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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

Matters discussed in this document may constitute forward-looking statements.  The Private Securities Litigation
Reform Act of 1995 provides safe harbor protections for forward-looking statements in order to encourage companies
to provide prospective information about their business.  Forward-looking statements include statements concerning
plans, objectives, goals, strategies, future events or performance, and underlying assumptions and other statements,
which are other than statements of historical facts.

Ship Finance International Limited, or the Company, desires to take advantage of the safe harbor provisions of the
Private Securities Litigation Reform Act of 1995 and is including this cautionary statement in connection with this
safe harbor legislation.  This document and any other written or oral statements made by us or on our behalf may
include forward-looking statements, which reflect our current views with respect to future events and financial
performance.  The words "believe," "anticipate," "intends," "estimate," "forecast," "project," "plan," "potential,"
"will," "may," "should," "expect" and similar expressions identify forward-looking statements. The Company assumes
no obligation to update or revise any forward-looking statements. Forward-looking statements in this annual report on
Form 20-F and written or oral forward-looking statements attributable to the Company or its representatives after the
date of this Form 20-F are qualified in their entirety by the cautionary statement contained in this paragraph and in
other reports hereafter filed by the Company with the Securities and Exchange Commission.

The forward-looking statements in this document 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 we believe 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, we cannot assure you that we
will achieve or accomplish these expectations, beliefs or projections.

In addition to these important factors and matters discussed elsewhere herein, 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;
•fluctuations in currencies and interest rates;

• general market conditions including fluctuations in charterhire rates and vessel
values;

•changes in demand in the markets in which we operate;

•changes in demand resulting from changes in the Organization of the Petroleum Exporting Countries', or OPEC's,
petroleum production levels and worldwide oil consumption and storage;
•developments regarding the technologies relating to oil exploration;

•changes in market demand in countries which import commodities and finished goods and changes in the amount and
location of the production of those commodities and finished goods;
•increased inspection procedures and more restrictive import and export controls;
•changes in our operating expenses, including bunker prices, drydocking and insurance costs;
•performance of our charterers and other counterparties with whom we deal;
•timely delivery of vessels under construction within the contracted price;

• changes in governmental rules and regulations or actions taken by regulatory
authorities;

•potential liability from pending or future litigation;
•general domestic and international political conditions;
•potential disruption of shipping routes due to accidents or political events; and
•
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other important factors described from time to time in the reports filed by the Company with the Securities and
Exchange Commission, or the SEC.

ii
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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

Throughout this report, the "Company", "Ship Finance", "we", "us" and "our" all refer to Ship Finance International
Limited and its subsidiaries. We use the term deadweight ton, or dwt, in describing the size of the 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. We use the term twenty-foot equivalent units, or TEU, in describing container vessels
to refer to the number of standard twenty foot containers that the vessel can carry, and we use the term car equivalent
units, or CEU, in describing car carriers to refer to the number of standard cars that the vessel can carry. Unless
otherwise indicated, all references to "USD," "US$" and "$" in this report are to, and amounts are presented in, U.S.
dollars.

A. SELECTED FINANCIAL DATA

Our selected income statement and cash flow statement data with respect to the fiscal years ended December 31, 2012,
2011 and 2010 and our selected balance sheet data with respect to the fiscal years ended December 31, 2012 and 2011
have been derived from our consolidated financial statements included in Item 18 of this annual report, prepared in
accordance with accounting principles generally accepted in the United States, which we refer to as US GAAP.

The selected income statement and cash flow statement data for the fiscal years ended December 31, 2009 and 2008
and the selected balance sheet data for the fiscal years ended December 31, 2010, 2009 and 2008 have been derived
from our consolidated financial statements not included herein.  The following table should be read in conjunction
with Item 5. "Operating and Financial Review and Prospects" and our consolidated financial statements and the notes
to those statements included herein.

Year Ended December 31
2012 2011 2010 2009 2008
(in thousands of dollars except common share and per share data)

Income Statement Data:
Total operating revenues 319,692 295,114 308,060 345,220 457,805
Net operating income 207,620 162,705 211,845 209,264 337,402
Net income 185,836 131,175 165,712 192,598 181,611
Earnings per share, basic $2.31 $1.66 $2.10 $2.59 $2.50
Earnings per share, diluted $2.22 $1.62 $2.09 $2.59 $2.50
Dividends declared 152,009 122,644 106,028 90,928 166,584
Dividends declared per share $1.86 $1.55 $1.34 $1.20 $2.29

1
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Year Ended December 31
2012 2011 2010 2009 2008
(in thousands of dollars except common share and per share data)

Balance Sheet Data (at end of period):
Cash and cash equivalents 60,542 94,915 86,967 84,186 46,075
Vessels and equipment, net (including
newbuildings) 1,110,301 1,020,580 786,112 627,654 656,216

Investment in direct financing and sales-type
leases (including current portion) 1,143,859 1,220,060 1,455,281 1,793,715 2,090,492

Investment in associated companies (including
loans) 454,775 444,022 489,976 501,203 409,747

Total assets 2,973,089 2,896,128 2,882,361 3,059,586 3,352,747
Short and long term debt  (including current
portion) 1,831,200 1,910,464 1,922,854 2,135,950 2,595,516

Share capital 85,225 79,125 79,125 79,125 72,744
Stockholders' equity 994,768 857,091 828,920 749,328 517,350
Common shares outstanding 85,225,000 79,125,000 79,125,000 79,125,000 72,743,737
Weighted average common shares outstanding 80,594,399 79,125,000 79,056,183 74,399,127 72,743,737

Cash Flow Data:
Cash provided by operating activities 86,570 163,661 153,771 125,522 211,386
Cash provided by (used in) investing activities 34,309 (5,862 ) 76,977 424,068 (433,945 )
Cash provided by (used in) financing activities (155,252 ) (149,851 ) (227,967 ) (511,479 ) 190,379

B. CAPITALIZATION AND INDEBTEDNESS

Not Applicable

C. REASONS FOR THE OFFER AND USE OF PROCEEDS

Not Applicable

D. RISK FACTORS

Our assets are primarily engaged in transporting crude oil and oil products, drybulk and containerized cargos, and in
offshore drilling and related activities. The following summarizes the risks that may materially affect our business,
financial condition or results of operations.  Unless otherwise indicated in this annual report on Form 20-F, all
information concerning our business and our assets is as of April 12, 2013.

Risks Relating to Our Industry

The seaborne transportation industry is cyclical and volatile, and this may lead to reductions in our charter rates,
vessel values and results of operations.

The international seaborne transportation industry is both cyclical and volatile in terms of charter rates and
profitability. The degree of charter rate volatility for vessels has varied widely.  Fluctuations in charter rates result
from changes in the supply and demand for vessel capacity and changes in the supply and demand for energy
resources, commodities, semi-finished and finished consumer and industrial products internationally carried at sea. If
we enter into a charter when charterhire rates are low, our revenues and earnings will be adversely affected. In
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addition, a decline in charterhire rates is likely to cause the market value of our vessels to decline. We cannot assure
you that we will be able to successfully charter our vessels in the future or renew our existing charters at rates
sufficient to allow us to operate our business profitably, meet our obligations or pay dividends to our shareholders.
The factors affecting the supply and demand for vessels are outside of our control, and the nature, timing and degree
of changes in industry conditions are unpredictable.

2
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Factors that influence demand for vessel capacity include:

•supply and demand for energy resources, commodities, semi-finished and finished consumer and industrial products;
•changes in the exploration for and production of energy resources, commodities, semi-finished and finished consumer
and industrial products;
•the location of regional and global production and manufacturing facilities;
•the location of consuming regions for energy resources, commodities, semi-finished and finished consumer and
industrial products;
•the globalization of production and manufacturing;
•global and regional economic and political conditions, including armed conflicts, terrorist activities, embargoes and
strikes;
•developments in international trade;
•changes in seaborne and other transportation patterns, including the distance cargo is transported by sea;
•environmental and other regulatory developments;
•currency exchange rates; and
•weather and natural disasters.

Factors that influence the supply of vessel capacity include:

•the number of newbuilding deliveries;
•the scrapping rate of older vessels;
•the price of steel and vessel equipment;
•changes in environmental and other regulations that may limit the useful lives of vessels;
•vessel casualties;
•the number of vessels that are out of service; and
•port or canal congestion.

Demand for our vessels and charter rates are dependent upon, among other things, seasonal and regional changes in
demand and changes to the capacity of the world fleet. We believe the capacity of the world fleet is likely to increase,
and there can be no assurance that global economic growth will be at a rate sufficient to utilize this new capacity.
Continued adverse economic, political or social conditions or other developments could further negatively impact
charter rates, and therefore have a material adverse effect on our business, results of operations and ability to pay
dividends.

The current state of the world financial markets and current economic conditions may result in a general reduction in
the availability of loan finance, which would have a material adverse impact on our results of operations, financial
condition and cash flows, and could cause the market price of our common shares to decline.

Global financial markets and economic conditions have been, and continue to be, volatile.  Recently, operating
businesses in the global economy have faced tightening credit, weakening demand for goods and services,
deteriorating international liquidity conditions, and declining markets. There has been a general decline in the
willingness by banks and other financial institutions to extend credit, particularly in the shipping industry, due to the
historically volatile asset values of vessels. As the shipping industry is highly dependent on the availability of credit to
finance and expand operations, it has been negatively affected by this decline.
Also, as a result of concerns about the stability of financial markets generally and the solvency of counterparties
specifically, the cost of obtaining money from the credit markets has increased as many lenders have increased interest
rates, enacted tighter lending standards, refused to refinance existing debt at all or on terms similar to current debt and
reduced, and in some cases ceased, to provide funding to borrowers. Due to these factors, we cannot be certain that
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financing will be available if needed and to the extent required, on acceptable terms. If financing is not available when
needed, or is available only on unfavorable terms, we may be unable to meet our obligations as they come due or we
may be unable to enhance our existing business, complete additional vessel acquisitions or otherwise take advantage
of business opportunities as they arise.
The uncertainty surrounding the future of the credit markets in the United States, Europe and the rest of the world has
resulted in reduced access to credit worldwide. As of December 31, 2012, we had total outstanding indebtedness of
$3.1 billion under our various credit facilities, including our equity-accounted subsidiaries.

3
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The instability of the euro or the inability of countries to refinance their debts could have a material adverse effect on
our revenue, profitability and financial position.

As a result of the credit crisis in Europe, in particular in Greece, Italy, Ireland, Portugal and Spain, the European
Commission created the European Financial Stability Facility, or the EFSF, and the European Financial Stability
Mechanism, or the EFSM, to provide funding to Eurozone countries in financial difficulties that seek such support. In
March 2011, the European Council agreed on the need for Eurozone countries to establish a permanent stability
mechanism, the European Stability Mechanism, or the ESM, which was established on September 27, 2012, to assume
the role of the EFSF and the EFSM in providing external financial assistance to Eurozone countries. Despite these
measures, concerns persist regarding the debt burden of certain Eurozone countries and their ability to meet future
financial obligations and the overall stability of the euro. An extended period of adverse development in the outlook
for European countries could reduce the overall demand for drybulk cargoes and for our services. These potential
developments, or market perceptions concerning these and related issues, could affect our financial position, results of
operations and cash flow.

If economic conditions throughout the world do not improve, it will have an adverse impact on our operations and
financial results.

Negative trends in the global economy that emerged in 2008 continue to adversely affect global economic conditions.
In addition, the world economy continues to face a number of challenges, including the recent turmoil and hostilities
in the Middle East, North Africa and other geographic areas and countries and continuing economic weakness in the
European Union. There has historically been a strong link between development of the world economy and demand
for energy, including oil and gas. An extended period of deterioration in the outlook for the world economy could
reduce the overall demand for oil and gas and for our services. We cannot predict how long the current market
conditions will last. However, recent and developing economic and governmental factors, together with the concurrent
decline in charter rates and vessel values, have had a material adverse effect on our results of operations, financial
condition and cash flows, have caused the price of our common shares to decline and could cause the price of our
common shares to decline further.

The economies of the United States, the European Union and other parts of the world continue to experience relatively
slow growth or remain in recession and exhibit weak economic trends. The credit markets in the United States and
Europe have experienced significant contraction, deleveraging and reduced liquidity, and the U.S. federal government
and state governments and European authorities continue to implement a broad variety of governmental action and/or
new regulation of the financial markets. Global financial markets and economic conditions have been, and continue to
be, severely disrupted and volatile. Since 2008, lending activity by financial institutions worldwide remains at low
levels compared to the period prior to 2008.
The continued economic slowdown in the Asia Pacific region, especially in Japan and China, may exacerbate the
effect on us of the recent slowdown in the rest of the world. Before the global economic financial crisis that began in
2008, China had one of the world's fastest growing economies in terms of gross domestic product, or GDP, which had
a significant impact on shipping demand. The growth rate of China's GDP decreased to approximately 7.8% for the
year ended December 31, 2012, compared to approximately 9.3% for the year ended December 31, 2011, and
continues to remain below pre-2008 levels. China has imposed measures to restrain lending, which may further
contribute to a slowdown in its economic growth. China and other countries in the Asia Pacific region may continue to
experience slowed or even negative economic growth in the future. Moreover, the current economic slowdown in the
economies of the United States, the European Union and other Asian countries may further adversely affect economic
growth in China and elsewhere. Our financial condition and results of operations, as well as our future prospects,
would likely be impeded by a continuing or worsening economic downturn in any of these countries.
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Changes in the economic and political environment in China and policies adopted by the government to regulate its
economy may have a material adverse effect on our business, financial condition and results of operations.

The Chinese economy differs from the economies of most countries belonging to the Organization for Economic
Cooperation and Development, or OECD, in such respects as structure, government involvement, level of
development, growth rate, capital reinvestment, allocation of resources, rate of inflation and balance of payments
position. Prior to 1978, the Chinese economy was a planned economy. Since 1978, increasing emphasis has been
placed on the utilization of market forces in the development of the Chinese economy. Annual and five-year plans, or
State Plans, are adopted by the Chinese government in connection with the development of the economy. Although
state-owned enterprises still account for a substantial portion of the Chinese industrial output, in general, the Chinese
government is reducing the level of direct control that it exercises over the economy through State Plans and other
measures. There is an increasing level of freedom and autonomy in areas such as allocation of resources, production,
pricing and management, and a gradual shift in emphasis to a "market economy" and enterprise reform. Limited price
reforms were undertaken, with the result that prices for certain commodities are principally determined by market
forces. Many of the reforms are unprecedented or experimental and may be subject to revision, change or abolition
based upon the outcome of such experiments. Recently, China began appointing new members to its Politburo
Standing Committee, who are replacing members of the committee who have served for periods of up to ten years,
which obscures the future policy plans of the country. If the Chinese government does not continue to pursue a policy
of economic reform, the level of imports to and exports from China could be adversely affected by these economic
reforms by the Chinese government, as well as by changes in political, economic and social conditions or other
relevant policies of the Chinese government, such as changes in laws, regulations or export and import restrictions, all
of which could adversely affect our business, operating results and financial condition.

Safety, environmental and other governmental and other requirements expose us to liability, and compliance with
current and future regulations could require significant additional expenditures, which could have a material adverse
effect on our business and financial results.

Our operations are affected by extensive and changing international, national, state and local laws, regulations,
treaties, conventions and standards in force in international waters, the jurisdictions in which our tankers and other
vessels operate, and the country or countries in which such vessels are registered, including those governing the
management and disposal of hazardous substances and wastes, the cleanup of oil spills and other contamination, air
emissions, and water discharges and ballast water management. These regulations include the U.S. Oil Pollution Act
of 1990, or the OPA, the U.S. Comprehensive Environmental Response, Compensation and Liability Act of 1980, or
CERCLA, the U.S. Clean Water Act, the U.S. Maritime Transportation Security Act of 2002 and regulations of the
International Maritime Organization, or IMO, including the International Convention for the Prevention of Pollution
from Ships of 1975, the International Convention for the Prevention of Marine Pollution of 1973, the IMO
International Convention for the Safety of Life at Sea of 1974, and the International Convention on Load Lines of
1966.

In addition, vessel classification societies and the requirements set forth in the IMO's International Management Code
for the Safe Operation of Ships and for Pollution Prevention, or the ISM Code, also impose significant safety and
other requirements on our vessels. In complying with current and future environmental requirements, vessel owners
and operators may also incur significant additional costs in meeting new maintenance and inspection requirements, in
developing contingency arrangements for potential spills and in obtaining insurance coverage. Government regulation
of vessels, particularly in the areas of safety and environmental requirements, can be expected to become stricter in the
future and require us to incur significant capital expenditures on our vessels to keep them in compliance, or even to
scrap or sell certain vessels altogether.
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Many of these requirements are designed to reduce the risk of oil spills and other pollution, and our compliance with
these requirements can be costly. These requirements can also affect the resale value or useful lives of our vessels,
require reductions in cargo capacity, ship modifications or operational changes or restrictions, lead to decreased
availability of insurance coverage for environmental matters or result in the denial of access to certain jurisdictional
waters or ports, or detention in certain ports.

Under local, national and foreign laws, as well as international treaties and conventions, we could incur material
liabilities, including cleanup obligations, natural resource damages and third-party claims for personal injury or
property damages, in the event that there is a release of petroleum or other hazardous substances from our vessels or
otherwise in connection with our current or historic operations. We could also incur substantial penalties, fines and
other civil or criminal sanctions, including in certain instances seizure or detention of our vessels, as a result of
violations of or liabilities under environmental laws, regulations and other requirements. Environmental laws often
impose strict liability for remediation of spills and releases of oil and hazardous substances, which could subject us to
liability without regard to whether we were negligent or at fault. For example, OPA affects all vessel owners shipping
oil to, from or within the United States.  Under OPA, owners, operators and bareboat charterers are jointly and
severally strictly liable for the discharge of oil in U.S. waters, including the 200 nautical mile exclusive economic
zone around the United States.  Similarly the International Convention on Civil Liability for Oil Pollution Damage of
1969, or the CLC, which has been adopted by most countries outside of the United States, imposes liability for oil
pollution in international waters. OPA expressly permits individual states to impose their own liability regimes with
regard to hazardous materials and oil pollution incidents occurring within their boundaries, provided they accept, at a
minimum, the levels of liability established under OPA. Coastal states in the United States have enacted pollution
prevention liability and response laws, many providing for unlimited liability. Furthermore, the 2010 explosion of the
drilling rig Deepwater Horizon, which is unrelated to Ship Finance, and the subsequent release of oil into the Gulf of
Mexico, or other events, may result in further regulation of the shipping and offshore industries and modifications to
statutory liability schemes, which could have a material adverse effect on our business, financial condition, results of
operations and cash flows. An oil spill could also result in significant liability, including fines, penalties, criminal
liability and remediation costs for natural resource damages under other international and U.S. federal, state and local
laws, as well as third-party damages, and could harm our reputation with current or potential charterers of our vessels.
We are required to satisfy insurance and financial responsibility requirements for potential oil (including marine fuel)
spills and other pollution incidents. Although we have arranged insurance to cover certain environmental risks, there
can be no assurance that such insurance will be sufficient to cover all such risks or that any claims will not have a
material adverse effect on our business, results of operations, cash flows and financial condition and available cash.

Acts of piracy on ocean-going vessels could adversely affect our business.

Acts of piracy have historically affected ocean-going vessels trading in regions of the world such as the South China
Sea, the Indian Ocean and in the Gulf of Aden off the coast of Somalia. Although the frequency of sea piracy
worldwide decreased during 2012 to its lowest level since 2009, sea piracy incidents continue to occur, particularly in
the Gulf of Aden off the coast of Somalia and increasingly in the Gulf of Guinea, with drybulk vessels and tankers
particularly vulnerable to such attacks.  If these piracy attacks result in regions in which our vessels are deployed
being characterized by insurers as "war risk" zones or Joint War Committee "war and strikes" listed areas, premiums
payable for such coverage could increase significantly and such insurance coverage may be more difficult to obtain. In
addition, crew costs, including costs which may be incurred to the extent we employ onboard security guards, could
increase in such circumstances. We may not be adequately insured to cover losses from these incidents, which could
have a material adverse effect on us. In addition, detention hijacking as a result of an act of piracy against our vessels,
or an increase in cost, or unavailability of insurance for our vessels, could have a material adverse impact on our
business, results of operations, cash flows, financial condition and ability to pay dividends and may result in loss of
revenues, increased costs and decreased cashflows to our customers, which could impair their ability to make
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Our vessels may call on ports located in countries that are subject to restrictions imposed by the U.S. or other
governments, which could adversely affect our reputation and the market for our common shares.

From time to time on charterers' instructions, our vessels may call on ports located in countries subject to sanctions
and embargoes imposed by the United States government and countries identified by the U.S. government as state
sponsors of terrorism, such as Cuba, Iran, Sudan and Syria, and in the past certain of our vessels have made port calls
in Iran. The U.S. sanctions and embargo laws and regulations vary in their application, as they do not all apply to the
same covered persons or proscribe the same activities, and such sanctions and embargo laws and regulations may be
amended or strengthened over time. With effect from July 1, 2010, the U.S. enacted the Comprehensive Iran
Sanctions Accountability and Divestment Act, or CISADA, which expanded the scope of the Iran Sanctions Act.
Among other things, CISADA expands the application of the prohibitions to companies such as ours, and introduces
limits on the ability of companies and persons to do business or trade with Iran when such activities relate to the
investment, supply or export of refined petroleum or petroleum products. In addition, on May 1, 2012, President
Obama signed Executive Order 13608 which prohibits foreign persons from violating or attempting to violate, or
causing a violation of any sanctions in effect against Iran or facilitating any deceptive transactions for or on behalf of
any person subject to U.S. sanctions. Any persons found to be in violation of Executive Order 13608 will be deemed a
foreign sanctions evader and will be banned from all contacts with the United States, including conducting business in
U.S. dollars. Also in 2012, President Obama signed into law the Iran Threat Reduction and Syria Human Rights Act
of 2012, or the Iran Threat Reduction Act, which created new sanctions and strengthened existing sanctions. Among
other things, the Iran Threat Reduction Act intensifies existing sanctions regarding the provision of goods, services,
infrastructure or technology to Iran's petroleum or petrochemical sector. The Iran Threat Reduction Act also includes a
provision requiring the President of the United States to impose five or more sanctions from Section 6(a) of the Iran
Sanctions Act, as amended, on a person the President determines is a controlling beneficial owner of, or otherwise
owns, operates, or controls or insures a vessel that was used to transport crude oil from Iran to another country and (1)
if the person is a controlling beneficial owner of the vessel, the person had actual knowledge the vessel was so used or
(2) if the person otherwise owns, operates, or controls, or insures the vessel, the person knew or should have known
the vessel was so used. Such a person could be subject to a variety of sanctions, including exclusion from U.S. capital
markets, exclusion from financial transactions subject to U.S. jurisdiction, and exclusion of that person's vessels from
U.S. ports for up to two years.

Although we believe that we have been in compliance with all applicable sanctions and embargo laws and regulations,
and intend to maintain such compliance, there can be no assurance that we will be in compliance in the future,
particularly as the scope of certain laws may be unclear and may be subject to changing interpretations. Any such
violation could result in fines, penalties or other sanctions that could severely impact our ability to access U.S. capital
markets and conduct our business, and could result in some investors deciding, or being required, to divest their
interest, or not to invest, in us. In addition, certain institutional investors may have investment policies or restrictions
that prevent them from holding securities of companies that have contracts with countries identified by the U.S.
government as state sponsors of terrorism. The determination by these investors not to invest in, or to divest from, our
common stock may adversely affect the price at which our common stock trades. Moreover, our charterers may
violate applicable sanctions and embargo laws and regulations as a result of actions that do not involve us or our
vessels, and those violations could in turn negatively affect our reputation. In addition, our reputation and the market
for our securities may be adversely affected if we engage in certain other activities, such as entering into charters with
individuals or entities in countries subject to U.S. sanctions and embargo laws that are not controlled by the
governments of those countries, or engaging in operations associated with those countries pursuant to contracts with
third parties that are unrelated to those countries or entities controlled by their governments. Investor perception of the
value of our common stock may be adversely affected by the consequences of war, the effects of terrorism, civil
unrest and governmental actions in these and surrounding countries.
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In the highly competitive international seaborne transportation industry, we may not be able to compete for charters
with new entrants or established companies with greater resources, and as a result we may be unable to employ our
vessels profitably.

We employ our vessels in a highly competitive market that is capital intensive and highly fragmented, and
competition arises primarily from other vessel owners. Competition for seaborne transportation of goods and products
is intense and depends on charter rates and the location, size, age, condition and acceptability of the vessel and its
operators to charterers.  Due in part to the highly fragmented market, competitors with greater resources could operate
larger fleets than we may operate and thus be able to offer lower charter rates and higher quality vessels than we are
able to offer.  If this were to occur, we may be unable to retain or attract new charterers on attractive terms or at all,
which may have a material adverse effect on our business, financial condition and results of operations.

7
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An over-supply of vessel capacity may lead to further reductions in charter hire rates 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 newbuilding activity with respect to virtually all sizes and classes of
vessels. An over-supply of vessel capacity, combined with a decline in the demand for such vessels, may result in a
further reduction of charter hire rates.  If such a reduction continues in the future, upon the expiration or termination of
our vessels' current charters, we may only be able to re-charter our vessels at reduced or unprofitable rates or we may
not be able to charter our vessels at all, which would have a material adverse effect on our revenues and profitability.

Increased inspection procedures, tighter import and export controls and new security regulations could increase costs
and disrupt our business.

International shipping is subject to various security and customs inspection and related procedures in countries of
origin, destination and trans-shipment points. Inspection procedures can result in the seizure of the contents of our
vessels, delays in loading, offloading or delivery, and the levying of customs duties, fines or other penalties against us.

It is possible that changes to inspection procedures could impose additional financial and legal obligations on
us.  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 and results of operations.

The offshore drilling sector depends on the level of activity in the offshore oil and gas industry, which is significantly
affected by, among other things, volatile oil and gas prices, and may be materially and adversely affected by a decline
in the offshore oil and gas industry.

The offshore contract drilling industry is cyclical and volatile, and depends on the level of activity in oil and gas
exploration and development and production in offshore areas worldwide. The availability of quality drilling
prospects, exploration success, relative production costs, the stage of reservoir development and political and
regulatory environments affect our customers' drilling campaigns. Oil and gas prices, and market expectations of
potential changes in these prices, also significantly affect the level of activity and demand for drilling units.

Any decrease in exploration, development or production expenditures by oil and gas companies could materially and
adversely affect the business of the charterers of our drilling units, and their ability to perform under their existing
charters with us. Also, increased competition for our customers' drilling budgets could come from, among other areas,
land-based energy markets in Africa, Russia, other former Soviet Union states, the Middle East and Alaska.
Worldwide military, political and economic events have contributed to oil and gas price volatility and are likely to do
so in the future. Oil and gas prices are extremely volatile and are affected by numerous factors, including the
following:

•worldwide production and demand for oil and gas;
•the cost of exploring for, developing, producing and delivering oil and gas;
•expectations regarding future energy prices;
•advances in exploration, development and production technology;

•the ability of the Organization of Petroleum Exporting Countries, or OPEC, to set and maintain production levels and
pricing;
•the level of production in non-OPEC countries;

Edgar Filing: Ship Finance International LTD - Form 20-F

20



•government regulations;
•local and international political, economic and weather conditions;
•domestic and foreign tax policies;
•the development and implementation of policies to increase the use of renewable energy;
•the policies of various governments regarding exploration and development of their oil and gas reserves; and

•
the worldwide military and political environment, including uncertainty or instability resulting from an escalation or
additional outbreak of armed hostilities, insurrection, or other  crises in the Middle East or other geographic areas, or
further acts of terrorism in the United States or elsewhere.
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Declines in oil and gas prices for an extended period, or market expectations of potential decreases in these prices,
could negatively affect the offshore drilling sector. Sustained periods of low oil prices typically result in reduced
exploration and drilling, because oil and gas companies' capital expenditure budgets are subject to their cash flows and
are therefore sensitive to changes in energy prices. These changes in commodity prices can have a dramatic effect on
the demand for drilling units, and periods of low demand can cause an excess supply of drilling units and intensify
competition in the industry, which often results in drilling units, particularly older and lower specification drilling
units, being idle for long periods of time.  We cannot predict the future level of demand for drilling units or future
conditions of the oil and gas industry.

In addition to oil and gas prices, the offshore drilling industry is influenced by additional factors, including:

•the availability of competing offshore drilling units;
•the level of costs for associated offshore oilfield and construction services;
•oil and gas transportation costs;
•the discovery of new oil and gas reserves;
•the cost of non-conventional hydrocarbons, such as the exploitation of oil sands; and
•regulatory restrictions on offshore drilling.

An over-supply of drilling units may lead to a reduction in day-rates and therefore may adversely affect the ability of
certain of our rig charterers to make charterhire payments to us.

We have chartered three of our drilling units to three subsidiaries of Seadrill Limited, or Seadrill, namely Seadrill
Deepwater Charterer Ltd., or Seadrill Deepwater, Seadrill Offshore AS, or Seadrill Offshore, and Seadrill Polaris Ltd.,
or Seadrill Polaris, which we refer to collectively as the Seadrill Charterers. In addition, we have chartered one drilling
unit to Apexindo Offshore Pte. Ltd., or Apexindo. The Seadrill Charterers and Apexindo are collectively referred to as
the Rig Charterers. Following the 2008 peak in the oil price of around $140 per barrel, there was a period of high
utilization and high dayrates, which prompted industry participants to increase the supply of drilling units by ordering
the construction of new drilling units. According to industry sources, the worldwide fleet of drilling rigs increased
from 622 units at the end of 2008 to 753 units at the end of 2012, and significant further deliveries of new units are
projected. Although demand for drilling units is currently high, any reduction in demand may lead to an excess of
drilling capacity and a reduction in day-rates. In addition, the new construction of high-specification rigs, as well as
changes in the Rig Charterers' competitors' drilling rig fleets, could cause our drilling units to become less
competitive.  Lower utilization and dayrates could adversely affect the Rig Charterers' ability to secure drilling
contracts and, therefore, their ability to make charterhire payments to us, and may cause them to terminate or
renegotiate their charter agreements to our detriment.

Consolidation of suppliers may limit the ability of the Rig Charterers to obtain supplies and services for their offshore
drilling operations at an acceptable cost, on schedule or at all, which may have a material adverse effect on their
ability to make charterhire payments to us.

The Rig Charterers may rely on certain third parties to provide supplies and services necessary for their offshore
drilling operations, including but not limited to drilling equipment suppliers, catering and machinery suppliers. Recent
mergers have reduced the number of available suppliers, resulting in fewer alternatives for sourcing key supplies. The
Rig Charterers may not be able to obtain supplies and services at an acceptable cost, at the times they need them or at
all. Such consolidation, combined with a high volume of drilling units under construction, may result in a shortage of
supplies and services thereby potentially inhibiting the ability of suppliers to deliver on time. These cost increases or
delays could have a material adverse affect on the Rig Charterers' results of operations and financial condition, and
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may adversely affect their ability to make charterhire payments to us.
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Governmental laws and regulations, including environmental laws and regulations, may add to the costs of the Rig
Charterers or limit their drilling activity, and may adversely affect their ability to make charterhire payments to us.

The Rig Charterers' business in the offshore drilling industry is affected by public policy and laws and regulations
relating to the energy industry and the environment in the geographic areas where they operate.

The offshore drilling industry is dependent on demand for services from the oil and gas exploration and production
industry, and accordingly the Rig Charterers are directly affected by the adoption of laws and regulations that for
economic, environmental or other policy reasons curtail exploration and development drilling for oil and gas. The Rig
Charterers may be required to make significant capital expenditures to comply with governmental laws and
regulations. It is also possible that these laws and regulations may in the future add significantly to the Rig Charterers'
operating costs or significantly limit drilling activity. Governments in some countries are increasingly active in
regulating and controlling the ownership of concessions, the exploration for oil and gas, and other aspects of the oil
and gas industries. In recent years, increased concern has been raised over protection of the environment. Offshore
drilling in certain areas has been opposed by environmental groups, and has in certain cases been restricted.

In certain jurisdictions there are or may be imposed restrictions or limitations on the operation of foreign flag vessels
and rigs, and these restrictions may prevent us or our charterers from operating our assets as intended. We cannot
guarantee that we or our charterers will be able to accommodate such restrictions or limitations, nor that we or our
charterers can relocate the assets to other jurisdictions where such restrictions or limitations do not apply. A violation
of such restrictions, or expropriation in particular, could result in the total loss of our investments and/or financial loss
for our charterers, and we cannot guarantee that we have sufficient insurance coverage to compensate for such loss.
This may have a material adverse effect on our business and financial results.

To the extent that new laws are enacted or other governmental actions are taken that prohibit or restrict offshore
drilling or impose additional environmental protection requirements that result in increased costs to the oil and gas
industry in general or the offshore drilling industry in particular, the Rig Charterers' business or prospects could be
materially adversely affected. The operation of our drilling units will require certain governmental approvals, the
number and prerequisites of which cannot be determined until the Rig Charterers identify the jurisdictions in which
they will operate upon securing contracts for the drilling units. Depending on the jurisdiction, these governmental
approvals may involve public hearings and costly undertakings on the part of the Rig Charterers. The Rig Charterers
may not obtain such approvals, or such approvals may not be obtained in a timely manner. If the Rig Charterers fail to
secure the necessary approvals or permits in a timely manner, their customers may have the right to terminate or seek
to renegotiate their drilling services contracts to the Rig Charterers' detriment. The amendment or modification of
existing laws and regulations, or the adoption of new laws and regulations curtailing or further regulating exploratory
or development drilling and production of oil and gas, could have a material adverse effect on the Rig Charterers'
business, operating results or financial condition. Future earnings of the Rig Charterers may be negatively affected by
compliance with any such new legislation or regulations. In addition, the Rig Charterers may become subject to
additional laws and regulations as a result of future rig operations or repositioning. These factors may adversely affect
the ability of the Rig Charterers to make charterhire payments to us.

World events could adversely affect our results of operations and financial condition.

Continuing conflicts and recent developments in the Middle East, including Syria, and North Africa, including Libya
and Egypt, and the presence of United States and other armed forces in Afghanistan, may lead to additional acts of
terrorism and armed conflict around the world, which may contribute to further economic instability in the global
financial markets. These uncertainties could also adversely affect our ability to obtain financing on terms acceptable to
us or at all. In the past, political conflicts have also resulted in attacks on vessels, mining of waterways and other
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efforts to disrupt international shipping, particularly in the Arabian Gulf region. Acts of terrorism and piracy have also
affected vessels trading in regions such as the South China Sea and the Gulf of Aden off the coast of Somalia.  Any of
these occurrences, or the perception that our vessels are potential terrorist targets, could have a material adverse
impact on our business, financial condition, results of operations and ability to pay dividends.
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Our business has inherent operational risks, which may not be adequately covered by insurance.

Our vessels and their cargoes are at risk of being damaged or lost, due to events such as marine disasters, bad weather,
mechanical failures, human error, environmental accidents, war, terrorism, piracy, political circumstances and
hostilities in foreign countries, labor strikes and boycotts, changes in tax rates or policies, and governmental
expropriation of our vessels.  Any of these events may result in loss of revenues, increased costs and decreased cash
flows to our customers, which could impair their ability to make payments to us under our charters.

In the event of a casualty to a vessel or other catastrophic event, we will rely on our insurance to pay the insured value
of the vessel or the damages incurred. Through the agreements with our vessel managers, we procure insurance for
most of the vessels in our fleet employed under time charters against those risks that we believe the shipping industry
commonly insures against. These insurances include marine hull and machinery insurance, protection and indemnity
insurance, which include pollution risks and crew insurances, and war risk insurance. Currently, the amount of
coverage for liability for pollution, spillage and leakage available to us on commercially reasonable terms through
protection and indemnity associations and providers of excess coverage is $1 billion per vessel per occurrence.

We cannot assure you that we will be adequately insured against all risks. Our vessel managers may not be able to
obtain adequate insurance coverage at reasonable rates for our vessels in the future. For example, in the past more
stringent environmental regulations have led to increased costs for, and in the future may result in the lack of
availability of, insurance against risks of environmental damage or pollution. Additionally, our insurers may refuse to
pay particular claims. For example, the circumstances of a spill, including non-compliance with environmental laws,
could result in denial of coverage, protracted litigation, and delayed or diminished insurance recoveries or settlements.
Any significant loss or liability for which we are not insured could have a material adverse effect on our financial
condition. Under the terms of our bareboat charters, the charterer is responsible for procuring all insurances for the
vessel.

Maritime claimants could arrest one or more of our vessels, which could interrupt our customers' or our cash flows.

Crew members, suppliers of goods and services to a vessel, shippers of cargo and other parties may be entitled to a
maritime lien against one or more of our vessels for unsatisfied debts, claims or damages. In many jurisdictions, a
maritime lien holder may enforce its lien by arresting a vessel through foreclosure proceedings. The arrest or
attachment of one or more of our vessels could interrupt the cash flow of the charterer and/or the Company and
require us to pay a significant amount 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 vessels in our fleet managed by our vessel managers for
claims relating to another vessel managed by that manager.

Governments could requisition our vessels during a period of war or emergency without adequate compensation,
resulting in a loss of earnings.

A government could requisition one or more of our vessels for title or for hire. Requisition for title occurs when a
government takes control of a vessel and becomes her owner, while 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 periods of war or emergency, although governments may elect to requisition vessels in other circumstances.
Although we would be entitled to compensation in the event of a requisition of one or more of our vessels, the amount
and timing of payment could be materially less than the charterhire that would have been payable otherwise. In
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addition, we would bear all risk of loss or damage to a vessel under requisition for hire. Government requisition of one
or more of our vessels may negatively impact our revenues and reduce the amount of dividends paid, if any, to our
shareholders.

As our fleet ages, the risks associated with older vessels could adversely affect our operations.

In general, the costs to maintain a vessel in good operating condition increase as the vessel ages.  Due to
improvements in engine technology, older vessels are typically less fuel-efficient than more recently constructed
vessels.  Cargo insurance rates increase with the age of a vessel, making older vessels less desirable to charterers.
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Governmental regulations, safety, environmental or other equipment standards related to the age of tankers and other
types of vessels may require expenditures for alterations or the addition of new equipment to our vessels to comply
with safety or environmental laws or regulations that may be enacted in the future.  These laws or regulations may
also restrict the type of activities in which our vessels may engage or prohibit their operation in certain geographic
regions. We cannot predict what alterations or modifications our vessels may be required to undergo as a result of
requirements that may be promulgated in the future, or that as our vessels age market conditions will justify any
required expenditures or enable us to operate our vessels profitably during the remainder of their useful lives.

There are risks associated with the purchase and operation of second-hand vessels.

Our current business strategy includes additional growth through the acquisition of both newbuildings and
second-hand vessels.  Although we generally inspect second-hand vessels prior to purchase, this does not normally
provide us with the same knowledge about the vessels' condition that we would have had if such vessels had been
built for and operated exclusively by us.  Therefore, our future operating results could be negatively affected if the
vessels do not perform as we expect.  Also, we do not receive the benefit of warranties from the builders if the vessels
we buy are older than one year.

Risks relating to our Company

Changes in our dividend policy could adversely affect holders of our common shares.

Any dividend that we declare is at the discretion of our Board of Directors. We cannot assure you that our dividend
will not be reduced or eliminated in the future. Our profitability and corresponding ability to pay dividends is
substantially affected by amounts we receive through charter-hire and profit sharing payments from our charterers.
Our entitlement to profit sharing payments, if any, is based on the financial performance of our vessels which is
outside of our control. If our charter hire and profit sharing payments decrease substantially, we may not be able to
continue to pay dividends at present levels, or at all. We are also subject to contractual limitations on our ability to pay
dividends pursuant to certain debt agreements, and we may agree to additional limitations in the future. Additional
factors that could affect our ability to pay dividends include statutory and contractual limitations on the ability of our
subsidiaries to pay dividends to us, including under current or future debt arrangements.

We depend on our charterers, including the Frontline Charterers and the Seadrill Charterers, which are companies
affiliated with us, for our operating cash flows and for our ability to pay dividends to our shareholders and repay our
outstanding borrowings.

Most of the tanker vessels in our fleet are chartered to subsidiaries of Frontline Ltd., or Frontline, namely Frontline
Shipping Limited and Frontline Shipping II Limited, which we refer to collectively as the Frontline Charterers. In
addition, we have chartered three of our drilling units to the Seadrill Charterers. Our other vessels that have charters
attached to them are chartered to other customers under short, medium or long term time and bareboat charters.

The charter-hire payments that we receive from our customers constitute substantially all of our operating cash flows.
The Frontline Charterers have no business or sources of funds other than those related to the chartering of our tanker
fleet to third parties.
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In December 2011, our charter agreements with the Frontline Charterers, which both remain wholly-owned
subsidiaries of Frontline, were amended and we agreed to temporarily reduce the charter rates receivable on our at the
time 28 double-hull tankers and oil/bulk/ore carriers, or OBOs, by $6,500 per day per vessel from 2012 through 2015,
subject to cash sweep arrangements described in the immediately following risk factor.  In terms of the amendments,
we received compensation payments from Frontline in the amount of $106 million in cash. Frontline continues to
guarantee the payment of charterhire with respect to the Frontline Charterers. The amendments to the charter
agreements were necessitated by an extended period of substantial weakness in the tanker market, and in a recent
press release Frontline stated that if the tanker market does not recover before 2015 and no additional equity can be
raised or vessels sold, there is a risk that they will not have sufficient cash to repay their existing $225 million
convertible bond at maturity in April 2015. Such a situation might force a restructuring of Frontline, including further
modifications of charter lease agreements.
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Although there are restrictions on the Frontline Charterers' rights to use their cash to pay dividends or make other
distributions, at any given time their available cash may be diminished or exhausted, and they may be unable to make
charterhire payments to us without support from Frontline. The performance under the charters with the Seadrill
Charterers is guaranteed by Seadrill. If the Frontline Charterers, the Seadrill Charterers or any of our other charterers
are unable to make charterhire payments to us, our results of operations and financial condition will be materially
adversely affected and we may not have cash available to pay dividends to our shareholders and to repay our
outstanding borrowings.

The amount of the profit sharing payment we receive under our charters with the Frontline Charterers, if any, may
depend on prevailing spot market rates, which are volatile.

Most of our tanker vessels operate under time charters to the Frontline Charterers.  These charter contracts provide for
base charterhire and additional profit sharing payments when the Frontline Charterers' earnings from deploying our
vessels exceed certain levels. The majority of our vessels chartered to the Frontline Charterers are sub-chartered by the
Frontline Charterers in the spot market, which is subject to greater volatility than the long-term time charter market,
and the amount of future profit sharing payments that we receive, if any, will be primarily dependent on the strength
of the spot market.

Prior to December 31, 2011, the Frontline Charterers paid us a profit sharing rate of 20% of their earnings above
average threshold charter rates on a time-charter equivalent basis from their use of our fleet each fiscal year. The
amendments to the charter agreements with the Frontline Charterers described in the preceding risk factor increased
the profit sharing percentage to 25% for earnings above the threshold levels, effective as of January 1, 2012. The
amendments also provided for a temporary reduction in charter rates for a four year period. During that period, the
Frontline Charterers are obligated to pay us 100% of any earnings on a time-charter equivalent basis above the
temporarily reduced time charter rates, subject to a maximum of $6,500 per day, which we refer to as cash sweep
amounts. As described above, we received a compensation payment of $106 million, of which $50 million represented
a non-refundable advance relating to the 25% profit sharing agreement. In 2012, we recorded $52 million of revenue
in cash sweep amounts. There was no accumulated 25% profit share for 2012, and $50 million in 25% profit share
will need to accumulate before we recognize 25% profit share revenues in our consolidated accounts.

We cannot assure you that we will receive any profit sharing payments, including cash sweep payments, for any
periods in the future, which may have an adverse affect on our results and financial condition and our ability to pay
dividends in the future.

The charter-free market values of our vessels and drilling units may decrease, which could limit the amount of funds
that we can borrow or trigger certain financial covenants under our current or future credit facilities and we may incur
a loss if we sell vessels or drilling units following a decline in their charter-free market value. This could affect future
dividend payments.

During the period a vessel or drilling unit is subject to a charter, we will not be permitted to sell it to take advantage of
increases in vessel or drilling unit values without the charterers' agreement. Conversely, if the charterers were to
default under the charters due to adverse market conditions, causing a termination of the charters, it is likely that the
charter-free market value of our vessels would also be depressed.

The charter-free market values of our vessels and drilling units have experienced high volatility.  According to
shipbrokers, the charter-free market values for secondhand drybulk carriers, for example, have decreased sharply from
their recent historically high levels.

Edgar Filing: Ship Finance International LTD - Form 20-F

30



The charter-free market value of our vessels and drilling units may increase and decrease depending on a number of
factors including, but not limited to, the prevailing level of charter rates and dayrates, general economic and market
conditions affecting the international shipping and offshore drilling industries, types, sizes and ages of vessels and
drilling units, supply and demand for vessels and drilling units, availability of or developments in other modes of
transportation, competition from other shipping companies, cost of newbuildings, governmental or other regulations
and technological advances.
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In addition, as vessels and drilling units grow older, they generally decline in value. If the charter-free market values
of our vessels and drilling units decline, we may not be in compliance with certain provisions of our credit facilities
and we may not be able to refinance our debt, obtain additional financing or make distributions to our shareholders.
Additionally, if we sell one or more of our vessels or drilling units at a time when vessel and drilling unit prices have
fallen and before we have recorded an impairment adjustment to our consolidated financial statements, the sale price
may be less than the vessel's or drilling unit's carrying value on our consolidated financial statements, resulting in a
loss and a reduction in earnings. Furthermore, if vessel and drilling unit values fall significantly, we may have to
record an impairment adjustment in our financial statements, which could adversely affect our financial results and
condition.

We are subject to certain risks with respect to our counterparties on contracts, and failure of such counterparties to
meet their obligations could cause us to suffer losses or otherwise adversely affect our business.

From time to time, we enter into, among other things, charter parties with our customers, newbuilding contracts with
shipyards, credit facilities with banks, guarantees, interest rate swap agreements, currency swap agreements, total
return bond swaps, and total return equity swaps. Such agreements subject us to counterparty risks. The ability of each
of our counterparties to perform its obligations under a contract with us will depend on a number of factors that are
beyond our control and may include, among other things, general economic conditions, the condition of the maritime
and offshore industries, the overall financial condition of the counterparty, charter rates and dayrates received for
specific types of vessels and drilling units, and various expenses. In addition, in depressed market conditions, our
charterers and customers may no longer need a vessel or drilling unit that is currently under charter or contract, or may
be able to obtain a comparable vessel or drilling unit at a lower rate.  As a result, charterers and customers may seek to
renegotiate the terms of their existing charter parties and drilling contracts, or avoid their obligations under those
contracts. Should a counterparty fail to honor its obligations under agreements with us, we could sustain significant
losses which could have a material adverse effect on our business, financial condition, results of operations and cash
flows.

Volatility in the international shipping and offshore markets may cause our customers to be unable to pay charterhire
to us.

Our customers are subject to volatility in the shipping and offshore markets that affects their ability to operate the
vessels and rigs they charter from us at a profit.  Our customers' successful operation of our vessels and rigs in the
charter market will depend on, among other things, their ability to obtain profitable charters.  We cannot assure you
that future charters will be available to our customers at rates sufficient to enable them to meet their obligations to
make charterhire payments to us.  As a result, our revenues and results of operations may be adversely
affected.  These factors include:

•global and regional economic and political conditions;

•supply and demand for oil and refined petroleum products, which is affected by, among other things, competition
from alternative sources of energy;
•supply and demand for energy resources, commodities, semi-finished and finished consumer and industrial products;
•developments in international trade;
•changes in seaborne and other transportation patterns, including changes in the distances that cargoes are transported;
•environmental concerns and regulations;
•weather;
•the number of newbuilding deliveries;
•the improved fuel efficiency of newer vessels;
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•the scrapping rate of older vessels; and
•changes in production of crude oil, particularly by OPEC and other key producers.

Tanker charter rates also tend to be subject to seasonal variations, with demand (and therefore charter rates) normally
higher in winter months in the northern hemisphere.
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We depend on directors who are associated with affiliated companies which may create conflicts of interest.

Our principal shareholders Hemen Holding Ltd. and Farahead Investment Inc., which we refer to jointly as Hemen,
are indirectly controlled by trusts established by Mr. John Fredriksen for the benefit of his immediate family. Hemen
also has significant shareholdings in Frontline, Seadrill, Golden Ocean Group Limited, or Golden Ocean, and Deep
Sea Supply Plc, or Deep Sea, which are all our customers and/or suppliers. Currently, one of our directors, Kate
Blankenship, is also a director of Frontline, Golden Ocean and Seadrill and another of our directors, Cecilie A.
Fredriksen, the daughter of Mr. John Fredriksen, is also a director of Frontline and Golden Ocean. These two directors
owe fiduciary duties to the shareholders of each company and may have conflicts of interest in matters involving or
affecting us and our customers. In addition, due to any ownership they may have in common shares of Frontline,
Golden Ocean, Deep Sea or Seadrill, they may have conflicts of interest when faced with decisions that could have
different implications for Frontline, Golden Ocean, Deep Sea or Seadrill than they do for us. We cannot assure you
that any of these conflicts of interest will be resolved in our favor.

The agreements between us and affiliates of Hemen may be less favorable to us than agreements that we could obtain
from unaffiliated third parties.

The charters, management agreements, charter ancillary agreements and the other contractual agreements we have
with companies affiliated with Hemen were made in the context of an affiliated relationship. Although every effort
was made to ensure that such agreements were made on an arm's-length basis, the negotiation of these agreements
may have resulted in prices and other terms that are less favorable to us than terms we might have obtained in
arm's-length negotiations with unaffiliated third parties for similar services.

Hemen and its associated companies' business activities may conflict with ours.

While Frontline has agreed to cause the Frontline Charterers to use their commercial best efforts to employ our vessels
on market terms and not to give preferential treatment in the marketing of any other vessels owned or managed by
Frontline or its other affiliates, it is possible that conflicts of interests in this regard will adversely affect us. Under our
charter ancillary agreements with the Frontline Charterers and Frontline, we are entitled to receive annual profit
sharing payments to the extent that the average daily time-charter equivalent, or TCE, rates realized by the Frontline
Charterers exceed specified levels. Because Frontline also owns or manages other vessels in addition to our fleet,
which are not included in the profit sharing calculation, conflicts of interest may arise between us and Frontline in the
allocation of chartering opportunities that could limit our fleet's earnings and reduce the profit sharing payments or
charterhire due under our charters.

Our shareholders must rely on us to enforce our rights against our contract counterparties.

Holders of our common shares and other securities have no direct right to enforce the obligations of the Frontline
Charterers, Frontline Management (Bermuda) Ltd., or Frontline Management, Frontline, Golden Ocean, Deep Sea, the
Seadrill Charterers and Seadrill or any of our other customers under the charters, or any of the other agreements to
which we are a party. Accordingly, if any of those counterparties were to breach their obligations to us under any of
these agreements, our shareholders would have to rely on us to pursue our remedies against those counterparties.

There is a risk that U.S. tax authorities could treat us as a "passive foreign investment company," which would have
adverse U.S. federal income tax consequences to U.S. shareholders.
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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", but income from
bareboat charters does 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.
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Under these rules, if our income from our time charters is considered to be passive rental income, rather than income
from the performance of services, we will be considered to be a PFIC.  We believe that it is more likely than not that
our income from time charters will not be treated as passive rental income for purposes of determining whether we are
a PFIC. Correspondingly, we believe that the assets that we own and operate in the connection with the production of
such income do not constitute passive assets for purposes of determining whether we are a PFIC.  This position is
principally based upon the positions that (1) our time charter income will constitute services income, rather than rental
income and (2) Frontline Management, which provides services to most of our time-chartered vessels, will be
respected as a separate entity from the Frontline Charterers, with which it is affiliated. We do not believe that we will
be treated as a PFIC for our 2012 taxable year. Nevertheless, for the 2013 taxable year and future taxable years,
depending upon the relative amounts of income we derive from our various assets as well as their relative fair market
values, we may be treated as a PFIC.   

We note that there is no direct legal authority under the PFIC rules addressing our current and expected method of
operation. Accordingly, no assurance can be given that the Internal Revenue Service, or the IRS, or a court of law will
accept our position, and there is a significant risk that the IRS or a court of law could determine that we are a
PFIC.  Furthermore, even if we would not be a PFIC under the foregoing tests, no assurance can be given that we
would not constitute a PFIC for any future taxable year if the nature and extent of our operations were to change.

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. federal income tax consequences.  For example, U.S. non-corporate shareholders would not be eligible for the
preferential rate on dividends that we pay.

We may have to pay tax on U.S. source income, which would reduce our earnings.

Under the U.S. Internal Revenue Code of 1986 as amended, 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 both begin and end, in the United States may be subject to a 4% U.S. federal income
tax without allowance for deduction, unless that corporation qualifies for exemption from tax under Section 883 of the
Code and the applicable Treasury Regulations promulgated thereunder.

We believe that we and each of our subsidiaries qualify for this statutory tax exemption and we will take this position
for U.S. 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 U.S. federal income tax on
our U.S. source shipping income.  For example, Hemen owned approximately 40% of our common shares as of
April 12, 2013.  There is therefore a risk that we could no longer qualify for exemption under Section 883 of the Code
for a particular taxable year if other shareholders with a five percent or greater interest in our common shares were, in
combination with Hemen, to own 50% or more of our outstanding common shares on more than half the days during
the taxable year. Due to the factual nature of the issues involved, 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 exemption under Section 883 of the Code for any taxable year, we, or our
subsidiaries, could be subject for those years to an effective 2% U.S. federal income tax on the gross shipping income
these companies derive during the year that is attributable to the transport of cargoes to or from the United States.  The
imposition of this tax would have a negative effect on our business and would result in decreased earnings available
for distribution to our shareholders.
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If our long-term time or bareboat charters or management agreements with respect to our vessels employed on
long-term time charters terminate, we could be exposed to increased volatility in our business and financial results,
our revenues could significantly decrease and our operating expenses could significantly increase.

If any of our charters terminate, we may not be able to re-charter those vessels on a long-term basis with terms similar
to the terms of our existing charters, or at all. The terms of our current charters for our tanker vessels to the Frontline
Charterers end between 2018 and 2027.
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Apart from seven container vessels and four drybulk carriers trading under short-term charters, the vessels in our fleet
that have charters attached to them are generally contracted to expire between two and 14 years from now.  However,
we have granted some of our charterers purchase or early termination options that, if exercised, may effectively
terminate our charters with these customers at an earlier date.  One or more of the charters with respect to our vessels
may also terminate in the event of a requisition for title or a loss of a vessel.

In addition, under our vessel management agreements with Frontline Management, for a fixed management fee,
Frontline Management is responsible for all of the technical and operational management of the vessels chartered by
the Frontline Charterers, and will indemnify us against certain loss of hire and various other liabilities relating to the
operation of these vessels.  We may terminate our management agreements with Frontline Management for any reason
at any time on 90 days' notice, or an agreement may be terminated if the relevant charter is terminated.

We currently operate nine container vessels, including two which are bareboat chartered in, two car carriers and 12
drybulk carriers under time charters, and have entered into agreements to acquire a further four container vessels
which are scheduled to operate under time charters. The agreements for the technical and operational management of
these vessels are not fixed price agreements, and we cannot assure you that any further vessels which we may acquire
in the future will be operated under fixed price management agreements.

Therefore, to the extent that we acquire additional vessels, our cash flow could be more volatile in the future and we
could be exposed to increases in our vessel operating expenses, each of which could materially and adversely affect
our results of operations and business.

If the delivery of any of the vessels that we have agreed to acquire is delayed or they are delivered with significant
defects, our earnings and financial condition could suffer.

As at April 12, 2013, we have entered into agreements to acquire four additional container vessels. A delay in the
delivery of any of these vessels or the failure of the contract counterparty to deliver any of these vessels could cause
us to breach our obligations under related charter, financing and sales agreements that we have entered into, and could
adversely affect our revenues and results of operations. In addition, an acceptance of any of these vessels with
substantial defects could have similar consequences

Certain of our vessels are subject to purchase options held by the charterer of the vessel, which, if exercised, could
reduce the size of our fleet and reduce our future revenues.

The charter-free market values of our vessels are expected to change from time to time depending on a number of
factors including general economic and market conditions affecting the shipping industry, competition, cost of vessel
construction, governmental or other regulations, prevailing levels of charter rates and technological changes. We have
granted fixed price purchase options to certain of our customers with respect to the vessels they have chartered from
us, and these prices may be less than the respective vessel's charter-free market value at the time the option may be
exercised. In addition, we may not be able to obtain a replacement vessel for the price at which we sell the vessel. In
such a case, we could incur a loss and a reduction in earnings.

A change in interest rates could materially and adversely affect our financial performance.

As of December 31, 2012, the Company and its consolidated subsidiaries had approximately $1.5 billion in floating
rate debt outstanding under our credit facilities, and a further $1.2 billion in unconsolidated wholly-owned subsidiaries
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accounted for under the equity method.  Although we use interest rate swaps to manage our interest rate exposure and
have interest rate adjustment clauses in some of our chartering agreements, we are exposed to fluctuations in interest
rates. For a portion of our floating rate debt, if interest rates rise, interest payments on our floating rate debt that we
have not swapped into effectively fixed rates would increase.

As of December 31, 2012, the Company and its consolidated subsidiaries have entered into interest rate swaps to fix
the interest on $1.0 billion of our outstanding indebtedness, and we have also entered into interest rate swaps to fix the
interest on $0.4 billion of the outstanding indebtedness of our equity-accounted subsidiaries.
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An increase in interest rates could cause us to incur additional costs associated with our debt service, which may
materially and adversely affect our results of operations. Our maximum exposure to interest rate fluctuations on our
outstanding debt at December 31, 2012, was approximately $1.2 billion, including our equity-accounted
subsidiaries.  A one percentage change in interest rates would at most increase or decrease interest expense by
approximately $12 million per year as of December 31, 2012.  The maximum figure does not take into account that
certain of our charter contracts include interest adjustment clauses, whereby the charter rate is adjusted to reflect the
actual interest paid on a deemed outstanding debt related to the assets on charter. At December 31, 2012, $1.3 billion
of our floating rate debt was subject to such interest adjustment clauses, including our equity-accounted subsidiaries.
Of this amount, a total of $0.5 billion was subject to interest rate swaps and the balance of $0.8 billion remained on a
floating rate basis, effectively reducing our exposure to floating rate debt to $385 million.

The interest rate swaps that have been entered into by the Company and its subsidiaries are derivative financial
instruments that effectively translate floating rate debt into fixed rate debt. US GAAP requires that these derivatives
be valued at current market prices in our financial statements, with increases or decreases in valuations reflected in
results of operations or, if the instrument is designated as a hedge, in other comprehensive income. Changes in interest
rates give rise to changes in the valuations of interest rate swaps and could adversely affect results of operations and
other comprehensive income.

We may have difficulty managing our planned growth properly.

Since our original acquisitions from Frontline, we have expanded and diversified our fleet, and we are performing
certain administrative services through our wholly-owned subsidiaries Ship Finance Management AS and Ship
Finance Management (Bermuda) Ltd.

We intend to continue to expand our fleet. Our future growth will primarily depend on our ability to locate and acquire
suitable vessels and drilling units, identify and consummate acquisitions or joint ventures, obtain required financing,
integrate any acquired vessels and drilling units with our existing operations, enhance our customer base, and manage
our expansion.

The growth in the size and diversity of our fleet will continue to impose additional responsibilities on our
management, and may present numerous risks, such as undisclosed liabilities and obligations, difficulty in recruiting
additional qualified personnel and managing relationships with customers and suppliers, and integrating newly
acquired operations into existing infrastructures. We cannot assure you that we will be successful in executing our
growth plans or that we will not incur significant expenses and losses in connection with our future growth.

We are highly leveraged and subject to restrictions in our financing agreements that impose constraints on our
operating and financing flexibility.

We have significant indebtedness outstanding under our 3.75% Senior Unsecured Convertible Notes due 2016, our
Norwegian kroner ("NOK") 500 million Senior Unsecured Bonds due 2014, our NOK600 million Senior Unsecured
Bonds due 2017 and our 3.25% Senior Unsecured Convertible Notes due 2018. We have also entered into loan
facilities that we have used to refinance existing indebtedness and to acquire additional vessels.  We may need to
refinance some or all of our indebtedness on maturity of our convertible notes, bonds or loan facilities and to acquire
additional vessels in the future. We cannot assure you that we will be able to do so on terms acceptable to us or at all.
If we cannot refinance our indebtedness, we will have to dedicate some or all of our cash flows, and we may be
required to sell some of our assets, to pay the principal and interest on our indebtedness. In such a case, we may not be
able to pay dividends to our shareholders and may not be able to grow our fleet as planned.  We may also incur

Edgar Filing: Ship Finance International LTD - Form 20-F

40



additional debt in the future.

Our loan facilities and the indentures for our convertible notes and bonds subject us to limitations on our business and
future financing activities, including:

•limitations on the incurrence of additional indebtedness, including  issuance of additional guarantees;
•limitations on incurrence of liens;
•limitations on our ability to pay dividends and make other distributions; and

•limitations on our ability to renegotiate or amend our charters, management agreements and other material
agreements.
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Further, our loan facilities contain financial covenants that require us to, among other things:

•
provide additional security under the loan facility or prepay an amount of the loan facility as necessary to maintain the
fair market value of our vessels securing the loan facility at not less than specified percentages (ranging from 100% to
140%) of the principal amount outstanding under the loan facility;
•maintain available cash on a consolidated basis of not less than $25 million;
•maintain positive working capital on a consolidated basis; and
•maintain a ratio of total liabilities to adjusted total assets of less than 0.80.

Under the terms of our loan facilities, we may not make distributions to our shareholders if we do not satisfy these
covenants or receive waivers from the lenders. We cannot assure you that we will be able to satisfy these covenants in
the future.

Due to these restrictions, 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 interests.

Our debt service obligations require us to dedicate a substantial portion of our cash flows from operations to required
payments on indebtedness and could limit our ability to obtain additional financing, make capital expenditures and
acquisitions, and carry out other general corporate activities in the future. These obligations may also limit our
flexibility in planning for, or reacting to, changes in our business and the shipping industry or detract from our ability
to successfully withstand a downturn in our business or the economy generally. This may place us at a competitive
disadvantage to other less leveraged competitors.

We may be subject to litigation that, if not resolved in our favor and not sufficiently insured against, could have a
material adverse effect on us.

We may be, from time to time, involved in various litigation matters. These matters may include, among other things,
contract disputes, personal injury claims, environmental claims or proceedings, asbestos and other toxic tort claims,
employment matters, governmental claims for taxes or duties, and other litigation that arises in the ordinary course of
our business. Although we intend to defend these matters vigorously, we cannot predict with certainty the outcome or
effect of any claim or other litigation matter, and the ultimate outcome of any litigation or the potential costs to
resolve them may have a material adverse effect on us. Insurance may not be applicable or sufficient in all cases
and/or insurers may not remain solvent which may have a material adverse effect on our financial condition.

Risks Relating to Our Common Shares

We are a holding company, and we depend on the ability of our subsidiaries to distribute funds to us in order to satisfy
our financial and other obligations.

We are a holding company, and have no significant assets other than the equity interests in our subsidiaries. Our
subsidiaries own all of our vessels and drilling units, and payments under our charter agreements are made to our
subsidiaries. As a result, our ability to make distributions to our shareholders depends on the performance of our
subsidiaries and their ability to distribute funds to us. The ability of a subsidiary to make these distributions could be
affected by a claim or other action by a third party or by the law of their respective jurisdiction of incorporation which
regulates the payment of dividends by companies. If we are unable to obtain funds from our subsidiaries, we will not
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be able to pay dividends to our shareholders.
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The market price of our common shares may be unpredictable and volatile.

The market price of our common shares has been volatile. Since January 1, 2012, the closing market price of our
common shares has ranged from a low of $9.34 on January 2, 2012, to a high of $17.78 on April 10, 2013. The market
price of our common shares may continue to fluctuate due to factors such as actual or anticipated fluctuations in our
quarterly and annual results and those of other public companies in our industry, any reductions in the payment of our
dividends or changes in our dividend policy, mergers and strategic alliances in the shipping industry, market
conditions in the shipping industry, changes in government regulation, shortfalls in our operating results from levels
forecast by securities analysts, announcements concerning us or our competitors and the general state of the securities
market. The shipping industry has been highly unpredictable and volatile. The market for common shares in this
industry may be equally volatile. Therefore, we cannot assure you that you will be able to sell any of our common
shares you may have purchased at a price greater than or equal to its original purchase price.

Future sales of our common shares could cause the market price of our common shares to decline.

The market price of our common shares could decline due to sales of a large number of our shares in the market or the
perception that such sales could occur. This could depress the market price of our common shares and make it more
difficult for us to sell equity securities in the future at a time and price that we deem appropriate, or at all.

Because we are a foreign corporation, you may not have the same rights as a shareholder in a U.S. corporation has.

We are a Bermuda exempted company. Bermuda law may not as clearly establish your rights and the fiduciary
responsibilities of our directors as do statutes and judicial precedent in some jurisdictions in the United States. In
addition, most of our directors and officers are not resident in the United States and the majority of our assets are
located outside of the United States. As a result, investors may have more difficulty in protecting their interests and
enforcing judgments in the face of actions by our management, directors or controlling shareholders than would
shareholders of a corporation incorporated in a jurisdiction in the United States.

Our major shareholder, Hemen, may be able to influence us, including the outcome of shareholder votes, with
interests that may be different from yours.

As at April 12, 2013, Hemen owned approximately 40% of our outstanding common shares. As a result of its
ownership of our common shares, Hemen may influence our business, including the outcome of any vote of our
shareholders. Hemen also currently beneficially owns substantial stakes in Frontline, Golden Ocean, Seadrill and
Deep Sea. The interests of Hemen may be different from your interests.

ITEM 4. INFORMATION ON THE COMPANY

A. HISTORY AND DEVELOPMENT OF THE COMPANY

The Company

We are Ship Finance International Limited, a Bermuda-based company incorporated in Bermuda on October 10, 2003,
as a Bermuda exempted company under the Bermuda Companies Law of 1981 (Company No. EC-34296). We are
engaged primarily in the ownership and operation of vessels and offshore related assets, and also involved in the
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charter, purchase and sale of assets.  Our registered and principal executive offices are located at Par-la-Ville Place, 14
Par-la-Ville Road, Hamilton, HM 08, Bermuda, and our telephone number is +1 (441) 295-9500.

We operate through subsidiaries, partnerships and branches located in Bermuda, Cyprus, Malta, Liberia, Norway,
Singapore, the United Kingdom and the Marshall Islands.

We are an international ship owning and chartering company with one of the largest asset bases across the maritime
and offshore industries. As at April 12, 2013, our assets consist of 24 oil tankers, twelve drybulk carriers, eleven
container vessels (including two chartered-in 13,800 TEU vessels), two car carriers, one jack-up drilling rig, three
ultra-deepwater drilling units, six offshore supply vessels and two chemical tankers. Our oil tankers and chemical
tankers are all double-hull vessels.

Additionally we have contracted to take delivery of four newbuilding 4,800 TEU container vessels, with estimated
delivery in 2013 and 2014. Seven year time-charters have been secured for these vessels.
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Our customers currently include Frontline, Seadrill, North China Shipping Holdings Co. Ltd. ("NCS"), Sinochem
Shipping Co. Ltd. ("Sinochem"), Heung-A Shipping Co. Ltd. ("Heung-A"), XO Shipping A/S (XO), Deep Sea, CMA
CGM S.A. ("CMA CGM"), Hyundai Glovis Co. Ltd. ("Hyundai Glovis"), Western Bulk A/S ("Western Bulk"),
Hamburg Süd Group, PT Apexindo Pratama Duta ("Apexindo"), Orient Overseas Container Line Ltd ("OOCL"),
GMT Shipping Line Ltd ("GMT"), MCC Transport Singapore Pte Ltd. ("MCC"), Clipper Bulk Shipping Ltd.
("Clipper"), Oman Shipping Company S.A.O.C. ("Oman") and United Freight Carriers LLC ("UFC"). Apart from
seven container vessels and four drybulk carriers on  short-term charters due to expire in 2013, the vessels in our fleet
have charters attached to them which are generally contracted to expire between two and 14 years from now. These
existing charters provide us with significant, stable base cash flows and high asset utilization.  Some of our charters
include purchase options on behalf of the charterer, which if exercised would reduce our remaining charter coverage
and contracted cash flow.

Our primary objective is to continue to grow our business through accretive acquisitions across a diverse range of
marine and offshore asset classes. In doing so, our strategy is to generate stable and increasing cash flows by
chartering our assets primarily under medium to long-term bareboat or time charters.

History of the Company

We were formed in 2003 as a wholly owned subsidiary of Frontline, a major operator of large crude oil tankers. On
May 28, 2004, Frontline announced the distribution of 25% of our common shares to its ordinary shareholders in a
partial spin off, and our common shares commenced trading on the New York Stock Exchange, or the NYSE, under
the ticker symbol "SFL" on June 17, 2004. Frontline subsequently made six further dividends of our shares to its
shareholders and its ownership in our Company is now less than one percent.

Pursuant to an agreement entered into in December 2003, we purchased from Frontline, effective January 2004, a fleet
of 47 vessels, comprising 23 Very Large Crude Carriers, or VLCCs, including an option to acquire one VLCC, 16
Suezmax tankers and eight OBOs.

Since January 2005, we have diversified our asset base and now have eight asset types, comprising crude oil tankers,
chemical tankers, container vessels, car carriers, drybulk carriers, jack-up drilling rigs, ultra-deepwater drilling units
and offshore supply vessels.

Since 2006, we have sold all 18 of the non-double hull tankers we owned, and our tanker fleet now consists solely of
double-hull vessels.

Most of our oil tankers are chartered to the Frontline Charterers under longer term time charters that have remaining
terms that range from five to 14 years. The Frontline Charterers, in turn, charter our vessels to third parties. The daily
base charter rates payable to us under the charters have been fixed in advance and will decrease as our vessels age. In
December 2011, in response to a restructuring of Frontline necessitated by an extended period of low charter rates for
oil tankers and OBOs, amendments were made to the charter agreements with the Frontline Charterers relating to 28
double-hull vessels, whereby we received a compensation payment of $106 million and agreed to temporarily reduce
by $6,500 per day the base charter rates payable on each vessel.  The temporary reduction applies from January 1,
2012, until December 31, 2015. Thereafter, the base charter rates will revert to the previously agreed levels. For the
duration of the temporary reduction, we are entitled to receive 100% of any excess above the reduced charter rates
earned by the Frontline Charterers on our vessels, calculated annually on an average daily TCE basis and subject to a
maximum excess of $6,500 per day per vessel. Six of the vessels have been sold since December 2011, including all
of the OBOs.
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In addition to the base charter rates, the Frontline Charterers pay us a profit sharing amount equal to 25% of the
charter revenues they realize above specified threshold levels, paid annually and calculated on an average daily TCE
basis. Previously, up until December 31, 2011, this profit sharing rate was 20%. In terms of the agreement relating to
the temporary reduction in base charter rates, of the $106 million compensation payment received, $50 million
represents a non-refundable advance on profit sharing earnings relating to the 25% profit sharing agreement which
took effect on January 1, 2012. The non-double hull vessels which we previously owned were excluded from the
profit sharing arrangements after their relevant anniversary dates in 2010, linked to the IMO phase-out regulations
applying to such vessels.

We have also entered into agreements with Frontline Management to provide fixed rate operation and maintenance
services for the vessels on time charter to the Frontline Charterers, and for administrative support services. These
agreements enhance the predictability and stability of our cash flows, by substantially fixing all of the operating
expenses of our crude oil tankers.
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The charters for the jack-up drilling rig, three ultra-deepwater drilling units, two of the container vessels, six offshore
supply vessels, two chemical tankers and two of the Suezmax tankers are all on bareboat terms, under which the
respective charterer will bear all operating and maintenance expenses.

Acquisitions and Disposals

Acquisitions
In the year ended December 31, 2012, we took delivery of, or entered into agreements relating to the acquisition of,
the following vessels and other assets:

•In January 2012, we took delivery of the newbuilding Supramax drybulk carrier SFL Humber, which immediately
upon delivery from the shipyard commenced a ten year time charter.

•In January 2012, we took delivery of the newbuilding Handysize drybulk carrier SFL Trent, which is trading under a
short-term time charter.

• In February 2012, we took delivery of the newbuilding Handysize drybulk carrier Western Australia, which
immediately upon delivery from the shipyard commenced a three year time charter.

• In March 2012, we took delivery of the newbuilding Handysize drybulk carrier SFL Kent, which is trading
under a short-term time charter.

•
In April 2012, as compensation for the termination of long-term bareboat charter agreements with Horizon Lines,
LLC relating to five container vessels, we received second lien notes in Horizon Lines, LLC with a face value of $40
million and warrants exercisable into ten percent of the common stock in its parent company Horizon Lines, Inc.

•
In October 2012 we announced the acquisition of two 6,500 CEU car carriers Glovis Conductor and Glovis
Composer, which were delivered in October 2012 and November 2012, respectively. Immediately upon delivery, they
both commenced five year time charters.

•In November 2012, we took delivery of the newbuilding Handysize drybulk carrier Western Houston, which
immediately upon delivery from the shipyard commenced a three year time charter.

Since January 1, 2013, we have taken delivery of vessels as follows:

•In March 2013, we took delivery of the newbuilding Handysize drybulk carrier Western Copenhagen, which
immediately upon delivery from the shipyard commenced a three year time charter.

Disposals
In the year ended December 31, 2012, we sold the following vessels:

•
In March 2012, the single hull VLCC Front Duke was delivered to its new owner. Net sales proceeds of
approximately $14.7 million were received, net of $11.0 million compensation payable to Frontline for early
termination of the charter. A gain on disposal of approximately $2.2 million was recorded.

•
In July 2012 we sold the OBO Front Rider to an unrelated third party for total proceeds of approximately $10.2
million, including $0.4 million compensation from Frontline for early termination of the charter. A gain on disposal of
approximately $1.9 million was recorded.

•
In October 2012 we sold the OBO Front Climber to an unrelated third party for total proceeds of approximately $8.9
million, including $0.6 million compensation from Frontline for early termination of the charter. A gain on disposal of
approximately $1.1 million was recorded.

•
In November 2012 we sold the OBO Front Driver to an unrelated third party for total proceeds of approximately $9.6
million, including $0.5 million compensation from Frontline for early termination of the charter. A gain on disposal of
approximately $3.3 million was recorded.
•In November 2012, the single hull VLCC Front Lady was delivered to its new owner. Net sales proceeds of
approximately $14.1 million were received, net of $12.2 million compensation payable to Frontline for early
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termination of the charter. A gain on disposal of approximately $4.3 million was recorded.
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•
In December 2012 we sold the OBO Front Viewer to an unrelated third party for total proceeds of approximately
$20.9 million, including $11.4 million compensation from Frontline for early termination of the charter and the
estimated loss of future cash sweep income. A gain on disposal of approximately $12.8 million was recorded.

Since January 1, 2013, we have disposed of vessels as follows:

•

In January 2013, the non-double hull VLCC Edinburgh was delivered to its new owner. Net sales proceeds of
approximately $18.9 million were received, after deducting $7.8 million compensation payable to Frontline for early
termination of the charter. We expect to record a gain on disposal of approximately $4.4 million in the first quarter of
2013.

•
In February 2013, we sold the 1993 built Suezmax tanker Front Pride to an unrelated third party for total proceeds of
approximately $12.1 million, including $2.1 million compensation from Frontline for early termination of the charter.
We expect to record a gain on disposal of approximately $0.5 million in the first quarter of 2013.

•

In March 2013, we sold the OBO Front Guider to an unrelated third party for total proceeds of approximately $21.2
million, including $11.7 million compensation from Frontline for early termination of the charter and the estimated
loss of future cash sweep income, which was received in December 2012. We expect to record a gain on disposal of
approximately $13.2 million in the first quarter of 2013. Following this disposal, we no longer own any of the eight
OBOs acquired from Frontline in 2004.

B.BUSINESS OVERVIEW

Our Business Strategies

Our primary objectives are to profitably grow our business and increase long-term distributable cash flow per share by
pursuing the following strategies:

(1)

Expand our asset base.   We have increased, and intend to further increase, the size of our asset base through timely
and selective acquisitions of additional assets that we believe will be accretive to long-term distributable cash flow
per share.  We will seek to expand our asset base through placing newbuilding orders, acquiring new and modern
second-hand vessels and entering into medium or long-term charter arrangements. From time to time we may also
acquire vessels with no or limited initial charter coverage. We believe that by entering into newbuilding contracts
or acquiring modern second-hand vessels or rigs we can provide for long-term growth of our assets and continue to
decrease the average age of our fleet.

(2)

Diversify our asset base.  Since January 2005, we have diversified our asset base and now have eight asset types,
comprising oil tankers, chemical tankers, container vessels, car carriers, drybulk carriers, jack-up drilling rigs,
ultra-deepwater drilling units and offshore supply vessels.  We believe that there are other attractive markets that
could provide us with the opportunity to further diversify our asset base.  These markets include vessels and other
assets that are of long-term strategic importance to certain operators in the shipping and offshore industries. We
believe that the expertise and relationships of our management, together with our relationship and affiliation with
Mr. John Fredriksen, could provide us with incremental opportunities to expand our asset base.

(3)

Expand and diversify our customer relationships.  Since January 2005, we have increased our customer base from
one to 18 customers. Of these 18 customers, Frontline, Deep Sea and Seadrill are indirectly controlled by trusts
established by Mr. John Fredriksen for the benefit of his immediate family.  We intend to continue to expand our
relationships with our existing customers and also to add new customers, as companies servicing the international
shipping and offshore oil exploration markets continue to expand their use of chartered-in assets to add capacity.

(4)
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Pursue medium to long-term fixed-rate charters.  We intend to continue to pursue medium to long-term fixed rate
charters, which provide us with stable future cash flows.  Our customers typically employ long-term charters for
strategic expansion as most of their assets are typically of strategic importance to certain operating pools,
established trade routes or dedicated oil-field installations.  We believe that we will be well positioned to
participate in their growth.  In addition, we will also seek to enter into charter agreements that are shorter and
provide for profit sharing, so that we can generate incremental revenue and share in the upside during strong
markets.

Customers

The Frontline Charterers have been our principal customers since we were spun-off from Frontline in 2004. However,
in 2008 we made substantial investments in offshore drilling units which are chartered to the Seadrill Charterers, and
the percentage of our business attributable to the Frontline Charterers has decreased following the sale of several of
the vessels chartered by them and the delivery and commencement of the charters of the drilling units. We anticipate
that the percentage of our business attributable to both the Frontline Charterers and the Seadrill Charterers will
decrease as we continue to expand our business and our customer base.
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Competition

We currently operate in several sectors of the shipping and offshore industry, including oil transportation, drybulk
shipments, chemical transportation, container transportation, car transportation, drilling rigs and offshore supply
vessels.

The markets for international seaborne oil transportation services, drybulk transportation services, and container and
car transportation services are highly fragmented and competitive. Seaborne oil transportation services are generally
provided by two main types of operators: major oil companies or captive fleets (both private and state-owned) and
independent shipowner fleets.

In addition, several owners and operators pool their vessels together on an ongoing basis, and such pools are available
to customers to the same extent as independently owned and operated fleets. Many major oil companies and other
commodity carriers also operate their own vessels and use such vessels not only to transport their own cargoes but
also to transport cargoes for third parties, in direct competition with independent owners and operators.

Container vessels and car carriers are generally operated by logistics companies, where the vessels are used as an
integral part of their services. Therefore, container vessels and car carriers are typically chartered more on a period
basis and single voyage chartering is less common. As the market has grown significantly over recent decades, we
expect in the future to see more vessels chartered by logistics companies on a shorter term basis, particularly smaller
vessels.

Our jack-up drilling rig, ultra-deepwater drilling units and offshore supply vessels are chartered out on long-term
charters to contractors, and we are therefore not directly exposed to the short term fluctuation in these markets.
Jack-up drilling rigs, ultra-deepwater drilling units and offshore supply vessels are normally chartered by oil
companies on a shorter-term basis linked to area-specific well drilling or oil exploration activities, but there have also
been longer period charters available when oil companies want to cover their longer term requirements for such
vessels. Offshore supply vessels, ultra-deepwater drillships and semi-submersible drilling rigs are self-propelled, and
can therefore easily move between geographic areas. Jack-up drilling rigs are not self-propelled, but it is common to
move these assets over long distances on heavy-lift vessels. Therefore, the markets and competition for these rigs are
effectively world-wide.

Competition for charters in all the above sectors is intense and is based upon price, location, size, age, condition and
acceptability of the vessel/rig and its manager. Competition is also affected by the availability of other size
vessels/rigs to compete in the trades in which we engage. Most of our existing vessels are chartered at fixed rates on a
long-term basis and are thus not directly affected by competition in the short-term. However, tankers chartered to the
Frontline Charterers are subject to profit sharing agreements, which will be affected by competition experienced by
the charterers.

Risk of Loss and Insurance

Our business is affected by a number of risks, including mechanical failure, collisions, property loss to the vessels,
cargo loss or damage, and business interruption due to political circumstances in foreign countries, hostilities and
labor strikes. In addition, the operation of any ocean-going vessel is subject to the inherent possibility of catastrophic
marine disaster, including oil spills and other environmental mishaps, and the liabilities arising from owning and
operating vessels in international trade.
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The insurance of our vessels which are chartered on a bareboat basis or on a time charter basis to the Frontline
Charterers is the responsibility of the bareboat charterers or Frontline Management, respectively, who arrange
insurance in line with standard industry practice. We are responsible for the insurance of our other time chartered
vessels. In accordance with standard practice, we maintain marine hull and machinery and war risks insurance, which
include the risk of actual or constructive total loss, and protection and indemnity insurance with mutual assurance
associations. From time to time we carry insurance covering the loss of hire resulting from marine casualties in respect
of some of our vessels. Currently, the amount of coverage for liability for pollution, spillage and leakage available to
us on commercially reasonable terms through protection and indemnity associations and providers of excess coverage
is up to $1 billion per tanker per occurrence. Protection and indemnity associations are mutual marine indemnity
associations formed by shipowners to provide protection from large financial loss to one member by contribution
towards that loss by all members.

We believe that our current insurance coverage is adequate to protect us against the accident-related risks involved in
the conduct of our business and that we maintain appropriate levels of environmental damage and pollution insurance
coverage, consistent with standard industry practice. However, there is no assurance that all risks are adequately
insured against, that any particular claims will be paid, or that we will be able to procure adequate insurance coverage
at commercially reasonable rates in the future.
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Environmental Regulation and Other Regulations

Government regulations and laws significantly affect the ownership and operation of our crude oil tankers, drybulk
carriers, chemical tankers, drilling units, container vessels, car carriers and offshore supply vessels.  We are subject to
various international conventions, laws and regulations in force in the countries in which our vessels and drilling units
may operate or are registered. Compliance with such laws, regulations and other requirements entails significant
expense, including vessel and drilling unit modification and implementation of certain operating procedures.

A variety of governmental, quasi-governmental and private organizations subject our assets to both scheduled and
unscheduled inspections.  These organizations include the local port authorities, national authorities, harbor masters or
equivalent, classification societies, flag states and charterers, particularly terminal operators, oil companies and
drybulk and commodity owners.  Some of these entities require us to obtain permits, licenses and certificates for the
operation of our assets.  Our failure to maintain necessary permits or approvals could require us to incur substantial
costs or temporarily suspend operation of one or more of the assets in our fleet.

We believe that the heightened levels of environmental and quality concerns among insurance underwriters, regulators
and charterers have led to greater inspection and safety requirements on all vessels and may accelerate the scrapping
of older vessels throughout the industry, particularly older tankers.  Increasing environmental concerns have created a
demand for tankers that conform to the stricter environmental standards.  We are required to maintain operating
standards for all of our vessels emphasizing operational safety, quality maintenance, continuous training of our
officers and crews and compliance with applicable local, national and international environmental laws and
regulations.  We believe that the operation of our vessels is in substantial compliance with applicable environmental
laws and regulations and that our vessels have all material permits, licenses, certificates or other authorizations
necessary for the conduct of our operations; however, because such laws and regulations are frequently changed and
may impose increasingly stricter requirements, we cannot predict the ultimate cost of complying with these
requirements, or the impact of these requirements on the resale value or useful lives of our vessels.  The international
ballast water convention will, when ratified, require investment in new equipment on board our vessels, but it is not
possible to quantify the costs of such modifications at this time. In addition, a future serious marine incident that
results in significant oil pollution or otherwise causes significant adverse environmental impact, such as the 2010
Deepwater Horizon oil spill in the Gulf of Mexico, could result in additional legislation or regulation that could
negatively affect our profitability.

The laws and regulations discussed below may not constitute a comprehensive list of all such laws and regulations
that are applicable to the operation of our vessels and drilling units.

Flag State

The flag state, as defined by the United Nations Convention on the Law of the Sea, is responsible for implementing
and enforcing a broad range of international maritime regulations with respect to all ships granted the right to fly its
flag. The "Shipping Industry Guidelines on Flag State Performance" evaluates flag states based on factors such as
sufficiency of infrastructure, ratification, implementation and enforcement of principal international maritime treaties,
supervision of surveys, casualty investigations, and participation at International Maritime Organization and
International Labour Organization meetings. Our vessels are flagged in Liberia, Singapore, the Bahamas, Cyprus,
Malta, the Marshall Islands, Panama, Hong Kong, and the United Kingdom.

International Maritime Organization
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The United Nations' International Maritime Organization, or the IMO, has adopted the International Convention for
the Prevention of Marine Pollution from Ships, 1973, as modified by the Protocol of 1978 relating thereto, collectively
referred to as MARPOL 73/78 and herein as "MARPOL". MARPOL entered into force on October 2, 1983.  It has
been adopted by over 150 nations, including many of the jurisdictions in which our vessels operate.  MARPOL sets
forth pollution prevention requirements applicable to all vessels, and is broken into six Annexes, each of which
regulates a different source of pollution.  Annex I relates to oil leakage or spilling; Annexes II and III relate to harmful
substances carried in liquid bulk or packaged form, respectively; Annexes IV and V relate to sewage and garbage
management, respectively; and lastly, Annex VI relates to air emissions.  Annex VI was separately adopted by the
IMO in September 1997.
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In December 2003, the Marine Environmental Protection Committee of the IMO, or MEPC, adopted amendments to
Annex I of the MARPOL Convention, which became effective in April 2005. The amendments:

a) revised then existing regulation 13G (now Regulation 20 of Annex I) accelerating the phase-out of single hull oil
tankers. The Company has no single hull or double sided tankers in its fleet.
b) adopted a new regulation 13H (now Regulation 21 of Annex I), aimed at the prevention of oil pollution from oil
tankers carrying as cargo heavy grade oil, or HGO, which includes most of the grades of marine fuel. Under
Regulation 21, HGO means any of the following:

•crude oils having a density at 15ºC higher than 900 kg/m3;

•fuel oils having either a density at 15ºC higher than 900 kg/m3 or a kinematic viscosity at 50ºC higher than 180
mm2/s; or
•bitumen, tar and their emulsions.

Any port state can deny ship-to-ship transfer of HGO in areas under its jurisdiction, except when such transfer is
necessary for the purpose of securing the safety of a ship or saving life at sea.

Revised Annex I to the MARPOL Convention entered into force in January 2007 and has undergone various minor
amendments since then. Revised Annex I also imposes construction requirements for oil tankers delivered on or after
January 1, 2010. A further amendment to revised Annex I includes an amendment to the definition of HGO that will
broaden the scope of regulation 21. On August 1, 2007, regulation 12A (an amendment to Annex I) came into force
requiring fuel oil tanks to be located inside the double hull in all ships with an aggregate oil fuel capacity of 600m3

and above which are delivered on or after August 1, 2010, including ships for which the building contract is entered
into on or after August 1, 2007, or in the absence of a contract for which the keel is laid on or after February 1, 2008.

Non-compliance with the ISM Code or with other IMO regulations may subject a shipowner or bareboat charterer to
increased liability, may lead to loss of or decreases in available insurance coverage for affected vessels and may result
in denial of access to, or detention in, some ports including United States and European Union ports.

Air Emissions

In September 1997, the IMO adopted Annex VI to MARPOL to address air pollution.  Effective May 2005, Annex VI
sets limits on nitrogen oxide emissions from ships whose diesel engines were constructed, or underwent major
conversions, on or after January 1, 2000.  It also prohibits "deliberate emissions" of "ozone depleting substances",
defined to include certain halons and chlorofluorocarbons. "Deliberate emissions" are not limited to times when the
ship is at sea; they can for example include discharges occurring in the course of the ship's repair and maintenance.
Also prohibited is the emission of "volatile organic compounds" from certain tankers, and the shipboard incineration
of certain substances, such as polychlorinated biphenyls (PCBs), using incinerators installed after January 1, 2000.  

The MEPC adopted amendments to Annex VI on October 10, 2008, which entered into force on July 1, 2010.  The
amended Annex VI seeks to further reduce air pollution by, among other things, implementing a progressive reduction
of the amount of sulfur contained in any fuel oil used on ships. As of January 1, 2012, the amended Annex VI requires
that fuel oil contain no more than 3.50% sulfur, a reduction from the previous cap of 4.50%.  By January 1, 2020,
sulfur content must not exceed 0.50%, subject to a feasibility review to be completed no later than 2018.

Sulfur content standards are even stricter within certain "Emission Control Areas", or ECAs. As of July 1, 2010, ships
operating within an ECA may not use fuel with sulfur content in excess of 1.00% (a reduction from the previous cap
of 1.50%), which is further reduced to 0.10% on January 1, 2015.  Currently, the Baltic Sea and the North Sea have
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been designated ECAs, and Annex VI establishes procedures for designating new ECAs. Effective August 1, 2012,
certain coastal areas of North America were designated ECAs, as will be the United States Caribbean Sea with effect
from January 1, 2014. Ocean-going vessels in these areas will be subject to stringent emissions controls, which may
cause us to incur additional costs. If other ECAs are approved by the IMO, or other new or more stringent
requirements relating to emissions from marine diesel engines or port operations by vessels are adopted by the U.S.
Environmental Protection Agency, or EPA, or the states where we operate, compliance with these regulations could
entail significant capital expenditures or otherwise increase the costs of our operations.  
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Amended Annex VI also establishes new tiers of stringent nitrogen oxide emissions standards for new marine engines,
depending on their date of installation. The EPA promulgated equivalent, and in some cases stricter, emissions
standards in 2009.

As of January 1, 2010, the Directive 2005/33/EC of the European Parliament and of the Council of July 6, 2005,
amending Directive 1999/32/EC, came into force. The objective of the directive is to reduce emission of sulfur
dioxide and particulate matter caused by the combustion of certain petroleum derived fuels. The directive imposes
limits on the sulfur content of such fuels as a condition of their use within a Member State territory. The maximum
sulfur content for marine fuels used by inland waterway vessels and ships at berth in ports in EU countries after
January 1, 2010, is 0.10% by mass. On July 15, 2011, the European Commission adopted a proposal for an
amendment of Directive 1999/EC which would align requirements with those imposed by the revised MARPOL
Annex VI which introduced stricter sulfur limits.

Safety Requirements

The IMO also adopted the International Convention for the Safety of Life at Sea, or SOLAS, and the International
Convention on Load Lines, or LL Convention, which impose a variety of standards that regulate the design and
operational features of ships. The IMO periodically revises the SOLAS and LL Convention standards. The
Convention on Limitation of Liability for Maritime Claims, or LLMC, was recently amended and the amendments are
expected to go into effect on June 8, 2015. The amendments alter the limits of liability for loss of life or personal
injury claims and property claims against ship-owners.

The operation of our ships is also affected by the requirements contained in Chapter IX of SOLAS, which sets forth
the IMO's International Management Code for the Safe Operation of Ships and Pollution Prevention, or the ISM Code.
The ISM Code requires ship owners and bareboat charterers to develop and maintain an extensive "Safety
Management System", or SMS, that includes the adoption of a safety and environmental protection policy, setting
forth instructions and procedures for safe operation and describing procedures for dealing with emergencies. We
intend to rely upon the safety management system that the appointed ship managers have developed.

The ISM Code requires that vessel operators obtain a Safety Management Certificate, or SMC, for each vessel they
operate.  This certificate evidences compliance by a vessel's operators with the ISM Code requirements for a SMS. No
vessel can obtain a SMC under the ISM Code unless its manager has been awarded a "Document of Compliance", or
DOC, issued in most instances by the vessel's flag state. As of the date of this report, our appointed ship managers
have obtained DOCs for their officers and SMCs for all of our vessels for which such certificates are required by the
IMO, and these are renewed as required.

Non-compliance with the ISM Code or other IMO regulations may subject the ship owner or bareboat charterer to
increased liability, lead to loss of or decreases in available insurance coverage for affected vessels, and result in the
denial of access to, or detention in, some ports.  As of the date of this report, each of our vessels is ISM Code certified.
However, there can be no assurance such certificates will be maintained.

The IMO has negotiated international conventions that impose liability for oil pollution in international waters and a
signatory's territorial waters. Additional or new conventions, laws and regulations may be adopted which could limit
our ability to do business and which could have a material adverse effect on our business and results of operations.
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Ballast Water Requirements

The IMO adopted the International Convention for the Control and Management of Ships' Ballast Water and
Sediments, or the BWM Convention, in February 2004. The BWM Convention's implementing regulations call for a
phased introduction of mandatory ballast water exchange requirements, to be replaced in time with mandatory
concentration limits. The BWM Convention will not enter into force until 12 months after it has been adopted by 30
states, the combined merchant fleets of which represent not less than 35% of the gross tonnage of the world's
merchant shipping. To date, there has not been sufficient adoption of this standard for it to take force. However,
Panama may adopt this convention in the relatively near future, which would be sufficient for it to take force. When
the BWM Convention enters into force, mid-ocean ballast exchange would become mandatory for our vessels. In
addition, our vessels would be required to be equipped with a ballast water treatment system that meets mandatory
concentration limits not later than the first intermediate or renewal survey, whichever occurs first after the anniversary
date of delivery of the vessel in 2014 for vessels with ballast water capacity of 1,500-5,000 cubic meters, or after such
date in 2016 for vessels with ballast water capacity of greater than 5,000 cubic meters. On March 23, 2012, the U.S.
Coast Guard issued amended regulations relating to ballast water management for vessels operating in U.S. waters,
with the same phased introduction as the BWM Convention for existing vessels and mandatory for new ships from
December 1, 2013. The costs of compliance with ballast water treatment regulations may be material.

Oil Pollution Liability

The IMO has negotiated international conventions that impose liability for pollution in international waters and the
territorial waters of the signatories to such conventions. For example, the IMO has adopted the International
Convention on Civil Liability for Oil Pollution Damage of 1969, as amended by Protocols in 1976, 1984 and 1992,
and further amended in 2000, or the CLC (of which the United States is not a party). Under the CLC and depending
on whether the country in which the damage results is a party to the 1992 Protocol to the CLC, 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 exceptions.  The 1992 Protocol changed certain limits on liability, expressed using the
International Monetary Fund currency unit of Special Drawing Rights. The right to limit liability is forfeited under the
CLC where the spill is caused by the ship-owner's actual fault, and under the 1992 Protocol where the spill is caused
by the ship-owner's intentional or reckless act or omission where the ship-owner knew pollution damage would
probably result. A state that is a party to the CLC may not allow a ship under its flag to trade unless that ship has a
certificate of insurance or something equivalent. In jurisdictions where the CLC 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 of the CLC. The CLC requires ships covered by it to maintain insurance covering the liability of the owner in a
sum equivalent to an owner's liability for a single incident. We believe that our insurance will cover the liability under
the plan adopted by the IMO.

The IMO has adopted the International Convention on Civil Liability for Bunker Oil Pollution Damage, or the Bunker
Convention, to impose strict liability on ship-owners for pollution damage in jurisdictional waters of ratifying states
caused by discharges of bunker fuel. The Bunker Convention requires registered owners of ships over 1,000 gross tons
to maintain insurance for pollution damage in an amount equal to the limits of liability under the applicable national or
international limitation regime (but not exceeding the amount calculated in accordance with the Convention on
Limitation of Liability for Maritime Claims of 1976, as amended). With respect to non-ratifying states, liability for
spills or releases of oil carried as fuel in ships' bunkers is typically determined by the national or other domestic laws
in the jurisdiction where the events or damages occur.

The IMO continues to review and introduce new regulations.  It is difficult to accurately predict what additional
regulations, if any, may be passed by the IMO in the future and what effect, if any, such regulations might have on our
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operations.

United States Requirements

OPA established an extensive regulatory and liability regime for the protection and cleanup of the environment
following oil spills. OPA affects all "owners and operators" whose vessels trade with the United States, its territories
and possessions, or whose vessels operate in United States waters, which include the United States territorial sea and
its 200 nautical mile exclusive economic zone around the United States. The United States has also enacted the
Comprehensive Environmental Response, Compensation and Liability Act, or CERCLA, which applies to the
discharge of hazardous substances other than oil, whether on land or at sea. OPA and CERCLA both define "owner
and operator" in the case of a vessel as any person owning, operating or chartering by demise the vessel.  Both OPA
and CERCLA impact our operations.
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Under OPA, vessel owners and operators are "responsible parties" and 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 discharges or threatened discharges of oil from their vessels. OPA
contains statutory caps on liability and damages, although such caps do not apply to direct clean-up costs.  OPA
defines these damages broadly to include:

•injury to, destruction or loss of, or loss of use of, natural resources and related assessment costs;
•injury to, or economic losses resulting from, the destruction of real and personal property;

•net loss of taxes, royalties, rents, fees or net profit revenues resulting from injury to, or destruction or loss of, real or
personal property or natural resources;
•loss of subsistence use of natural resources that are injured, destroyed or lost;

•loss of profits or impairment of earnings capacity due to injury to, or destruction or loss of, real or personal property
or natural resources; and

•net cost of increased or additional public services necessitated by removal activities following a discharge of oil, such
as protection from fire, safety or health hazards, and loss of subsistence use of natural resources.

OPA limits the liability of responsible parties with respect to single-hull tankers over 3,000 gross tons to the greater of
$3,200 per gross ton or $23,496,000, while for all other tankers over 3,000 gross tons the liability is limited to the
greater of $2,000 per gross ton or $17,088,000.  For non-tanker vessels, such as drybulk carriers, liability is limited to
the greater of $1,000 per gross ton or $854,400, subject to periodic adjustment for inflation.  For offshore facilities,
except deepwater ports, liability is capped at the total of all removal costs plus $75 million. These limits of liability do
not apply if an incident was proximately caused by the violation of an applicable U.S. federal safety, construction or
operating regulation by a responsible party, or its agent, employee or a person acting pursuant to a contractual
relationship, or by a responsible party's gross negligence or willful misconduct.  The limitation on liability similarly
does not apply if the responsible party fails or refuses to (i) report the incident where the responsible party knows or
has reason to know of the incident, (ii) reasonably cooperate and assist as requested in connection with oil removal
activities, or (iii) without sufficient cause, comply with an order issued under the Federal Pollution Act (Section 311
(c) and (e)) or the Intervention on the High Seas Act.

OPA permits individual states to impose their own liability regimes with regard to oil pollution incidents occurring
within their boundaries, provided they accept, at a minimum, the levels of liability established under OPA. Some
states have enacted legislation providing for unlimited liability for discharge of pollutants within their waters;
however, in some cases, states which have enacted this type of legislation have not yet issued implementing
regulations defining tanker owners' responsibilities under these laws.

The 2010 Deepwater Horizon oil spill in the Gulf of Mexico may also result in additional regulatory initiatives or
statutes, including the raising of liability caps under OPA.  For example, as of October 22, 2012, the U.S. Bureau of
Safety and Environment Enforcement implemented a final drilling safety rule for offshore oil and gas operations that
strengthens the requirements for safety equipment, well control systems, and blowout prevention practices.
Compliance with any new requirements of OPA may substantially impact our cost of operations or require us to incur
additional expenses to comply with any new regulatory initiatives or statutes. Additional legislation or regulations
applicable to the operation of our vessels that may be implemented in the future could adversely affect our business.

CERCLA contains a similar liability regime whereby owners and operators of vessels are liable for cleanup, removal
and remedial costs, as well as damages for injury to, or destruction or loss of, natural resources, including the
reasonable costs associated with assessing same, and health assessments or health effects studies.  There is no liability
if the discharge of a hazardous substance results solely from the act or omission of a third party, an act of God or an
act of war.  Liability under CERCLA is limited to the greater of $300 per gross ton or $5 million for vessels carrying a
hazardous substance as cargo, and the greater of $300 per gross ton or $500,000 for any other vessel.  These limits do
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not apply (rendering the responsible person liable for the total cost of response and damages) if the release or threat of
release of a hazardous substance resulted from willful misconduct or negligence, or the primary cause of the release
was a violation of applicable safety, construction or operating standards or regulations.  The limitation on liability also
does not apply if the responsible person fails or refuses to provide all reasonable cooperation and assistance as
requested in connection with response activities where the vessel is subject to OPA.
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OPA and CERCLA both require owners and operators of vessels to establish and maintain with the U.S. Coast Guard
evidence of financial responsibility sufficient to meet the maximum amount of liability to which the particular
responsible person may be subject. An owner or operator of more than one tanker is required to demonstrate evidence
of financial responsibility for the entire fleet in an amount equal only to the financial responsibility requirement
relating to the vessel with the greatest maximum liability. Vessel owners and operators may satisfy their financial
responsibility obligations by providing a proof of insurance, a surety bond, qualification as a self-insurer, or a
guarantee. We plan to comply with the U.S. Coast Guard's financial responsibility regulations by providing a
certificate of responsibility evidencing self-insurance.

We expect to maintain pollution liability insurance coverage in the amount of $1 billion per incident for each of our
vessels. If the damages from a catastrophic spill were to exceed our insurance coverage, it could have a material
adverse effect on our business, financial condition, results of operations and cash flows.

Under OPA, with certain limited exceptions, all newly-built or converted vessels operating in U.S. waters must be
built with double-hulls, and existing vessels that do not comply with the double-hull requirement are prohibited from
trading in U.S. waters as of dates ranging over a 25-year period (1990-2015) based on size, age and place of discharge,
unless retrofitted with double-hulls. Notwithstanding the prohibition to trade schedule, the act currently permits
existing single-hull and double-sided tankers to operate until the year 2015 if their operations within U.S. waters are
limited to discharging at the Louisiana Offshore Oil Port or off-loading by lightering within authorized lightering
zones more than 60 miles off-shore. Lightering is the process by which vessels at sea off-load their cargo to smaller
vessels for ultimate delivery to the discharge port.

Owners or operators of vessels and facilities operating in the waters of the United States must file vessel and facility
response plans with the U.S. Coast Guard, and their vessels and facilities are required to operate in compliance with
their U.S. Coast Guard approved plans. These response plans must, among other things, describe response activities
for a discharge, identify response resources, describe crew training and drills, and identify a qualified individual with
full authority to implement removal actions.

We have obtained vessel response plans approved by the U.S. Coast Guard for our vessels operating in the waters of
the U.S.

Other Environmental Initiatives

The U.S. Clean Water Act, or CWA, prohibits the discharge of oil, hazardous substances and ballast water in U.S.
navigable waters unless authorized by a duly-issued permit or exemption, and imposes strict liability in the form of
penalties for any unauthorized discharges.  The CWA also imposes substantial liability for the costs of removal,
remediation and damages, and complements the remedies available under OPA and CERCLA.  Furthermore, many
U.S. states that border a navigable waterway have 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.

The EPA regulates the discharge of ballast water and other substances in U.S. waters under the CWA.  EPA
regulations require vessels 79 feet in length or longer (other than commercial fishing vessels and recreational vessels)
to comply with a Vessel General Permit authorizing ballast water discharges and other discharges incidental to the
operation of vessels.  The Vessel General Permit imposes technology and water-quality based effluent limits for
certain types of discharges and establishes specific inspection, monitoring, recordkeeping and reporting requirements
to ensure the effluent limits are met.  The EPA has proposed a draft 2013 Vessel General Permit to replace the current
Vessel General Permit upon its expiration on December 19, 2013, authorizing discharges incidental to operations of
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commercial vessels. The draft permit also contains numeric ballast water discharge limits for most vessels to reduce
the risk of invasive species in U.S. waters, more stringent requirements for exhaust gas scrubbers and the use of
environmentally acceptable lubricants.  

U.S. Coast Guard regulations adopted under the U.S. National Invasive Species Act also impose mandatory ballast
water management practices for all vessels equipped with ballast water tanks entering or operating in U.S. waters. As
of June 21, 2012, the U.S. Coast Guard implemented revised regulations establishing standards on the allowable
concentration of living organisms in ballast water discharged from ships in U.S. waters. Compliance with the EPA and
the U.S. Coast Guard regulations could require the installation of certain engineering equipment and water treatment
systems to treat ballast water before it is discharged, or the implementation of other port facility disposal arrangements
or procedures at potentially substantial cost, or may otherwise restrict our vessels from entering U.S. waters.
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The U.S. Clean Air Act of 1970, including its amendments of 1977 and 1990, or the CAA, requires the EPA to
promulgate standards applicable to emissions of volatile organic compounds and other air contaminants.  Our vessels
are subject to vapor control and recovery requirements for certain cargoes when loading, unloading, ballasting,
cleaning and conducting other operations in regulated port areas.  Our vessels that operate in such port areas with
restricted cargoes are equipped with vapor recovery systems that satisfy these requirements.  The CAA also requires
states to draft State Implementation Plans, or SIPs, designed to attain national health-based air quality standards in
each state.  Although state-specific, SIPs may include regulations relating to emissions resulting from vessel loading
and unloading operations by requiring the installation of vapor control equipment.  As indicated above, our vessels
operating in covered port areas are already equipped with vapor recovery systems that satisfy these existing
requirements.  

Our vessels carry cargoes to U.S. waters regularly, and we believe that all of our vessels are suitable to meet OPA and
other U.S. environmental requirements and that they would also qualify for trade if chartered to serve U.S. ports.

European Union Regulations

In October 2009, the European Union amended a directive to impose criminal sanctions for illicit ship-source
discharges of polluting substances, including minor discharges, if committed with intent, recklessly or with serious
negligence and if the discharges individually or in aggregate result in deterioration of the quality of water. Aiding and
abetting the discharge of a polluting substance may also lead to criminal penalties. Member states were required to
enact laws or regulations to comply with the directive by the end of 2010.  Criminal liability for pollution may result
in substantial penalties or fines and increased civil liability claims. The directive applies to all types of vessels
irrespective of their flag, but certain exceptions apply to warships or where human safety or that of the ship is in
danger.

The European Union has adopted several regulations and directives requiring, among other things, more frequent
inspections of high-risk ships, as determined by type, age, flag, and the number of times the ship has been
detained.  The European Union also adopted and then extended a ban on substandard ships and enacted a minimum
ban period and a definitive ban for repeated offenses.  The regulation also provided the European Union with greater
authority and control over classification societies, by imposing more requirements on classification societies and
providing for fines or penalty payments for organizations that failed to comply.

Greenhouse Gas Regulation

Currently, emissions of greenhouse gases from international shipping are not subject to the Kyoto Protocol to the
United Nations Framework Convention on Climate Change, which entered into force in 2005, and pursuant to which
adopting countries have been required to implement national programs to reduce greenhouse gas emissions.

As of January 1, 2013, all ships must comply with mandatory requirements adopted by the MEPC in July 2011
relating to greenhouse gas emissions. All ships are now required to follow the Ship Energy Efficiency Management
Plans, and the minimum energy efficiency levels per capacity mile outlined in the Energy Efficiency Design Index
applies to all new ships. These requirements could cause us to incur additional compliance costs. The IMO is planning
to implement market-based mechanisms to reduce greenhouse gas emissions from ships at an upcoming MEPC
session. The European Union has indicated that it intends to propose an expansion of the existing European Union
emissions trading scheme to include emissions of greenhouse gases from marine vessels, and in January 2012 the
European Commission launched a public consultation on possible measures to reduce greenhouse gas emissions from
ships. In the United States, the EPA has issued a finding that greenhouse gases endanger the public health and safety,
and has adopted regulations to limit greenhouse gas emissions from certain mobile sources and large stationary
sources. Although the mobile source emissions regulations do not apply to greenhouse gas emissions from vessels,
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such regulation of vessels is foreseeable, and the EPA has in recent years received petitions from the California
Attorney General and various environmental groups seeking such regulation. Any passage of climate control
legislation or other regulatory initiatives by the IMO, European Union, the United States or other countries where we
operate, or any treaty adopted at the international level to succeed the Kyoto Protocol, that restrict emissions of
greenhouse gases could require us to make significant financial expenditures which we cannot predict with certainty at
this time.
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International Labour Organization

The International Labour Organization, or ILO, is a specialized agency of the UN. The ILO has adopted the Maritime
Labour Convention 2006, or the MLC 2006. A Maritime Labour Certificate and a Declaration of Maritime Labour
Compliance will be required to ensure compliance with the MLC 2006 for all ships above 500 gross tons in
international trade. The MLC 2006 will enter into force one year after 30 countries with a minimum of 33% of the
world's tonnage have ratified it. On August 20, 2012, the required number of countries met and MLC 2006 is expected
to come into force on August 20, 2013. The ratification of MLC 2006 will require us to develop new procedures to
ensure full compliance with its requirements.

Offshore Drilling Regulations

Our offshore drilling units are subject to many of the above environmental laws and regulations relating to vessels, but
are also subject to laws and regulations focused on offshore drilling operations. We may incur costs to comply with
these revised standards.

Rigs and drillships must comply with MARPOL limits on sulfur oxide and nitrogen oxide emissions,
chlorofluorocarbons, and the discharge of other air pollutants, except that the MARPOL limits do not apply to
emissions that are directly related to drilling, production, or processing activities. As of January 1, 2013, MARPOL
made mandatory certain measures relating to energy efficiency for new ships, including the requirement that all new
ships utilize the Energy Efficiency Design Index and the Ship Energy Efficiency Management Plan

Our drilling units are subject not only to MARPOL regulation of air emissions, but also to the Bunker Convention's
strict liability for pollution damage caused by discharges of bunker fuel in jurisdictional waters of ratifying states. We
believe that all of our drilling units are currently compliant in all material respects with these regulations.

Furthermore, any drillships that we may operate in United States waters, including the U.S. territorial sea and the 200
nautical mile exclusive economic zone around the United States, would have to comply with OPA and CERCLA
requirements, among others, that impose liability (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
discharges of oil or other hazardous substances, other than discharges related to drilling.

The U.S. Bureau of Ocean Energy Management, Regulation and Enforcement, or BOEMRE, periodically issues
guidelines for rig fitness requirements in the Gulf of Mexico and may take other steps that could increase the cost of
operations or reduce the area of operations for our units, thus reducing their marketability. Implementation of
BOEMRE guidelines or regulations may subject us to increased costs or limit the operational capabilities of our units,
and could materially and adversely affect our operations and financial condition.

In addition to the MARPOL, OPA and CERCLA requirements described above, our international offshore drilling
operations are subject to various laws and regulations in countries in which we operate, including laws and regulations
relating to the importation of and operation of drilling units and equipment, currency conversions and repatriation, oil
and gas exploration and development, environmental protection, taxation of offshore earnings and earnings of
expatriate personnel, the use of local employees and suppliers by foreign contractors, and duties on the importation
and exportation of drilling units and other equipment. New environmental or safety laws and regulations could be
enacted, which could adversely affect our ability to operate in certain jurisdictions. Governments in some countries
have become increasingly active in regulating and controlling the ownership of concessions and companies holding
concessions, the exploration for oil and gas, and other aspects of the oil and gas industries in their countries. In some
areas of the world, this governmental activity has adversely affected the amount of exploration and development work
done by major oil and gas companies and may continue to do so. Operations in less developed countries can be subject
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to legal systems that are not as mature or predictable as those in more developed countries, which can lead to greater
uncertainty in legal matters and proceedings. Implementation of new environmental laws or regulations that may
apply to ultra-deepwater drilling units may subject us to increased costs or limit the operational capabilities of our
drilling units and could materially and adversely affect our operations and financial condition.

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 U.S. Maritime Transportation Security Act of 2002, or 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. The regulations also impose requirements on certain ports and facilities, some of which are regulated by
the EPA.
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Similarly, in December 2002, amendments to SOLAS created a new chapter of the convention dealing specifically
with maritime security.  The new Chapter V became effective in July 2004 and imposes various detailed security
obligations on vessels and port authorities, and mandates compliance with the International Ship and Port Facility
Security Code, or the ISPS Code. The ISPS Code is designed to enhance the security of ports and ships against
terrorism. Amendments to SOLAS Chapter VII, made mandatory in 2004, apply to vessels transporting dangerous
goods and require those vessels to comply with the International Maritime Dangerous Goods Code.

To trade internationally a vessel must attain an International Ship Security Certificate, or ISSC, from a recognized
security organization approved by the vessel's flag state. Among the various requirements are:

•
on-board installation of automatic identification systems to provide a means for the automatic transmission of
safety-related information from among similarly equipped ships and shore stations, including information on a ship's
identity, position, course, speed and navigational status;

•on-board installation of ship security alert systems, which do not sound on the vessel but only alert the authorities on
shore;
•the development of vessel security plans;
•ship identification number to be permanently marked on a vessel's hull;

•

a continuous synopsis record kept onboard showing a vessel's history including the name of the ship, the state whose
flag the ship is entitled to fly, the date on which the ship was registered with that state, the ship's identification
number, the port at which the ship is registered and the name of the registered owner(s) and their registered address;
and
•compliance with flag state security certification requirements.

A ship operating without a valid certificate may be detained at port until it obtains an ISSC, or it may be expelled from
port or refused entry.

The U.S. Coast Guard regulations, intended to align with international maritime security standards, exempt from
MTSA vessel security measures non-U.S. vessels that have on board as of July 1, 2004, a valid ISSC attesting to the
vessel's compliance with SOLAS security requirements and the ISPS Code.

We have implemented the various security measures addressed by MTSA, SOLAS and the ISPS Code, and our fleet is
in compliance with applicable security requirements.

Inspection by Classification Societies

Classification Societies are independent organizations that establish and apply technical standards in relation to the
design, construction and survey of marine facilities including ships and offshore structures. Every ocean-going 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.
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For maintenance of the class certification, regular and extraordinary surveys of hull and 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, within three months before or after each
anniversary of the date of commencement of the class period indicated in the certificate.
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•
Intermediate Surveys: Extended annual surveys are referred to as intermediate surveys and typically are conducted
thirty months after commissioning and each class renewal. Intermediate surveys are to be carried out at or between 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 vessel owner 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. Upon a vessel-owner's request, 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 drydocked every 30 to 36 months for inspection of the underwater parts and for repairs related to
inspections. Vessels less than 15 years old are drydocked every 60 months. If any defects are found, the classification
surveyor will issue a "recommendation" which must be rectified by the vessel owner within prescribed time limits.

Seasonality

Most of our vessels are chartered at fixed rates on a long-term basis and seasonal factors do not have a significant
direct effect on our business. Most of our tankers are subject to profit sharing agreements and to the extent that
seasonal factors affect the profits of the charterers of these vessels we will also be affected. However, profit sharing
receivable is paid annually and the effects of seasonality will be limited to the timing of our profit sharing revenues.

C. ORGANIZATIONAL STRUCTURE

See Exhibit 8.1 for a list of our significant subsidiaries.
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D. PROPERTY, PLANTS AND EQUIPMENT

We own a substantially modern fleet of vessels. The following table sets forth the fleet that we own or have contracted
for delivery as of April 12, 2013. All of the VLCCs, Suezmaxes and chemical tankers are double-hull vessels.

Approximate Lease Charter
Termination

Vessel Built Dwt. Flag Classification Date
VLCCs
Front Century 1998 311,000 MI Capital lease 2021
Front Champion 1998 311,000 BA Capital lease 2022
Front Vanguard 1998 300,000 MI Capital lease 2021
Front Circassia 1999 306,000 MI Capital lease 2021
Front Opalia 1999 302,000 MI Capital lease 2022
Front Comanche 1999 300,000 LIB Capital lease 2022
Golden Victory 1999 300,000 MI Capital lease 2022
Front Commerce 1999 300,000 LIB Capital lease 2022
Front Scilla 2000 303,000 MI Capital lease 2023
Front Ariake 2001 299,000 BA Capital lease 2023
Front Serenade 2002 299,000 LIB Capital lease 2024
Front Hakata 2002 298,465 BA Capital lease 2025
Front Stratus 2002 299,000 LIB Capital lease 2025
Front Falcon 2002 309,000 BA Capital lease 2025
Front Page 2002 299,000 LIB Capital lease 2025
Front Energy 2004 305,000 CYP Capital lease 2027
Front Force 2004 305,000 MI Capital lease 2027
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