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PART I
FORWARD-LOOKING STATEMENTS

This Form 10-K includes certain statements that are "forward-looking statements"
within the meaning of Section 27A of the Securities Act of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1934, as amended. In some cases,
you can identify forward-looking statements by terminology such as "may,"
"will," "should," "could," "expects," "intends," "plans," "anticipates,"
"believes," "estimates," "predicts," "potential," "continue," "projects," or the
negative of these terms, or other comparable terminology. All statements other
than statements of historical facts included in this Form 10-K, including,
without limitation, statements under "Item 1. Business," "Item 2. Properties,”
and "Item 7. Management's Discussion and Analysis of Financial Condition and
Results of Operations" relating to future events or our future financial
performance, including our business strategy, are forward-looking statements.
These forward-looking statements involve risks and uncertainties that are beyond
our control. Factors that may cause our company's or our industry's actual
results, levels of activity, performance or achievements to be materially
different from those expressed or implied by the forward-looking statements
include or relate to the following: general economic and business conditions and
industry trends; decisions about offshore developments made by oil and natural
gas companies; the highly competitive nature of our business; the availability
and terms of capital; operating risks normally incidental to offshore
exploration, development and production operation; and changes in existing
environmental regulatory matters. Additional risks and other factors include
those listed under "Item 1. Business - Risk Factors" and elsewhere in this Form
10-K.

Although we believe that the expectations reflected in the forward-looking
statements are reasonable, we cannot guarantee future results, levels of
activity, performance or achievements. These statements are based upon certain
assumptions and analyses made by our management in light of its experiences and
its perception of historical trends, current conditions, expected future
developments and other factors it believes are appropriate in the circumstances.
Many of these factors are beyond our ability to control or predict. We caution
investors not to place undue reliance on forward-looking statements. These
forward-looking statements speak only as of the date of this report and we
disclaim any obligation to update the forward-looking statements contained in
this report, whether as a result of receiving new information, the occurrence of
future events or otherwise.

ITEM 1. BUSINESS
GENERAL

As used herein, the terms "Company," "Torch Offshore," "we" and "us" refer to
Torch Offshore, Inc. and its subsidiaries, unless the context requires
otherwise. Certain terms relating to the industry are defined in "Glossary of
Certain Industry Terms," which begins on page G-1 of this Form 10-K.

Torch Offshore, Inc. and its subsidiaries provide subsea construction services
in connection with the infield development of offshore oil and natural gas
reservoirs. We are a leading service provider in our market niche of installing
small diameter flowlines and related infrastructure associated with the
development of offshore oil and natural gas reserves on the Continental Shelf of
the Gulf of Mexico (the "Shelf"). Our customers are major oil and natural gas
companies as well as independent oil and natural gas operators. The primary
services we provide include:

o installation of flowlines and related infrastructure;
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o pipeline tie-ins and tie-backs;

o riser installation;

o pipeline surveys and installation engineering; and
o integrated construction support.

Our vessels primarily install marine pipelines that transport oil and natural
gas to production platforms and subsea production systems. We also connect
production platforms to trunklines that transport oil and natural gas to shore.
In a typical offshore field, several development wells are drilled to produce
the field. The production from each of the wells is then transported through
relatively small diameter flowlines to a production platform where it is
aggregated and sometimes treated before being transported through a larger
trunkline to shore. The wells frequently are completed on the ocean floor with
production systems that need to be connected by umbilicals to the platform so
that power can be supplied to the subsea systems and communications and control
can be maintained. Umbilicals are control lines arranged in a bundle that can
include power cables and injection lines. We specialize in the installation and
connection of these smaller flowlines and umbilicals, including the simultaneous
laying and burying of flowlines and the laying of both flexible flowlines and
coiled tubing. Combining our dive support vessels and remotely operated vehicles
(ROV's) with our pipelay vessels allows us to install pipelines in a more
coordinated fashion than is typical in our industry.

Historically, we have focused on performing projects involving pipelines with
diameters of twelve inches or less in water depths of 200 feet or less on the
Shelf. Such pipelines are required to be buried below the sea floor. We provide
additional services in connection with the infield development of offshore oil
and natural gas fields, including inspection and maintenance services, pipeline
tie-ins and tie-backs, riser installation, pipeline surveys and installation
engineering and integrated construction support. These services support offshore
infrastructure construction projects involving pipelines, production platforms
and subsea production systems and are frequently performed in conjunction with
our pipelay or umbilical installations. Our vessels provide a mobile above-water
platform that functions as an operational base for divers in water depths up to
1,000 feet and for Rov's at all practical water depths. In water depths up to
1,000 feet, we typically use our own divers and dive support personnel because
we believe it provides greater control over project costs and improves the
quality of work performed. We own and operate two saturation diving systems and
provide support services for operations such as hook-up and structure
abandonment, including barge and logistic support, minimal steel fabrication,
call-out diving and the chartering of vessels.

In addition, we have recently expanded our operations, fleet capabilities and
management expertise to enable us to provide services in the deepwater market
analogous to the services we can provide on the Shelf. In those markets that we
will target, deepwater operations are generally considered as providing services
in water depths in excess of 1,000 feet. We have only done a limited amount of
deepwater subsea construction work to date, but we expect to further our
involvement in the deepwater in the near future with additional subsea
construction projects and pipelay work.

The following table sets forth our historical operating data for the periods
indicated:
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Pipelay: (1)

Total mileage ..........
Number of jobs .........

Water depth range (feet)
Diameter range (inches)

o)

Diameter range (as % of revenues):

I"=-3" e
4"=6" ...
8"-10" ... ...
12"+ e

Average length per Jjob (miles)

Average revenue per mile

Other: (2)

Number of jobs .........

Water depth range (feet)

Average revenue per Jjob

(1) Includes pipelines and umbilicals.

(2) Includes inspection and maintenance services,
tie-backs, riser installation,

pipeline surveys,

227

12-600
1-12

6%
58%
22%
14%

3.6

$ 256,300

13
48-7,200

$ 755,500

engineering, and integrated construction support.

Our business was started in 1978.

Torch Offshore, Inc.,

$

$

YEARS ENDED DECEMBER

2001 2000

190 194
66 64
10-305 9-310
2-16 2-10

% 11%

74% 72%

17% 17%

6% 0%
2.9 3.0
262,100 $ 207,800
15 8
5-500 50-3,700
616,900 $ 737,400

pipeline tie-ins and
installation

a Delaware corporation,

was formed in January 2001 in connection with our initial public offering. Our
principal executive offices are located at 401 Whitney Avenue,

Gretna, Louisiana 70056-2596,

Suite 400,
and our telephone number at that address is (504)
367-7030. We make available free of charge through our website,

www.torchinc.com, our annual report on Form 10-K, quarterly reports on Form

10-Q, current reports on Form 8-K,

and all amendments to those reports as soon

as reasonably practicable after such material is electronically filed with the

Securities and Exchange Commission.

this report.

INDUSTRY

Information on our website is not a part of

General. The subsea construction industry installs and maintains platforms,
pipelines and subsea field development hardware for offshore oil and natural gas
producers. Demand for subsea construction services is driven primarily by:

o worldwide demand for oil and natural gas and oil and natural gas prices;
o discoveries of new reserves;
o the amount of capital spending associated with developing new oil and

natural gas fields;

o the need to maintain and repair existing offshore production facilities
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during their economic life; and

o regulatory requirements to remove production facilities after depletion of
the fields.

The time required to drill an exploratory well and formulate a development plan
creates a time lag between the start of drilling activities and increased demand
for offshore construction services. The time that elapses between a successfully
drilled well and the development phase, in which we participate, varies
depending on the water depth of the field. 0il and natural gas fields located on
the Shelf may require from three to twelve months from drilling activities to
development. Deepwater fields typically require eighteen months to three years
from drilling activities to development.

In addition to the influence that oil and natural gas prices have on demand,
seasonality also plays a role in the timing of contracts we receive. A large
portion of the contracts for marine construction in the Gulf of Mexico are
awarded in the early to late summer and are usually performed before the adverse
weather conditions of the winter months commence, as many of the projects are
completed within a relatively short period of time. Therefore, the third and
fourth quarter earnings are usually influenced positively by these seasonality
factors.

Because of the higher absolute cost of production, construction and drilling
equipment, primarily major oil and natural gas companies and a few large
independents and state-owned oil and natural gas operators conduct exploration
and production activities in the deepwater market. In the Gulf of Mexico,
deepwater production of oil has been much more prolific than existing production
on the Shelf and this deepwater oil production typically requires heavily
insulated flowlines. The net effect has been that, despite the high absolute
costs of deepwater production, the costs per barrel produced have been
relatively modest.

Industry Spending. The amount of capital expended by oil and natural gas
companies fluctuates from year to year based upon unpredictable issues including
the overall volatility of oil and natural gas prices. The independent oil and
natural gas operators tend to demonstrate more sensitivity to the fluctuation of
commodity prices. However, the major oil and natural gas companies are less
affected by commodity price fluctuation.

STRATEGY

We believe that we are well positioned to take advantage of activity in the Gulf
of Mexico and that our greatest long-term growth opportunities lie in the
natural extension of our niche services into the deepwater market. Our strategy,
therefore, is to continue to take advantage of opportunities on the Shelf while
expanding our niche services into the deepwater markets of the world, including
the Gulf of Mexico, Brazil and West Africa. We intend to execute our deepwater
expansion strategy by:

o focusing on projects involving small diameter infield flowlines and related
infrastructure where we have analogous expertise on the Shelf;

o providing cost effective services through an expanded fleet of specially
designed and equipped vessels; and

o leveraging our alliance and customer relationships.

Our expertise and experience in our market niche on the Shelf should provide us
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with an advantage in the analogous deepwater market worldwide. Development
projects in deepwater require many of the same types of services we currently
provide on the Shelf. For example, deepwater production facilities such as
tension leg platforms, spars and floating production, storage and offloading
vessels all require the extensive use of small diameter pipelines and
umbilicals. These small diameter lines provide similar functions in deepwater
that they provide on the Shelf.

Shelf Market Compared to Deepwater Market. There are a number of characteristics
about the deepwater market that differentiate it from the Shelf market.

On the Shelf, wells are generally drilled using conventionally-moored
semisubmersible or jack-up drilling rigs. Fixed platforms can be installed using
conventionally-moored construction vessels. Afterwards, the pipeline and riser
infrastructure can be installed using conventionally-moored S-lay vessels and
four-point dive boats equipped with mixed gas or saturation diving equipment.
Collectively, these technologies are mature, and, while there have been
improvements, the basic processes have not fundamentally changed in the last 25
years.

In the deepwater market, exploration and development techniques are
significantly different. Deepwater drilling and construction vessels are larger
and more sophisticated than vessels that work on the Shelf and are often
equipped with dynamic positioning, or DP, systems that allow them to move or
hold position within tight tolerances without using conventional moorings. This
capability is an advantage for holding position and for umbilical and pipelay
installation operations. In addition, fixed structures are replaced by either
floating production systems or subsea facilities in deepwater.

Several different physical configurations have been used for floating production
systems. In the Gulf of Mexico, tension leg platforms, spars, and floating
production units have been used. In other deepwater regions of the world,
floating production, storage and offloading vessels have also been used. Each of
these systems requires subsea field development hardware, including mooring
equipment, wellheads, subsea trees, manifolds, infield flowlines, risers and
infield umbilicals. We intend to focus our deepwater expansion efforts generally
on the installation of this equipment and particularly on the installation of
infield flowlines and related infrastructure, where we have analogous expertise
operating on the Shelf.

We believe that we have an advantage in our market niche on the Shelf because of
the cost efficiencies derived from the design and capabilities of our vessels
and from our operating methodology, which takes advantage of our dive support
vessels and divers to complete riser and pipeline tie-—-ins without impeding the
progress of our pipelay barges. The vessels used to install trunklines are
larger and require larger crews than the vessels we operate, making it less cost
effective for

them to compete with us for small diameter, infield installation services. We
believe that we can extend this advantage to deepwater markets by employing
vessels that are specially designed and equipped to provide our niche services
in the most efficient and cost effective manner. In 2000, we completed the
construction of a fully redundant, dynamically positioned (DP-2) pipelay/bury
barge (the Midnight Eagle) and chartered a new DP-2 subsea construction vessel
(the Midnight Arrow). In early 2002, we purchased a 520-foot vessel that we are
converting into a DP-2 offshore construction vessel with our patent-pending
pipelay system (the Midnight Express). The system will be installed during the
conversion of the Midnight Express and is designed to combine the advantages of
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several systems already in use, such as the ability to lay limited lengths of
products at high laying rates from a reel, the ability to lay unlimited lengths
of rigid pipelines without the need to come back to dock to reload, the capacity
to spool pipelines from an on-board firing line, and the ability to J-lay
pipelines or other products in order to minimize top tension. The pipelay system
includes a storage reel made of two drums operated independently, each capable
of storing up to 600 Te (metric tons) of product depending on product diameter
and schedule and a stern-laying tilting tower (from 65 degrees to 90 degrees)
supporting, from top to bottom, two bend controllers, two straighteners, a 160
Te tensioner, two workstations, a hang-off clamp, a pipe monitoring system and a
product departure roller box. A six-station firing line will be installed on the
deck of the Midnight Express to fabricate pipeline stored on the reel. The
conversion of this vessel will make it a new generation, specially designed and
equipped deepwater pipelay and subsea construction vessel capable of operating
in water depths of up to 10,000 feet. Most recently, in March 2003, we purchased
a versatile cable-lay vessel which we will outfit to become a versatile
deepwater pipelay and subsea construction vessel named the Midnight Wrangler,
which will be capable of laying rigid pipe, flexible pipe, coiled tubing and
umbilicals and providing light construction, diving and ROV support. However,
there are factors that may impact our further expansion into the deepwater
including the need for capital and the acquisition of additional vessels that
are capable of working in the deepwater.

It has been our management's experience that major oil and natural gas companies
approach large development projects in deepwater regions by dividing them into
discrete functional work packets which are then bid and awarded to a series of
individual contractors who have been pre-qualified to perform a particular
function. Major oil and natural gas companies maintain a group of construction
experts on staff to divide up the work, to identify qualified contractors, and
to coordinate and supervise the work program using these multiple contractors.
This approach to contracting is frequently referred to as "best-in-class"
contracting.

It has been management's experience that the other major approach, termed "EPIC"
contracting (engineer, procure, install, and commission), is preferred by
independent o0il and natural gas operators as well as by many foreign national
0il companies. In EPIC contracting, a large engineering firm undertakes to
deliver the completed project for a lump sum. That contractor then directly
performs those portions of the scope within its capabilities and subcontracts
out those where it does not have "in house" talent or capacity. The integration
functions are the responsibility of the EPIC contractor.

Because the major integrated oil companies are disproportionately present in
deepwater, we believe that best-in-class contracting will dominate the deepwater
portions of our business activity. We expect that we will be able to pre-qualify
and to bid directly to the major integrated oil companies without having to
provide other engineering/contracting services. At the same time, on the Shelf,
where independent oil and natural gas operators predominate, we can continue to
bid through the engineering firms who provide project management and other EPIC
services to these clients.

Many of our Shelf customers are also active in deepwater exploration and
development. We intend to leverage our customer relationships to obtain
deepwater projects. In addition to our deepwater expansion strategy, we intend
to maintain a flexible fleet in order to take advantage of periods of increased
activities on the Shelf. The design and capabilities of our existing vessels
allow us to be an efficient provider of pipeline installation and subsea
construction services on the Shelf. See "Management's Discussion and Analysis of
Financial Condition and Results of Operations - Outlook."
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OUR FLEET

We operate a diversified fleet of nine construction and service vessels. In
addition, we will be adding two vessels to our active fleet in the coming
months. In January 2002, we purchased the Smit Express, which has been renamed
the Midnight Express, and we are converting it into a DP-2 deepwater offshore
construction vessel with our patent-pending pipelay system. The vessel is
expected to enter our active fleet in early 2004. In December 2002, we purchased
the Wave Alert, renamed the Midnight Wrangler, which we took possession of in
March 2003. We will make various modifications to the Midnight Wrangler before
it enters our active fleet in the second quarter of 2003. The following table
summarizes the capabilities of the nine vessels in our current fleet and the
expected capabilities of the Midnight Express and Midnight Wrangler.

VESSEL CAPABILITIES

Midnight Arrow............. Diverless subsea construction in water depths of up to 10,000 feet.
Midnight Brave............. Simultaneous lay and bury of pipe up to 20" in diameter in water de
Midnight Carrier........... Subsea construction with surface supply or saturation diving.
Midnight Dancer............ Subsea construction with surface supply diving.

Midnight Eagle............. Simultaneous lay and bury of pipe up to 8" in diameter in water dep

Sequential lay and bury of pipe up to 10" in diameter in water dept
Also capable of saturation diving in depths up to 1,000 feet and RC
construction work in up to 10,000 feet.

Midnight Express........... Designed to lay pipe up to 12" in diameter for rigid pipelines or 1
flexible flowlines in water depths of up to 10,000 feet and to prov
diverless subsea construction support in water depths of up to 10,0

Midnight Fox............... Personnel transport and support vessel (fuel, water, crew change).

Midnight Rider............. Lay pipe of up to 36" in diameter in water depths of up to 30 feet.
10" diameter pipe in water depths up to 600 feet and up to 12" diam
depths up to 300 feet.

Midnight Runner............ Simultaneous lay and bury of pipe up to 20" in diameter in state wa
Midnight Star.............. Subsea construction with surface supply or saturation diving.
Midnight Wrangler.......... Designed to lay rigid pipe, flexible pipe, coiled tubing and umbili

four reels, and to provide light construction and ROV support in up

MIDNIGHT ARROW - DP-2 SUBSEA CONSTRUCTION VESSEL

The Midnight Arrow was delivered to us in early 2000 on a five-year charter.
Under the charter, we have an exclusive option to purchase the vessel for $8.25
million or the ability to extend the charter for an additional two years. The
vessel has a DP-2 system, accommodations for 54 workers, ROV capabilities to
approximately 10,000 feet, a helideck and a 45-ton crane. The vessel is 197 feet
long and 44 feet wide.

MIDNIGHT BRAVE - PIPELAY/BURY BARGE

The Midnight Brave was purchased in 1987 and presently has a pipelay ramp, five
workstations, a stinger and a digitally controlled 50 Kips tensioner. The vessel
is 275 feet long and 70 feet wide and has accommodations for 80 workers. It is

controlled using a seven-point mooring system.

MIDNIGHT CARRIER ——- DIVING SUPPORT VESSEL
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The Midnight Carrier was a pipe carrier that we purchased in May 1998. We then
initiated a series of overhauls and upgrades to allow the vessel's use as a
large four-point diving support vessel. We added a 650-foot four-point mooring
system and additional accommodations in 2000. The vessel is 270 feet long and 58
feet wide and accommodates 36 workers.

MIDNIGHT DANCER--DIVING SUPPORT VESSEL

The Midnight Dancer was purchased in 1994 and presently has a 15-ton crane, a
10-ton crane, a four-point mooring system, an air diving system and
accommodations for 46 workers. The vessel is 195 feet long and 40 feet wide.

MIDNIGHT EAGLE - DP-2 PIPELAY/BURY BARGE

The Midnight Eagle was purchased in 1997 and placed in service in 2000 after
adding a DP-2 system, a 20-foot hull mid- section, two 10-foot wide sponsons,
four diesel driven azimuthing thrusters, a mooring/abandonment and recovery
winch, accommodations for 57 workers, generators and ancillary equipment. A
conventional firing line consisting of four workstations for S-lay and a 1,000
foot saturation diving system were also added. The vessel is 190 feet long and
76 feet wide.

MIDNIGHT EXPRESS (SMIT EXPRESS) — DP-2 PIPELAY/SUBSEA CONSTRUCTION VESSEL

The Smit Express was a LASH (Lighter Aboard Ship) barge transporter. We
purchased the vessel for $9.75 million in January 2002 and plan to place the
vessel into service in early 2004 pending the completion of the conversion and
sea trials. The ship is 520 feet long overall with a breadth of 100 feet. The
conversion will equip the vessel with our patent-pending pipelay system, a DP-2
system, a 2,500 square meter weather deck that will increase the ship freeboard
to nearly 14 feet, a 12 megawatt (MW) diesel electric generating plant, stern
azimuthing Z-drives and bow thrusters, ship services for project requirements, a
300 Te pedestal crane, a 2 X 20 Te gantry crane, two abandonment and recovery
winches (capabilities to approximately 7,000 feet), a helideck for a S-61,
accommodations for 132 people and 5 offices.

MIDNIGHT FOX —-- SUPPLY SUPPORT VESSEL

Built in 1998, the Midnight Fox is 130 feet long and 28 feet wide and is
equipped with a bow thruster. Its present primary role is as a personnel
transport and supply vessel supporting the rest of our fleet.

MIDNIGHT RIDER —-- PIPELAY/BURY BARGE

Built in 1995, the vessel is equipped to lay and bury pipe using the
conventional S-lay method. Equipped with five workstations, the vessel features
a 50-foot stinger, a 110-foot stinger and a 50 Kips tensioner. The vessel is 260
feet long and 72 feet wide, has accommodations for up to 84 workers and is
controlled using an eight-point mooring system. The vessel is also capable of
working on spuds.

MIDNIGHT RUNNER —-- PIPELAY/BURY BARGE
The Midnight Runner was built in 1983 and presently has two spuds, four

workstations, a 30 Kips tensioner, generators and ancillary equipment as well as
accommodations for 30 workers. The vessel is 160 feet long and 54 feet wide.

10
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MIDNIGHT STAR —-—- DIVING SUPPORT VESSEL

The Midnight Star was purchased in 1997 and presently has a four-point mooring
system, a moonpool, a 650-foot saturation diving system, an air diving control
room, two 15-ton cranes and accommodations for 42 workers. The vessel is 197
feet long and 42 feet wide.

MIDNIGHT WRANGLER (WAVE ALERT) - DP-2 PIPELAY/SUBSEA CONSTRUCTION VESSEL

The Midnight Wrangler was purchased in 2002 as a deepwater pipelay and subsea
construction vessel. The vessel is 341 feet long and 64 feet wide and is
equipped with a DP-2 system, a 125-ton crane and accommodations for 55 workers.
The vessel is capable of laying rigid pipe, coiled tubing and umbilicals,
utilizing up to four reels and is capable of providing light construction,
diving and ROV support in water depths up to 10,000 feet.

In addition, we purchased the Midnight Gator, a supply barge, in September 2002
for $0.2 million. We are currently converting this piece of equipment into a
sand dredge and it will become available for use during the second quarter of
2003 for the purpose of jetting trenches for pipe burial in shallow waters. This
barge will not be included in our vessel utilization statistics.

SAFETY & QUALITY ASSURANCE

In this performance-based industry, a successful safety program is both a
necessity and an invaluable asset. We maintain our Safety Management System to
reduce the possibility of accidents, mechanical occurrences and environmental
incidents. Our Health, Safety and Quality (HSQ) system, known as the "Top to
Bottom Safety Program," establishes guidelines to ensure compliance with all
applicable state and federal guidelines and provides training and safety
education through new employee orientations, which include first aid and CPR
training. In addition, prospective employees are required to submit to alcohol
and drug testing and all employees are subjec