,782
     

Total   $ 37,904  $ 31,347

     
Operating expenses:         

Offshore supply vessels   $ 8,275  $ 6,803
Tugs and tank barges    7,313   7,548

     
   $ 15,588  $ 14,351

     
Depreciation and amortization:         

Offshore supply vessels   $ 3,508  $ 2,919
Tugs and tank barges    2,491   2,288

     
   $ 5,999  $ 5,207

     
Loss on early extinguishment of debt   $ 1,698  $ —  

     
General and administrative expenses:   $ 3,820  $ 2,960

     
Interest expense   $ 2,585  $ 5,145

     
Interest income   $ 124  $ 38

     
Income tax expense   $ 3,131  $ 1,374

     

(1) Included in OSV revenues are amounts applicable to our fast supply vessel, the HOS Hotshot, that we acquired in May 2004 and the HOS Saylor, one of our AHTS vessels that we
acquired in January 2005.

(2) Included are amounts applicable to our Puerto Rico tug and tank barge operations. Puerto Rico is considered a possession of the United States and the Jones Act and U.S.
environmental laws and regulations apply to vessels operating in Puerto Rican waters.

 
Three Months Ended March 31, 2005 Compared to Three Months Ended March 31, 2004
 Revenues. Revenues were $37.9 million for the three months ended March 31, 2005, compared to $31.3 million for the same period in 2004,
an increase of $6.6 million or 21.1%. This net increase in revenues is primarily the result of the expansion of our OSV fleet and stronger market
conditions in the Gulf of Mexico as well as in the northeastern United States. The number of vessels in our combined OSV and tank barge fleets
remained relatively flat; however, our average OSV fleet size increased by two vessels primarily due to the addition of the HOS Silverstar and HOS
Saylor, which were placed in service in March 2004 and January 2005, respectively. The average tank barge fleet decreased by three vessels at
the end of 2004 as a result of having three single-hulled barges removed from service due to OPA 90.
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The net impact of the increase in our OSV fleet, decrease in our tank barge fleet, and the acquisition of the HOS Hotshot in May 2004 accounted
for $1.7 million of the increase in our revenues. We also experienced a $7.8 million increase in revenues from our vessels that were in service
during each of the quarters ended March 31, 2005 and 2004.
 

Revenues from our OSV segment increased to $23.8 million for the three months ended March 31, 2005, compared to $15.6 million for the
same period in 2004, an increase of $8.2 million or 52.6%. The net increase in segment revenue is due primarily to continued strengthening of
market conditions in the U.S. Gulf of Mexico. The addition of one AHTS vessel and one fast supply vessel since March 2004 also contributed to the
net increase in revenue. Our OSV average dayrates were $11,577 for the three months ended March 31, 2005 compared to $9,629 for the same
period of 2004, an increase of $1,948 or 20.2%. Our OSV utilization rate was 94.5% for the three months ended March 31, 2005, which was higher
than the 78.4% we achieved for the same period of 2004. To a lesser degree, OSV utilization was impacted by the drydocking of vessels for 55
days out of service in the recently completed quarter compared to 65 days in the corresponding 2004 quarter. Domestic revenues for our OSV
segment were $18.4 million for the three months ended March 31, 2005, an increase of $6.1 million or 49.6%, compared to $12.3 million for the
same period in 2004 due mainly to the recovery of the OSV market in the U.S. Gulf of Mexico. Foreign revenues for our OSV segment increased to
$5.5 million for the three months ended March 31, 2005, compared to $3.3 million for the same period in 2004, an increase of $2.2 million or
66.7%. This increase in foreign OSV revenues was due primarily to having three additional vessels working internationally during 2005. Based on
current market trends, we anticipate that our fleetwide average OSV dayrates and utilization will remain at or above first quarter 2005 levels for the
remainder of 2005 and 2006.
 

Revenues from our tug and tank barge segment totaled $14.1 million for the three months ended March 31, 2005 compared to $15.8 million
for the same period in 2004, a decrease of $1.7 million or 10.8%. The decrease in revenue is primarily due to a reduction in our fleetwide barrel-
carrying capacity resulting from the retirement of three of our 15 single-hulled tank barges from service at the end of 2004 as mandated by OPA 90
and a milder early winter. Our utilization rate decreased to 85.5% for the three months ended March 31, 2005, compared to 91.2% for the same
period in 2004. The decrease in utilization was primarily due to a change in our contract mix (by having more vessels working under contracts of
affreightment, or COAs, versus time charters) and weather conditions experienced in the early months of the first quarter of 2005. Time charter
contracts in this segment typically result in a higher utilization but a lower dayrate, while COAs typically result in a higher average dayrate, but
lower utilization. With the decrease in the number of barges in our fleet after our three single-hulled barges were retired at the end of 2004, barges
that would have usually been on a time charter were redeployed on COAs, particularly to cover the minimum barrel requirements set forth in our
contract with Amerada Hess. Our average dayrate for the three months ended March 31, 2005 was $13,192 compared to $11,503 for the same
period of 2004, an increase of $1,689 or 14.7%. The increase in average dayrates was primarily due to a change in our contract mix from time
charters to COAs, the tightening of the tank barge market in the northeastern United States, and the early March 2005 delivery of the Energy
13501, our first double-hulled newbuild tank barge. We believe that the Energy 13501 is able to command higher dayrates due to its double-hull
and higher barrel-carrying capacity compared to our average tank barge size.
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Operating Expense. Our operating expense increased to $15.6 million for the three months ended March 31, 2005, compared to $14.4
million for the same period in 2004, an increase of $1.2 million or 8.3%. The increase in operating expenses was the result of having more vessels
in service during the first quarter of 2005 compared to the same period in 2004 and increasing costs related to newly instituted Homeland Security
measures, repair and maintenance, insurance, and carrying costs associated with our three single-hulled barges that were removed from service
due to OPA 90.
 

Operating expense for our OSV segment increased to $8.3 million for the three months ended March 31, 2005, compared to $6.8 million for
the same period in 2004, an increase of $1.5 million or 22.1%. This increase was related to overall higher costs of operating vessels in the current
period, which can be attributed to increased utilization, along with having an average of two additional new generation OSVs in service for the
three months ended March 31, 2005 compared to the same period in 2004.
 

Operating expense for our tug and tank barge segment decreased to $7.3 million for the three months ended March 31, 2005 compared to
$7.5 million for the same period in 2004. Operating expenses remained relatively consistent between the two quarters as a result of the net effect
of removing three single-hulled tank barges from service as required by OPA 90 and the addition of two higher horsepower tugs and one double-
hulled tank barge.
 

Depreciation and Amortization. Our depreciation and amortization expenses of $6.0 million for the three months ended March 31, 2005
increased $0.8 million or 15.4% compared to the $5.2 million for the same period in 2004. Depreciation and amortization were higher in 2005 as a
result of having an average of two more vessels in our fleet. Depreciation is expected to increase further with a full-period contribution as additional
newly constructed or recently acquired vessels are placed in service throughout 2005. In addition, we expect our amortization costs to trend higher
particularly as newly constructed and recently acquired vessels undergo their initial 30 and 60 month recertifications.
 

Loss on Early Extinguishment of Debt. On November 3, 2004, we commenced a cash tender offer for all of the $175 million in aggregate
principal amount of our 10.625% senior notes. Senior notes totaling approximately $159.5 million, or 91% of such notes outstanding, were validly
tendered during the designated tender period. The remaining $15.5 million of our 10.625% senior notes were redeemed on January 14, 2005. A
loss on early extinguishment of debt of approximately $1.7 million was recorded during the first quarter of 2005 and includes the redemption costs
and an allocable portion of the write-off of unamortized financing costs and original issue discount, and a bond redemption premium.
 

General and Administrative Expense. Our general and administrative expenses of $3.8 million for the three months ended March 31, 2005
increased $0.8 million or 26.7% compared to $3.0 million reported for the same period in 2004. We expected this increase due to our continued
growth via vessel acquisitions, the current construction of double-hulled tank barges, and our increased reporting and other obligations under
federal securities and corporate governance laws along with stock exchange requirements.
 

Interest Expense. Interest expense was $2.6 million for the three months ended March 31, 2005, compared to $5.1 million for the same
period in 2004, a decrease of $2.5
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million or 49.0%. The decrease in interest expense primarily relates to the lower rate of interest on our 6.125% senior notes compared to our
10.625% senior notes that were outstanding in 2004. In addition, a substantial reduction in the average balance outstanding under our revolving
credit facility from $46.5 million during the first quarter 2004 compared to $3.7 million for the same period in 2005 contributed to the decrease in
interest expense. Another factor causing a decrease in interest expense is the level of capitalized interest incurred in connection with the
construction of double-hulled tank barges. Capitalization of interest costs relating to new vessel construction was approximately $1.0 million for the
three months ended March 31, 2005, compared to $0.4 million for the same period in 2004.
 

Interest Income. Interest income was $0.1 million for the three months ended March 31, 2005. The slight increase in interest income is due to
increased interest rates along with higher average cash balances invested during the first quarter 2005 compared to the same period in 2004.
Average cash balances were $36.2 million and $27.8 million for the quarters ended March 31, 2005 and 2004.
 

Income Tax Expense. Our effective tax rate for the three months ended March 31, 2005 was 37.4% compared to 37.0% for the three months
ended March 31, 2004. Our income tax expense primarily consists of deferred taxes due to our federal net operating loss carryforwards. Our
income tax rate is higher than the federal statutory rate due primarily to expected state and foreign tax liabilities and items not deductible for federal
income tax purposes.
 
Liquidity and Capital Resources
 

Our capital requirements have historically been financed with cash flow from operations, proceeds from issuances of our common equity and
debt securities, and borrowings under our credit facilities. We require capital to fund ongoing operations, the construction of new vessels,
acquisitions of additional vessels, the retrofit of existing vessels, vessel recertifications, discretionary capital expenditures and debt service. The
nature of our capital requirements and the types of our financing sources are not expected to significantly change during 2005.
 

On March 31, 2005, we had a cash balance of $18.1 million. We also have a $100 million senior secured revolving credit facility due
February 2009, with a current borrowing base of $60 million. As of March 31, 2005, we had approximately $11.0 million outstanding, and $49
million of credit immediately available, under such facility. We have made, and may make additional, short-term draws on our revolving credit
facility from time to time to satisfy scheduled capital expenditure requirements or for other corporate purposes. Any liquidity in excess of our
planned capital expenditures will be utilized to repay debt or finance the implementation of our growth strategy, which includes expanding our fleet
through the construction of new vessels, acquisition of additional vessels or retrofit of existing vessels, including OSVs, ocean-going tugs and tank
barges, as needed to take advantage of the demand for such vessels.
 

We believe that our current working capital, projected cash flow from operations and available capacity under our revolving credit facility, will
be sufficient to meet our cash requirements for the foreseeable future. Although we expect to continue generating positive
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working capital through our operations, events beyond our control, such as declines in expenditures for exploration, development and production
activity, a reduction in domestic consumption of refined petroleum products, or mild winter conditions, may affect our financial condition or results of
operations. However, depending on the market demand for OSVs, tugs and tank barges and other growth opportunities that may arise, we may
require additional debt or equity financing.
 

Operating Activities. We rely primarily on cash flows from operations to provide working capital for current and future operations. Cash flows
from operating activities totaled $16.3 million for the three months ended March 31, 2005 compared to $6.2 million for the same period in 2004.
The increase in operating cash flows during these periods was primarily related to substantially improved market conditions, the growth of our fleet
and the net effect of the bond refinancing that we commenced in November 2004, which resulted in a lower interest rate and a change in the timing
of our interest payments. Our cash flow from operations for the first quarter of 2005 reflects a full period of revenue contribution from one OSV
added in 2004 and partial period contributions from one AHTS vessel placed in service in January of 2005 and one new double-hulled tank barge
placed in service in March of 2005.
 

As of December 31, 2004, we had federal tax net operating loss carryforwards of approximately $95 million available through 2018 to offset
future taxable income. These tax net operating losses were generated primarily through accelerated tax depreciation applied to our vessels. Our
use of these federal tax net operating losses and additional tax benefits may be limited due to U.S. tax laws. Based on the age and composition of
our current and projected fleet, however, we expect to continue generating federal tax net operating losses over the near term.
 

Investing Activities. Net cash used in investing activities was $46.4 million for the three months ended March 31, 2005 compared to $9.0
million for the same period in 2004. Cash utilized in investing activities for both periods were primarily for construction costs incurred for our current
tank barge newbuild program and, for the first quarter of 2005, the acquisition of two foreign-flagged AHTS vessels. The HOS Saylor and HOS
Navegante were purchased in January and March 2005, respectively. The aggregate purchase price and estimated retrofit costs for the two AHTS
vessels is expected to be in the range of $28 million to $30 million, of which $25.1 million was incurred during the first quarter of 2005. For the
remainder of 2005, investing activities are anticipated to include costs to complete construction of our four remaining double-hulled tank barges,
the acquisition and retrofit of additional vessels, and other capital expenditures, including discretionary vessel modifications and corporate projects.
 

Upon completion of the current tank barge newbuild program, the five new double-hulled tank barges will replace the three single-hulled
vessels that were recently retired from service pursuant to OPA 90 and increase the barrel-carrying capacity of our fleet by approximately 600,000
barrels for a net increase of 28% over our fleet size as of December 31, 2004. See “Contractual Obligations” for a brief overview of anticipated
vessel construction commitments in 2005.
 

On May 5, 2005, we announced a conversion program to retrofit two coastwise sulfur tankers into U.S.-flagged, new generation 370-foot
MPSVs. The total project cost to acquire
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and convert the two vessels is expected to range between $55 million to $65 million in the aggregate. While we are not yet contractually committed
to a shipyard for the conversion costs associated with this conversion program, approximately 40% of such costs are expected to be incurred in
2005, with the remaining 60% expected to be incurred during 2006. We plan to fund the project from current cash on-hand, projected cash flow
from operations and available revolver capacity. We anticipate delivery of the converted vessels by the end of 2006. One of the coastwise tankers
to be converted is the Energy Service 9001, which we acquired in 2001. We have signed a definitive agreement to acquire the second coastwise
tanker, which is the sister vessel to the Energy Service 9001.
 

Financing Activities. Net cash used by financing activities was $6.1 million for the three months ended March 31, 2005, which primarily
relates to the redemption in January 2005 of our non-tendered 10.625% senior notes. For the three months ended March 31, 2004, net cash
provided by financing activities was $32.6 million, which primarily resulted from our initial public offering of common stock that was completed on
March 31, 2004 after repayment of our outstanding borrowings under our revolving credit facility. For the remainder of 2005, we expect to generate
cash from financing activities resulting from borrowings under our revolving credit facility as needed to fund planned capital expenditures.
 
Contractual Obligations
 

We have a $100 million revolving credit facility with a borrowing base of $60 million. As of March 31, 2005, the weighted average interest rate
was 5.35% under such facility. As of March 31, 2005, we had an outstanding balance of approximately $11.0 million and $49.0 million of borrowing
capacity immediately available under the facility.
 

As of March 31, 2005, we had outstanding debt of $225 million under our 6.125% senior unsecured notes, or senior notes. The effective
interest rate on the senior notes is 6.38%. Semi-annual cash interest payments of $6.9 million are payable each June 1 and December 1. The
senior notes do not require any payments of principal prior to their stated maturity on December 1, 2014, but pursuant to the indenture under which
the senior notes are issued, we would be required to make offers to purchase the senior notes upon the occurrence of specified events, such as
certain asset sales or a change in control. For additional information with respect to our revolving credit facility and our senior notes, please refer to
note 5 of our unaudited consolidated financial statements included herein.
 

On March 11, 2005, the Energy 13501, the first of two 135,000-barrel double-hulled tank barges to be built under our current newbuild
program, was placed in service. At March 31, 2005, we were committed under vessel construction contracts with two shipyards for a total of four
double-hulled tank barges—one additional 135,000-barrel barge and three 110,000-barrel barges. For the quarter ended March 31, 2005, we
incurred $19.6 million for our tank barge newbuild program and the retrofit of two ocean-going tugs. The construction of the five barges, along with
the purchase and retrofit of two higher horsepower, ocean-going tugs are expected to cost approximately $105 million in the aggregate, of which
approximately $71.0 million had been incurred and paid from October 2003 through March 2005. We expect to incur the remaining balance of
$34.0 million as follows: $17.3 million in the second quarter of 2005 and $16.7 million in the second half of 2005. The timing of the incurrence of
these costs is subject to change among periods based on the achievement of shipyard milestones. However, the amounts are not expected to
change materially in the aggregate.
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We expect to drydock a total of eight supply vessels, two tugs, and four tank barges for recertification and/or discretionary vessel
enhancements during calendar 2005, at an estimated aggregate cost of approximately $13 to $14 million, which includes approximately $5.0 to
$5.5 million for deferred drydocking charges. During the three months ended March 31, 2005, we expended approximately $3.0 million for our
vessel capital maintenance program, of which $2.0 million was accounted for as deferred drydocking charges and $1.0 million for other vessel
capital improvements. During the three months ended March 31, 2005, we also expended approximately $0.8 million for miscellaneous non-vessel
related additions to property, plant and equipment and information technology initiatives.
 
Risk Factors
 Demand for our OSV services substantially depends on the level of activity in offshore oil and gas exploration, development and

production.
 

The level of offshore oil and gas exploration, development and production activity has historically been volatile and is likely to continue to be
so in the future. The level of activity is subject to large fluctuations in response to relatively minor changes in a variety of factors that are beyond
our control, including:
 
 •  prevailing oil and natural gas prices and expectations about future prices and price volatility;
 
 •  the cost of offshore exploration for, and production and transportation of, oil and natural gas;
 
 •  worldwide demand for oil and natural gas;
 
 •  consolidation of oil and gas and oil service companies operating offshore;
 
 •  availability and rate of discovery of new oil and natural gas reserves in offshore areas;
 
 •  local and international political and economic conditions and policies;
 
 •  technological advances affecting energy production and consumption;
 
 •  weather conditions;
 
 •  environmental regulation; and
 
 •  the ability of oil and gas companies to generate or otherwise obtain funds for exploration and production.
 

We expect levels of oil and gas exploration, development and production activity to continue to be volatile and affect the demand
for our OSVs.

 
A prolonged, material downturn in oil and natural gas prices is likely to cause a substantial decline in expenditures for exploration,

development and production activity, which would likely result in a corresponding decline in the demand for OSVs and thus decrease the utilization
and dayrates of our OSVs. Such decreases could have a material adverse effect on our financial condition and results of operations. Moreover,
increases in oil and natural gas prices and higher levels of expenditure by oil and gas companies for exploration, development and production may
not necessarily result in increased demand for our OSVs.
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Increases in the supply of new generation OSVs could decrease dayrates.
 

Certain of our competitors have announced plans to construct new OSVs to be deployed in domestic and foreign locations. A remobilization
to the U.S. Gulf of Mexico of U.S.-flagged OSVs currently operating in other regions or a repeal or significant modification of the Jones Act, or the
administrative erosion of its benefits, permitting OSVs that are either foreign-flagged, foreign-built, foreign-owned, foreign-controlled or foreign-
operated to engage in the U.S. coastwise trade, would also result in an increase in capacity. Any increase in the supply of OSVs, whether through
new construction, refurbishment or conversion of vessels from other uses, remobilization or changes in law or its application, could not only
increase competition for charters and lower utilization and dayrates, which would adversely affect our revenues and profitability, but could also
worsen the impact of any downturn in oil and natural gas prices on our results of operations and financial condition.
 

Intense competition in our industry could reduce our profitability and market share.
 

Contracts for our OSVs and tank barges are generally awarded on an intensely competitive basis. The most important factors determining
whether a contract will be awarded include:
 
 •  quality and capability of the vessels;
 
 •  ability to meet the customer’s schedule;
 
 •  safety record;
 
 •  reputation;
 
 •  price; and
 
 •  experience.
 

Some of our competitors, including diversified multinational companies in the OSV segment, have substantially greater financial resources
and larger operating staffs than we do. They may be better able to compete in making vessels available more quickly and efficiently, meeting the
customer’s schedule and withstanding the effect of declines in dayrates and utilization rates. They may also be better able to weather a downturn
in the oil and gas industry. As a result, we could lose customers and market share to these competitors. Some of our competitors may also be
willing to accept lower dayrates in order to maintain utilization, which can have a negative impact upon dayrates and utilization in our OSV
segment.
 

The failure to successfully complete construction or conversion of our vessels on schedule and on budget and to utilize those and
the other vessels in our fleet at profitable levels could adversely affect our financial condition and results of operations.

 
We have four double-hulled, ocean-going tank barges currently under construction and two coastwise sulfur tankers currently undergoing

conversion into multi-purpose supply vessels. We also plan to construct additional new generation OSVs and double-hulled tank barges as market
conditions warrant. Our construction and conversion projects are subject to
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the risks of delay and cost overruns inherent in any large construction or conversion project, including shortages of equipment, unforeseen
engineering problems, work stoppages, weather interference, unanticipated cost increases, inability to obtain necessary certifications and
approvals and shortages of materials or skilled labor. Significant delays could have a material adverse effect on anticipated contract commitments
with respect to vessels under construction or conversion, while significant cost overruns or delays not adequately protected by liquidated damages
provisions, in general could adversely affect our financial condition and results of operations. Moreover, customer demand for vessels currently
under construction or conversion may not be as strong as we presently anticipate, and our inability to obtain contracts on anticipated terms or at all
may have a material adverse effect on our revenues and profitability. In addition, our OSVs are typically chartered or hired to provide services to a
specified drilling rig. A delay in the availability of the drilling rig to our customer may have an adverse impact on our utilization of the contracted
vessel and thus on our financial condition and results of operations.
 

If we are unable to acquire additional vessels or businesses and successfully integrate them into our operations, our ability to
grow may be limited.

 
We regularly consider possible acquisitions of single vessels, vessel fleets and businesses that complement our existing operations to

enable us to grow our business. We can give no assurance that we will be able to identify desirable acquisition candidates or that we will be
successful in entering into definitive agreements on satisfactory terms. An inability to acquire additional vessels or businesses may limit our growth
potential. Even if we consummate an acquisition, we may be unable to integrate it into our existing operations successfully or realize the
anticipated benefits of the acquisition. The process of integrating acquired operations into our own may result in unforeseen operating difficulties,
may require significant management attention and financial resources.
 

Revenues from our tug and tank barge business could be adversely affected by a decline in demand for domestic refined
petroleum products and crude oil or a change in existing methods of delivery in response to insufficient availability of tug and tank
barge services and other conditions.

 
A reduction in domestic consumption of refined petroleum products or crude oil may adversely affect the revenues of our tug and tank barge

business and, therefore, our financial condition and results of operation. Weather conditions also affect demand for our tug and tank barge
services. For example, a mild winter may reduce demand for heating oil in the northeastern United States.
 

Moreover, alternative methods of delivery of refined petroleum products or crude oil may develop as a result of insufficient availability of tug
and tank barge services, the cost of compliance with homeland security, environmental regulations or increased liabilities connected with the
transportation of refined petroleum products and crude oil. For example, long-haul transportation of refined petroleum products and crude oil is
generally less costly by pipeline than by tank barge. While there are significant impediments to building new pipelines, such as high capital costs
and environmental concerns, entities may propose new pipeline construction to meet demand for petroleum products. To the extent new pipeline
segments are built or existing pipelines converted to carry petroleum products, such activity could have an adverse effect on our ability to compete
in particular markets.
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The loss of our contract of affreightment with Amerada Hess Corporation or the early termination of contracts on our OSVs could
have an adverse effect on our operations.

 
The revenues we derived from our long-term contract of affreightment with Amerada Hess for the year ended December 31, 2004,

constituted more than 10% of our total revenues for such period. Under the terms of the contract of affreightment, we are required to meet certain
performance criteria and, if we fail to meet such criteria, Amerada Hess would be entitled to terminate the contract. Should we fail to fulfill our
performance obligations under the contract of affreightment, and Amerada Hess terminates the contract, it would adversely affect our financial
condition and results of operations. Our contract of affreightment provides for minimum annual cargo volume to be transported and allows
Amerada Hess to reduce its minimum commitment, subject to a significant adjustment penalty. Most of the long-term contracts for our OSVs
contain early termination options in favor of the customer; however, some have substantial early termination penalties or other provisions designed
to discourage the customers from exercising such options. We cannot assure that our customers would not choose to exercise their termination
rights in spite of such penalties. Unless extended, our contract with Amerada Hess is scheduled to expire on March 31, 2006. Any termination
could temporarily disrupt our business or otherwise adversely affect our financial condition and results of operations.
 

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

 
Increasingly stringent federal, state, local and foreign laws and regulations governing worker health and safety and the manning, construction

and operation of vessels significantly affect our operations. Many aspects of the marine industry are subject to extensive governmental regulation
by the United States Coast Guard, the National Transportation Safety Board and the United States Customs Service, and their foreign equivalents,
and to regulation by private industry organizations such as the American Bureau of Shipping. The Coast Guard and the National Transportation
Safety Board set safety standards and are authorized to investigate vessel accidents and recommend improved safety standards, while the
Customs Service is authorized to inspect vessels at will. Our operations are also subject to federal, state, local and international laws and
regulations that control the discharge of pollutants into the environment or otherwise relate to environmental protection. Compliance with such
laws, regulations and standards may require installation of costly equipment, increased manning, or operational changes. Failure to comply with
applicable laws and regulations may result in administrative and civil penalties, criminal sanctions, imposition of remedial obligations or the
suspension or termination of our operations. Some environmental laws impose strict liability for remediation of spills and releases of oil and
hazardous substances, which could subject us to liability without regard to whether we were negligent or at fault. These laws and regulations may
expose us to liability for the conduct of, or conditions caused by, others, including charterers. Moreover, these laws and regulations could change in
ways that substantially increase costs that we may not be able to pass along to our customers. Any changes in laws, regulations or standards that
would impose additional requirements or restrictions could adversely affect our financial condition and results of operations.
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We are also subject to the Merchant Marine Act of 1936, which provides that, upon proclamation by the President of a national emergency or
a threat to the security of the national defense, the Secretary of Transportation may requisition or purchase any vessel or other watercraft owned
by United States citizens (which includes United States corporations), including vessels under construction in the United States. If one of our
OSVs, tugs or tank barges were purchased or requisitioned by the federal government under this law, we would be entitled to be paid the fair
market value of the vessel in the case of a purchase or, in the case of a requisition, the fair market value of charter hire. However, if one of our tugs
is requisitioned or purchased and its associated tank barge is left idle, we would not be entitled to receive any compensation for the lost revenues
resulting from the idled barge. We would also not be entitled to be compensated for any consequential damages we suffer as a result of the
requisition or purchase of any of our OSVs, tugs or tank barges. The purchase or the requisition for an extended period of time of one or more of
our OSVs, tugs or tank barges could adversely affect our results of operations and financial condition.
 

Finally, we are subject to the Jones Act, which requires that vessels engaged in coastwise trade to carry cargo between U.S. ports be
documented under the laws of the United States and be controlled by U.S. citizens. To ensure that we are determined to be a U.S. citizen as
defined under these laws, our certificate of incorporation contains certain restrictions on the ownership of our capital stock by non-U.S. citizens and
establishes certain mechanisms to maintain compliance with these laws. If we are determined at any time not to be in compliance with these
citizenship requirements, our vessels would become ineligible to engage in the coastwise trade in U.S. domestic waters, and our business and
operating results would be adversely affected. The Jones Act’s provisions restricting coastwise trade to vessels controlled by U.S. citizens have
recently been circumvented by foreign interests that seek to engage in trade reserved for vessels controlled by U.S. citizens and otherwise
qualifying for coastwise trade. Legal challenges against such actions are difficult, costly to pursue and are of uncertain outcome. To the extent such
efforts are successful and permit foreign competition, such competition could have a material adverse effect on domestic companies in the offshore
service vessel industry and on our financial condition and results of operations.
 

Our business involves many operating risks that may disrupt our business or otherwise result in substantial losses, and insurance
may be unavailable or inadequate to protect us against these risks.

 
Our vessels are subject to operating risks such as:

 
 •  catastrophic marine disaster;
 
 •  adverse weather and sea conditions;
 
 •  mechanical failure;
 
 •  collisions;
 
 •  oil and hazardous substance spills;
 
 •  navigation errors;
 
 •  acts of God; and
 
 •  war and terrorism.
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The occurrence of any of these events may result in damage to or loss of our vessels and their tow or cargo or other property and injury to
passengers and personnel. If any of these events were to occur, we could be exposed to liability for resulting damages and possible penalties, that
pursuant to typical marine indemnity policies, we must pay and then seek reimbursement from our insurer. Affected vessels may also be removed
from service and thus be unavailable for income-generating activity. While we believe our insurance coverage is at adequate levels and insures us
against risks that are customary in the industry, we may be unable to renew such coverage in the future at commercially reasonable rates.
Moreover, existing or future coverage may not be sufficient to cover claims that may arise.
 

Our expansion into international markets subjects us to risks inherent in conducting business internationally.
 

Over the past three years we have derived an increasing portion of our revenues from foreign sources. We therefore face risks inherent in
conducting business internationally, such as legal and governmental regulatory requirements, potential vessel seizure or nationalization of assets,
import-export quotas or other trade barriers, difficulties in collecting accounts receivable and longer collection periods, political and economic
instability, adverse tax consequences, difficulties and costs of staffing international operations, currency exchange rate fluctuations and language
and cultural differences. All of these risks are beyond our control. We cannot predict the nature and the likelihood of any such events. If such an
event should occur, however, it could have a material adverse effect on our financial condition and results of operations.
 

Future results of operations depend on the long-term financial stability of our customers.
 

Many of the contracts we enter into for our vessels are full utilization contracts with initial terms ranging from one to five years. We enter into
these long-term contracts with our customers based on a credit assessment at the time of execution. Our financial condition in any period may
therefore depend on the long-term stability and creditworthiness of our customers. We can provide no assurance that our customers will fulfill their
obligations under our long-term contracts and the insolvency or other failure of a customer to fulfill its obligations under such contract could
adversely affect our financial condition and results of operations.
 

We may be unable to attract and retain qualified, skilled employees necessary to operate our business.
 

Our success depends in large part on our ability to attract and retain highly skilled and qualified personnel. Our inability to hire, train and
retain a sufficient number of qualified employees could impair our ability to manage, maintain and grow our business.
 

We require skilled employees who can perform physically demanding work. As a result of the volatility of the oil and gas industry and the
demanding nature of the work, potential employees may choose to pursue employment in fields that offer a more desirable work environment at
wage rates that are competitive with ours. With a reduced pool of workers, it is possible that we will have to raise wage rates to attract workers
from other fields and to retain
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our current employees. If we are not able to increase our service rates to our customers to compensate for wage-rate increases, our financial
condition and results of operations may be adversely affected.
 

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

Some of our employees are covered by provisions of the Jones Act, the Death on the High Seas Act and general maritime law. These laws
preempt state workers’ compensation laws and permit these employees and their representatives to pursue actions against employers for job-
related incidents in federal courts. Because we are not generally protected by the limits imposed by state workers’ compensation statutes, we may
have greater exposure for any claims made by these employees.
 

Our success depends on key members of our management, the loss of whom could disrupt our business operations.
 

We depend to a large extent on the efforts and continued employment of our executive officers and key management personnel. We do not
maintain key-man insurance. The loss of services of one or more of our executive officers or key management personnel could have a negative
impact on our financial condition and results of operations.
 

Restrictions contained in the indenture governing our senior notes and in the agreement governing our revolving credit facility
may limit our ability to obtain additional financing and to pursue other business opportunities.

 
Covenants contained in the indenture governing our 6.125% senior notes and in the agreement governing our revolving credit facility require

us to meet certain financial tests, which may limit or otherwise restrict:
 
 •  our flexibility in operating, planning for, and reacting to changes, in our business;
 
 •  our ability to dispose of assets, withstand current or future economic or industry downturns and compete with others in our industry for

strategic opportunities; and
 
 •  our ability to obtain additional financing for working capital, capital expenditures, including our newbuild programs, acquisitions, general

corporate and other purposes.
 

We have high levels of fixed costs that will be incurred regardless of our level of business activity.
 

Our business has high fixed costs, and downtime or low productivity due to reduced demand, weather interruptions or other causes can have
a significant negative effect on our operating results and financial condition.
 
Forward Looking Statements
 

We make forward-looking statements in this Quarterly Report on Form 10-Q, including certain information set forth in the section entitled
“Management’s Discussion and Analysis of Financial Condition and Results of Operations.” We have based these forward-looking
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statements on our current views and assumptions about future events and our future financial performance. You can generally identify forward-
looking statements by the appearance in such a statement of words like “anticipate,” “believe,” “continue,” “could,” “estimate,” “expect,” “intend,”
“may,” “plan,” “potential,” “predict,” “project,” “should” or “will” or other comparable words or the negative of these words. When you consider our
forward-looking statements, you should keep in mind the risk factors we describe above and other cautionary statements we make in this Quarterly
Report on Form 10-Q.
 

Our forward-looking statements are only predictions based on expectations that we believe are reasonable. Actual events or results may
differ materially from those described in any forward-looking statement. We undertake no obligation to update or revise any forward-looking
statements, whether as a result of new information, future events or otherwise. To the extent these risks, uncertainties and assumptions give rise to
events that vary from our expectations, the forward-looking events discussed in this Quarterly Report on Form
10-Q may not occur.
 
Item 3—Quantitative And Qualitative Disclosures About Market Risk
 

We have not entered into any derivative financial instrument transactions to manage or reduce market risk or for speculative purposes.
 

Changes in interest rates may result in changes in the fair market value of our financial instruments, interest income and interest expense.
Our financial instruments that are exposed to interest rate risk are our cash equivalents and long-term borrowings. Due to the short duration and
conservative nature of the cash equivalent investment portfolio, we do not expect any material loss with respect to our investments. The book
value for cash equivalents is considered to be representative of its fair value.
 

We are subject to interest rate risk on our long-term fixed interest rate senior notes. In general, the fair market value of debt with a fixed
interest rate will increase as interest rates fall. Conversely, the fair market value of debt will decrease as interest rates rise. The senior notes
accrue interest at the rate of 6.125% per annum and mature on December 1, 2014. There are no scheduled principal payments under the senior
notes prior to the maturity date.
 

Our $100 million revolving credit facility has a current borrowing base of $60 million. As of March 31, 2005, we have approximately $11.0
million outstanding under our revolving credit facility. Assuming a 200 basis point increase in market interest rates during the three months ended
March 31, 2005, our interest expense, net of capitalization, would have increased approximately $0.1 million, net of taxes, resulting in no change to
earnings per diluted share.
 

Our operations are primarily conducted between U.S. ports, including along the coast of Puerto Rico, and historically we have not been
exposed to significant foreign currency fluctuation. However, as we expand our operations in international markets, our exposure to certain risks
typically associated with foreign currency fluctuation is expected to increase. We currently have time charters for five of our OSVs for service in
Trinidad. Although such contracts are denominated and will be paid in U.S. Dollars, value added tax, or VAT, payments are paid in Trinidad &
Tobago dollars which creates an exchange risk related to
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currency fluctuations. In addition, we are currently operating under a fixed time charter with one of our OSVs and our fast supply vessel for service
offshore Mexico. Although we are paid in U.S. Dollars, there is an exchange risk to foreign currency fluctuations related to the payment terms of
such time charters. To date, we have not hedged against any foreign currency rate fluctuations associated with foreign currency VAT payments or
other foreign currency denominated transactions arising in the normal course of business. We continually monitor the currency exchange risks
associated with conducting international operations. As of March 31, 2005, there were no material changes in our market or interest rate risk or
material gains or losses associated with currency fluctuations since last reported on our Annual Report on Form 10-K for the period ended
December 31, 2004.
 
Item 4—Controls and Procedures
 Disclosure Controls and Procedures
 

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness of our
disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as
amended (the “Exchange Act”)) as of the end of the period covered by this report. Based on that evaluation, our Chief Executive Officer and Chief
Financial Officer have concluded that, as of the end of such period, our disclosure controls and procedures were effective to ensure that
information required to be disclosed by us in reports that we file or submit under the Exchange Act is recorded, processed, summarized and
reported within the time periods specified in the Securities and Exchange Commission’s rules and forms, and that such information is accumulated
and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions
regarding required disclosures.
 
Internal Control Over Financial Reporting
 

We also maintain a system of internal accounting controls that are designed to provide reasonable assurance that our books and records
accurately reflect our transactions and that our policies and procedures are followed. There have not been any changes in our internal control over
financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the fiscal quarter to which this report
relates that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
 

PART II—OTHER INFORMATION
 
Item 1—Legal Proceedings
 

We are not currently a party to any material legal proceedings, although we may from time to time be subject to various legal proceedings
and claims that arise in the ordinary course of business.
 
Item 2—Unregistered Sales of Equity Securities and Use of Proceeds
 

None.
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Item 3—Defaults Upon Senior Securities
 

None.
 
Item 4—Submission Of Matters To A Vote Of Security Holders
 

None.
 
Item 5—Other Information
 

None.
 
Item 6—Exhibits
 

Exhibit
Number

  

Description of Exhibit

*3.1  —Second Restated Certificate of Incorporation of the Company, as amended through May 5, 2005.

3.2

  

—Certificate of Designation of Series A Junior Participating Preferred Stock filed with the Secretary of State of the State of
Delaware on June 20, 2003 (incorporated by reference to Exhibit 3.6 to the Company’s Registration Statement on Form S-1
dated September 19, 2003, Registration No.
333-108943).

3.3
  

—Fourth Restated Bylaws of the Company adopted June 30, 2004 (incorporated by reference to Exhibit 3.3 to the Company’s
Form 10-Q for the quarter ended June 30, 2004).

4.1

  

—Indenture dated as of November 23, 2004 between the Company, the guarantors named therein and Wells Fargo Bank,
National Association (as Trustee), including table of contents and cross-reference sheet (incorporated by reference to
Exhibit 4.1 to the Company’s Current Report on Form 8-K dated November 18, 2004).

4.2
  

—Specimen 6.125% Series B Senior Note due 2014 (incorporated by reference to Exhibit 4.5 to the Company’s Amendment
No. 1 to Registration Statement on Form S-4 dated February 7, 2005, Registration No. 333-121557).

4.3
  

—Specimen stock certificate for the Company’s common stock, $0.01 par value (incorporated by reference to the Company’s
amended Registration Statement on From 8-A/A dated September 3, 2004).

4.4

  

—Rights Agreement dated as of June 18, 2003 between the Company and Mellon Investor Services LLC as Rights Agent,
which includes as Exhibit A the Certificate of Designations of Series A Junior Participating Preferred Stock, as Exhibit B the
form of Right Certificate and as Exhibit C the form of Summary of Rights to Purchase Stock (incorporated by reference to
Exhibit 4.1 to the Company’s Current Report on Form 8-K filed July 2, 2003).

4.5

  

—Amendment to Rights Agreement dated as of March 5, 2004 between the Company and Mellon Investor Services LLC as
Rights Agent (incorporated by reference to Exhibit 4.13 to the Company’s Form 10-K for the period ended December 31,
2003).
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Exhibit
Number

   

Description of Exhibit

4.6 

  

—Second Amendment to Rights Agreement dated as of September 3, 2004 by and between the Company and Mellon Investor
Services, LLC as Rights Agent (incorporated by reference to Exhibit 4.3 to the Company’s Form 8-A/A file September 3,
2004, Registration No. 333-108943).

4.7 

  

—Stockholders’ Agreement dated as of October 27, 2000 between the Company, Todd M. Hornbeck, Troy A. Hornbeck, Cari
Investment Company and SCF-IV, L.P. (incorporated by reference to Exhibit 4.6 to the Company’s Registration Statement
on Form S-1 dated September 19, 2003, Registration No.
333-108943).

10.1 

  

—Second Amendment to Employment Agreement dated effective March 10, 2005 by and between Todd M. Hornbeck and the
Company (incorporated by reference to Exhibit 10.8 to the Company’s Annual Report on Form 10-K for the period ended
December 31, 2004).

10.2 

  

—Second Amendment to Employment Agreement dated effective March 10, 2005 by and between Carl G. Annessa and the
Company (incorporated by reference to Exhibit 10.9 to the Company’s Annual Report on Form 10-K for the period ended
December 31, 2004).

10.3 

  

—Second Amendment to Employment Agreement dated effective March 10, 2005 by and between James O. Harp, Jr. and the
Company (incorporated by reference to Exhibit 10.10 to the Company’s Annual Report on Form 10-K for the period ended
December 31, 2004).

10.4†
  

—Director & Advisory Director Compensation Policy (incorporated by reference to Exhibit 10.15 to the Company’s Annual
Report on Form 10-K for the period ended December 31, 2004).

10.5 
  

—Form of Executive Non-Qualified Stock Option Agreement (incorporated by reference to Exhibit 10.16 to the Company’s
Annual Report on Form 10-K for the period ended December 31, 2004).

10.6 
  

—Form of Director Non-Qualified Stock Option Agreement (incorporated by reference to Exhibit 10.17 to the Company’s
Annual Report on Form 10-K for the period ended December 31, 2004).

10.7 
  

—Form of Employee Non-Qualified Stock Option Agreement (incorporated by reference to Exhibit 10.18 to the Company’s
Annual Report on Form 10-K for the period ended December 31, 2004).

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

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

*32.1   —Certification of the Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

*32.2   —Certification of the Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

* Filed herewith
† Compensatory plan or arrangement under which executive officers or directors of the Company may participate.
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SIGNATURE
 

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Quarterly Report to be signed on
its behalf by the undersigned thereunto duly authorized.
 
    Hornbeck Offshore Services, Inc.

Date: May 10, 2005    By:  /s/    JAMES O. HARP, JR.
 

 
 

 
 

 
 

 
James O. Harp, Jr.

Executive Vice President and Chief Financial Officer
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Exhibit
Number

  

Description of Exhibit

*3.1  —Second Restated Certificate of Incorporation of the Company, as amended through May 5, 2005.

3.2

  

—Certificate of Designation of Series A Junior Participating Preferred Stock filed with the Secretary of State of the State of
Delaware on June 20, 2003 (incorporated by reference to Exhibit 3.6 to the Company’s Registration Statement on Form S-1
dated September 19, 2003, Registration No.
333-108943).

3.3
  

—Fourth Restated Bylaws of the Company adopted June 30, 2004 (incorporated by reference to Exhibit 3.3 to the Company’s
Form 10-Q for the quarter ended June 30, 2004).

4.1

  

—Indenture dated as of November 23, 2004 between the Company, the guarantors named therein and Wells Fargo Bank,
National Association (as Trustee), including table of contents and cross-reference sheet (incorporated by reference to Exhibit
4.1 to the Company’s Current Report on Form 8-K dated November 18, 2004).

4.2
  

—Specimen 6.125% Series B Senior Note due 2014 (incorporated by reference to Exhibit 4.5 to the Company’s Amendment
No. 1 to Registration Statement on Form S-4 dated February 7, 2005, Registration No. 333-121557).

4.3
  

—Specimen stock certificate for the Company’s common stock, $0.01 par value (incorporated by reference to the Company’s
amended Registration Statement on From 8-A/A dated September 3, 2004).

4.4

  

—Rights Agreement dated as of June 18, 2003 between the Company and Mellon Investor Services LLC as Rights Agent,
which includes as Exhibit A the Certificate of Designations of Series A Junior Participating Preferred Stock, as Exhibit B the
form of Right Certificate and as Exhibit C the form of Summary of Rights to Purchase Stock (incorporated by reference to
Exhibit 4.1 to the Company’s Current Report on Form 8-K filed July 2, 2003).

4.5

  

—Amendment to Rights Agreement dated as of March 5, 2004 between the Company and Mellon Investor Services LLC as
Rights Agent (incorporated by reference to Exhibit 4.13 to the Company’s Form 10-K for the period ended December 31,
2003).

4.6

  

—Second Amendment to Rights Agreement dated as of September 3, 2004 by and between the Company and Mellon Investor
Services, LLC as Rights Agent (incorporated by reference to Exhibit 4.3 to the Company’s Form 8-A/A file September 3,
2004, Registration No. 333-108943).

4.7

  

—Stockholders’ Agreement dated as of October 27, 2000 between the Company, Todd M. Hornbeck, Troy A. Hornbeck, Cari
Investment Company and SCF-IV, L.P. (incorporated by reference to Exhibit 4.6 to the Company’s Registration Statement on
Form S-1 dated September 19, 2003, Registration No.
333-108943).
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Exhibit
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10.1 

  

—Second Amendment to Employment Agreement dated effective March 10, 2005 by and between Todd M. Hornbeck and the
Company (incorporated by reference to Exhibit 10.8 to the Company’s Annual Report on Form 10-K for the period ended
December 31, 2004).

10.2 

  

—Second Amendment to Employment Agreement dated effective March 10, 2005 by and between Carl G. Annessa and the
Company (incorporated by reference to Exhibit 10.9 to the Company’s Annual Report on Form 10-K for the period ended
December 31, 2004).

10.3 

  

—Second Amendment to Employment Agreement dated effective March 10, 2005 by and between James O. Harp, Jr. and the
Company (incorporated by reference to Exhibit 10.10 to the Company’s Annual Report on Form 10-K for the period ended
December 31, 2004).

10.4†
  

—Director & Advisory Director Compensation Policy (incorporated by reference to Exhibit 10.15 to the Company’s Annual
Report on Form 10-K for the period ended December 31, 2004).

10.5 
  

—Form of Executive Non-Qualified Stock Option Agreement (incorporated by reference to Exhibit 10.16 to the Company’s
Annual Report on Form 10-K for the period ended December 31, 2004).

10.6 
  

—Form of Director Non-Qualified Stock Option Agreement (incorporated by reference to Exhibit 10.17 to the Company’s Annual
Report on Form 10-K for the period ended December 31, 2004).

10.7 
  

—Form of Employee Non-Qualified Stock Option Agreement (incorporated by reference to Exhibit 10.18 to the Company’s
Annual Report on Form 10-K for the period ended December 31, 2004).

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

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

*32.1   —Certification of the Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

*32.2   —Certification of the Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

* Filed herewith
† Compensatory plan or arrangement under which executive officers or directors of the Company may participate.
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EXHIBIT 3.1
 

SECOND RESTATED CERTIFICATE OF INCORPORATION
OF

HORNBECK OFFSHORE SERVICES, INC.
 

I, Todd M. Hornbeck, President and Secretary of Hornbeck Offshore Services, Inc. (the “Corporation”), do hereby certify on behalf of the
Corporation as follows:
 

ARTICLE ONE
 

That the name of the Corporation is Hornbeck Offshore Services, Inc.
 

ARTICLE TWO
 

That the Certificate of Incorporation of the Corporation was originally filed under the name of HV Marine Services, Inc., with the Secretary of
State, Delaware, on the 2nd day of June, 1997, subsequently restated on the 30th day of December, 1997, a Certificate of Amendment of
Certificate of Incorporation was then filed with the Secretary of State, Delaware on the 1st day of December, 1999 whereby the Corporation’s name
was changed to HORNBECK-LEEVAC Marine Services, Inc., and then a subsequent Certificate of Amendment to Certificate of Incorporation was
filed with the Secretary of State, Delaware on the 29th day of May, 2002 changing the Corporation’s to Hornbeck Offshore Services, Inc.
 

Pursuant to section 245(b) of the Delaware General Corporation Law, the Second Restated Certificate of Incorporation has been duly
adopted by the Corporation’s Board of Directors. The Second Restated Certificate of Incorporation only restates and integrates prior amendments
to the Corporation’s Restated Certificate of Incorporation and does not further amend the provisions of the Corporation’s Restated Certificate of
Incorporation as theretofore amended or supplemented, and there is no discrepancy between those provisions and the provisions of the Second
Restated Certificate of Incorporation.
 

That the text of the Restated Certificate of Incorporation of the Corporation, as amended, is hereby restated by this certificate, to read in full,
as follows:



SECOND RESTATED CERTIFICATE OF INCORPORATION
OF

HORNBECK OFFSHORE SERVICES, INC.
 

ARTICLE ONE
 

The name of the Corporation is Hornbeck Offshore Services, Inc.
 

ARTICLE TWO
 

The street address of its initial registered office in Delaware is 1209 Orange Street, Wilmington, Delaware 19805 and the name of its initial
registered agent at such address is The Corporation Trust Company.
 

ARTICLE THREE
 

The nature of the business or purpose to be conducted or promoted is to engage in any lawful act or activities for which corporations may be
organized under the General Corporation Law of the State of Delaware.
 

ARTICLE FOUR
 

Section 1.    General.
 

The aggregate number of shares of all classes of stock which the Corporation shall have authority to issue is one hundred five million
(105,000,000) shares, of which one hundred million (100,000,000) will be shares of common stock, par value $.01 per share (“Common Stock”),
and five million (5,000,000) will be shares of preferred stock, par value $.01 per share (“Preferred Stock”). Effective as of 5:00 p.m., eastern time,
on March 5, 2004 (the “Effective Time”), a one-for-two and one-half reverse stock split of the Corporation’s common stock shall become effective,
pursuant to which each two and one-half shares of common stock outstanding and held of record by each stockholder of the Corporation (including
treasury shares) immediately prior to the Effective Time shall be reclassified and combined into one share of common stock automatically and
without any action by the holder thereof and shall represent one share of common stock from and after the Effective Time. No fractional shares of
common stock shall be issued as a result of such reclassification and combination. In lieu of any fractional share to which the stockholder would
otherwise be entitled as a result of the stock split, the Corporation shall issue one share of the Corporation’s common stock to such stockholder.
 

The designations and the powers, preferences and rights, and the qualifications, limitations or restrictions, of Common Stock and Preferred
Stock are as follows:
 

Section 2.    Common Stock.
 

2.1 Dividend rights. Subject to provisions of law and the preferences of Preferred Stock and of any other stock ranking prior to Common
Stock as to dividends, the holders of



Common Stock will be entitled to received dividends when, as and if declared by the board of directors.
 

2.2 Voting Rights. Except as provided by law and pursuant to this Article Four, the holders of Common Stock will have one vote for each
share on each matter submitted to a vote of the stockholders of the Corporation. Except as otherwise provided by law, by the certificate of
incorporation or by resolution or resolutions of the board of directors providing for the issue of any series of Preferred Stock, the holders of
Common Stock will have sole voting power.
 

2.3 Liquidation Rights. In the event of any liquidation, dissolution or winding up of the Corporation, whether voluntary or involuntary, after
payment or provisions for payment of the debts and other liabilities of the Corporation and the preferential amounts of which the holders of any
stock ranking prior to Common Stock in the distribution of assets are entitled upon liquidation, the holders of Common Stock and the holders of any
other stock ranking on a parity with Common Stock in the distribution of assets upon liquidation will be entitled to share in the remaining assets of
the Corporation according to their respective interests.
 

Section 3.    Preferred Stock.
 

3.1 Authority of the Board of Directors to Issue in Series. Preferred Stock may be issued from time to time in one or more series. All shares of
any one series of Preferred Stock will be identical except as to the dates of issue and the dates from which dividends on shares of the series
issued on different dates will cumulate, if cumulative. Authority is hereby expressly granted to the Board of Directors to authorize the issue of one
or more series of Preferred Stock, and to fix by resolution or resolutions providing for the issue of each such series the voting powers,
designations, preferences and relative, participating, optional or other special rights, and qualifications, limitations or restrictions thereof, of such
series, to the full extent now or hereafter permitted by law, including, but not limited to, the following:
 

(a) The number of shares of such series, which may subsequently be increased, except as otherwise provided by the resolution or
resolutions of the Board of Directors providing for the issuance of such series, or decreased, to a number not less than the number of shares
then outstanding, by resolution or resolutions of the Board of Directors, and the distinctive designation thereof;

 
(b) The dividend rights of such series, the preferences, if any, over any other class or series of stock, or of any other class or series of

stock over such series, as to dividends, the extent, if any to which shares of such series will be entitled to participate in dividends with shares
of any other series or class of stock, whether dividends on shares of such series will be fully, partially or conditionally cumulative, or a
combination thereof, and any limitations, restrictions or conditions on the payment of such dividends;

 
(c) The rights of such series, and the preferences, if any, over any other class or series of stock, or of any other class or series of stock

over such series, in the event of any voluntary or involuntary liquidation, dissolution or winding up of the Corporation and the extent, if any, to
which shares of any such series will be entitled to participate in such event with any other series or class of stock;
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(d) The time or times during which, the price or prices at which, and the terms and conditions on which, the shares of such series may
be redeemed;

 
(e) The terms of any purchase, retirement or sinking fund which may be provided for the shares of such series;

 
(f) The terms and conditions, if any, upon which the shares of such series will be convertible into or exchangeable for shares of any

other series, class or classes, or any other securities, to the full extent now or hereafter permitted by law;
 

(g) The voting powers, if any, of such series in addition to the voting powers provided by law.
 

3.2 Limitation on Dividend. No holders of any series of Preferred Stock will be entitled to receive any dividends thereon other than those
specifically provided for by the certificate of incorporation or the resolution or resolutions of the board of directors providing for the issue of such
series of Preferred Stock, nor will any accumulative dividends on Preferred Stock bear any interest.
 

3.3 Limitation on Liquidation Distributions. In the event of any liquidation, dissolution or winding up of the Corporation, whether voluntary or
involuntary, the holders of Preferred Stock of each series will be entitled to receive only such amount or amounts as will have been fixed by the
certificate of incorporation or by the resolution or resolutions of the board of directors providing for the issuance of such series. A consolidation or
merger of the Corporation with or into one or more other corporations or a sale, lease or exchange of all or substantially all of the assets of the
Corporation will not be deemed to be a voluntary or involuntary liquidation, dissolution or winding up, within the meaning of this article.
 

ARTICLE FIVE
 

The number of directors constituting the Board of Directors shall be fixed from time to time as provided in the Restated Bylaws or
amendments thereto.
 

No more than twenty-five percent of the directors of the Corporation may be non-United States citizens.
 

The Board of Directors shall be divided into three (3) classes, each class to be as nearly equal in number as possible. The terms of office of
directors of the first class are to expire at the first annual meeting of stockholders after their election or appointment, that of the second class is to
expire at the second annual meeting after their election or appointment, and that of the third class is to expire at the third annual meeting after their
election or appointment. Thereafter, each director shall serve for a term ending on the date of the third annual meeting of stockholders following the
annual meeting at which such director was elected.
 

This classified board provision shall not be altered or repealed without the affirmative vote of the holders of at least 80% of the shares
entitled to vote in the election of directors. The Directors may not amend or repeal the classified board provision.
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ARTICLE SIX
 

The period of duration of the Corporation is perpetual.
 

ARTICLE SEVEN
 

The initial Bylaws of the Corporation shall be adopted by its Board of Directors. The Restated Bylaws, as effective upon the filing of the
Restated Certificate of Incorporation on December 30, 1997, may be altered, amended or repealed, or new bylaws may be adopted by the Board
of Directors, subject to the right of the stockholders to alter and/or repeal the Restated Bylaws or adopt new bylaws and provided that the following
language of the Restated Bylaws shall only be altered, amended, repealed or replaced by new bylaws by the affirmative vote of the holders of at
least eighty percent (80%) of the Corporation’s capital stock entitled to vote thereon: Section 3.1 Annual Meeting; Section 3.2 Special Meetings;
Section 4.1 Number, Qualification and Term; Section 4.2 Removal (or in each case any successor or replacement language addressing
substantially the same topic).
 

ARTICLE EIGHT
 

The Corporation shall indemnify its officers and directors under the circumstances and to the full extent permitted by law.
 

ARTICLE NINE
 

Meetings of stockholders may be held within or without the State of Delaware, as the Restated Bylaws may provide. The books of the
Corporation may be kept (subject to any provisions of the Delaware General Corporation Law) outside the State of Delaware at such place or
places as may be designated from time to time by the Board of Directors or in the Restated Bylaws of the Corporation.
 

ARTICLE TEN
 

The Corporation reserves the right to amend, alter, change or repeal any provisions contained in the Certificate of Incorporation, in the
manner now or hereafter prescribed by statute, and all rights conferred upon stockholders herein are granted subject to this reservation.
 

ARTICLE ELEVEN
 

The affirmative vote or consent of the holders of not less than 66-2/3% of each class of the outstanding stock of the Corporation entitled to
vote in elections of directors of the Corporation is required to approve or authorize any (i) merger or consolidation of the Corporation with any other
corporation or (ii) sale, lease, exchange or other disposition of all or substantially all of the assets of the Corporation to any other corporation,
person, or entity; or (iii) the liquidation of the Corporation.
 

Any action required or permitted to be taken by stockholders of the Corporation must be effected at a duly called annual or special meeting of
such stockholders and may not be effected by consent in writing by such stockholders.
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ARTICLE TWELVE
 

Section 1.    Purpose and effectiveness.
 

The purpose of this Article Twelve is to limit ownership and control of shares of any class of capital stock of the Corporation by Aliens in order
to permit the Corporation and/or its Subsidiaries or Controlled Persons to conduct their business as U.S. Maritime Companies.
 

Section 2.    Restriction on transfers.
 

Any transfer, or attempted or purported transfer, of any shares of any class of capital stock issued by the Corporation or any interest therein
or right thereof, which would result in the ownership or control by one or more Aliens of an aggregate percentage of the shares of any class of
capital stock of the Corporation or of any interest therein or right thereof in excess of the Permitted Percentage will, until such excess no longer
exists, be void and will be ineffective as against the Corporation and the Corporation will not recognize, to the extent of such excess, the purported
transferee as a stockholder of the Corporation for any purpose other than the transfer of such excess to a person who is not an Alien; provided,
however, that such shares, to the extent of such excess, may nevertheless be deemed to be Alien owned shares for the purposes of this Article
Twelve.
 

The Board of Directors is hereby authorized to adopt such bylaws and resolutions, and to effect any and all other measures reasonably
necessary or desirable (consistent with applicable law and the provisions of the Certificate of Incorporation) to fulfill the purpose and implement the
provisions of this Article Twelve, including without limitation, obtaining, as a condition precedent to the transfer of shares on the records of the
Corporation, representations and other proof as to the identity of existing or prospective stockholders and persons on whose behalf shares of any
class of capital stock of the Corporation or any interest therein or right thereof are or are to be held or establishing and maintaining a dual stock
certificate system under which different forms of stock certificates, representing outstanding shares of Common Stock or Preferred Stock of the
Corporation, are issued to the holders of record of the shares represented thereby to indicate whether or not such shares or any interest therein or
right thereof is owned or controlled by an Alien.
 

Section 3.    Suspension of voting, dividend and distribution rights with respect to alien owned stock.
 

No shares of the outstanding capital stock of the Corporation or any class thereof held by or for the benefit of any Alien determined to be in
excess of the Permitted Percentage in accordance with this Section 3 of this Article Twelve (such shares referred to herein as the “Excess Shares”)
will, until such excess no longer exists, be entitled to receive or accrue any rights with respect to any dividends or other distributions of assets
declared payable or paid to the holders of such capital stock during such period. Furthermore, no Excess Shares will be entitled to vote with
respect to any matter submitted to stockholders of the Corporation so long as such excess exists. If Excess Shares exist, the shares deemed
included in such Excess Shares for purposes of this Section 3 of this Article Twelve will be those Alien owned shares that the Board of Directors
determines became so owned most recently.
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Section 4.    Redemption of Shares.
 

The Corporation, by action of the Board of Directors, shall have the power, but not the obligation, to redeem Excess Shares subject to the
following terms and conditions:
 

(1) the per share redemption price to be paid for the Excess Shares shall be the sum of (A) the Fair Market Value of such shares of
capital stock plus (B) an amount equal to the amount of any dividend or distribution declared in respect of such shares prior to the date on
which such shares are called for redemption and which amount has been withheld by the Corporation pursuant to Section 3 of this Article
Twelve (the “Redemption Price”);

 
(2) the Redemption Price shall be paid either in cash (by bank or cashier’s check) or by the issuance of Redemption Notes, as

determined by the Board of Directors, in its discretion;
 

(3) the Excess Shares to be redeemed shall be selected in the same manner as provided in Section 3 above and shall not exceed the
number necessary to reduce the percentage of shares of capital stock of the Corporation or any class thereof owned by Aliens, in the
aggregate, to the Permitted Percentage; provided that the Corporation may adjust upward to the nearest whole share the number of shares
to be redeemed so as not to be required to redeem or issue fractional shares;

 
(4) written notice of the date of redemption (the “Redemption Date”) together with a letter of transmittal to accompany certificates

evidencing shares of stock which are surrendered for redemption shall be given by first class mail, postage prepaid, mailed not less than 10
days prior to the Redemption Date to each holder of record of the selected shares to be redeemed, at such holder’s last known address as
the same appears on the stock register of the Corporation (unless such notice is waived in writing by any such holders) (the “Redemption
Notice”);

 
(5) the Redemption Date (for purposes of determining right, title and interest in and to shares of capital stock being selected for

redemption) shall be the later of (A) the date specified as the redemption date in the Redemption Notice given to record holders (which date
shall not be earlier than the date such notice is given) or (B) the date on which the funds or Redemption Notes necessary to effect the
redemption have been irrevocably deposited in trust for the benefit of such record holders;

 
(6) each Redemption Notice shall specify (A) the Redemption Date, as determined pursuant to clause (5) of this Section 4, (B) the

number and class of shares of capital stock to be redeemed from such holder (and the certificate number(s) evidencing such shares), (C) the
Redemption Price and the manner of payment thereof, (D) the place where certificates for such shares are to be surrendered for cancellation
against the simultaneous payment of the Redemption Price, (E) any instructions as to the endorsement or assignment for transfer of such
certificates and the completion of the accompanying letter of transmittal; and (F) the fact that all right, title and interest in respect of the
shares so selected for redemption (including, without limitation, voting and
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dividend rights) shall cease and terminate on the Redemption Date, except for the right to receive the Redemption Price;
 

(7) from and after the Redemption Date, all right, title and interest in respect of the shares selected for redemption (including, without
limitation, voting and dividend rights) shall cease and terminate, such shares shall no longer be deemed to be outstanding (and may either
be retired or held by the Corporation as treasury stock) and the owners of such shares shall thereafter be entitled only to receive the
Redemption Price; and

 
(8) upon surrender of the certificates for any shares so redeemed in accordance with the requirements of the Redemption Notice and

accompanying letter of transmittal (and otherwise in proper form for transfer as specified in the Redemption Notice), the owner of such
shares shall be entitled to payment of the Redemption Price. In case fewer than all the shares represented by any such certificate are
redeemed, a new certificate (or certificates) shall be issued representing the shares not redeemed without cost to the holder thereof.

 
Section 5.    Severability.

 
Each provision of this Article Twelve is intended to be severable from every other provision. If any one or more of the provisions contained in

this Article Twelve is held to be invalid, illegal or unenforceable, the validity, legality or enforceability of any other provision of this Article Twelve
shall not be affected, and this Article Twelve shall be construed as if the provisions held to be invalid, illegal or unenforceable had never been
contained therein.
 

Section 6.    Definitions.
 

“Alien” means (1) any person (including an individual, a partnership, a corporation, a limited liability company or an association) who is not a
United States citizen, within the meaning of Section 2 of the Shipping Act, 1916, as amended or as it may hereafter be amended; (2) any foreign
government or representative thereof; (3) any corporation, the chief executive officer by any title or chairman of the board of directors of which is
an Alien, or of which more than a minority of the number of its directors necessary to constitute a quorum are Aliens; (4) any corporation organized
under the laws of any foreign government; (5) any corporation of which 25% or greater interest is owned beneficially or of record, or may be voted
by, an Alien or Aliens, or which by any other means whatsoever is controlled by or in which control is permitted to be exercised by an Alien or
Aliens (the Board of Directors being authorized to determine reasonably the meaning of “control” for this purpose); (6) any partnership, limited
liability company, or association which is controlled by an Alien or Aliens; or (7) any person (including an individual, partnership, corporation, limited
liability company or association) who acts as representative of or fiduciary for any person described in clauses (1) through (6) above.
 

“Controlled Person” means any corporation, limited liability company or partnership of which the Corporation or any Subsidiary owns or
controls an interest in excess of 25%.
 

“Fair Market Value” shall mean the average Market Price of one share of stock for the 20 consecutive trading days next preceding the date of
determination. The “Market Price” for a particular day shall mean (i) the last reported sales price, regular way, or, in case no sale takes
 

7



place on such day, the average of the reported closing bid and asked prices, regular way, in either case as reported on the New York Stock
Exchange, Inc. (“NYSE”) composite tape; and (ii) if the Common Stock is not then listed or admitted to unlisted trading privileges on the NYSE, as
reported on the consolidated reporting system of the principal national securities exchange (then registered as such pursuant to Section 6 of the
Securities Exchange Act of 1934, as amended) on which the Common Stock is then listed or admitted to unlisted trading privileges; and (iii) if the
Common Stock is not then listed or admitted to unlisted trading privileges on the NYSE or any national securities exchange, as included for
quotation through the National Association of Securities Dealers, Inc. Automated Quotation (“NASDAQ”) National Market System; and (iv) if the
Common Stock is not then listed or admitted to unlisted trading privileges on the NYSE or on any national securities exchange, and is not then
included for quotation through the NASDAQ National Market System, (A) the average of the closing “bid” and “asked” prices on such day in the
over-the-counter market as reported by NASDAQ or, (B) if “bid” and “asked” prices for the Common Stock on such day shall not have been
reported on NASDAQ, the average of the “bid” and “asked” prices for such day as furnished by any NYSE member firm regularly making a market
in and for the Common Stock. If the Common Stock ceases to be publicly traded, the Fair Market Value thereof shall mean the fair value of one
share of Common Stock as determined in good faith by the Board of Directors, which determination shall be conclusive.
 

“Permitted Percentage” means twenty percent of the outstanding shares of the capital stock of the Corporation, or any class thereof.
 

“Redemption Notes” shall mean interest bearing promissory notes of the Corporation with a maturity of not more than 10 years from the date
of issue and bearing interest at a fixed rate equal to the yield on the U.S. Treasury Note having a maturity comparable to the term of such
promissory note as published in The Wall Street Journal or comparable publication at the time of the issuance of the promissory note.
 

“Subsidiary” means any corporation or limited liability company more than 50% of the outstanding equity interest of which is owned by the
Corporation or any Subsidiary of the Corporation.
 

“U.S. Maritime Company” means any corporation or other entity which, directly or indirectly (1) owns or operates vessels in the United States
coastwise trade, intercoastal trade or noncontiguous domestic trade; (2) owns or operates any vessel built with construction differential subsidies
from the United States Government (or any agency thereof); (3) is a party to a maritime security program agreement with the United States
Government (or any agency thereof) on account of ships owned, charted or operated by it; (4) owns any vessel on which there is a preferred
mortgage issued in connection with Title XI of the Merchant Marine Act, 1936, as amended; (5) operates vessels under agreement with the United
States Government (or any agency thereof); (6) conducts any activity, takes any action or receives any benefit which would be adversely affected
under any provision of the U.S. maritime, shipping or vessel documentation laws by virtue of Alien ownership of its stock; or (7) maintains a Capital
Construction Fund under the provisions of Section 607 of the Merchant Marine Act of 1936, as amended.
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ARTICLE THIRTEEN
 

The Certificate of Incorporation of the Corporation can only be amended or repealed by the affirmative vote of the holders of at least 66-2/3%
of the shares entitled to vote thereon unless a greater percentage is stated herein.
 

In witness whereof, the undersigned being a duly authorized officer of the Corporation executed this Second Restated Certificate of
Incorporation on this the 5th day of March, 2004.
 

HORNBECK OFFSHORE SERVICES, INC.,
a Delaware corporation

By:
 

/s/ Todd M. Hornbeck

  Todd M. Hornbeck, President
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CERTIFICATE OF AMENDMENT
TO THE

SECOND RESTATED
CERTIFICATE OF INCORPORATION

OF
HORNBECK OFFSHORE SERVICES, INC.

 
Hornbeck Offshore Services, Inc., a corporation organized and existing under the laws of the State of Delaware, hereby certifies as follows:

 
 1. The name of the Corporation is Hornbeck Offshore Services, Inc. The Corporation was duly incorporated in the State of Delaware on

June 2, 1997.
 
 2. Pursuant to Sections 228 and 242 of the General Corporation Law of the State of Delaware, this Certificate of Amendment of the

Second Restated Certificate of Incorporation of the Corporation adds a new ARTICLE FOURTEEN which reads as follows:
 

“No director of the Corporation shall be personally liable to the Corporation or its stockholders for monetary damages for breach of
fiduciary duty by such director as a director; provided, however, that this Article Fourteen shall not eliminate or limit the liability of a
director to the extent provided by applicable law (i) for any breach of the director’s duty of loyalty to the Corporation or its
stockholders, (ii) for acts or omissions not in good faith or which involve intentional misconduct or a knowing violation of law, (iii) under
Section 174 of the General Corporation Law of the State of Delaware, or any successor statute, or (iv) for any transaction from which
a director derived an improper personal benefit. This Article Fourteen shall not eliminate or limit the liability of a director for any act or
omission occurring prior to the date that this Article Fourteen becomes effective.

 
 3. This Certificate of Amendment shall become effective immediately upon its filing with and acceptance by the Secretary of State of the

State of Delaware.
 

IN WITNESS WHEREOF, the undersigned has executed this Certificate of Amendment to the Second Restated Certificate of Incorporation
on behalf of Hornbeck Offshore Services, Inc. on this 4th day of May, 2005.
 

By:  /s/Todd M. Hornbeck
  Todd M. Hornbeck
  President and Chief Executive Officer



EXHIBIT 31.1
 

CERTIFICATION
 
I, Todd M. Hornbeck, certify that:
 
1. I have reviewed this report on Form 10-Q of Hornbeck Offshore Services, Inc.;
 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to

make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects

the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined

in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
 

 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our

supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;

 

 
b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about

the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

 

 

c) Disclosed in this report any change in the registrant’s internal control over financial reporting (as defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of
an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting,

to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):
 
 a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are

reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
 
 b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s

internal control over financial reporting.
 

Date: May 10, 2005      /s/    TODD M. HORNBECK        
 

 

 

 

 

 

 

 

Todd M. Hornbeck
Chairman, President, Chief Executive Officer and Secretary

(Principal Executive Officer)



EXHIBIT 31.2
 

CERTIFICATION
 
I, James O. Harp, Jr., certify that:
 
1. I have reviewed this report on Form 10-Q of Hornbeck Offshore Services, Inc.;
 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to

make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects

the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined

in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
 

 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our

supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;

 

 
b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about

the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

 

 

c) Disclosed in this report any change in the registrant’s internal control over financial reporting (as defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of
an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting,

to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):
 
 a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are

reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
 
 b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s

internal control over financial reporting.
 

Date: May 10, 2005      /s/    JAMES O. HARP, JR.        
 

 

 

 

 

 

 

 

James O. Harp, Jr.
Executive Vice President and

Chief Financial Officer
(Principal Financial Officer)



EXHIBIT 32.1
 

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF

THE SARBANES-OXLEY ACT OF 2002
 

In connection with the Quarterly Report of Hornbeck Offshore Services, Inc., a Delaware corporation (the “Company”), on Form 10-Q for the
period ending March 31, 2005, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Todd M. Hornbeck,
Chairman, President, Chief Executive Officer and Secretary of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that:
 
 1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 
 2. Information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the

Company.
 

Dated: May 10, 2005      /s/    TODD M. HORNBECK        
 

 

 

 

 

 

 

 

Todd M. Hornbeck
Chairman, President, Chief Executive Officer

and Secretary



EXHIBIT 32.2
 

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF

THE SARBANES-OXLEY ACT OF 2002
 

In connection with the Quarterly Report of Hornbeck Offshore Services, Inc., a Delaware corporation (the “Company”), on Form 10-Q for the
period ending March 31, 2005, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, James O. Harp, Jr.,
Executive Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002, that:
 
 1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 
 2. Information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the

Company.
 

Dated: May 10, 2005      /s/    JAMES O. HARP, JR.        
 

 
 

 
 

 
 

 
James O. Harp, Jr.

Executive Vice President and Chief Financial Officer


