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            Cautionary Statement Regarding Forward-Looking Statements

     This report includes assumptions, expectations, projections, intentions and
beliefs about future events.  These statements are intended as  "forward-looking
statements". We caution that assumptions, expectations,  projections, intentions
and beliefs  about future  events may and often do vary from actual  results and
the differences can be material.

     All statements in this document that are not statements of historical  fact
are forward-looking statements.  Forward-looking statements include, but are not
limited to, such matters as:

     o    future operating or financial results;

     o    statements  about planned,  pending or recent  acquisitions,  business
          strategy  and  expected  capital   spending  or  operating   expenses,
          including drydocking and insurance costs;

     o    statements  about  crude oil and  refined  petroleum  products  tanker
          shipping market trends,  including charter rates and factors affecting
          supply and demand;

     o    our ability to obtain additional financing;

     o    expectations regarding the availability of vessel acquisitions; and

     o    anticipated developments with respect to pending litigation.

     The  forward-looking  statements  in this  report  are based  upon  various
assumptions,  many of which  are  based,  in  turn,  upon  further  assumptions,
including without limitation,  management's  examination of historical operating
trends,  data  contained  in our  records  and other data  available  from third
parties.  Although  TOP  Tankers  Inc.  believes  that  these  assumptions  were
reasonable  when made,  because  these  assumptions  are  inherently  subject to
significant uncertainties and contingencies which are difficult or impossible to
predict and are beyond our control,  TOP Tankers Inc.  cannot assure you that it
will achieve or accomplish these expectations,  beliefs or projections described
in the forward looking statements contained in this report.
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     Important  factors that, in our view,  could cause actual results to differ
materially from those discussed in the  forward-looking  statements  include the
strength of world economies and currencies, general market conditions, including
changes in charter rates and vessel  values,  failure of a seller to deliver one
or more vessels, failure of a buyer to accept delivery of a vessel, inability to
procure acquisition  financing,  default by one or more charterers of our ships,
changes in demand  for crude  oil,  refined  petroleum  products,  the effect of
changes in OPEC's petroleum  production levels,  worldwide crude oil consumption
and storage,  changes in demand that may affect  attitudes  of time  charterers,
scheduled and unscheduled  drydocking,  changes in TOP Tankers Inc.'s voyage and
operating  expenses,  including bunker prices,  dry-docking and insurance costs,
changes  in  governmental  rules  and  regulations  including  requirements  for
double-hull  tankers  or  actions  taken by  regulatory  authorities,  potential
liability  from  pending  or  future  litigation,   domestic  and  international
political conditions,  potential disruption of shipping routes due to accidents,
international hostilities and political events or acts by terrorists.

     When used in this document, the words "anticipate,"  "estimate," "project,"
"forecast," "plan,"  "potential,"  "will," "may," "should," and "expect" reflect
forward-looking statements.

                                     PART I

ITEM 1.  Identity Of Directors, Senior Management and Advisers

         Not Applicable.

ITEM 2.  Offer Statistics and Expected Timetable

         Not Applicable.

ITEM 3.  Key Information

     Unless the context otherwise  requires,  as used in this report,  the terms
"Company,"  "we,"  "us,"  and "our"  refer to TOP  Tankers  Inc.  and all of its
subsidiaries,  and "TOP Tankers Inc." refers only to TOP Tankers Inc. and not to
its subsidiaries.  We use the term deadweight, or dwt, in describing the size of
vessels.  Dwt,  expressed  in metric tons each of which is  equivalent  to 1,000
kilograms,  refers to the maximum weight of cargo and supplies that a vessel can
carry.

Selected Financial Data

     The  following  table  sets  forth  the  selected  historical  consolidated
financial  data and other  operating data of TOP Tankers Inc. as of December 31,
2001,  2002,  2003 and 2004 and for the four years ended  December 31, 2004. The
following  information  should be read in conjunction with Item 5 "Operating and
Financial  Review and Prospects" and the consolidated  financial  statements and
related notes included herein.  The following  selected  consolidated  financial
data of TOP  Tankers  Inc.  in the  table  are  derived  from  our  consolidated
financial  statements  and notes  thereto which have been prepared in accordance
with U.S.  generally  accepted  accounting  principles ("US GAAP") and have been
audited for the years ended  December 31, 2001,  2002,  2003 and 2004 by Ernst &
Young (Hellas) Certified Auditors Accountants S.A ("Ernst & Young"), independent
registered  public  accounting  firm.  We have not included  selected  financial
information  as of  and  for  the  year  ended  December  31,  2000,  due to the
unreasonable effort and expense of preparing such information.
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                                                                                       Year Ended December 31,
Dollars in  thousands,  except per share  data and                         2001          2002         2003        2004
average  daily results                                                     ----          ----         ----        ----

INCOME STATEMENT DATA
Voyage revenues..................................                       $13,344       $11,426      $23,085     $93,829
Voyage expenses..................................                         4,413         3,311        5,937      16,898
Vessel operating expenses........................                         3,345         4,553        8,420      16,859
General and administrative expenses(1)...........                           455           816        1,815       8,579
Foreign currency (gains) losses, net.............                           (3)            62          105          75
Gain on sale of vessels..........................                             -             -            -         638
Depreciation and amortization....................                         1,337         2,390        4,203      14,622

Total operating expenses.........................                         9,547        11,132       20,480      56,395
Operating income.................................                         3,797           294        2,605      37,434
Net interest expense.............................                           749           987        1,335       4,720
Other income (expense), net......................                       (1,271)           894          364          80

Net income.......................................                        $1,777          $201       $1,634     $32,794

Basic and diluted earnings per share(2)..........                         $0.30         $0.03        $0.27       $2.54
Weighted average basic and diluted shares outstanding(2)              6,000,000     6,000,000    6,000,000  12,922,449
Dividends paid per share(2)......................                         $0.08         $0.14        $0.10       $0.39

BALANCE SHEET DATA, at end of period
Current assets, including cash and cash equivalents.....                 $2,778          $845       $4,862    $141,051
Total assets.....................................                        18,573        33,474       55,703     539,886
Current liabilities, including current portion of long-term debt          3,387         4,390        9,008      42,811
Total long-term debt, including current portion..                         9,914        22,875       34,403     194,806
Stockholders' equity.............................                         7,136         8,772       16,319     321,809

OTHER FINANCIAL DATA
EBITDA(3)........................................                        $3,863        $3,578       $7,172     $52,136

FLEET DATA
Total number of vessels at end of period.........                           2.0           3.0          5.0        15.0
Average number of vessels(4).....................                           2.0           2.9          4.4         9.6
Total voyage days for fleet(5)...................                           730           961        1,517       3,215
Total time charter days for fleet................                             -           160          543       1,780
Total spot market days for fleet.................                           730           801          974       1,435
Total calendar days for fleet(6).................                           730         1,042        1,609       3,517
Fleet utilization(7).............................                         100.0%         92.2%        94.3%       91.4%

AVERAGE DAILY RESULTS
Time charter equivalent(8).......................                       $12,234        $8,444      $11,304     $23,929
Vessel operating expenses(9).....................                         4,582         4,369        5,233       4,794
General and administrative expenses(10)..........                           623           783        1,128       2,439
Total vessel operating expenses(11)..............                         5,205         5,152        6,361       7,233

(1)  We did not pay any compensation to members of our senior  management or our
     directors  in the years ended  December  31, 2002 and  December  31,  2003.
     During  2004,  we paid to the members of our senior  management  and to our
     directors aggregate compensation of approximately $4.4 million.

(2)  After  giving  effect  to a stock  dividend  effected  in May  2004 and our
     initial public  offering in July 2004. All share and per share amounts have
     been restated to reflect the retroactive effect of the stock dividend.

(3)  EBITDA  represents  earnings  before  interest,   taxes,  depreciation  and
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     amortization.  EBITDA does not represent and should not be considered as an
     alternative  to net income or cash flow from  operations,  as determined by
     GAAP, and our  calculation of EBITDA may not be comparable to that reported
     by other companies. EBITDA is included in this report because it is a basis
     upon which we assess our liquidity  position and because we believe that it
     presents useful  information to investors  regarding our ability to service
     and/or incur indebtedness.

         The following table reconciles net cash from operating  activities,  as
     reflected in the consolidated statements of cash flows, to EBITDA:

                                                                                        Year Ended December 31,
                                                                                        -----------------------
                                                                                  2001      2002       2003       2004
                                                                                  ----      ----       ----       ----

  Dollars in thousands
   Net Cash from Operating Activities.............................              $5,201    $2,409     $4,930    $28,601
   Net increase (decrease) in current assets......................                (569)      214      1,768     23,764
   Net increase in current  liabilities,  excluding
   current  portion of long-term debt.............................                (199)     (381)    (3,154)   (12,197)
   Gain on sale of vessels........................................                   -         -          -        638
   Payments for drydocking costs..................................                   -       510      2,414      7,365
   Write-off of a related party receivable........................              (1,288)        -          -          -
   Net interest expense...........................................                 749       987      1,335      4,720
   Amortization and write-off of deferred financing costs.........                 (31)     (161)      (121)      (755)
                                                                                  ----     -----      -----      -----

   EBITDA.........................................................              $3,863    $3,578     $7,172    $52,136
                                                                                ======    ======     ======    =======

(4)  Average  number of vessels is the number of vessels  that  constituted  our
     fleet for the relevant period, as measured by the sum of the number of days
     each vessel was a part of our fleet during the period divided by the number
     of calendar days in that period.

(5)  Total  voyage  days for fleet are the total  days the  vessels  were in our
     possession  for the relevant  period net of off hire days  associated  with
     major repairs, drydockings or special or intermediate surveys.

(6)  Calendar days are the total days the vessels were in our possession for the
     relevant  period  including off hire days  associated  with major  repairs,
     drydockings or special or intermediate surveys.

(7)  Fleet utilization is the percentage of time that our vessels were available
     for revenue  generating  voyage days, and is determined by dividing  voyage
     days by fleet calendar days for the relevant period.

(8)  Time charter equivalent,  or TCE, is a measure of the average daily revenue
     performance  of a vessel on a per voyage basis.  Our method of  calculating
     TCE is consistent with industry standards and is determined by dividing net
     voyage  revenue by voyage days for the  relevant  time  period.  Net voyage
     revenues  are  voyage  revenues  minus  voyage  expenses.  Voyage  expenses
     primarily  consist  of port,  canal  and fuel  costs  that are  unique to a
     particular  voyage,  which would otherwise be paid by the charterer under a
     time charter contract, as well as commissions. The following table reflects
     calculation  of the TCE (all  amounts are  expressed  in  thousands of U.S.
     dollars, except for Average Daily Time Charter Equivalent amounts and Total
     Voyage Days):
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                                                                            Year Ended December 31,
                                                                            -----------------------
                                                                          2001       2002       2003       2004
                                                                          ----       ----       ----       ----

Dollars in thousands, except average daily results
Voyage revenues.................................................       $13,344    $11,426    $23,085    $93,829
Less:
       Voyage expenses..........................................        (4,413)    (3,311)    (5,937)   (16,898)
                                                                       -------    -------    -------   --------
       Time charter equivalent revenue..........................        $8,931     $8,115    $17,148    $76,931
                                                                        ======     ======    =======    =======
       Total voyage days........................................           730        961      1,517      3,215
       Average Daily Time Charter Equivalent....................       $12,234     $8,444    $11,304    $23,929

(9)   Daily vessel operating  expenses,  which includes crew costs,  provisions,
      deck and  engine  stores,  lubricating  oil,  insurance,  maintenance  and
      repairs is  calculated  by  dividing  vessel  operating  expenses by fleet
      calendar days for the relevant time period.

(10)  Daily  general and  administrative  expenses  are  calculated  by dividing
      general  and  administrative  expenses  by  fleet  calendar  days  for the
      relevant time period.

(11)  Total vessel  operating  expenses,  or TVOE, is a measurement of our total
      expenses associated with operating our vessels.  TVOE is the sum of vessel
      operating expenses and general and administrative  expenses. Daily TVOE is
      calculated by dividing  TVOE by fleet  calendar days for the relevant time
      period.

Capitalization and Indebtedness

         Not Applicable.

Reasons for the Offer and Use of Proceeds

         Not Applicable.

Risk Factors

         The  following  risks  relate  principally  to the industry in which we
operate and our business in general.  Any of the risk factors  could  materially
and adversely affect our business,  financial condition or operating results and
the trading price of our common stock.

         Additional risks and uncertainties  that we are not aware of or that we
currently  believe  are  immaterial  may also  adversely  affect  our  business,
financial condition, liquidity or results of operation.

Risks Related to Our Industry

         The volatile nature of the international tanker industry, which reached
historic high levels over the past two years, may lead to significant changes in
charter rates and vessel values that may adversely affect our earnings

         The international  tanker industry is volatile with significant changes
in profitability, charter rates and vessel values. Recent fluctuations attest to
this  volatility  in this  industry.  Over  the past two  years,  charter  rates
fluctuated  while  reaching an all-time  high.  Because  many  factors  that may
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influence the supply of, and demand for, vessel capacity are unpredictable,  the
timing,  direction and degree of changes in the international tanker industry is
also not predictable.

         The degree of charter rate volatility  among different types of tankers
has  varied  widely.  Although  our  fleet  deployment  strategy  may  limit our
exposure,  we are  nonetheless  exposed to changes in spot rates for tankers and
such  changes may affect our  earnings and the value of our vessels at any given
time.

         The  international  tanker industry has experienced  historically  high
charter rates and vessel values in the recent past and there can be no assurance
that these historically high charter rates and vessel values will be sustained

         During the past two years,  charter rates and vessel values for tankers
reached all-time highs.  There can be no assurance that these high charter rates
and vessel values will be sustained.

         The factors affecting the supply and demand for tankers,  charter rates
and vessel values are outside of our control, and the nature,  timing and degree
of changes in the  conditions  of the industry are  unpredictable.  Factors that
influence demand for tanker capacity include:

        o   demand for refined petroleum products and crude oil;

        o   changes in crude oil production and refining capacity;

        o   the location of regional  and global  crude oil refining  facilities
            that affect the distance that refined  petroleum  products and crude
            oil are to be moved by sea;

        o   global and regional economic and political conditions;

        o   developments in international trade;

        o   changes in seaborne  and other  transportation  patterns,  including
            changes in the distances over which cargoes are transported;

        o   environmental and other regulatory developments;

        o   currency exchange rates; and

        o   weather.

         The factors that  influence  the supply of oceangoing  vessel  capacity
include:

        o   the number of newbuilding deliveries;

        o   the scrapping rate of older vessels;

        o   the price of steel;

        o   changes in  environmental  and other  regulations that may limit the
            useful lives of vessels;

        o   port or canal congestion;

        o   the number of vessels that are out of service; and

        o   changes in global crude oil production.
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         If  we  violate  environmental  laws  or  regulations,   the  resulting
liability may adversely affect our earnings and financial condition

         Our operations are subject to extensive  regulation designed to promote
tanker safety, prevent oil spills and generally protect the environment.  Local,
national and foreign laws, as well as  international  treaties and  conventions,
can subject us to material  liabilities  in the event that there is a release of
petroleum or other hazardous substances from our vessels.

         For  example,  the United  States Oil  Pollution  Act of 1990,  or OPA,
provides that owners,  operators and bareboat charterers are strictly liable for
the  discharge of oil in U.S.  waters,  including the 200 nautical mile zone off
the U.S.  coasts.  OPA provides for unlimited  liability in some  circumstances,
such as a vessel operator's gross negligence or willful misconduct.  However, in
most cases OPA limits  liability  to the  greater of $1,200 per gross ton or $10
million per vessel.  OPA also  permits  states to set their own penalty  limits.
Most  states  bordering  navigable  waterways  impose  unlimited  liability  for
discharges of oil in their waters.

         The International Maritime Organization,  or IMO, has adopted a similar
liability scheme that imposes strict liability for oil spills, subject to limits
that do not apply if the release is caused by the vessel owner's  intentional or
reckless conduct.

         U.S.  law,  the law in many of the  nations  in which we  operate,  and
international treaties and conventions that impact our operations also establish
strict rules  governing  vessel  safety and  structure,  training,  inspections,
financial  assurance for potential  cleanup  liability and other matters.  These
requirements can limit our ability to operate,  and  substantially  increase our
operating  costs.  The U.S. has  established  strict  deadlines for  phasing-out
single-hull  oil tankers,  and both the IMO and the European Union have proposed
similar  phase-out  periods.  Under OPA, all oil tankers that do not have double
hulls  will be phased  out by 2015 and will not be  permitted  to come to United
States ports or trade in United States waters.

         In  December  2003,  the  IMO  adopted  a  proposed  amendment  to  the
International   Convention  for  the  Prevention  of  Pollution  from  Ships  to
accelerate  the phase out of  single-hull  tankers  from 2015 to 2010 unless the
relevant  flag states  extend the date to 2015.  This  proposed  amendment  took
effect in April 2005.  Moreover,  the IMO or other  regulatory  bodies may adopt
further  regulations in the future that could adversely  affect the useful lives
of our tankers as well as our inability to generate income from them.

         These  requirements  can affect the resale value or useful lives of our
vessels.  As a result of accidents  such as the recent oil spill relating to the
loss of the M/T  Prestige,  a 26-year old  single-hull  tanker,  we believe that
regulation of the tanker  industry  will  continue to become more  stringent and
more expensive for us and our competitors.  Substantial violations of applicable
requirements  or a  catastrophic  release  from one of our vessels  could have a
material adverse impact on our financial  condition and results of operations as
well as our reputation in the crude oil and refined petroleum products sectors.

         Because the market value of our vessels may fluctuate significantly, we
may incur  losses when we sell vessels or we may be required to write down their
carrying value, which will adversely affect our earnings

         The  fair  market  value  of our  vessels  may  increase  and  decrease
depending on the following factors:

        o   general economic and market  conditions  affecting the international
            tanker industry;
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        o   competition from other shipping companies;

        o   types and sizes of vessels;

        o   other modes of transportation;

        o   cost of newbuildings;

        o   governmental or other regulations;

        o   prevailing level of charter rates; and

        o   technological advances.

         If we sell vessels at a time when vessel  prices have fallen and before
an impairment adjustment is made to our financial statements, the sale may be at
less than the vessel's carrying amount in our financial  statements or if vessel
prices have fallen below the carrying amount in our financial  statements we may
be required  to write down the  carrying  amount,  with the result that we shall
incur a loss and a reduction in earnings.

         An  increase  in the supply of vessel  capacity  without an increase in
demand for vessel capacity would likely cause charter rates and vessel values to
decline,  which  could  have a  material  adverse  effect  on our  revenues  and
profitability

         The  supply of  vessels  generally  increases  with  deliveries  of new
vessels and decreases with the scrapping of older vessels, conversion of vessels
to other uses, such as floating production and storage  facilities,  and loss of
tonnage as a result of casualties.  Currently  there is significant new building
activity  with  respect to  virtually  all sizes and classes of vessels.  If the
amount of tonnage delivered exceeds the number of vessels being scrapped, vessel
capacity  will  increase.  If the supply of vessel  capacity  increases  and the
demand for vessel  capacity  does not, the charter rates paid for our vessels as
well as the value of our vessels  could  materially  decline.  Such a decline in
charter rates and vessel values would likely have a material  adverse  effect on
our revenues and profitability.

         Our  operating  results  from  our  tankers  are  subject  to  seasonal
fluctuations,  which may adversely  affect our operating  results and ability to
pay dividends

         We operate  our  tankers in markets  that have  historically  exhibited
seasonal  variations in demand and,  therefore,  spot rates.  Tanker markets are
typically stronger in the winter months as a result of increased oil consumption
in the northern  hemisphere,  unpredictable  weather patterns and other seasonal
factors affecting supply which tend to disrupt vessel scheduling.  The oil price
volatility  resulting from these factors has  historically  led to increased oil
trading   activities.   As  a  result,   our  revenues  and  profitability  have
historically  been weakest during the second quarter and early part of our third
quarter. This seasonality could materially affect our operating results and cash
available for dividends in the future.

         Increased inspection  procedures and tighter import and export controls
could increase costs and disrupt our business

         International  shipping  is  subject to various  security  and  customs
inspection  and  related  procedures  in  countries  of origin and  destination.
Inspection  procedures  can result in the seizure of  contents  of our  vessels,
delays in the loading, offloading or delivery and the levying of customs duties,
fines or other penalties against us.
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         It is possible  that  changes to  inspection  procedures  could  impose
additional  financial  and legal  obligations  on us.  Furthermore,  changes  to
inspection  procedures could also impose additional costs and obligations on our
customers  and may, in certain  cases,  render the shipment of certain  types of
cargo  uneconomical or impractical.  Any such changes or developments may have a
material  adverse  effect  on our  business,  financial  condition,  results  of
operations and ability to pay dividends.

         Compliance  with  safety  and  other  vessel  requirements  imposed  by
classification  societies  may be very  costly  and  may  adversely  affect  our
business

         The hull and machinery of every commercial  vessel must be classed by a
classification society authorized by its country of registry. The classification
society  certifies  that a vessel is safe and seaworthy in  accordance  with the
applicable  rules and  regulations  of the country of registry of the vessel and
the Safety of Life at Sea  Convention.  Our vessels are currently  enrolled with
the  American  Bureau of  Shipping,  Lloyd's  Register of Shipping or Det Norske
Veritas,  each  of  which  is a  member  of  the  International  Association  of
Classification Societies.

         A vessel must undergo annual surveys,  intermediate surveys and special
surveys.  In lieu of a special survey,  a vessel's  machinery may be placed on a
continuous   survey  cycle,   under  which  the  machinery   would  be  surveyed
periodically over a five-year  period.  Our vessels are on special survey cycles
for hull inspection and continuous survey cycles for machinery inspection. Every
vessel is also required to be dry docked every two to three years for inspection
of the underwater parts of such vessel.

         If any  vessel  does not  maintain  its class  and/or  fails any annual
survey,  intermediate  survey or special  survey,  the vessel  will be unable to
trade between ports and will be unemployable,  which would negatively impact our
revenues.

Risks Related to Our Business

         If we fail to manage our planned growth properly, we may not be able to
successfully expand our market share

         We intend to continue to grow our fleet. Our growth will depend on:

        o   locating and acquiring suitable vessels;

        o   identifying and consummating acquisitions or joint ventures;

        o   integrating  any acquired  business  successfully  with our existing
            operations;

        o   enhancing our customer base;

        o   managing expansion; and

        o   obtaining required financing.

         Growing any business by  acquisition  presents  numerous  risks such as
undisclosed  liabilities  and  obligations,  difficulty in obtaining  additional
qualified  personnel,  managing  relationships  with customers and suppliers and
integrating newly acquired operations into existing  infrastructures.  We cannot
give any  assurance  that we will be successful in executing our growth plans or
that we will not incur significant expenses and losses in connection therewith.

         A decline in the market  value of our  vessels  could lead to a default
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under our loan agreements and the loss of our vessels

         The loan agreements under our credit facilities contain a covenant that
requires the  aggregate  market value of the  mortgaged  vessels to at all times
exceed 130% of the aggregate  outstanding  principal  amount of the loan. If the
market value of our fleet  declines,  we may be in default of this loan covenant
and we may not be able to  refinance  our debt or obtain  additional  financing.
Also,  declining  vessel  values could cause us to breach some of the  covenants
under the financing agreements relating to our indebtedness. If we are unable to
pledge  additional  collateral,  our  lenders  could  accelerate  our  debt  and
foreclose on our fleet.

         Servicing  future debt would limit funds  available for other  purposes
such as the payment of dividends

         To  finance  our  fleet   expansion   program,   we  incurred   secured
indebtedness. We must dedicate a portion of our cash flow from operations to pay
the  principal  and interest on our  indebtedness.  These  payments  limit funds
otherwise  available  for  working  capital,   capital  expenditures  and  other
purposes.  We will need to take on  additional  indebtedness  as we  expand  our
fleet, which could increase our ratio of debt to equity. The need to service our
debt may limit funds  available  for other  purposes,  including  the payment of
dividends,  and our inability to service debt could lead to  acceleration of our
debt and foreclosure on our fleet.

         Our loan agreements  contain  restrictive  covenants that may limit our
liquidity and corporate activities

         Our loan agreements impose operating and financial  restrictions on us.
These restrictions may limit our ability to:

        o   incur additional indebtedness;

        o   create liens on our assets;

        o   sell capital stock of our subsidiaries;

        o   make investments;

        o   engage in mergers or acquisitions;

        o   pay dividends;

        o   make capital expenditures;

        o   change the  management  of our vessels or  terminate  or  materially
            amend the management agreement relating to each vessel; and

        o   sell our vessels.

         Therefore,  we may need to seek permission from our lenders in order to
engage in some corporate  actions.  Our lenders' interests may be different from
ours,  and we  cannot  guarantee  that we will be able to  obtain  our  lenders'
permission when needed.  This may prevent us from taking actions that are in our
best interest.

         We depend on third party managers to manage our fleet

         As of December 31, 2004, we have subcontracted the day to day technical
management, crewing and certain purchasing functions of all vessels in our fleet
to third party managers. Further, we may subcontract the technical management of
vessels  acquired  in the  future  to other  third  party  technical  management
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companies.  While our wholly-owned subsidiary, TOP Tanker Management, has direct
oversight  responsibility  for these  third  party  managers,  the loss of their
services or their  failure to perform their  obligations  could  materially  and
adversely  affect the  results of our  operations.  Although  we may have rights
against these  managers if they default on their  obligations,  you will have no
recourse  against these  parties.  Further,  we expect that we will need to seek
approval from our lenders to change these third party managers.

         Our ability to obtain additional debt financing may be dependent on the
performance  of our  then  existing  charters  and the  creditworthiness  of our
charterers

         The  actual or  perceived  credit  quality of our  charterers,  and any
defaults by them,  may  materially  affect our ability to obtain the  additional
capital  resources  that we will require to purchase  additional  vessels or may
significantly  increase our costs of obtaining  such  capital.  Our inability to
obtain  additional  financing  at all or at a higher than  anticipated  cost may
materially  affect our results of  operation  and our ability to  implement  our
business strategy.

         As we expand our business,  we will need to improve our  operations and
financial  systems  and staff;  if we cannot  improve  these  systems or recruit
suitable employees, our performance may be adversely affected

         Our current  operating and financial  systems may not be adequate as we
implement our plan to expand the size of our fleet,  and our attempts to improve
those systems may be  ineffective.  While we have not experienced any difficulty
in recruiting to date, we cannot  guarantee  that we will be able to continue to
hire suitable  employees as we expand our fleet. If we are unable to operate our
financial and operations systems effectively or to recruit suitable employees as
we expand our fleet, our performance may be adversely affected.

         Our earnings may be adversely affected if we do not successfully employ
our vessels

         We seek to deploy our  vessels  both on time  charters  and in the spot
market in a manner that will optimize our earnings.  As of December 31, 2004, 10
of our vessels were  contractually  committed to time  charters.  Although these
time charters provide  relatively steady streams of revenue as well as a portion
of the revenues  generated by the  charterer's  deployment of the vessels in the
spot market or  otherwise,  our tankers  committed  to time  charters may not be
available for spot voyages during an upturn in the tanker industry  cycle,  when
spot voyages might be more  profitable.  The spot market is highly  competitive,
and spot market charter rates may fluctuate dramatically based on the supply and
demand  for the major  commodities  internationally  carried  by water and other
factors.  We cannot assure you that future spot market  voyage  charters will be
available at rates that will allow us to operate our vessels  profitably.  As of
December  31,  2004,  the  remainders  of our vessels  were  trading in the spot
market.  If we cannot continue to employ these vessels on time charters or trade
them in the spot market profitably, our results of operations and operating cash
flow may suffer.

         In the highly  competitive  international  tanker market, we may not be
able to compete for charters  with new entrants or  established  companies  with
greater resources

         We employ our  vessels in a highly  competitive  market that is capital
intensive and highly fragmented.  Competition arises primarily from other vessel
owners,  including major oil companies as well as independent  tanker companies,
some of whom have  substantially  greater resources than we do.  Competition for
the  transportation  of oil and refined  petroleum  products  can be intense and
depends on price,  location,  size, age,  condition and the acceptability of the
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vessel and its operators to the charterers. Due in part to the highly fragmented
market, competitors with greater resources could enter and operate larger fleets
through  consolidations  or acquisitions that may be able to offer better prices
and fleets.

         We depend  upon a few  significant  customers  for a large  part of our
revenues.  The loss of one or more of these customers could adversely affect our
financial performance

         We have  historically  derived a significant part of our revenue from a
small  number of  charterers.  In 2004,  approximately  44% of our  revenue  was
derived from 2 charterers; in 2003, approximately 47% of our revenue was derived
from 2  charterers  and, in 2002,  approximately  65% of our revenue was derived
from 3 charterers. During 2004, under time charter contracts, Vitol and Glencore
provided  29% and  15% of our  revenues,  respectively.  The  occurrence  of any
problems with these charterers may adversely affect our revenues.

         We may be unable to attract  and retain key  management  personnel  and
other  employees in the  international  tanker  industry,  which may  negatively
affect the effectiveness of our management and our results of operations

         Our success  depends to a  significant  extent upon the  abilities  and
efforts of our management  team. We have entered into employment  contracts with
our President,  Chief Executive Officer and Director,  Evangelos Pistiolis,  our
Chief Financial Officer and Director, Stamatios Tsantanis and our Executive Vice
President  and  Director,  Vangelis  Ikonomou.  Our success will depend upon our
ability to hire and retain key members of our  management  team. The loss of any
of these individuals could adversely affect our business prospects and financial
condition.  Difficulty in hiring and retaining  personnel could adversely affect
our results of operations. We do not intend to maintain "key man" life insurance
on any of our officers.

         Risks  involved  with  operating  ocean going  vessels could affect our
business and  reputation,  which would  adversely  affect our revenues and stock
price

         The operation of an ocean-going  vessel carries  inherent risks.  These
risks include the possibility of:

        o   marine disaster

        o   piracy;

        o   environmental accidents;

        o   cargo and property losses or damage; and

        o   mechanical failure, human error, war, terrorism, political action in
            various countries, labor strikes or adverse weather conditions.

         Any of these circumstances or events could result in death or injury to
persons,  loss of revenues or property,  environmental  damage, higher insurance
rates,  damage to our  customer  relationships,  delay or  rerouting,  and could
increase our costs or lower our revenues.  The  involvement of our vessels in an
oil spill or other environmental  disaster may harm our reputation as a safe and
reliable  vessel  operator.  If one of our vessels were  involved in an accident
with the potential  risk of  environmental  contamination,  the resulting  media
coverage  could  have a  material  adverse  effect on our  business,  results of
operations, cash flows, financial condition and ability to pay dividends.

         Rising fuel prices may adversely affect our profits
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         Fuel is a significant,  if not the largest,  operating expense for many
of our shipping  operations when our vessels are not under period  charter.  The
price and supply of fuel is unpredictable and fluctuates based on events outside
our control, including geopolitical developments,  supply and demand for oil and
gas,  actions  by OPEC and other oil and gas  producers,  war and  unrest in oil
producing countries and regions,  regional production patterns and environmental
concerns. As a result, an increase in the price of fuel may adversely affect our
profitability. Further, fuel may become much more expensive in future, which may
reduce the profitability and  competitiveness of our business versus other forms
of transportation, such as truck or rail.

         Our vessels  may suffer  damage and we may face  unexpected  drydocking
costs, which could affect our cash flow and financial condition

         If our  vessels  suffer  damage,  they  may  need to be  repaired  at a
drydocking  facility.  The costs of drydock repairs are unpredictable and can be
substantial.  We may have to pay  drydocking  costs that our insurance  does not
cover.  The  inactivity  of these  vessels  while  they are being  repaired  and
repositioned,  as well as the actual cost of these  repairs,  would decrease our
earnings.  In addition,  space at drydocking facilities is sometimes limited and
not all drydocking facilities are conveniently located. We may be unable to find
space  at a  suitable  drydocking  facility  or we may be  forced  to  move to a
drydocking facility that is not conveniently  located to our vessels' positions.
The loss of  earnings  while  our  vessels  are  forced  to wait for space or to
relocate to drydocking facilities that are farther away from the routes on which
our vessels trade would decrease our earnings.

         Purchasing and operating  previously owned, or secondhand,  vessels may
result in increased operating costs and vessels off-hire,  which could adversely
affect our earnings

         While we inspect  previously  owned,  or  secondhand,  vessels prior to
purchase,  this does not normally provide us with the same knowledge about their
condition and cost of any required (or  anticipated)  repairs that we would have
had if these vessels had been built for and operated exclusively by us. Also, we
do not receive the benefit of warranties from the builders if the vessels we buy
are older than one year.

         In general,  the costs to maintain a vessel in good operating condition
increase  with the age of the  vessel.  Older  vessels are  typically  less fuel
efficient and more costly to maintain than more recently constructed vessels due
to  improvements in engine  technology.  Cargo insurance rates increase with the
age of a vessel, making older vessels less desirable to charterers.

         Governmental  regulations,  safety or other equipment standards related
to the age of vessels may require expenditures for alterations,  or the addition
of new  equipment,  to our vessels and may  restrict the type of  activities  in
which the vessels may engage.  We cannot  assure you that,  as our vessels  age,
market  conditions  will justify those  expenditures or enable us to operate our
vessels  profitably  during the  remainder  of their  useful  lives.  If we sell
vessels,  we are not certain that the price for which we sell them will equal at
least their carrying amount at that time.

         We may not have  adequate  insurance  to  compensate  us if we lose our
vessels

         We  procure  insurance  for our  fleet  against  those  types  of risks
commonly  insured  against by vessel  owners  and  operators.  These  insurances
include hull and machinery insurance,  protection and indemnity insurance, which
includes  environmental  damage  and  pollution  insurance  coverage,  war  risk
insurance  and   insurance   against  loss  of  hire,   which  covers   business
interruptions  that  result in the loss of use of a vessel.  While we  currently
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have loss of hire insurance that covers,  subject to annual coverage limits, all
of the vessels in our fleet, we may not purchase loss of hire insurance to cover
newly acquired vessels.  We can give no assurance that we are adequately insured
against all risks. We may not be able to obtain adequate  insurance  coverage at
reasonable  rates  for  our  fleet  in the  future.  The  insurers  may  not pay
particular claims. Our insurance policies contain  deductibles for which we will
be  responsible,  limitations  and  exclusions  which,  although  we believe are
standard in the shipping industry,  may nevertheless increase our costs or lower
our revenue.

         Our operations outside the United States expose us to global risks that
may interfere with the operation of our vessels

         We are an  international  company and primarily  conduct our operations
outside  the  United  States.  Changing  economic,  political  and  governmental
conditions  in the  countries  where we are  engaged  in  business  or where our
vessels are registered affect us. In the past, political conflicts, particularly
in the Arabian  Gulf,  resulted in attacks on tankers,  mining of waterways  and
other  efforts to disrupt  shipping in the area.  Terrorist  attacks such as the
attacks on the  United  States on  September  11,  2001 and the  United  States'
continuing  response to these attacks, as well as the threat of future terrorist
attacks,  continues  to  cause  uncertainty  in the  world  commercial  markets,
including the energy markets. The recent conflict in Iraq may lead to additional
acts of terrorism,  armed conflict and civil disturbance around the world, which
may contribute to further, instability,  including in the oil markets. Terrorist
attacks,  such as the  attack  on the M/T  Limburg  in  October  2002,  may also
negatively  affect  our  operations  and  directly  impact  our  vessels  or our
customers.  Future terrorist attacks could result in increased volatility of the
financial  markets in the  United  States and  globally  and could  result in an
economic  recession in the United States or the world. Any of these  occurrences
could have a material  adverse  impact on our  operating  results,  revenue  and
costs.

         Maritime claimants could arrest our vessels,  which could interrupt our
cash flow

         Crew members,  suppliers of goods and services to a vessel, shippers of
cargo and other  parties may be entitled to a maritime  lien against that vessel
for unsatisfied  debts,  claims or damages.  In many  jurisdictions,  a maritime
lienholder  may  enforce  its lien by  arresting  a vessel  through  foreclosure
proceedings.  The  arrest  or  attachment  of one or more of our  vessels  could
interrupt  our cash flow and  require  us to pay large sums of money to have the
arrest lifted.

         In addition,  in some  jurisdictions,  such as South Africa,  under the
"sister ship" theory of  liability,  a claimant may arrest both the vessel which
is subject to the claimant's maritime lien and any "associated" vessel, which is
any vessel owned or controlled by the same owner.  Claimants could try to assert
"sister ship"  liability  against one vessel in our fleet for claims relating to
another of our ships.

         Governments  could  requisition  our vessels  during a period of war or
emergency, resulting in loss of earnings

         A  government  could  requisition  for  title  or  seize  our  vessels.
Requisition  for title  occurs when a government  takes  control of a vessel and
becomes her owner.  Also, a government  could  requisition our vessels for hire.
Requisition  for hire occurs  when a  government  takes  control of a vessel and
effectively  becomes  her  charterer  at  dictated  charter  rates.   Generally,
requisitions occur during a period of war or emergency.  Government  requisition
of one or more of our vessels would negatively impact our revenues.
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         Certain  existing  stockholders,  who hold  approximately  18.8% of our
common stock,  may have the power to exert control over us, which may limit your
ability to influence our actions

         Sovereign  Holdings  Inc.,  or  Sovereign  Holdings,  a company that is
wholly owned by our President,  Chief Executive Officer and Director,  Evangelos
J. Pistiolis,  and Kingdom Holdings Inc., or Kingdom  Holdings,  a company owned
primarily  by  another  adult  member of the  Pistiolis  family and to a limited
extent by a third party, own, directly or indirectly, approximately 18.8% of the
outstanding  shares  of our  common  stock.  While  these  shareholders  have no
agreement,  arrangement or understanding  relating to the voting of their shares
of common stock,  due to the number of shares of our common stock they own, they
have the power to exert considerable influence over our actions.

         We may have to pay tax on United  States  source  income,  which  would
reduce our earnings

         Under the United States Internal Revenue Code of 1986, or the Code, 50%
of the gross shipping income of a vessel owning or chartering corporation,  such
as ourselves and our subsidiaries,  that is attributable to transportation  that
begins  or ends,  but that  does not  begin  and end,  in the  United  States is
characterized as United States source shipping income and such income is subject
to a 4% United States federal income tax without allowance for deduction, unless
that corporation qualifies for exemption from tax under Section 883 of the Code.

         We expect that we and each of our  subsidiaries  will  qualify for this
statutory tax exemption and we will take this position for United States federal
income tax return reporting purposes.  However,  there are factual circumstances
beyond our control that could cause us to lose the benefit of this tax exemption
and thereby  become  subject to United States  federal  income tax on our United
States source  income.  Therefore,  we can give no assurances on our  tax-exempt
status or that of any of our subsidiaries.

         If we or our  subsidiaries  are not  entitled to this  exemption  under
Section 883 for any taxable  year, we or our  subsidiaries  would be subject for
those years to a 4% United States federal income tax on our U.S. source shipping
income.  The  imposition  of this taxation  could have a negative  effect on our
business.

         U.S. tax authorities  could treat us as a "passive  foreign  investment
company," which could have adverse U.S.  federal income tax consequences to U.S.
holders

         A foreign  corporation will be treated as a "passive foreign investment
company," or PFIC,  for U.S.  federal income tax purposes if either (1) at least
75% of its gross  income for any  taxable  year  consists  of  certain  types of
"passive  income" or (2) at least 50% of the average value of the  corporation's
assets  produce  or are  held for the  production  of  those  types of  "passive
income." For  purposes of these  tests,  "passive  income"  includes  dividends,
interest,  and gains from the sale or exchange of investment  property and rents
and royalties  other than rents and royalties  which are received from unrelated
parties in  connection  with the  active  conduct  of a trade or  business.  For
purposes of these tests,  income  derived from the  performance of services does
not constitute  "passive  income." U.S.  shareholders of a PFIC are subject to a
disadvantageous  U.S.  federal  income  tax  regime  with  respect to the income
derived by the PFIC, the distributions  they receive from the PFIC and the gain,
if any,  they derive from the sale or other  disposition  of their shares in the
PFIC.

         Based on our proposed  method of  operation,  we do not believe that we
will be a PFIC with respect to any taxable  year.  In this regard,  we intend to
treat  the  gross  income  we  derive  or are  deemed  to  derive  from our time

Edgar Filing: TOP TANKERS INC. - Form 20-F

17



chartering   activities  as  services   income,   rather  than  rental   income.
Accordingly, we believe that our income from our time chartering activities does
not  constitute  "passive  income,"  and the assets  that we own and  operate in
connection with the production of that income do not constitute passive assets.

         There is,  however,  no direct  legal  authority  under the PFIC  rules
addressing our proposed  method of operation.  Accordingly,  no assurance can be
given that the U.S.  Internal  Revenue  Service,  or IRS, or a court of law will
accept  our  position,  and there is a risk that the IRS or a court of law could
determine that we are a PFIC. Moreover,  no assurance can be given that we would
not constitute a PFIC for any future taxable year if there were to be changes in
the nature and extent of our operations.

         If the IRS were to find that we are or have been a PFIC for any taxable
year, our U.S.  shareholders will face adverse U.S. tax consequences.  Under the
PFIC rules,  unless those shareholders make an election available under the Code
(which election could itself have adverse consequences for such shareholders, as
discussed below under "Tax Considerations--U.S.  Federal Income Taxation of U.S.
Holders"),  such shareholders  would be liable to pay U.S. federal income tax at
the then  prevailing  income tax rates on  ordinary  income plus  interest  upon
excess distributions and upon any gain from the disposition of our common stock,
as if the  excess  distribution  or gain had been  recognized  ratably  over the
shareholder's holding period of our common stock. See "Tax  Considerations--U.S.
Federal Income Taxation of U.S. Holders" for a more comprehensive  discussion of
the U.S. federal income tax consequences to U.S.  shareholders if we are treated
as a PFIC.

         Because we generate  all of our  revenues  in U.S.  dollars but incur a
portion of our expenses in other currencies,  exchange rate  fluctuations  could
hurt our results of operations

         We generate all of our revenues in U.S. dollars but incur approximately
14% of our expenses in currencies other than U.S. dollars. This difference could
lead to  fluctuations  in net  income  due to  changes  in the value of the U.S.
dollar  relative  to the other  currencies,  in  particular  the Euro.  Expenses
incurred in foreign  currencies against which the U.S. dollar falls in value can
increase,  decreasing our revenues. For example, in the 12 months ended December
31,  2004,  the value of the U.S.  dollar  declined  by 9.95% as compared to the
Euro. We have not hedged these risks.  Our  operating  results could suffer as a
result.

         We are incorporated in the Republic of the Marshall Islands, which does
not have a well-developed body of corporate law

         Our corporate affairs are governed by our Articles of Incorporation and
Bylaws and by the  Marshall  Islands  Business  Corporations  Act,  or BCA.  The
provisions of the BCA resemble provisions of the corporation laws of a number of
states in the United States.  However, there have been few judicial cases in the
Republic of the Marshall Islands  interpreting the BCA. The rights and fiduciary
responsibilities  of  directors  under the law of the  Republic of the  Marshall
Islands   are  not  as  clearly   established   as  the  rights  and   fiduciary
responsibilities  of directors under statutes or judicial precedent in existence
in certain  United States  jurisdictions.  Security  holder rights may differ as
well.  While the BCA does  specifically  incorporate the  non-statutory  law, or
judicial case law, of the State of Delaware and other states with  substantially
similar legislative provisions, our security holders may have more difficulty in
protecting  their interests in the face of actions by the management,  directors
or  controlling  shareholders  than  would  security  holders  of a  corporation
incorporated in a United States jurisdiction.

ITEM 4.  Information On The Company
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History and Development of the Company

         Ocean  Holdings  Inc.  was  formed in January  2000,  under the laws of
Marshall  Islands and renamed to TOP Tankers Inc. in May 2004. On July 23, 2004,
our  common  stock was listed on the Nasdaq  National  Market,  under the symbol
"TOPT", in connection with our initial public offering.  The net proceeds of our
initial public offering,  approximately  $124.4 million,  were primarily used to
finance the  acquisition  of 10 vessels,  comprised  of 8 ice-class  double-hull
Handymax  tankers  and 2  double-hull  Suezmax  tankers.  The total  cost of the
acquisition was approximately $251.3 million.

         On November 5, 2004,  we  completed a follow-on  offering of our common
stock. The net proceeds of our follow-on offering, approximately $139.4 million,
were used primarily to finance the acquisition of 5 double-hull Suezmax tankers.
The total cost of the acquisition was approximately $257.0 million.

         We are a provider of international  seaborne  transportation  services,
carrying refined petroleum  products and crude oil. As of December 31, 2004, our
fleet  consisted of 15 vessels,  comprised of 10  double-hull  Handymax  product
tankers,  one  single-hull  Handysize  product tanker and 4 double-hull  Suezmax
tankers,  with a total  cargo  carrying  capacity of  approximately  1.1 million
deadweight  tons, or dwt. We actively manage the deployment of our fleet between
spot market voyage  charters,  which generally last from several days to several
weeks, and time charters, which can last up to several years.

         Following the agreement to sell our final remaining single-hull vessel,
we currently own and operate a fleet of 23 vessels, consisting of 14 double-hull
Handymax tankers and 9 double-hull Suezmax tankers. Four of our Handymax tankers
were  delivered  in March  and  April  2005 and 5 of our  Suezmax  tankers  were
purchased in connection  with the proceeds of the  following-on  offering of our
common stock in November 2004.

Business Overview

Business Strategy

         Our business  strategy is focused on building and maintaining  enduring
relationships with participants in the international tanker industry,  including
leading   charterers,   oil   companies,   oil  traders,   brokers,   suppliers,
classification  societies,  insurers  and others.  We seek to continue to create
long-term value principally by acquiring and operating high quality double-hull,
refined petroleum products and crude oil tankers.

         We believe we have established a reputation in the international  ocean
transport  industry for operating and  maintaining our fleet with high standards
of  performance,  reliability  and safety.  We have assembled a management  team
comprised  of  executives  who have  extensive  experience  operating  large and
diversified  fleets of tankers and who have strong ties to a number of national,
regional and international oil companies, charterers and traders.

Fleet Characteristics

         As of December  31,  2004,  the vessels in our fleet have a total cargo
capacity of  approximately  1.1 million  dwt.  Over 88% of our fleet by dwt were
sister ships,  which enhances the revenue  generating  potential of our fleet by
providing us with  operational  and  scheduling  flexibility.  Sister ships also
increase our operating  efficiencies  because technical knowledge can be applied
to all vessels in a series and creates cost  efficiencies and economies of scale
when ordering spare parts, supplying and crewing these vessels.

Chartering of the Fleet
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         As of December 31, 2004 all 10 of our Handymax  tankers  operated under
time charter  contracts  expiring in 2006 or 2007. Four of our Handymax  tankers
were  deployed  under 24 month time charter  contracts  that have a base rate of
$14,500 per day. Should the vessels generate revenues in excess of the base rate
over the duration of the time charter contact, we will receive 100% of the first
$500 per day in excess of the base rate.  Thereafter  we will receive 50% of the
excess.  Six of our Handymax  tankers were deployed  under 30 month time charter
contracts  that have a base rate of $14,250 per day until  December 31, 2005 and
$13,250 per day until  expiration of the contract.  Should the vessels  generate
revenues  in  excess  of the base rate  over the  duration  of the time  charter
contact,  we will  receive  100% of the first $250 per day in excess of the base
rate  until  December  31,  2005 and  $1,250  per day  until  expiration  of the
contract.  Thereafter we will receive 50% of the excess. Our Suezmax tankers and
our Handysize tanker operated on the spot market.

Management of the Fleet

         Since July 1, 2004, TOP Tanker Management, our wholly-owned subsidiary,
has  been  responsible  for all of the  chartering,  operational  and  technical
management  of  our  fleet,  including  crewing,  maintenance,  repair,  capital
expenditures,  drydocking,  vessel taxes, maintaining insurance and other vessel
operating   expenses  under   management   agreements  with  our  vessel  owning
subsidiaries. Prior to July 1, 2004, the operations of our fleet were managed by
Primal Tankers Inc., which was wholly-owned by the father of our Chief Executive
Officer.

         As of December 31, 2004, TOP Tanker  Management has  subcontracted  the
day to day technical management, crewing and certain purchasing functions of the
8 Handymax  tankers and the 2 Suezmax tankers  acquired since our initial public
offering to Unicom  Management,  a ship management  company operating in Cyprus,
and has  subcontracted  the day to day technical  management  and crewing of the
remaining vessels in our fleet to V.Ships Management  Limited, a ship management
company operating in Glasgow, Scotland. TOP Tanker Management pays a monthly fee
of $14,000 per vessel under its agreements with Unicom  Management and a monthly
fee of $10,000 per vessel under its agreements with V.Ships Management.

Crewing and Employees

         As of December 31, 2004,  we had 3  employees,  while our  wholly-owned
subsidiary,  TOP Tanker Management,  employed approximately 35 employees, all of
whom are shore-based.  As of December 31, 2003, we had no employees.  TOP Tanker
Management ensures that all seamen have the qualifications and licenses required
to comply with international regulations and shipping conventions,  and that our
vessels employ experienced and competent personnel.

         Unicom  Management  and  V.Ships  Management  are  responsible  for the
crewing of the fleet. Such  responsibilities  include training,  transportation,
compensation and insurance of the crew.

         All of the employees of TOP Tanker  Management are subject to a general
collective  bargaining  agreement covering  employees of shipping agents.  These
agreements  set  industry-wide  minimum  standards.  We have  not had any  labor
problems  with our  employees  under this  collective  bargaining  agreement and
consider our workplace and labor union relations to be good.

Environmental and Other Regulation

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

Edgar Filing: TOP TANKERS INC. - Form 20-F

20



         A variety of governmental  and private  entities subject our vessels to
both scheduled and  unscheduled  inspections.  These entities  include the local
port authorities (U.S. Coast Guard, harbor master or equivalent), classification
societies,  flag state  administration  (country of  registry)  and  charterers,
particularly  terminal  operators and oil  companies.  Certain of these entities
require us to obtain permits, licenses and certificates for the operation of our
tankers.  Failure to maintain necessary permits or approvals could require us to
incur substantial  costs or temporarily  suspend operation of one or more of our
vessels.

         We believe  that the  heightened  level of  environmental  and  quality
concerns among insurance  underwriters,  regulators and charterers is leading to
greater inspection and safety requirements on all vessels and may accelerate the
scrapping of older vessels  throughout  the industry.  Increasing  environmental
concerns  have  created  a demand  for  vessels  that  conform  to the  stricter
environmental standards. We are required to maintain operating standards for all
of our vessels that will  emphasize  operational  safety,  quality  maintenance,
continuous  training of our  officers  and crews and  compliance  with U.S.  and
international  regulations.  We believe that the  operation of our vessels is in
substantial  compliance  with  applicable  environmental  laws and  regulations;
however, because such laws and regulations are frequently changed and may impose
increasingly  stricter  requirements,  such  future  requirements  may limit our
ability to do business, increase our operating costs, force the early retirement
of our vessels,  and/or  affect their  resale  value,  all of which could have a
material adverse effect on our financial condition and results of operations.

Environmental Regulation--IMO

         In 1992, the International  Maritime  Organization,  or IMO (the United
Nations  agency for maritime  safety and the  prevention of marine  pollution by
ships),  adopted  regulations that set forth pollution  prevention  requirements
applicable to tankers.  These regulations,  which have been adopted by more than
150 nations,  including many of the  jurisdictions in which our tankers operate,
provide, in part, that:

        o   tankers  between  25  and  30  years  old  must  be  of  double-hull
            construction or of a mid-deck design with double sided construction,
            unless (1) they have wing tanks or double-bottom spaces not used for
            the  carriage of oil,  which cover at least 30% of the length of the
            cargo tank section of the hull or bottom; or (2) they are capable of
            hydrostatically  balanced  loading (loading less cargo into a tanker
            so that in the event of a breach of the hull,  water  flows into the
            tanker, displacing oil upwards instead of into the sea);

        o   tankers 30 years old or older must be of double-hull construction or
            mid-deck design with double sided construction; and

        o   all tankers are subject to enhanced inspections.

         Also,  under  IMO   regulations,   a  tanker  must  be  of  double-hull
construction  or a mid-deck  design  with  double  sided  construction  or be of
another  approved  design  ensuring  the same level of  protection  against  oil
pollution if the tanker:

        o   is the  subject of a contract  for a major  conversion  or  original
            construction on or after July 6, 1993;

        o   commences  a major  conversion  or has  its  keel  laid on or  after
            January 6, 1994; or

        o   completes a major  conversion  or is a  newbuilding  delivered on or
            after July 6, 1996.
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         Effective  September 2002, the IMO  accelerated its existing  timetable
for the phase-out of  single-hull  oil tankers.  These  regulations  require the
phase-out of most  single-hull oil tankers by 2015 or earlier,  depending on the
age of the tanker and whether it has segregated  ballast tanks.  After 2007, the
maximum  permissible  age for single-hull  tankers will be 26 years.  Compliance
with the new regulations  regarding inspections of all tankers,  however,  could
adversely affect our operations.  Under current  regulations,  retrofitting will
enable  a  tanker  to  operate  until  the  earlier  of 25  years of age and the
anniversary date of its delivery in 2017.  However, as a result of the oil spill
in November 2002 relating to the loss of the M/T Prestige,  which was owned by a
company  not  affiliated  with us, in  December  2003 the  Marine  Environmental
Protection   Committee   of  the  IMO  adopted  a  proposed   amendment  to  the
International   Convention  for  the  Prevention  of  Pollution  from  Ships  to
accelerate  the phase out of  single-hull  tankers  from 2015 to 2010 unless the
relevant  flag state,  in a  particular  case,  extends  the date to 2015.  This
amendment came into effect in April 2005.

         The IMO has  also  negotiated  international  conventions  that  impose
liability  for  oil  pollution  in   international   waters  and  a  signatory's
territorial  waters.  In  September  1997,  the  IMO  adopted  Annex  VI to  the
International  Convention  for the Prevention of Pollution from Ships to address
air pollution from ships. Annex VI was ratified in May 2004 and became effective
in May 2005.  Annex VI sets limits on sulfur oxide and nitrogen oxide  emissions
from  ship  exhausts  and  prohibit  deliberate  emissions  of  ozone  depleting
substances, such as chlorofluorocarbons.  Annex VI also includes a global cap on
the sulfur  content of fuel oil and allows for special  areas to be  established
with more stringent  controls on sulfur emissions.  We are formulating a plan to
comply with the Annex VI regulations once they come into effect. Compliance with
these regulations  could require the installation of expensive  emission control
systems  and could  have an adverse  financial  impact on the  operation  of our
vessels. Additional or new conventions, laws and regulations may be adopted that
could adversely affect our ability to manage our ships.

         Under  the   International   Safety   Management  Code,  or  ISM  Code,
promulgated  by the IMO,  the  party  with  operational  control  of a vessel is
required to develop an extensive safety management  system that includes,  among
other  things,  the  adoption of a safety and  environmental  protection  policy
setting forth  instructions  and procedures for operating its vessels safely and
describing  procedures  for  responding  to  emergencies.  We will rely upon the
safety  management  system that we and our third party  technical  managers have
developed.

         The ISM Code requires that vessel operators obtain a safety  management
certificate for each vessel they operate.  This certificate evidences compliance
by a vessel's  management with code requirements for a safety management system.
No vessel  can  obtain a  certificate  unless  its  manager  has been  awarded a
document of compliance,  issued by each flag state,  under the ISM Code. We have
the  requisite  documents of  compliance  for our offices and safety  management
certificates  for all of our tankers for which the  certificates are required by
the IMO. We are  required  to renew these  documents  of  compliance  and safety
management certificates annually.

         Noncompliance  with the ISM Code and other IMO  regulations may subject
the  shipowner  or  bareboat  charterer  to  increased  liability,  may  lead to
decreases in available insurance coverage for affected vessels and may result in
the denial of access to, or  detention  in, some ports.  For  example,  the U.S.
Coast Guard and European  Union  authorities  have indicated that vessels not in
compliance  with  the ISM Code  will be  prohibited  from  trading  in U.S.  and
European Union ports.

         Although the United  States is not a party to these  conventions,  many
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countries have ratified and follow the liability plan adopted by the IMO and set
out in the International  Convention on Civil Liability for Oil Pollution Damage
of 1969. Under this convention,  if the country in which the damage results is a
party to the 1992 Protocol to the  International  Convention on Civil  Liability
for Oil Pollution  Damage,  a vessel's  registered  owner is strictly liable for
pollution  damage caused in the  territorial  waters of a  contracting  state by
discharge of persistent  oil,  subject to certain  complete  defenses.  Under an
amendment to the Protocol that became effective on November 1, 2003, for vessels
of 5,000 to 140,000  gross tons (a unit of  measurement  for the total  enclosed
spaces within a vessel), liability is limited to approximately $6.5 million plus
$909 for each additional gross ton over 5,000. For vessels of over 140,000 gross
tons,  liability is limited to approximately  $129.3 million.  As the convention
calculates liability in terms of a basket of currencies, these figures are based
on currency  exchange  rates on May 10,  2004.  The right to limit  liability is
forfeited  under  the  International  Convention  on  Civil  Liability  for  Oil
Pollution Damage where the spill is caused by the owner's actual fault and under
the 1992  Protocol  where  the spill is caused  by the  owner's  intentional  or
reckless  conduct.   Vessels  trading  to  states  that  are  parties  to  these
conventions  must provide  evidence of insurance  covering the  liability of the
owner. In jurisdictions  where the  International  Convention on Civil Liability
for Oil Pollution Damage has not been adopted,  various  legislative  schemes or
common law govern, and liability is imposed either on the basis of fault or in a
manner similar to that convention.  We believe that our P&I insurance will cover
the liability under the plan adopted by the IMO.

         U.S.  Oil  Pollution  Act  of  1990  and  Comprehensive   Environmental
Response, Compensation and Liability Act

         The United  States  regulates  the tanker  industry  with an  extensive
regulatory and liability regime for environmental  protection and cleanup of oil
spills,  consisting primarily of the U.S. Oil Pollution Act of 1990, or OPA, and
the  Comprehensive  Environmental  Response,  Compensation and Liability Act, or
CERCLA. OPA affects all owners and operators whose vessels trade with the United
States or its territories or possessions, or whose vessels operate in the waters
of the  United  States,  which  include  the  U.S.  territorial  sea and the 200
nautical mile exclusive  economic zone around the United States.  CERCLA applies
to the discharge of hazardous  substances (other than oil) whether on land or at
sea. Both OPA and CERCLA impact our operations.

         Under  OPA,  vessel  owners,  operators  and  bareboat  charterers  are
"responsible parties" who are jointly, severally and strictly liable (unless the
spill results solely from the act or omission of a third party, an act of God or
an act of war) for all  containment and clean-up costs and other damages arising
from oil spills from their vessels.  These other damages are defined  broadly to
include:

        o   natural resource damages and related assessment costs;

        o   real and personal property damages;

        o   net loss of taxes, royalties, rents, profits or earnings capacity;

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

        o   loss of subsistence use of natural resources.

         OPA limits  the  liability  of  responsible  parties to the  greater of
$1,200 per gross ton or $10  million  per tanker  that is over 3,000  gross tons
(subject to possible  adjustment for inflation).  The act  specifically  permits
individual  states to impose  their own  liability  regimes  with  regard to oil
pollution  incidents  occurring  within their  boundaries,  and some states have
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enacted   legislation   providing  for  unlimited  liability  for  discharge  of
pollutants  within their  waters.  In some cases,  states that have enacted this
type of legislation have not yet issued implementing regulations defining tanker
owners'  responsibilities  under these laws. CERCLA, which applies to owners and
operators  of tankers,  contains a similar  liability  regime and  provides  for
cleanup and removal of hazardous  substances and for natural  resource  damages.
Liability  under  CERCLA is limited  to the  greater of $300 per gross ton or $5
million.

         These limits of liability do not apply, however,  where the incident is
caused by violation of applicable U.S. federal safety, construction or operating
regulations,   or  by  the  responsible  party's  gross  negligence  or  willful
misconduct.  These limits do not apply if the responsible party fails or refuses
to report  the  incident  or to  cooperate  and  assist in  connection  with the
substance removal activities.  OPA and CERCLA each preserve the right to recover
damages under existing law, including maritime tort law.

         OPA also  requires  owners and  operators of vessels to  establish  and
maintain  with  the  U.S.  Coast  Guard  evidence  of  financial  responsibility
sufficient to meet the limit of their potential  strict liability under the act.
The U.S.  Coast Guard has enacted  regulations  requiring  evidence of financial
responsibility  in the amount of $1,500 per gross ton for tankers,  coupling the
OPA  limitation  on liability of $1,200 per gross ton with the CERCLA  liability
limit of $300 per gross ton.  Under these  regulations,  an owner or operator of
more than one tanker is required to obtain a certificate of  responsibility  for
each vessel in the fleet in an amount equal only to the financial responsibility
requirement of the tanker having the greatest maximum strict liability under OPA
and CERCLA. We have provided evidence of financial responsibility in the form of
guarantees  issued by a guarantor  approved by the U.S. Coast Guard and received
certificates of financial  responsibility  from the U.S. Coast Guard for each of
our vessels that calls in U.S. waters.

         We insure each of our vessels with pollution liability insurance in the
maximum commercially available amount of $1.0 billion per incident per vessel. A
catastrophic spill could exceed the insurance coverage available, in which event
there could be a material adverse effect on our business.

         OPA also  amended the Federal  Water  Pollution  Control Act to require
owners or operators of tankers  operating in the waters of the United  States to
file vessel  response  plans with the U.S.  Coast Guard,  and their  tankers are
required to operate in compliance  with their U.S. Coast Guard  approved  plans.
These response plans must, among other things:

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

        o   describe crew training and drills; and

        o   identify a qualified  individual  with full  authority  to implement
            removal actions.

         Vessel  response  plans for our tankers  operating in the waters of the
United States have been approved by the U.S. Coast Guard. In addition,  the U.S.
Coast Guard has announced it intends to propose  similar  regulations  requiring
certain  vessels  to  prepare  response  plans  for  the  release  of  hazardous
substances.  We are  responsible  for  ensuring  our  vessels  comply  with  any
additional regulations.

         OPA  does  not  prevent  individual  states  from  imposing  their  own
liability regimes with respect to oil pollution incidents occurring within their
boundaries.  In fact,  most U.S.  states that border a navigable  waterway  have
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enacted  environmental  pollution laws that impose strict  liability on a person
for removal costs and damages  resulting from a discharge of oil or a release of
a hazardous substance. These laws may be more stringent than U.S. federal law.

European Union Tanker Restrictions

         In July 2003,  in  response to the M/T  Prestige  oil spill in November
2002, the European  Union adopted  legislation  that  prohibits all  single-hull
tankers from entering into its ports or offshore terminals by 2010. The European
Union has also banned all single-hull  tankers carrying heavy grades of oil from
entering or leaving its ports or offshore  terminals or anchoring in areas under
its jurisdiction. Commencing in 2005, certain single-hull tankers above 15 years
of age will also be restricted from entering or leaving  European Union ports or
offshore terminals and anchoring in areas under European Union jurisdiction. The
European Union is also  considering  legislation  that would: (1) ban manifestly
sub-standard  vessels  (defined  as those  more than 15 years old that have been
detained by port authorities at least twice in a six month period) from European
waters and create an obligation of port states to inspect  vessels posing a high
risk to maritime safety or the marine environment;  and (2) provide the European
Union  with  greater  authority  and  control  over  classification   societies,
including  the ability to seek to suspend or revoke the  authority  of negligent
societies.  The sinking of the M/T Prestige and  resulting oil spill in November
2002 has led to the  adoption  of other  environmental  regulations  by  certain
European Union nations,  which could adversely affect the remaining useful lives
of all of our tankers and our ability to generate income from them. For example,
Italy announced a ban of single-hull  crude oil tankers over 5,000 dwt from most
Italian ports,  effective April 2001. Spain has announced a similar prohibition.
It is impossible to predict what legislation or additional regulations,  if any,
may be promulgated by the European Union or any other country or authority.

Vessel Security Regulations

         Since the terrorist  attacks of September  11, 2001,  there have been a
variety of  initiatives  intended to enhance  vessel  security.  On November 25,
2002, the Maritime  Transportation Security Act of 2002 (MTSA) came into effect.
To implement  certain  portions of the MTSA, in July 2003,  the U.S. Coast Guard
issued regulations requiring the implementation of certain security requirements
aboard  vessels  operating in waters subject to the  jurisdiction  of the United
States.  Similarly, in December 2002, amendments to the International Convention
for the Safety of Life at Sea (SOLAS)  created a new  chapter of the  convention
dealing specifically with maritime security. The new chapter went into effect in
July 2004 and imposes various detailed security  obligations on vessels and port
authorities, most of which are contained in the newly created International Ship
and Port  Facilities  Security  (ISPS) Code. We are in compliance  with the ISPS
Code. Among the various requirements are:

        o   on-board  installation of automatic  information systems, or AIS, to
            enhance vessel-to-vessel and vessel-to-shore communications;

        o   on-board installation of ship security alert systems;

        o   the development of vessel security plans; and

        o   compliance with flag state security certification requirements.

         The U.S. Coast Guard regulations,  intended to align with international
maritime security standards,  exempt non-U.S.  tankers from MTSA vessel security
measures  provided  such  vessels  have  on  board,  by July  1,  2004,  a valid
International  Ship  Security  Certificate  (ISSC) that  attests to the vessel's
compliance with SOLAS security requirements and the ISPS Code. We will implement
the various security measures addressed by the MTSA, SOLAS and the ISPS Code and
ensure  that  our  tankers  attain  compliance  with  all  applicable   security
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requirements  within  the  prescribed  time  periods.  We do not  believe  these
additional requirements will have a material financial impact on our operations.

Inspection by Classification Societies

         Every seagoing  vessel must be "classed" by a  classification  society.
The  classification  society certifies that the vessel is "in class," signifying
that the vessel has been built and  maintained in  accordance  with the rules of
the classification society and complies with applicable rules and regulations of
the vessel's country of registry and the international conventions of which that
country is a member.  In addition,  where surveys are required by  international
conventions  and  corresponding  laws  and  ordinances  of  a  flag  state,  the
classification  society will undertake them on application or by official order,
acting on behalf of the authorities concerned.

         The classification society also undertakes on request other surveys and
checks that are  required by  regulations  and  requirements  of the flag state.
These surveys are subject to agreements  made in each  individual case and/or to
the regulations of the country concerned.

         For  maintenance  of the class,  regular and  extraordinary  surveys of
hull,  machinery,  including the  electrical  plant,  and any special  equipment
classed are required to be performed as follows:

         Annual Surveys:  For seagoing  ships,  annual surveys are conducted for
the hull and the machinery, including the electrical plant, and where applicable
for  special  equipment  classed,  at  intervals  of 12 months  from the date of
commencement of the class period indicated in the certificate.

         Intermediate  Surveys:  Extended  annual  surveys  are  referred  to as
intermediate  surveys and typically  are conducted two and one-half  years after
commissioning and each class renewal. Intermediate surveys may be carried out on
the occasion of the second or third annual survey.

         Class Renewal  Surveys:  Class renewal  surveys,  also known as special
surveys,  are  carried  out  for  the  ship's  hull,  machinery,  including  the
electrical  plant,  and for any  special  equipment  classed,  at the  intervals
indicated  by the  character  of  classification  for the hull.  At the  special
survey, the vessel is thoroughly examined,  including audio-gauging to determine
the thickness of the steel structures.  Should the thickness be found to be less
than class  requirements,  the  classification  society  would  prescribe  steel
renewals.  The  classification  society  may grant a one-year  grace  period for
completion of the special  survey.  Substantial  amounts of money may have to be
spent for steel  renewals  to pass a special  survey if the  vessel  experiences
excessive wear and tear. In lieu of the special survey every four or five years,
depending on whether a grace period was granted,  a shipowner  has the option of
arranging with the classification  society for the vessel's hull or machinery to
be on a  continuous  survey  cycle,  in which every part of the vessel  would be
surveyed within a five-year cycle.

         At an owner's  application,  the surveys required for class renewal may
be split  according  to an agreed  schedule to extend over the entire  period of
class. This process is referred to as continuous class renewal.

         All areas  subject to survey as defined by the  classification  society
are  required  to be  surveyed at least once per class  period,  unless  shorter
intervals  between  surveys are  prescribed  elsewhere.  The period  between two
subsequent surveys of each area must not exceed five years.

         Most vessels are also  dry-docked  every 30 to 36 months for inspection
of the underwater  parts and for repairs related to inspections.  If any defects
are found, the classification  surveyor will issue a "recommendation" which must
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be rectified by the ship owner within prescribed time limits.

         Most insurance  underwriters make it a condition for insurance coverage
that a vessel be certified as "in class" by a classification  society which is a
member of the  International  Association of Classification  Societies.  All our
vessels are  certified as being "in class" by the  American  Bureau of Shipping,
Lloyd's  Register  of  Shipping or Det Norske  Veritas.  All new and  secondhand
vessels that we purchase  must be certified  prior to their  delivery  under our
standard  contracts and memorandum of agreement.  If the vessel is not certified
on the date of closing, we have no obligation to take delivery of the vessel.

Risk of Loss and Liability Insurance General

         The  operation of any cargo vessel  includes  risks such as  mechanical
failure,   collision,   property  loss,   cargo  loss  or  damage  and  business
interruption due to political  circumstances in foreign  countries,  hostilities
and labor  strikes.  In  addition,  there is always an inherent  possibility  of
marine disaster,  including oil spills and other environmental  mishaps, and the
liabilities  arising from owning and operating  vessels in international  trade.
OPA, which imposes  virtually  unlimited  liability  upon owners,  operators and
demise charterers of any vessel trading in the United States exclusive  economic
zone  for  certain  oil  pollution  accidents  in the  United  States,  has made
liability  insurance more expensive for ship owners and operators trading in the
United States market. While we carry loss of hire insurance to cover 100% of our
fleet, we may not be able to maintain this level of coverage. Furthermore, while
we believe that our present insurance coverage is adequate, not all risks can be
insured,  and there can be no guarantee that any specific claim will be paid, or
that we will always be able to obtain adequate  insurance coverage at reasonable
rates.

Hull and Machinery Insurance

         We have  obtained  marine hull and  machinery  and war risk  insurance,
which  includes the risk of actual or  constructive  total loss,  for all of the
vessels in our fleet.  The vessels in our fleet are each  covered up to at least
fair market value, with deductibles of $100,000 per vessel per incident,  except
for 4 of our Suezmax tankers,  which have deductibles of $200,000 per vessel per
incident.  We also arranged increased value coverage for each vessel. Under this
increased  value  coverage,  in the event of total loss of a vessel,  we will be
able recover for amounts not recoverable  under the hull and machinery policy by
reason of any under-insurance.

Protection and Indemnity Insurance

         Protection and indemnity insurance is provided by mutual protection and
indemnity  associations,  or P&I  Associations,  which  covers  our third  party
liabilities  in connection  with our shipping  activities.  This includes  third
party  liability  and  other  related  expenses  of  injury  or  death  of crew,
passengers and other third parties, loss or damage to cargo, claims arising from
collisions with other vessels,  damage to other third party property,  pollution
arising  from oil or other  substances,  and salvage,  towing and other  related
costs, including wreck removal.  Protection and indemnity insurance is a form of
mutual  indemnity  insurance,   extended  by  protection  and  indemnity  mutual
associations,  or  "clubs."  Subject  to  the  "capping"  discussed  below,  our
coverage, except for pollution, is unlimited.

         Our current  protection and indemnity  insurance coverage for pollution
is $1 billion  per vessel per  incident.  The  fourteen  P&I  Associations  that
comprise  the  International  Group  insure  approximately  90% of  the  world's
commercial  tonnage and have entered into a pooling  agreement to reinsure  each
association's liabilities.  Each P&I Association has capped its exposure to this
pooling agreement at $4.25 billion. As a member of a P&I Association, which is a
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member of the  International  Group,  we are  subject  to calls  payable  to the
associations  based on its claim  records  as well as the claim  records  of all
other  members of the  individual  associations,  and members of the pool of P&I
Associations comprising the International Group.

Competition

         We operate in markets that are highly  competitive  and based primarily
on supply and  demand.  We compete for  charters  on the basis of price,  vessel
location, size, age and condition of the vessel, as well as on our reputation as
an operator. We arrange our time charters and voyage charters in the spot market
through the use of brokers,  who  negotiate  the terms of the charters  based on
market  conditions.  We compete  primarily with owners of tankers in the Suezmax
and Handymax  class  sizes.  Ownership  of tankers is highly  fragmented  and is
divided among major oil companies and independent vessel owners.

Legal Proceedings Against Us

         We are party,  as plaintiff or defendant,  to a variety of lawsuits for
damages arising  principally from personal injury and property  casualty claims.
Most claims are  covered by  insurance,  subject to  customary  deductibles.  We
believe that these claims will not,  either  individually  or in the  aggregate,
have a material  adverse  effect on us, our  financial  condition  or results of
operations.  From  time  to  time  in the  future  we may be  subject  to  legal
proceedings and claims in the ordinary course of business,  principally personal
injury and property casualty claims.  Those claims, even if lacking merit, could
result in the expenditure of significant financial and managerial resources.  We
have not been  involved in any legal  proceedings  which may have, or have had a
significant  effect  on  our  financial  position,  nor  are  we  aware  of  any
proceedings that are pending or threatened  which may have a significant  effect
on our financial position.

Organizational Structure

         Top  Tankers  Inc. is the sole owner of all  outstanding  shares of the
subsidiaries listed in Notes 1 and 18 of our Consolidated  Financial  Statements
under Item 18. See also Exhibit 8.1.

Properties

         We have no freehold or  leasehold  interest  in any real  property.  We
lease office space in Athens,  Greece,  from Pyramis  Technical Co., SA which is
wholly-owned by John Pistiolis,  the father of our Chief Executive  Officer.  In
addition, our newly established subsidiary TOP TANKERS (UK) LIMITED,  engaged in
chartering  activities  involving the Company's vessels,  leases office space in
London, from an unrelated third party.

ITEM 5.  Operating and financial review and prospects

         The following is a discussion of our financial condition and results of
operations for the years ended December 31, 2004, 2003 and 2002. You should read
this section together with the consolidated  financial  statements including the
notes to those financial statements for the periods mentioned above.

         We are a provider of international  seaborne  transportation  services,
carrying refined petroleum  products and crude oil. As of December 31, 2004, our
fleet  consisted of 15 vessels,  comprised  of 11 Product  tankers and 4 Suezmax
tankers,  with a total  cargo  carrying  capacity of  approximately  1.1 million
deadweight tons, or dwt.

         We actively  manage the  deployment  of our fleet  between  spot market
voyage  charters,  which generally last from several days to several weeks,  and
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time charters,  which can last up to several years. A spot market voyage charter
is  generally  a  contract  to  carry a  specific  cargo  from a load  port to a
discharge  port for an agreed  upon  total  amount.  Under  spot  market  voyage
charters,  we pay voyage  expenses  such as port,  canal and fuel costs.  A time
charter is  generally a contract to charter a vessel for a fixed  period of time
at a specified  daily  rate.  Under time  charters,  the  charterer  pays voyage
expenses such as port,  canal and fuel costs.  Under both types of charters,  we
pay for vessel operating expenses,  which include crew costs,  provisions,  deck
and engine stores, lubricating oil, insurance,  maintenance and repairs, as well
as for  commissions  on gross charter  rates.  We are also  responsible  for the
vessel's intermediate and special survey costs.

         Vessels operating on time charters provide more predictable cash flows,
but can yield lower profit  margins  than  vessels  operating in the spot market
during periods  characterized by favorable market conditions.  Vessels operating
in the spot market generate revenues that are less predictable but may enable us
to capture  increased  profit margins during periods of  improvements  in vessel
rates although we are exposed to the risk of declining  vessel rates,  which may
have a materially adverse impact on our financial performance. We are constantly
evaluating  opportunities to increase the number of our vessels deployed on time
charters,  but only  expect to enter into  additional  time  charters  if we can
obtain contract terms that satisfy our criteria.

         On July 23, 2004,  our common  stock was listed on the Nasdaq  National
Market, under the symbol "TOPT", in connection with our initial public offering.
The net proceeds of our initial public offering,  approximately  $124.4 million,
were  primarily used to finance the  acquisition  of 10 vessels,  comprised of 8
ice-class  double-hull  Handymax tankers and 2 double-hull Suezmax tankers.  The
total cost of the  acquisition  was  approximately  $251.3  million.  TOP Tanker
Management,  our  wholly-owned  subsidiary,  has  subcontracted  the  day to day
technical  management,  crewing and  certain  purchasing  functions  of these 10
tankers to Unicom Management,  an unaffiliated ship management company operating
in Cyprus.

         On  November 5, 2004 we  completed  a follow-on  offering of our common
stock. The net proceeds of our follow-on offering, approximately $139.4 million,
were used primarily to finance the acquisition of 5 double-hull Suezmax tankers.
The total cost of the acquisition was approximately  $257.0 million.  TOP Tanker
Management,  our  wholly-owned  subsidiary,  has  subcontracted  the  day to day
technical  management  and  crewing  of four of these  vessels  to  V.Ships,  an
unaffiliated ship management company operating in Glasgow,  Scotland and the day
to day technical  management,  crewing and certain  purchasing  functions of the
remaining vessel to Unicom  Management,  an unaffiliated ship management company
operating in Cyprus.

Results of Operations

         For  discussion  and analysis  purposes  only, we evaluate  performance
using  time  charter  equivalent,  or TCE,  revenues.  TCE  revenues  are voyage
revenues minus voyage expenses. Voyage expenses primarily consist of port, canal
and fuel costs that are unique to a particular voyage,  which would otherwise be
paid by a charterer  under a time charter,  as well as  commissions.  We believe
that  presenting  voyage  revenues,  net of  voyage  expenses,  neutralizes  the
variability  created by unique costs  associated with particular  voyages or the
deployment  of vessels on time charter or on the spot market and presents a more
accurate representation of the revenues generated by our vessels.

         We  calculate  daily TCE rates by dividing  TCE revenues by voyage days
for  the  relevant  time  period.  We also  generate  demurrage  revenue,  which
represents  fees charged to charterers  associated  with our spot market voyages
when the charterer  exceeds the agreed upon time required to load or discharge a
cargo. We calculate daily direct vessel operating expenses and daily general and
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administrative  expenses for the relevant  period by dividing the total expenses
by the  aggregate  number of  calendar  days that we owned  each  tanker for the
period.

         We depreciate our tankers on a straight-line basis over their estimated
useful lives  determined to be 25 years from the date of their initial  delivery
from the shipyard.  Depreciation  is based on cost less the  estimated  residual
value.  We capitalize the total costs  associated with a drydocking and amortize
these costs on a  straight-line  basis over the period when the next  drydocking
becomes due, which is typically 30 to 60 months.  Regulations  and/or  incidents
may change the estimated dates of next drydockings.

Year ended December 31, 2004 compared to the year ended December 31, 2003

         VOYAGE REVENUES--Voyage revenues increased by $70.7 million, or 306.1%,
to $93.8  million for 2004  compared to $23.1  million for the prior year.  This
increase is due to the  acquisition of 2 tankers and 10 tankers during the first
and third  quarter of 2004,  respectively,  which  contributed  $66.7 million in
voyage revenues and the overall stronger spot market during 2004 which increased
the voyage revenues  generated by the remaining vessels to $27.1 million in 2004
from $23.1 million in 2003.

         VOYAGE  EXPENSES--Voyage  expenses primarily consist of port, canal and
fuel costs that are unique to a particular  voyage.  These  expenses,  which are
paid by the charterer  under a time charter  contract,  as well as  commissions,
increased $11.0 million,  or 186.4%,  to $16.9 million for 2004 compared to $5.9
million for the prior year.  This  increase is primarily  due to the increase in
the average  number of tankers in our fleet  during  2004  compared to the prior
year, as well as the increase in the cost of fuel to operate the tankers.

         NET VOYAGE  REVENUES--Net  voyage  revenues,  which are voyage revenues
minus voyage expenses,  increased by $59.8 million,  or 349.7%, to $76.9 million
for 2004  compared to $17.1  million for the prior  year.  This  increase is the
result of the  increase  in the  average  number of tankers in our fleet and the
overall stronger spot market during 2004 compared to the prior year. The average
number of tankers  in our fleet  increased  118.2% to 9.6  tankers  during  2004
compared to 4.4 tankers during the prior year.

                                                      2003           2004
                                                      ----           ----
Dollars in thousands
Voyage revenues...................................  $23,085         $93,829
Less Voyage expenses..............................   (5,937)        (16,898)

Net voyage revenues...............................  $17,148         $76,931
                                                    ========        =======

         The following  describes  our charter  revenues for 2004 as compared to
the prior year:

        o   Average daily TCE rate increased by $12,625,  or 111.7%,  to $23,929
            for 2004 compared to $11,304 for the prior year.

        o   $32,138,000,  or 41.7%,  of net voyage revenue was generated by time
            charter  contracts and $44,793,000,  or 58.3%, of net voyage revenue
            was  generated  in  the  spot  market   during  2004,   compared  to
            $7,506,000,  or  43.9%,  of net  voyage  revenue  generated  by time
            charter contracts,  and $9,642,000,  or 56.1%, of net voyage revenue
            generated in the spot market during the prior year.

        o   Tankers  operated  an  aggregate  of 1,780 days,  or 55.4%,  on time
            charter  contracts  and 1,435  days,  or 44.6%,  in the spot  market

Edgar Filing: TOP TANKERS INC. - Form 20-F

30



            during  2004,  compared  to 543  days,  or  35.8%,  on time  charter
            contracts  and 974 days,  or 64.2%,  in the spot  market  during the
            prior year.

        o   Average  daily time  charter  rate was $18,055 for 2004  compared to
            average daily time charter rate of $13,824 for the prior year.

        o   Average  daily spot rate was  $31,215  for 2004  compared to average
            daily spot rate of $9,899 for the prior year.

         VESSEL OPERATING EXPENSES -- Vessel operating  expenses,  which include
crew costs,  provisions,  deck and engine stores,  lubricating  oil,  insurance,
maintenance and repairs,  increased by $8.5 million, or 101.2%, to $16.9 million
for 2004 compared to $8.4 million for the prior year. This increase is primarily
due to the  increase  in the  average  number of  tankers  in our  fleet,  which
increased 118.2% between the periods. Daily vessel operating expenses per tanker
decreased by $439,  or 8.4%, to $4,794 for 2004 compared to $5,233 for the prior
year.  This  decrease  is the result of lower  crewing  and  insurance  expenses
associated  with the  economies  of scale of operating a larger fleet during the
year,  compared to the previous  year and the  subcontracting  of the day to day
technical management, crewing and certain purchasing functions of our vessels to
V.Ships  Management  Limited and Unicom  Management  during the third quarter of
2004.  Our vessel  operating  expenses  depend on a variety of factors,  many of
which are beyond our control and affect the entire shipping industry.

         MANAGEMENT  FEES,  SUB-MANAGER  FEES  AND  GENERAL  AND  ADMINISTRATIVE
EXPENSES--General and administrative  expenses, which include all of our onshore
expenses,  the fees that Primal  Tankers Inc.,  our former  management  company,
charged to manage our vessels,  and the fees paid to V.Ships  Management Limited
and Unicom Management, increased by $6.8 million, or 377.8%, to $8.6 million for
2004  compared  to $1.8  million  for the prior  year.  This  increase is due to
increased  staff and  additional  administrative  costs in  connection  with the
operation of our larger fleet, and the duties  typically  associated with public
companies and to the compensation of our senior management and directors,  which
was in the aggregate  amount of $4.4 million.  Daily general and  administrative
expenses per tanker increased  $1,311, or 116.2%, to $2,439 for 2004 compared to
$1,128 for the prior year.

         FOREIGN  CURRENCY  GAINS  OR  LOSSES--We  incurred  a  $75,000  foreign
currency loss for 2004 compared to a loss of $105,000 for the prior year.

         GAIN ON SALE OF  VESSELS--During  the last  quarter of 2004 we sold the
vessels  M/T  Tireless  and M/T Med  Prologue  and we  realized  a total gain of
$638,000.

         DEPRECIATION AND  AMORTIZATION--Depreciation  and  amortization,  which
include  depreciation  of tankers,  office  furniture  and  equipment as well as
amortization of  drydockings,  increased by $10.4 million,  or 247.6%,  to $14.6
million for 2004  compared to $4.2 million for the prior year.  This increase is
primarily due to the increase in the average number of tankers in our fleet, the
increase  in the book  value of our  fleet as a result  of our  acquisitions  of
tankers during 2004, and the  amortization  of capitalized  expenses  associated
with  drydockings  that  occurred for the first time to vessels that are part of
our fleet.

                                                             2003      2004
                                                             ----      ----
Dollars in thousands
Vessels depreciation expense............................... $3,604   $13,073
Office furniture and equipment depreciation expense........      0        35
Amortization of drydockings................................   $599     1,514
                                                           -------   -------
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                                                            $4,203   $14,622

         Depreciation of vessels increased by $9.5 million,  or 263.9%, to $13.1
million for 2004 compared to $3.6 million for the prior period. This increase is
due  to  the  increase  in the  book  value  of our  fleet  as a  result  of our
acquisitions of tankers during 2004 compared to the prior year.

         Amortization of drydockings  increased by $0.9 million,  or 150.0%,  to
$1.5 million for 2004 compared to $0.6 million for the prior year. This increase
includes amortization  associated with $7.4 million of capitalized  expenditures
relating to our  tankers  during 2004  compared to $2.4  million of  capitalized
expenditures  during  the  prior  year.  This  increase  is  the  result  of the
amortization of capitalized  expenses  associated  mainly with drydockings which
took place after  September 30, 2004,  all of which relate to tankers which have
capitalized  drydocking  expenditures for the first time since we acquired them.
We anticipate that the amortization associated with drydockings will continue to
increase in 2005 due to the  increase  in the  average  number of tankers in our
fleet,  the  increase  in costs  associated  with  drydockings,  and that we are
currently  drydocking vessels for the first time since these vessels became part
of our fleet.

         NET INTEREST  EXPENSE--Net  interest expense increased by $3.4 million,
or 261.5%, to $4.7 million for 2004 compared to $1.3 million for the prior year.
This increase is the result of the increase in our weighted average  outstanding
debt as a result  of our  acquisitions  of  tankers.  Net  interest  expense  is
anticipated  to  continue  to  increase  in 2005 as a result of the debt that we
incurred in connection with our acquisition of additional tankers.

         OTHER NET--We recognized a gain of $0.1 million during 2004 compared to
a gain of $0.4  million  during  the prior  year.  The amount  relating  to 2003
relates to the excess amount the Company received in connection with a claim for
damages to its vessels compared to the actual costs associated with the repairs.

         NET  INCOME--Net  income was $32.8  million  for 2004  compared  to net
income of $1.6 million for the prior year.

Year ended December 31, 2003 compared to the year ended December 31, 2002

         VOYAGE REVENUES--Voyage revenues increased by $11.7 million, or 102.6%,
to $23.1  million for 2003  compared to $11.4  million for the prior year.  This
increase is due to the  acquisition of M/T Fearless and M/T Tireless in February
and June 2003,  respectively,  which contributed $7.6 million in voyage revenues
and the overall  stronger  spot market  during 2003 which  increased  the voyage
revenues  generated by the remaining vessels to $15.5 million in 2003 from $11.4
million in 2002.

         VOYAGE  EXPENSES--Voyage  expenses primarily consist of port, canal and
fuel costs that are unique to a particular  voyage.  These  expenses,  which are
paid by the charterer  under a time charter  contract,  as well as  commissions,
increased  $2.6  million,  or 78.8%,  to $5.9 million for 2003  compared to $3.3
million for the prior year.  This  increase is primarily  due to the increase in
the average  number of tankers in our fleet  during  2003  compared to the prior
year, as well as the increase in the cost of fuel to operate the tankers.

         NET VOYAGE  REVENUES--Net  voyage  revenues,  which are voyage revenues
minus voyage expenses,  increased by $9.0 million,  or 111.1%,  to $17.1 million
for 2003  compared  to $8.1  million for the prior  year.  This  increase is the
result of the  increase  in the  average  number of tankers in our fleet and the
overall stronger spot market during 2003 compared to the prior year. The average
number of tankers in our fleet increased  51.7%, to 4.4 tankers  compared to 2.9
tankers for 2003 compared the prior year.
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                                                       2002            2003
                                                       ----            ----
Dollars in thousands
Voyage revenues...................................    $11,426         $23,085
Less Voyage expenses..............................     (3,311)         (5,937)
                                                      --------        -------

Net voyage revenues...............................     $8,115         $17,148
                                                     ========         =======

         The following  describes  our charter  revenues for 2003 as compared to
the prior year:

        o   Average daily TCE rate increased by $2,860, or 33.9%, to $11,304 for
            2003 compared to $8,444 for the prior year.

        o   $7,506,000,  or 43.9%,  of net voyage  revenue was generated by time
            charter  contracts and  $9,642,000,  or 56.1%, of net voyage revenue
            was  generated  in  the  spot  market   during  2003,   compared  to
            $1,977,000,  or  24.7%,  of net  voyage  revenue  generated  by time
            charter contracts,  and $6,137,000,  or 75.3%, of net voyage revenue
            generated in the spot market during the prior year.

        o   Tankers operated an aggregate of 543 days, or 35.8%, on time charter
            contracts  and 974 days,  or 64.2%,  in the spot market during 2003,
            compared to 160 days,  or 16.6%,  on time charter  contracts and 801
            days, or 83.4%, in the spot market during the prior year.

        o   Average  daily time  charter  rate was $13,824 for 2003  compared to
            average daily time charter rate of $12,359 for the prior year.

        o   Average  daily  spot rate was $9,899  for 2003  compared  to average
            daily spot rate of $7,662 for the prior year.

         VESSEL OPERATING EXPENSES -- Vessel operating  expenses,  which include
crew costs,  provisions,  deck and engine stores,  lubricating  oil,  insurance,
maintenance  and repairs,  increased by $3.9 million,  or 86.7%, to $8.4 million
for 2003 compared to $4.5 million for the prior year. This increase is primarily
due to the  increase  in the  average  number of  tankers  in our  fleet,  which
increased  51.7%  between  the  periods.  The lower rate of  increase  in vessel
operating  expenses relative to the increase in the average number of tankers in
our fleet and the growth in the average size of the tankers that  comprised  our
fleet during 2003 compared to 2002 is primarily due to the lower maintenance and
repair  expenses  during  2002.  Daily  vessel  operating  expenses  per  tanker
increased by $864, or 19.8%, to $5,233 for 2003 compared to $4,369 for the prior
year.  This  increase  is the  result of the growth in the  average  size of the
tankers in our  fleet,  as larger  tankers  are  inherently  more  expensive  to
operate,  and as a result of the low vessel operating  expenses  incurred during
2002 described above.  The increase in daily vessel  operating  expenses was the
result of the  growth in the  average  size of the  tankers in our fleet and the
percentage  of Suezmax  tankers  that  comprise our fleet.  Suezmax  tankers are
larger and inherently more expensive to operate than product tankers. Our vessel
operating expenses depend on a variety of factors,  many of which are beyond our
control and affect the entire shipping industry.

         GENERAL  AND   ADMINISTRATIVE   EXPENSES--General   and  administrative
expenses, which is primarily the fees that Primal Tankers Inc. charged to manage
our vessels,  increased  by $1.0  million,  or 125.0%,  to $1.8 million for 2003
compared to $0.8 million for the prior year. This increase is due to an increase
in the management fee charged by Primal Tankers Inc. as a result of the increase
in the payroll  expenses  including  the increase in the number of its personnel
arising from the increase in the average  number of tankers in our fleet,  which
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increased  51.7%,  during 2003  compared to the prior  year.  Daily  general and
administrative  expenses per tanker increased $345, or 44.1%, to $1,128 for 2003
compared to $783 for the prior year,  this increase is due to an increase in the
management fee charged by Primal Tankers Inc. as a result of the increase in the
payroll expenses  including the increase in the number of personnel arising from
the  increase in the  average  number of tankers in our fleet,  which  increased
51.7%,  during 2003 compared to the prior year. We did not pay any  compensation
to the members of our senior  management or our directors  during the year ended
December 31, 2003.

         FOREIGN  CURRENCY  GAINS OR  LOSSES--We  incurred  a  $105,000  foreign
currency loss for 2003 compared to a loss of $62,000 for the prior year.

         DEPRECIATION AND  AMORTIZATION--Depreciation  and  amortization,  which
include  depreciation  of  tankers  as  well  as  amortization  of  drydockings,
increased by $1.8 million,  or 75.0%,  to $4.2 million for 2003 compared to $2.4
million for the prior year.  This  increase is primarily  due to the increase in
the average book value of our fleet as a result of our  acquisitions  of tankers
during 2003,  and the  amortization  of  capitalized  expenses  associated  with
drydockings  that  occurred  for the first time to vessels  that are part of our
fleet.

                                                          2002      2003
                                                          ----      ----
Dollars in thousands
Vessels depreciation expense............................   $2,213    $3,604
Amortization of drydockings.............................     $177      $599
                                                             ----      ----
                                                           $2,390    $4,203

         Depreciation  of vessels  increased by $1.4 million,  or 63.6%, to $3.6
million for 2003 compared to $2.2 million for the prior period. This increase is
due  to  the  increase  in the  book  value  of our  fleet  as a  result  of our
acquisitions of tankers during 2003 compared to the prior year.

         Amortization of drydockings  increased by $0.4 million,  or 200.0%,  to
$0.6 million for 2003 compared to $0.2 million for the prior year. This increase
includes amortization  associated with $2.4 million of capitalized  expenditures
relating to our  tankers  during 2003  compared to $0.5  million of  capitalized
expenditures during the prior year.

         NET INTEREST  EXPENSE--Net  interest expense increased by $0.3 million,
or 30.0%,  to $1.3 million for 2003 compared to $1.0 million for the prior year.
This increase is the result of the increase in our weighted average  outstanding
debt as a result of our  acquisitions  of tankers  during 2003. The magnitude of
the  increase in net interest  expense  relative to the increase in our weighted
average  outstanding  debt was  mitigated  by the overall  lower  interest  rate
environment during 2003 compared to the prior year.

         OTHER NET--We recognized a gain of $0.4 million during 2003 compared to
a gain of $0.9 million  during the prior year.  These gains relate to the excess
amount  the  Company  received  in  connection  with a claim for  damages to its
vessels compared to the actual costs associated with the repairs.

         NET INCOME--Net income was $1.6 million for 2003 compared to net income
of $0.2 million for the prior year.

Liquidity and capital resources

         Since our formation,  our sources of funds have been equity provided by
our shareholders,  long-term  borrowings and operating cash flows. Our principal
use of funds has been  capital  expenditures  to  establish  and grow our fleet,
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maintain  the  quality  of  our  vessels,  comply  with  international  shipping
standards  and  environmental   laws  and  regulations,   fund  working  capital
requirements,  make principal repayments on outstanding loan facilities, and pay
dividends. We expect to rely upon operating cash flows, long-term borrowings and
equity financings to implement our growth plan. We believe that our current cash
balance as well as operating cash flows will be sufficient to meet our liquidity
needs for the next year.

         Our practice has been to acquire  vessels using a combination  of funds
received  from  equity  investors  and bank debt  secured  by  mortgages  on our
vessels. Our business is capital intensive and its future success will depend on
our ability to maintain a  high-quality  fleet through the  acquisition of newer
vessels and the selective  sale of older  vessels.  These  acquisitions  will be
principally  subject to management's  expectation of future market conditions as
well as our ability to acquire vessels on favorable terms.

         On July 23, 2004, th
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