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- Brgnngysundregistrene Arsregnskap regnskapséaret 2016 for 994034405

Resultatregnskap

Belgp i: NOK Note 2016 2015
RESULTATREGNSKAP

K ostnader

Annen driftskostnad 4,7 7 452 13 702
Sum kostnader 7452 13 702
Driftsresultat -7 452 -13702

Finansinntekter og finanskostnader

Inntekt painvestering i datterselskap og tilknyttet selskap 5 54 160 818 68 379 002
Renteinntekt fraforetak i samme konsern 7 2875144 2884914
Annen renteinntekt 15909 1703
Annen finansinntekt -90 489 2569 615
Sum finansinntekter 56 961 382 73 835234
Rentekostnad til foretak i samme konsern 7

Annen finanskostnad 3075 200
Sum finanskostnader 3075 200
Netto finans 56 958 307 73 835 034
Ordineert resultat far skattekostnad 56 950 855 73821 332
Skattekostnad pa ordinaat resultat 8 14311133 21 478 552
Ordinaert resultat etter skattekostnad 42 639 722 52 342 780
Arsresultat 42 639 722 52 342 780
Arsresultat etter minoritetsinter esser 42 639 723 52342 779

Overfaringer og disponeringer
Overfaringer til/fra annen egenkapital 42 639 723 52342779
Sum overfaringer og disponeringer 9 42 639 723 52342779
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Arsregnskap regnskapsaret 2016 for 994034405

Balanse

Belgp i: NOK Note 2016 2015
BALANSE - EIENDELER

Anleggsmidler

Immaterielle eiendeler

Utsatt skattefordel 8 7 438 245
Sum immaterielle eilendeler 7438 245
Finansielle anleggsmidler

Investering i datterselskap 17 906 804 41 072 906
Lan til foretak i samme konsern 1919 785 159 824 761
Sum finansielle anleggsmidler 19 826 589 200 897 667
Sum anleggsmidler 19 826 589 208 335912
Omlgpsmidler

Varer

Fordringer

Konsernfordringer 2967 051 37 356
Sum fordringer 2967 051 37 356
Bankinnskudd, kontanter og lignende

Bankinnskudd, kontanter og lignende 11 2156 453 2161634
Sum bankinnskudd, kontanter og lignende 2156 453 2161634
Sum omlgpsmidler 5123504 2198990
SUM EIENDELER 24950 093 210534 902
BALANSE - EGENKAPITAL OG GJELD

Egenkapital

Innskutt egenkapital

Sel skapskapital 9,10 101 000 101 000
Sum innskutt egenkapital 101 000 101 000
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- Brgnngysundregistrene Arsregnskap regnskapséaret 2016 for 994034405

Balanse

Belgp i: NOK Note 2016 2015
Opptjent egenkapital

Annen egenkapital 9 18522 705 146 768 337
Sum opptjent egenkapital 18 522 705 146 768 337
Sum egenkapital 9 18 623 705 146 869 337
Gjeld

Langsiktig gjeld

Utsatt skatt 8 4262 775

Sum avsetninger for forpliktelser 4262 775

Annen langsiktig gjeld

Sum langsiktig gjeld 4262775 0

Kortsiktig gjeld

Betalbar skatt 8

Kortsiktig konserngjeld 2063 612 63 665 564
Sum kortsiktig gjeld 2063 612 63 665 564
Sum gjeld 6 326 387 63 665 564
SUM EGENKAPITAL OG GJELD 24 950 092 210534 901
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Skattedirektoratet ERNG & YU el
e Run= Skeien & desember 2003 & dosemiber 2003
Telefon Deres teferaise Var referanse
22077316 Gustay £riksen 2003/66216/812 1

Frnst & Young AS
Posthoks 8016
N-4068 Stavanger

Saknad om unitak fra konsernregnskapsplikt - Norsk Teekay AS -

Org. nr. 985 030 235 o

Dret vises til Deres brev av 2 desember 2003, der De pa vegne av Deres klient,

Noisk Teskay AS, sgker om fritak for & utarbeide konsern: egnskap for Norsk Teekay AS Det
er vist ] regnskapsloven § 8-7.

Ije't ex opplyst at det blir ut;u_baﬁet konsernvegnekap i samsvar med US GAAP av det
endeligé morselskap, Teckay Shipping Corporation, som er hjemnmehgrende i USA.

Skattediz ektoratot finner med hjemmel! 1 1egnskapsioven av 17 juli 1998 nr 66 § 3.7 fexde
ledd 4 gi tillstelse il at def gigres unntak for konsermregnskapsplikien for Norsk Teskay AS
Det forutsettes at solskapets morselskap, Teekay Shipping Corporation, utarbeidar konsern-
regngkap som omfatier den repnskapsplilitige og dennes datlerselskaper Det legges til grunn
at dette konsernyegnskap ex utarbeidet i samsvar med TS GAAP og 2k kxavenei
regnskapsloven § 3.7 for gvrig filges Bestemmelsene i regnskapsloven kapittel 8 geldes

tilsvarende for debte konsernregnskapet,

Kopi av dette brev mé sendes Repuskapsregisteret i Brgnngysund sammen med arsiegnskapet
mv. Det phligger den xegnskapspliktige 4 dokumentere ved dettelirevet at Hilatelse ox gith

Veaunfig hilsen

avdeling neering
seksjon for revision

Vne Skafinr

Rune skgien

Postadrassa Kontoradressa Sanerathord
Posthoks 5300, Eteistad Fradnk Selmers vei 4 2207 70 00
0603 Osio Org nr 974751078 Telefks

sattedirekiontct @skattastaten no 2207 71 0B
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- Brgnngysundregistrene Arsregnskap regnskapséaret 2016 for 994034405

Kontantsirgmanalyse

TEEKAY SHIPPING PARTNERS HOLDING AS

2016 2015
Kontantstrem fra driften
Resultat f@r skatt 56 951 73821
Andel resultat tilknyttet selskap -54 161 -68 379
Netto kontantstrem fra driften 2790 5442
Kontantstrem fra investeringsaktivitetene
Utbetaling fra datterselskap 77327 201 975
Netto kontantstrém fra investeringsaktivitetene 77 327 201 975
Kontantstrem fra/(til) finansieringsaktivitetene
Endring langsiktig lan fra mor 157 9065 -106 250
Endring kortsiktig konsern lin -64 532 -39 394
Utbetalt aksjekapital -163 055 0
Konserninterne overfgringer (inkl. konsernbidrag) -10 440 -61 575
Netto kontantstrem fra/(til) finansieringsaktivitetene -80 122 =207 220
Netto endring bankinnskudd/andel konsernkonto -6 198
Bankinnskudd periodens begynnelse 2162 1 964
Bankinnskudd ved periodens slutt 2156 2162

02.11.2020 kI 18:14 Brgnngysundregistrene Side 5av 175



== Bronneysund reg istrene Arsregnskap regnskapsaret 2016 for 994034405
Resultatregnskap
TEEKAY SHIPPING PARTNERS HOLDING AS
Belgp i 1 000 kroner
Driftsinntekter og driftskestnader Note 2016 2015
Annen driftskostnad 4,7 7 14
Sum driftskostnader 7 14
Driftsresuftat -7 -14
Finansinntekter og finanskostnader
Inntekt pa investering i tilknyttet selskap 5 54 161 68 379
Renteinntekr fra foretak i samme konsern 7 2 875 2 885
Annen renteinntekt 16 2
Agio / disagio (-} 90 2570
Annen finanskostnad 3 0
Resultat av finansposter 56 958 73 835
Ordinzrt resultat for skattekostnad 56 951 73 821
Skattekostnad 8 14311 21479
Arets resultat 42 640 52 343
Qverfaringer
Avsatt til annen egenkapital 42 640 52 343
Sum overfaringer 9 42 640 52343
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Brgnngysundregistrene Arsregnskap regnskapsaret 2016 for 994034405

TEEKAY SHIPPING PARTNERS HOLDING AS

Belgp i 1 000 kroner
Egenkapital og gjeld

Innskutt egenkapital
Aksjekapital

Sum innskutt egenkapital
Opptjent egenkapital
Annen egenkapital

Sum opptjent egenkapital

Sum egenkapital

Gjeld

Avsetning for forpliktelser

Utsatt skatt

Sum avsetning for forpliktelser

Kortsiktig gjeld
Kortsikiig gjeld konsern
Sum kortsiktig gjeld

Sum egenkapital og gjeld

/’Z/W»///(‘f §a0

In/éviid Sather
Styrets leder

Balanse 31.12

j7ger, 09.06.2017

Note 2016 2015
9,10 101 101
101 101

9 18 523 146 768
18 523 146 768

9 18 624 146 869

8 4263 0

4 263 0

2064 63 666

2064 63 666

24950 210535

v e

Anne Tove @stbna Larsen

Styremedlem

Tor Olav Die

Daglig leder/Styremedlem
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—— Brgnngysundregistrene Arsregnskap regnskapséret 2016 for 994034405

Balanse 31.12
TEEKAY SHIPPING PARTNERS HOLDING AS

Belgp i 1 000 kroner

Fiendeler Note 2016 2015
Utsatt skattefordel 8 0 7 438
Sum immaterielle eiendeler 0 7 438
Investeringer i datterselskap 5 17 907 41073
Langsiktig fordring konsern 6 1920 159 825
Sum finansielle anleggsmidler 19 827 200 898
Sum anleggsmidler 19 827 208 336
Omigpsmidler

Kortsiktig fordring konsern 2967 37
Sum fordringer 2967 37
Bankinnskudd 11 2156 2162
Sum omlgpsmidler 5124 2199
Sum eiendeler 24 950 210 535
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== Brgnngysundregistrene Arsregnskap regnskapséret 2016 for 994034405

Noter til regnskap
Teekay Shipping Partners Holding AS

MNote T Regnskapsprinsipper
Arsregnskapet er satt opp i samsvar med regnskapsiovens bestemmelser og god regnskapsskikk i Norge.

Klassifisering og vurdering av eiendeler og gield
Eiendeler besternt til varig eie eller bruk er klassifisert som anleggsmidier. Andre eiendeler er klassifisert som
omigpsmidier.

Anleggsmidler er vurdert til anskaffelseskost, men nedskrives til vickelig verdi ndr verdifallet forventes ikke & veere
forbigdende. Anleggsmidler med begrenset @konomisk levetid avskrives etter en fornufiig avskrivningsplan.

Omlgpsmidler og kortsikiig gjeld omfatier poster som skal tilbakebetales innen ett &r {ra etableringstidspunktet.

Omldpsmidler vurderes til laveste av anskaffelseskost og virkelig verdi. Kortsiktig gjeld balansefgres tif nominelt
belap pd etableringstidspunktet.

Langsiktig gjeld balansefares til nominelt belpp pd etableringstidspunkiet, med fradrag for transaksjonskostnader

Omregningsprinsipper for regnskapsgoster § utenlandsk valuta

Transaksjoner i utenlandsk valuta omregaes til den funksjonelle valutaen ved bruk av transaksjonskurs. Pengeposter i
utenlandsk valuta omregnes (it funksjonell valuta pé balansedagen. Ikke-pengeposter omregnes ikke.

Benyttet kurs 31.12 var 1 USD = NOK 8.6406

Pengeposter og ikke-pengeposter som er nedskrevet i samsvar med regnskapsloven § 5-2 eller § 5-3 og hvor verdien
fastsettes i utenlandsk valuta, omregnes tif valutakursen pa maletidspunkiet.

Valutagevinster og -tap resultatfgres lgpende i den perioden de oppstir under andre finansposter med mindre de
kvalifiserer til sikringsbokfaring.

Envestering i datterselskap

Investering i datterselskap regnskapsfares i henhold til egenkapitalmetoden, Med dalterselskap menes et

selskap der hvor Teekay Shipping Partners Holdings AS har bestemmende innflytelse. Normall innebarer dette en
eierandel pd over 50%, hvor investeringen er av langvarig og strategisk karakier, Selskapets investering 1 datterselskap
hokfgres (il selskapets andel av egenkapitalen o andel av resultatet resuliatfgres.

Kundefordringer
Kundefordringer er fgrt til pdlydende i balansen etter fradrag for avsetning til forventede tap. Avsetning tif tap er gjonl
pé grunnlag av individuell vurdering av fordringene.

Kontanter og kontantekvivalenter

Kontanter og kontantekvivalenter bestir av kontanter, bankinnskudd, andre kortsiktige, lett omsetielige investeringer
med maksimum tre méneders opprinnelig Ippetid og trekk pi kassekreditt. I balansen er kassekreditt inkludert i 1an
under kortsiktig gjeld.

Leverandgrgjeld

Leverandgrgjeld er forpliktelser til & betale for varer eller tjenester som er levert fra leverandgrene til den ordingre
driften. Leverandgrgield er klassifisert som kortsikiig dersom den forfailer innen ett &r eller kortere, Dersom dette
ikke er tilfelle, klassifiseres det som langsiktig. Leverandargjeld males ul viskelig verdi
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== Brgnngysundregistrene Arsregnskap regnskapséret 2016 for 994034405

Betalbar skatt og utsatt skatt

Skattekostnaden i resultatregnskapet omfatter bide periodens betalbare skatt og endring i utsatt skatt. Utsatt skatt
beregnes av midlentidige forskjeller mellom regnskapsmessig verdi og skattemessig verdi pd eiendeler og gjeld,
samt skattemessig underskudd til fremfgring ved uigangen av regnskapséret,

Negative og positive midlertidige forskjeller, inklusiv skatiemessig fremfgrbare underskudd, som kan reverseres i
samme periode, er utlignet og nettofgrt. Netto uisatt skattefordel balansefgres i den grad det er sannsyniig at
fremtidig skattepliktig inntekt vil foreligge der de skattereduserende midlertidige forskjellene kan utnyites.

Driftsinentteliter og kostnader

Inneektsfpring skjer etter opptjeningsprinsippet som normakt vil vaere leveringstidspunktet for varer og {jenester.
Kostnader medtas etter sammenstillingsprinsippet, dvs. at kostnader medtas i samme periode som tilhgrende
inntekter inntektsf@res.

Prinsipper for kontanistromeppstilling
Kontantstegmoppstillingen er utarbeidet med basis i den indirekte metaden. Dette innebarer at man i oppstillingen

tar utgangspunkt i selskapets arsresultat for & kunne presentere kontantstrgmmer tiifget fra henboldsvis ordinr drift,
investeringsvirksomheten og finansieringsvirksomheten.

Note 2 Konsernregnskap

I samsvar med regnskapsiovens § 3-7 er det ikke utarheidet konsernregnskap. Selskapet er en del av et konsern som
utarbeider konsernregnskap der Teekay Shipping Partners Holding AS inngdr i konselideringen. Morselskapet er
Teekay Offshore LP, og har forretningskontor i Vancover, Canada. Konsernregnskap kan fis utlevert ved
henvendelse til morselskapet.

Note 3 Finansiell og operasjonell markedsrisiko

Teckay Shipping Partners Holding AS driver internasjonal vicksomhet og er utsatt for ulike risiki, herunder kreditt,
likviditet og valuta

Kreditrrisiko
Selskapet har ingen kunder, og derfor ingen kredittrisiko.

Likviditeesrisiko
Selskapet har en stabil finansieringsstruktur, Lingiverne er konsernselskaper.

Valwarisiko

Selskapet har inntekter far utbetalinger i NOK og USD mens l4n tas { hovedsak opp i NOK.
Selskapet har ogsd bankkonto { USD, og selskapet har derfor noe valutarisiko.

Mote 4 Lennskostnader, godtgjgrelser, antall ansatte m.v.

Selskapet har ingen ansatte. Selskapet er ikke pliktig & ha obligatorisk tjenestepensjon.

Det er ikke utbetalt godigjarelse til daplip leder eller styremedlemmer i 2016,

Kostnadsfgrt revisjonshonorar for 2016 utgjgr kr 6 250 inkl. mva. for ordinzr revisjon.
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—— Brgnngysundregistrene Arsregnskap regnskapséret 2016 for 994034405

Note § Investeringer i datterselskap, tilknyttet selskap m.v.
Belgp i 1 000 kroner

Forretuings-  Eierandel 2016 Egen- Bokfert
Selskapsnavn kontor kapital verdi
PR Teekay Shipping Partners DA Stavanger 67 % 81 241 26 005 179607
Stemmeandel samsvarer med eierandel.
Note 6 Langsiktig fordringer
Belap i | 000 kroner
Fordringer som forfaller senere enn et ir etter regnskapsirets shatt 2016 2018
Langsiktipe lanefordring Teekay Shipping Partners DA 1920 1923
Langsiktige lanefordring Navion Offshore Loading AS 0 157 902
Sum 1920 159 825

Det er ikke avtalt nedbetalingsplan for lanene

Note 7 Narstiende parter

Belpp i 1 000 kroner

Som nerstiende parnter ved &rets utgang regnes eier, Navion Offshore Loading AS, og gvrige selskap i
Teekay-konsernet. Selskapet inngér jevnlig forretninger med nerstdende parter. Transaksjonene gjennomfgres pd

markedsmessige betingelser.

Seiskapet har fplgende transaksjoner med nzestiende parter:

Selskapets navn Selskapsforhold Transaksjonstype 2016 2815
Teekay Shipping Norway AS  Sgsterselskap Management tjenesier 1] o
Navion Offshore Loading AS  Morselskap Rentekostnader 0 0
Navion Offshore Loading AS ~ Morselskap Renteinntekt 2836 2829
Teekay Shipping Partners DA Datterseiskap Renteinntekt 39 56
MNavion Offshore Loading AS ~ Morselskap Konsernbidrag 8377 ¢
Navion Offshore Loading AS ~ Morselskap Utbytte 85728 1]
TK Grand Bank Shipping AS  Sgsterselskap Konsernbidrag 2064 0

Naote § Skatter
Belgp { | 000 kroner

Skattekostnad i resultatregnskapet: 2016 2015
Endring utsatt skatt/skattefordel -11 879 -4 258
Endring utsatt skatt (effekt av endring av skatteprosent) 178 -595
Skatteeffekt mottatt(-)/avgitt konsernbidrag -2 610 -16 625
Sum arets skattekostnad -14 311 -21 479
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Bronneysundregistrene

Arsregnskap regnskapsaret 2016 for 994034405

Betalbar skatt i balansen fremkommer som felger: 2016 2015
Resultat fgr skattekostnad 56 951 73 B21
Permanente forskjeller -46 483 -11732
Endring midlertidige forskjeller -28 -513
Mottatt/avgitt(-} konsernbidrag -1() 440 -61 575
Gronnlag betalbar skatt { balansen 0 0
Beregnet betalbar skatt 1] 0
Betalbar skatt i balansen 0 [
Utsatt skattefordel fremkommer som falger 2016 2015
Langsiktig fordring i utenlandsk valuta -541 -513
Investering i tilknyttet selskap -17 220 30266
Grunnlag utsatt skatt 31.12 -17 762 29753
Utsatt skatt/skattefordel -4 263 7438
Utsatt skatt/skattefordel i balansen 31,12 -4 363 7438
Note 9 Fgenkapital

Belgp i 1 000 kroner

Alksje- Annen.
kapital EK Sum

Egenkapital 1.1 161 146 768 146 869
Arets resultat 0 43 156 43 156
Motatt uthylte 0 =77 327 =177 327
Avgitt ordinarl utbytte 0 -85728 -85 728
Konsembidrag (netio etter skatt) Q -7 830 -7830
Egenkapital 31,12 101 19 639 1% 146

Mote 18 Aksjekapital og aksjonerinformasjon

Selskapets aksjekapital er pa ke. 101 000 fordelt pa | 000 aksjer hver pdlydende kr. 101,

Alle aksjene har samme rettigheter.

Teekay Shipping Partners Holding AS er eid 100 % av Navion Offshore Loading AS

Note 11 Bundne midler

Av totale bankinnskudd per 31.12 er det ingen bundae midler
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Brgnngysundregistrene Arsregnskap regnskapséret 2016 for 994034405

Teekay Shipping Partners Holding AS

f\rsberetning for 2016

Virksombhetens art og sted

Teekay Shipping Partneres Holding AS er et heleid datterselskap av Navion Offshore Loading AS.
Selskapet ble etablert 23.04.200%. Sammen med ConocoPhillips Norge nr 2 AS (né: ConocoPhilips
Skandinavia AS) stiftet selskapet 10. februar 2010 Partrederiet Teekay Shipping Partners DA.
Selskapet kjgpte skipene MV Navion Norvegia og MV Navion Europa fra Navien Offshare Loading
AS. Selskapet overfdrte videre skipene til Partrederiet med regnskapsmessig effekt fra 1. januar 2010.
Skipet N. Norvegia ble solgt i 2014 og Randgrid ble solgt i 2015 og N.Europa i 2016,

Skipet har hatt et oppdrag i 2016 med varighet pa 40-60 dager som midlertidig erstatter for et lagerskip
i Nordsjgen.

Selskapets hovedkontor er i Stavanger.

Fortsatt drift

I henhold til regnskapsloven § 3-3 og § 4-5 bekrefter styret at grunnlaget ti} fortsatt drift er til stede, og
drsregnskapet for 2016 er utarbeidet | samsvar med dette. Etter styrets mening gir det fremlagte
resultatregnskap og balanse med tilhgrende noter et rikiig bilde av selskapets drift og pkonomiske
stilling.

Yire miljo

Selskapet er opptatt av miljghensyn ved gjennomfering av prosjekter, og miljghensyn er med i alle ledd
fra planlegging og giennomfgring til drift, vediikehold, sortering og gienvinning. Selskapet har
kildesortering og tilstreber 4 velge miljgmessige Igsninger.

Arbeidsmiljg og likestilling
Det er ingen ansatte i selskapet. Det er derfor ikke veert vardert tiltak for 4 bedre arbeidsmiljget, og heller
ikke vurdert tiltak for & fremme likestilling,

Forskning og utvikling
Selskapet driver ikke forskning og utvikling.

Regnskap
Drriftsresultatet for i ar viser et underskudd pd NOK 7 452 mot et underskudd pi NOK 13 702 &ret for.

./:\rets resultat ble et overskudd pd NOK 42 639 856 mot et overskudd pd NCK 52 342 779 éret for.
Arsaken til endring fra fjordr skyldes i hovedsak lavere aktivitet i datterselskapet Partrederiet Teckay
Shipping Partners DA. Bide i ir og i 2016 har TK Shipping Partners DA solgt skip, som gir et positivt
resultat.

Styret foreslar at &rets overskudd overfgres til annen egenkapital,

Selskapet har avgitt konsembidrag med skattemessig effekt til morselskapet Navion Offshore Loading
AS pd NOK 8 376 841 og spsterselskapet Teekay Grand Banks Shipping AS pa kr 2 063 841. Selskapet
har ogs3 utdelt NOK 85 728 095 i utbytte til morselskapet Navion Offshore Loading AS.

Selskapet har en positiv kontantstrgm fra operasjonelle aktiviteter. Selskapet har ogsa en positiv
kontantstrgm {ra investeringsaktiviteter, som er utbetalinger fra datterselskapet. Finansieringsaktiviteter

02.11.2020 kI 18:14 Brgnngysundregistrene Side 13 av 175



Brgnngysundregistrene Arsregnskap regnskapséaret 2016 for 994034405

som skyldes utbetalt utbytte er negativ. Likviditetsmessig stilling ved arsskifte og gjennom dret var
tilfredsstillende.

Finansiell risiko

Selskapets har langsiktig fordring pa konsernselskap per 31.12.2016. Selskapets kortsiktige gjeld er i
hovedsak konsernbidrag. Totalt er selskapets egenkapital NOK 8 522 705 som gir en egenkapitalgrad
pa 75 % som vurderes som tilstrekkelig for selskapet.

Likviditetssituasjonen i selskapet anses som tilstrekkelig.

Skipene i det titknyttet selskap Teekay Shipping Partners DA er solgt, og det er besluttet at Teekay
Shipping Partners DA skal legges ned i 2017. Selskapet ikke har laneforpliktelser eller andre
forpliktelser og er forberedt pi at selskapet ikke vil ha aktivitet fremover.

Det fremlagte resultatregnskap og balanse med tilhgrende noteopplysninger, gir fyllestgjgrende
informasjon om stillingen pr. 31. desember 2016,

Det er heller ikke etter regnskapsérets utlgp inntradt forhold som etter styrets mening har betydning ved
bedpmmelsen av regnskapet.
Stavanger, 9. juni 2017

I styret for Teekay Shipping Partners Holding AS

Ingyild Saether TaOlav Gie Anne Tove (stend Larsen

Styreleder Styremedlem/daglig leder Styremedlem
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Til generalforsamlingen i Teekay Shipping Partners Holding AS

Uavhengig revisors beretning

Uttalelse om revisjonen av arsregnskapet

Konklusjon

Vi har revidert Teekay Shipping Partners Holding AS' drsregnskap som viser et overskudd pa kr 42 639 856.
Arsregnskapet bestar av balanse per 31. desember 20185, resultatregnskap for regnskapsaret avsluttet per
denne datoen og noter til arsregnskapet, herunder et sammendrag av viktige regnskapsprinsipper.

Etter var mening er det medfalgende arsregnskapet avgitt | samsvar med lov og forskrifter og gir et
rettvisende bilde av selskapets finansielle stilling per 31. desember 2016, og av dets resultater for
regnskapsaret avsluttet per denne datoen i samsvar med regnskapslovens regler og god regnskapsskikk i
Norge.

Grunnlag for konklusjonen

Vi har gjennomfart revisjonen | samsvar med lov, forskrift og god revisjonsskikk i Norge, herunder de
internasjonale revisjonsstandardene International Standards on Auditing (ISA-ene). Vare oppgaver og plikter
i henhald til disse standardene er beskrevet | Revisors oppgaver og plikter ved revisjon av arsregnskapet. Vi
er uavhengige av selskapet slik det kreves i lov og forskrift, og har overholdt vare pvrige etiske forplikielser i
samsvar med disse kravene. Etter var oppfatning er innhentet revisjonsbevis tilstrekkelig og hensikismessig
som grunnlag for var konklusjon.

Bvrig informasjon
Ledelsen er ansvarlig for avrig informasjon. @vrig informasjon bestér av arsberetningen, men inkluderer ikke
arsregnskapet og revisjonsberetningen.

Var uttalelse om revisjonen av arsregnskapet dekker ikke evrig informasijon, og vi attesterer ikke den svrige
informasjonen.

[ forbindelse med revisjonen av arsregnskapet er det var oppgave 3 lese gvrig informasjon med det formal &
vurdere hvorvidt det foreligger vesentlig inkonsistens mellom evrig informasjon og arsregnskapet, kunnskap
vi har opparbeidet oss under revisjonen, eller hvorvidt den tilsynetatende inneholder vesentlig
feilinformasjon.

Dersom vi konkluderer med at den gvrige informasjonen inneholder vesentlig feilinformasjon er vi palagt &
rapportere det. Vi har ingenting & rapportere | s& henseende.

Styrets og daglig leders ansvar for arsregnskapet

Styret og daglig leder (tedelsen) er ansvarlig for & utarbeide arsregnskapet i samsvar med lov og forskrifter,
herunder for at det gir et rettvisende bilde i samsvar med regnskapslovens regler og god regnskapsskikk i
Norge. Ledelsen er ogsa ansvarlig for slik intern kontroll som den finner nedvendig for & kunne utarbeide et
arsregnskap som ikke inneholder vesentlig fellinformasjon, verken som fglge av misligheter eller feil.

Ved utarbeidelsen av &rsregnskapet ma jedeisen ta standpunkt til selskapets evne til fortsatt drift og opplyse
om forhold av betydning for fortsatt drift. Forutsetningen om fortsatt drift skal legges til grunn for
arsregnskapet s& fenge det ikke er sannsynlig at virksomheten vil bli avviklet,

Revisors oppgaver og plikter ved revisjonen av rsregnskapet

Vért mél med revisjonen er & oppna betryggende sikkerhet for at arsregnskapet som helhet ikke inneholder
vesentlig feilinformasjon, verken som falge av mislighster eller utilsiktede feil, og & avgi en revisjonsheretning
som inneholder vér konkiusjon. Betryggende sikkerhet er en hay grad av sikkerhet, men ingen garanti for at
en revisjon utfert i samsvar med lov, forskrift og god revisjonsskikk i Norge, herunder ISA-ene, alltid vil
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£ ‘ Revisors beretning - 2016
#M@ * Teekay Shipping Pariners Holding AS

avdekke vesentlig fellinformasjon som eksisterer. Feilinformasjon kan oppstd som felge av misligheter eller
utilsiktede feil. Feilinformasjon blir vurdert som vesentlig dersom den enkeltvis eller samlet med rimelighet
kan forventes & pavirke akonomiske beslutninger som brukerne foretar basert pa &rsregnskapet.

Som dei av en revisjon i samsvar med lov, forskrift og god revisjonsskikk i Norge, herunder ISA-ene, utgver
vi profesjonelt skjgnn og utviser profesjonell skepsis gjennom hele revisjonen. | tillegg:

*  identifiserer og anslar vi risikoen for vesentlig feilinformasjon i regnskapet, enten det skyldes
mistigheter eller utilsiktede feil. Vi utformer og giennomferer revisjonshandlinger for & handtere slike
risikoer, og innhenter revisjonsbevis som er tilstrekkelig og hensiktsmessig som grunnlag for var
konklusjon. Risikoen for at vesentlig fellinformasjon som felge av misligheter ikke blir avdekket, er
hayere enn for feilinformasjon som skyldes utilsiktede feil, siden misligheter kan innebaere
samarbeid, forfalskning, bevisste utelatelser, uriktige fremstillinger efler overstyring av intern kontroll,

. opparheider vi oss en forstdelse av den interne kontroll som er relevant for revisjonen, for & utforme
revisjonshandlinger som er hensikismessige etter omstendighetene, men ikke for & gi uttrykk for en
mening om effektiviteten av selskapets interne kontroll.

. evaluerer vi om de anvendte regnskapsprinsippene er hensiktsmessige og om regnskapsestimatene
og tilhgrende noteopplysninger utarbeidet av fedelsen er rimelige.

+  konkiuderer vi pa hensikismessigheten av ledeisens bruk av fortsatt drift-forutsetningen ved
avieggelsen av regnskapet, basert pa innhentede revisjonsbevis, og hvorvidt det foreligger vesentlig
usikkerhet knyttet til hendelser eller forhold som kan skape tvil av betydning om selskapets evne til
fortsatt drift. Dersom vi konkluderer med at det eksisterer vesentlig usikkerhet, kreves det at vii
revisjonsberetningen henleder oppmerksomheten pa tileggsopplysningene i regnskapet, efler,
dersom slike tilleggsopplysninger ikke er tilstrekkelige, at vi modifiserer var konklusjon om
arsregnskapet og arsberetningen. Vare konklusjoner er basert pé revisjonsbevis innhentet inntit
datoen for revisjonsberetningen. Etterfeigende hendelser eller forhold kan imidlertid medfere at
selskapet ikke fortsetter driften.

¢+ evaluerer vi den samlede presentasjonen, strukturen og innholdet, inkiudert tilleggsopplysningene,
og hvorvidt arsregnskapet representerer de underliggende transaksjonene og hendelsene pa en
mate som gir et rettvisende bilde.

Vi kommuniserer med styret blant annet om det planlagte omfanget av revisjonen og til hvilken tid
revisjonsarbeidet skal utfares. Vi utveksler ogsa informasjon om forhold av betydning som vi har avdekket |
lgpet av revisjonen, herunder om eventuelle svakheter av betydning i den interne kontrollen.

Uttalelse om gvrige lovmessige krav

Konklusjon om arsberetningen

Basert pd var revisjon av arsregnskapet som beskrevet ovenfor, mener vi at opplysningene i arsheretningen
om arsregnskapet, forutsetningen om fortsatt drift og forslaget til anvendelse av overskuddet er konsistente
med arsregnskapet og | samsvar med lov og forskrifter.

Konkiusjon om registrering og dokumentasjon

Basert pd vér revisjon av drsregnskapet som beskrevet ovenfor, og kontroilhandlinger vi har funnet
nedvendig i henhold til internasjonal standard for attestasjonscppdrag (ISAE) 3000 «Attestasjonsoppdrag
som ikke er revisjon eller forenklet revisorkontroll av historisk finansiell informasjon», mener vi at ledelsen
har oppfylt sin plikt til & sgrge for ordentlig og oversiktiig registrering og dokumentasjon av selskapets
regnskapsopplysninger i samsvar med lov og god bokferingsskikk i Norge.

Trondheim 9. juni 2017
KPMG AS

hg#e Olsen
J Sta?tgautorisert revisor
/
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 20-F
(Mark One)
O REGISTRATION STATEMENT PURSUANT TO SECTION 12(b) or (g) OF THE
SECURITIES EXCHANGE ACT OF 1934
OR
ANNUAL REPORT PURSUANT TO SECTION 13 or 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2018

OR

O TRANSITION REPORT PURSUANT TO SECTION 13 or 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

OR

O SHELL COMPANY REPORT PURSUANT TO SECTION 13 or 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

Date of event requiring this shell company report

For the transition period from to

Commission file number 1-33198

TEEKAY OFFSHORE PARTNERS L.P.

(Exact name of Registrant as specified in its charter)

Not Applicable

(Translation of Registrant's Name into English)
Republic of The Marshall Islands
{(Jurisdiction of incorporation or organization)
4th Floor, Belvedere Building, 69 Pitts Bay Road, Hamilton, HM 08, Bermuda

1
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Telephone: (441) 298-2530
(Address and telephone number of principal executive offices)
Edith Robinson
4th Floor, Belvedere Building, 69 Pitts Bay Road, Hamilton, HM 08, Bermuda
Telephone: (441) 298-2533
Fax: (441) 292-3931

(Contact information for company contact person)

Securities registered, or to be registered, pursuant to Section 12(b) of the Act.

Title of each class Name of each exchange on which registered
Common Units New York Stock Exchange
Series A Preferred Units New York Stock Exchange
Series B Preferred Units New York Stock Exchange
6.00% Notes due 2019 New York Stock Exchange

Securities registered or to be registered, pursuant to Section 12(g) of the Act.
None
Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act.

None

Indicate the number of outstanding shares of each of the issuer’s classes of capital or common stock as of the close of the period covered by the
annual report.

147 514 113 Common Units
6,000,000 Series A Preferred Units
5,000,000 Series B Preferred Units

8,517 745 Series C-1 Preferred Units

4,000,000 Series D Preferred Units
Indicate by check mark whether the registrant is a weli-known seasoned issuer, as defined in Rufe 405 of the SecuritiesAct. Yes 00 No

If this report is an annual or transition report, indicate by check mark if the registrant is not required te file reports pursuant to Section 13 or 15(d)
of the Securities Exchange Act of 1934, Yes 0 No

Indicate by check mark if the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934
during the preceding 12 months {or for such shorter period that the registrant was required to fite such reports), and (2) has been subject to such
filing requirements for the past 90 days. Yes No O

Indicate by check mark if the registrant (1) has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File
required to he submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit and post such files). Yes No O

Indicate by check mark whether theregistrantis alarge accelerated filer, an accelerated filer, or anon-acceleratedfiler. See definition of “accelerated
filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large Accelerated Filer O Accelerated Filer = Non-Accelerated Filer O

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included in this filing:
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International Financial Reporting Standards as issued
U.8. GAAP by the International Accounting Standards Board O Cther O

If “Other” has been checked in response to the previous question, indicate by check mark which financial statement item the registrant has elected
tofollow: ltem17 O Item 18 [

If this is an annual report, indicate by check mark whether the registrant is a sheli company (as defined in Ruie 12b-2 of the Exchange
Act). Yes I No &
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PARTI

This Annual Report should be read in conjunction with the consolidated financial statements and accompanying notes included in this report.

»

Unless otherwise indicated, references in this Annual Report to “Teekay Offshore,” ‘we,” “us” and “our” and similar terms refer fo Teekay
Offshore Partners L.P. and/or one or more of its subsidianies, except that those terms, when used in this Annual Report in connection with
the units described herein, shall mean specifically Teekay Offshore Partners L.P. References in this Annual Report to “Teekay Corporation”
refer fo Teekay Corporation and/or any onhe or more of its subsidiaries.

In addition to historical information, this Annual Report contains forward-looking statements that involve risks and uncertainties. Such forward-
looking statements relate to future events and cur operations, objectives, expectations, performance, financial condition and intentions. When
used in this Annual Report, the words “expect.” “intend,” “plan,” “believe,” “anticipate,” “estimate” and variations of such words and similar
expressions are intended to identify forward-looking statements. Forward-looking statements in this Annual Report include, in particular,
statements regarding:

our distribution policy and our ability to make cash distributions on our units or any increases in quarterly distributions;
our future growth prospects, husiness strategy and other plans and objectives for future operations;
future capital expenditures and availability of capital resources to fund capital expenditures;

our liquidity needs and meeting our going concern requirements, including our working capital deficit, anticipated funds and sources of
financing for liquidity needs and the sufficiency of cash flows, and our estimation that we will have sufficient liquidity for a one-year period;

our ability to refinance existing debt obligations, to raise additional debt and capital, to fund capital expenditures, negotiate extensions
or redeployments of existing assets and the sale of partial interests of certain assets;

our ability to maintain and expand long-term relationships with major crude oil companies, including cur ability to service fields until they
no longer produce, and the negative impact of low oil prices on the likelihood of certain contract extensions;

the derivation of a substantial majority of revenue from a limited number of customers;

the outcome and cost of claims and potential claims against us, including claims and potential claims by Sevan Marine ASA (or Sevan),
CeFront Technology AS (or Cefront) and COSCO (Nantong) Shipyard (or COSCQ) relating to Logitel Offshore Holding AS (or Logitel)
and cancellation of Units for Maintenance and Safety (or UMS) newbuildings, by Petroleo Brasileiro S.A. (or Petrobras} associated with
the Piranema Spirit FP30, by Royal Dutch Shell Plc (or Shell) associated with the Pefrojart Knarr FPSCO and by Transocean Offshore
international Ventures Limited (or Transocean) associated with the ALP Forward,

the outcome of discussions with Petrobras, the charterer on the Arendai Spirit UMS, including the timing and certainty of the unit returning
to operation;

our ability to leverage to our advantage Teekay Corporation's refationships and reputation in the shipping industry;
our continued ability to enter into fixed-rate time charters and FPSO contracts with customers;

results of operations and revenues and expenses;

maintaining a reduced level of vessel operating expenses, including services and spares and crewing costs;

offshore and tanker market fundamentals, including the balance of supply and demand in the offshore and tanker market and spot tanker
charter rates;

our competitive advantage in the shuttle tanker market;

the expected lifespan of our vessels;

the estimated sales price or scrap value of vessels;

our expectations as to any impairment of our vessels;

future capital expenditures and availability of capital resources to fund capital expenditures;

offers of shuttle tankers, floating storage and off-take (or F50} units, or floating production, storage and offloading {or FPSQO) units
and related contracts from Teekay Corporation and our accepting such offers;

acquisitions from third parties and obtaining offshore projects, that we or Teekay Corporation bid on or may be awarded;

certainty of completion, estimated delivery and completion dates, commencement of charter, intended financing and estimated costs for
newbuildings, acquisitions, conversions and upgrades, including the towing and offshore installation vessel newbuildings, conversion of
the Randgrid to an FSO unit to serve the Gina Krog oil and gas field, conversion of the Libra FPSO unit to serve the Libra field, the
upgrade of the Petrojari | FPSO unit and shuttle tanker newbuiidings;

the timing of the new shuttle tanker contract of affreightment (or CoA) contracts and the number of shuttle tankers to serve these new
CoAs;

expected employment and trading of older shuttie tankers;
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+ payment of additional contingent consideration for our acquisitions of ALP Maritime Services B.V. (or ALP) and Logitel and the capabilities
of the ALP vessels acquired;

» the expectations as to the chartering of unchartered vessels, including towage newbuildings and the HiLoad DP unit;
»  our expectations regarding competition in the markets we serve;
»  our entering into joint ventures or partnerships with companies;

~ ourability to maximize the use of our vessels, including the re-depioyment or disposition of vessels no longer under long-term time charter
contracts;

~ the duration of dry dockings:

+  the future valuation of goodwill;

~ our compliance with covenants under our credit facilities:

. timing of settiement of amounts due to and from affiliates;

~  the ability of the counterparties for our derivative contracts to fulfill their contractual obligations;

~ our hedging activities relating to foreign exchange, interest rate and spot market risks;

+  our exposure to foreign currency fluctuations, particularly in Norwegian Kroner;

+ increasing the efficiency of our business and redeploying vessels as charters expire or terminate;

+ the adequacy of our insurance coverage;

+ the expected impact of heightened environmental and quality concerns of insurance underwriters, regulators and charterers;

» the expected cost of, and our ability to comply with, governmental regulations and maritime self-regulatory organization standards
applicable to our business, including the expected cost to install ballast water treatment systems on our vessels in compliance with the
international Marine Organization (or /MQ) proposals;

+ the outcome of the investigation into allegations of improper payments by one of our subsidiaries to Brazilian agents;
~  anticipated taxation of our partnership and its subsidiaries and taxation of unitholders;
~ ourintent to take the position that we are not a passive foreign investment company;

~ our general and administrative expenses as a public company and expenses under service agreements with other affiliates of Teekay
Corporation and for reimbursements of fees and costs of Teekay Offshore GP L.L.C., our general partner; and

~ our ability to avoid labor disruptions and attract and retain highly skilied personnel.

Forward-locking statements are necessary estimates reflecting the judgment of senior management, involve known and unknown risks and
are based upon a humber of assumptions and estimates that are inherently subject to significant uncertainties and contingencies, many of
which are beyond our control. Actual results may differ materially from those expressed or implied by such forward-ooking statements.
Important factors that could cause actual results to differ materially include, but are net limited to, those factors discussed beiow in Item 3 —
Key Information: Risk Factors and other factors detailed from time to time in other reports we file with the U.8. Securities and Exchange
Commission (or the SEC).

We do notintend to revise any forward-looking statements in order to reflect any change in our expectations or events or circumstances that
may subsequently arise. You should carefully review and consider the various disclosures included in this Annual Report and in our other

filings made with the SEC that attempt to advise interested parties of the risks and factors that may affect our business, prospects and results
of operations.

Item 1. Identity of Directors, Senior Management and Advisers
Not applicable.

Item 2. Offer Statistics and Expected Timetable

Not applicable.

Item 3. Key information

Selected Financial Data

Set forth below is selected consolidated financial and other data of Teekay Offshore Partners L.P. and its subsidiaries for the fiscal years 2012
threugh 2016, which have been derived from our audited consolidated financial statements.
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Thefollowing tables should be read together with, and are qualified in their entirety by reference to, (a} Item 5. Operating and Financial Review
and Prospects, included herein, and (b) the historical consolidated financial statements and the accompanying notes and the Report of
Independent Registered Public Accounting Firm thereon (which are included herein), with respect to the consolidated financial statements as
at December 31, 2016 and December 31, 2015 and for each of the fiscal years in the three-year period ended December 31, 2016.

Occasionally we purchase vessels from Teekay Corporation. In May 2013, we acquired from Teekay Corporation the Voyageur Spint FPSO
unit, along with its operations and charter contract. In July 2015, we acquired from Teekay Corporation the Pefrojari Knarr FPSC unit, along
with its operations and charter contract.

These transactions were business acquisitions between entitiesunder common control. Accordingly, we have accounted for these transactions
in a manner similar to the pooling of interest method. Under this method of accounting, our financial statements, prior to the date the interests
inthese vesselswere actually acquired byus, areretroactively adjusted toinclude the results of these acquired vessels. The periods retroactively
adjusted include all periods that we and the acquired vessels were both under common control of Teekay Corporationand had begun operations.
As aresult, our applicahle consolidated financial statements and the selected financial data and other financial information herein reflect these
vessels and the results of operations of the vessels, referred to herein as the Dropdown Predecessor, as if we had acquired them when each
respective vessel began operations under the ownership of Teekay Corporation. These vessels began operations on April 13, 2013 (Voyageur
Spirity and March 9, 2015 (Petrojari Knarr). Please read ltem 18 — Financial Statements: Note 3 — Dropdown Predecessor.

Our December 15, 2014 acquisition of the Petrojarf I FPSO unit from Teekay Corporation was a transfer of net assets between entities under
common control. Under this method, the carrying amount of net assets recognized in our balance sheets reflect the carrying values from the
pre-acquisition balance sheet of Teekay Corporation, and no other assets or liabilities are recognized as a result of the transfer. The excess
of the proceeds paid by us over Teekay Corporation’s histerical cost is accounted for as an equity distribution to Teekay Corporation.

Our consolidated financial statements are prepared in accordance with United States generally accepted accounting principles (or GAAR).
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Year Ended December 31,
2016 2015 2014 2013 2012
{in thousands of U.S. Dollars, except per unit, unit and fleet data)

Income Statement Data:

Revenues 1,152,390 1,229,413 1,019,539 930,739 901,227
Income from vessel operations 230,853 283,399 256,218 103,418 166,577
Interest expense (140.611) (122.838) (88.381) (62.855) (47.508)
Interest income 1,267 633 719 2,661 1,027
Realized and unrealized (loss) gain on

derivative instruments (20,313) (73,704) (143,703) 34,820 (26,349)
Equity income 17,933 7,672 10,341 8,731 —
Foreign currency exchange loss (14.805) (17.487) (16.140) (5,278) (315)
Loss on bond repurchase — — — (1,759) —
Cther (expense) income - net (21,031) 1,091 781 1,144 15638
Income tax (expense) recovery (8,808) 24,357 (2,179) (2.225) 10,477
Net income from continuing operations 44 475 100,143 17.656 76,557 105,447
Net (loss) income from discontinued cperations — — — (4,642) 17,568
Net income 44,475 100,143 17.656 71,915 123,015
Nen-controlling and other interests in net

income from continuing operations 57,427 68,938 37,036 62 12,885
Non-controlling and other interests in net (loss)

income from discontinued operations — — — (452) (1,772)
Limited partners’ interest:

Net income from continuing operations (12,952) 31,205 (19,380) 76,495 92,562

Net income from continuing operatigns per
common unit (basic and diluted) *

Net (loss) income from discontinued
operations — — — (4,190) 19,340

Net (loss) income from discontinued
operatiog\s per common unit (basic and

(0.25) 0.32 (0.22) 0.93 1.26

diluted) — — — (0.05) 0.26
Cash distributions declared per common unit 0.44 2.18 2.15 211 2.04
Balance Sheet Data (at end of year):

Cash and cash equivalents 227 378 258 473 252,138 219,126 206,339
Vessels and equipment ©¥ 4,716,933 4,743,619 3,183,465 3,089,582 2,454,823
Total assets 5,718,620 5,744,166 3,917,837 3,786,700 3,042,625
Total debt 3,182,804 3,363,874 2,408,596 2,349,590 1,758,866
Total equity 1,138,596 967 848 802,853 821,341 705,229
Coemmon units outstanding 147 514,113 107,026,979 92,386,383 85,452,079 80,105,108
Preferred units outstanding 23,517,745 21,438,413 6,000,000 6,000,000 —
Other Financial Data:

Net revenues % 1,071,640 1,131,407 906,999 827.096 790,744
EBITDA 492 648 475,590 306,050 338,082 330,815
Adjusted EBITDA " 587 781 631,190 467 868 397.445 405,243
Expenditures for vessels and equipment 294 581 664,667 172,169 455,578 87,408
Fleet data:

Average number of shuttle tankers 325 338 347 338 355
Average number of FPSO units 8.0 7.8 52 42 3.0
Average number of conventional tankers © 2.0 39 40 52 6.0
Average number of FSO units 7.0 6.6 6.0 58 5.0
Average number of towing vessels ¢ 6.3 43 — — —

Average number of units for maintenance and
safety ¥ 10 09 — — —

(1) income from vessel operations includes, among other things, the following:
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Year Ended December 31,

2016 2015 2014 2013 2012
(Write-down) and gain (loss) on sale of vessels (40,079) (69,998) (1,638) (76,782) (24,542)
Restructuring {charge) recovery (4,649} (568) 225 (2,607) (1.115)
(44,728) (70,566) (1,413) (79,389) (25,657)

(2) The majority of these foreign currency exchange gains and losses were unrealized and not settled in cash. Under GAAP, all foreign
currency-denominated monetary assets and liabilities, such as cash and cash equivalents, accounts receivable, accounts payable,
advances from affiliates, deferred income taxes and long-term debt are revalued and reported based on the prevailing exchange rate at
the end of the period. Foreign currency exchange gains and losses also include realized and unrealized gains and losses on our cross
currency swaps.

(3) Pleaseread item 18 - Financial Statements: Note 16 - Total Capital and Net income Per Common Unit.

Limited partners’ interest in net {loss) income per common unit — basic is determined by dividing netincome, after deducting the amount
of net income attributable to the Dropdown Predecessor, non-controlling interests, the general partner's interest, the distributions on the
Series A, B, C, C-1 and D Preferred Units, the periodic accretion of the Series D Preferred Units, the Inducement Premium and the
Exchange Contribution from the Series C Preferred Units, by the weighted-average number of common units outstanding during the
period.

The computation of limited partners’ interest in net income per common unit - diluted assumes the issuance of common units for all
potential dilutive securities, consisting of restricted units, warrants and Series C, C-1 and D Preferred Units. Consequently, the netincome
attributable to limited partners’interest is exclusive of any distributions on the Series C, C-1 and D Preferred Units, the periodic accretion
of the Series D Preferred Units, the Inducement Premium and the Exchange Contribution from the series C Preferred Units. In addition,
the weighted average number of common units outstanding has been increased assuming exercise of the restricted units and warrants
using the treasury stock method and the Series C, C-1 and D are converted to common units using the if-converted method. The
computation of limited partners’ interest in netincome per common unit - diiuted does not assume the issuance of common units pursuant
to the restricted units, warrants and Series C, C-1 and D Preferred Units if the effect would be anti-dilutive. In periods where a loss is
attributable to common unitholders all restricted units, warrants, the Series C, C-1 and D Preferred Units are anti-dilutive.

We allocate the limited parthers' interest in net income, including both distributed and undistributed net income, between continuing
operations and discontinued operations based on the proportion of net (loss) income from continuing and discontinuing operations to
total net income.

(4) Vessels and equipment consists of (a) vessels, at cost less accumuiated depreciation and (b} advances on newbuilding contracts and
conversion costs.

(5) Preferred units outstanding includes the Series A preferred units in 2013 through 2018, the Series B and Series C preferred units in 2015
through 2016 and the Series C-1 and Series D preferred units in 2016.

(8) Netrevenuesisanon-GAAP financial measure. Consistent with general practice in the shipping industry, we use “net revenues” (defined
as revenues less voyage expenses, which comprises all expenses unique to a particular voyage, including bunker fuel expenses, port
fees, cargo loading and unicading expenses, canal tolis, agency fees and commissions) as a measure of equating revenues generated
from voyage charters to revenues generated from time charters, which assists us in making operating decisions about the deployment
of vessels and their performance. Under time charters and bareboat charters, the charterer typically pays the voyage expenses, whereas
under voyage charter contracts and contracts of affreightment the shipowner typically paysthe voyage expenses. Some voyage expenses
are fixed, and the remainder can be estimated. If we, as the shipowner, pay the voyage expenses, we typically pass the approximate
amount of these expenses on to the customers by charging higher rates under the contract or billing the expenses to them. As a result,
although revenues from different types of contracts may vary, the “net revenues’ are comparable across the different types of contracts.
We principaily use net revenues because it provides more meaningful information to us than revenues, the most directly comparable
GAAP financial measure. Net revenues are also widely used by investors and analysts in the shipping industry for comparing financial
performance between companies in the shipping industry to industry averages. Net revenue should not be considered as an alternative
torevenue or any other measure of financial performance in accordance with GAAP. Netrevenue is adjusted for expenses that we classify
as voyage expenses and, therefore, may notbe comparable to similarly titted measures of other companies. The following table reconciles
net revenues with revenues.

Year Ended December 31,

2016 2015 2014 2013 2012
Revenues 1,152,390 1,229,413 1,019,539 930,739 901,227
Voyage expenses (80.750) (98,006) {112,540) (103,643) (110.,483)
Net revenues 1,071,640 T1431,407 506,099 527,096 790,744

(7) EBITDAandAdjusted EBITDAare non-GAAP measures. These measures are used as supplemental financial measures by management
and by external users of our financial statements, such as investors, as discussed below.
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v Financial and operating performance. EBITDA and Adjusted EBITDA assist our management and investors by increasing the
comparability of our fundamental performance from period to period and against the fundamental performance of other companies
in our industry that provide EBITDA or Adjusted EBITDA-hased information. This increased comparability is achieved by excluding
the potentially disparate effects between periods or companies of interest expense, taxes, depreciation or amortization, which items
are affected by various and possibly changing financing methods, capital structure and historical cost basis and which items may
significantly affect net income between periods. We believe that including EBITDA and Adjusted EBITDA as financial and operating
measures henefits investors in(a) selecting between investing in usand other investmentalternatives and (b} monitoring our ongoing
financial and operaticnal strength and health in assessing whether to continue to hold our common and preferred units.

+  Liquidity. EBITDA and Adjusted EBITDA allow us to assess the ability of assets to generate cash sufficient to service debt, make
distributicns and undertake capital expenditures. By eliminating the cash flow effect resulting from our existing capitalization and
other items such as dry-docking expenditures, deferred mobilization revenue and expenditure, working capital changes and foreign
currency exchange gains and losses {(which may vary significantly from period to period), EBITDA and Adjusted EBITDA provide
consistent measures of our ability to generate cash over the iong term. Management uses this information as a significant factor in
determining {a) our proper capitalization structure (including assessing how much debt to incur and whether changes te the
capitalization should be made) and {b) whether to undertake material capital expenditures and how to finance them, all in fight of
existing cash distribution commitments to common and preferred unitholders. Use of EBITDA and Adjusted EBITDA as liquidity
measures also permits investors to assess our fundamental ability to generate cash sufficient to meet cash needs, including
distributicns on our common and preferred units.

Neither EBITDA nor Adjusted EBITDA, should be considered as an alternative to net income, cash flow from operating activities or any other
measure of financial performance or liquidity presented in accordance with GAAP. EBITDA and Adjusted EBITDA exciude some, but not all,
items that affect netincome and these measures may vary among other companies. Therefore, EBITDA and Adjusted EBITDA as presented
in this Annual Report may nct be comparable to similarly titled measures of other companies.

The following table reconciles our historical consolidated EBITDAand Adjusted EBITDAto netincome, and our historical consolidated Adjusted
EBITDA to net operating cash flow.
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Year Ended December 31,
2016 2015 2014 2013 2012
(in thousands of US Dollars)

Reconciliation of “EBITDA” and “Adjusted
EBITDA” to “Net income”:

Net income from continuing operations 44 475 100,143 17,656 76,557 105,447
Depreciaticn and amortization 300,011 274 599 198,553 198,006 189,364
Interest expense, net of interest income 139,354 122,205 87,662 60,294 46,481
Income tax expense (recovery) 8,808 (21,357) 2,179 2,225 (10,477)

EBITDA 492,648 475,590 306,050 338,082 330,815
Write-down and loss (gain) of sale of

vessels 40,079 69,998 1,638 76,782 24,542
Restructuring charge (recovery) 4,649 568 (225) 2,607 1,115
Unrealized (gain) loss on derivative

instruments (86,467) 51,072 180,156 (91,837) (39,538)
Realized loss on interest rate swaps 52,819 71617 55,588 94,848 58,596
Foreign exchange loss (gain)" 60,932 (44,267) (77,813) (33,318) 11,015
Loss on bond repurchase — — — 1,759 —
Amortization of in-process revenue

contracts (12,779) (12,745) (12,744) (12,704) (12,634)
Cancellation of two UMS newbuildings™ 23,401 — — — —
Adjustments relating to equity income 12,499 19,647 15,218 6,057 —
Adjustments relating to discontinued

operations'"’ — — — 15,169 31,332

Adjusted EBITDA 587,781 631,480 467,868 397,445 405,243

Reconciliation of “Adjusted EBITDA” to “Net
operating cash flow’:

Net operating cash flow 353,814 371,221 160,186 255,387 267,494
Expenditures for dry docking 26,342 13,060 36,221 14,332 19,122
Interest expense, net of interest income 139,354 122,205 87,662 60,294 46,481
Current income tax expense (recovery) 3,954 1,650 1,280 75 (1.669)
Realized loss on interest rate swaps 52,819 71817 55,588 94 848 58,596
Equity income, net of dividends received 10,727 (171) (6.462) 6,731 —
Change in working capital (74,218) (25,903) 111,484 (51,999) 17,447
Restructuring charge (recovery) 4,649 568 (225) 2,607 1,115
Loss on bond repurchase — — — 1,759 —
Deferred mobilization revenue and costs (7,053} 38,938 10,205 5,051 —
Realized (gain) loss on cross currency

swaps 53,497 10,140 1,892 (8,363) (2,992)
Canceilation of two UMS newbuildings™ 23,401 — — — —
Other, net (12,004) 8,508 (5,891) 5,556 (1,173)
Adjustments relating to equity income" 12,499 19,647 15,218 6,057 —
Interest expense, net of interest income

related to discontinued operations™ — — — 110 822

Adjusted EBITDA 587,781 631,480 467,868 397,445 405,243

0}

(i)

(iii}

Foreign exchange loss (gain} excludes the unrealized gain of $46.1 million in 2016 (2015 - loss of $61.7 million, 2014 —loss of $84.0 million, 2013 -
loss of $38.6 million and 2012 — gain of $10.7 milion) on cross currency swaps, which isincorporated in unrealized (gain) loss on derivative instruments
in the table.

In June 2016, as part of our financing initiatives, we canceled the construction contracts for our two UMS newbuildings. As a result, we accrued for
potential damages resulting from the cancellaticns and reversed contingent liabilities previously recorded that were relating to the delivery ofthe UMS
newbuildings. This net loss provision of $23.4 million for the year ended December 31, 2016 is reported in Other {expense) income - net in our
consolidated statements of income. The newbuilding contracts are held in our separate subsidiaries and obligations of these subsidiaries are non-
recourse to us. For additional information, please read Item 18 - Financial Statements: Nete 14¢ Commitments and Contingencies.

Adjustments relating to equity income, which is a non-GAAP measure, should not be considered as an alternative to equity income or any cther
measure of financial perfermance or liquidity presented in accordance with GAAP. Adjustments relating to equity income exclude some, but not all,
items that affect equity income and these measures may vary among other companies. Therefore, adjustments relating to equity income as presented
in this Annual Report may not be comparable to similarly titled measures of other companies. When using Adjusted EBITDA as a measure of liquidity
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it should be noted that this measure inciudes the Adjusted EBITDA from our equity accounted for investments. We do not have control over the
operations, nor do we have any legai claim to the revenue and expenses of our equity accounted for investments. Consequently, the cash flow
generated by cur equity accounted for investments may not be available for use by us in the period generated. Adjustments relating to equity income
from our equity accounted joint ventures are as follows:

Year Ended December 31,

2018 2015 2014 2013 2012
Depreciation and amortization 8,715 8,356 8,085 4,239 —
Interest expense, net of interest income 3,541 4234 3,837 2715 —
Income tax expense (recovery) 372 161 (33) (184) —
Unrealized (gain} loss on derivative instruments (2,579} 4137 410 (2,302) —
Realized loss on interest rate swaps 1,774 2,469 2,819 1,589 —
Write-down and loss on sale of equipment 676 290 — — —
Adjustments relating to equity income 12,499 19,647 15,218 6,057 —

{iv) Adjustments relating to discontinued operations, which is a non-GAAP measure, should not be considered as an alternative to net (loss) income from
discontinued cperations or any other measure of financial performance or liquidity presented in accordance with GAAP. Adjustments relating to
discontinued operations exciude some, but not all, items that affect net (loss) income from discontinued operations and these measures may vary
among other companies. Therefore, adjustments relating to discontinued operations as presented in this Annual Report may not be comparable to
similarly titled measures of other companies. When using Adjusted EBITDA as a measure of liquidity it should be noted that this measure includes
the Adjusted EBITDA from discontinued operations. Adjustments relating to our discontinued operations are as follows:

Year Ended December 31,

2016 2015 2014 2013 2012
Net (loss) income from discontinued operations — — — (4,642) 17,568
Cepreciation and amortization — — — 1,236 5,267
Interest expense, net of interest income — — — 110 822
Write-down and loss on sale of vessels — — — 18,465 7.675
Adjustments relating to discontinued operations — — — 15,169 31,332

(8) Average number of vessels consists of the average number of owned and chartered-in vessels that were in our possession during
the period, including the Dropdown Predecessor and those in discontinued operations. For 2016, 2015 and 2014 this includes two
FFSQ units, and for 2013 one FPSC unit, in our equity accounted joint ventures, of which we have 50% ownership interests in, at
100%.

Risk Factors

Some of the following risks relate principally to the industry in which we operate and to our business in general. Other risks relate principally
to the securities market and to the ownership of our 6.00% nctes due 2019 (the Notes) and common, preferred and convertible preferred
units and our warrants. The occurrence of any of the events described in this section could materially and adversely affect our business,
financial condition, operating results and ability to pay interest, principal or distributions on, and the trading price of our Notes and common,
preferred and convertible preferred units.

Qur cash flow depends substantially on the ability of our subsidiaries to make distributions to us.

The source of our cash flow includes cash distributions from our subsidiaries. The amount of cash our subsidiaries can distribute to us
principally depends upon the amount of cash they generate from their operations, which may fluctuate from guarter to quarter hased on,
among other things:

» therates they obtain from their charters, voyages and contracts of affreightment (whereby our subsidiaries carry an agreed guantity of
cargo for a customer over a specified trade route within a given period of time);

+ thepriceand level of production of, and demand for, crude oil, particutarly the level of production at the offshore oil fields our subsidiaries
service under contracts of affreightment;

+  the operating performance of our FPS0 units, whereby receipt of incentive-based revenue from our FPSO units is dependent upon the
fuifillment of the applicable performance criteria;

~ thelevel of their operating costs, such as the cost of crews and repairs and maintenance;
+ the number of off-hire days for their vessels and the timing of, and number of days required for, dry docking of vessels;

+ therates, if any, at which our subsidiaries may be able to redeploy shuttle tankers in the spot market as conventional oil tankers during
any periods of reduced or terminated oil production at fields serviced by contracts of affreightment;
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+ therates, if any, at which our subsidiaries may be able to redeploy vessels, particularly FPSO units. after they complete their charters
or contracts and are redelivered to us;

» the ahility of our subsidiaries to contract our newbuilding vessels, including our newbuilding towage vessels, and the rates thereon (if
any),

» delays in the delivery of any newbuildings or vessels undergoing conversion or upgrades and the beginning of payments under charters
relating to those vessels;

~  prevailing global and regional economic and political conditions;

~  currency exchange rate fluctuations; and

~ the effect of governmental regulations and maritime self-requlatory organization standards on the conduct of business.

The actual amount of cash our subsidiaries have available for distribution also depends on other factors such as:

+  thelevel of their capital expenditures. including for maintaining vessels or converting existing vessels for other uses and complying with
regulations;

»  their debt service requirements and restrictions on distributions contained in their debt agreements;

» fluctuations in their working capital needs;

~  their ability to make working capital borrowings; and

~ the amount of any cash reserves, including reserves for future maintenance capital expenditures, working capital and other matters,
established by the board of directors of our general partner at its discretion.

The amount of cash our subsidiaries generate from operations may differ materially from their profit or loss for the period, which will be affected
by non-cash items and the timing of debt service payments. As a result of this and the other factors mentioned above, our subsidiaries may
make cash distributions during periods when they record losses and may not make cash distributions during periods when they record net
income.

Qur ability to pay distributions on our units, and the amount of distributions that we pay, largely depends upon the distributions
that we receive from our subsidiaries, and we may not have sufficient cash from operations to enable us to maintain or increase
distributions.

The source of our earnings and cash flow inciudes cash distributions from our subsidiaries. Therefore, the amount of distributions we are able
to make to our unitholders will fluctuate based on the level of distributions made to us by our subsidiaries. Our subsidiaries may not make
quarterly distributions at a level that will permit us to maintain or increase our quarterly distributions in the future. In addition, while we would
expect to increase or decrease distributions to our common unitholders if our subsidiaries increase or decrease distributions to us, the timing
and amount of any such increased or decreased distributions will not necessarily be comparable to the timing and amount of the increase or
decrease in distributions made by our subsidiaries to us.

Our ability to distribute to our unitholders any cash we may receive from our subsidiariesis or may be limited by a number of factors, including,
among others:

~  interest expense and principal payments on any indebtedness we incur;

~ distributions on any preferred units or convertible preferred units we have issued or may issue;
~  capital expenditures related to committed projects;

~ changesin our cash flows from operations;

~  restrictions on distributions contained in any of our current or future debt agreements;

~ fees and expenses of us, our general partner, its affiliates or third parties we are required to reimburse or pay, including expenses we
incur as a result of being a public company:

+ failure toraise a cash amountfrom the issuance of equity that matches or exceeds cash distributions paid to third party common unitholders
within six months following the payment of such distributions; and

»  reserves the board of directors of our general partner believes are prudent for us to maintain for the proper conduct of our business or
to provide for future distributions, including reserves for future capital expenditures and for anticipated future credit needs.

Many of these factors reduce the amount of cash we may otherwise have available for distribution. Ve may not he able to pay distributions,
and any distributions we do make may not be at or above our current level of quarterly distribution. The actual amount of cash thatis available
for distribution to our unitholders depends on several factors, many of which are heyond the control of us or our general partner.

in 2016, we issued significant amounts of additional common units and other equity securities to finance vessel acquisitions and
organic growth projects, to repay or refinance debt obligations and to fund capital expenditures and estimated funding gaps, and
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we expect to issue additional common units or other equity securities in the future. The issuance of additional common units and
other equity securities may be dilutive to unitholders, and increases the risk that we will not have sufficientavaifable cash to maintain
or increase cash distribution levels to our unitholders. As a result, we may not have sufficient cash from operations to enable us
to pay the current level of distributions on our units or to maintain or increase distributions.

Our ability to distribute to our unitholders any cash we may receive from our subsidiaries is or may be limited by a number of factors. During
2016, we issued the following common units and equity securities:

~ 21,978,022 common units as part of the financing initiatives completed during the second quarter of 2016;
. 4,000,000 Series D Preferred Units and warrants exercisable for up to 6,750,000 common units;
. 8,323,802 common units in consideration for the exchange and cancellation of 1,920,668 Series C Preferred Units; and

+ 8,517,745 Series C-1 Preferred Units in consideration for the exchange and canceilation of the remaining 8,517,745 Series C Preferred
Units.

Under the terms of the Series C-1 Preferred Units and the Series D Preferred Units, for the eight consecutive quarters ending March 31, 2018,
we may, at our discretion, make distributions on such preferred units in cash, common units, or a combination of cash and common units. in
June 2016, in connection with the completion of our financing initiatives, we agreed that, until we repay amounts outstanding under cur
Norwegian Kroner bonds maturing 2018, we will only pay distributions to holders of Series C-1 Preferred Units and Series D Preferred Units
in common units, except that, at any time with respect of the Series C-1 Preferred Units, and at any time after June 29, 2018 with respect to
the Series D Preferred Units, we may pay distributions to holders of Series C-1 Preferred Units and Series D Preferred Units, respectively,
in cash, upon condition that the amount of such cash distributions are matched or exceeded by the proceeds of additional equity raised by
us in advance of, or within six months following, payment of the cash distributions. In addition. we agreed that, during the same period, we
will only pay distributions in cash to third party hotders of our common units if the amount of such cash distributions is matched or exceeded
by the proceeds raised through the issuance of additional equity in advance of, or within six months following, the payment of such distributions.
Also in connection with completion of the financing initiatives, we agreed that, until our Norwegian Kroner bonds maturing in 2018 have heen
repaid, all cash distributions {other than with respect to distributions, if any, on incentive distribution rights) to be paid to Teekay Corporation
or its affiliates. including our general partner, will instead be paid in common units. In connection with extending to January 2019 the maturity
date of $200 million in obligations owing to Teekay Corporation, we modified the terms of the note to provide that one half of the 10.0% per
annum interest will be paid in common units or in cash provided the amount of such cash interest payments is matched or exceeded by the
proceeds raised through the issuance of additional equity in advance of, or within six months following. such interest payments.

See “ltem 5. Operating and Financial Review and Prospects-Management’s Discussion and Analysis of Financial Condition and Results of
Operations--Liquidity and Capital Resources--Liquidity and Cash Needs’ for a further description of the fransactions described above.

These recentissuances of additional equity securities have resulted in unitholder dilution and increased the aggregate amount of cash required
to maintain our quarterly distributions to unitholders, once we resume making distributions to all unitholders with cash. issuing additional
equity securities in the future may result in further unitholder dilution and further increase the aggregate amount of cash required to maintain
quarterly distributions on our common units.

Qur ability to grow and to meet our financial needs may be adversely affected by our cash distribution policy.

Cur cash distribution policy, which is consistent with our partnership agreement, requires us to distribute all of our available cash (as defined
in our partnership agreement) each quarter. Accordingly, our growth may not be as fast as businesses that reinvest their available cash to
expand ongoing operations.

In determining the amount of cash available for distribution, the board of directors of our general partner, in making the determination on cur
behalf, approves the amount of cash reserves to set aside, including reserves for future capital expenditures, anticipated future credit needs,
working capital and other matters. We also rely upon external financing sources, including commercial borrowings and proceeds from debt
and equity offerings, to fund our capital expenditures. Accordingly, to the extent we do not have sufficient cash reserves or are unabie to obtain
financing, our cash distribution policy may significantly impair our ability to meet our financial needs or to grow.

Global crude oil prices have significantly declined since mid-2014. This decline, comhined with other factors beyond our controf, has adversely
affected energy and master limited partnership capital markets and available sources of financing. Based on upcoming capital requirements
for our committed growth projects and scheduled debt repayment chligations, coupled with uncertainty regarding how long it will take for the
energy and master limited partnership capital markets to normalize, we believe itis in the best interests of our common unitholders to conserve
more of our internally generated cash flows to fund these projects and to reduce debt levels. As a result, in December 2015, we reduced our
quarterty cash distributions per common unit to $C. 11 per common unit, and our near-to-medium-term business strategy is primarily focused
on funding and implementing existing growth projects and repaying or refinancing scheduled debt obligations rather than pursuing additional
growth projects. Our distributions in 2016 were all paid at this reduced rate. Despite significant weakness in the global energy and capital
markets, our operating cash flows remain targely stable and are expected to grow as we take delivery of our various capital projects, supported
by a large and well-diversified portfolio of fee-based contracts with high-quality counterparties.
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Current market conditions fimit our access to capital and our growth prospects.

We have refied primarily upon bank financing and debt and equity offerings to fund our growth. Current depressed market conditions in the
energy sector and for master limited partnerships have significantly reduced our access to capital, particularly equity capital. Debt financing
orrefinancing may not be available on acceptable terms, if at all. Issuing significant additional common equity given current market conditions
would be highly dilutive and costly. Lack of access to debt or equity capital at reasonable rates will adversely affect our growth prospects and
our ability to refinance debt. make payments on our Notes and make distributions to our unitholders.

Qur ability to repay or refinance our debt obligations and to fund our capital expenditures and estimated funding gaps will depend
on certain financial, business and other factors, many of which are beyond our control. To the extent we are able to finance these
obligations and expenditures with cash from operations or by issuing debt or equity securities, our ability to make cash distributions
may be diminished or our financial leverage may increase or our unitholders may be diluted. Our business may be adversely affected
if we need to access other sources of funding.

To fund our existing and future debt obligations and capital expenditures, we will be required to use cash from operations, incur horrowings
including securing debt financing on our under-levered and unmortgaged vessels, enter into sale-leaseback transactions, raise capital through
the sale of assets or partial interests in certain assets or joint venture entities, debt or additional equity securities and/or seek to access other
financing sources, including loans from our sponsor, Teekay Corporation. Qur ability to draw on committed funding sources, potential funding
sources and ourfuturefinancial and operating performance wilibe affected by prevailing economic conditions and financial, husiness, reguiatory
and other factors, many of which are beyond our control.

Ifwe are unable to access additional bank financing and generate sufficient cash flow to mest our debt, capital expenditure and other business
requirements, we may be forced te take actions such as:

. restructuring our debt;

»  seeking additional debt or equity capitai;

»  selling additional assets or equity interests in certain assets or joint ventures;

. further reducing cash distributions;

»  reducing, delaying or cancelling our business activities, acquisitions, investments or capital expenditures; or

~  seeking hankruptcy protection.

Such measures might not be successful, and additionai debt or equity capital may not be available on acceptable terms or enable us to meet
our debt, capital expenditure and other obligations. Some of such measures may adversely affect our husiness and reputation. In addition,
our credit agreements may restrict our ability to implement some of these measures.

Use of cash from operations for capital purposes will reduce cash available for distribution to unitholders. Our ability to obtain bank financing
or to access the capital markets for future offerings may be limited by our financial condition at the ime of any such financing or offering as
well as by adverse market conditions in general. Even if we are successful in obtaining necessary funds, the terms of such financings could
limit our ability to pay cash distributions to unithclders or operate our business as currently conducted. In addition, incurring additional debt
may significantlyincrease ourinterestexpense and financial leverage, and issuing additional equity securities mayresultin significantunitholder
dilution and would increase the aggregate amount of cash required to maintain our quarterly distributions to unitholders.

The sale of partial interests of certain assets will reduce cash from operations and the cash availabie for distributicn to unitholders.

Primarily as a result of the working capital deficit and committed capital expenditures, over the one-year period following the issuance of cur
2016 consolidated financial statements we will need to obtain additional sources of financing, in addition to amounts generated from operations,
to meet our minimum liquidity requirements under our financial covenants. These anticipated sources of financing include refinancing debt
facilities that mature during the one-year period, raising additional capital through equity issuances, increasing amounts available under
existing debt facilities and entering into new debt facilities, negotiating extensions or redeployments of existing assets and the sale of partial
interests of assets. We are actively pursuing the funding alternatives descrined above, which we consider probahie of completion hased on
our history of being able to raise equity, refinance loan facilities for similar types of vessels, and indicative offers received from potential
investors for partial interests in certain assets. We are in various stages of completion on these matters.

We have limited current liquidity.

As at December 31, 2016, we had total liquidity of $260.7 million, consisting of $227.4 million of cash and cash equivalents and $33.3 million
of undrawn long-term borrowings under our revolving credit facilities, subject to limitations in the credit facilities. As at December 31, 2016,
we had a working capital deficit of $398.0 million. Our limited availability under existing credit facilities and our current working capital deficit
could {imit our ability to meet our financial obligations and growth prospects. Ve expect to manage our working capital deficit primarily with
net operating cash flow, issuing equity securities, debt financing and refinancings, divesting assets and our existing liquidity. However, there
can he no assurance that any such funding will be available to us on acceptable terms, if at all.
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We must make substantial capital expenditures to maintain the operating capacity of our fleet, which reduces cash available for
distribution. In addition, each quarter our general partner is required to deduct estimated maintenance capital expenditures from
operating surplus, which may resulit in less cash available to unitholders than if actual maintenance capital expenditures were
deducted.

We must make substantial capital expenditures to maintain, over the fong term, the operating capacity of our fleet. Maintenance capital
expenditures include capital expenditures associated with dry docking a vessel, modifying an existing vessel or acquiring a new vessel to the
extent these expenditures are incurred to maintain the operating capacity of our fleet. These expenditures could increase as a result of changes
in:

. the cost of labor and materials;

+  customer requirements;

. increases in fleet size or the cost of replacement vessels;

+ governmental regulations and maritime self-regulatory organization standards relating to safety, security or the environment; and

»  competitive standards.

In addition, actual maintenance capital expenditures vary significantly from quarter to quarter hased on the number of vessels dry docked
during thatquarter. Certain repair and maintenanceitems are more efficient to complete while avessel isin dry dock. Consequently, maintenance
capital expenditures will typically increase in periods when there is an increase in the number of vessels dry docked. Significant maintenance
capital expenditures reduce the amount of cash that we have available to make payments on our Notes and for distribution to cur unitholders.

Our partnership agreement requires our general partner to deduct our estimated, rather than actual, maintenance capital expenditures from
operating surplus each quarter in an effort to reduce fluctuations in operating surplus (as defined in our partnership agreement). The amount
of estimated maintenance capital expenditures deducted from operating surplus is subject to review and change by the Conflicts Committee
of our general partner at least once a year. In years when estimated maintenance capital expenditures are higher than actual maintenance
capital expenditures, the amount of cash available for distribution to unitholders is lower than if actual maintenance capital expenditures were
deducted from operating surplus. If our general partner underestimates the appropriate level of estimated maintenance capital expenditures,
we may have less cash available for distribution in future periods when actual capital expenditures begin to exceed our previous estimates.

We require substantial capital expenditures and generally are required to make significant instaliment payments for acquisitions
of newbuilding vessels or for the conversion of existing vessels prior to their delivery and generation of revenue.

Currently, the total cost for an Aframax or Suezmax-size shuttle tanker is approximately $85 to $150 million, the cost of an FSO unit is
approximately $50to $250 million and the cost of an FPSQ unitis approximately $200 millionto $3 billion, although actual costsvary significantly
depending on the market price charged by shipyards, the size and specifications of the vessel, governmental regulations and maritime self-
regulatory organization standards. The cost of a newbuilding towing and offshore installation vessel is approximately $60 to $65 million.

We and Teekay Corporation regularly evaluate and pursue opportunities to provide marine transportation services and offshore oil production
and storage services for new or expanding offshore projects. Under an omnibus agreement that we have entered into in connection with our
initial public offering, Teekay Corporation is required to offer to us, certain shuttle tankers, FSC units and FPSO units Teekay Corporation
owns or may acquire in the future, provided the vessels are servicing contracts with remaining durations of greater than three years. Ve may
also acquire other vessels that Teekay Corporation may offer us from time to time and pursue direct acquisitions from third parties and new
offshore projects. Neither we nor Teekay Corperation may be awarded charters or contracts of affreightment refating to any of the projects
we pursue or it pursues, and we may choose not to purchase the vessels Teekay Corporation is required to offer to us under the omnibus
agreement. If we elect pursuant to the omnibus agreement to obtain Teekay Corporation’s interests in any projects Teekay Corporation may
be awarded, or if we bid on and are awarded confracts relating to any offshore project, we will need to incur significant capital expenditures
to buy Teekay Corporation's interest in these offshore projects or to build the offshore units.

We typically must pay between 10% to 20% of the purchase price of a shuttle tanker or towing and offshore installation vessel upon signing
the purchase contract, even though delivery of the completed vesse! will not occur until much later (approximately two to three years from
the time the order is placed). During the construction period, we generally are required to make installment payments on newbuildings prior
to their delivery, in addition to incurring financing, miscellaneous construction and project management costs. If we finance these acquisition
costs by issuing debt or equity securities, we will increase the aggregate amount of interest or cash required to maintain our current level of
quarterly distributions to unitholders prior to generating cash from the operation of the newbuilding.

Our substantial capital expenditures may reduce our cash available for payments on our Notes and distribution to our unitholders. Funding
of any capital expenditures with debtmay significantly increase our interest expense and financial leverage, and funding of capital expenditures
through issuing additional equity securities may result in significant unitholder dilution. Cur failure to obtain the funds for future capital
expenditures could have a material adverse effect on our business, results of operations and financial condition and on our ability to make
payments on our Notes and cash distributions.
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Qur substantial debt levels may limit our flexibility in obtaining additional financing, refinancing credit facilities upon maturity,
pursuing other business opportunities and paying distributions.

As at December 31, 2016, our total debt was approximatety $3.2 billion and we had the ability to borrow an additionat $33.3 million under cur
revolving credit facilities, subject to limitations in the credit facilities. Ve plan to increase our total debt relating to our towing, and shuttle tanker
newbuildings and FPSO/FSC conversion projects. If we are awarded contracts for additional offshore projects or otherwise acquire additional
vessels or businesses, our consolidated debt may significantly increase. We may incur additional debt under these or future credit faciiities.
Our fevel of debt could have important consequences to us, including:

~ our ahility to obtain additional financing, if necessary, for working capital, capital expenditures, acquisitions or other purposes, and our
ability to refinance our credit faciliies may be impaired or such financing may not be available on faverable terms;

+ we will need a substantiai portion of our cash flow tc make principal and interest payments on our debt, reducing the funds that would
otherwise be available for operations, future business opportunities and distributions to unitholders:

» our debt level may make us more vulnerable than our competitors with less debt to competitive pressures or a downturn in our industry
or the economy generally; and

» our debt level may limit our flexibility in responding to changing business and economic conditions.

Our ability to service our debt depends upon, among other things, our future financial and operating performance, which will be affected by
prevailing economic conditions and financial, business, regulatory and other factors, some of which are beyond our control. If our operating
results are not sufficientto service our currentor future indebtedness, we will be forced to take actions such as further reducing cash distributions,
reducing, cancelling or delaying our business activities, acquisitions, investments or capital expenditures, selling assets, seeking torestructure
or refinance our debt, seeking additional debt or equity capital or seeking bankruptcy protection. Ve may not be able to effect any of these
remedies on satisfactory terms, or at all.

Financing agreements containing operating and financial restrictions may restrict our business and financing activities.

The operating and financial restrictions and covenants in our current financing arrangements and any future financing agreements could
adversely affect our ability to finance future operations or capital needs or to engage, expand or pursue our business activities. For example,
the arrangements may restrict the ability of us and our subsidiaries to:

+ incur or guarantee indebtedness;

~  change ownership or structure, including mergers, consclidations, liquidations and dissolutions;
+  make dividends or distributions;

+~  make certain negative pledges and grant certain liens;

. sell, transfer, assign or convey assets;

. make certain investments; and

+ enter into a new line of business.

Four of our revolving credit facilities are guaranteed by us and certain of our subsidiaries for all outstanding amounts and contain covenants
that require us to maintain minimum liguidity (cash, cash equivalents and undrawn committed revolving credit lines with at least six months
of maturity) in an amount equal to the greater of $75.0 million and 5.0% of our total consclidated debt. One revolving credit facility is guaranteed
by Teekay Corporation and contains a covenant that requires Teekay Gorporation to maintain an amount equal to the greater of a minimum
liquidity {cash and cash equivalents) of at least $50.0 miliion and 5.0% of Teekay Corporation’s total consolidated debt which has recourse
to Teekay Corporation. The revolving credit facilities are collateralized by first-priority mortgages granted on 21 of our vessels. together with
other refated security. The ability of Teekay Corporation or us to comply with covenants and restrictions contained in debt instruments may
be affected by events heyond their or our control, including prevailing economic, financtal and industry conditions. If market or other economic
conditions deteriorate, compliance with these covenants may be impaired. If restrictions, covenants, ratios or testsin the financing agreements
are breached, a significant portion or all of the obligations may become immediately due and payable, and the lenders commitment to make
further loans may terminate. This couid iead to cross-defaults under other financing agreements and resuit in obligations becoming due and
commitments being terminated under such agreements. Neither Teekay Corporation ner we might have, or be able to obtain, sufficient funds
to make these accelerated payments.

Cbligations under our credit facilities are secured hy certain vessels, and if we are unable to repay debt under the credit facilities, the lenders
could seek to foreclose on those assets. We have two revolving credit facilities and five term fcans that require us to maintain vessel values
to drawn principal balance ratio of a minimum range of 113% to 125%. As at December 31, 20186, these ratios ranged from 120% to 433%
and were in compliance with the minimum ratios required. The vessel values used in these ratios are the appraised values prepared by us
based on second-hand sale and purchase market data. Changes in the shuttle tanker, towing and offshore installation, UMS. FPSO or FSO
markets could negatively affect these ratios.

Furthermore, the termination of any of our charter contracts by our customers could result in the repayment of the debt facilities for which the
chartered vessels relate to.
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At December 31, 2016, we and Teekay Corporation were in compliance with all covenants in the credit facilities and long-term debt.
Restrictions in our debt agreements may prevent us or our subsidiaries from paying distributions.

The payment of principal and interest on our debt reduces cash available for distribution to us and on our units. in addition, our and our
subsidiaries’ financing agreements prohibit the payment of distributions upon the occurrence of the following events, among others:

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

~  failure to notify the lenders of any material oil spill or discharge of hazardous material, or of any action or claim related thereto;

~  bhreach or lapse of any insurance with respect to vessels securing the facilities;

~  breach of certain financial covenants;

~  failure to observe any other agreement, security instrument, obligation or covenant beyond specified cure periods in certain cases;
~  default under other indebtedness;

~  hankruptcy or insolvency events;

+ failure of any representation or warranty to be materially correct;

+ achange of control, as defined in the applicable agreement; and

+ amaterial adverse effect, as defined in the applicable agreement.

We derive a substantial majority of our revenues from a limited number of customers, and the loss of any such customers coulfd
result in a significant loss of revenues and cash flow.

We have derived, and we believe we will continue to derive, a substantial majority of revenues and cash fiow from a limited number of
customers. Royal Dutch Shell Plc (or Shefl, formerly BG Group Pic), Petroleo Brasileiro S.A. (or Petrobras) and Premier Qil {formerly E.ON
Ruhgras UK GP Limited or E.ON)accounted for approximately 30%, 19% and 10%, respectively, for cur consolidated revenues from continuing
operations during 2016. Sheli, Petrobras, Statoil ASA (or Statoifyand E.ON accounted for approximately 26%, 18%, 11% and 11%, respectively,
of our consolidated revenues from continuing operations during 2015, Petrobras, Statoil, E.ON and Repsol S.A. accounted for approximately
22%, 19%, 12% and 11%, respectively, of our consolidated revenues from continuing operations during 2014. No other customer accounted
for 10% or more of revenues from continuing operations during any of these periods. Please read “ltem 18 — Financial Statements: Note 5 —
Segment Reporting.”

We could lose a customer or the benefits of a contract if:

~  the customer fails to make payments because of its financial inability, disagreements with us or otherwise;
+  weagreetoreducethe payments due to us under a confract because of the customer’s inability to continue making the original payments;
+  the customer exercises certain rights to terminate the contract; or

~ the customer terminates the contract hecause we fail to deliver the vessel within a fixed period of time, the vessel is lost or damaged
beyond repair, there are serious deficiencies in the vessel or prelonged periods of off-hire, or we defauit under the contract.

In early-November 2016, the Arendal Spirit UMS experienced an operational incident relating to its dynamic positicning system. As a result
of this operational incident, and a gangway incident that occurred in April 2018, the charterer, Petrobras, initiated an operational review. Until
the results of the review are availabie, Petrobras has suspended its charter hire payments since November 2016. We have completed an
investigation to identify the cause of such incidents and have impiemented corrective actions. There is a risk that Petrobras may seek to
cancel the charter contract resulting from their operational review. If this occurs, the term |oan outstanding for the Arendal Spirit UMS, which
asat December 31, 2016 had a balance of $127.5 million, could hecome payable within 180 days of a cancellation. We are working te address
Petrobras concernsto hringthe unitbackinto operations assoon as possible. Should the contract be cancelled, it could resultin areclassification
of $112.5 million of long-term debt to the current portion of long-term debt unless we are able to obtain an extension from the ienders. A
cancellation of the charter contract or demand for repayment of the toan would adversely affect our resuit of operations, financial condition
and liquidity.

If we lose a key customer, we may be unable to obtain replacement long-term charters or contracts of affreightment and may become subject,
with respect to any shuttle tankers redeployed on conventional oil tanker trades, to the volatile spot market, which is highly competitive and
subject to significant price fluctuations. If a customer exercises its right under some charters to purchase the vessel, or terminate the charter,
we may be unable to acquire an adequate replacement vessel or charter. Any replacement newbuilding wouid not generate revenues during
its construction and we may he unable to charter any replacement vessel on terms as faverahle to us as those of the terminated charter.

Theloss of any of our significant customers or a reduction in revenues from them could have a material adverse effect on our business, results
of operations and financial condition and our ability to make cash distributions.
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Allegations of improper payments may harm our reputation and business

In May 2016, a former executive of Transpetro, the fransportation and logistics subsidiary of Petrobras, alleged in a plea bargain that a
subsidiary of ours, among a number of other shipping companies, purportedly made improper payments to local Brazilian agents. Such
payments were alleged to have been made by the subsidiary between 2004 and 2006, prior tc our initial public offering. in an aggregate
amount of approximately 1.5 million Brazilian Reals {less than $0.5 million at the December 31, 2016 exchange rate). Although we believe
we have robustanti-corruption programsin place, we have commenced aninternal investigation to determine the veracity of these allegations.
It is uncertain at this time how these allegations may affect us, if at all, including the possibility of penalties that could be assessed by the
relevant authorities. In addition, any dispute with Petrobras in connection with this matter may adversely affect our relationship with Petrobras.

In January 2015, through the Libra joint venture, our 50/50 joint venture with Odebrecht Cil & Gas S.A. (or O0G), we finalized the contract
with Petrobras to provide an FPSO unit for the Libra field located in the Santos Basin offshore Brazil. The contract will be serviced by a new
FPSC unit converted from our 1995-built shuttle tanker, the Navion Norvegia, which was sold by us to the joint venture. The converted unit
is scheduled to commence operationsin mid-2017 under a 12-year firm period fixed-rate contract with Petrobras and its international partners.
Senior Odebrecht S.A. personnel, including a former executive of OOG, have been implicated in corruption charges related to improper
payments to Brazilian politicians and political parties. Any adverse effect of these charges against OOG may harm our growth prospects and
results of operations operations and inhibit the near-term ability of our joint venture with OOG to drawdown on the existing loan facility to
fund the remaining amount of the Libra FFSO conversion.

We depend on Teekay Corporation and certain joint venture partners to assist us in operating our businesses and competing in
our markets.

We have entered into various services agreesments with certain direct and indirect subsidiaries of Teekay Corporation pursuant to which those
subsidiaries provide to us various servicesinciuding, in the case of the operating subsidiaries, substantially all of their managerial, operational
and administrative services (including vessel maintenance, crewing, crew training, purchasing, shipyard supervision, insurance and financial
services) and other technical and advisory services, and in the case of Teekay Offshore Partners L.P., varicus administrative services. Cur
operational success and ability to execute our growth strategy depend significantly upon the satisfactory performance of these services by
the Teekay Corporation subsidiaries. Our business will be harmed if such subsidiaries fail to perform these services satisfactorily or if they
stop providing these services.

In addition, we have entered into, and expect to enter into additional, joint venture arrangements with third parties to expand our fleet and
access growth opportunities. In particular, we rely on the expertise and relationships that our joint ventures and joint venture partners may
have with current and potential customers to jointly pursue FPSO projects and provide assistance in competing in new markets.

OCur ability to compete for offshore oil marine transportation, processing, offshore accommodation, support for maintenance and modification
projects, towing and offshore installation and storage projects and to enter into new charters or contracts of affreightment and expand our
customer relationships depends largely on our ability to leverage our relationship with Teekay Corporation or our joint venture partners and
their reputation and relationships in the shipping and offshore industries. If Teekay Corporation or our joint venture partners suffer material
damage to their reputation or refationships, it may harm the ability of us or other subsidiaries to:

~  renew existing charters and contracts of affreightment upon their expiration;

~  obtain new charters and contracts of affreightment;

~  successfully interact with shipyards during pericds of shipyard construction constraints;

~  obtain financing on commercially acceptable terms; or

+~  maintain satisfactory relationships with suppliers and other third parties.

If our ability to do any of the things described above is impaired. it could have a material adverse effect on our business. results of operations
and financial condition and our ability to make cash distributions.

A continuation of the significant declines in oil prices may adversely affect our growth prospects and results of operations.

Global crude oil prices have significantly declined since mid-2014. A continuation of lower oil prices or a further decline in oil prices may
adversely affect our business, results of operaticns and financial condition and our ability to make cash distributions, as a result of, among
other things:

~ areduction in exploration for or development of new offshore ¢il fields, or the delay or cancelation of existing offshore projects as energy
companies lower their capital expenditures budgets, which may reduce our growth opportunities;

~ areduction in or termination of production of oil at certain fields we service, which may reduce our revenuesunder volume-hased contracts
of affreightment, production-based components of our FPSO unit contracts or life-of-field contracts;

+ lowerdemand for vessels ofthe typeswe own and operate, which may reduce availabie charterrates and revenue tous upon redepioyment
of our vessels, in particular FPSC units, following expiration or termination of existing contracts or upon the initial chartering of vessels,
or which may result in extended periods of our vessels being idle between contracts;
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+  customers potentially seeking to renegotiate or terminate existing vessei contracts, failing to extend or renew contracts upon expiration,
or seeking to negotiate cancelable contracts;

» theinability or refusal of customers to make charter payments to us due te financial constraints or ctherwise; or

» declines in vessel values, which may resuit in fosses to us upon vessel sales or impairment charges against our earnings.

Qur growth depends on continued growth in demand for offshore oil transportation, processing and storage services, offshore
accommodation, and towing and offshore installation services.

Our long-term growth strategy focuses on expansion in the shuttle tanker, FSO, FPSO and towing sectors. Accordingly, our growth depends
on continued growth in world and regional demand for these offshore services, which could be negatively affected by a number of factors,
such as:

~ decreases in the actual or projected price of oil, which could lead to a reduction in or termination of production of oil at certain fields we
service or a reduction in exploration for or development of new offshore oil fields;

+ increases in the production of oil in areas linked by pipelines to consuming areas, the extension of existing, or the development of new,
pipeline systems in markets we may serve, or the conversion of existing non-oil pipelines to oil pipelines in those markets;

» decreases in the consumption of oil due to increases in its price relative to other energy sources, other factors making consumption of
oil less attractive or energy conservation measures;

~ availability of new, alternative energy sources; and

*  negative glohal or regional economic or political conditions, particularly in oil consuming regions, which could reduce energy consumption
or its growth. Reduced demand for offshore marine transportation, processing, storage services, offshore accommodation or towing and
offshore installation services would have a material adverse effect on our future growth and could harm our business, resuits of operations
and financial condition.

Because payinents under our contracts of affreightment are based on the volume of oil transported and a portion of the payments
under our FPS0O units operations contracts are based on the volume of oil produced, utilization of our shuttle tanker fleet, the
success of our shuttle tanker business and the revenue from our FPSO units depends upon continued production from existing or
new oil fields, which is beyond our contro! and generally declines naturally over time.

A portion of our shuttle tankers operate under contracts of affreightment. Payments under these contracts of affreightment are based upon
the volume of oil transported, which depends upon the level of oil production at the fields we service under the contracts. Payments made to
us under FPSO operations contracts are partially based on an incentive component. which is determined by the volume of oil produced. Ol
production levels are affected hy several factors, all of which are heyond our contrel, including: geologic factors, including general declines
in production that occur naturally over time; mechanical failure or operator error; the rate of technical developments in extracting oil and related
infrastructure and implementation costs; the availability of necessary drilling and other governmental permits; the availability of qualified
personnet and equipment; strikes, employee lockouts or other labor unrest; and regulatory changes. In addition, the volume of ¢il produced
may be adversely affected by extended repairs to oil field installations or suspensions of field operations as a result of oil spills or otherwise.

The rate of oil production at fields we service may decline from existing levels. If such a reduction occurs, the spot market rates in the
conventional oil tanker trades at which we may be able to redeploy the affected shuttle tankers may be lower than the rates previously eamed
by the vessels under the contracts of affreightment. We have an annual adjustment (within a specified range) to the daily base hire rate under
the Voyageur Spirit FP SO operations contract based on our operating performance. Premier Cil may terminate the Voyageur Spirit operations
contract if the Huntington field does not yield sufficient revenues, alithough thereis a significant termination fee. Low spot market rates for the
shuttle tankers or any idle time prior to the commencement of a new contract or our inability to redeploy any of our FPSO units at an acceptable
rate may have an adverse effect on our business and operating results.

The duration of many of our shuttle tanker, FSO and FP50 contracts is the life of the relevant oif field or is subject to extension by
the field operator or vessel charterer. If the oil field no longer produces oil or is abandoned or the contract term is not extended,
we will no longer generate revenue under the related contract and will need to seek to redeploy affected vessels.

Many of our shuttle tanker contracts have a “life-of-field” duration, which means that the contract continues until oil production at the field
ceases. If production terminates or the field is abandoned for any reason, we no longer will generate revenue under the related contract.
Other shuttie tanker, FSO and FPSO contracts under which our vessels operate are subject to extensions beyond their initial term. The
likelihood of these contracts heing extended may be negatively affected hy reductions in ol field reserves, low oil prices generally or other
factors. If we are unable to promptly redeploy any affected vessels at rates at least equal to those under the contracts, if at all, our operating
results will be harmed. Any potential redeployment may not be under long-term contracts, which may affect the stability of our cash flow and
our ability to make payments on our Notes and cash distributions.

The redeployment risk of FP50 units is high given their lack of alternative uses and significant costs.

FPSC units are specialized vessels that have very limited alternative uses and high fixed costs. In addition. FPSO units typically require
substantial capital investments prior to being redeployed to a new field and production service agreement. These factors increase the
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redeploymentrisk of FPSO units. Unless extended, two of cur FPSC production service agreements will expirein 2018 and a further agreement
will expire early 2019. Our clients may also terminate certain of our FPSO production service agreements prior to their expiration under
specified circumstances. Any idle time prior to the commencement of & new contract or our inability to redeploy the vessels at acceptable
rates may have an adverse effect on our business and operating results.

Future adverse economic conditions, including disruptions in the global credit markets, could adversely affect our results of
operations.

Commencing in 2007 and 2008, the global economy experienced an economic downturn and crisisin the glohal financial markets that produced
illiquidity in the capital markets, marketvolatility, and increased exposure tointerestrate and creditrisks and reduced access to capital markets.
Additionally. more recently, global crude oil prices have significantly declined since mid-2014 and this has adversely affected energy and
master limited partnership capital markets and available sources of financing. If there is continued economic instability in the future, we may
continue to face restricted access to the capital markets or secured debt lenders, such as our revolving credit facilities. This decreased access
to such resources could have a material adverse effect on our business, financial condition and results of operations.

Future adverse economic conditions or other developments may affect our customers’ ability to charter our vessels and pay for
our services and may adversely affect our business and results of operations.

Future adverse economic conditions or other devetopments relating directly to our customers may lead toa decline in our customers' cperations
or ahility to pay for our services, which could result in decreased demand for our vessels and services. Qur customers’ inability to pay for any
reason could also resudt in their default on our current contracts and charters. The decline in the amount of services requested by our customers
or their default on our contracts with them could have a material adverse effect on our business, financial condition and results of operations.

The results of our shuttie tanker operations in the North Sea are subject to seasonal fluctuations.

Due to harsh winter weather conditions, ¢il field operators in the North Sea typically schedule oil platform and other infrastructure repairs and
maintenance during the summer months. Because the North Seais one of ocur primary existing offshore oil markets, this seasonal repair and
maintenance activity contributes to quarter-to-quarter volatility in our results of operations, as oil production typically is lower in the second
and third quarters in this region compared with production in the first and fourth quarters. Because a portion of our North Sea shuttle tankers
operate under contracts of affreightment, under which revenue is based on the volume of oil transported, the results of these shuttie tanker
operations in the North Sea under these contracts generally reflect this seasonal production pattern. Vhen we redeploy affected shuttle
tankers as conventional oil tankers while platform maintenance and repairs are conducted, the overall financial results for the North Sea
shuttie tanker operations may be negatively affected as the rates in the conventional oil tanker markets at times may be lower than contract
of affreightment rates. In addition, we seek to coordinate some of the general dry-docking schedule of our fleet with this seasonality, which
may result in lower revenues and increased dry-docking expenses during the summer months.

Qur recontracting of existing vessels and our future growth depends on our ability to expand refationships with existing customers
and obtain new customers, for which we will face substantial competition.

Cne of our principal objectives is to enter into additional long-term, fixed-rate time charters and contracts of affreightment, including the
redeployment of our assets as their current charter contracts expire. The process of obtaining new long-term time charters and contracts of
affreightment is highly competitive and generaily involves an intensive screening process and competitive bids, and often extends for several
months. Shuttle tanker, FSO, FPSO, towing and offshore installation vessel and UMS confracts are awarded based upon a variety of factors
relating to the vessel operator, including:

»  industry relationships and reputation for customer service and safety;

+  experience and quality of ship operations;

»  quality, experience and technical capability of the crew;

~  relationships with shipyards and the ability to get suitable berths;

~  conhstruction management experience, including the ability to obtain on-time delivery of new vessels or conversions according to customer
specifications;

~  wilingness to accept operational risks pursuant to the charter, such as allowing termination of the charter for force majeure events; and

+~  competitiveness of the bid in terms of overall price.

We expect competiticn for providing services for potential offshore projects from other experienced companies, including state-sponsored
entities. Our competitors may have greater financial resources than us. This increased competition may cause greater price competition for
charters. As a result of these factors, we may be unabie to expand our relationships with existing customers or to obtain new customers on
a profitable hasis, if at all, which would have a material adverse effect on our husiness, results of operations and financial condition and our
ability to make payments on our Notes and cash distributions to unitholders.
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Delays in the operational start-up of FPSO units, deliveries of newbuilding vessels or of conversions or upgrades of existing vessels
could harm our operating results.

The operational start-up of FPSO units, the completion of final performance tests of FPSO units, or the deliveries of any newbuiidings or
vessel conversions or upgrades we may order or undertake could be delayed, which would delay our receipt of revenues under the charters
or other contracts related to the units or vessets. In addition, under some charters we may enter into, if the operational start-up or our delivery
of the newbuilding or converted vessel to our customer is delayed, we may be required to pay liquidated damages during the delay. For
prolonged delays, the customer may terminate the charter and, in addition to the resulting loss of revenues, we may be responsible for
substantial liquidated damages.

The operational start-up of FPSO units or completion and deliveries of newbuildings or of vessel conversions or upgrades could be delayed
because of:

» quality or engineering problems, the risk of which may be increased with FPSO units due to their technical complexity;
» changes in governmental regulations or maritime seif-regulatory organization standards;

~  work stoppages or other lahor disturhances at the shipyard;

~  hankruptcy or other financial crisis of the shipbuiider;

~ abacklog of orders at the shipyard;

~  political or economic disturhances;

~ weather interference or catastrophic event, such as a major earthquake or fire;

~  requests for changes to the original vessel specifications;

~ shortages of or delays in the receipt of necessary construction materials, such as steel,

~  inahility to finance the construction or conversion of the vessels; or

+ inabhility to obtain requisite permits or approvals.

If the operational start-up of an FPSO unit or the delivery of a vessel or of a conversion is materially delayed, it could adversely affect cur
results of operations and financial condition and our abiiity to make payments on our Notes and cash distributions to unitholders.

Charter rates for towing and offshore instaliation vessels may fluctuate substantially over time and may be lower when we are
attempting to charter our towing and offshore installation vessels, which could adversely affect operating results. Any changes in
charter rates for shuttle tankers, FSO or FPS0 units and UMS could also adversely affect redeployment opportunities for those
vessels.

Our ability to charter our towing and offshore instailation vessels will depend, among other things. on the state of the towage market. Towage
contracts are highly competitive and are based on the level of projects undertaken by the customer base. There also exists some volatility in
charterrates for shuttle tankers, FSO and FPSO units and UMS, which could affect our ability to charter or recharter these vessels at acceptable
rates, if at all.

QOver time, the value of our vessels may decline, which could adversely affect our operating results.

Values for shuttle tankers, FSO and FPSO units, towing and offshore installation vesseis and UMS units can fluctuate substantially over time
due to a number of different factors, including:

»  prevailing economic conditions in oil and energy markets;
» @ substantial or extended decline in demand for oil;

~  increases in the supply of vessel capacity;

~  competition from more technologically advanced vessels;

~  the cost of refrofitting or modifying existing vessels, as a result of technological advances in vessel design or equipment, changes in
applicable environmental or other regulations or standards, or otherwise; and

~ adecrease in oil reserves in the fields in which our FPSC units or other vessels are or might be deployed.

Vessel values may decline from existing levels. If the operation of a vessel is not profitable, or if we cannot re-deploy a vessel at attractive
rates upon termination of its contract, rather than continue to incur costs to maintain and finance the vessel, we may seek to dispose of it.
Our inability to dispose of the vessel at a reasonable value could result in aloss on its sale and adversely affect our results of operations and
financial condition. Further, if we determine at any time that a vessel's future useful fife and earnings require us to impair its value on our
financial statements, we may need to recognize a significant charge against our earnings.
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Climate change and greenhouse gas restrictions may adversely impact our operations and markets.

Due to concern over the risk of climate change, a number of countries have adopted, or are considering the adoption of, regulatory frameworks
to reduce greenhouse gas emissions. These regulatory measures include, among others, adoption of cap and trade regimes, carbon taxes,
increased efficiency standards, and incentives or mandates for renewable energy. Compliance with changesin laws, regulations and obligations
relating to climate change could increase our costs related to cperating and maintaining our vessels and require us to install new emission
controls, acquire allowances or pay taxes refated to our greenhouse gas emissions, or administer and manage a greenhouse gas emissions
program. Revenue generation and strategic growth opportunities may also he adversely affected.

Adverse effects upon the ol industry relating to climate change may also adversely affect demand for our services. Aithough we do not expect
that demand for oil will lessen dramatically over the short term, in the long term climate change may reduce the demand for oil or increased
regulation of greenhouse gases may create greater incentives for use of alternative energy sources. Any long-term material adverse effect
on the oil industry couid have a significant adverse financial and operational impact on our business that we cannot predict with certainty at
this time.

We may be unable to make or realize expected benefits from acquisitions, and implementing ourgrowth strategy through acquisitions
may harm our business, financial condition and operating results.

Our long-term growth strategy includes selectively acquiring existing shuttle tankers, FSO and FPSO units, towing and offshore installation
vessels and businesses that own or operate these types of vessels or husinesses that provide services to the offshore ¢if and gas industry.
Historically, there have heen very few purchases of existing vessels and businesses in the FSO and FPS0O segments. Factors that may
contribute to a limited number of acquisition opportunities for FSO units and FPSO units in the near term include the relatively small number
ofindependent FSO and FPSO fleet owners. In addition, competition from other companies, many of which have significantly greater financial
resources than do we or Teekay Corporation, could reduce our acquisition opportunities or cause us to pay higher prices. We entered the
long-distance ocean towage and offshore installation services business and maintenance and safety service husiness through our acquisitions
of ALP and Logitel in 2014.

Any acquisition of a vessel or business may not he profitable at or after the time of acquisition and may not generate cash flow sufficient to
justify the investment. In addition, our acquisition growth strategy exposes us to risks that may harm our business, financial condition and
operating results, including risks that we may:

~ fail to realize anticipated benefits, such as new customer relationships, cost-savings or cash flow enhancements;

+  Dbeunable to hire, train or retain qualified shore and seafaring personnel to manage and operate our growing business and fleet;
+ decrease our liquidity by using a significant portion of available cash or borrowing capacity to finance acquisitions;

+  significantly increase our interest expense or financial leverage if we incur additicnal debt to finance acquisitions;

+ incur or assume unanticipated liabilities, losses or costs associated with the business or vessels acquired; or

» incur other significant charges, such as impairment of goodwill or other intangible assets, asset devaluation or restructuring charges.

Unlike newbuiidings. existing vessels typically do not carry warranties as to their condition. While we generally inspect existing vessels prior
to purchase, such an inspection would normally not provide us with as much knowledge of a vessel's condition as we would possess if it had
heen built for us and operated hy us during its ife. Repairs and maintenance costs for existing vessels are difficult to predict and may be
substantially higher than for vessels we have operated since they were built. These costs could decrease our cash flow and reduce our
liquidity.

We may not he successful in our entry into new markets, which may have competitive dynamics that differ from markets in which we already
participate, and we may be unsuccessful in gaining acceptance in these markets from customers or competing against other companies with
more experience or larger fleets or resources in these markets. We alsc may not be successful in employing the HiLoad DF unit, which is
currently in fay-up, on contracts sufficient to recover our investment in the unit.

Qurand many of our customers’ substantial operations outside the United States expose us to political, governmental and economic
instability, which could harm our operations.

Because our operaticns are primarily conducted outside of the United States, they may he affected by economic, political and governmental
conditions in the countries where we engage in business, including Brazil, or where our vessels are registered. Any disruption caused by
these factors could harm our business, including by reducing the levels of oil exploration, development and preduction activities in these
areas. We derive some of our revenues from shipping cil from politically unstable regions, in particular, our operations in South America.
Conflicts in these regions have included attacks on ships and other efforts to disrupt shipping. Hostilities or other political instabiity in regions
where we operate or where we may operate could have a material adverse effect on the growth of our business, results of operations and
financial condition and ability to make cash distributions. In addition, tariffs, trade embargoes and other economic sanctions by the United
States or other countries against countries in SoutheastAsia, the Middle East or elsewhere as aresult of terrorist attacks, hostilities or otherwise
may limittrading activities with those countries, which could also harm our business and ability to make cash distributions. Finally, a government
could requisition one or more of cur vessels, which is most likely during war or national emergency. Any such requisition would cause a loss
of the vessef and could harm our cash flow and financial resuits.
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Marine transportation and oil production is inherently risky, particularly in the extreme conditions in which many of our vessels
operate. An incident involving significant loss of product or environmental contamination by any of our vessels could harm our
reputation and business.

Vessels and their cargoes and oil production faciliies we service are at risk of being damaged or lost because of events such as:

*~  marine disasters;

»~  badweather;

»  mechanical failures;

~ grounding. capsizing, fire, expiosions and coliisions;
~  piracy;

*~  human error. and

~ war and terrorism.

A portion of our shuttle tanker fleet and our towage fleet. an FSO unit, and the Vovageur Spirif and Petrojar! Knarr FPSO units operate in the
North Sea. Harsh weather conditions in this region and other regions in which our vessels operate may increase the risk of collisions, oil spills,
or mechanical failures.

An accident involving any of our vessels could result in any of the following:

~ death or injury to persons, loss of property or damage to the environment and natural resources;

~ delays in the delivery of cargo;

. loss of revenues from charters or contracts of affreightment;

« liabilities or costs to recover any spilled oil or other petroleum products and tc restore the eco-system affected by the spiil;
+ governmental fines, penalties or restrictions on conducting business;

+  higher insurance rates; and

+ damage to our reputation and customer relationships generaily.

Any of these results could have a material adverse effect on our business, financial condition and operating results. In addition, any damage
1o, or environmental contamination involving, ¢il production facilities serviced could suspend that service and result in loss of revenues.

Qur insurance may not be sufficient to cover losses that may occur to our property or as a result of our operations.

The operation of shuttle tankers, conventional oil tankers, FSO and FPSC units, towing and cffshore installation vessels and UMS, is inherently
risky. All risks may not he adequately insured against, and any particutar claim may not be paid by insurance. In addition, all but two of our
vessels, the Pefrojar! Knarr FPSO unit and Libra FPSO unit, are not insured against loss of revenues resulting from vessel off-hire time, based
on the cost of thisinsurance compared to our off-hire experience. Any significant off-hire time of our vessels could harm our business, operating
results and financial condition. Any ctaims relating to our operations covered by insurance would be subject to deductibles, and since it is
possible that a large number of claims may be brought, the aggregate amount of these deductibles could be material. Certain insurance
coverage is maintained through mutual protection and indemnity associations. and as a member of such associations we may be required to
make additionai payments over and above budgeted premiums if member claims exceed association reserves.

We may be unable to procure adequate insurance coverage at commercially reasonable rates in the future. For example, more stringent
environmental regulations haveled in the past to increased costs for, and in the future may result in the lack of availability of, insurance against
risks of environmental damage or pollution. A catastrophic oil spill or marine disaster or natural disaster could exceed the insurance coverage,
which could harm our business, financial condition and operating resuits. Any uninsured or underinsured loss could harm our business and
financial condition. In addition, the insurance may be voidable by the insurers as a result of certain actions, such as vessels failing to maintain
certification with applicable maritime regulatory organizations.

Changes in the insurance markets attributabie to terrorist attacks or political change may also make certain types of insurance more difficult
to obtain. In addition, the insurance that may be available may be significantly more expensive than existing coverage.

We may experience operational probiems with vessels that reduce revenue and increase costs.

Shuttie tankers, FSO and FPSO units, towing and offshore installation vessels and UMS are complex and their operations are technically
challenging. Marine transportation and oil production operations are subject to mechanical risks and problems as well as envirohmental risks.
OCperational problems may lead to loss of revenue or higher than anticipated operating expenses or require additional capital expenditures.
Any of these results could harm our business, financial condition and operating results.
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Terrorist attacks, piracy, increased hostilities or war could lead to further economic instability, increased costs and disruption of
business.

Terrorist attacks, piracy and the current or future conflicts in the Middle East and elsewhere, and pdlitical change may adversely affect our
business, operating results, financial condition, and ability to raise capital and future growth. Continuing hostilities in the Middle East and
elsewhere may fead to additional armed conflicts or to further acts of terrorism and civil disturbance in the United States or elsewhere, which
may confribute further to economic instability and disruption of oil production and distribution, which could result in reduced demand for our
services, impact on our operations and our ability to conduct business.

In addition, oil facilities, shipyards, vessels, pipelines, oil fields or other infrastructure could be targets of future terrorist attacks or warlike
operations and our vessels could be targets of pirates, hijackers, terrorists or warlike operations. Any such attacks could lead to, among other
things, bodily injury or loss of life, vessel or other property damage, increased vessel operational costs, including insurance costs, and the
inability to transport oil to or from certain locations. Terrorist attacks, war, piracy, hijacking or other events beyond our control that adversely
affect the distribution, production or transportation of oil to be shipped by us could entitie customers to terminate the charters and impact the
use of shuttle tankers under contracts of affreightment, towing and offshore installation vessels under voyage charters and FPSC units under
FPSOC contracts, which would harm our cash flow and husiness.

Acts of piracy on ocean-going vessels have continued to be a risk, which could adversely affect our business.

Acts of piracy have historically affected ocean-going vessels trading in regions of the world such as the Scuth China Sea, Gulf of Guinea and
the indian Ccean off the coast of Somalia. While there continues to be a significant risk of piracy in the Gulf of Aden and Indian Ocean, recently
there have been increases in the frequency and severity of piracy incidents off the coast of West Africa and a resurgent piracy risk in the
Straits of Malacca and surrounding waters. If these piracy attacks resuit in regions in which our vessels are deployed being named on the
Joint War Committee Listed Areas, war risk insurance premiums payable for such coverage can increase significantly and such insurance
coverage may be more difficuit to obtain. In addition, crew costs, including costs which may be incurred to the extent we employ on-hoard
armed security guards and escort vessels, 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, 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 husiness, financial condition
and results of operations.

The offshiore shipping and storage industry is subject to substantial environmental and other reguiations, which may significantly
limit operations or increase expenses.

Cur operations are affected by extensive and changing international, national and local environmental protection laws, regulations, treaties
and conventions in force in international waters, the jurisdictional waters of the countries in which our vessels operate, as well as the countries
of our vessels' registration, including those governing oil spills, discharges to air and water, and the handling and disposal of hazardous
substances and wastes. Many of these requirements are designed to reduce the risk of oil spills and other pollution. In addition, we believe
that the heightened environmental, quality and security concerns of insurance underwriters, regulators and charterers will lead to additional
regulatory requirements, including enhanced risk assessment and security requirements and greater inspection and safety requirements on
vessels. We expect to incur substantial expenses in compiying with these laws and regulations, including expenses for vessel modifications
and changes in operating procedures.

These requirements can affect the resale value or useful lives of our vessels, require a reduction 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 {ocal, national and foreign laws, as well as international
treaties and conventions, we could incur material liabilities, inciuding cleanup obligations, in the event that there is a release of petrcieum or
hazardous substances from our vessels or ctherwise in connection with our operations. We could also become subject to personal injury or
property damage claims relating to the release of or exposure to hazardous materials associated with our operations. In addition, faiiure to
comply with applicable laws and regulations may result in administrative and civil penalties, criminal sanctions or the suspension or termination
of our operations, including, in certain instances, seizure or detention of our vessels. Please see Item 4. Information on the Partnership — B.
Business Overview — Reguiations for important information on these regulations, including potential impacts on us.

Exposure to currency exchange rate fluctuations resuits in fluctuations in cash flows and operating results.

We currently are paid partly in Norwegian Kroner, British Pound and Brazilian Real under some of our time charters and FPSO confracts. in
addition, we have entered into services agreements with certain subsidiaries of Teekay Corporation pursuant to which those subsidiaries
provide various services to us. Under the services agreements, the applicable subsidiaries of Teekay Cerporation are paid in U.S. Dollars for
reasonabie direct and indirect expenses incurred in providing the services. A substantial majority of those expenses are in Norwegian Kroner.
Fluctuating exchange rates may result in increased payments by us under the services agreements if the strength of the U.S. Dollar declines
relative to the Norwegian Kroner. We have entered into foreign currency forward contracts to economically hedge portions of our forecasted
expenditures denominated in Norwegian Kroner. We aiso incur interest expense on our Norwegian Kroner-denominated bonds. We have
entered into cross-currency swaps to ecocnomically hedge the foreign exchange risk on the principal and interest payments on our Norwegian
Kroner honds.
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Many seafaring employees are covered by collective bargaining agreements and the failure to renew those agreements or any future
labor agreements may disrupt operations and adversely affect our cash flows.

A significant portion of Teekay Corporation’s seafarers that crew certain of our vessels and Norwegian-based onshore operational staff that
provide services to us are employed under collective bargaining agreements. Teekay Corporation may become subject to additional lakor
agreements in the future. Teekay Corporation may suffer labor disruptions if relationships deteriorate with the seafarers or the unions that
represent them. The coliective bargaining agreements may not prevent labor disruptions, particularly when the agreements are being
renegotiated. Salaries are typically renegotiated annually or hi-annually for seafarers and annually for onshore operational staff and higher
compensation levels will increase our costs of operations. Although these negotiations have not caused labor disruptions in the past, any
future labor disruptions could harm our operations and coutd have amaterial adverse effect on our business, results of operations and financial
condition.

Teekay Corporation and certain of our joint venture partners may be unable to attract and retain qualified, skilied employees or
crew necessary to operate our business, or may have to pay substantially increased costs for its employees and crew.

Our success depends in large part on Teekay Corporation’s ability to attract and retain highly skilled and qualified persennei. In crewing our
vessels, we require technically skilled employees with specialized training who can perform physically demanding work. Any inability we
experience in the future to hire, train and retain a sufficient number of qualified employees couid impair our ability to manage, maintain and
grow our husiness.

Teekay Corporation and its affiliates may engage in competition with us.

Teekay Corporation and its affiliates may engage in competition with us. Pursuant to an omnibus agreement we entered into in connection
with our initial public offering, Teekay Corporation, Teekay LNG Partners L.F. (NYSE: TGP) and their respective controlled affiliates (other
than us and our subsidiaries) generally have agreed not to engage in, acquire or invest in any business that owns, operates or charters (a)
dynamically-positioned shuttle tankers (other than those operating in the conventional oil tanker trade under contracts with a remaining duration
of less than three years, excluding extension options), (b) FSO units or {¢} FPSO units (collectively “Cffshore Vessels”) without the consent
of our general partner. The omnibus agreement, however, allows Teekay Corporation, Teekay LNG Partners L.P. and any of such controlled
affiliates to:

»~ own, operate and charter Offshore Vesselsif the remaining duration of the time charter or contract of affreightment for the vessel, excluding
any extension options, is less than three years;

~ own, operate and charter Offshore Vessels and related time charters or contracts of affreightment acquired as part of a husiness or
package of assets and operating or chartering those vessels if a majority of the value of the total assets or husiness acquired is not
attributable to the Offshore Vessels and related contracts, as determined in gocd faith by Teekay Corporation’s Board of Directors or the
conflicts committee of the Board of Directors of Teekay LNG Partners L.P’s general partner, as applicable; however, if at any time Teekay
Corporation or Teekay LNG Partners L.P. completes such an acquisition, it must, within 365 days of the closing of the transaction, offer
to sell the Offshore Vessels and related contracts to us for their fair market value plus any additional tax or other similar costs to Teekay
Corporation or Teekay LNG Partners L.P. that would be required to transfer the vessels and contracts to us separately from the acquired
business or package of assets; or

. own, operate and charter Offshore Vessels and related time charters and contracts of affreightment that relate to tenders, hids or awards
for an offshore project that Teekay Cerporation or any of its subsidiaries submits or receives; however, at least 365 days after the delivery
date of any such Offshore Vessel, Teekay Corporation must offer to sell the vessel and related time charter or contract of affreightment
to us, with the vessel valued (a) for newbuildings originally contracted by Teekay Corporation, atits “fully-built-up cost” (which represents
the aggregate expenditures incurred (or to be incurred prior to delivery to us) by Teekay Cerporation to acquire, construct and/or convert
and bring such Offshore Vessel to the condition and location necessary for our intended use, plus project development costs for completed
projects and projects that were not completed but, if completed, would have been subject to an offer to us) and (b) for any other vessels,
Teekay Corporation’s cost to acquire a newbuilding from a third party or the fair market value of an existing vessel, as applicable, plus
in each case any subsequent expenditures that would be included in the “fully-built-up cost” of converting the vessel prior to delivery to
us.

If we decline the offer to purchase the Offshore Vessels and time charters described above, Teekay Corporation or Teekay LNG Parthers L.F.,
as applicable, may own and operate the Cffshore Vessels, but may not expand that portion of its business.

In addition, pursuant to the omnibus agreement, Teekay Corporation, Teekay LNG Partners L.P. and any of their respective controiled affiliates
(other than us and our subsidiaries) may:

*  acquire, operate and charter Offshore Vessels andrelated time chartersand contracts of affreightment if our general partner has previously
advised Teekay Corporation or Teekay LNG Partners L.P. that our general partner’s Board of Directors has elected, with the approval of
its Conflicts Committee, notto cause us or our controlied affiliates to acquire or operate the vessels and related time charters and contracts
of affreightment;

+~ acquire up to a 8.9% equity ownership, voting or profit participation interest in any publicly-traded company that engages in, acquires or
invests in any business that owns or operates or charters Offshore Vessels and related time charters and contracts of affreightment; or

25

02.11.2020 kI 18:14 Brgnngysundregistrene Side 43 av 175



EE- Brgnngysundregistrene Arsregnskap regnskapséaret 2016 for 994034405

+  provide ship management services relating to owning, operating or chartering Offshore Vessels and related time charters and contracts
of affreightment.

If there is a change of control of Teekay Corporation or of the general partner of Teekay LNG Partners L.P., the non-competition provisions
of the omnibus agreement may terminate, which termination could have a material adverse effect on our business, results of operations and
financial condition and our ability to make payments on our Notes and cash distributions to unithclders.

QOur general partnier and its other affiliates own a controiling interest in us and have conflicts of interest and limited fiduciary duties,
which may permit them to favor their own interests to those of unitholders.

As at December 31, 2015, Teekay Corporation indirectly owns the 2.0% generat partner interest, 27.5% of our common units, and 26.0% of
the Series D Preferred Units and the Warrants and controls our general partner, which controls us. Although our general partner has a fiduciary
duty to manage us in a manner beneficial to us and our unitholders, the directors and officers of our general partner have a fiduciary duty to
manage our general partner in a manner beneficial to Teekay Corporation. Furthermore, certain directors and an officer of our general partner
are directors or officer of affiliates of our general partner. Conflicts of interest may arise between Teekay Corporation and its affiliates, including
our general partner, on the one hand, and us and our unitholders, on the other hand. As a result of these conflicts, our general parther may
favor its own interests and the interests of its affiliates over the interests of our unitholders. These conflicts include, among others, the following
situations:

~ neither our partnership agreement nor any other agreement requires Teekay Corporation or its affiliates (other than our general partner)
to pursue a business strategy that favors us or utilizes our assets, and Teekay Corporation’s officers and directors have a fiduciary duty
to make decisions in the best interests of the stocknolders of Teekay Corporation, which may be contrary to our interests;

+  Two directors of our general partner serve as officers, management or directors of Teekay Corporation and. for one of such individual,
a director of the general partner of Teekay LNG Partners L.P.

» ourgeneral partner is allowed to take into account the interests of parties other than us, such as Teekay Corporation, in resolving conflicts
of interest, which has the effect of limiting its fiduciary duty to our unitholders;

» our general partner has limited its liability and reduced its fiduciary duties under the [aws of the Marshall Islands, while also restricting
the remedies available to our unitholders and unithclders are treated as having agreed to the modified standard of fiduciary duties and
to certain actions that may he taken by our general partner, all as set forth in our partnership agreement;

~ our general partner determines the amount and timing of our asset purchases and sales, capital expenditures, borrowings, issuances
of additional partnership securities and reserves, each of which can affect the amount of cash that is available for distribution to our
unitholders;

+ in some instances, our general partner may cause us to horrow funds in order to permit the payment of cash distributions, even if the
purpose or effect of the borrowing is to make incentive distributions (in each case to affiliates of Teekay Corporation);

+ our general partner determines which costs incurred by it and its affiliates are reimbursable by us:

» our partnership agreement does not restrict our general partner from causing us to pay it or its affiliates for any services rendered to us
on terms that are fair and reasonable or entering into additional contractual arrangements with any of these entities on our behalf,

» our general partner intends to limit its liability regarding our contractual and other obligations;

~ our general partner may exercise its right to call and purchase common units if it and its affiliates own more than 80.0% of our common
units;

~ our generai partner controls the enforcement of ohligations owed to us by it and its affiliates; and

~ our general parther decides whether to retain separate counsel, accountants or others to perform services for us.

The fiduciary duties of the officers and directors of our general partner may conflict with those of the officers and directors of
Teekay Corporation.

Cur general partner’s officer and directors have fiduciary duties to manage our business in a manner beneficial to us and our partners. Our
general partner has a Secretary but does not have a Chief Executive Officer, Chief Financial Officer or any other officers. However, the
Secretary and all of the non-independent directors of our general partner also serve as officers, management or directors of Teekay Corporation
and/or other affiliates of Teekay Corporation. Consequently, the officer and directors may encounter situations inwhich their fiduciary obligations
to Teekay Corporation or its other affiliates, on one hand, and us, on the other hand, are in conflict. The resoiution of these conflicts may not
always be in the best interest of us or our unitholders.

Tax Risks

In addition to the following risk factors, you should read Item 4E — Taxation of the Partnership, item 10 — Additional Information — Material
U.8. Federal Income Tax Considerations and Item 10 — Additional Information — Non-United States Tax Consequences for a more complete
discussion of the expected material U.S. federal and non-U.S. income tax considerations relating to us and the ownership and disposition of
our common units.
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U.S. tax authorities could treat us as a “passive foreign investment company,” which could have adverse U.S. federal income tax
consegquences to U.5. holders.

Anon-U.S. entity treated as a corperation for U.S. federal income tax purposes will be treated as a “passive foreign investment company” (or
PFIC), for such purposes in any taxable year for which either (a) at least 75% of its gross income consists of “passive income,” or (b) at least
50% of the average value of the entity's assets is attributable to assets that produce or are held for the production of "passive income.” For
purposes of these tests, "passive income” includes dividends, interest, gains from the sale or exchange of investment property and rents and
royalties (cther than rents and royalties that are received from unrelated parties in connection with the active conduct of a trade or business).
By contrast, income derived from the performance of services does not constitute “passive income.”

There are legal uncertainties involved in determining whether the income derived from our time-chartering activities constitutes rental income
or income derived from the performance of services, including the decision in Tidewater Inc. v. United States, 565 F.3d 292 (5th Cir. 2009),
which held that income derived from certain time-chartering activities should be treated as rental income rather than services income for
purposes of a foreign sales corporation provision of the Internal Revenue Code of 1986, as amended (or the Code). However, the Interal
Revenue Service (or [R3) stated in an Action on Decision (ACD 2010-01) that it disagrees with, and will not acquiesce to, the way that the
rental versus services framework was applied to the facts in the Tidewater decision, and in its discussion stated that the time charters atissue
in Tidewater would be treated as producing services income for PFIC purposes. The IRS’s statement with respect to Tidewater cannct be
relied upon or otherwise cited as precedent by taxpayers. Consequently, in the absence of any binding legal authority specifically refating to
the statutory provisions governing PFiCs, there can be no assurance that the IRS or a court would not follow the Tidewater decision in
interpreting the PFIC provisions of the Code. Nevertheless, based on the current composition of our assets and operations (and those of our
subsidiaries), we intend to take the position that we are not now and have never been a PFIC. No assurance can be given, however, that this
position would be sustained by a court if contested by the IRS, or that we would not constitute a PFIC for any future taxable year if there were
to be changes in our assets, income or operations.

If the IRS were to determine that we are or have been a PFIC for any taxable year during which a U.8. Holder (as defined helow under Item
10 — Additional Information — Material U.S. Federal Income Tax Considerations) held units, such U.8. Holder would face adverse tax
consequences. For a more comprehensive discussion regarding the tax consequences to U.S. Holders if we are treated as a PFIC, please
read Item 10 — Additional Information: Material U.3. Federal Income Tax Considerations — United States Federal Income Taxation of U.5.
Holders — Consequences of Possible PFIC Classification.

We may be subject to taxes, which reduces our Cash Available for Distribution to partners.

We or our subsidiaries are subject to tax in certain jurisdictions in which we or our subsidiaries are organized, own assets or have operations,
which reduces the amount of our cash available for distribution. In computing our tax obligaticns in these jurisdictions, we are required to take
various tax accounting and reporting positions on matters that are not entirely free from doubt and for which we have not received rulings
from the governing authorities. We cannot assure you that upon review of these positions, the applicable authcerities will agree with our
positions. Asuccessful challenge by a tax authority could result in additional tax imposed on us or our subsidiaries, further reducing the cash
available for distribution. \We have established reserves in our financial statements that we believe are adequate to cover our liability for any
such additional taxes. We cannot assure you, however, that such reserves will be sufficient to cover any additional tax liability that may be
imposed on our subsidiaries. In addition, changes in our operations or ownership couid result in additional tax being imposed on us or on our
subsidiaries in jurisdictions in which operations are conducted. For example, Teekay Corporation indirectly owns less than 50% of the value
of our outstanding units and therefore we believe that we do not satisfy the requirements of the exemption from U.S. taxation under Section
883 of the Code and our U.S. source income is subject to taxation under Section 887 of the Code. The amount of such tax will depend upon
the amount of income we earn from voyages into or out of the United States, which is not within our complete controf.

Unitholders may be subject to income tax in one or more non-U.S. countries, including Canada, as a result of owning our units if,
under the laws of any such country, we are considered to be carrying on business there. Such laws may require unitholders to file
a tax return with, and pay taxes to, those countries. Any foreign taxes imposed on us or any of our subsidiaries will reduce our
cash available for distribution to unitholders.

The unitholders will be subject to tax in one or more countries, including Canada, as a result of owning our units if, under the laws of any such
country, we are considered to be carrying on business there. If unitholders are subject to tax in any such country, unitholders may be required
to file a tax return with, and pay taxes to, that country based on their allocable share of our income. We may be required to reduce distributions
to unitholders on account of any withholding cbligations imposed upon us by that country in respect of such allocation to unitholders. The
United States may not aliow a tax credit for any foreign income taxes that unitholders directly or indirectly incur. Any foreign taxes imposed
on us or any of our subsidiaries will reduce our cash available for unitholders.

Item 4. Information on the Partnership
A. Overview, History and Development
Overview and History

We are an internaticnal provider of marine transportation, oil production, storage, long-distance towing and offshore installation and
maintenance and safety services to the offshore oil industry focusing on the deep-water offshore oif regions of the North Sea, Brazil and the
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East Coast of Canada. We were formed as a Marshall Islands limited partnership in August 2006 by Teekay Corporation (NYSE: TK), a portfolio
manager and project developer in the marine midstream space. We seek to leverage the expertise, relationships and reputation of Teekay
Corporation and our controlied affiliates. As of December 31, 2016, Teekay Corporation, which owns and controls our general partner, owned
27.5% of our limited partner interests.

Please seeitem 5. Operating and Financial Review and Prospects — Management Discussion and Analysis of Financial Condition and Results
of Operations — Significant Developments and item 18 - Financial Statements: Note 18- Acquisitions, for recent acquisitions and developments.

As of December 31, 2018, our fleet consisted of:

»  FPSO Units. Qur FPSO fleet consisted of six units, in which we have 100% ownership interests in, four which are operating under FPS0O
contracts with major energy companies in the North Sea and Brazil, one which is currently undergoing upgrades at the Damen Shipyard
in the Netherlands, and one currently in lay-up. Ve alsc have two FPSQ units, in which we have 50% ownership interests in, one on
charter with Petrobras in Brazil and the other which recently completed its conversion into an FPSC unit and is en route for operation in
the Libra field in offshore Brazil. We use the FPSO units to provide production, processing and storage services to oil companies operating
offshore oil field installations. The FPSOC contracts, including the contracts relating to the two FPSO units currently undergoing an upgrade
and a conversion, have an average remaining term of approximately 5.1 years. As of December 31, 2016, our FPS0O units had a total
production capacity of approximately 0.4 million barrels of oil per day. including the expected capacity of the two units currently undergoing
an upgrade and a conversion.

+  Shuttle Tankers. Our shuttie tanker fleet consisted of 30 vessels that operate under fixed-rate contracts of affreightment, time charters
and bareboat charters, three shuttle tanker newbuildings, and the AiLcad DP unit, which is currently in lay-up. Of these 34 shuttle tankers,
six are owned through 50%-owned subsidiaries and three were chartered-in. The remaining vessels are owned 100% by us. All of these
shuttle tankers, with the exception of the HiL oad DP unit, provide transportation services to energy companies in the North Sea, Brazil
and the East Ccast of Canada under contracts of affreightment, time charters or bareboat charters. The average term of the contracts
of affreightment, weighted based on vessel years, is 2.5 years. The time charters and bareboat charters have an average remaining
contract term of approximately 4.7 years. As of December 31, 2016, our shuttie tanker fleet, including newbuildings, had a total cargo
capacity of approximately 4.4 million deadweight tonnes (or dwi), representing approximately 38% of the total tonnage of the world shuttle
tanker fleet.

+  FSOUnits. Our FSO fleet consisted of six units, of which we have a 100% ownership interest and includes one vessel which is completing
its conversion into an FSO unit, and one unit of which we have 82% ownership interest in. As of December 31, 2016, one of our FSO
units was idie and was classified as held for sale. OQur remaining FSO units operate under fixed-rate contracts, with an average remaining
term of approximately 3.8 years. As of December 31, 2016, our FSO units had a total cargo capacity of approximately 0.8 million dwt,
including the expected capacity of the unit currently undergoing conversion.

~  UMS: We have one UMS unit, the Arendal Spirit. The unit operates on a fixed-rate time-charter contract with a remaining term of
approximately 1.4 years. We have 100% ownership interest in this UMS unit.

+  Towing and offshore installation vessels. Our long-distance towing and offshore instaliation fleet consisted of seven on-the-water
vessels and three uitra-long distance towing and offshore instailation vessel newbuildings, which are scheduled to deliver during 2017.
We have 100% ownership interests in all our towing and offshore installation vessels. All of our delivered towing and offshore installation
vessels operate on towage contracts.

+ Conventional Tankers. Qur conventional tanker fleet consisted of two in-chartered conventional tankers, which are in-chartered until
early-2019 with additional one-year extension options. One vessel is trading fixed on a time-charter-out contract that will expire in May
2018 and the other vessel was trading in the spot conventional tanker market. As of December 31, 2016, our conventional tankers had
a total cargo capacity of approximately 0.2 million dwt.

We were formed under the laws of the Republic of The Marshall Islands as Teekay Cffshore Partners L.P. and maintain our principal executive
offices at 4th Ficor, Belvedere Building, 69 Pitts Bay Road, Hamilton, HM 08, Bermuda. Cur telephone number at such address is (441)
298-2530.

Potential Additional Shuttle Tanker, FSO and FPSO Projects

Please see ltem 5. Operating and Financial Review and Prospects — Management’s Discussion and Anaiysis of Financial Condition and
Resuits of Operations — Potential Additional Shuttie Tanker, FSO and FPSO Projects for possible future vessel acquisitions.

B. Business Overview
FPSO Segment

FPSO units are offshore production facilities that are ship-shaped or cylindrical-shaped and store processed crude oil in tanks located in the
huil of the vessel. FPSO units are typically used as production facilities to develop marginal oil fields or deepwater areas remote from existing
pipeline infrastructure. Of four major types of floating production systems, FPSO units are the most common type. Typically, the other types
of floating production systems do not have significant storage and need to be connected into a pipeline system or use an FSO unit for storage.
FPSC units are less weight-sensitive than other types of floating production systems and their extensive deck area provides flexibility in
process plant fayouts. In addition, the ability to utilize surplus or aging tanker hulls for conversion to an FPSC unit provides a refatively
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inexpensive solution compared to the new censtruction of other floating production systems. A majority of the cost of an FPSO unit comes
from its top-side production equipment and thus, FFSQ units are expensive relative to conventional tankers. An FPSO unit carries on board
all the necessary production and processing faciliies normally associated with a fixed production platform. As the name suggests, FPSO
units are not fixed permanently to the seabed but are designed to be moored at one location for long periods of time. In a typical FPSO unit
instaliation, the untreated wellstream is hrought to the surface via subsea equipment on the sea ficor that is connected to the FPSCO unit by
flexibie flow lines called risers. The risers carry the mix of oil, gas and water from the ocean floor to the vessel, which processes it on board.
The resulting crude oil is stored in the hull of the vessel and subsequently transferred to tankers either via a buoy or tandem loading system
for transport to shore.

Traditionally for large field developments, the major oil companies have owned and operated new, custom-built FPSO units. FPSO units for
smaller fields have generally been provided by independent FPSO contractors under life-of-field production contracts, where the contract’'s
duration is for the useful life of the oil field. FPSO units have been used to develop offshore fields around the world since the late 1970s. As
of December 31, 2018, there were approximately 191 FPSO units operating and 18 FPSQO units on order in the world fieet. At December 31,
2016, we owned six FPSC units, of which we have 100% ownership interests in, one of which is currently undergoing upgrades at the Damen
Shipyard in the Netherlands, and twe FPSO units, of which we have 50% ownership interests in, one of which has completed its conversion
into an FPSO unit and is en route for operation in the Libra field in offshore Brazil. Most independent FPSC contractors have backgrounds
in marine energy transportation, oil field services or oil field engineering and construction. Other major independent FPSO contractors are
SBM Offshore N.V., BW Offshore, MODEC, Bumi Armada and Bluewater.

The following tabie provides additional information about our FPSC units as of December 31, 2016:

Production
Capacity (bhlf Contract End

Vessel day) Built  Ownership Field name and location Charterer Date
Petrojar Knarr 11 63,000 2014 100% Knarr, Norway Shell March 2025
Libra EWT & 50,000 2017 50% Libra, Brazi Petrobras March 2029
Cidade de Itajai " 80,000 2012 50% Bauna and Piracaba, Brazil Petrobras  February 2022
Voyageur Spirit " 30,000 2008 100% Huntington, U.K. Premier April 2018
Petrojar Cidade de Ric das

Ostras @ 25,000 2008 100% Tartaruga Verde, Brazil Petrobras Jan 2018
Piranema Spirit "/ 30,000 2007 100% Piranema, Brazil Petrobras  February 2019
Petrojarl | © 46,000 1986 100% Atlanta, Brazil QGEP December 2022
Petrojarl Varg ") 57,000 1998 100%
Total capacity 381,000

(1) The charterer has options to extend the service contract.
(2) The charterer has the annual right to terminate the contract after March 2021 subject to payment of certain termination fees.

(3) The vessel is currently undergoing conversion into an FPSO unit for empleyment on the Libra field. The original hull was built in 1895. The unit is expected
to commence its 12-year firm-period fixed-rate contract in mid-2017.

(4) The Cidade de Itajai was converted to an FPSO unit in 2012. The original hull was built in 1985.

(5) The Petrojarl Cidade de Rio das Ostras was converted to an FPSO unit in 2008. The criginal hull was built in 1981.

() The Petrojart | is currently undergoing upgrades. The unit is scheduled to commence operations in late-2017 under a five-year fixed-rate charter contract.
(7) The Petrojarl Varg is in lay-up in Stavanger, Norway harbour.

During 2016, approximately 46% of our consolidated net revenues from continuing cperations were earned by our FPSO units, compared to
approximately 47% in 2015 and 39% in 2014. Please read ltem 5 — Operating and Financial Review and Prospects: Results of Operations.
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Shuttle Tanker Segment

A shuttle tanker is a specialized ship designed to fransport crude oil and condensates from offshore oil field installations to onshore terminals
and refineries. Shuttle tankers are equipped with sophisticated loading systems and dynamic positioning systems that allow the vessels to
load cargo safely and reliably from oil field installations, even in harsh weather conditions. Shutile tankers were developed in the North Sea
as an alternative to pipelines. The first cargo from an offshore field in the North Sea was shipped in 1977, and the first dynamically-positioned
shuttle tankers were introduced in the early 1980s. Shuttle tankers are often described as “floating pipelines” hecause these vessels typically
shuttle oil from offshore installations to onshore facilities in much the same way a pipeline would transport cil along the ocean floor.

Cur shuttle tankers are primarily subject to long-term, fixed-rate time-charter contracts for a specific offshore oil field or under contracts of
affreightment for various fields. The number of voyages performed under these contracts of affreightment normally depends upon the oil
production of each field. Competition for charters is based primarily upon price, availability, the size, technical sophistication, age and condition
of the vessel and the reputation of the vessel's manager. Aithough the size of the world shuttle tanker fleet has been relatively unchanged in
recent years, conventional tankers could be converted into shuttle tankers by adding specialized equipment to meet customer requirements.
Shuttie tanker demand may also be affected hy the possible substitution of sub-sea pipelines to transport oil from offshore production platforms.
The shuttle tankers in our contract of affreightment fleet may operate in the conventional spot market during downtime or maintenance periods
for oil field installations or otherwise, which provides greater capacity utilization for the fleet.

As of December 31, 2018, there were approximately 100 vessels in the world shuttle tanker fleet (inciuding 12 newbuildings), the majority of
which operate in the North Sea and Brazil. Shuttle tankers also operate off the East Coast of Canada and in the U.S. Gulf. As of December 31,
2016, we owned 31 shuttle tankers (including three vesseis under construction and the HiLoad DP unit), in which our ownership interests
ranged from 50% to 100%, and chartered-in an additional three shuttle tankers. Other shuttle tanker owners include Knutsen NYK Offshore
Tankers AS, SCF Group, Viken Shipping and AET, which as of December 31, 2015 controlled fleets ranging from 4 to 29 shuttle tankers each.
We believe that we have competitive advantages in the shuttle tanker market as a result of the quality, type and dimensions of our vessels
combined with our market share in the North Sea, Brazil and the East Coast of Canada.

The following tabies provide additional information about our shuttle tankers as of December 31, 2016:
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Capacity Positioning Operating Contrgt‘:t Contract End
Vessel (dwt) Built Cwnership System Region Type'"” Charterer Date
Scott Spirit 109,300 2011 100% DP2 North Sea CoA
Amundsen Spirit 109,300 2010 100% DP2 North Sea CoA Chevron, Hess, ENI,
. Draugen Transport, Aker
In-chartered (until BF, GonocaPhillps,
Grena Knutsen 148,600 2003 September 2019} DP2 North Sea CoA Total, Talisman, Nexen,
i 0z,(5) Dana Petroleum, Shell,
Stena Natalita 108,100 2001 50% DP2 North Sea CoA ol OMY, Magyak
Navion Oslo 100,300 2001 100% DP2 North Sea CoA Oil, Wintershall,
Idemitsu, Rwe-Dea, Det
Navion Oceania 126400 1999 100% DP2 North Sea Coh Norske Oljeselsioap,
Navion Anglia 126400 1999 100% DP2 North Sea CoA L”'I‘E‘,’]'g;‘ssety"‘,‘,r@e#fizzhav
Navion Scandia 126,700 1998 100% DP2 North Sea CoA Marathon, TAQA®
Navion Britannia® 124,200 1998 100% DP2 North Sea CoA
Samba Spirit 154100 2013 100% DP2 Brazil TC Shell June 2023
Lambada Spirit 154000 2013 100% DP2 Brazil TC Shell July 2023
Bossa Nova Spirit 155,000 2013 100% DP2 Brazi TC Shell Neovember 2023
Sertanejo Spirit 155,000 2013 100% DP2 Brazil TC Shell January 2024
Peary Spirit 109.300 2011 100% DP2 North Sea TC Statoil
Nansen Spirit 109,300 2010 100% DP2 North Sea TC Statoil @
Stena Sirita 126,900 1999 50%9 DP2 North Sea TC Esso January 2019
Stena Alexita 127,000 1998 50%% DP2 North Sea TC Statoil @
i In-chartered (until
Jasmine Knutsen® 148.600 2005 October 2017) DP2 Canada TC October 2017
, In-chartered (until E Mobil. Canad
Heather Knutsen® 148,600 2005 December 2017) DP2 Canada TC Xxonhobil, L-anada December 2017
i Hibernia, Chevron,
Navion Hispania® 126,200 1999 100% DP2 Canada TC Husky, Mosbacher, April 2018
s Murphy, Na!corg Statoil,
Beothuk S;)Irlt(‘ 155.000 2017 100% DP2 Canada NB Suncor" May 2030
Norse Spirit™ 155000 2017 100% DP2 Canada NB May 2030
Dorset Spirit™ 155,000 2018 100% DP2 Canada NB May 2030
Navion Gothenburg 152,200 2006 50%® DP2 Brazil BB Petrobras®® July 2020
Nordic Brasilia 151300 2004 100% DP Brazil BB Petrobras® July 2017
Nordic Rio 151300 2004 50% DP Brazil BB Petrobras® July 2017
Navion Stavanger 148,700 2003 100% DP2 Brazii BB Petrobras®® July 2019
Petroatlantic 93,000 2003 100% DP2 North Sea BB Teekay Corperatien March 2017
Petronordic 93,000 2002 100% DP2 North Sea BB Teekay Corporation March 20179
Nerdic Spirit 151,300 2001 100% DP Brazil BB Petrobras® April 2018
Stena Spirit 151.300 2001 50% DP Brazit BB Petrobras™® July 2018
Navion Bergen 105,600 2000 100% DP2 Brazil BB Petrobras® April 2020
Navion Marita 103.900 1999 100% DP Far-East Spot
Canary
HiLoad DP Unit® nfa 2010 100% DP Islands Lay-up
Total capacity 4,359,900

(1) “CoA’"refers to contracts of affreightment, "TC" refers to time charters, "BB" refers to bareboat charters, "NB" refers to newbuilding.
(2) The vesselis capable of ioading from a submerged turret loading buoy.

(3) The three newbuildings in the above table are expected to be delivered in the fourth quarter of 2017 through the first half of 2018. These newbuiidings will
replace the three existing vesseils servicing the East Coast of Canada, including two third-party owned vessels chartered-in to us, and continue on the
existing time-charter contracts until May 2030.

(4) Self-propelled DP system that attaches to and keeps cenventional tankers in position when loading from offshere installations.
(5) Owned through a 50% owned subsidiary. The parties share in the profits and losses of the subsidiary in proportion to each party’s relative ownership.
(B) Not all of the contracts of affreightment or time-charter customers utilize every ship in the contract of affreightment or time-charter fleet.

(7) Underthe terms of a master agreement with Statoil, the vessels are chartered under individual fixed-rate annually renewable time-charter contracts. The
number of vessels may be adjusted annually based on the requirements of the fields serviced. it is expected that between one and three vessels will be
required by Statoil annually. Statoil will require three vesseis during 2017. The vessels currently on time-charter to Statoif may be replaced by vessels
currently servicing contracts of affreightment or other time-charter contracts.

(8) Charterer has the right to purchase the vessel at end of the bareboat charter.
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(9) inthe process of finalizing an agreement for a five-year time-charter contract with Teekay Corporation effective April 1, 2017.

On the Norwegian continental sheif, regulations have been imposed on the operators of offshore fields related to vaporized crude oil that is
formed and emitted during loading operations and which is commonly referred to as Volatile Organic Compounds {or ¥OC). To assist the oil
companies in their efforts to meet the regulations on VOC emissions from shuttle tankers, we and Teekay Corporation have played an active
role in establishing and participating in a unigue co-operation among 25 owners of offshore fields in the Norwegian sector. The purpose of
the co-operation is to implement VOC reduction systems on selected shuttle tankers to reduce and report VOC emissions according to
Norwegian authorities’ requirements. Currently, we own VOC systems on 11 of our shuttle tankers. The oif companies that participate in the
co-operation have aiso engaged us to undertake the day-to-day administration, technical follow-up and handling of payments through a
dedicated clearing house function.

During 2016, approximately 42% of our consolidated net revenues from continuing operations were earned by the vessels in the shuttie tanker
segment, compared to approximately 41% in 2015 and 52% in 2014. Please read Item 5 — Operating and Financial Review and Prospects:
Resuits of Operations.

Historically, the utilization of shuttle tankers in the North Sea is higher in the winter months, as favorable weather conditions in the summer
months provide opportunities for repairs and maintenance to our vesselsand to the offshore oil platforms. Downtime for repairs and maintenance
generally reduces oil production and, thus, transportation requirements.

FSO Segment

FSO units provide on-site storage for oil field installations that have no storage facilities or that require supplemental storage. An FSO unitis
generallyused in combination with a jacked-up fixed production system, floating production systems that do nothave sufficient storage facilities
or as supplemental storage for fixed platform systems. which generally have some on-board storage capacity. An F3O unitis usually of similar
desigh to a conventional tanker, but has specialized loading and off-take systems required by field operators or regutators. FSO units are
moored to the seabed at a safe distance from a field installation and receive cargo from the production facility via a dedicated loading system.
An FSOunitis alsc equipped with an export system that transfers cargo to shuttle or conventional tankers. Depending on the selected mooring
arrangement and where they are located. FSO units may or may not have any prepulsion systems. Conversions, which include installation
of a loading and off-take system and hull refurbishment, can generaily extend the lifespan of a vessel as an FSO unit by up to 20 years over
the normal conventional tanker lifespan of 25 years.

Our F30O units are generally placed on long-term, fixed-rate time charter or hareboat charter contracts as an integrated part of the field
development plan, which provides stabie cash flow to us.

As of December 31, 2016, there were approximately 94 FSO units operating and five FSO units on order in the world fleet, and we had seven
FSO units in which our ownership interests ranged from 89% to 100%, including one vessel completing its conversion into an FSO unit. The
major markets for FSO units are Asia, West Africa, Northern Europe, the Mediterranean and the Middle East. Qur primary competitors in the
FSO market are conventional tanker owners whe have access to tankers available for conversion, and oil field services companies and oil
field engineering and construction companies who compete in the floating production system market. Competition in the FSO market is
primarily based on price, expertise in FSO operations, management of FSO conversions and relationships with shipyards, as well as the
ability to access vessels for conversion that meet customer specifications.

The following tabie provides additional information about our FSO units as of December 31, 2016:

Capacity Field name and Contract Contract End
Vessel (dwt) Built  Ownership location Type Charterer Date
Suksan Salamander " 78,200 1993 100% Bualuang, Thailand Bareboat Teekay Corporation August 2024
Pattani Spirit n 113.800 1988 100% Platong, Thailand Bareboat Teekay Corporation April 2019
Dampier Spirit ¢ 106,700 1987 100% Stag, Australia Time charter Apache Energy Cctober 2024
Falcon Spirit " 124,500 1986 100% Al Rayyan, Qatar  Time charter Occiclizental Qatar June 2017

nergy

Apollo Spirit 129,000 1978 89% Banff, U.K. Barehoat Teekay Corporation July 2018
Gina Krog "% 124,500 1995 100% Gina Krog, Norway ~ Conversion Statoil May 2020
Navion Saga 149,000 1991 100% Lay-up
Total capacity 825,700

(1) Charterer has option to extend the time charter.

(2) Chartereris required to charter the vessel for as long as Teekay Corporation’s Pefrojar! Banff FPSO unit produces in the Banff field in the North Sea. which
is expected to remain under contract until at least July 2018.

(3) The vessel is completing its conversion into an FSO unit. The FSO unit is expected to commence its three-year time-charter contract plus 12 one-year
extension options in mid-2017.

(4) As at December 31, 2016 the vessel was in lay-up and was classified as held for sale.
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During 2018, approximately 5% of our consolidated netrevenues from continuing operations were earned by the vessels in the FSO segment,
compared to 5% in 2015 and 6% in 2014. Please read item 5 — Operating and Financial Review and Prospects: Resuits of Operations.

UMS Segment

Units for Maintenance and Safety are used primarily for offshore accommodation, storage and support for maintenance and modification
projects on existing offshore instaliations, or during the instaliation and decommissioning of large floating exploration, production and storage
units, including FPSO units, FLNG units and floating drill igs. Our unit is available for world-wide operations, excluding operations within the
Norwegian Continental Shelf, and inciude DP3 keeping systems that are capable of operating in deep water and harsh weather. As of
December 31, 2016, there were approximately 43 DP UMS operating and 21 units on order in the world fleet.

The Arendal Spirt UMS, was delivered to us in February 2015 and commenced its three-year time-charter contract in June 2015. In early-
Novembher 20186, the Arendal Spirit UMS experienced an operational incident relating to its dynamic positioning system. As a result of this
operational incident, and a gangway incident that occurred in April 2018, the charterer, Petrobras, initiated an operationai review. Untii the
results of the review are available, Petrobras has suspended its charter hire payments from November 2016. Ve completed an investigation
to identify the cause of such incidents and implemented corrective actions. There is a risk that Petrobras may seek to cancel the charter
contract resulting from their operational review.

The following tabie provides additional information about our UMS as of December 31, 2016:

Vessel Berths Built Ownership Location Contract type  Charterer Contract End Date
Arendal Spirit 500 2015 100% Brazil Time charter ~ Petrobras June 2018
Total capacity 500

During the second quarter of 2016, we canceled the UMS construction contracts for twe UMS newbuildings.

During 2016, approximately 3% of our consolidated net revenues from continuing operations were eamed by the UMS segment compared
to 3% in 2015 and $nil in 2014. Please read item 5 — Operating and Financial Review and Prospects: Results of Operations.

Towage Segment

Long-distance towing and offshore installation vessels are used for the towage, station-keeping, installation and decommissioning of large
floating objects such as exploration, production and storage units, including FPSC units, flcating liquefied natural gas (or FLNG) units and
floating drill rigs. We operate with high-end vessels which can be defined as long-distance towing and coffshore instaliation vessels with a
beoifard pull of greater than 190 tonnes and a fuet capacity of more than 2,000 metric tonnes. Our focus is on intercontinental towage requiring
trans-ocean movements.

We are the sole provider of long-distance towing and offshore instaliation vessels with DP2 capability. Qur vessels operate on voyage-charter
and spot contracts. Voyage-charter contract revenue is less volatile than revenue from spot market rates, as project budgets are prepared
and maintained well in advance of the contract commencement.

As of December 31, 2016, there were approximately 27 long-distance towing and offshore installation vessels with a bollard pull greater than
150 tonnes, which is the minimum specification for vessels in direct competition with us, operating and three long-distance towing and offshore
instaliation vessels on orderin the world fleet. At December 31, 2016, ourtowage fleetincludes ten long-distance towing and offshore installation
vessels (including three newbuildings, which are all scheduled to deliver during 2017}, all of which we have 100% ownership interest in.

The following tabie provides additional information about our towing and offshore installation vessels as of December 31, 2016:

Vessel Bollard Pull (tonnes) Built Ownership Contract Type
ALP Striker 309 2016 100% Voyage-charter
ALP Centre 298 2010 100% Voyage-charter
ALP Guard 298 2009 100% Voyage-charter
ALP Forward 218 2007 100% Voyage-charter
ALP Winger 219 2007 100% Voyage-charter
ALP Ace 192 2006 100% Voyage-charter
ALP Ippon 207 2006 100% Voyage-charter
ALP Defender ‘! 306 2017 100%
ALP Sweeper ‘" 306 2017 100%
ALP Keeper (¥ 306 2017 100%
2,659

(1) Newbuilding scheduled for delivery in 2017.
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During 2016, approximately 2% of our consolidated net revenues from continuing operations were earned by the vessels in the towage
segment compared to 2% in 2015 and $nil in 2014. Pleaseread item 5—Operating and Financial Review and Prospects: Results of Operations.

Conventional Tanker Segment

Conventional oil tankers are used primarily for transcontinental seaborne transportation of oil. As used in this discussion, “conventional” oil
tankers exclude those vessels that can carry dry bulk and ore, tankers that currently are used for storage purposes and shuttle tankers.

In March 2016, we scold our two conventional tankers and subsequently chartered-in both vessels for three years each; both with additional
one-year extension options. One vessel is fixed on a time-charter-out contract that expires in May 2018 and the other vessel s trading in the
spot conventional tanker market.

The following tabie provides information about our conventional tankers as of December 31, 2016:

Vessel Capacity (dwt) Buiit Ownership Contract Type Charterer Contract End Date
) In-chartered {until
Blue Pride © 115,000 2004 March 2019) Spot!!
. In-chartered {until
Blue Power ! 106,400 2003 March 2019) Time charter Ruhai Shipping May 2018
Total capacity 221,400

(1) “Spot” refers to spot conventicnal tanker market.
(2) Blue Pride was formerly known as Kilimanjaro Spirit.

(3) Blue Power was formerly known as Fuji Spirit.

During 2016, approximately 2% of our consclidated net revenues from continuing operations were earned by the vessels in the conventional
tanker segment, compared to 2% in 2015 and 3% in 2014. All earnings from discontinued operations in 2012 and 2013 were from the
conventional tanker segment. Please read Item 5 — Operating and Financial Review and Prospects: Results of Operations.

Business Strategies

Our primary business objective is to increase distributable cash flow per limited partner unit by executing the following strategies:

+  Preject management and execution of our growth projects mostly secured on long-term contracts. We continue to focus on
executing on our existing shuttle tanker, FPSC, FSO and towing and offshore installation growth projects delivering between now and
2018, to provide stable cash flows.

+  Extend contracts and redeploy existing assets on long-term contracts. Over the near-to-medium term, weintend to extend contracts
and redeploy existing shutfle tankers and FPSO and FSO units on medium-to-long-term contracts, rather than crdering new vessels.
We believe this approach reduces our financing requirements and provides our customers with a quick-to-market and lower cost offshore
solution, which significantly lowers our customers’ break-even and lifting cost per barre! of oil production, compared to a new vessel. We
believe we are well-positioned to extend contracts and redeploy existing assets by leveraging our engineering and operational expertise
with our global marketing organization and extensive customer and shipyard relationships.

»~  Provide superior customer service by maintaining high reliability, safety, environmental and quality standards, while
implementing and maintaining various cost saving initiatives. Energy companies seek parthers that have a reputation for high
reliability, safety, environmental and quality standards. We intend to leverage our operational expertise and customer relationships to
further expand a sustainable competitive advantage with consistent delivery of superior customer service. including working together
with customers to reduce production costs and find efficiencies, while at the same time implementing and maintaining our own cost saving
initiatives.

Customers

We provide marine transportation, preduction, storage, long-distance towing and offshore installation and maintenance and safety services
to energy and oif service companies or their affiliates. Our largest customer measured by annual revenue is Shell, which is a global group of
energy and petrochemical companies.

Shell, Petrobras and Premier Qil accounted for approximately 30%, 19% and 10%, respectively, of our consolidated revenues from continuing
operations during 2016. Shell, Petrobras, Statoil and Premier Oil accounted for approximately 26%, 18%, 11% and 11%, respectively, of our
consolidated revenues from continuing operations during 2015. Petrobras, Statoil, Premier Oif and Repsol S.A. accounted for approximately
22%, 19%, 12% and 11%, respectively, of our consolidated revenues from continuing operations during 2014. No other customer accounted
for 10% or more of such consolidated revenues during 2016, 2015 or 2014.
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Safety, Management of Vessel Operations and Administration

Safety and environmental compliance are our top operational priorities. We operate our vessels in a manner intended to protect the safety
and health of our employees, the general public and the environment. Ve seek to manage the risksinherent in our business and are committed
to eliminating incidents that threaten the safety and integrity of our vessels, such as groundings, fires, collisions and petroieum spills. Qur
Quality Assurance and Training Officers (or QATO) program focuses on conducting rigorous internal audits of our processes and provide our
seafarers with on-hoard fraining. We have a hehavior-based safety program called “Safety in Action” to improve the safety culture in our fleet.
We are also committed to reducing our emissions and waste generation. Teekay Corporation’s "Operatiohal Leadership, The Journey” is
delivered to all employees which sets out the operational expectations, individual responsibilities and commitment to working safely and fiving
Teekay's vision through a positive and responsible attitude.

Key performance indicators facilitate regular monitoring of our operaticnal performance. Targets are set on an annual hasis to drive continuous
improvement, and indicators are reviewed monthly to determine if remedial action is necessary to reach the targets.

We, through certain of our subsidiaries, assist our operating subsidiaries in managing their ship operations. All vessels are operated under
our comprehensive and integrated Safety Management System that complies with the International Safety Management Code (or IS M Code),
the International Standards Organization's (or /SO) 9001 for Quality Assurance, SO 14001 for Environment Management Systems,
OCccupational Health and Safety Assessment Series (or OHSAS) 18001 and the Maritime Labor Convention 2006 (or MLC 2006) thatbecame
effective in 2013. The management systemis certified by DNV-GL. It has also been separately approved by the Australian flag administrations.
Although certification is valid for five years, compliance with the above mentioned standards is confirmed on a yearly basis by a rigorous
auditing procedure that inciudes both intemal audits as well as external verification audits by DNV-GL and applicable flag states.

We provide, through certain of our subsidiaries, expertise in various functions critical to the operations of our operating subsidiaries. Ve
helieve this arrangement affords a safe, efficient and cost-effective operation. Cur subsidiaries also provide to us access to human resources,
financial and other administrative functions pursuant to administrative services agreements.

Vessel management services are provided by subsidiaries of Teekay Corporation, located in various offices around the worid. These include
critical vessel management functions such as:

+ vessel maintenance (including repairs and dry docking) and certification;

»  crewing by competent seafarers;

»  procurement of stores, bunkers and spare parts;

» management of emergencies and incidents;

»  supervision of shipyard and projects during new-building and conversions;

~ insurance; and

~ financial management services.
These functions are supported by on-board and on-shore systems for maintenance, inventory, purchasing and budget management.

In addition, Teekay Corporation’s day-to-day focus on cost control is applied to our operations. in 2003, Teekay Corporation and two other
shipping companies established a purchasing alliance, Teekay Bergesen Worldwide, which leverages the purchasing power of the combined
fleets, mainly in such commodity areas as lube oils, paints and other chemicals. Through our arrangements with Teekay Corporation, we
benefit from this purchasing alliance.

We helieve that the generally uniform design of some of our existing vessels and the adoption of common equipment standards provides
operational efficiencies, including with respect to crew training and vessel management, equipment operaticn and repair, and spare parts
ordering.

Risk of Loss, Insurance and Risk Management

The operation of any ccean-going vessel carries an inherent risk of catastrophic marine disasters, death or injury of persons and property
losses caused by adverse weather conditions, mechanical failures, human error, war, terrorism, piracy and other circumstances or events. in
addition, the transportation of crude oif and petroleum products is subject to the risk of spills and to business interruptions due to political
circumstances in foreign countries, hostilities, labor strikes, sanctions and boycotts. The occurrence of any of these events may resultin loss
of revenues or increased costs.

We carry hull and machinery (marine and war risks) and protection and indemnity insurance coverage to protect against most of the accident-
related risks involved in the conduct of our business. Hull and machinery insurance covers loss of or damage 1o a vessel due to marine perils
such as collisions, grounding and weather. Protection and indemnity insurance indemnifies against other liabilities incurred while operating
vessels, including injury to the crew, third parties, cargo loss and poliution. The current range of our coverage for third party liability and
poliution is $500 million to $1 hillion per vessel perincident. We also carry insurance policies covering war risks {inciuding piracy and terrorism).
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Under bareboat charters, the customer is responsible to insure the vessel. We believe that current insurance coverage is adequate to protect
against most of the accident-related risks involved in the conduct of our business and that we maintain appropriate levels of environmental
damage and pollution coverage. However, we cannct assure that all covered risks are adequately insured against, that any particular claim
will be paid or that we will be able to procure adequate insurance coverage at commercially reasonable rates in the future. More stringent
environmental regulations at times in the past have resulted in increased cests for, and may result in the lack of availability of, insurance
against the risks of environmental damage or pcliution. All, but two of our vessels, the Petrojar! Knarr FPSO unit and the Libra FPSO unit,
are not insured against loss of revenues resulting from vessel off-hire time, based on the cost of this insurance compared to our off-hire
experience.

In Norway, the Norwegian Pollution Control Authority requires the installation of VOC emissions reduction units on most shuttle tankers serving
the Norwegian continental shelf. Customers bear the cost to install and operate the VOC equipment on board the shuttle tankers.

We have achieved certification under the standards reflected in 1ISO 9001 for quality assurance, 18O 14001 for environment management
systems, OHSAS 18001, and the IMC's International Management CGode for the Safe Operation of Ships and Pollution Prevention on a fully
integrated hasis.

Flag, Classification, Audits and Inspecticns

Our vessels are registered with reputable flag states, and the hull and machinery of all of our vessels have been “Classed” by one of the major
classification societies and members of IACS (International Association of Classification Societies Ltd): DNV-GL. Lloyd's Register of Shipping
or American Bureau of Shipping.

The applicable classification society certifies that the vessel's design and build conforms to the applicable class rules and meets the
requirements of the applicable rules and regulations of the country of regisiry of the vessel and the internationai conventions to which that
country is a signatory. The classification society also verifies throughout the vessel’s life that it continues to be maintained in accordance with
those rules. In order to validate this, the vessels are surveyed by the classification society in accordance with the classification society rules,
which in the case of our vessels follows a comprehensive five-year special survey cycle, renewed every fifth year. During each five-year period
the vessel undergoes annual and intermediate surveys, the scrutiny and intensity of which is primarily dictated by the age of the vessel. We
have enhanced the resiliency of the underwater coatings of each vessel hull and marked the hull to facilitate underwater inspections by divers,
their underwater areas are inspected in a dry dock at five year intervals. In-water inspection is carried out during the second or third annual
inspection (i.e. during an intermediate survey).

In addition to Class surveys, the vessels’ flag state also verifies the condition of the vessel during annual flag state inspections, either
independently or by additional authorization to Class. Also, Port State Authorities of a vessel’s port of call are authorized under international
conventions to undertake regular and spot checks of vessels visiting their jurisdiction.

Processes followed on board are audited by either the flag state or the classification society acting on behalf of a flag state to ensure that
they meet the requirements of the International Management Code for the Safe Operation of Ships and for Poliution Prevention (or {SM Code).
DNV-GL typically carries out this task. \We also follow an internal process of internal audits undertaken at each office and vessel annually.

We follow a comprehensive inspections scheme supported by cur sea staff, shore-based operational and technical specialists and members
of our QATQ program. We carry out two internal inspections and one internal audit annually. which helps ensure us that:

~  ourvessels and operations adhere to our operating standards;

~ the structural integrity of the vessel is being maintained;

~  machinery and equipment is being maintained to give reliable service;

+~  we are optimizing performance in terms of speed and fuel consumption; and

+ thevessel's appearance will support our brand and meet customer expectations.

Our customers often carry out inspections under the Ship Inspection Report Program {or SIRE Program), which is a significant safety initiative

introduced by Qil Companies international Marine Forum (or QCIMF) to specifically address concerns about sub-standard vessels. The
inspection results permit charterers to screen a vessel to ensure that it meets their general and specific risk-based shipping requirements.

We believe that the heightened environmental and quality concerns of insurance underwriters, regulators and charterers will generally lead
to greater scrutiny, inspection and safety requirements on all vessels in the oil tanker markets and will accelerate the scrapping or phasing
out of older vessels throughout these markets.

Overall we helieve that our well-maintained and high-quality vesseis provide us with a competitive advantage in the current environment of
increasing regulation and customer emphasis on quality of service.
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Regulations
General

Our business and the operation of our vessels are significantly affected by internaticnal conventions and national, state and local laws and
regulationsin thejurisdictionsinwhich our vessels operate, as well asin the country or countries of their registration. Because these conventions,
laws and regulations change frequently, we cannct predict the ultimate cost of compliance or their impact on the resale price or useful life of
our vessels. Additional conventions, laws, and regulations may be adopted that could limit our ability to do business or increase the cost of
our doing business and that may materially affect our operations. We are required by various governmental and quasi-governmental agencies
to obtain permits, licenses and certificates with respect to our operations. Subject to the discussion below and to the fact that the kinds of
permits, licenses and certificates required for the operations of the vessels we own will depend on a number of factors, we believe that we
will be ahle to continue to obtain all permits. licenses and certificates material to the conduct of our operations.

international Maritime Organization {or IMO}

The MO is the United Nations’ agency for maritime safety and prevention of pollution. IMO regulations relating to pollution prevention for off
tankers have been adopted by many of the jurisdictions in which our tanker fleet operates. Under IMO regulations and subject to limited
exceptions, a tanker must be of double-hull construction in accordance with the requirements set out in these regulations, or be of another
approved design ensuring the same level of protection against oil pollution. All of our tankers are double-hulled.

Many countries, hut not the United States, have ratified and follow the liability regime adopted by the IMO and set out in the International
Convention on Civil Liability for il Pollution Damage, 1969, as amended (or CLC). Under this convention, a vessel's registered owner is
strictly liable for pollution damage caused in the territorial waters of a contracting state by discharge of persistent oif {e.g. crude oil, fuel oil,
heavy diesel oil or lubricating cil}, subject to certain defenses. The right to limit liability to specified amounts that are periodically revised is
forfeited under the CLC when the spill is caused hy the owner's actual fauit or when the spill is caused by the owner's intentional or reckless
conduct. Vessels trading to contracting states must provide evidence of insurance covering the limited liability of the owner. In jurisdictions
where the CLC has not been adopted, various legislative regimes or common law governs, and liability is imposed either on the basis of fault
or in a manner similar to the CLC.

IMO reguiations also include the International Convention for Safety of Life at Sea{or SOLAS), including amendments to SCLAS implementing
the Intemational Ship and Port Facility Security Code (or [SPS), the ISM Code, and the International Convention on Load Lines of 1966. The
IMO Marine Safety Committee has also published guidelines for vessels with dynamic positioning (or DP} systems, which would apply to
shuttle tankers and DP-assisted FSO units and FPSC units. SOLAS provides rules for the construction of and the equipment required for
commercial vessels and includes regulations for their safe operation. Flag states which have ratified the convention and the treaty generally
employ the classification societies, which have incorporated SOLAS requirements into their class rules, to undertake surveys to confirm
compliance.

SOLAS and other IMO regulations concerning safety, including those reiating to treaties on training of shipboard personnel, lifesaving
appliances, radio equipment and the global maritime distress and safety system, are applicable to our operations. Non-compliance with IMO
regulations, including SOLAS, the ISM Code, ISP3 and the specific requirements for shuttle tankers, SO units and FPSC units under the
NPD (Norway) and HSE (United Kingdom) regulations, may subject us to increased liability or penalties, may lead to decreases in available
insurance coverage for affected vessels and may result in the denial of access to or detention in some ports. For example, the U.3. Coast
Guard (or USCG) and European Unicn authorities have indicated that vessels not in compliance with the 1ISM Code will be prohibited from
trading in U.8. and European Union ports.

The ISM Code requires vessel operators to obtain a safety management certification for each vessel they manage, evidencing the shipowner’s
development and maintenance of an extensive safety management system. Each of the existing vessels in our fleet is currently ISM Code-
certified, and we expect to obtain safety management certificates for each newbuilding vessel upon delivery.

With regard to offshore support vessels, such as UMS, SCLAS permits certain exempticns and equivalents to be allowed by the relevant
vessel's flag state. The International Code on Intact Stability, 2008 (adopted by IMC Resolution MSC. 267(85) of December 4, 2008) (or IS
Code), which became mandatory on July 1, 2010, also applies mandatorily to offshore support vessels (with the exception of certain provisions
thereof). In 2016 the IMO’s Maritime Safety Committee (or MSC} adopted amendments to the IS Code relating to ships engaged in anchor
handling operations and to ships engaged in lifting and towing operations, including escort towing. These amendments are expected to enter
into force on January 1, 2020. The IMO has also developed non-mandatory codes and guidelines which apply to various types or aspects of
offshore support vessels. These include, amongst others, the Code of Safe Practice for the Carriage of Cargoes and Persons by Offshore
Supply Vessels (the O8V Code) (IMO Resolution A.863(20) of November 27, 1997} as subsequently amended, the Guidelines for the Design
and Construction of Offshore Supply Vessels, 2006 (the OSV Guidelines)(IMO Resolution MSC.235(82) of December 1, 2006) as subsequently
amended. the Guidelines for the Transport and Handling of Limited Amounts of Hazardous and Noxious Liquid Substances in Bulk on Offshore
Support Vessels (the LHNS Guidelines){IMO Resociution A.673(16)) of October 19, 1989, as subsequently amended, the Code of Safety for
Special Purpose Ships, 2008 (Resolution MSC.266(84) of May 13, 2008 as subsequently amended (including amendments adopted in 2016),
the Code of Safety for Dynamically Supported Craft (IMO Resolution A.373(X)) of Novembher 17, 1977) as subsequently amended, the
Guidelines for Vessels with Dynamic Positioning Systems {MSC/Circ.645 of June 6, 1994) and the Guidelines for Dynamic Positioning System
(DP) Operator Training (MSC/Circ.738/Rev. 1 of July 7, 2006).
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In addition, the IMO’s MSC has adopted the International Code of Safety for Ships using Gases or other Low-flashpoint Fuels (the IGF Code),
which is a mandatory code for ships fueled by gases or other low-flashpoint fuels. The IGF Code, which is applicable from January 1, 2017,
sets out mandatory provisions for the arrangement, instaliation, control and monitoring of machinery, equipment and systems using low-
flashpoint fuel, in order to minimize the risk to the ship, its crew and the environment taking into account the nature of these fuels.

Annex V| to the IMCO's Internaticnal Convention for the Prevention of Pollution from Ships (MARPOL) (or Annex Vi) sets limits on sulfur oxide
and nitrogen oxide emissions from ship exhausts and prohibits emissions of ozone depleting substances, emissions of volatile compounds
from cargo tanks and the incineration of specific substances. Annex VI also includes a world-wide cap on the sulfur content of fuel cil and
allows for special "emission control areas” {or ECAS) to be established with more stringent controls on sulfur emissions.

Annex V| also provides for a three-tier reduction in nitrogen oxide (or NOx) emissions from marine diesel engines, with the finat tier (“Tier I11”)
to apply tc engines installed on vessels constructed on or after January 1, 2016 and which operate in the North American ECA or the
U.S. Caribbean Sea ECA. The Tier Il requirements will also apply toc ECAs designated in the future by the IMO. In October 2016 the IMO’s
MEPC approved the desighation of the North Sea and the Baltic Sea as ECAs for NOx emissions. These two new NOx ECAs and the related
amendments to Annex VI of MARPOL are expected to be formally adopted hy IMO's MEPC in 2017 and the two new ECAs are expected to
enter into effect on January 1, 2021.

The IMO has issued guidance regarding protecting against acts of piracy off the coast of Somalia. We comply with these guidelines.

The IMO’s Ballast Water Management Convention has been adopted by 54 countries, the combined merchant fleets of which represent
53.30% of the gross tonnage of the world's merchant shipping, and will enter into force on September 8, 2017. The convention stipulates two
standards for discharged baltast water. The D-1 standard covers bailast water exchange while the D-2 standard covers ballast water treatment.
Once effective, the convention will require the implementation of either the D-1 or D-2 standard. There will be a transitional period from the
entry into force to the International Gil Pollution Prevention (or fOPP) renewal survey in which ballast water exchange (reg. D-1) can be
employed. After the first IOPP renewal survey, vessels will be required to meet the discharge standard D-2 by installing an approved Ballast
Water Management System (or BWMS). Ships constructed after entry into force will be required to have a treatment system instailed at
delivery. Besides the IMO convention, ships sailing in U.S. waters are required to employ a type-approved BWMS which is compliant with
USCG regutations. So far the USCG have issued Type Approval (or TA) for the following ballast water treatment systems (or BWTS):

»  Alfa Laval;
+~  Ocean Saver; and
~  Optimarin.

We expect the USCG will issue more TA's for BWTS in the future. Plans have been set for the decoupling of IOPP surveys with Harmonized
System of Survey and Certification for vessels planning to dock in 2018 with approval from the Flag and Classification Society. Ve estimate
that the instaliation of approved BWTS may cost between $2 million and $3 million per vessel.

The IMO has also developed and adopted an International Code for Ships Cperating in Polar Waters (or Polar Code) which deals with matters
regarding design, construction, equipment, operation, search and rescue and environmental protection in refation to ships operating in waters
surrounding the two poles. The Polar Code inciudes hoth safety and environmental provisions and will be mandatory, with the safety provisions
becoming part of SOLAS and the environmental provisions becoming part of MARPOL. In November 2014 the IMO's MSC adopted the Polar
Code and the related amendments to SCLAS in relation to safety, while in May 2015 the IMO's Marine Environment Protection Committee
(or MEPC) adopted the environmental provisions of the Polar Code and associated amendments to MARPOL. The Polar Code has become
mandatory for new vessels built after January 1, 2017. For existing ships, this code will be applicable from the first intermediate or renewal
survey beginning on or after January 1, 2018.

MARPOL Annex | also states that oil residue may be discharged directly from the sludge tank to the shore reception facility through standard
discharge connections. They may also he discharged to the incinerator or to an auxiliary boiler suitabie for burning the oil by means of
a dedicated discharge pump. Cil residue tanks shall have no discharge connection to the engine room bilge system, bilge tank or OWS except
in following cases:

+ the residue tank may he fitted with manually operated self-closing vaives and arrangements for subsequent visual monitoring of the
settied water that lead to an oily water holding tank or bilge well;

» thesludge tank discharge piping and bilge water piping may be connected to a common line leading to the standard discharge connection,
however the interconnection of line shall not allow for the transfer of sludge to the hilge system; and

~ ascrew down non-return valve in lines connecting to the standard discharge connecticn, provides an acceptable means for not allowing
for the transfer of sludge to the hilge system. Ship operators and managers should before the first IOPP renewal survey, ensure that
such systems are compliant. in the event that modifications are required. system drawings will be subject to approval.

Annex | is applicable for existing vessels with a first renewal survey beginning on or after January 1, 2017. It is anticipated that most vessels

constructed after December 31, 1991 already comply with Annex | as MARPOL has since provided a unified interpretation prohibiting
interconnections between sludge and bilge systems.
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MSC 91 adopted amendments to SOLAS Regulation 1-2/10 to add a new paragraph 10.4, to clarify that a minimum of two-way portable
radiotelephone apparatus for each fire party for fire-fighter's communication shall be carried onboard. These radio devices shall be of explosion
proof type or infrinsically safe type. All existing ships (Buift before July 1, 2014) should compiy with this requirement not later than the first
safety Equipment survey after July 1, 2018. All new vessels constructed (keel faid) on or after July 1, 2014 must compiy with this requirement
at the time of delivery.

As per MSC. 338(21), Requirements have been highlighted for audio and visual indicators for breathing apparatus' which will alert the user
hefore the volume of the air in the cylinder has been reduced to no less than 200 liters. This applies to ship’s constructed on or after July 1,
2014. Ships constructed before July 1, 2014 must comply no iater than July 1, 2018.

European Union (or EU)

Like the IMO, the EU has adopted regulations phasing out single-hull tankers. All of our tankers are double-hulled.

The EU has also adopted legislation (Directive 2009/16/EC on Port State Control as subsequently amended) that: bans from European waters
manifestly sub-standard vessels (defined as vessels that have been detained twice by EU port authorities, in the preceding two years), creates
obligations on the part of EU member port states to inspect minimum percentages of vessels using these ports annually; provides for increased
surveillance of vessels posing a high risk to maritime safety or the marine environment; and provides the EU with greater authority and control
over classification societies, including the ability to seek to suspend or revoke the authority of negligent societies. The EU is also considering
the adoption of criminal sanctions for certain poliution events, including improper cleaning of tanks (Directive 2009/15/EC as amended by
Directive 2014/111/EU of December 17, 2014).

The EU has adopted a Directive requiring the use of low sulfur fuel. Since January 1, 2015, vessels have heen required to burn fuel with sulfur
content not exceeding 0.1% while within EU member states’ territorial seas. exciusive economic zones and pollution control zones that are
included in SOX Emission Control Areas. Other jurisdictions have also adopted regulations requiring the use of low sulfur fuel. Since January
1. 2014, the California Air Resources Board has also required vessels to hurn fuel with 0.1% sulfur content or less within 24 nautical miles of
California. China also has established emission control areas in the Pearl River Delta, the Yangtze River Delta and the Behai Bay rim area
with restrictions, commencing on January 1, 2016, in the maximum sulfur content of the fuel to be used by vessels within those areas and
which limits become progressively stricter over time.

IMO reguiations require that as of January 1, 2015, ali vessels operating within ECAs worldwide recognized under MARPOL Annex VI must
comply with 0.1% sulfur requirements. Currently, the only grade of fuel meeting 0.1% sulfur content requirement is low sulfur marine gas oil
(or LSMGO). Since January 1, 2015, the applicable sulfur content limits in the North Sea, the Baltic Sea and the English Channel ECAs have
been 0.1%. Other established ECAs under Annex VI to MARPOL are the North American ECA and the United States Caribbean Sea ECA.
Certain modifications were necessary in order to optimize operation on LSMGO of equipment originally designed to operate on Heavy Fuel
Cil {or HFO). In addition, LSMGO is more expensive than HFO and this will impact the costs of operations. However, for vessels employed
on fixed term business, all fuel costs. including any increases, are borne by the charterer. Cur exposure toincreased costisin our spot trading
vessels, aithough our competitors bear a similar cost increase as this is a reguiatory item applicable to all vessels. All required vesselsin our
fleet trading to and within regulated low sulfur areas are able to comply with fuel requirements. The global cap on the suifur content of fuel
oil is currently 3.5%, to be reduced to 0.5% by January 1, 2020. The reduced global cap of 0.5% as of January 1, 2020 was subject to a
feasibility review, which was completed in 2016 and on the basis of which the IMO’s Marine Environment Protection Committee (or the MEFC)
decided in October 2016 to implement the 0.5% global sulfur cap as of January 1, 2020.

The EU Ship Recycling Regulation (1257/2013) entered into force on December 30, 2013. It aims to prevent, reduce and minimize accidents,
injuries and other negative effects on human health and the environment when ships are recycled and the hazardous waste they contain is
removed. The legislation applies to all ships flying the flag of an EU country and to vessels with non-EU flags that call at an EU port or
anchorage. It sets out responsibilities for ship owners and for recycling facilities both in the EU and in other countries. Each new ship has to
have on board an inventory of the hazardous materials (such as ashestos, lead or mercury) it contains in either its structure or equipment.
The use of certain hazardous materiais is forbidden. Before a ship is recycled, its owner must provide the company carrying out the work with
specific information about the vessel and prepare a ship recycling plan. Recycling may only take place at facilities listed on the EU 'List of
facilities'. In 2014, the Council Decision 2014/241/EU was adopted, authorizing EU countries having ships flying their fiag or registered under
their flag to ratify or to accede to the Hong Kong International Convention for the Safe and Environmentally Sound Recycling of Ships. The
Regulation is to apply not fater than December 31, 2018, although certain of its provisions are to apply at different stages, with some of them
heing applicable from December 31, 2020. Pursuant to this Regulation, the EU Commission has recently published the first version of a
European List of approved ship recycling facilities meeting the requirements of the regulation, as well as four further implementing decisions
dealing with certification and other administrative requirements set out in the Regulation.

North Sea, Canada and Brazil

Cur shuttle tankers and FPSC units primarily operate in the North Sea and Brazil.

There is nointernational regime in force which deals with compensation for oil pollution from offshore craft, such as FPSOs. The issue whether
the CLC and the International Convention on the Establishment of an international Fund for Compensation for Qil Pollution Damage 1971,
as amended by the 1992 Protocol (or the Fund Convention), which deal with liability and compensation for oil pollution and the Convention
on Limitation of Liability for Maritime Claims 1976, as amended by the 1996 Protocol to it (or the 1976 Limitation of Liability Convention),
which deals with limitation of liability for maritime claims, apply to FPSOs is neither straightforward nor certain. The CLC and the Fund
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Convention were not drafted with FPSOs and offshore craft in mind and it is doubtful whether FPSOs and any claims for oil pollution caused
by them fall within the ambit of the CLC and the Fund Convention. This is due to the definition of “ship” under these conventions and the
requirement that oil is “carried” on board the relevant vessel. Nevertheless, the wording of the 1292 Protocol to the CLC leaves room for
arguing that FPSOs and oil pollution caused by them can come under the ambit of these conventions for the purposes of liability and
compensation. However, the application of these conventions also depends on their implementation by the relevant domestic laws of the
countries which are parties to them.

UK’s Merchant Shipping Act 1995, as amended {or the MSA), implements the CLC but uses a wider definition of a “ship” than the one used
in the CLC and in its 1892 Protocol but stili refers to the criteria used by the CLC. It is therefore doubtful that FPSOs fall within its wording.
However, the MSA also includes separate provisions for liability for oil pollution otherwise than under the CLC (section 154 of Chapter Ili of
Part Vi of the MSA). These apply to vessels which fall within @ much wider definition and include non-seagoing vessels. It is arguable that
the wording of these MSA provisions is wide enough to cover oil pollution caused by offshore crafts such as FPSOs. The liability regime under
these MSA provisions is similar to that imposed under the CLC but limitation of liability is subject to the 1976 Limitation of Liability Convention
regime (as implemented in the MSA),

With regard to the 1976 Limitation of Liability Convention, it is, again, doubtful whether it applies to FPSOs, as it contains certain exceptions
in relation to vessels constructed for or adapted to and engaged in drilling and in relation to floating platforms constructed for the purpose of
exploring or exploiting natural rescurces of the seabed orits subsoil. However, these exceptions are notincluded in the legislationimplementing
the 1976 Limitation of Liability Convention in the UK, which is also to be found in the MSA. In addition, the MSA sets out a very wide definition
of "ship” in relation to which the 1976 Limitation of Liability Convention is to apply and there is room for argument that if FFSOs fall within that
definition of “ship”, they are subject in the UK to the limitation provisions of the 1976 Limitation of Liability Convention.

In the absence of an international regime regulating liability and compensation for il pollution caused by offshore oil and gas facilities, the
COffshore Pollution Liability Agreement 1974 (or OPOL) was entered into by a number of oil companies and became effective in 1975. Thisis
a voluntary industry oil poliution compensation scheme which is funded by the parties to it. These are operators or intending operators of
offshore facilities used in the exploration for and production of oil and gas located within the jurisdictions of a number of “Designated States”
which include the UK, Denmark, Norway, Germany, France, Greenland, Irefand, the Netherlands, the Isle of Man and the Faroe Islands. The
scheme provides for strict liability of the relevant operator for pollution damage and remedial costs, subject to a limit, and the operators must
provide evidence of financial responsibility in the form of insurance or other security to meet the liability under the scheme.

With regard to FPSOs, Chapter 7 of Annex | of MARPOL (which contains regutations for the prevention of oil pollution) sets out special
requirements for fixed and floating platforms, including, amongst others, FFSOs and FSUs. The IMO's Marine Environment Protection
Committee has issued guidelines for the application of MARPOL Annex | requirements (as revised from time to time) to FPSCs and FSUs.

The EU’'s Directive 2004/35/CE on environmental liability with regard to the prevention and remedying of environmental damage (or the
Environmental Liability Directive) deals with liability for environmental damage on the basis of the “polluter pays” principle. Environmental
damage includes damage to protected species and natural habitats and damage to water and land. Under this Directive, operators whose
activities caused the environmental damage or the imminent threat of such damage are to be held iiable for the damage (subject to certain
exceptions). With regard to environmental damage caused by specific activities listed in the Directive, operators are strictly liable, regardless
of fault or negligence. This is without prejudice to their right to limit their liability in accordance with national legislation implementing the 1976
Limitaticn of Liability Convention. The Directive applies both to damage which has already occurred and where there is an imminent threat
of damage. It also requires the relevant operator to take preventive action, to report an imminent threat and any environmental damage to
the regulators and to perform remedial measures, such as clean-up. The Environmental Liability Directive has been implemented in the UK
by the Environmental Damage (Prevention and Remediation) Regulations 2009.

In June 2013 the EU adopted Directive 2013/30/EU on safety of offshore oil and gas operations and amending Directive 2004/35/EC (or the
Offshore Safety Directive). This Directive lays down minimum requirements for member states and the European Maritime Safety Agency for
the purpeses of reducing the occurrence of major accidents related to offshore oil and gas cperations, thus increasing protection of the marine
environment and coastal economies against pollution, establishing minimum conditions for safe offshore exploration and exploitation of oil
and gas, and limiting disruptions to the EU’s energy production and improving responses to accidents. The Cffshore Safety Directive sets out
extensive requirements, such as preparation of a major hazard report with risk assessment, emergency response plan and safety and
environmental management system applicabie to the relevant oil and gas installation before the planned commencement of the operations,
independent verification of safety and environmental critical elements identified in the risk assessment for the relevant oil and gas installation,
and ensuring that factors such as the applicant's safety and environmental performance and its financial capabilities or security to meet
potential liabilities arising from the cil and gas operations are taken into account when considering granting a license. Under the Offshore
Safety Directive, Member States are to ensure that the relevant licensee is financially liable for the prevention and remediation of environmental
damage (as defined in the Environmental Liability Directive) caused by offshore cil and gas operations carried out by or on behalf of the
licensee or the operator. Member States must lay down rules on penalties applicable to infringements of the legislation adopted pursuant to
this Directive. Member States were required to bring into force laws, regulations and administrative provisions necessary to comply with this
Directive by 19 July 2015. The Offshore Safety Directive has been implemented in the UK by a number of different UK Regulations, including
the Environmental Damage (Prevention and Remediation) (England) Regulations 2015, as amended, (which revoked and replaced the
Environmental Damage (Prevention and Remediation) Regulations 2009)) and the Offshore Installations (Offshore Safety Directive)(Safety
Case etc.) Regulations 2015, both of which were effective from July 19, 2015.

In addition to the reguiations imposed by the IMO and EU, countries having jurisdiction over North Sea areas impose regulatory requirements
in connection with operations in those areas, including the United Kingdom and Norway. In the UK, the exploration for and production of oil
and gasinthe UK including the UK sector of the North Seais undertaken pursuant to the Petroleum Act 1998 in accordance with the conditions
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of a license issued by the UK government. Model clauses included in such licenses require licensees amongst other things to operate in
accordance with methods customarily used in good oilfield practice and to take all steps practicable to prevent the escape of oil. Various UK
regulations dealing with environmental and other aspects of offshore oil and gas activities are also in place. These regulatory requirements,
together with additional requirements imposed by operators in North Sea oil fields, require that we make further expenditures for sophisticated
equipment, reporting and redundancy systems on the shuttie tankers and for the training of seagoing staff. Additional regulations and
requirements may be adopted or imposed that could fimit our ability to do business or further increase the cost of doing business in the North
Sea.

In Norway, the Norwegian Pollution Control Authority requires the installation of Volatile Organic Compound (or VOC) emissions reduction
units on most shuttle tankers serving the Norwegian continental shelf. Customers bear the cost to install and operate the VOC equipment on
board the shuttle tankers.

In addition to the requirements of major IMO shipping conventions, the exploration for and production of oil and gas within the Newfoundland
& Labrador (or NL}) offshore area is conducted pursuant to the Canada Newfoundland and Labrador Atlantic Accord Implementation Act (or
the Accord Act) in accordance with the conditions of a license and authorization issued by the Canada-Newfoundland and Labrador Offshore
Petroleum Board (or CNLOFB). Various regulations dealing with environmental, occupational health and safety, and other aspects of offshore
oil and gas activities have been enacted under the Accord Act. The CNLOPB has also issued interpretive guidelines concerning compliance
with the regulations, and compliance with CNLOPB guidelines may be a condition of the issuance or renewal of the license and authorizations.
These regulations and guidelines require that the shuttle tankers in the NL offshore area meet stringent standards for equipment, reporting
and redundancy systems, and for the training and equipping of seagoing staff. Further, ficensees are required by the Accord Act to provide
a benefits plan satisfactory to CNLOPB. Such plans generally require the licensee to: establish an office in NL; give NL residents first
consideration for training and employment; make expenditures for research and development and education and training to be carried outin
NL; and give first consideration to services provided from within NL and to goods manufactured in NL. These regulatory requirements may
change as regulations and CNLOPB guidelines are amended or replaced from time to time.

In addition to the regulations imposed by the IMO, Brazil imposes regulatory requirementsin connection with operations initsterritory, including
specific requirements for the operations of vessels flagged in countries other than Brazil. Brazil has several maritime reguiations and frequent
amendments and updates. Firstly, in regard to environmental protection while operating under Brazilian Waters, the Federal Constitution
establishes that the State shall reguiate and impose protections to the Environment, establishing liability in the civil, administrative and criminal
spheres. Law no. 6938/1981 sets the National Environmental Policy and Law ne. 9966/2000, known as “The Oil Law”, institutes several rules,
liabilities and penalties regarding the handling of oil or other dangerous substances, being applicable to foreign vessels and platforms operating
in Brazilian waters. Regulating the exploitation and production of cil and natural gas, Law no. 9.478/19497, known as “The Petroleum Law”,
created the National Petroleum Agency ("ANP"), responsible for regulating and supervising the industry through directives and resolutions.
After the discovery of the pre-salt, the mentioned taw was altered in some points by Law no. 12.351/2010 being the industry also regulated
by several administrative Requlations issued by the ANP.

Additional requirements and restrictions for the operation of offshore vessels and shuttle tankers are imposed by Law 9.432/37 and hy the
National Waterway Transport Agency ("ANTAQ”), instituted by Law 10.233/2001, by way of frequently updated administrative resolutions. The
transit of vessels and permanence and operation of offshore units in Brazil are further regulated by the Maritime Authorities, through law and
administrative Crdinances known as “NORMAM®. Under Brazil's environmental laws, owners and operators of vessels are strictly liable for
damages tc the environment. Cther penalties for non-compliance with environmental laws include fines, loss of tax incentives and suspension
of activities. Operators such as Petrobras may impose additional requirements, such as compliance with specific health, safety and
environmental standards or the use of local labor. Additional regulations and requirements may be adopted or imposed that couid limit cur
ability to do business or further increase the cost of doing business in Brazil.

United States

The United States has enacted an extensive regulatory and liability regime for the protection and cleanup of the environment from oil spills,
including discharges of oil cargoes, bunker fuels or lubricants, primarily through the Qil Pollution Act of 1990 {or OPA 90)and the Comprehensive
Environmental Response, Compensation and Liability Act (or CERCLA). OPA Q0 affects all owners, bareboat charterers, and operators whose
vessels frade to the United States or its territories or possessions or whose vesseis operate in United States waters, which include the U.S.
territorial sea and 200-mile exclusive economic zone around the United States. CERCLA appiies to the discharge of “hazardous substances”
rather than “oil” and imposes strict joint and several liabilities upon the owners, operators or bareboat charterers of vessels for cleanup costs
and damages arising from discharges of hazardous suhstances. We helieve that petroleum products should not be considered hazardous
substances under CERCLA, but additives to oil or lubricants used on vessels might fall within its scope.

Under OPA 90, vessel owners, operators and bareboat charterers are “responsible parties” and are jointly, severally and strictly liable (unless
the oil spill results solely from the act or omission of a third party, an act of God or an act of war and the responsibie party reports the incident
and reasonably cooperates with the appropriate authorities) for all containment and cleanup costs and other damages arising from discharges
or threatened discharges of oil from their vessels. These other damages are defined broadly to include:
~  natural resources damages and the related assessment costs;
~  real and personal property damages;
+ netloss of taxes, royalties, rents, fees and other lost revenues;
~ lost profits or impairment of earning capacity due to property or natural resources damage:
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+ net cost of public services necessitated by a spill response, such as protection from fire, safety or health hazards: and

+ loss of subsistence use of natural resources.

OPA 90 limits the liability of responsible partiesin an amountit periodically updates. The liability limits denot apply if the incident was proximately
caused by violation of applicable U.8. federal safety, construction or operating regulations, including IMO conventions to which the United
States is a signatory, or by the responsibie party's gross negligence or willful misconduct, or if the responsible party fails or refuses to report
the incident or to cooperate and assist in connection with the oil removal activities. Liability under CERCLA is also subject to limits unless the
incidentis caused by gross negligence, willful misconduct or a violation of certain regulations. We currently maintain for each of our vessels
poliution liability coverage in the maximum coverage amount of $1 hillion per incident. A catastrophic spill could exceed the coverage availabie,
which could harm our business, financial condition and results of operations.

Under OPA 90, with limited exceptions, all newly buit or converted tankers delivered after January 1, 1994 and operating in U.S. waters must
be double-hulled. All of our tankers are double-huiied.

OPA 90 also requires owners and operators of vessels to estahlish and maintain with the United States Coast Guard (or Coast Guard) evidence
of financial responsibility in an amount at least equal to the relevant limitation amount for such vesseis under the statute. The Coast Guard
has implemented regulations requiring that an owner or operator of a fleet of vessels must demonstrate evidence of financial responsibility
in an amount sufficient to cover the vessel in the fleet having the greatest maximum limited liability under OPA 20 and CERCLA. Evidence of
financial responsibility may be demonstrated by insurance, surety bond, self-insurance, guaranty or an alternate method subject to approval
by the Coast Guard. Under the self-insurance provisions, the ship owners or operators must have a net worth and working capital, measured
in assets located in the United States against liabiliies located anywhere in the world, that exceeds the applicable amount of financial
responsibility. We have complied with the Coast Guard regulations by using self-insurance for certain vessels and obtaining financial guarantees
from a third party for the remaining vessels, If other vessels in our fleet trade into the United States in the future, we expect to obtain guarantees
from third-party insurers.

OPA 90 and CERCLA permit individual U.S. states to impose their own liability regimes with regard to oil or hazardous substance pollution
incidents occurring within their boundaries, and some states have enacted legislation providing for uniimited strict liability for spills. Several
coastal states, such as California, Washington and Alaska require state-specific evidence of financial responsibility and vessel response
plans. Ve intend to comply with ail applicable state regulations in the ports where our vessels call.

Owners or operators of vessels, including tankers operating in U.S. waters are required to file vessel response plans with the Coast Guard,
and their tankers are required to operate in compliance with their Coast Guard approved plans. Such response plans must, among other
things:

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

. describe crew training and drilis; and

+ identify a qualified individual with full authority tc implement removal actions.

We have filed vessel response plans with the Coast Guard and have received its approval of such plans. In addition, we conduct regular oil
spill response drills in accordance with the guidelines set out in OPA 90. The Coast Guard has announced it intends to propose similar
regulations requiring certain vessels to prepare response plans for the release of hazardous substances.

OPA 90 and CERCLA do not preclude claimants from seeking damages resulting from the discharge of oil and hazardous substances under
other applicable law, inciuding maritime tort law. The application of this doctrine varies by jurisdiction.

The United States Ciean Water Act also prohibits the discharge of oil or hazardous substances in U.S. navigabie waters and imposes strict
liahility in the form of penalties for unauthecrized discharges. The Clean Water Act imposes substantial liahility for the costs of removal,
remediation and damages and compiements the remedies available under OPA 90 and CERCLA discussed above.

Ourvesselsthat discharge certain effluents, including ballastwater, in U.8. waters must obtain a Clean \Water Act permit from the Environmental
Protection Agency (or EPA} titled the “Vessel General Permit” and comply with a range of effluent limitations, best management practices,
reporting, inspections and other requirements. The current Vessel General Permit incorporates Coast Guard requirements for ballast water
exchange and includes specific technology-based requirements for vessels, and includes an implementation schedule to require vessels to
meet the ballast water effluent limitations by the first dry docking after January 1, 2016. Vessels that are constructed after December 1, 2013
are subject to the ballast water numeric effluent limitations. Several U.S. states have added specific requirements to the Vessel General Permit
and, in some cases, may require vessels to install ballast water treatment technology to meet biological performance standards.

Greenhouse Gas Regulation

In February 2005, the Kyoto Protocol to the United Nations Framework Convention on Climate Change (or the Kyofo Protocal) was effective.
Pursuant to the Kyoto Protocol, adopting countries are required to implement national programs to reduce emissions of greenhouse gases.
In December 2009, more than 27 nations, inciuding the United States, entered into the Copenhagen Accord. The Copenhagen Accord is nhon-
hinding, hutis intended to pave the way for a comprehensive, interational treaty on climate change. In December 2015 the Paris Agreement
(or the Paris Agreement) was adopted by 195 countries at the 21st Session of the Conference of Parties (commonly known as COP 21, a
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conference of the countries which are parties to the United Nations Framework Convention on Climate Change; the COP is the highest
decision-making authority of this organization). The Paris Agreement deals with greenhouse gas emission reduction measures and targets
from 2020 in order to limit the global temperature increases above pre-industrial ievels to not more than 1.5 degrees Ceisius. Although shipping
was ultimately not included in the Paris Agreement, it is expected that the adoption of the Paris Agreement may lead to regulatory changes
in refation to curhing greenhouse gas emissions from shipping.

In July 2011, the IMO adopted regulations imposing technical and operational measures for the reduction of greenhouse gas emissions. These
regulations formed a new chapter in Annex VI and became effective on January 1, 2013. The technical and operational measures imposed
by new regulations include the “Energy Efficiency Design Index” (or the EEDI), which is mandatory for newbuilding vessels, and the “Ship
Energy Efficiency Management Plan,” which is mandatory for all vessels. In October 2016, the IMO's MEPC adopted updated guidelines for
the calculation of the EEDI. In addition, the IMO is evaluating various mandatory measures to reduce greenhouse gas emissions from
international shipping, which may include market-based instruments or a carbon tax. In October 2014, the IMC’s MEPC agreed in principle
to develop a system of data collection regarding fuel consumption of ships. In October 2016, the IMO adopted a mandatory data collection
system under which vesseis of 5,000 gross tohnages and above are to collect fuel consumption and other data and to report the aggregated
data so collected to their flag state at the end of each calendar year. The new requirements are expected to enter into force on March 1, 2018.
The IMO also approved a roadmap for the development of a comprehensive IMO strategy on reduction of greenhouse gas emissions from
ships with an initial strategy to be adopted in 2018 and a revised strategy to be adopted in 2023.

The EU also has indicated that it intends to propose an expansion of an existing EU emissions trading regime to include emissions of
greenhouse gases from vessels, and individual countries in the EU may impose additional requirements. The EU has adopted Regulation
(EU) 2015/757 on the monitoring, reporting and verification of CO2 emissions from vessels (or the MRV Regulfation), which entered into force
on July 1, 2015. The regulation aims to quantify and reduce CO2 emissions from shipping. It lists the requirements on monitoring, reporting
and verification (MRV) of carbon dioxide emissions and requires ship owners and operators to annually monitor, report and verify CO2
emissions for vessels larger than 5,000 gross tonnage caliing at any EU and EFTA (Norway and Iceland) port (with a few exceptions, such
as fish-catching or fish-processing vesseis). Data collection takes place on a per voyage basis and starts January 1, 2018. The reported CO2
emissions, together with additional data, such as cargo and energy efficiency parameters, are to be verified by independent verifiers and sent
to a central database, managed by the Eurcpean Maritime Safety Agency. To comply with the EU MRV regulation, Teekay Corporation has
prepared an EU MRV monitoring plan and an EU MRV monitoring template in line with legislative requirement. The approved EU-MRV
monitoring plan is expected to be placed on all our vessels by August 31, 2017. The EU is cuirently considering a proposai for the inclusion
of shipping in the EU Emissions Trading System as from 2021 in the absence of a comparable system operating under the IMO.

In the United States, the EPA issued an “"endangerment finding” regarding greenhouse gases under the Clean Air Act. While this finding in
itself does not impose any requirements on our industry, it authorizes the EPA to regulate directly greenhouse gas emissions through a rule-
making process. In addition, climate change initiatives are being considered in the United States Congress and by individual states. Any
passage of new climate control legisiation or other regulatory initiatives by the IMO, the EU, the United States or other countries or states
where we operate that restrict emissions of greenhouse gases could have a significant financial and operational impact on our business that
we cannot predict with certainty at this time.

Vessel Security

The |SPS was adopted by the IMO in December 2002 in the wake of heightened concern over worldwide terrorism and became effective on
July 1, 2004. The objective of ISPS is to enhance maritime security by detecting security threats to ships and ports and by requiring the
development of security plans and other measures designed to prevent such threats. Each of the existing vessels in our fleet currently complies
with the requirements of ISPS and Maritime Transportation Security Act of 2002 (U.8. specific requirements) and regularly exercise these
plans to ensure efficient use and familiarity by afl involved. Procedures are in place to inform the Maritime Security Council Horn of Africa (or
MSCHOA ) whenever our vessels are calling in the Indian Ccean Region or West Coast of Africa (or WAC) high risk area. in order to mitigate
the security risk, security arrangements are required for vessels which travel through Guif of Aden and WAC region.

C. Organizationat Structure

Our sole general partner is Teekay Offshore GP L.L.C., which is a wholly-ownedindirect subsidiary of Teekay Corporation. Teekay Corporation
also controls its other public subsidiaries Teekay LNG Partners L.P. (NYSE: TGP} and Teekay Tankers Ltd. (NY SE: TNK).

Please read Exhibit 8.1 to this Annual Report for a list of our significant subsidiaries as of December 31, 2016.
D. Properties

Other than our vessels and VOC plants mentioned above, we do not have any material property.

E. Taxation of the Partnership

United States Taxation
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The following is a discussion of the expected material U.S. federal income tax considerations applicable to us. This discussion is based upon
the provisions of the Code, legistative history, applicable U.S. Treasury Regulations (or Treasury Regulations), judiciai autherity and
administrative interpretations, all as in effect on the date of this Annual Report, and which are subject to change, possibly with retroactive
effect, or are subject to different interpretations. Changes in these authorities may cause the tax consequences to vary substantially from the
consequences described below.

Election to be Taxed as a Corporation. Ve have elected to he taxed as a corporation for U.S. federal income tax purposes. As such, we
are subject to U.S. federal income tax on our income to the extent it is from U.S. sources or otherwise is effectively connected with the conduct
of a frade or business in the United States as discussed below.

Taxation of Operating Income. A significant portion of our gross income will be attributable to the transportation of crude oil and related
products. Forthispurpose, grossincome attributabte to transportation (or Transportation Income)includes income derived from, or in connection
with, the use {or hiring or leasing for use) of a vessel to transport cargo. or the performance of services directly related to the use of any vessel
to transport cargo, and thus includes income from time charters, contracts of affreightment, bareboat charters, and voyage charters.

Fifty percent (50%) of Transportation Income attributable to transportation that either begins or ends, but that does not both begin and end,
in the United States (or U.S. Source International Transportation Income) is considered to be derived from sources within the United States.
Transportation Income attributable to transportation that both begins and ends in the United States (or U.S. Source Domestic Transportation
Income)is considered tobe 100% derived from sources within the United States. Transportation Income attributabie to transportation exclusively
between non-U. 8. destinations is considered to be 100% derived from sources outside the United States. Transportation iIncome derived from
sources cutside the United States generally will not be subject to U.8. federal income tax.

Based on our current operations, a substantial portion of our Transportation income is from sources outside the United States and not subject
to U.S. federalincome tax. However, certain of our activities giveriseto U.S. Source International Transportation Income. Uniessthe exemption
from U.S. taxation under Section 833 of the Code (or the Section 883 Exemption) applies, our U.S. Source International Transportation income
generally is subject to U.S. federal income taxation under either the net basis and hranch profits taxes or the 4% gross basis tax. each of
which is discussed below.

The Section 883 Exemption. In general, the Section 883 Exemption provides that if a non-U.S. corporation satisfies the requirements of
Section 883 of the Code and the Treasury Regulations thereunder (or the Section 883 Regulations), it will not be subject to the net basis and
branch profits taxes or the 4% gross hasis tax described below on its U.S. Source International Transportation Income. The Section 883
Exemption does not apply to U.8. Source Domestic Transportation Income.

Anon-U.3. corporation will qualify for the Section 883 Exemption if, among other things, it {i) is organized in a jurisdiction outside the United
States that grants an exemption from tax to U.5. corporations on international Transportation income (or an Equivalent Exemption), {ii) meets
one of three ownership tests (or Ownership Tests) described in the Section 883 Regulations, and (iii) meets certain substantiation, reporting
and other requirements (or the Substantiation Requirements).

We are organized under the iaws of the Republic of The Marshall Islands. The U.S. Treasury Department has recognized the Republic of The
Marshali Islands as a jurisdiction that grants an Equivalent Exemption. We also helieve that we will be able to safisfy the Substantiation
Requirements. However, we do not believe that we meet the Ownership Tests and therefore we will not qualify for the Section 883 Exemption
and our U.S. Source International Transportation Income will not be exempt from U.S. federal income taxation.

The Net Basis and Branch Profits Taxes. |f the Section 883 Exemption does not apply, our U.S. Source International Transportation income
may he treated as effectively connected with the conduct of a frade or business in the United States (or Effectively Connected Income) if we
have a fixed place of business in the United States and substantially all of our U.S. Source International Transportation Income is attributable
to regutarly scheduled transportation or, in the case of income derived from bareboat charters, is attributable to a fixed place of business in
the United States. Based on our current operations, none of our potential U.S. Source International Transportation Income is attributable to
regularly scheduled transportation or is derived from hareboat charters attributable to a fixed place of business in the United States. As a
resuft, we do not anticipate that any of our U.8. Source International Transportation Income will he treated as Effectively Connected Income.
However, there is no assurance that we will not earn income pursuant to regularly scheduled transportation or bareboat charters attributable
to a fixed place of business in the United States in the future, which would result in such income heing treated as Effectively Connected
Income. U.S. Source Domestic Transportation Income generally will be treated as Effectively Connected Income.

Any income we earn that is freated as Effectively Connected Income would be subject to U.S. federal corporate income tax (the highest
statutory rate currently is 35% ) and a 30% branch profits tax imposed under Section 884 of the Code. In addition, a branch interest tax could
be imposed on certain interest paid or deemed paid by us.

On the sale of a vesse! that has produced Effectively Connected income, we generally would be subject to the net basis and branch profits
taxes with respect to our gain recognized up to the amount of certain prior deductions for depreciation that reduced Effectively Connected
Income. Otherwise, we would not be subject to U.5. federal income tax with respect to gain realized on the sale of a vessel, provided the sale
is considered to occur outside of the United States under U.S. federal income tax principles.

The 4% Gross Basis Tax. If the Section 883 Exemption does not apply and we are not subject to the net basis and branch profits taxes
described above, we would be subject to a 4% U.S. federal income tax on our gross U.S. Source international Transportation Income, without
benefit of deductions. For 2017, we estimate that the U.S. federal income tax on such U.S. Source Interational Transportation Income will
be approximately $260.000 hased on the amount of U.S. Source International Transportation Income we eamed for 2016. The amount of
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such tax for which we are liable in any year will depend upon the amount of income we earn from voyages into or out of the United States in
such year, however, which is not within our complete controf.

Marshall Islands Taxation

Because we and our controlled affiliates do not, and we do not expect that we and our controlled affiliates will, conduct business or cperations
in the Republic of The Marshall Islands, neither we nor our controlled affiliates are subject to income, capital gains, profits or other taxation
under current Marshal! 1slands law, other than taxes or fees due to (i) the continued existence of legal entities registered in the Republic of
the Marshail Islands, (ii) the incorporation or dissciution of legal entities registered in the Republic of the Marshall Islands, (iii) filing certificates
(such as certificates of incumbency, merger, or redomiciliation) with the Marshail Islands registrar, (iv) obtaining certificates of goodstanding
from, or certified copies of documents filed with, the Marshall Islands registrar, or (v) compliance with Marshali Islands law concerning vessel
ownership, such as tonnage tax. As a result, distributions by controlled affiliates to us are not subject to Marshali Islands taxation.

Other Taxation

We and our subsidiaries are subject to taxation in certain non-U.S. jurisdictions because we or our subsidiaries are either organized, or conduct
business or operations, in such jurisdictions, but we do not expect any such tax to be material. However, we cannot assure this result as tax
laws in these or other jurisdictions may change or we may enter into new business transactions relating to such jurisdictions, which could
affect our tax liability. Please read Iltem 18 — Financial Statements: Note 13 — income Taxes.

Item 4A. Unresolved Staff Comments

Not applicable.

Item 5. Operating and Financial Review and Prospects

The folfowing discussion should be read in conjunction with the financial statements and nofes therelo appearing elsewhere in this repor.
Management’s Discussion and Analysis of Financial Conditions and Resuits of Operations

OVERVIEW

We are an internaticnal provider of marine transportation, oil production, storage, long-distance towing and offshore installation and
maintenance and safety services to the offshore oil industry focusing on the deep-water offshore oif regions of the North Sea, Brazil and the
East Coast of Canada. We operate shuttle tankers, floating production, storage and off-loading (or FP30) units, floating storage and off-take
(or F30) units, units for maintenance and safety (or UMS), long-distance towing and offshore installation vessels and conventional crude oil
tankers. As at December 31, 2016, our fleet consisted of 31 shuttle tankers (including three chartered-in vessels and one HiLoad Dynamic
Positioning (or DF) unit), six FP30 units, seven FSO units, seven long-distance towing and offshore installation vessels, one UMS and two
chartered-in conventional oil tankers, in which our interests range from 50% to 100%. We also have two FPSO upgrades or conversions
scheduled for delivery in 2017, three fong-distance towing and offshore installation vessel newbuildings scheduled for delivery throughout
2017, and three newbuilding shuttie tankers scheduled for delivery in late-2017 through to mid-2018.

Global crude oil prices have significantly declined since mid-2014. This decline, comhined with other factors beyond our controf, has adversely
affected energy and master limited parthership capital markets and available sources of financing. Based on upcoming capital requirements
for our committed growth projects and scheduled debt repayment obligations, coupled with uncertainty regarding how long it will take for the
energy and master limited partnership capital markets to normalize, we believe itis in the best interests of our common unitholders to conserve
more of our internally generated cash flows to fund these projects and to reduce debt levels. As a result, in December 2015, we reduced our
quarterly cash distributions to $0.11 per common unit, and our near-to-medium-term business strategy is primarily focused on funding and
implementing existing growth projects and repaying or refinancing scheduled debt obligations rather than pursuing additional growth projects.
Our distributions paid for 2016 were all paid at this reduced rate. Despite significant weakness in the global energy and capital markets, our
operating cash flows remain largely stable and will grow as we take delivery of our various capital projects, supported by a large and well-
diversified portfolio of fee-based contracts with high-quality counterparties.

In addition to its effect on the energy and capital markets, the decline in global crude oil prices may also resuit in our vessels being employed
on customer contracts that are cancellable or the failure of customers to exercise charter extension options, potentially resulting in increased
off-hire for affected vessels. Conversely, we expect that a continuation of lower oil prices will motivate charterers to use existing FFSO units
on new projects, given their lower cost relative to a newbuilding unit. Cur operational focus over the short-term is to increase the efficiency
of our business to ensure we are a cost-effective supplier in the offshore sector, as well as focusing on the redeployment of ocur assets that
are scheduied to come off charter over the next few years.

Ourlong-term growth strategy focuses on expanding our fleet of shuttle tankers, and our FPSC and FSC units. Cver the long-term, we intend
to continue our practice of primarily acquiring vessels as needed for approved projects only after the long-term charters for the projects have
been awarded to us, rather than ordering vessels on a speculative basis. We seek to capitalize on opportunities in the offshore transportation,
production and storage sectors by selectively targeting long-term, fixed-rate time charters. We have entered and may enter into joint ventures
and partnerships with companies that may provide increased access to long-term, fixed-rate time charter opportunities or may engage in
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vessel or business acquisitions. We seek to leverage the expertise, relationships and reputation of Teekay Corporation and its affiliates to
pursue these growth opportunities in the offshore sectors and may consider other opportunities to which our competitive strengths are well
suited. We have rights to participate in certain other FPSO, FSO and shuttie tanker opportunities provided by Teekay Corporation, Sevan and
Remora. Our operating fleet primarily trades on medium to iong-term, stable confracts and we are structured as a publicly-traded master
limited partnership.

SIGNIFICANT DEVELOPMENTS
Financing Initiatives

During the second quarter of 2016, we completed a series of initiatives to manage our unfunded capital expenditures and upcoming debt
maturities, including:

+  obtaining additional bank financing, including a $250 million debt facility for the three East Coast of Canada newbuilding shuttle tankers,
a $40 million debt facility for six previously un-mortgaged vessels, and a new $35 million franche added to an existing debt facility secured
by two shuttle tankers;

»  extending $75 million of the outstanding principal amount of an existing revolving credit facility financing for the Pefrojarf Varg FPSO unit
untii late-2017;

+  extending the majority of the principal maturity payments to late-2018 for two of our existing NOK senior unsecured honds, previously
due in January 2017 and January 2018, and agreeing to pay a portion of the outstanding principal amount of these bonds in Cctober
2016, October 2017 and January 2018;

~ agreeing with Teekay Ceorporation to pay all distributions on our common units to Teekay Corporation, including distributions to our general
partner, in common units, instead of cash, until our NCK bonds maturing in 2018 have been fully repaid;

~ agreeing that, until our NOK bonds maturing in 2018 have been repaid, we will only pay distributions in cash to third party holders of cur
common units if the amount of the cash distributions is matched or exceeded by the proceeds raised through the issuance of additional
equity in advance of, or within six months following, the payment of such distributions;

»  extending to January 2019 the maturity date of $200 million in obligations owing to a subsidiary of Teekay Corporation under the terms
of a subordinated promissory note, which bears interest at the rate of 10.0% per annum, one half of which will be paid in cash, and the
other half of which will be paid in our common units or from the proceeds of the sale of equity securities;

~  issuing $200 million of equity, consisting of (i} $100 million of our 10.5% Series D Preferred Units (with a two-year option te pay quarterly
distributions in common units rather than cash) pius 4.5 million warrants with an exercise price of $4.55 per common unit and 2.25 million
warrants with an exercise price of $6.05 per common unit, and (ii) $100 miilion of common units at a price of $4.55 per unit;

~  cancelling, by our subsidiary Logitel, the shipbuilding contracts for the two remaining UMS newbuildings; and

~ amending the terms of certain interest rate swaps to defer the counterparties’ early termination options and extending and increasing
the threshold of existing cross currency swaps related to our two NOK bonds that have been extended as part of these initiatives.

As part of completing the above financing initiatives, we agreed to convert $46 million of face value of the $250 million of Series C Preferred
Units for approximately 8.3 million common units and the remaining approximately $204 million of outstanding Series C Preferred Units for
approximately 8.5 million of our newly-issued 8.60% Series C-1 Preferred Units thatalso include a two-year option to pay quarterly distributions
in the form of common units rather than cash. Ve agreed that, until we repay amounts outstanding under our NOK bonds maturing in 2018,
we will only pay distributions to holders of Series C-1 Preferred Units and Series D Preferred Units in common units, except that, at any time
with respect to the Series C-1 Preferred Units, and at any time after June 29, 2018 with respect to the Series D Preferred Units, we may pay
distributions to holders of Series C-1 Preferred Units and Series D Preferred Units, respectively, in cash, if the amount of such cash distributions
are matched or exceeded by the proceeds of additional equity raised by us in advance of, or within six months following, payment of the cash
distributions. We also issued $31 million of common units during 2016 under our continuous offering program.

For additional information about our Series C, C-1 and D Preferred Units and the Warrants, piease read ltem 18 - Financial Statements: Note
16.Total Capital and Net Income Per Commen Unit.

New North Sea Shuttle Tanker Contracts

In January 2017, we received a letter of award for a new five-year shuttle tanker CoA, plus extension options, with a consortium of oil companies
to service a development located in the UK Central North Sea. The CoA is expected to commence during the first quarter of 2018 and will be
serviced by our existing CoA shuttle tanker fleet. The CoA will require the use of approximately 0.5 shuttle tanker equivalents per annum.

In September 2016, we were awarded a new three-year shuttle tanker CoA, plus extension options, with BP plc, Royal Dutch Shell and OMV

Group, to service the new Glen Lyon FPSO unit located west of Shetland in the North Sea. This CoA is expected to commence in mid-2017
and require the use of approximately two shuttle tankers from our existing CoA shuttle tanker fleet.
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UMS Construction Contract Cancellation

In June 2016, as part of our financing initiatives, we canceled the construction contracts for cur two UMS newbuildings. As a result, we incurred
a $43.7 million write-down related to these two UMS newbuildings, which is included in (write-down) and gain on sale of vessels in cur
consolidated statement of income. In addition, we accrued for potential damages resuiting from the cancellations and reversed contingent
liabilities previously recorded that were relating to the delivery of the UMS newbuildings. This net loss provision of $23.4 million for the year
ended December 31, 2016 is reported in Other (expense) income - netin our consolidated statements of income. The newbuilding contracts
are held in our separate subsidiaries and obiigations of these subsidiaries are non-recourse to us. For additional information, please read
Item 18 - Financial Statements: Note 14c Commitments and Contingencies.

Arendal Spirit UMS

In April 2016, during the process to lift off the gangway connecting the Arendal Spirit to an FFSQO unit, the gangway of the Arendal Spirit
suffered damage. The gangway was replaced and underwent extensive testing and the unit recommenced operations in early-July 2016. As
a result of this incident, we reversed contingent liabilities previously recorded that were subject to material defects of the UMS.

In November 2016, the Arendal Spirit UMS experienced an operational incident relating to its dynamic-positioning system. As a result of this
operational incident, and a gangway incident that occurred in April 2018, the charterer, Petrobras, initiated an operationai review. Untii the
results of the review are available, Petrobras has suspended its charter hire payments from November 2016. We have completed an
investigation to identify the cause of the incidents and have implemented corrective measures. Ve are working to address Petrobras’ concerns
to bring the unit back into operations as soon as possible.

Delivery of Newbuilding Towage Vessel

In September 2016, we took delivery of the ALP Striker, the first of four state-of-the-art SX-157 Ulstein Design uitra-long distance towing and
offshore instailation newbuildings heing constructed by Niigata Shipbuilding & Repair in Japan. In connection with the delivery, we received
cash compensation from the shipyard totaling approximatety $7 million due to the delayed delivery of the vessel. In April 2017, we received
additional delayed delivery cash compensation of $24.3 million for the remaining three towing and offshore installation newbuildings, which
are scheduied to deliver during 2017.

Sale and In-Chartering of Two Conventional Tankers

In March 2016, we terminated an above-market time-charter contract of the Kilimanjaro Spirit conventional tanker with a subsidiary of Teekay
Corporation and received an early termination fee of $4.0 million from Teekay Corporation. Subsequently, we sold the Kilimanjaro Spirit and
the Fuji Spirif conventional tankers for net proceeds of approximately $50 million. Related to the sale of these vessels, we are chartering back
both vessels for a period of three years with an additional one-year extension option. One vessel is fixed on a two-year time-charter-out
contract that commenced during the second quarter of 2016, and the other vessel is trading in the spot conventional tanker market.

Sale of Navion Europa shuttle tanker

In November 2016, we sold a 1995-buiit shuttle tanker, the Navion Europa, for net proceeds of $14.4 million, for which we recorded a gain
on sale of $6.8 million in a 67%-owned subsidiary.

Potential Additional Shuttle Tanker, FSO and FPSO Projects

Pursuant to an omnibus agreement that we entered into in connection with our initial public offering in December 2006, Teekay Corporation
is obligated to offer to us its interest in certain shuttle tankers, FSO units and FPSO units Teekay Corporation owns or may acquire in the
future, provided the vessels are servicing contracts with remaining durations of greater than three years. We may also acquire other vessels
that Teekay Corporation may offer us from time to time and we intend to pursue direct acquisitions from third parties and new offshore projects.
However, our current near-term business strategy is primarity to focus on funding and implementing existing growth projects and repaying or
refinancing scheduled debt obligations rather than pursuing additional growth projects.

Pursuant to the omnibus agreement and suhsequent agreements, Teekay Corporation is ohligated to offer to sell to us the Petrojar! Foinaven
FPSC unit, an existing unit owned by Teekay Corporation and operating under a long-term contract in the North Sea, subject to approvals
required from the charterer. The purchase price for the Petrojarf Foinaven wouid he based on its fair market value. Teekay Corporation owns
two additional FPSC units, the Hummingbird Spirit FPSC and the Petrojarf Banff FPSC, which may aiso be offered to us in the future pursuant
to the omnibus agreement.

In May 2011, Teekay Corperation entered into a joint venture agreement with OOG to jointly pursue FPSO projects in Brazil. OOG is a Brazil-
based company that operates in the engineering and construction, petrochemical, bioenergy, energy, oil and gas, real estate and environmental
engineering sectors. Through the joint venture agreement, OOG is a 50 percent partner with us in the Cidade de Ifajai (or [tajai) FPSO unit
and the Libra FPSO project.
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Our Contracts and Charters

We generate revenues by charging customersfor the fransportation and storage of their crude oil using our vessels. Historically, these services
generally have been provided under the following basic types of contractual relationships:

+  Confracts of affreightment, whereby we carry an agreed quantity of cargo for a customer over a specified trade route within a given period
of time;

~  Time charters, whereby vessels which we operate and are responsible for crewing, are chartered to customers for a fixed period of time
at rates that are generally fixed, but may contain a variable component based on inflation, interest rates or current market rates;

~  Bareboat charters, whereby customers charter vessels for a fixed period of time at rates that are generally fixed, but the customers
operate the vessels with their own crews; and

+  Voyage charters, which are charters for shorter intervals that are priced on a current, or “spot,” market rate.

We also generate revenues by charging customers for production, processing and storage services to oil companies operating offshore oil
field installations. These services are typically provided under long-term, fixed-rate FFSQ contracts, which may contain a variable component
for incentive-hased revenues dependent upon operating performance.

Furthermore, we generate revenues by charging customers for offshore accommodation, storage and support for maintenance and modification
projects on existing offshore instaliations, or during the instaliation and decommissioning of large floating exploration, production and storage
units, including FPSC units, FLNG units and floating drili rigs. These services are typically provided under mid-term, fixed-rate time-charter
contracts, which may contain a variable component for inflation.

In addition, we generate revenues by charging custemers for the towage, station-keeping, installation and decommissioning of large floating
objects, such as exploration, production and storage units, including FPSO units, FLNG units and floating drill rigs. These services are typically
provided under project-based voyage-charter contracts.

Impertant Financial and Operational Terms and Concepts

We use a variety of financial and cperational terms and concepts. These include the following:

Revenues. Revenues primarily include revenues from contracts of affreightment, time charters, bareboat charters, voyage charters and FPSO
contracts. Revenues are affected by hire rates and the number of days a vessel operates and the daily production volume on FFSO units.
Revenues are also affected by the mix of business between contracts of affreightment, time charters, barehoat charters, voyage charters and
FPSO contracts. Hire rates for voyage charters are more volatile, as they are typically tied to prevailing market rates at the time of a voyage.

Voyage Expenses. \Voyage expenses are all expenses unique to a particular voyage, including any bunker fuel expenses, port fees, cargo
loading and unioading expenses, canal tolls, agency fees and commissions. Voyage expenses are typically paid by the customer under time
charters and bareboat charters and by the shipowner under voyage charters and contracts of affreightment. When we pay voyage expenses,
they typically are added to the hire rates at an approximate cost.

Net Revenues. Net revenues represent revenues less voyage expenses incurred by us. Because the amount of voyage expenses we incur
for a particular charter depends upon the type of charter. we use net revenues to improve the comparability between periods of reported
revenues that are generated by the different types of charters. We principally use net revenues, a non-GAAP financial measure, because it
provides more meaningful information to us about the deployment of our vesseis and their performance, than revenues, the most directly
comparable financial measure under U.S. generally accepted accounting principles (or GAAP).

Vessel Operating Expenses. Under all types of charters and contracts for our vessels, except for harehoat charters, we are responsible for
vessel operating expenses, which include crewing, repairs and maintenance, ship management services, insurance, stores, lube oils and
communication expenses. The two largest components of our vessel operating expenses are crew costs and repairs and maintenance. We
are taking steps to maintain these expenses at a stable level, but expect an increase in line with inflation in respect of crew, material, and
maintenance costs. The strengthening or weakening of the U.S. Dollar relative to foreign currencies may result in significant decreases or
increases, respectively, in our vessel operating expenses, depending on the currencies in which some of such expenses are incurred.

Time-Charter Hire Expenses. Time-charter hire expenses represent the cost to charter-in a vessel for a fixed period of time.

income from Vessel Operations. To assist us in evaluating operations by segment, we sometimes analyze the income we receive from each
segment after deducting operating expenses, but prior to the deduction of interest expense, interest income, income taxes, realized and
unrealized losses on non-designated derivative instruments, equity income, foreign currency exchange loss and other {expenses) income -
net.

Dry docking. We must periodically dry dock cur shuttie tankers, conventional oil tankers and towage vessels for inspection, repairs and
maintenance and any modifications to comply with industry certification or governmental requirements. We may dry dock FSC units if we
desire to qualify them for shipping classification. Generally, we dry dock each of our vesseis every two and a half to five years, depending
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upon the type of vessel and its age. We capitalize a substantial portion of the costs incurred during dry docking and amortize those costs on
a straight-line basis from the completion of a dry docking over the estimated useful life of the dry dock. We expense costs related to routine
repairs and maintenance performed during dry docking that do not improve or extend the useful lives of the assets, and for annual class
survey costs on our FPSO units or UMS. The number of dry dockings undertaken in a given pericd and the nature of the work performed
determine the level of dry-docking expenditures.

Depreciation and Amortization. Depreciation and amcrtization expense typically consists of:

+ chargesrelated to the depreciation of the historical cost of our fleet (less an estimated residual value) over the estimated useful lives of
the vessels or equipment;

+  charges related to the amortization of dry-docking expenditures over the estimated useful life of the dry docking: and

» charges related to the amortization of the fair value of confracts of affreightment where amounts have been attributed to those items in
acquisitions; these amounts are amortized over the period in which the asset is expected to contribute to future cash flows.

Revenue Days. Revenue days are the total number of calendar days our vessels were in our possession during a period, less the total number
of off-hire days during the period associated with major repairs or dry dockings. Consequently, revenue days represent the total numher of
days available for the vessel to earn revenue. Idle days, which are days when the vessel is available to earn revenue, yet is not employed,
are included in revenue days. We use revenue days in our explanations of net revenues hetween periods.

Calendar-Ship-Days. Calendar-ship-days are the total number of calendar days that our vessels were in our possession during a period.
We use calendar-ship-days primarily to highlight changes in vessel operating expenses, time-charter hire expense and depreciation and
amortization. Calendar-ship days are based on our owned and chartered-in fleet, including vessels owned by our 50%, 67% and 89% owned
subsidiaries, hut excluding vessels owned by our 50% owned subsidiaries accounted for under the equity method.

Items You Should Consider When Evaluating Our Results
You should consider the following factors when evaluating our historical financial performance and assessing our future prospects:

+  Qur financial results reflect the results of the interests in vessels acquired from Teekay Corporation for afl periods the vessels
were under comimon control. In July 2015, we acquired the Petrojarl Knarr FPSO unit. This transaction was deemed to be a business
acquisition between entities under common control. Accordingly, we have accounted for this transaction in a manner similar to the pooling
of interests method. Under this method of accounting, our financial statements prior to the date the interest in this vessel was actually
acquired by us are retroactively adjusted to include the resuits of this acquired vessel. The period retroactively adjusted includes all
periods that we and the acquired vessel were both under common control of Teekay Corporation and had begun operations. As a result,
our applicahle consolidated financial statements reflect this vessel and its results of operations, referred to herein as the Dropdown
Predecessor, as if we had acquired it when the vessel began operations under the ownership of Teekay Corporation on March 9, 2015.
Please read item 18 — Financial Statements: Note 3 — Dropdown Predecessor.

+  Thesize of and types of vessels in our fleet continues to change. Our results of operations reflect changes in the size and composition
of our fleet due to certain vessel deliveries and vessel dispositions. Please read “Results of Operations” helow for further details about
vessel dispositions and deliveries. Due to the nature of our business, we expect our fleet to continue to fluctuate in size and composition.

+  The decline in giobal crude oil prices has correlated with a reduction in our operating expenses. With cost-saving initiatives
impiemented across the offshore industry, we expect to see a maintained level of reduced operating expenses, in particular the cost of
services and spares and crewing costs. There is a general understanding with our suppliers to focus on cost-saving initiatives to support
the lower glchal crude oil prices and with labor unions that there will likely be minimal or no short-term salary increases in the near term.

~  Qur financial results are affected by fluctuations in currency exchange rates. Under GAAP, all foreign currency-denominated
monetary assets and liabilities (such as cash and cash equivalents, restricted cash. accounts receivable, accounts payabie, due to and
from affiliates, long-term debt and deferred income taxes) are revaiued and reported based on the prevailing exchange rate at the end
of the period. We have entered into services agreements with subsidiaries of Teekay Corporation whereby the subsidiaries provide
various services to us. Payments under the service agreements are adjusted to reflect any change in Teekay Corporation’s cost of
providing services based on fluctuations in the value of the Norwegian Kroner, British Pound, Euro, Australian Dollar or Brazilian Real
relative to the U.S. Dollar, which may resutt in increased or decreased payments under the services agreements if the strength of the
U.8. Dollar declines or increases, respectively, relative to the Norwegian Kroner, British Pound, Euro, Australian Dollar or Brazilian Real.

»~  Qur financial results are affected by fluctuations in the fair value of our derivatives instruments. The change in fair value of cur
interest rate swaps, cross currency swaps and foreign currency forward contracts are included in our net income as the majority of our
derivative instruments are not designated as hedges for accounting purposes. Although we helieve that these non-designated derivative
instruments are economic hedges, the changes in their fair value are included in our consolidated statements of income as unrealized
gains or losses on derivatives for interest rate swaps and foreign currency forward contracts and as foreign exchange losses for cross
currency swaps. Theunrealized gains or losses relating to changesin fair value of our derivative instruments do not affect our consolidated
cash flows, liguidity or cash distributions to our commeon unitholders, preferred unit holders or our general partner.

+  Quroperations are seasonal and our financial results vary as a consequence of dry dockings. Historically, the utilization of shuttle
tankers in the North Sea is higher in the winter months, as favorable weather conditions in the warmer months provide opportunities for
repairs and maintenance to our vessels and to offshore oil platforms. Downtime for repairs and maintenance generailly reduces oil
production and, thus, fransportation requirements. in addition, we generally do not earn revenue when our vessels are in scheduled and
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unscheduled dry docking. Three shuttle tankers are scheduled for dry docking in 2017. From time to time, unscheduled dry dockings
may cause additional fluctuations in our financial results.

We manage our business and analyze and report our results of operations on the basis of our six business segments: the FPSQO segment,
the shuttle tanker segment, the FSC segment, the UMS segment, the towage segment, and the conventional tanker segment, each of which
are discussed below:

Results of Operations

Year Ended December 31, 2016 versus Year Ended December 31, 2015
FP5C Segment

As at December 31, 2016, our FPSO fleet consisted of the Pefrojar! Knarr, the Petrojari Varg, the Cidade de Rio das Ostras (or Rio das
Ostras), the Piranema Spirit, the Voyageur Spirit, and the Peirojarl | FPSO units, ali of which we own 100%, and the ftajai and Libra FPSO
units, of which we own 50%. One equity accounted FFSQO unit, the Libra FPSC unit owned through our 50/50 joint venture with OOG has
completed its conversion into an FPSO unit and is en route for the Libra field located in the Santos Basin offshore Brazil and is scheduled to
commence operations in mid-2017. The Petrojari | FPSO unitis currently undergoing upgrades atthe Damen Shipyard Group's DSR Schiedam
Shipyard (or Damen) in the Netherlands and is scheduled to commence operations under a five-year fixed-rate charter contract with Queiroz
GalvBio Explorac8io e Producéo SA (or QGEP) at the end of 2017. We acquired the Pefrojarf Knarr FPSO unit from Teekay Corporation in
July 2015,

In late-2015, we received a termination notice for the Petrojari Varg FPSO charter contract from Repsol 5.A. (or Repsol), based on a termination
right that was specific to the Petrojart Varg FPSO contract. In accordance with the termination provision of the charter contract, the charterer
ceased paying the capital component of the charter hire six months prior to the redelivery date, which redelivery occurred at the end of July
2016.

FPSC units provide production, processing and storage services to oil companies operating offshore oil field installations. These services are
typically provided under long-term, fixed-rate FPSC centracts, some of which also include certain incentive compensation or penalties based
on the level of oil production and other operational measures. Historically, the utilization of FPSC units and other vessels in the North Sea,
where the Voyagetir Spirit and Patrojart Knarr operate, is higher in the winter months, as favorable weather conditions in the summer months
provide opportunities for repairs and maintenance to our vessels and the offshore oil platforms, which generally reduces oil production. The
strengthening or weakening of the U.S. Dollar relative to the Norwegian Kroner, Brazilian Real, and British Found may result in significant
decreases or increases, respectively, in our revenues and vessel operating expenses.

The following table presents the FFSO segment's operating results for 2016 and 2015, and also provides a summary of the calendar-ship-
daysforthe FPSO segment. The table excludestheresults ofthe lfajaiand the Libra FPSO units, which are accounted for as equity investments.

Year Ended December 31,

(in thousands of U.S. Dollars, except calendar-ship-days and percentages) 2018 2015 % Change
Revenues 495,223 531,554 (6.8)
Vessel operating expenses (165,346} (189,200) (12.9)
Depreciation and amortization (149,198) (137,914) 8.2
General and administrative (35,971} (38.588) (6.8)
Restructuring charge (4,444} — 100.0
Income from vessel operations 140,264 165,152 (15.1)
Calendar-Ship-Days

Owned VVessels 2,196 2,009 93

(1) includesdirect general and administrative expenses and indirect general and administrative expenses (aliocated to the FPSO segment based on estimated
use of corporate resources). See the discussion under “Other Operating Results” below. General and administrative expenses forthe year ended December
31, 2015 includes a business development fee of $2.7 million to Teekay Corporation related to the acquisition of the Pefrojarf Knam FPSO unit.

The average number of our FPSO units increased in 2016 compared to 2015, due to the acquisition of the Pefrojart Knarron July 1, 2015.

As a result of the inclusion of the Dropdown Predecessor, the financial resuits of the Petrojart Knarr FPSO unit have been included in cur
financial results as if it was acquired when the unit commenced operations under the control of Teekay Corporation on March 9, 2015.

Revenues. Revenues decreased for 2016 compared to 2015, primarily due to:

» adecrease of $65.3 million due to no longer receiving the capital portion of the charter hire for the Pelrojarf Varg since February 1, 2016
and the unit being off hire since August 1, 2016 due to the termination of the charter contract by Repsol;

~  adecrease of $10.9 million on the Vovageur Spirif related to a lower production bonus earned in 2016 compared to 2015;
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+ adecrease of $8.0 milion in 2016 due to lower reimbursable expenses incurred on the Voyageur Spirit compared to 2015 (partially offset
by lower operating expenses incurred, as indicated below),

» a decrease of $5.4 million related to the Piranema Spirit due to a provision relating to a possible return of 2% of the charter hire to
Petrobras S.A. (or Petrobras), the charterer, in place of an agency fee owing for the period from November 2011 up to December 31,
2016;

~ adecrease of $3.4 million due to the strengthening of the U.S. Dollar against the Norwegian Kroner and Brazilian Real during 2016
compared to 2015 on revenues related to the Petrofari Varg, Pefrojar! Knarr and Piranema Spirt (however, these decreases are offset
by similar foreign exchange related decreases in vessel operating expenses); and

»~ adecrease of $1.9 million due to a bonus earned from the charterer of the unit for unused maintenance days under the service contract
of the Piranema Spirit during 2015 that was not repeated in 2016;

partially offset by

»  anincrease of $44.4 million mainly due to the Petrojari Knarr FPSQO unit commencing operations on March 9, 2015;
~ anincrease of $6.9 millien due to unscheduled off-hire of the Piranema Spirit for repairs during 2015;

~ anincrease of $4.0 million relating to revenue received for offshore field studies associated with the Petrojar Varg during 2016 compared
to 2015 {this revenue is offset by operating expenses incurred, as indicated helow); and

~ anincrease of $3.0 million on the Rio das Ostras. primarily due to higher incentive compensation and a bonus earned from the charterer
of the unit for unused maintenance days under the service contract during 2016.

Vessel Operating Expenses. Vessel operating expenses decreased for 2016 compared to 2015, primarily due to:

» adecrease of $17.6 million due to lower costs as the Petrgjar! Varg was decommissioned at the end of July 2016 and is now in lay up;

» adecrease of $7.2 million due to lower repair and maintenance costs on the Voyageur Spirit during 2016, which are reimbursed by the
charterer, compared to 2015;

» adecrease of $5.6 million due to the strengthening of the U.S. Doltar against the Norwegian Kroner, Brazilian Real and British Pound
during 2016 compared to 2015;

~ adecrease of $3.1 million due to lower repair and maintenance costs on the Piranema Spirit due to unscheduled off-hire during 2015
and the timing of repair and maintenance costs; and

~ adecrease of $1.5 million due to lower crew costs mainly as a result of lower crew overtime during 2016 compared to 2015,
partially offset by
» anincrease of $4.0 million due to expenditures incurred for offshore field studies for the Petrojar! Varg;

~ anetincrease of $3.7 million due to the Pefrojar Knarr FPSO unit commencing operations on March 9, 2015, partially offset by lower
crew costs as 2015 crew costs were higher in the first year of operations of the unit related to start-up as well as preparing the unit for
the final performance test; and

»~ an increase of $3.0 million due to a reversal of an agency fee accrual relating to the Piranema Spirit during 2015, which we did not
consider payable at that time.

Depreciation and amceriization. Depreciation and amortization expense increased for 2016 compared to 2015, primarily due to:

~ anincrease of $12.3 million due to the Petrojarf Knarrcommencing operations on March 9, 2015, partially offset by amortization of credits
received from the ship yard during 2016 related to the construction of the unit;

partially offset by

+ adecrease of $1.1 millich due to an increase in the expected useful life of the Petrojar | FPSO.

Resfructuring Charge. Restructuring charge for 2016 relates to the reorganization of our FPSC husiness to create better alignment with our
offshore operations resulting in a lower cost organization going forward.

Shuttle Tanker Segment

As atDecember 31, 20186, our shuttie tanker fleet consisted of 30 vessels that operate under fixed-rate contracts of affreightment, time charters
and barehoat charters, three shuttle tanker newbuildings, and the HiLoad DP unit, which is currently in lay-up. Of these 34 shuttle tankers,
six are owned through 50%-owned subsidiaries and three were chartered-in. The remaining vessels are owned 100% by us. in November
2016, we sold a 1925-built shuttle tanker, the Navion Europa. In January 2016, we sold a 1992-built shuttle tanker, the Navion Torinita, which
was in lay-up and was classified as held for sale on our consolidated balance sheet as of December 31, 2015. In July 2016, we agreed to in-
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charter a shuttle tanker, the Grena Knutsen, on a three-year charter contract for our North Sea fleet commencing in September 2016. All of
our operating shuttle tankers, with the exception of the HiLoad D unit, provide transportation services to energy companies in the North Sea,
Brazil and the East Coast of Canada. Our shuttle tankers occasionally service the conventional spot tanker market. Ve commenced the FSO
conversion of the Randgrid shuttle tanker during the second quarter of 2015 and the vessel has been included in our FSO segment since
June 9, 2015. During the first quarter of 2015, we sold the Navion Svenita. The strengthening or weakening of the U.S. Dallar refative to the
Norwegian Kroner, Euro or Brazilian Real may result in significant decreases or increases, respectively, in our vessel operating expenses.

The following tahle presents the shutfle tanker segment's operating results for 2016 and 2015, and compares its net revenues (which is a
non-GAAP financial measure) for 2016 and 2015, to revenues, the most directly comparable GAAP financial measure. for the same years.
The following table also provides a summary of the changes in calendar-ship-days by owned and chartered-in vessels for the shuttle tanker

segment:
Year Ended December 31,

(in thousands of U.S. Dollars, except calendar-ship-days and percentages) 2018 2015 % Change
Revenues 509,586 541, 792 (5.9}
Voyage expenses (62,846) (82,777) (24.1)
Net revenues 448,750 459 015 {2.7)
Vessel operating expenses (123,950} (128,156) (3.3)
Time-charter hire expenses (62,511} (51,088) 224
Depreciation and amortization (122,822} (106,190) 15.7
General and administrative " (10,160} (22,884) (55.6)
Gain on sale and (write-down) of vessels 4,554 (65,101) (107.0)
Restructuring charge (205} (568) (63.9)
Income from vessel operations 131,656 85,028 548
Calendar-Ship-Days

Owned Vessels 10,599 11,191 (5.3)

Chartered-in Vessels 1,314 1,128 16.5

Total 11,913 12,319 (3.3)

(1) Includes direct general and administrative expenses and indirect general and administrative expenses (allocated to the shuttle tanker segment based on
estimated use of corporate resources). See the discussion under “Other Operating Results” below.

The average size of our owned shuttle tanker fleet decreased in 2016 compared to 2015, primarily due to the sale of the Navion Svenita. the
Navion Torinita and the Navion Europa in March 2015, January 2016 and November 2016, respectively, and the commencement of the FSO
conversion of the Randgrid in June 2015. Three shuttle tanker newbuildings have been excluded from calendar-ship-days until they are
delivered to us.

The average size of our chartered-in shuttle tanker fleet increased in 2016 compared to 2015, primarily due to the in-chartering of two shuttle
tankers, the Jasmine Knutsen and the Heather Knutsen, for the East Coast of Canada contract, which commenced in June 2015, the in-
chartering of the Grena Knutsen for three years which commenced in September 2016 and increased spot in-chartering of shuttle tankers,
partially offset by redelivery to their owners of the Grena Knutsen and Aberdeen in June 2015 and December 2016, respectively. The Grena
Knutsen was subsequently rechartered in by us in September 2016.

Nef revenues. Net revenues decreased for 2016 compared to 2015, primarily due to:

~ adecrease of $22.7 million due to the expiration in April 2015 of a long-term contract at the Heidrun field serviced hy our contracts of
affreightment fleet;

~ adecrease of $17.9 million due to the redelivery of two vessels to us in April 2015 and June 2016, respectively, as they completed their
time-charter-out agreement;

+ adecrease of $9.7 million due to fewer opportunities to trade excess shuttle tanker capacity in the conventionatl tanker spot market; and

. a decrease of $3.4 million due to the sale of the Navion Svenifa in March 2015;
partially offset by

~ anincrease of $21.0 million due to an increase in net revenues from the commencement of the East Coast of Canada contract in June
2015, partially offset by lower reimbursable expenses in relation to this contract;

~ anincrease of $15.9 million due to an increase in rates as provided in certain contracts in our ime-chartered-out fleet and an increase
in revenues in our contract of affreightment fleet due to higher average rates and higher fleet utilization; and
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+ anincrease of $4.0 million due to the Navion Europa acting as a substitute vessel while the Apolic Spint FSO unit was undergoing a dry
dock in the third quarter of 2016.

Vessel operaling expenses. Vessel operating expenses decreased for 2016 compared to 2015, primarily due to:

~  adecrease of $4.5 millicn due to lower fleet and onshore overhead mainly related to lower crew training costs in 2016;
~ adecrease of $2.7 millicn due to the commencement of the FSO conversion of the Randgridin June 2015;

» adecrease of $2.0 million due to the sale of the Navion Svenita and Navion Europa in March 2015 and November 2016, respectively;
and

~ adecrease of $1.7 million due to the strengthening of the U.S. Dollar against the Norwegian Kroner, Euro and Brazilian Real;
partially offset by

» an increase of $4.2 million reiated to higher repair and maintenance activities on Navion Anglia to prepare the vessel to trade in cur
contract of affreightment fleet in the North Sea as the vessel was redelivered to us in June 2016 due to the completion of its time-charter-
out agreement in Brazil; and

~ anincrease of $3.0 million due to higher crew costs relating to a change in crew composition.
Time-charter hire expenses. Time-charter hire expense increased for 2016 compared to 2015, primarily due to:

+ anincrease of $14.C million due to the in-chartering of three shuttle tankers for the East Coast of Canada contract, which commenced
in June 2015 (one of the three shuttle tankers, Mattea, was redelivered on August 31, 2015);

+ anincrease of $5.2 million due to the in-chartering of the Grena Knutsen starting September 2018; and

» anincrease of $3.6 million due to increased spot in-chartering of shuttle tankers;
partially offset by

» adecreaseof $7.6 million due tothe redeliveries by us of the Grena Knutsen and Aberdeen in June 2015and December 2016, respectively;
and

~ adecrease of $3.8 million due to the redelivery by us of the Maftea on August 31, 2015, which was replaced by our own shuttie tanker
Navion Hispania.

Depreciation and amoriization. Depreciation and amortization expense increased for 2016 compared to 2015, primarily due to:

» anincrease of $29.3 million due to the change in the estimated useful life of the shuttle component for all shuttle tankers from 25 to 20
years, as well as the accelerated amortization of the tanker component for eight older shuttle tankers commencing the first quarter of
2016;

partially offset by

* adecrease of $7.7 millich due to a write-down of the carrying values of seven shuttle tankers during 2015;
+  a decrease of $2.9 millich due to the commencement of the FSO conversion of the Randgridin June 2015; and

+  a decrease of $1.4 millicn due to the Navion Europa heing fully amortized during the second quarter of 2015.

Gain on sale and (write-down) of vessels. Gain on sale and (write-down) of vessels was $4.6 million for 2018, which consisted of gains on
sales of vessels of $6.7 million partially offset by a write-down of a vessel of $2.1 miliion, compared to ($65. 1) mitlion for 2015, which consisted
of a write-down of vessels of $66.7 million partially offset by a gain on the sale of a vessel of $1.6 million.

During 2016, we sold a 1992-built shuttle tanker, the NMavion Torinita, for net proceeds of $5.0 million, which was the approximate carrying
value of the vessel at the time of sale, and sold a 1995-built shuttle tanker, the Navion Europa, for net proceeds of $14.4 million, for which
we recorded a gain on sale of $6.8 millicn in a §7%-owned subsidiary. During the fourth quarter of 2018, the carrying value of the Navion
Marita was written down to its estimated fair value, using an appraised value, as a result of fewer opportunities to trade the vessel in the spot
conventional tanker market resulting in a $2.1 million write-down related to this vessel.

During 2015, the carrying values of seven of our 1920s-huilt shuttle tankers were written down to their estimated fair values using appraised
values. Of the seven vessels, two of the vessels were written down during the first quarter of 2015 as a result of the expected sale of a vessel
and a change in the operating plan of a vessel. In the fourth quarter of 2015, the write-down of five shuttle tankers, which had an average
age of 17.5 years, was the result of changes in our expectations of their future opportunities, primarily due to their age. In 2015, we sold a
1997-huilt shuttle tanker, the Navion Svenita, to a third party resulting in a gain on the sale of the vessel of $1.6 million.
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F50 Segment

As at December 31, 2016, our FSO fleet consisted of five units that cperate under fixed-rate time charters or fixed-rate bareboat charters, for
which our ownership interests ranged from 89% to 100%, one shuttie tanker, the Randgrid, currently undergoing conversion into an FSO unit,
for which our ownership interest increased from 7% to 100% during the third quarter of 2015 and one idle unit, the Navion Saga. We
commenced the FSO conversion of the Randgrid during the second quarter of 2015 and the vessel has been inciuded in our FSO segment
since June 9, 2015. The Navion Saga FSO unit was held for sale as at December 31, 2016.

FS0O units provide an on-site storage solution to ail field installations that have no oil storage facilities or that require suppiemental storage.
Our revenues and vessel operating expenses for the FSG segment are affected by fluctuations in currency exchange rates, as a significant
component of revenues are earned and vessel operating expenses are incurred in Norwegian Kroner and Australian Dollars for certain vessels.
The strengthening or weakening of the U.S. Dollar relative to the Norwegian Kroner or Australian Dollar may result in significant decreases
or increases, respectively, in our revenues and vessel operating expenses.

The following table presents the FSO segment's operating resuits for 2016 and 2015, and compares its net revenues (which is a non-GAAP
financial measure) for 2016 and 2015, to revenues, the most directly comparable GAAP financial measure, for the same years. The following
table also provides a summary of the changes in calendar-ship-days for the F3O segment:

Year Ended December 31,

(in thousands of U.S. Dollars, except calendar-ship-days and percentages) 2016 2015 % Change
Revenues 54,440 57,391 {5.1)
Voyage expenses (1.517) (851) 783
Net revenues 52,923 56,540 (6.4)
Vessel operating expenses {23.167) (26,394) (12.2)
Depreciation and amortization (9,311) (11,775) (20.9)
General and administrative (838) (1,372) (39.1)
White-down of vessel (983) — 100.0
Income from vessel operations 18,626 16,999 96
Calendar-Ship-Days

Owned VVessels 2,562 2,395 7.0

(1) includes direct general and administrative expenses and indirect general and administrative expenses (allccated to the FSO segment based on estimated
use of corporate resources). See the discussion under “Other Operating Resuits” below.

The average number of our FSO units increased for 2016 compared to 2015, due to the commencement of the FSO conversion ofthe Randgrid
on June 9, 2015. No earnings are expected from the Randgrid until its conversion is completed in mid-2017, when the unit is scheduled to
commence operations under a three-year time-charter contract with Statcil ASA, which includes 12 additional one-year extension options.
Additionally. the Navion Saga was redelivered to us in Cctober 2016 and was classified as held for sale as at December 31, 2016, resuiting
in a $1.0 million write-down of the unit.

Nef revenues. Net revenues decreased for 2016 compared to 2015, primarily due to the redelivery of the Navion Saga in October 2016,
following the completion of its time-charter-out contract.

Vessel operafing expenses. Vessel operating expenses decreased for 2016 compared to 2015, primarily due to the redelivery of the Navion
Saga in Cctober 2016 foliowing the completion of its time-charter-out contract and due to lower crew costs on the Navicn Saga and the
Dampier Spirit mainly due to the strengthening of the U.3. Dollar against the Norwegian Kroner and Australian Dollar compared to 2015.

Depreciation and amortization. Depreciation and amortization expense decreased for 2016 compared to 2015, primarily due to drydock costs
for the Navion Saga being fully depreciated during the fourth quarter of 2015.

White-down of vessel. Wiite-down of vessels for 2016 related to the Navion Saga, which was redelivered to us in October 2016. The carrying
value of the unit was written down to its estimated fair value, using an appraised value, as a result of the expected sale of the unit and the
unit was classified as held for sale on our consolidated balance sheet as at December 31, 2016.

UMS Segment

As at December 31, 2016, our UMS fleet consisted of one unit, the Arendal Spirit, in which we own a 100% interest. During the second quarter
of 2016, as part of our financing initiatives, we canceled the UMS construction contracts for our two UMS newbuildings. resulting in a write-
down of the UMS newbuildings to $nil.

The UMS unit is used primarily for offshore accommodation, storage and support for maintenance and modification projects on existing

offshore installations, or during the installation and decommissioning of large floating exploraticn, production and storage units, including
FPSC units, floating liquefied natural gas (or FLNG) units and floating drill rigs. The UMS unit is available for world-wide operations, excluding
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operations within the Norwegian Continental Shelf, and includes a DP3 keeping system that is capable of operating in deep water and harsh
weather.

The following table presents the UMS segment’'s operating results and calendar-ship-days for 2016 and 2015. The Arendal Spirit delivered
to us on February 16, 2015 and began its three-year charter contract with Petrobras on June 7, 2015. in mid-Aprii 2016, during the process
of lifting off the gangway connecting the Arendal Spirif to an FPSO unit, the gangway of the Arendal Spirit suffered damage. During the
gangway replacement, the Arendal Spirif was declared off-hire. The gangway was replaced in mid-June 2016 and the Arendal Spirit was
declared on-hirein early-July 2016. In early November the unit experienced an operational incident relating to the dynamic positioning system
and, as aresult, Petrobras has suspended its charter hire payments since November 6, 2016 pending the completion of its operational review
resulting from this incident. We are uncertain when Petrobras will finalize its operational review.

Year Ended December 31,

(in thousands of U.S. Dollars, except calendar-ship-days and percentages) 2018 2015 % Change
Revenues 34,433 28,334 215
Vessel operating expenses {32,888) (13,876) 137.0
Depreciation and amortization (6,660) (3,775) 76.4
General and administrative (5.495) (4,109) 33.7
Write-down of vessels (43,650) {1,000) 4,265.0
(Loss) income from vessel operations {54.260) 5574 (1.073.4)
Calendar-Ship-Days
Owned Vessels 3665 318 151

(1) includes direct general and administrative expenses and indirect general and administrative expenses (ailocated to the UMS segment based on estimated
use of corporate resources). See the discussion under “Other Operating Results” below. General and administrative expenses forthe year ended December
31, 2015 includes a business development fee of $2.0 million paid to Teekay Corporation related to the delivery of the Arendal Spirt UMS.

The calendar-ship-days increased for 2016 compared to 2015, due to the delivery of the Arendal Spirit in February 2015.

Revenues. Revenues increased for 2016 compared to 2015, mainly due to the commencement of the charter contract of the Arendal Spirit
in June 2015 and due to increased charter rates in 2016 compared to 2015. This was partially offset by lower revenues due to the unit being
off-hire from mid-April 2016 untii earty-July 2016 due to damage suffered to the gangway and the suspension of charter hire payments since
early-November 2016 due to an operational review being conducted by the charterer.

Vessel operating expenses. Vessel operating expenses increased for 2016 compared to 2015, mainly due to the commencement of the charter
contract of the Arendal Spiritin June 2015 and an increase in spare parts and consumables in 2016 due to these costs being covered under
warranty during 2015.

Depreciation and amortization. Depreciation and amortization expense increased for 2016 compared to 2015, due to the commencement of
the charter contract of the Arendal Spirt in June 2015.

White-down of vessels. Wirite-down of vessels for 2016 consists of the write-downs relating to the cancellation of our two UMS newhuilding
contracts. In addition, we accrued for potential damages resuiting from the cancellations and reversed the contingent liabilities previously
recorded that were subject to the delivery of the UMS newbuildings. This net loss provision of $23.4 million is reported in Other (expense)
income - net in our consolidated statements of loss. See the discussion under "Other Operating Results” beiow.

Write-down of vessels for 2015 consists of the write-down of options to purchase two additional UMS units, which expired during 2015.
Towage Segment

As at December 31, 2016, our towage vessel fleet consisted of seven long-distance towing and offshore installation vessels and three long-
distance towing and offshore installation vessel newbuildings, which are scheduled to deliver during 2017. We own a 100% interest in each
of the vesseis in our towage fleet.

Long-distance towing and offshore installation vessels are used for the towage, station-keeping, installation and decommissioning of large
floating objects, such as exploration, production and sterage units, including FPSO units, FLNG units and fieating drill rigs.

Thefollowing tahle presents the towage segment's operating results for 2016 and 2015, and compares its net revenues (whichis a non-GAAP

financial measure) for 2016 and 2015, to revenues, the most directly comparable GAAP financial measure, for the same years. The following
table also provides a summary of the changes in calendar-ship-days by owned and chartered-in vessels for the towage segment.
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Year Ended December 31,

(in thousands of U.S. Dollars, except calendar-ship-days and percentages) 2016 2015 % Change
Revenues 37,852 40,112 (5.4)
Voyage expenses (15,024) (12,052) 247
Net revenues 22,828 28,060 (18.3)
Vessel operating expenses (17,524) (13,920) 259
Time-charter hire expenses — (662) (100.0)
Depreciation and amortization (12,020) (8,362) 437
General and administrative (3,307) (4,598) (28.1)
(Loss) income from vessel operations (9,923) 518 (2,015.6)
Calendar-Ship-Days

Owned Vessels 2,307 1.687 454

Chartered-in Vessels — 18 (100.0)

(1) includes direct general andadministrative expenses and indirect general and administrative expenses (allocated to the towage segment based on estimated
use of corporate resources). See the discussion under "Other Operating Results” below. General and administrative expenses for the year ended December
31, 2015includes a business development fee of $2.2 million to Teekay Corporation related to the acquisition of six towing and offshore installation vessels.

The average number of our towing and offshore installation vessels increased for 2016 compared to 2015, due to the acquisition of three
vessels during the first quarter of 2015, two vessels during the second quarter of 2015, one vessel during the third quarter of 2015 and the
delivery of our first towage newbuilding vessel in September 2016.

Nef revenues. Net revenues decreased for 2016 compared to 2015, mainly due to a decrease in rates and utilization for the towage vessel
fleet due to volatility in the offshore market, partially offset by an increase in the fleet size.

vessel operating expenses. \essel operating expenses increased for 2016 compared to 2015, mainly due to the acquisition of the six towing
and offshore installation vessels during 2015, the delivery of the ALP Striker in September 2016, an increase in repairs and maintenance
expenses due to engine overhauls on the ALP Wingerand ALP Cenire during the first quarter of 2016, and an increase in crew costs compared
to 2015 due to higher crew levels, partially offset by a more cost-efficient crew composition in 2016.

Depreciation and amortization. Depreciation and amortization increased for 2016 compared to 2015, due to the acquisition of the six towing
and offshore installation vessels during 2015 and the delivery of the ALP Strikerin September 2016.

Conventional Tanker Segment

As at December 31, 2016, our conventional tanker fleet consisted of two in-chartered conventional tankers. In March 2016, we terminated
the time-charter contract of the Kilimanjaro Spirit with a subsidiary of Teekay Corporation and received an early termination fee of $4.C million
from Teekay Corporation. Subsequently, we sold the Kilimanjaro Spirit and the Fuji Spirit conventional tankers. The Kilimanjaro Spirit was
renamed Blue Pride and the Fuji Spirif was renamed Biue Power. As part of the sales, we are in-chartering these vessels for three years with
additional one-year extension options. One vesse! is frading on a fixed two-year time-charter-out contract that commenced during the second
quarter of 2016 and the other vessel is trading in the spot conventional tanker market.

In December 2015, we sold our 100% interest in SPT Explorer L.L.C. and Navigator Spirit L.L.C., which own the SPT Explorer and the
Navigator Spirt conventional tankers, respectively, to Teekay Tankers Ltd.

The following table presents the conventional tanker segment's operating results for 2016 and 2015, and compares its net revenues {which
is a non-GAAP financial measure) for 2016 and 2015, to revenues, the most directly comparabie GAAP financial measure, for the same years.
The foliowing table aiso provides a summary of the changes in calendar-ship-days by owned and chartered-in vessels for the conventional
tanker segment.
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Year Ended December 31,

(in thousands of U.S. Dollars, except calendar-ship-days and percentages) 2016 2015 % Change
Revenues 20,746 30,230 (31.4)
Voyage expenses (1,363) (2,326) (41.4)
Net revenues 19,383 27,904 (30.5)
Vessel operating expenses (1,5686) (6,234) (74.9)
Time-charter hire expense (12,974) — 100.0
Depreciation and amortization — (6,683) (100.0)
General and administrative (353) (1,062) (66.8)
Wiite-down of vessels — (3,897) (100.0)
Income from vessel operations 4,490 10,128 (65.7)
Calendar-Ship-Days

Owned Vessels 160 1,432 (88.8)

Chartered-in Vessels 572 — 100.0

Total 732 1,432 (48.9)

(1) includesdirect general and administrative expenses and indirect general and administrative expenses (allocated to the conventional tanker segment based
on estimated use of corporate resources). See the discussion under “Other Operating Results” below.

The average number of our owned conventional tankers decreased for 2016 compared to 2015, due to the sales of the Kilimanjaro Spirt and
the Fuji Spirit conventional tankersin March 2016, and the sale of the SPT Explorerand the Navigator Spirif conventional tankers in December
2015.

The average number of our chartered-in conventional tankers increased in 2016 compared to 2015, due to the in-chartering of the Biue Pride
and Biue Power conventional tankers from March 2016.

Nef revenues. Net revenues decreased for 2016 compared to 2015, primarily due to:

~ anet decrease of $10.6 million due to the termination of the time-charter-out contracts of the Fufi Spifit and Kilimanfaro Spirit with a
subsidiary of Teekay Corporation in December 2015 and March 2016, respectively, and atermination fee received from Teekay Corporation
due to the early termination of the time-charter-out contract of the Fuji Spintin December 2015, partially offset by revenue from earnings
in a conventional tanker pool prior to the sale of the Fuji Spirit and revenue from earnings in the spot conventional tanker market and
the time-charter-out of our in-chartered vessels, the Biue Pride and Blue Power, respectively, from March 2016; and

+ adecrease of $1.9 million due to the sale of the SPT Explorer and Navigator Spiritin December 2015, partially offset by termination fees
paid to Teekay Corporation due to the early termination of the bareboat contracts of these vessels in December 2015;

partially offset by:

~ anincrease of $4.0 million relating to a termination fee received from Teekay Corporation due to the early termination of the time-charter-
out contract of the Kilimanjaro Spintin March 2016.

Vessel operating expenses. Vessel operating expenses decreased for 2016 compared to 2015, mainly due to the sale of two conventional
tankers in December 2015 and the sale of two additicnal conventional tankers in March 2016.

Time-charter hire expense. Time-charter hire expense increased for 2016 compared te 2015, due to the in-chartering of the Blue Pride and
the Biue Power conventional tankers from March 2016.

Depreciation and amortization. Depreciation and amortization expense decreased for 2016 compared to 2015, due to the sale of the SPT
Explorer and Navigator Spirit in December 2015, and the sale of the Kilimanjaro Spirit and Fuji Spiritin March 2016.

White-down of vessels. During 2015, the carrying value of the Kilimanjaro Spirit and Fuji Spirit were written down to their estimated fair values
using appraised values. The write-downs were the result of the expected sales of these two vessels and both vessels were classified as held
for sale on our consclidated balance sheet as of December 31, 2015.

Other Operating Results

General and administrative. General and administrative expenses decreased to $56.1 million for 2016, compared to $72.6 million for 2015.
The decrease was due to lower management fees relating to our shuttle tanker and FSO segments primarily from our cost saving initiatives,
lower management fees due to a change in pension scheme obligations in 2016, an increase in capitalized expenses on our newbuilding
projects, the absence of any husiness development fees to Teekay Corporation in 2016 compared to 2015 business development fees to
Teekay Corporation of $9.7 million, $2.2 million and $2.0 million, respectively, in connection with the acquisition of the Pefrojarf Knarr FPSC
unit, six long-distance towing and offshore installation vessels and the Arendal Spint UMS, respectively, the redelivery and lay up of the
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Petrojari Varg FPSC unit in 2016, and a decrease due to the strengthening of the U.S. Dollar compared to 2015. These decreases were
partially offset by an increase in general and administrative costs due to the acquisition of the Petrojari Knarr FPSO unit in July 2015, the
commencement of the charter contract of the Arendal Spintin June 2015, and an increase in services provided to us from Teekay Corporation
related to our financing initiatives, the expansion of our fleet and the challenging energy markets.

interest expense. |nterest expense increased to $140.6 million for 2016, compared to $122.8 million for 2015, primarily due to:

»~ anincrease of $10.1 million due to the interest expense incurred on a $100.0 miliion, six-month loan issued by Teekay Corporation to
usin January 2016, which was refinanced on July 1, 2016 as part of a $200.0 million subordinated promissory note to Teekay Corporation
due January 1, 2019;

* anincrease of $9.2 million dueto the acquisition of the Petrojari Knarr FPSO unitin July 2015 and the assumption of a term loan associated
with the unit;

» anincrease of $3.6 million due to a non-cash guarantee fee to Teekay Corporation associated with the long-term financing for the East
Coast of Canada shuttle tanker newbuildings and certain of our interest rate swaps and cross currency swaps during 2016; and

~ anincrease of $3.4 million due to interest expense relating to our second UMS newbuilding up until its construction contract cancellation
in late-June 2016;

partially offset by
+  adecrease of $5.2 millicn due to an increase in capitalized interest cn our newbuildings, conversion and upgrade projects; and
»  adecrease of $3.0 millicn due to the maturity of the NOK 500 million senior unsecured bonds in January 2016.

Realized and unrealized losses on derivative instruments. Netrealized and unrealized losses on non-designated derivative instruments were
$20.3 million for 2016 compared to $73.7 million for 2015.

During 2016 and 2015, we had interest rate swap agreements with aggregate average outstanding notional amounts of approximately $2.1
billion and $1.8 billion, respectively, and average fixed rates of approximately 3.3% and 3.4%, respectively. Short-term variable benchmark
interest rates during 2016 and 2015 were generally 1.3% or less and 0.8% or less, respectively, and as such, we incurred realized losses of
$52.8 million and $60.7 million during 2016 and 2015, respectively, under the interest rate swap agreements.

In addition, we incurred realized losses of $10.9 million during 2015 as a result of an early termination of an interest rate swap.

During 2016 and 2015, we were committed to foreign currency forward contracts to hedge portions of our forecasted expendituresin Norwegian
Kroner, Euro and the Singapore Doliar, which incurred realized losses of $7.2 million and $13.8 million during 2016 and 2015, respectively.

The $53.4 million decrease in net realized and unrealized losses on derivatives for 2016 compared to 2015, was primarily due to an $18.0
million increase in unrealized gains on interest rate swaps mainty relating to an increase in long-term LIBOR benchmark rates during 2016
compared to 2015, a $10.9 million realized loss due to the early termination of an interest rate swap during 2015, a $10.0 million increase in
unrealized gains on foreign currency forward contracts mainly from the weakening of the U.S. Dollar against the Norwegian Kroner as at
December 31, 2016 compared to December 31, 2015, a $7.9 million decrease in realized losses on interest rate swaps due to an increase
in LIBOR during 2016 and a $6.6 million decrease in realized losses on foreign currency forward contracts due to a decrease in the transfer
of previously unrealized losses to realized losses during 2016 related to actual cash setflements.

Please see {tem 5 - Critical Accounting Estimates: Valuation of Derivative Instruments, which explains how our derivative instruments are
valued, including the significant factors and uncertainties in determining the estimated fair value and why changes in these factors resuit in
material variances in realized and unrealized losses on derivative instruments.

Equity income. Equity income was $17.9 million for 2016 compared to $7.7 million for 2015. The increase in equity income was primarily due
1o an increase in unrealized gains on derivative instruments relating to our investment in the Libra FPSO joint venture and the itajai FPSC
jointventure, lower repairs and maintenance expenses due to turhine repairs made during 2015 and an insurance claim received during 2016
relating to these turbine repairs for the ffajai FPSC unit.

Foreign currency exchange loss. Foreign currency exchange losses were $14.8 million for 2016, compared to $17.5 million for 2015, Cur
foreign currency exchange lcsses are due primarily to the relevant period-end revaluation of Norwegian Kroner-denominated monetary assets
and liabilities for financial reporting purposes and the realized and unrealized gains and losses on our cross currency swaps. (Gains on
Norwegian Kroner-denominated net monetary liabilities reflect a stronger U.S. Dollar against the Norwegian Kroner on the date of revaluation
or settlement compared to the rate in effect at the beginning of the period. Losses on Norwegian Kroner-denominated net monetary liabilities
reflect a weaker U.S. Dollar against the Norwegian Kroner on the date of revaluation or settlement compared to the rate in effect at the
heginning of the period.

For 2018, foreign currency exchange losses include realized losses of $53.5 million (2015 - losses of $10. 1 million) and unrealized gains of
$46.1 million (2015 - losses of $61.7 million) on the cross currency swaps, and unrealized losses of $39.9 million (2015 - gains of $61.2
million), on the revaluation of the Norwegian Kroner denominated debt. During 2018, NOK 500 million of our senior unsecured bonds matured
and NOK 180 million of our senior unsecured bonds were repaid resulting in realized foreign currency exchange gains of $32.6 million and
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$8.6 million, respectively, on the repayment of the bonds and $32.6 million and $8.6 miliicn realized losses, respectively, on the maturity or
partial maturity of the associated cross currency swaps. There were additional realized and unrealized foreign exchange losses of $8.8 million
for 2016 (2015 - losses of $6.8 million) on ail other monetary assets and liabilities.

income tax (expense) recovery. Income tax (expense) recovery was $(8.8) million for 2016 compared to $21.4 mitlion for 2015.

The income tax expense of $8.8 million for 2016 was mainly due to an increase in deferred tax expense due to changes in our redeployment
assumptions given the sustained low oil price, an income tax accrual for the Voyageur Spirit FPSO unit during 2016 due to an expected
taxable income aswe fully utilized our U.K. losses carried forward and an estimated tax liability relating to our Singapore and towage entities.
The income tax recovery of $21.4 million for 2015 was mainly due to a decrease in deferred tax expense due to an expected increase in the
utilization of Norwegian tax losses against anticipated earnings from the acquisition of the Petrojarf Knarr FPSO unit in July 2015, the

commencement of the East Coast of Canada contract during 2015, and the expected commencement of the Gina Krog FSO unit contract in
2017.

Year Ended December 31, 2015 versus Year Ended December 31, 2014
FPSQ Segment

As at December 31, 2015, our FPSC fleet consisted of the Petrojari Knarr, the Petrojari Varg, the Rio das Ostras, the Piranema Spirit, the
Vovageur Spirit, and the Petrojarl | FPSO units, all of which we own 100%, and the /fajai and Libra FPSO units, of which we own 50%.

The following table presents the FPSO segment's operating results for 2015 and 2014, and also provides a summary of the calendar-ship-
days for the FPSO segment. The table excludes the results of the ftajai and the Libra FPSO units, which are accounted for under the equity

method.
Year Ended December 31,

(in thousands of U.S. Dollars, except calendar-ship-days and percentages) 2015 2014 % Change
Revenues 531,554 364,518 499
Vessel operating expenses (189,900} (158,216) 20.0
Depreciation and amortization (137,914) (72,905) 89.2
General and administrative (38,588} (27.406) 408
Income from vessel operations 165,152 95,991 720
Calendar-Ship-Days

Owned Vessels 2,009 1,476 361

(1) includesdirect general and administrative expenses and indirect general and administrative expenses (aliocated to the FPSO segment based on estimated
use of corporate resources). See the discussion under “Other Operating Results” below. 2015 includes a business development fee of $9.7 million to
Teekay Corporation related to the acquisition of the Petrojar! Knarr FPSO unit.

The average number of our FPSO units increased in 2015 compared to 2014, due to the acquisition of the Petrojari Knarron July 1, 2015
and the Petrofart | on December 14, 2014,

As a result of the inclusion of the Dropdown Predecessor, the financial resuits of the Petrojart Knarr FPSO unit have been included in our
financial results as if it was acquired when the unit commenced operations under the control of Teekay Corporation on March 9, 2015.

Revenues. Revenues increased for 2015 compared to 2014, primarily due to:

» anincrease of $182.0 million due to the acquisition of the Petrojar! Knarr FPSQO unit in 2015;

» anincrease of $13.5 million on the Voyageur Spirit, primarily due to the charterer’s final acceptance of the charter contract on February
22, 2014, a production bonus earned in 2015 and a production penalty in 2014,

~ anincrease of $3.7 millicn on the Petrojari Varg, due to an increase in crew hours reimbursed by the charterer during 2015;

~ anincrease of $3.6 million relating to revenue received for offshore field studies associated with the Petrojart Varg (this revenue is offset
by operating expenditures incurred, as mentioned helow); and

»~ an increase of $2.4 million due to the commencement of operations of a water treatment piant on the Piranema Spirit in the second
quarter of 2014;

partially offset by
» adecrease of $11.0 million due to the strengthening of the U.S. Dollar against the Norwegian Kroner and Brazilian Real compared to
2014 related to the Pelrgjar! Varg and the Piranema Spirit, respectively (however, these decreases are offset by similar foreign-exchange

related decreases in vessel operating expenses);
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*  a decrease of $7.8 millich due to unscheduled off-hire of the Piranema Spirit for repairs during the third and fourth quarters of 2015;
+  a decrease of $4.7 millich due to the settlement of reimbursable expenses for the Voyageur Spirit FFSO unit during 2014,
» adecrease of $2.9 millicn due to decreases in incentive compensation from the Petrojari Varg during 2015; and

» adecrease of $2.0 million primarily due to a decrease in bonus earned from the charterer of the Rio das Ostras for unused maintenance
days under the service contract in 2015 compared to 2014 and a retroactive increase in rates in accordance with the annuai contractual
escalation recorded in the fourth quarter of 2014,

In connection with the sale and purchase agreement, Teekay Corporation indemnified us for lost revenue and unreimbursed repair costs from
the Vovageur Spirit being off-hire since the unit began operations on April 13, 2013 until February 21, 2014. The indemnification amounts
relating to lost revenue was $3.1 million for 2014. The indemnification amounts relating to unreimbursed repair costs was $0.4 millien for
2014. These have been recorded in equity as an adjustment to the purchase price we paid for the FPSO unit.

Vessel operaling expenses. Vessel operating expenses increased for 2015 compared to 2014, primarily due to:

~ anincrease of $56.8 million due to the acquisition of the Petrgjar! Knarr FPSC unit in 2015;

~ anincrease of $7.7 million due to higher repair and maintenance costs on the Piranema Spirit due to unscheduled off-hire during the
third and fourth quarters of 2015 and the timing of repair and maintenance costs; and

~ anincrease of $4.0 million due to expenditures incurred on offshore field studies for the Petrojan Varg during 2015;
partially offset by

» adecrease of $27.2 million due to the strengthening of the U.S. Doliar against the Norwegian Kroner, Brazilian Real and British Pound;

» adecrease of $3.3 millicn due to the timing of costs related to repair and maintenance on the Voyageur Spirit, the Petrojart Varg and the
Rio das Ostras FPSO units;

» adecrease of $3.0 million due to a reversal of an agency fee accrual relating to the Piranema Spirit during 2015, which we no longer
considered payable at that time;

~  adecrease of $2.2 millicn due to lower ship management costs related to operating the FPS0 units; and

~ adacrease of $1.6 million due to external consulting fees incurrad during the first quarter of 2014 to achieve final acceptance for the
Voyageur Spirit FPSC unit.

Depreciation and amortization. Depreciation and amortization expense increased for 2015 compared to 2014, primarily due to the acquisitions
of the Petrojarl Knarr on July 1, 2015 and the Petrojari | on December 15, 2014.

Shuttle Tanker Segment

As at December 31, 2015, our shuttle tanker fleet consisted of 31 vessels that operate under fixed-rate contracts of affreightment, time charters
and bareboat charters, three shuttie tanker newbuildings, one shuttie tanked held for sale and one HiLoad DF unit, which is currently in lay-
up. Of these 36 shuttle tankers, six were owned through 50%-owned subsidiaries, one through a 67%-owned subsidiary and three were
chartered-in. The remaining vessels are owned 100% by us.

The following tahle presents the shuttle tanker segment's operating results for 2015 and 2014, and compares its net revenues (which is a
non-GAAP financial measure) for 2015 and 2014, to revenues, the most directly comparable GAAP financial measure, for the same years.
The following table also provides a summary of the changes in calendar-ship-days by owned and chartered-in vessels for the shuttle tanker
segment:
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Year Ended December 31,

(in thousands of U.S. Dollars, except calendar-ship-days and percentages) 2015 2014 % Change
Revenues 541,792 577,064 (6.1)
Voyage expenses (82,777} (105,562) (21.6)
Net revenues 459,015 471 502 (2.6}
Vessel operating expenses (128,156} (1569,438) (19.6)
Time-charter hire expenses (51,088) (31,090) 64.3
Depreciation and amortization (106,19C) (110,686) (4.1)
General and administrative ' (22,884} (29,154) (215)
(Write-down) and gain on sale of vessels (65,101} (1,638) 3,874.4
Restructuring (charge) recovery (568) 225 (352.4)
Income from vessel operations 85,028 139,721 (39.1)
Calendar-Ship-Days

Owned Vessels 11,191 11,870 (5.7)

Chartered-in Vessels 1,128 802 406

Total 12,319 12,672 (2.8)

(1) includes direct general and administrative expenses and indirect general and administrative expenses (allocated to the shuttle tanker segment based on
estimated use of corporate resources). See the discussion under “Other Operating Results” below.

The average size of our owned shuttle tanker fleet decreased in 2015 compared to 2014, primarily due to the sale of the Navion Norvegia
and the Navion Svenita in October 2014 and March 2015, respectively, and the commencement of the FSO conversion of the Randgrid in
June 2015, partially offset by the delivery of the HiLcad DP unit in April 2014. Three shuttie tanker newbuildings have been excluded from
calendar-ship-days until they are defivered to us.

The average size of our chartered-in shuttle tanker fleet increased in 2015 compared to 2014, primarily due to the in-chartering of three
tankers, the Jasmine Knutsen, the Heather Knutsen, and the Maftea for the East Coast of Canada contract, which commenced in June 2015,
partially offset by redeliveries to their owners of the Grena Knutsen in June 2015 and the Karen Knutsen in January 2014, decreased spot
in-chartering of shuttle tankers, and the replacement of the Maftea by one of our owned shuttle tankers in September 2015,

Nef revenues. Net revenues decreased for 2015 compared to 2014, primarily due to:

» adecrease of $31.3 million refating to the expiration of a long-term contract at the Heidrun field serviced by our contracts of affreightment
fleet;

» adecrease of $18.4 million due to the redelivery of two vessels to us in February 2014 and April 2015 as they completed their time-
charter-out agreements; and

~ adecrease of $14.1 million due to the sale of the Navion Svenitain March 2015;
partially offset by

+ anincrease of $35.3 million due to an increase in net revenues from the commencement of the East Coast of Canada contract in June
2015,

+ an increase of $8.0 millicn in revenues from our contract of affreightment fleet due to higher average rates, an increase in rates as
provided in certain contracts in our time-chartered-out fleet, and an increase in revenues from the commencement of new contracts in
mid-2015;

~ an increase of $3.7 million due to higher average rates earned trading excess shuttie tanker capacity in the conventional tanker spot
market, partially offset by fewer conventional tanker spot days;

~ anincrease of $2.9 millien due to fewer off-hire days in our time-chartered-out fleet; and

~ anincrease of $1.7 millien due to an increase in reimbursable bunker, crew and dry-docking expenses.
vessel operafing expenses. Vessel operating expenses decreased for 2015 compared to 2014, primarily due to:

+  adecrease of $14.3 million due to the strengthening of the U.S. Ddllar against the Norwegian Kroner, Euro and Brazilian Real;
+ adecrease of $6.0 million due to the sales of the Navion Norvegia and the Navion Svenita in October 2014 and March 2015, respectively;
»  adecrease of $4.9 millicn relating te the HiLoad DP unit mainty due to mobilization expenses incurred in 2014;

» adecrease of $3.7 millicn due to the commencement of the FSO conversion of the Randgridin June 2015; and
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+ adecrease of $2.1 million due to a decrease in repairs and maintenance expenses compared to 2014 and a decrease in crew due to
changes in crew composition, partially offset by an increase in crew training expenses.

Time-charter hire expenses. Time-charter hire expenses increased for 2015 compared to 2014, primarily due to:

~ anincrease of $28.8 millicn due to the in-chartering of the three shuttie tankers for the East Coast of Canada contract, which commenced
in June 2015 (one of the three shuttle tankers, the Maftea. was redelivered on August 31, 2015 and was replaced by one of our owned
vessels); and

~ anincrease of $2.4 millicn primarily due to the drydocking and offhire of the Sallie Knutsen during the first and second quarters of 2014
and the drydocking of the Aberdeen during the second quarter of 2014;
partially offset by

~  adecrease of $7.2 millicn due to the redelivery by us of the Karen Knutsen in January 2014 and the Grena Knutsen in June 2015;
~  adecrease of $2.5 millicn due to decreased spot in-chartering of shuttle tankers; and

~ adacrease of $1.3 million due to lower time-charter hire rates on the Aberdeen and an increase in off-hire during the third quarter of
2015.

Depreciation and amoriization. Depreciation and amortization expense decreased for 2015 compared to 2014, primarily due to:

+  adecrease of $5.0 millicn due to the commencement of the FSO conversion of the Randgridin the June 2015;
»  adecrease of $2.1 millicn due to the Navion Europa heing fully amortized during the second quarter of 2015,

»  adecrease of $2.0 million due to the sale of the Navion Norvegia and the Navion Svenita in October 2014 and March 2015, respectively;
and

~ adecrease of $1.0 millien due to lower vessel contract amortization expense;
partially offset by

~ anincrease of $3.0 million due to the dry docking of eight shuttie tankers from mid-2014 to late-2015; and

+ anincrease of $2.7 million due to the commencement of depreciation on the HiLoad DP unit in January 2015.

(Write-down) and gain on sale of vessels. (Write-down) and gain on sale of vessels was ($65.1) million for 2015 which consisted of a write-
down of vessels of $66.7 million partially offset by a gain on sale of a vesse! of $1.6 million. During 2015, the carrying values of seven of cur
1990s-built shuttle tankers were written down to their estimated fair values using appraised values. Of the seven vessels, two of the vessels
were written down during the first quarter of 2015 as a result of the expected sale of a vessel and a change in the operating plan of a vessel.
In the fourth quarter of 2015, the write-down of five shuttle tankers, which have an average age of 17.5 years, was the result of changes in
our expectations of their future opportunities, primarily due to their advanced age. While we expect four of the five vessels to continue to
actively frade as shuttie tankers over the near-term and the fifth vessel to actively trade in the conventional tanker market, we anticipate fewer
opportunities for aiternative usage and increased age discrimination over time. In 2015, we sold a 1997-buiit shuttle tanker, the Navion Svenita,
to a third party resulting in a gain on the sale of the vessel of $1.6 million.

(Write-down) and gain on sale of vessels was ($1.6) million for 2014 which censisted of a write-down of a vessel of $4.8 million partially offset
by a gain on the sale of a vessel of $3.1 million. in the third quarter of 2014, the carrying value of one of our 1990s-built shuttle tankers was
written down to its estimated fair value, using an appraised value. The write-down was the result of the vessel charter contract expiring in
early-2015 and the expected sale of the vessel. In Octoher 2014, a 1995-built shuttie tanker, the Navion Norvegia, was sold to our 50/50 joint
venture with OOG. The proceeds from the sale of the vessel were $13.4 million, which included $0.4 million for bunkers on-board at the time
of sale. The net hook value of the vessel at the time of sale was $6.8 million. As the vessel was soid to our 50/50 joint venture with OOG, we
deferred 50% of the gain on sale of the vessel. The vessel is undergoing conversion to a new FPSO unit for the Libra field.

Restructuring (charge} recovery. Restructuring charge for 2015 was $0.6 million relating to a reduction in fleet size.

Restructuring recovery for 2014 was $0.2 million relating to a $0.8 million reimbursement received relating to the reorganization of our shuttle
tanker marine operations, partially offset by a $0.6 millien charge relating to the reflagging of one shuttle tanker.

FS0 Segment

As at December 31, 2015, our FSO fleet consisted of six units that operated under fixed-rate time charters or fixed-rate bareboat charters, in
which our ownership interests ranged from 88% to 100%, and one shuttle tanker, the Randgrid, currently undergoing conversion into an FSC
unit, in which our ownership interest increased from 7% to 100% during 2015.
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The following table presents the FSO segment’s operating resuits for 2015 and 2014, and compares its net revenues (which is a non-GAAP
financial measure) for 2015 and 2014, to revenues, the most directly comparable GAAP financial measure, for the same years. The following
table also provides a summary of the changes in calendar-ship-days for the FSO segment:

Year Ended December 31,

(in_thousands of U.S. Dollars, except calendar-ship-davs and percentages) 2015 2014 % Change
Revenues 57,391 53,868 65
Voyage expenses (851) {1,500) (43.3)
Net revenues 56,540 52,368 8.0
Vessel operating expenses {26,394) (28,649) (7.9)
Depreciation and amortization (11,775) {8,282) 422
General and administrative '’ (1.372) (3.870) (64.5)
Income from vessel operations 16,909 11,567 470
Calendar-Ship-Days

Owned Vessels 2,395 2,190 9.4

(1) Includes direct general and administrative expenses and indirect general and administrative expenses (allocated to the FSO segment based con estimated
use of corporate resources). See the discussion under “Other Cperating Resuits” below.

The average number of cur FSO unitsincreased for 2015 compared to 2014, due to the commencement of the FSO conversion of the Randgrid
on June 9, 2015,

Nef revenues. Net revenues increased for 2015 compared to 2014, primarily due to:

» anincrease of $5.5 million due to the commencement of the Suksan SalamanderFSC on itsbareboat charter in the third quarter of 2014,
~ anincrease of $2.4 millicn due to the drydocking of the Navion Saga during the third quarter of 2014; and

~ anincrease of $2.0 million primarily due to the drydocking of the Dampier Spirit during the second quarter of 2014;

partially offset by

* adecrease of $3.7 millicn primarily due to the strengthening of the U.S. Dollar against the Norwegian Kroner and Australian Dollar;

» adecrease of $1.3 million due to a contract extension in April 2014 for the Pattani Spirit at a tower charter rate for an additional five years;
and

»  adecrease of $0.8 millicn due to reduced rates on the Falcon Spirit.
Vessel operafing expenses. Vessel operating expenses decreased for 2015 compared to 2014, primarily due to:

~ adecrease of $3.6 million mainly from lower crew costs on the Navion Saga and the Dampier Spirit due to the strengthening of the U.S.
Dollar against the Norwegian Krener and Australian Dollar;

partially offset by

» anincrease of $1.0million due to the amortization of mobilization costs cn the Suksan Safamander FSC commencing in the third quarter
of 2014; and

~ anincrease of $0.5 million due to lower crew costs for the Navion Saga in 2014 mainly relating te a pension adjustment recorded in the
first quarter of 2014,

Depreciation and amortization. Depreciation and amortization expense increased for 2015 compared to 2014, primarily due the delivery of
the Suksan Salamander FSO in August 2014 and an increase in drydock depreciation for the Navion Saga due its drydocking in the third
quarter of 2014.

UMS Segment

As at December 31, 2015, our UMS fleet consisted of one operational unit, the Arendal Spirit, in which we own a 100% interest.

The following table presents the UMS segment’s operating results and calendar-ship-days for 2015 and 2014. We had no cperations during

2014 and therefore no revenues or expenditures incurred for the segment for 2014, with the exception of acquisition costs presented as
general and administrative expenses.
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Year Ended December 31,

(in thousands of U.S. Dollars, except calendar-ship-days and percentages) 2015 2014 % Change
Revenues 28,334 - 100.0
Vessel operating expenses {13.878) - 100.0
Depreciation and amortization (3,775) - 100.0
General and administrative " (4,109) (622) 560.6
Wite-down of vessel (1,000) - 100.0
Income (loss) from vessel operations 5574 (622) (996.1)
Calendar-Ship-Days

Owned Vessels 318 - 100.0

(1) includes direct general and administrative expenses and indirect general and administrative expenses (ailocated to the UMS segment based on estimated
use of corporate resources). See the discussion under “Other Operating Results” below. General and administrative expenses forthe year ended December
31, 2015 includes a business development fee of $2.0 million paid to Teekay Corporation related to the delivery of the Arendal Spirit UMS.

The average number of our operating units increased for 2015 compared to 2014, due to the delivery of the Arendal Spirit in February 2015.

income from vessel operations. Income from vessel operations increased for 2015 compared to 2014, primarily due to the commencement
of the charter contract of the Arendal Spirit in June 2015, partially offset by write-downs relating to two options to purchase two additional
units, which expired during 2015.

Towage Segment

As at December 31, 2015, our towage vessel fleet consisted of six long-distance towing and offshore installation vessels and four ultra-long
distance towing and offshore installation vessel newhuildings. We own a 100% interest in each of the vessels in our towage fleet.

The following table presents the towage segment's operating results for 2015 and 2014, and compares its net revenues (whichis a non-GAAF
financial measure) for 2015 and 2014, to revenues, the most directly comparable GAAP financial measure, for the same years. The foillowing
table also provides a summary of the changes in calendar-ship-days by owned and chartered-in vessels for the towage segment. We did not
operate any of these vessels during 2014 and our operating results for the segment in 2014 consisted mainly of general and administrative
expenses of $4.3 million.

Year Ended December 31,

(in thousands of U.S. Dollars, except calendar-ship-days and percentages) 2015 2014 % Change
Revenues 40,112 523 7.5696
Voyage expenses {12,052) (105) 11,3781
Net revenues 28,060 418 66129
Vessel operating expenses {13.920) - 100.0
Time-charter hire expenses (662) - 100.0
Depreciation and amortization (8,362) - 100.0
General and administrative " (4,598) (4,328) 6.2
Income (loss) from vessel operations 518 (3,910} (113.2)
Calendar-Ship-Days

Owned Vessels 1,587 - 100.0

Chartered-in Vessels 19 - 100.0

Total 1,606 - 100.0

(1) Includesdirect general and administrative expenses and indirect general and administrative expenses (allocated to the towage segmentbased on estimated
use of corporate resources). See the discussion under "Other Operating Results” below. General and administrative expenses for the year ended December
31, 2015 includes a business development fee of $2.2 million to Teekay Corporation related to the acquisition of the six towing and offshore installation
vessels. General and administrative expenses for the year ended December 31, 2014 includes business development fees of $2.6 million refating to the
acquisition of ALP.

The average number of our towing and offshore installation vessels increased for 2015 compared to 2014, due to the delivery of the six towing
and offshore installation vessels during 2015.

income (loss) from vessel operations. Income from vessel operations increased for 2015 compared to 2014, primarily due to the delivery of
the six towing and offshore installation vessels throughout the first seven months of 2015.
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Conventional Tanker Segment

As at December 31, 2015, we owned 100% interests in two Aframax conventional crude oil tankers, the Kilimanajro Spirif, which operated
under a fixed-rate time charter with Teekay Corporation, and the Fuji Spirit. which operated in the spot conventional tanker market. Both of
these vessels were classified as held for sale as at December 31, 2015.

The following table presents the conventional tanker segment's operating results for 2015 and 2014, and compares its net revenues {which
is a non-GAAP financial measure) for 2015 and 2014, to revenues, the most directly comparabie GAAP financial measure, for the same years.
The following tabie also provides a summary of the changes in calendar-ship-days by owned vesseis for the conventional tanker segment.

Year Ended December 31,

(in thousands of U.S. Dollars, except calendar-ship-days and percentages) 2015 2014 % Change
Revenues 30,230 33,566 (9.9)
Voyage expenses (2,328) (5,373) (56.7)
Net revenues 27,904 28,193 (1.0}
Vessel operating expenses (6,234) (5,906) 56
Depreciation and amortization (6,583) (6,680) {1.5)
General and administrative'"’ (1.062) (2,136) (60.3)
Write-down of vessels (3,897) — 100.0
Income from vessel operations 10.128 13,471 (24.8)
Calendar-Ship-Days

Owned Vessels 1,432 1,460 (1.9)

(1) includesdirect general and administrative expenses and indirect general and administrative expenses (allocated to the conventional tanker segment based
on estimated use of corporate resources). See the discussion under “Other Operating Results” below.

The average number of our conventional tankers decreased in 2015 compared to 2014, due to the sales of the SPT Explorerand the Navigator
Spirit conventional tankers in December 2015.

Nef revenues. Net revenues decreased for 2015 compared to 2014, primarily due to:

» adecrease of $1.8 million due to net termination fees paid to Teekay Corporation in relation to the early terminations of bareboat and
time-charter contracts with a subsidiary of Teekay Corporation forthe SPT Explorer, Navigator Spirit and Fuji Spiriftin December 2015; and

»  adecrease of $0.4 millicn due to the sales of the SPT Expiorer and Navigator Spiritin December 2015;
partially offset by:

~ anincrease of $1.0 million due to a higher amount of reimbursed bunkers in 2015 compared to 2014; and

+ anincrease of $0.9 million due to the scheduled drydocking of the Kilimanjaro Spirit during the third quarter of 2014.

Write-down of vessels. Wiite-down of vessels was $3.9 million for 2015. During 2015, the carrying values of the Kilimanjaro Spirit and Fuji
Spirit were written down to their estimated fair values using appraised values. The write-downs were the result of the expected sales of these
two vessels and hoth vessels were classified as held for sale on our consolidated balance sheet as of December 31, 2015.

Other Operating Results

General and administrative. General and administrative expensesincreased to $72.6 million for 2015, from $67.5 million for 2014. The increase
was due to business development fees to Teekay Corporation of $2.7 million, $2.2 million and $2.0 million, respectively, in connection with
the acquisition of the Petrojari Knarr FPSC unit, the six long-distance towing and offshore installation vessels, and the Arendal Spirit UMS
recorded in the third quarter of 2015, the acquisition of the Petrofar! Knarnr FPSO unit in July 2015, the acquisition of Logitel during the third
quarter of 2014, the commencement of the charter contract of the Arendal Spirit in June 2015, the commencement of the East Coast of
Canada contract in June 2015 and an increase in services provided to us from Teekay Corporation as a result of our growth, partially offset
by a decrease due to the strengthening of the U.S. Dollar compared to the same periods in 2014, a $2.1 million business development fee
paid to Teekay Corporation in relation to the acquisition of the Petrojari | FPSO unit during the fourth quarter of 2014, a $1.6 miliion business
development fee paid to Teekay Corporation in relation to the acquisition of ALP during the second quarter of 2014, a $1.0 million acquisition
fee to a third party relating to the acquisition of ALP during the first quarter of 2014, a decrease in management fees relating to our FPSO
fleet primarily from our focus on obtaining the final charter contract acceptance for the Voyageur Spirit FPSO unit in the first quarter of 2014
and a decrease in management fees relating to our shuttle tanker fleet primarily from cost saving initiatives.

Interest expense. Interest expense increased to $122.8 million for 2015 compared to $88.4 million for 2014, primarily due to:

+ anincrease of $26.7 million due to cur assumption of debt related to the acquisition of the Petrofari Knarr FPSO unit;
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+ an increase of $17.0 million due to the borrowings and {can costs relating to the Suksan Salamander FSO unit (which commenced
operations during the third quarter of 2014), the six towing vessels (which delivered throughout 2015), the Arendal Spirit UMS (which
commenced operations during the second quarter of 2015) and $300 million of senior unsecured bends issued in May 2014; and

» anincrease of $1.1 million due to the ineffective portion of unrealized losses incurred on interest rate swaps designated as cash flow
hedges during 2015 for the towage newbuildings;

partially offset by

~ adecrease of $7.0 million relating to lower interest expense on our NOK bonds as a result of the depreciation of the NOK against the
U.S. Dollar and a decrease in NIBOR; however, this decrease was offset by an increase in realized losses on cross currency swaps
related to ocur NOK senior unsecured bonds, which losses are included in foreign currency exchange losses;

»  adecrease of $2.0 millicn due to an increase in capitalized interest on our newbuildings; and

» anet decrease of $1.3 million due to lower debt balances, partially offset by higher interest rates on existing debt facilities compared to
2014.

Realized and unrealized losses on derivative instruments. Netrealized and unrealized losses on non-designated derivative instruments were
$73.7 million for 2015, compared to $143.7 million for 2014.

During 2015 and 2014, we had interest rate swap agreements with aggregate average outstanding noticnal amounts of approximately $1.8
billion and $1.7 billion, respectively, and average fixed rates of approximately 3.4% and 3.5%, respectively. Short-term variable benchmark
interest rates during these periods were generally 0.8% or less and, as such, we incurred realized losses of $60.7 million and $55.6 million
during 2015 and 2014, respectively, under the interest rate swap agreements.

In addition, we incurred realized losses of $10.9 million during 2015 as a result of an early termination of an interest rate swap.

During 2015 and 2014, we were committed to foreign currency forward contracts to hedge portions of our forecasted expendituresin Norwegian
Kroner. Additionally. during 2015 we were committed to foreign currency forward contracts to hedge portions of our forecasted expenditures
denominated in Euro and Singapore Dollars.

The $70.0 million decrease in net realized and unrealized losses for 2015 was primarily due to higher current LIBOR interest rates compared
to 2014, and a$87.8 million decrease in unrealized losses on interest rate swaps relating to a smaller decrease iniong-term LIBOR benchmark
interest rates as at December 31, 2015 relative to the beginning of 2015, compared to the decrease as at December 31, 2014 relative to the
beginning of 2014, partially offset by a $10.9 million realized loss due to the early termination of an interest rate swap during 2015, a $5.2
million increase in realized losses on interest rate swaps due to a higher outstanding nctional amount of interest rate swap agreements
compared to 2014 and the transfer of previously recognized unrealized losses to realized losses on the interest rate swaps in 2015 related
to actual cash settlements, and a $1.7 million net increase in realized and unrealized losses on foreign currency forward contracts due to a
$11.9 million increase in reaiized losses on foreign currency forward contracts mainly due to the transfer of $10.2 million previously recognized
unrealized losses to realized losses in 2015 related to actual cash settlements and from a stronger U.S. Dollar compared to 2014.

Please see item 5 - Operating and Financial Review and Prospects: Valuation of Derivative Instruments, which explains how our derivative
instruments are valued, including the significant factors and uncertainties in determining the estimated fair value and why changes in these
factors result in material variances in realized and unrealized losses on derivative instruments.

Equity income. Equity income was $7.7 million for 2015 compared to $10.3 million for 2014. The decrease in equity income compared to
2014, was primarily due to an increasein unrealized losses on derivative instruments relating to our investment in the Libra FFSOjoint venture,
partially offset by a decrease in unrealized losses on derivative instruments relating to our investment in the itajai FPSO joint venture, a
decrease in vessel operating expenses in the ffajai FPSO joint venture mainly due to the strengthening of the U.S. Dollar against the Brazilian
Real compared to 2014 and a bonus received during 2015 relating te unused maintenance days in the Ilfajai FPSO joint venture.

Foreign currency exchange ioss. Foreigh currency exchange losses were $17.5 million for 2015, compared to $16.1 million for 2014. Cur
foreign currency exchange losses are due primarily to the relevant period-end revaluation of Norwegian Kroner-denominated monetary assets
and liabilities for financial reporting purposes and the realized and unrealized gains and losses on our cross currency swaps. Gains on
Norwegian Kroner-denominated net monetary liabilities reflect a stronger U.S. Dollar against the Norwegian Kroner on the date of revaluation
or settlement compared to the rate in effect at the beginning of the period. Losses on Norwegian Kroner-denominated net monetary liabilities
reflect a weaker U.S. Dollar against the Norwegian Kroner on the date of revaluation or settlement compared to the rate in effect at the
beginning of the period.

For 2015, foreign currency exchange losses include realized losses of $10.1 million (2014 — losses of $2.0 million) and unrealized losses of
$61.7 million (2014 —losses of $94.0 million) on the cross currency swaps, and unrealized gains of $61.2 million (2014 —gains of $86.0 million)
on the revaluation of the Norwegian Kroner denominated debt. There were additional realized and unrealized foreign exchange losses of $6.8
million {2014 — esses of $6.2 million) on all other monetary assets and liabilities.

Income tax recovery (expense). Income tax recovery (expense)was $21.4 million for 2015 and ($2.2) million for 2014. The increase in deferred
income tax recovery of $23.9 million for 2015 compared to 2014 was primarily due to the acquisition of the Petrojarf Knarr FPSC unit and the
commencement of the East Coast of Canada contract during 2015, and the expected commencement of the Gina Krog FSO unit contract in
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mid-2017, from which we expect to utilize more of our Norwegian tax losses from the earnings anticipated from their contracts, as well as an
expected increase in earnings from our existing fleet, which resulted in a decrease in our deferred tax asset vajuation allowance and an
increase in deferred income tax recovery.

Liquidity and Capital Resources
Liquidity and Cash Needs

Cur business model is to employ our vessels on fixed-rate contracts with major oil companies, typically with terms between three to ten
years. Prior to the fourth quarter of 2015, the operating cash flow our vessels generated each quarter, excluding a reserve for maintenance
capital expenditures and distributions on our preferred units, was generaliy paid out to cur common unitholders within approximately 45
days after the end of each quarter. Global crude oil prices have significantly declined since mid-2014 and this decline, combined with
other factors beyond our control, has adversely affected energy and master limited partnership capital markets and available sources of
financing. Based on upcoming equity capital requirements for our committed growth projects and scheduled debt repayment obligations,
coupled with the uncertainty regarding how long it wil! take for the energy and master limited partnership capital markets to normalize, we
helieve that it is in the best interests of our common unitholders to conserve more of our internally generated cash flows to fund these
projects and to reduce debt levels. As aresult, in December 2015, we reduced our quarterly cash distributions per common unit to $0.11
per common unit, and our near-to-medium-term business strategy is primarily focused on funding and implementing existing growth
projects and repaying or refinancing scheduled debt obligations rather than pursuing additional growth projects. Despite significant
weakness in the global energy and capital markets, our operating cash flows remain largely stable and growing, supported by a large and
well-diversified portfolio of fee-based contracts with high quality counterparties.

In order to manage our unfunded capital expenditures and upcoming debt maturities, in addition to reducing our quarterly cash distributions
to $0.11 per common unit. we completed the following series of initiatives during the second quarter of 2016:

~  obtaining additional bank financing, including a $250 million debt facility for the three East Coast of Canada newbuilding shuttle
tankers, a $40 million debt faciiity for six previously un-mortgaged vessels, and a new $35 million tranche added to an existing debt
facility secured by two shuttle tankers;

~  extending $75 million of the outstanding principal amount of an existing revolving credit facility financing for the Pefrojarf Varg FPSO
unit until late-2017;

+  extending the majority of the principal maturity payments to late-2018 for two of our existing NOK senior unsecured bonds, previously
due in January 2017 and January 2018, and agreeing to pay a portion of the outstanding principal amount of these bonds in October
2016, October 2017 and January 2018;

» agreeing with Teekay Corporation to pay all distributicns on ocur common units to Teekay Corporation, including distributions to our
general partner, in common units, instead of cash, until our NOK bonds maturing in 2018 have been fully repaid,

»  extending to January 2019 the maturity date of $200 million in obligaticns owing to a subsidiary of Teekay Corporation under the
terms of a subordinated promissory note, which bears interest at the rate of 10.0% per annum, one half of which will be paid in cash,
and the other half of which will be paid in our common units or from the proceeds of the sale of equity securities;

~ issuing $200 million of equity, consisting of (i) $100 million of our 10.5% Series D Preferred Units {with a two-year option to pay
quarterly distributions in common units rather than cash) pius 4.5 million common unit warrants with an exercise price of $4.55 per
common unit and 2.25 million common unit warrants with an exercise price of $6.05 per common unit, and (i) $100 million of common
units at a price of $4.55 per unit;

+ cancelling, by our subsidiary Logitel, the shipbuilding contracts for the two remaining UMS newbuildings; and

+ amending the terms of certain interest rate swaps to defer the counterparties’ eariy termination options and extending and increasing
the threshold of existing cross currency swaps related to our two NOK bonds that have been extended as part of these initiatives.

As part of completing the above financing initiatives, we agreed to convert $46 million of face vaiue of the $250 million of Series C Preferred
Units for approximately 8.3 million common units and the remaining approximately $204 million of outstanding Series C Preferred Units
for approximately 8.5 million of our newly-issued 8.60% Series C-1 Preferred Units that also include a two-year option to pay quarterly
distributions in the form of common units rather than cash. We agreed that, until we repay amounts outstanding under our NOK bonds
maturing in 2018, we will only pay distributions to holders of Series C-1 Preferred Units and Series D Preferred Units in common units,
except that, at any time with respect to the Series C-1 Preferred Units, and at any time after June 29. 2018 with respect to the Series D
Preferred Units, we may pay distributions to holders of Series C-1 Preferred Units and Series D Preferred Units, respectively, in cash, if
the amount of such cash distributions are matched or exceeded by the proceeds of additional equity raised by us in advance of, or within
six months following, payment of the cash distributions. We alsc issued $31 million of common units during 2016 under our continuous
offering program.

As part of the financing initiatives, Teekay Corporation provided financial guarantees to us for liabilities associated with the long-term debt
financing relating to the East Coast of Canada newhuilding shuttle tankers and for certain of our interest rate swap and cross currency
swap liabiliies. The guarantees cover liabilities totaling up to $485 million and have been provided at no additional cost to us.

As at December 31, 2016, our total cash and cash equivalents were $227. 4 million, compared to $258.5 millicn as at December 31, 2015,
Our total liquidity. defined as cash, cash equivalents and undrawn long-term borrowings, was $260.7 million as at December 31, 2016,
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compared to $282.7 million as at December 31, 2015. The decrease In liquidity was primarily due to: the scheduled repayments or
prepayments of outstanding term icans and NOK bonds; collateral posted on the Petrojar! | term loan; and payments for committed
newbuildings and conversions (please read Item 18 - Financial Statements: Note 14. Commitments and Contingencies), partiaily offset
by proceeds from the issuance and sale of Series D Preferred Units and common units as described above and as part of our continuous
offering program; additional bank financings as described above; proceeds from the sale of the Navion Europa, Navion Torinita, Fuji Spirit
and Kilimanjaro Spinit;, and a decrease in collateral on cross currency swaps.

As at December 31, 2016, we had a working capital deficit of $398.0 million, compared to a working capital deficit of $504.5 miilion as at
December 31, 2015, Accounts receivable decreased mainly due to the timing of collections. Vessels held for sale decreased due to the
sale of the Navion Torinita, Fuji Spirit and Kilimanjaro Spirit during 2016 partially offset by the classification of the Navion Saga as held
for sale as at December 31, 2016. Accrued liabilities increased mainly due to estimated potential damages relating to the cancellation of
the two UMS newbuildings. The due to affiiiates balance in current liabilities decreased mainly due to the refinancing of the $100 million
convertible promissory note issued to Teekay Corporation in connection with the financing of the acquisition of the Petrofari Knarr FPSO
unit, and a $100 miliicn six-month ican made by Teekay Corporation to us, with a $200 million fong-term subordinated promissory note
issued to a subsidiary of Teekay Corporation by us, which matures in 2019. The current portion of derivative instruments in current liabilities
decreased due to the amendment of terms of certain interest rate swaps to defer the counterparties’ early termination options and extend
and increase the collateral threshold of existing cross currency swaps related to two of our NOK honds, as described above, and an
increase in long-term LIBOR benchmark rates during 2016 compared to 2015, The current portion of long-term debt increased mainly
due to reclassifying one term loan maturing in the first half of 2017 to the current portion of iong-term debt as at December 31, 2016, an
increase in the current portion of long-term debt of an existing term loan as at December 31, 2016 compared to December 31, 2015,
related to the refinancing of the existing debt facility and a portion of a NOK bond due in October 2017, the drawdown of existing term
loans and revolving debt facilities to finance the installment payments on the four towing and offshore installation newbuildings, one of
which delivered during September 2016, the Petrojart I FPSO unit upgrades and the reclassification of a portion of the term loan relating
to the Gina Krog F8QO conversion to current portion of iong-term debt, partially offset by the repayment of NOK 680 million of NOK bonds
which matured and were paid in 2016 and cther debt repayments and prepayments during 2016.

Our primary liquidity needs for 2017 and 2018 are to pay existing, committed capital expenditures, to make scheduled repayments of
debt, to pay debt service costs, quarterly distributions on outstanding common and preferred units, operating expenses and dry docking
expenditures, to fund general working capital requirements, to settie claims and potential claims against us and manage our working
capital deficit. Ve anticipate that our primary sources of funds for 2017 and 2018 will be cash flows from operations, bank debt, equity
and bond issuances and proceeds from the saie of partial interests in certain assets. As at December 31, 2016, our total future contractual
obligations for vessels and newbuildings and committed conversions, including our 50% interest in the Libra FPSO conversion, were
estimated to be $871 million, consisting of $600.4 million {2017) and $70.6 million (2018). Of this $671 million of future contractual
obiigations, we have pre-arranged financing in place of $436.8 million and a further $60.0 million held in escrow as funding for the Petrojart
{ FPSO project, with a remaining requirement of $174.2 million, which mainly relates to 2017. We expect to manage these funding
requirements from existing and expected liguidity.

Primarily as a result of the working capital deficit and committed capital expenditures, over the one-year period following the issuance of
our 2016 consolidated financial statements we will need to obtain additional sources of financing, in addition to amounts generated from
operations, to meet our minimum liguidity requirements under our financial covenants. These anticipated sources of financing include
refinancing debt facilities that mature during the one-year period, raising additional capital through equity issuances, increasing amounts
available under existing debt facilities and entering into new debt facilities, negotiating extensions or redeployments of existing assets
and the sale of partial interests of assets. We are actively pursuing the funding alternatives described above, which we consider probable
of compietion based on our history of being able to raise equity, refinance loan facilities for similar types of vessels, and indicative offers
received from potential investors for partial interests in certain assets. We are in various stages of completion on these matters. Please
refer to Item 18 - Financial Statements: Note 14k - Commitments and Contingencies.

Our revolving credit facilities and term loans are described in Item 18 — Financial Statements: Note & — Long-Term Debt. They contain
covenants and other restrictions typical of debt financing secured by vessels that restrict the ship-owning subsidiaries from incurring or
guaranteeing indebtedness; changing ownership or structure, including mergers, consolidations, liquidaticns and dissolutions; making
dividends or distributions if we are in default; making capital expenditures in excess of specified levels; making certain negative pledges
and granting certain liens; selling, transferring, assigning or conveying assets, making certain loans and investments; or entering into a
new line of husiness. Certain of our revolving credit facilities and term loans inciude financial covenants. Should we not meetthese financial
covenants, the lender may accelerate the repayment of the revolving credit facilities and term ioans, thus having an impact on our short-
term liquidity requirements. We have two revolving credit facilities and five term loans that require us to maintain vessel vaiues to drawn
principal balance ratios of a minimum range of 113% to 125%. Such requirement is assessed either on a semi-annual or annual basis,
with reference to vessel valuations performed by one or more agreed upon third parties. Shouid the ratio drop below the required amount,
the lender may request we either prepay a portion of the loan in the amount of the shortfall or provide additional collaterai in the amount
of the shortfall, at our option. As at December 31, 2016, these ratios were estimated to range from 120% to 433% and exceeded the
minimum ratios required. The vessel values used in these ratios are the appraised values prepared by us hased on second-hand sale
and purchase market data. Changes in the shuttle tanker, towing and offshore installation, UMS, FPSO or FSO markets could negatively
affect these ratics. In October 2016, December 2016, February 2017 and April 2017, the lenders for our loan relating to the Pefrojar! |
FPSC unit agreed to extend the availability date of the loan for successive periods of twe months, as the loan was subject to a mandatory
prepayment provision, initially in early October 20186, if the unit was not accepted at that time by the charterer. These interim extensions
provide additional time for us to negotiate a revised schedule for the delivery of the unitand thereafter, amend the loan facility accordingly
to reflect the revised delivery schedule. As at December 31, 2016, we had $6C million held in escrow to fund the final upgrade costs. As
at December 31, 2016, we and our affiliates were in compiiance with all covenants relating to the revolving credit facilities and term loans.
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The passage of any climate control legislation or other regulatory initiatives that restrict emissions of greenhouse gases could have a
significant financial and operational impact on our business, which we cannot predict with certainty at this time. Such regulatory measures
could increase our costsrelated to operating and maintaining our vessels and require us to install new emission controls, acquire allowances
or pay taxes related to our greenhouse gas emissions, or administer and manage a greenhouse gas emissions pregram. In addition,
increased regulation of greenhouse gases may, in the long term, lead to reduced demand for oil and reduced demand for our services.

Cash Flows

The following tabie summarizes our sources and uses of cash for the periods presented:

Year Ended December 31,

(in thousands of U.S. Dollars) 2016 2015 2014

Net cash flow from operating activities 353,814 371,221 160,186
Net cash flow (used for) from financing activities (105,145) 273,138 42,404
Net cash flow used for investing activities (279,764) (638,024) (169,578)

Operating Cash Flows.

Net cash flow from operating activities decreased to $353.8 miliion for 2016, from $371.2 million for 2015, primarily due to the redelivery of
the Pefrojar! Varg FPSO unit during 2016, two shuttle tankers in 2016 and 2015, respectively, and the Navicn Saga FSO unit during late-2016,
as they completed their time-charter-out agreements, lower production and unused maintenance day bonuses on certain of our FPSO units
during 2016, increased repairs and maintenance expenses on our shuttlie tanker fleet, the expiration of a long-term shuttle tanker contract
during 2015, the sale of a shuttle tanker and two conventional tankers during 2015, and two shuttle tankers and two conventional tankers,
which were subsequently chartered-in by us, during 2016, the commencement of the FSO conversion of the Randgrid shuttle tanker during
2015, off hire of the Arendal Spirit UMS during 2016, lower rates and utilization for our towage fleet and an increase in interest expense from
intercompany horrowings, partially offset by the acquisition of the Pefrojaf Knarr FPSC unit during 2015, the unscheduled off-hire of the
Piranema Spirit FP30 unit during 2015, the commencement of the charter contract for the Arendal Spirit during 2015, the acquisition of six
towage vessels during 2015 and delivery of one newbuilding towage vessel during 2016, lower crew costs for our FPSO units, our shuttle
tanker fleet and our FSO units, the commencement of the East Coast of Canada shuttie tanker contract in 2015, higher average rates and
higher utilization from our shuttie tanker fleet, a decrease in general and administrative expenses and a decrease in realized losses on
derivative instruments.

The increase in non-cash working capital items for 2016 compared to 2015 is primarily due to the timing of payments made to vendors and
received from customers.

For a further discussion of changes in income statement items described above for our six reportable segments, please read ‘Results of
OCperations”.

Net cash flow from operating activities increased to $371.2 million for 2015, from $160.2 million for 2014, primarily due to the acquisition of
the Petrojart Knarr FPSO unit during 2015, the charterers final acceptance of the Voyageur Spirit FPSO unit during 2014 and a production
bonus earned during 2015, whereas a production penalty was incurred on the unit during 2014, decreased repairs and maintenance expenses
on certain of our FPSO units and our shuttle tanker fleet, the commencement of the East Coast of Canada shuttie tanker contract in 2015,
higher average rates from our shuttle tanker fleet, lower operating expenses on the HiLoad DP unit due to mobilization expenses incurred
during 2014, the redelivery of two in-chartered shuttie tankers in 2015 and 2014, respectively, the commencement of the barehoat charter
contract for the Suksan Salamander SO unit during 2014, the commencement of the charter contract for the Arendal Spirif during 2015, the
acquisition of six towage vessels during 2015, and lower operating expenses due to the strengthening of the U.3. Doliar relative to the NOK,
British Pound, Euro, Australian Dollar and Brazilian Real, partially offset by the unscheduled off-hire of the Piranema Spirit FPSO unit during
2015, the expiration of a leng-term shuttle tanker contract during 2015, the redelivery of two shuttle tankers in 2015 and 2014, respectively,
as they completed their time-charter-out agreements, the sale of a shuttle tanker and two conventional tankers during 2015, and one shuttle
tanker during 2014, the commencement of the FSO conversion of the Randgrid shuttie tanker during 2015, an increase in general and
administrative expenses, an increase in realized losses on derivative instruments and a decrease in dividends received from our investments
in equity accounted joint ventures.

The increase in non-cash working capital items for 2015 compared to 2014 is primarily due to the timing of settlements of intercompany
halances with related parties and the timing of payments made to vendors, partially offset by the timing of payments received from customers.

For a further discussion of changes in income statement items described above for our six reportable segments, please read "Results of
Operations”.

Financing Cash Flows
We use our revolving credit facilities to finance capital expenditures and for general partnership purposes. Occasionally we will do this until
longer-term financing is obtained, at which time we typically use all or a portion of the proceeds from the longer-term financings to prepay

outstanding amounts under the revolving credit facilities. Our proceeds from the issuance of long-term debt, net of debt issuance costs and
prepayments of long-term debt were $246.8 million in 20186, $639.4 million in 2015 and $915.9 million in 2014.
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Net proceeds from the issuance of long-term debt decreased for 2016 from 2015, mainly due to the drawdown of five new debt facilities and
one existing revolving credit facility and the issuance of $30 million senior bonds during 2015. We used the 2015 debt proceeds primarily to
fund the final installment payment on the Arendal Spirit UMS, the delivery of six towing and offshore installation vessels, installment payments
on the four towing and offshore installation newbuildings and upgrades on the Pefrojar! | FPSO unit and the Gina Krog FSO unit conversion.
The decrease was due to lower debt drawdowns in 2016 relating to one new term foan and three existing term loans, and a new $35 million
tranche added to an existing debt facility secured by two shuttle tankers during 2016, and a prepayment on a revolving credit facility during
2015. We used the 2016 debt net proceeds primarily to fund the installment payments on the four towing and offshore installation newbuildings
(including the final installment on the first towage newbuilding), three shuttle tanker newbuildings being constructed for the East Coast of
Canada contract, upgrades on the Pefrgjar! | FPSQ unit and the Gina Krog FSO unit conversion.

Net proceeds from the issuance of long-term debt decreased for 2015 from 2014. mainly due to proceeds from the issuance of NOK 1,000
million and $300.0 million unsecured bonds during 2014, which were used for general partnership purposes, and long-term debt issued to
finance conversion costs for the Suksan Salamanderin 2014, partially offset by the drawdown of five new debt facilities and one existing
revolving credit facility and the issuance of $30 millicn senior bonds during 2015.

We actively manage the maturity profile of our outstanding financing arrangements. Our scheduled repayments of long-term debtwere $434.3
million in 2016, $341.8 million in 2015 and $804.7 million in 2014. The increase during 2016 compared to 2015 was mainly due to the maturity
of a NOK 500 million tranche and partial repayment of NOK 180 million of our senior unsecured bonds in January 2016 and October 2016,
respectively. The decrease during 2015 compared to 2014 was mainly due to the maturity of two revolving debt facilities during 2014.

We purchased the Petrojart Knarr FPSO unit from Teekay Corporation on July 1, 2015, as described in Iltem 18 - Financial Statements: Note
3 Dropdown Predecessor, for a cash payment of $112.7 million, net of $14.2 million of cash acquired.

In order to partially finance new acquisitions, we have issued common or preferred units to the public and to institutional investors. We raised
net proceeds (including our general partner’s 2% proportionate capital contribution) of $228.9 million in 2016, $380.2 million in 2015 and
$186.1 million in 2014.

During 2016, we issued 5.5 million common units under our continuous offering program for net proceeds of approximately $31.0 million,
including the general partner's 2% proportionate capital contribution of $0.6 million and net of approximately $0.8 million of offering costs.
The net proceeds from the issuance of these common units were used for general partnership purposes.

In June 2016, we issued 22.0 million common units in a private placement for net proceeds of approximately $99.5 million, including the
general parther's 2% proportionate capital contrihution. We used the proceeds for general partnership purposes including the funding of
existing newbuilding installments and capital conversion projects.

In June 2016, we issued 4.0 million of our 10.50% Series D Preferred Units tc a group of investors for net proceeds of approximately $97.2
million. We also issued to these investors 4.5 million warrants with an exercise price equal to the closing price of our common units on June
16, 2016, or $4.55 per unit, and 2.25 million warrants with an exercise price at a 33% premium to the closing price of our common units on
June 18, 2016, or $6.05 per unit. We used the proceeds for general partnership purposes including the funding of existing newbuilding
instaliments and capital conversion projects.

In July 2015, we completed a private placement of $250 million of our 8.60% Series C Preferred Units for net proceeds of approximately
$249.8 million. We used the net proceeds from the issuance to partially fund the acaquisition of the Pefrojarf Knarr FPSO unit from Teekay
Corporation and to fund instaliments for the three shuttle tanker newbuildings being constructed to service the East Coast of Canada confract.

In April 2015, we completed a public offering of $125 million of our 8.5% Series B Preferred Units, raising net proceeds of approximately
$120.8 million. The net proceeds from the issuance were used for general partnership purposes, including the funding of newbuilding
instaliments, capital conversion projects and vessel acquisitions.

In November 2014, we issued 6.7 million common units in a private placement for net proceeds of approximately $178.5 million, including
the general partner's 2% proportionate capital contribution. We used the proceeds for general partnership purposes including the funding of
vessel conversion projects and to finance the UMS and towage vessel newbuildings.

Cash distributions paid by our subsidiaries to non-controlling interests totaled $14.2 million in 2018, $23.6 million in 2015 and $27.9 million
in 2014. Cash distributions paid by us to our common and preferred unitholders and our general partner totaled $78.6 million in 2016, $257.9
million in 2015 and $214.7 million in 2014. The decrease in distributions paid by our subsidiaries to non-controlling interests in 2018 from
2015 and in 2015 from 2014 was due to the timing of payments of cash distributions.

The decrease in distributions to cur common and preferred unitholders and our general partnerin 2016 from 2015 was attributed tc a decrease
in the quarterly distribution paid on our common units effective the fourth quarter of 2015 to $0.11 per common unit compared to $0.5384 per
common unit paid during the first three quarters of 2015 and the issuance of 2.0 million common units for a total value of $10.2 million, as a
payment-in-kind for the distributions on our Series C-1 and Series D Preferred Units and our common units and general partner interest held
by subsidiaries of Teekay Corporaticn for the distribution made during the fourth quarter of 2016, partially offset by an increase in the number
of preferred units resulting from the issuance of 5.0 million Series B Preferred Units in April 2015 and 10.4 million Series C Preferred Units
issued in July 2015 until their conversion to Series C-1 preferred units or common units in June 2016.
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Theincrease in distributions to our common and preferred unithotders and our general partner in 2015 from 2014 was attributed to an increase
of $0.0216 per unit in our cash distribution to common unitholders for our distributions relating to the third quarter of 2015, and an increase
in the number of common units resulting from 14.6 million common units issued during 2015, 6.9 million common units issued during 2014
and an increase in the number of preferred units resulting from the issuance of 5.0 million Series B preferred units in April 2015 and the 10.4
million Series C convertible preferred units issued in July 2015. The increase in the 2015 cash distribution coincided with our acquisition of
the Knarr FFSO unit.

Subsequent to December 31, 2016, distributions of $16.6 million on our cutstanding common units and general partner interest related to the
fourth quarter of 2018 were declared of which $11.8 millicn relating to common units held by the public were paid in cash and $4.8 million
relating to common units and the general partner interest held by a subsidiary of Teekay Corporation were paid with our common units on
February 10, 2017. Subsequent to December 31, 2018, cash distributions of $5.4 million for our Series A and Series B Preferred Units relating
to the fourth quarter of 2016 were declared and were paid on February 15, 2017. Subsequent to December 31, 2016, distributions of $7.0
million for our Series C-1 and Series D Preferred Units relating to the fourth quarter of 2016 were declared and were settied in common units
on February 15, 2017.

investing Cash Flows

During 2018, net cash flow used for investing activities was $279.8 million, primarily refating to $294.6 million of expenditures for vessels and
equipment {including conversion costs on the Gina Krog FSC conversion, upgrade costs on the Pefrgjarl | FPSO unit, installment payments
on the newbuilding towing and offshore instaliation vessels, partially offset by credits received relating to the Petrojarf Knarr FPSO unit), $54.9
million of investments in our joint ventures (including $58.2 million of cash investments partially offset by a $3.3 million constructien credit
received) and $0.1 million net investments in direct financing lease assets (including $6.4 million of investments in direct financing lease
assets partially offset by $6.3 million received from leasing our direct financing lease assets to third parties), partially offset by $69.8 million
from the sale of the Navion Torinita and Navion Europa shuttle tankers and the Fuji Spint and Kilimanjaro Spirit conventional tankers.

During 2015, net cash flow used for investing activities was $638.0 million, primarily refating to expenditures for vessels and equipment
(including the acquisition of six towing and offshore instaliation vessels delivered during 2015, the final instaliment on the Arendal Spirit UMS,
conversion costs on the Gina Krog FSO conversion. upgrade costs on the Petrojari | FPSO unit, the initial installment payments on three
newbuilding shuttie tankers, instaliment payments on the four newbuilding towing and offshore installation vessels and various other vessel
additions and installments) and investments in the Libra and Itajai FPSO joint ventures of $22.9 million, partially offset by proceeds of $30.4
million from the sale of SPT Explorer L.L.C. and Navigator Spirit L.L.C., $8.9 million from the sale of the Navion Svenita shuttle tanker, $5.2
million received as repayment of advances from our joint venture and scheduled lease payments of $5.0 million received from [easing cur
direct financing lease assets to third parties.

During 2014, net cash flow used for investing activiies was $169.6 million, primarily relating to the expenditures for vessels and equipment
(including installment payments on the four newbuilding towing and offshore installation vessels, conversion costs on the Gina Krog FSO
conversion, installment payments on the UMS newbuildings and various other vessel additions), investments in our equity accounted joint
ventures of $12.4 million, $5.2 million of advances to our joint ventures and a $2.3 million acquisition cost for 100% of the shares of ALP,
partially offset by aggregate sales proceeds of $13.4 million from the sale of the Navion Norvegia shuttie tanker, scheduled lease payments
of $5.1 million received from the leasing of cur VOC emissions equipment and direct financing lease assets and a net cash inflow of $4.1
million due to $8.1 million cash received in connection with the acquisition of 100% of the shares of Logitel, offset by $4.0 miilion cash
consideration paid.

Contractual Obligations and Contingencies

The following tabie summarizes our long-term contractual obligations as at December 31, 2016:
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Beyond
Total 2017 2018 2018 2020 2021 2021
(in millions of U.S. Dollars)
U.S. Dollar-Denominated Obligations
Bond repayments 300.0 — — 300.0 — — —
Secured debt - scheduled
repayments'" 1,993.7 348.2 412.0 3327 243.1 220.0 437.7
Secured debt - repayments on
maturity 687.1 219.7 154.1 25.0 40.0 14.9 233.4
Subordinated promissory note -
repayment on maturity ‘! 200.0 — — 200.0 — — —
Chartered-in vessels {operating
leases) 122.3 69.7 354 17.2 — — —
Acquisition of vessels and
newbuildings and committed
conversion costs 671.0 600.4 706 - - - —
Nerwegian Kroner-Denominated
Obligations
Bond repayments 256.9 20.8 120.4 115.7 — — —
Total contractual obligations 4231 1,258.8 7925 990.6 283.1 2348 671.1

(1) Excludes expected interest for U.S. Dollar-Denominated debt of $33.3 million (2017), $75.3 million (2018), $53.2 million {2019), $32.5 million (2020), $24.7
million (2021) and $34.0 million (heyond 2021). Expected interest payments for secured debts are based on existing interest rates (fixed-rate loans) and
LIBOR as at December 31,2018, plus margins which ranged between 0.30% and 4.00% (variable-rate loans) as at December 31, 2016. The expected
interest payments do not reflect the effect of related interest rate swaps that we have used as an economic hedge of certain of our variable rate debt.

(2) Consists of the repayment of the $200.0 million subordinated promissory note, issued to a subsidiary of Teekay Corporation effective July 1, 2016. The
promissory note bears interest at an annual rate of 10.00% on the outstanding principal balance. one half of which will be paidin cash, and the other half
of which will be paid in common units or from the proceeds of the sale of equity securities. Excludes maximum expected interest payments of $20.0 million
{2017) and $2C.0 million {2018).

(3) Consists of the estimated remaining payments for the acquisition of three towing and offshore installation newbuildings, three shuttle tanker newbuildings,
our 50% interest in an FPSO conversion for the Libra field, upgrades of the Petrojari [ FPSO unit and the FSO conversion for the Randgrid shuttle tanker.
Please read Item 18 — Financial Statements: Note 14 (a), (b), (d). (e), and (f) — Commitments and Contingencies. We have pre-arranged financing of
approximately $436.8 million relating te our capital expenditure commitments.

(4) Norwegian Kroner-denominated bond repayments are based on the foreign exchange rate as at December 31,2016 and exclude the impact ofthe cross-
currency swaps. Excludes expected interest payments of $15.1 million (2017), $14.3 million (2018), and $0.5 million (2018). Expected interest payments
are based on NIBOR as at December 31,2016, plus margins which ranged between 4.25% and 5.75% as at December 31, 2016. The expected interest
payments do not reflect the effect of related interest rate swaps and cross currency swaps that we have used as an economic hedge of certain of cur
Norwegian Kroner-denominated obligations.

Off-Balance Sheet Arrangements

We have no off-balance shest arrangements that have or are reasonably likely to have, a current or future material effect on our financial
condition, changes in financial condition, revenues or expenses, results of operations. liquidity, capital expenditures or capital resources.

Critical Accounting Estimates

We prepare our consolidated financial statements in accordance with GAAP, which requires us to make estimates in the application of ocur
accounting policies based on our best assumpticns, judgments and opinions. On a regular basis, management reviews the accounting policies,
assumptions, estimates and judgments to ensure that our consolidated financial statements are presented fairly and in accordance with GAAF.
However, because future events and their effects cannot be determined with certainty, actual results could differ from our assumptions and
estimates and such differences could he material. Accounting estimates and assumptions discussed in this section are those that we consider
to be the most critical to an understanding of our financial statements, because they inherently involve significant judgments and uncertainties.
For a further description of our material accounting policies, please read [tem 18 - Financial Statements: Note 1 - Summary of Significant
Accounting Policies.

Revenue Recognition

Description. A portion of our revenues are generated from voyages servicing contracts of affreightment and to a lesser extent, spot
voyages. Within the shipping industry, the two methods used to account for revenues and expenses are the proportionate performance and
the completed voyage methods. Most shipping companies, including us, use the proportionhate performance method. For each method,
voyages may he calculated on a load-to-discharge, load-to-load or discharge-to-discharge basis. in other words, revenues are recognized
ratably either from the beginning of when product is loaded for one voyage to when it is loaded for another voyage, or from when product is
discharged (unloaded) at the end of one voyage to when it is discharged after the next voyage. We recognize revenues from time charters
and bareboat charters daily over the term of the charter as the applicable vessel operates under the charter. We recognize revenues from
towage charters ratably in proportion to the stage of completion of a project, which is determined based on an assessment of the work
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performed. Revenues from FPSQ service contracts are recoghized as service is performed. Revenues from UMS contracts are recognized
as the service is performed. We generally do not recognize revenues during days that a vessel is off hire.

Judgments and Uncertainties. In applying the proportionate performance method, we believe that in most cases the discharge-to-discharge
hasis of calculating voyages more accurately reflects voyage results than the load-to-load basis. At the time of cargo discharge, we generally
have information about the next load port and expected discharge port, whereas at the time of [oading we are normally iess certain what the
next load port will be. We use this methed of revenue recognition for all spot voyages. in the case of our shutfle tankers servicing contracts
of affreightment, a voyage commences with tendering of notice of readiness at a fieid, within the agreed lifting range, and ends with tendering
of notice of readiness at a field for the next lifting. In all cases we do not begin recognizing revenue for any of our vessels until a charter has
been agreed to by the customer and us, even if the vessel has discharged its cargo and is sailing to the anticipated foad port on its next
voyage.

Effect if Actual Results Differ from Assumptions. Ifactual results are not consistent with our estimates in applying the proportionate performance
method, our revenues could be overstated or understated for any given period hy the amount of such difference.

Vessel Lives and Impairment

Description. The carrying value of each of our vessels represents its original cost at the time of delivery or purchase less depreciation and
impairment charges. We depreciate the original cost, less an estimated residual value, of our vessels on a straight-line basis over each vessel's
estimated useful life. The carrying values of our vessels may nct represent their market value at any point in time because the market prices
of second-hand vessels tend to fluctuate with changesin charter rates and the cost of newbuildings. Both charter rates and newbuilding costs
tend to be cyclical in nature.

We review vessels and equipment for impairment whenever events or circumstances indicate the carrying value of an asset, inciuding the
carrying value of the charter contract, if any, under which the vessel is employed, may not be recoverable. This occurs when the asset's
carrying value is greater than the future undiscounted cash flows the asset is expected to generate over its remaining useful life. For a vessel
under charter, the discounted cash flows from that vessel may exceed its market value, as market values may assume the vessel is not
employed on an existing charter. Ifthe estimated future undiscounted cash flows of an asset exceed the asset's carrying value, no impairment
is recognized even though the fair value of the asset may be lower than its carrying value. If the estimated future undiscounted cash flows of
an asset is less than the asset's carrying value and the fair value of the asset is less than its carrying vaiue, the asset is written down to its
fair value. Fair value is calculated as the net present value of estimated future cash flows, which, in certain circumstances, will approximate
the estimated market value of the vessel.

Our business model is to employ our vessels on fixed-rate contracts with major oil companies. These contracts generally have original terms
hetween three to ten years in length. Consequently, while the market value of a vessel may decline helow its carrying value, the carrying
value of a vessel may still be recoverahle based on the future undiscounted cash flows the vessel is expected to obtain from servicing its
existing and future contracts.

The following table presents by segment, the aggregate market values and carrying values of certain of our vessels that we have determined
have a market value that is less than their carrying value as of December 31, 2016. Specifically, the following table reflects all such vessels,
except those operating on contracts where the remaining term is significant and the estimated future undiscounted cash flows relating to such
contracts are sufficiently greater than the carrying value of the vessels such that we consider it uniikely impairment would be recegnized in
the following year. Consequently, the vessels included in the following table generally include those vessels employed on single-voyage, or
spot charters, as well as those vessels near the end of existing charters or other operational contracts. While the market values of these
vessels are below their carrying values, no impairment has heen recognized on any of these vessels as the estimated future undiscounted
cash flows relating to such vessels are greater than their carrying vaiues.

We would consider the vesselsreflected in the following table to be at a higher risk of future impairment. The table is disaggregated for vessels
which have estimated future undiscounted cash flows that are marginaily or significantly greater than their respective carrying values. Vessels
with estimated future cash flows significantly greater than their respective carrying values would not necessarily represent vessels that would
likely be impaired in the next 12 months. The recognition of impairment in the future for those vessels may primarily depend upon our decision
to dispose of the vessel instead of continuing to operate it. In deciding whether to dispose of a vessel, we determine whether itis economically
preferable to sel the vessel or continue to operate it. This assessment includes an estimate of the net proceeds expected to be received if
the vessel is scld in its existing condition compared to the present value of the vessel's estimated future revenue, net of operating costs. Such
estimates are based on the terms of the existing charter, charter market cutiook and estimated operating costs, given a vessel's type, condition
and age. In addition, we typically do not dispose of a vessel that is servicing an existing customer contract. The recognition of impairment in
the future may be more likely for vessels that have estimated future undiscounted cash flow marginally greater than their respective carrying

value.
(in thousands of U.S. Dollars, except number of vessels) Number of  Market Values'™  Carrying Values
Reportable Segment Vessels $ g
Shuttle Tanker Segment™ 2 55,297 70,444
FSO Segment™ 1 6,000 12,241
FPSO Segment!? 1 244,000 244 188
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(1) Market values are determined using reference to second-hand market comparable vaiues or using a depreciated replacement cost appreach as at
December 31, 2016. Since vessel values can be volatile, our estimates of market value may not be indicative ofthe current or future prices we could cbtain
ifwe sald any ofthe vessels. In addition, the determination of estimated market values for cur shuttle tankers, FSC and FPSO units may involve considerable
judgment, given the illiquidity of the second-hand markets for these types of vessels.

The estimated market values for shuttle tankers was based on second-hand market comparable vaiues for conventional tankers of similar age and size,
adjusted for shuttle tanker specific functionality. The estimated market value for the HiLoad DP unit, included in the shuttle tanker segment, in the table
above was based on the present value of expected future cash fiows given thatthere are no market comparable values for this unit. The estimated market
value for the FSO and FPSO unit in the table above was based on second-hand market comparable values for similar vessels. Given the advanced age
of these vessels, the estimated market values substantially reflect the price of steel and amount of steel in the vessel.

(2) Undiscounted cash flows for these vessels are marginally greater than their carrying values.

Judgments and Uncertainties. Depreciation is calculated on a straight-line basis over a vessel's estimated useful life, less an estimated residual
value. Shuttle and conventional tankers are depreciated using an estimated useful life of 20 to 25 years commencing the date the vessel is
delivered from the shipyard, or a shorter period if regulations prevent us from operating the vessel for the estimated useful life. FPSO units
are depreciated using an estimated usefui life of 20 to 25 years commencing the date the unit arrives at the oil field and is in a condition that
is ready to operate. Some of our FPSQ units have oil field specific equipment which is depreciated over the expected life of the oil field. The
estimated useful life of our FPSO units is reassessed subsequent to a major upgrade being completed. FSO units are depreciated over the
term of the contract. UMS’ are depreciated over an estimated useful life of 35 years commencing the date the unit arrives at the ol field and
is in a condition that is ready to operate. Towage vessels are depreciated over an estimated useful life of 25 years commencing the date the
vessel is delivered from the shipyard. However, the actual life of a vessel may be different than the estimated useful life, with a shorter actual
useful life resulting in an increase in the quarterly depreciation and potentially resulting in an impairment loss. The estimated useful life of our
vessels takes into account design life, commercial considerations and regulatory restrictions. Our estimates of future cash flows involve
assumptions about future charter rates, vessel utilization, operating expenses, dry-docking expenditures, vessel residual values and the
remaining estimated life of our vessels. Our estimated charter rates are based on rates under existing vessel contracts and market rates at
which we expect we can re-charter our vessels. Our estimates of vessel utilization, including estimated off-hire time and the estimated amount
of ime our shuttle tankers may spend operating in the spot tanker market when not being used in their capacity as shuttle tankers, are based
on historical experience and our projections of the number of future shuttle tanker voyages. Our estimates of operating expenses and dry-
docking expenditures are based on historical operating and dry-docking costs and our expectations of future inflation and operating
requirements. Vessel residual values are a product of a vessel's lightweight tonnage and estimated scrap rates. The remaining estimated
lives of our vessels used in our estimates of future cash flows are consistent with those used in the calculation of depreciation.

Effective January 1, 2016, we changed the estimated useful lives of the unique shuttle tanker component of our shuttle tankers from 25 to 20
years based on the challenges that we have faced in utilizing this unique equipment during the current adverse market conditions in the energy
sector and the other long-term factors associated with the global oil industry. In addition, for eight of our older shuttle tankers, we have changed
the estimated useful life of the tanker component of the vessels from 25 to 20 years due to our outlook for the shuttle and conventional tanker
market and based on our expected operating plans. Please read ltem 18 - Financial Statements: Note 1 - Summary of Significant Accounting
Policies.

Certain assumptions relating to our estimates of future cash flows are more predictable by their nature in our experience, including estimated
revenue under existing contract terms, on-going operating costs and remaining vessel life. Certain assumptions relating to our estimates of
future cash flows require more discretion and are inherently less predictable, such as future charter rates beyond the firm period of existing
contracts and vessel residual values, due to factors such as the volatility in vessel charter rates and vessel values. Ve believe that the
assumptions used to estimate future cash flows of our vessels are reasonable at the time they are made. We can make no assurances,
however, as to whether our estimates of future cash flows, particularly future vesset charter rates or vessel values, will he accurate.

Effect if Actual Results Differ from Assumptions. If we conclude that a vessel or equipment is impaired, we recognize a loss in an amount
equal to the excess of the carrying vaiue of the asset over its fair value at the date of impairment. The written-down amount becomes the new
lower cost basis and will result in a lower annual depreciation expense than for periods before the vessel impairment.

Dry docking

Description. We dry dock each of our shutfie tankers, conventional oil tankers and towage vessels periodically for inspection, repairs and
maintenance and for any modifications to comply with industry certification or governmental requirements. We may dry dock FSO units if we
desire to qualify them for shipping classification. Ve capitalize a substantial portion of the costs we incur during dry docking and amortize
those costs on a straight-line basis over the estimated useful life of the dry dock. We immediately expense costs for routine repairs and
maintenance performed during dry docking that do not improve or extend the useful lives of the assets.

Judgments and Uncertainties. Amortization of capitalized dry-dock expenditures reguires us to estimate the period of the next dry docking or
estimated useful life of dry-dock expenditures. While we typically dry dock each shuttle tanker, conventional oil tanker and towage vessel
every two and a half to five years, we may dry dock the vessels at an earlier date.

Effect if Actual Restits Differ from Assumptions. A change in our estimate of the useful life of a dry dock will have a direct effect on our annual
amortization of dry-docking expenditures.
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Goodwill and Intangible Assets

Description. We allocate the cost of acquired companies to the identifiable tangible and intangible assets and liabilities acquired, with the
remaining amount being classified as goodwill. Certain intangible assets, such as time-charter contracts, are amortized over time. Our future
operating performance will be affected by the amortization ofintangible assets and potentialimpairment chargesrelated to goodwiil or intangible
assets. Accordingly, the aliocation of the purchase price to intangible assets and goodwill may significantly affect our future operating results.
Goodwill and indefinitelived assets are notamortized, but reviewed for impairment annually or more frequently ifimpairment indicators arise.
The process of evaluating the potential impairment of goodwill and intangible assets is highly subjective and requires significant judgment at
many points during the analysis.

Judgments and Uncertainties. The allocation of the purchase price of acquired companies to intangible assets and goodwill requires
management to make significant estimates and assumptions, including estimates of future cash flows expected to be generated by the acquired
assets and the appropriate discount rate to value these cash flows. In addition, the process of evaiuating the potential impairment of goodwiil
and intangible assets is highly subjective and requires significant judgment at many points during the analysis. The fair value of our reporting
units was estimated hased on discounted expected future cash flows using a weighted-average cost of capital rate. The estimates and
assumptions regarding expected cash flows and the appropriate discount rates require considerable judgment and are based upon existing
contracts, historical experience, financial forecasts and industry trends and conditions.

As of December 31, 2016, the shuttie segment and the towage segment had goodwill attributabie to them. As of the date of this filing, we do
not believe that there is a reasonable possibility that the goodwill attributable to these reporting units might be impaired within the next year.
However, certain factors that impact this assessment are inherently difficult to forecast and as such we cannct provide any assurances that
an impairment will or will not occur in the future. An assessment for impairment involves a number of assumptions and estimates that are
based on factors that are beyond our contral. These are discussed in more detail in the section entitied “Forward-Looking Statements.”

Valuation of Derivative Instruments

Description. Cur risk management policies permit the use of derivative financial instruments to manage interest rate and foreign exchange
risk. Changes in fair value of derivative financial instruments that are not designated as cash flow hedges for accounting purposes are
recognized in earnings.

Judgments and Uncertainties. A substantial majority of the fair vaiue of our derivative instruments and the change in fair value of our derivative
instruments from period to period result from our use of interest rate swap agreements. The fair value of our derivative instruments is the
estimated amount that we would receive or pay to terminate the agreements in an arm’'s [ength fransaction under normal business conditions
at the reporting date, taking into account current interest rates, foreign exchange rates and the current credit worthiness of ourselves and the
swap counterparties. The estimated amount is the present value of estimated future cash flows, being equal to the difference between the
benchmark interest rate and the fixed rate in the interest rate swap agreement, multiplied by the notional principal amount of the interest rate
swap agreement at each interest reset date.

The fair value of our interest rate swap agreements at the end of each period is most significantly impacted by the interest rate implied by the
benchmark interest rate vield curve, including its relative steepness. Interest rates have experienced significant vofatility in recent years in
both the short and long term. While the fair value of our interest rate swap agreements is typically more sensitive to changes in short-term
rates, significant changes in the long-term benchmark interest rate also materially impact our interest rate swap agreements.

The fair value of our interest rate swap agreements is also impacted hy changes in our specific credit risk included in the discount factor. We
discount our interest rate swap agreements with reference to the credit default swap spreads of similarly rated global industrial companies
and by considering any underlying collateral. The process of determining credit worthiness requires significant judgment in determining which
source of credit risk information most closely matches our risk profile.

The benchmark interest rate yield curve and our specific credit risk are expected to vary over the life of the interest rate swap agreements.
The larger the notional amount of the interest rate swap agreements outstanding and the longer the remaining duration of the interest rate
swap agreements, the larger the impact of any variahility in these factors will be on the fair value of our interest rate swaps. We economically
hedge theinterest rate exposure on a significant amount of ourlong-term debt and for feng durations. As such, we have historically experienced,
and we expect to continue to experience, material variations in the period-to-period fair value of our derivative instruments.

Effect if Actual Results Differ from Assumptions. Although we measure the fair value of our derivative instruments utilizing the inputs and
assumptions described above, if we were to terminate the agreements at the reporting date, the amount we would pay or receive to terminate
the derivative instruments may differ from our estimate of fair value. If the estimated fair value differs from the actual termination amount, an
adjustment to the carrying amount of the applicable derivative asset or liability would be recognized in earnings for the current period. Such
adjustments could be material. See Item 18 — Financial Statements: Note 12 — Derivative Instruments for the effects on the change in fair
value of our derivative instruments on our consolidated statements of income.

Taxes

Description. Ve record a valuation allowance to reduce our deferred tax assets o the amount that is more likely than not to be realized.
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Judgments and Uncertainties. The future realization of deferred tax assets depends on the existence of sufficient taxable income of the
appropriate character in either the carryback or carryforward period. This analysis requires, among other things, the use of estimates and
projections in determining future reversals of temporary differences, forecasts of future profitability and evaluating potential tax-planning
strategies.

Effect if Actual Restits Differ from Assumptions. If we determined that we were able to realize a net deferred tax asset in the future, in excess
of the net recorded amount, an adjustment to the deferred tax assets would typically increase our net income (or decrease our loss) in the
period such determination was made. Likewise, if we determined that we were not able to realize all or a part of our deferred tax asset in the
future, an adjustmentto the deferred tax assets would typicaily decrease our netincome (orincrease ourloss)in the period such determination
was made. As at December 31, 2016, we had a valuation allowance of $78.4 million (2015 - $86.9 million).

Item 6. Directors, Senior Management and Employees
A. Directors and Senior Management
Management of Teekay Offshore Partners L.P.

Teekay Offshore GP L.L.C., our general partner, manages our operations and activities. Unitholders generally are not entitied to elect the
directors of our general partner or directly or indirectly participate in our management or operation.

Our general partner owes a fiduciary duty to our unitholders. Our general partner is liable, as general partner, for all of our debts (to the extent
not paid from our assets), except for indebtedness or other obligations that are expressly non-recourse to it. Wwhenever possible, our general
partner intends to cause us to incur indebtedness or other obligations that are non-recourse to it.

The directors of our general partner oversee our operations. Effective February 1, 2017, our general partner has a Secretary but does not
have any other officers. Instead, the Partnership and its wholly-owned subsidiary, Teekay Offshore Holdings L.L.C. (or Holdco), have entered
into a services agreement with Teekay Offshore Group Ltd. (or the Service Provider), a subsidiary of Holdce.

Employees of certain subsidiaries of Teekay Corporation provide various services to us including in the case of our operating subsidiaries,
substantially all of their managerial, operational and administrative services and other technical and advisory services, and in the case of the
Partnership, various administrative services. Please see ltem 7- Major Unitholders and Related Party Transactions.

Those individuals providing services to us or our subsidiaries may face a conflict regarding the allocation of their time between our business
and the other business interests of Teekay Corporation or its other affiliates. The various services agreements require the service providers
to provide the services diligently and in a commercially reasonable manner.

Directors of Teekay Offshore GP L.L.C.
The following table provides information about the directors of our generai partner, Teekay Offshore GP L.L.C., as at the date of this Annual

Report. Directors are elected for one-year terms. The business address of each of our directorsiisted below is c/o 4th Floor, Belvedere Building,
69 Pitts Bay Road. Hamilton, HM 08, Bermuda. Ages of the directors and officers are as of December 31, 2016.

Name Age Position
C. Sean Day 67 Chairman "

Kenneth Hvid 48 Director

David L. Lemmon 74 Director (7

Carl Mikael L L. von Mentzer 72 Director 1%

John J. Peacock 73 Director

Bill Utt 59 Director-elect !

(1) Member of Corporate Governance Committee.

(2) Mr. Sean Day is retiring as Chairman on June 15, 2017. He will remain cn the Board of Directors. Mr. William P. Utt wili succeed Mr. Day as Chairman of
the Board effective June 15, 2017.

(3) Member of Audit Committee and Conflicts Committee.
Certain biographical information about each of these individuals is set forth below.

C. Sean Day has served as director and Chairman of Teekay Offshore GP L.L.C. since it was formed in August 2006. Mr. Day has also served

as Chairman of the Board of Teekay Corporation since September 1999. Effective June 15, 2017, Mr. Day will resign as Chairman of Teekay

Cffshore and Teekay Corporation, but he intends to continue to serve as a member of each of those boards. He served as Chairman of Teekay

GP L.L.C. until 2015 and is currently a board member. He served as Chairman of Teekay Tankers from 2007 until 2013. From 1289 to 1998,

Mr. Day was President and Chief Executive Officer of Navios Corporation, a large bulk shipping company based in Stamford, Connecticut.

Prior to that, Mr. Day held a number of senior management positions in the shipping and finance industry. He is currently serving as a Director
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of Kirby Corporation and Chairman of Compass Diversified Holdings. Mr. Day is engaged as a consultant to Kattegat Limited, which owns
Resclute Investments Ltd., Teekay Corporation’s largest shareholder, to oversee its investments, inciuding that in the Teekay Corporation
group of companies.

Kenneth Hvid was appointed President and CEC of Teekay Corporation on February 1, 2017, director of Teekay Tankers Ltd. on February
22, 2017 and has served as a director of Teekay Cffshore GP L L.C., the general partner of Teekay Offshore Partners L.P., since 2011. He
joined Teekay Corporation in 2000 and was responsible for leading its global procurement activities until he was promoted in 2004 to Senior
Vice President, Teekay Gas Services. During that time, Mr. Hvid was involved in leading Teekay Corporation through its entry and growth in
the liquified natural gas business. He held that position until the beginning of 2006, when he was appointed President of the Teekay Navion
Shuttie Tankers and Offshore division of Teekay Corporation. In that role he was responsible for Teekay Corporation's global shuttle tanker
business as well as initiatives in the floating storage and offtake business and related offshore activities. Mr. Hvid served as Chief Strategy
Officer and Executive Vice President of Teekay Corporation from 2011 to December 2015, as director of Teekay GP L.L.C. from 2011 to June
2015 and as President and CEQ of Teekay Offshore Group Lid., from May 2015 until January 31, 2017. Mr. Hvid has 28 years of global
shipping experience, 12 of which were spent with A.P. Mcller in Copenhagen, San Francisco and Hong Kong. In 2007, Mr. Hvid joined the
hoard of Gard P.& |. {Bermuda) Ltd.

David L. Lemmon has served as a Director of Teekay Cffshore GP L.L.C since December 2006. Mr. Lemmon served on the board of directors
of Kirby Corporation, a position he held from April 2006, until April 29, 2014. Mr. Lemmon aiso serves on the board of directors of Deltic Timber
Corporation, a position he has held since February of 2007. Mr. Lemmon was the President and Chief Executive Office of Colonial Pipeline
Company from 1897 until his retirement in March of 2006. Prior to joining Colonial Pipeline Company, he served as President of Amoco
Pipeline Company for seven years, as part of a career with Amoco Corporation that spanned 32 years. Mr. Lemmon has served as a member
of the board of directors of the American Petroleum Institute, the National Council of Economic Education and the Battelle Energy Advisory
Committee. He has served as a member of the Northwestern University Business Advisory Committee and as a guest faculty member at
Northwestern University's Kellogg Graduate School of Management.

Carl Mikael L.L. von Mentzer has served as a Director of Teekay Offshore GP L.L.C. since December 2006. Since 1998, Mr. von Mentzer
has served as a non-executive director of Concordia Maritime AB in Geothenburg, Sweden and since 2002, has served as Deputy Chairman
ofits board of directors until May 2014. Prior to 1998 Mr. von Mentzer served in executive positions with various shipping and offshore service
companies, including Gotaverken Arendal AB and Safe Partners AB in Gothenburg, Sweden and OAG Ltd. in Aberdeen, Scotiand. He has
also previously served as a non-executive director for Northern Offshore Ltd., in Oslc, Norway, and GVA Consultants in Gothenburg, Sweden.

John J. Peacock has served as a Director of Teekay Offshore GP L.L.C. since December 2006. Mr. Peacock retired in February 2007 from
Fednav Limited, a Canadian ocean-going, dry-bulk shipowning and chartering group. Joining as Fednav's Treasurer in 1979, he hecame
Vice-President Finance in 1884 and joined the board of directors. In 1998, Mr. Peacock was appointed Executive Vice-President of Fednav
and Presidentand Chief Operating Officer of Fednav International Ltd., the Group’s principal operating subsidiary. Though refired, he continues
to serve as a Director. Mr. Peacock has over 40 years of accounting experience, and prior to joining Fednav was a partner with Clarkson
Gordon (now Ernst & Young) in Montreal, Canada.

Bill Utt wili be joining the Teekay Offshore GP LLC board as director and Chairman on June 15, 2017. He jcined the Teekay Corporation
hoard on December 9, 2015 and will assume the role of Chairman on June 15, 2017. Mr. Utt brings over 31 years of engineering and energy
industry experience to our board. From 2006 until his retirement in 2014, he served as Chairman, President and Chief Executive Cfficer of
KBR inc.. a global engineering, construction and services company. From 1995 to 2008, Mr. Utt served as the President and CEC of SUEZ
Energy North America and President and CEC of Tractebel’s North American energy businesses. Prior to 1995, he held non-executive senior
management positions with CRSS, Inc., which was a developer and operator of independent power and industrial energy facilities prior to its
merger with Tractebel in 1995. Mr. Utt also currently serves as Chairman of the hoard of directors at Cobalt international Energy and is a
member of the board of directors for Brand Energy & Infrastructure Services, a Clayton, Dubilier & Rice, LLC portfolio company.

Qur Management

Our general partnerhas a Secretary but does nothave any other officers. On February 1, 2017, the Partnership and its wholly-owned subsidiary,
Holdce, entered into a service agreement with the Service Provider, a subsidiary of Holdco. The following table presents certain information
regarding the senior management team that is principally responsible for our operations and their positions with the Service Provider as at
the date of this Annual Report:

Name Age Pasition

President and Chief Executive Officer, Teekay Offshore Group Ltd. -
Ingvild Saether 48 effective February 1, 2017
David Wong 46 Chief Financial Officer, Teekay Offshore Group Ltd. - effective May 2015
Edith Rebinson 52 Secretary, Teekay Offshore GP LLC

Ingvild Sather was appointed President and CEQ of Service Provider effective from February 1, 2017. Ms. Saether was previously an
Executive Committee Member and President of Teekay Offshore Logistics of Service Provider since March 2016. She joined Teekay in 2002
as a result of Teekay's acquisition of Navion AS from Statoil ASA. Ms. Seether held various management positions in Teekay's conventional
tanker business until 2007, when she assumed the commercial responsibility for Teekay's shuttle tanker activities in the North Sea. Effective
April 1, 2011, Ms. Seether assumed the position of President, Teekay Offshore Logistics, responsible for our global shuttle tanker business
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as well as initiatives in the floating storage and off take business and related offshore activities. Ingvild Saether has more than 25 years of
experience from the shipping and offshore sector, and has been engaged in various boards and associations related to the industry.

David Wong was appointed Chief Financial Officer of Service Provider in May 2015. He joined Teekay Corporation in 2002 and has served
in a number of financial positions including MLP Controller and Vice President, Accounting. Mr. Wong also served from 2011 to 2014 on the
hoard of Vancouver Gity Savings Credit Union. Prior to joining Teekay, Mr. Wong worked for 13 years at BC Hydro, Canada’s third largest
electric utility, in various financial positions including Chief Accounting Officer and CFO and VP Finance of Powerex Corp., the energy trading
and marketing subsidiary of BC Hydro. Mr. Wong is a Canadian Chartered Professional Accountant.

Edith Robinson was appointed as the Secretary of Teekay Offshore GP LLC, the general partner of Teekay Offshore Partners L.P. in
September 2014 and also currently serves as an Associate General Counsel for Teekay Corporation. Ms. Robinson joined Teekay Corporation
in 2014. She was appointed Secretary of Service Provider in May of 2015. Prior to joining Teekay Corporation, Ms. Robinson served as the
General Counset for a utility greup in Bermuda. She has over twenty years of legal experience and is qualified to practice law in Bermuda,
Ontario Canada, and England. Ms. Robinson has an MBA from Cornell University in addition to her legal qualifications.

B. Compensation
Executive Compensation

During 2016, Peter Evensen, the then Chief Executive Officer and Chief Financial Officer of our general partner, was an employee of a
subsidiary of Teekay Corporation. His compensation (other than any awards under the long-term incentive plan described helow) was set by
the Teekay Corporation subsidiary, and we reimhurse the Teekay Corporation subsidiary for the time he spent on our partnership matters.
Peter Evensen retired as an executive officer of our general parther effective January 31, 2017. Our general partner did not appoint any
executive officers to replace Mr. Evensen. Instead, the Fartnership entered into a service agreement pursuant to which the Service Provider
(an indirect subsidiary of the Partnership) provides the Partnership and Holdco with the services of its CEQ, Ingvild Saether and its CFC,
David Wong.

During 2016, the aggregate amount for which we reimbursed Teekay Corporation for compensation expenses of the officers of the general
partner incurred on our behalf excluding any long-term incentive plan awards issued directly by the Partnership as described below, was $3.8
million, which includes a one-time compensation cost associated with the retirement of the former Chief Executive Officer and Chief Financial
COfficer of our general partner. The amounts were paid primarily in U.8. Dollars or in Canadian Dollars, but are reported here in U.S. Dollars
using an average exchange rate of 1.32 Canadian Dollars for each U.S. Dollar for 2016. Teekay Corporation’s annual bonus plan, in which
each of the Officers participates, considers both company performance and team performance.

Compensation of Directors

Employees of a subsidiary of Teekay Corporation who also serve as directors of our general partner do not receive additionai compensation
for their service as directors. Each of our non-employee directors receives compensation for attending meetings of the Board of Directors, as
well as committee meetings. During 2018, each non-employee director, other than the Chair, received a director fee of $50,000 for the year
and an award of common units with an aggregate maximum value of approximately $70,000 for the year. The Chair received a director fee
of $50,000 and an additional annual fee of $37,500 for the year and an award of common units with a value of approximately $87,500 for the
year. In addition, members of the audit, conflicts and corporate governance committees each received an additional committee fee of $5,000
for the vear, and the chairs of each committee received an additional fee of $12,000 for the year for serving in that role. In addition, each
director was rejmbursed for out-of-pocket expenses in connection with attending meetings of the Board of Directors or committees. Each
director is fully indemnified by us for actions associated with being a director to the extent permitted under Marshall Islands jaw.

During 2016, the four non-employee directors received, in the aggregate, $308,500 in cash fees for their services as directors, plus
reimbursement of their out-of-pocket expenses. For the year ended December 31, 2016, an aggregate of 76,084 common units, with a grant
date fair value of $0.3 million, based on our closing unit price on the grant date, were granted and issued to the non-employee directors of
the general partner as part of their annual compensation for 2016.

2008 Long-Term Incentive Plan

Our general partner adopted the Teekay Offshore Partners L. P. 2006 Long-Term Incentive Plan for employees and directors of and consultants
to our general partner and employees and directers of and consultants to its affiliates, who perform services for us. The plan provides for the
award of restricted units, phantom units, unit options, unit appreciation rights and other unit or cash-based awards. In March 2016, our general
partner awarded 601,368 restricted units to certain employees of its affiliates who provide services to our business with a grant date fair value
of $2.4 millien, based on our closing unit price on the grant date. Each restricted unit is equal in value to one unit of our common units plus
reinvested distributions from the grant date to the vesting date. The restricted units vest evenly over a three year period from the grant date.
Any porticn of a restricted unit award that is not vested on the date of a recipient's termination of service is cancelled, unless their termination
arises as a result of the recipient’s retirement and in this case the restricted unit award will continue to vest in accordance with the vesting
schedule. Upon vesting. the value of the restricted units is paid to each grantee in the form of common units or cash.
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C. Board Practices

Teekay Offshore GP L.L.C., our general partner, manages our operations and activities. Unitholders generally are not entitied to elect the
directors of our general partner or directly or indirectly participate in our management or operation.

As at December 31, 2016, our general partner's Board of Directors {(or the Board) consisted of six members. it currently consists of five
directors, but William Utt will be jcining the Teekay Cffshore GP LLC board as director and Chairman on June 15, 2017, hringing the total
number of directors back up to six. Directors are appointed to serve until their successors are appointed or until they resign or are removed.

There are no service contracts between us and any of our directors providing for benefits upon termination of their employment or service.

The Board hasthe following three committees: Audit Committee, Conflicts Committee, and Corporate Governance Committee. The membership
of these committees and the function of each of the committees are described below. Each of the committees is currently comprised solely
of independent members, and operates under a written charter adopted by the Board. The committee charters for the Audit Cemmittee, the
Conflicts Committee and the Corporate Governance Gommittee are availahle under “Investors — Teekay Offshore Partners L.P. - Governance”
from the home page of our web site at www.teekay.com. During 2016, the Board held five meetings. Each director attended all Board meetings.
The members of the Audit Committee, the Conflicts Committee and the Corporate Governance Committee attended all meetings.

Audit Committee. The Audit Committee of our general partner is composed of three or more directors, each of whom must meet the
independence standards of the NYSE, the SEC and any other applicable laws and regulations governing independence from time to time.
This committee is currently comprised of directors John J. Peacock (Chair), David L. Lemmon and Carl Mikael L.L. von Mentzer. Ali members
of the committee are financially literate and the Board has determined that Mr. Peacock qualifies as an audit committee financial expert.

The Audit Committee assists the Board in fulfilling its responsibilities for general oversight of:

~ theintegrity of our financial statements;
~ our compliance with legal and regulatory requirements;
~ the qualifications and independence of our independent auditor; and

+  the performance of our internal audit function and our independent auditor.
Confiicts Committee. The Conflicts Committee of our general partner is composed of the same directors constituting the Audit Committee,
being David L. Lemmon {Chair), John J. Peacock, and Carl Mikael L.L. von Mentzer. The members of the Conflicts Committee may not be

officers or employees of our general partner or directors, officers or employees of its affiliates, and must meet the heightened NYSE and SEC
director independence standards applicable to audit committee membership and certain other requirements.

The Conflicts Committee:

~  reviews specific matters that the Board believes may involve conflicts of interest; and
+ determines if the resolution of the conflict of interest is fair and reasonable to us.
Any matters approved by the Conflicts Committee will be conclusively deemed to be fair and reasonable to us, approved by all of our partners,

and not a breach by our general partner of any duties it may owe us or our unit holders. The Board is not obligated to seek approval of the
Conflicts Committee on any matter, and may determine the resciution of any conflict of interest itself.

Corporate Govermnance Committee. The Corporate Governance Committee of our general partner is composed of at least two directors. This
committee is currently comprised of directors Carl Mikae! L.L. von Mentzer (Chair), David L. Lemmon, John J. Peacock, and C. Sean Day.

The Corporate Governance Committee:

+ oversees the operation and effectiveness of the Board and its corporate governance;

» develops, updates and recommends to the Board corporate govermnance principles and policies applicable to us and our general partner
and monitors compliance with these principles and poiicies; and

»  oversees director compensation and the long-term incentive plan described above.
D. Employees
Crewing and Staff

As of December 31, 2016, 1,328 seagoing staff served on our vessels, compared to approximately 1,400 seagoing staff as of December 31,
2015 and approximately 1,600 seagoing staff as of December 31, 2014. Certain subsidiaries of Teekay Corporation employ the crew, who
serve on the vessels pursuant to agreements with the subsidiaries. As of December 31, 2016, approximately 156 staff served on shore in
technical, commercial and administrative roles in Norway, Brazil and Singapore, compared to approximately 166 staff in Norway, Brazil and
Singapore as of December 31, 2015 and approximately 149 staffin Norway, Brazil and Singapore as of December 31, 2014. Teekay Corporation
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subsidiaries also provide on-shore advisory, operational and administrative support to our operating subsidiaries pursuant to service
agreements. Please see Item 7 — Major Unitholders and Related Party transactions — Certain Relationships and Related Party Transactions.

Teekay Corporation regards attracting and retaining motivated seagoing personnel as a top priority, and offers seafarers what we believe are
highly competitive empioyment packages and comprehensive benefits and opportunities for personal and career development, which relates
1o a philosophy of promoting internally.

Teekay Corporation has entered into a Collective Bargaining Agreement with the Philippine Seafarers’ Union, an affiliate of the International
Transport Workers' Federation (or /TF), and a Special Agreement with [TF London, which covers substantially all of the officers and seamen
that operate our Bahamian-flagged vessels. Substantially all officers and seamen for the Norway-flagged vessels are covered by a coilective
bargaining agreement with Norwegian unions (Norwegian Maritime Officers’ Association, Norwegian Union of Marine Engineers and the
Norwegian Seafarers’ Union). Teekay Corporation has entered into a Collective Bargaining Agreement with Sindicato dos Trabalhadores
Offshore do Brasil (or SIND/TOB), which covers substantially all Brazilian resident offshore employees on beard our FPSO units Ric das
Ostras and Piranema Spirit. Teekay Corporation has entered into a Collective Bargaining Agreement with Norwegian offshore unions (SAFE,
Industry Energi and DSO), through our membership in Norwegian Shipowners Association (or NSA). The agreement covers substantially all
of the offshore employees on board our FPSOs on the Norwegian Continental Shelf. Teekay Corporation has entered into a Collective
Bargaining Agreement with the Fish, Food and Allied Workers Union of Newfoundland and Labrador in Canada. The agreesment covers
substantially all of the offshore employees on board our shuttie tankers operating in the East Coast of Canada. Ve believe Teekay Corporation’s
relationships with these local labor unicns are good.

Our commitment to training is fundamental to the devetopment of the highest caliber of seafarers for marine operations. Teekay Corporation’s
cadet fraining approach is designed to balance academic learning with hands-on training at sea. Teekay Corporation has relationships with
training institutions in Canada, Croatia, India, Norway, Philippines, Turkey and the United Kingdom. After receiving formal instruction at one
of these institutions, cadet training continues on board vessels. Teekay Corporation also has a career development pian that was devised to
ensure a continuous flow of qualified officers who are trained on its vessels and familiarized with its operational standards, systems and
policies. We believe that high-quality crewing and training policies will play an increasingly important role in distinguishing larger independent
shipping companies that have in-house or affiliate capabilities from smaller companies that must rely on outside ship managers and crewing
agents on the basis of customer service and safety.

E. Unit Ownership

The following table sets forth certain information regarding beneficial ownership, as of December 31, 2018, of our units by all the Partnership's
current directors and officers of our general partner as a group. The information is not necessarily indicative of beneficial ownership for any
other purpose. Under SEC rules, a person beneficially owns any units that the person has the right to acquire as of March 1, 2017 (60 days
after December 31, 2016) through the exercise of any unit option or other right. Unless otherwise indicated, each person has sole voting and
investment power (or shares such powers with his or her spouse) with respect to the units set forth in the following table. Information for all
persons listed below is based on information defivered to us.

Identity of Person or Group Commaon Units Owned Percentage of Commeon Units Owned®

All directors and officers as a group (6 persons} ('@ 368,670 0.25%

(1) Excludes units owned by Teekay Corporation, which controis us and on the board of which serve the directors of our general partner, C. Sean Day and
Kenneth Hvid. Kenneth Hvid is President and Chief Executive Officer of Teekay Corporation and is a Director of Teekay Offshore GP L.L.C. Please read
item 7: Major Unithclders and Related Party Transactions — Certain Relationships and Related Party Transactions for more detail.

(2) Each director, executive officer and key employee beneficially owns less than 1% of the outstanding units.

(3) Excludes the 2% general partner interest held by our general partner, a wholly owned subsidiary of Teekay Corporation.
Item 7. Major Unitholders and Related Party Transactions
A.  Major Unitholders

The following table sets forth the beneficial ownership, as of December 31, 2018, of our units by each person we know to beneficially own
more than 5% of the outstanding common units. The number of common units beneficially owned by each person is determined under SEC
rules and the information is not necessarily indicative of beneficial ownership for any other purpose. Under SEC ruies a person beneficially
owns any units as to which the person has or shares voting or investment power. In addition, a person beneficially owns any units that the
person or entity has the right to acquire as of March 1, 2017 (60 days after December 31, 2018) through the exercise of any unit option or
other right. Unless otherwise indicated, each unitholder listed below has sole voting and investment power with respect to the units set forth
in the following table:
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Common Units Percentage of
Identity of Person or Group Owned Common Units Owned
Teekay Corporation!') 40,589,218 27 5%
Advisory Research Inc. ¥ 18,539,198 12.6%
MTP Energy Fund Ltd. 16,613,106 12.6%
FMR LLC® 13,278,697 9.0%

Q)
@

@)

@)

Excludes the 2% general partner interest held by our general partner, a whoily owned subsidiary of Teekay Corporation.

includes sole voting power of Advisory Research Inc. as to 18,511,813 units and sole dispositive power of Advisory Research as to 18,539,198 units, and
shared voting power and shared dispositive power by Piper Jaffray Companies with respect to such same units. This information is based on the Schedule
13G filed by this group with the SEC on February 13, 2017.

includes shared voting power and shared dispaositive power of MTP Energy Management LLC, Magnetar Financial LLC, Magnetar Capital Partners LP,
Supernova Management LLC and Alec N. Litowitz as to 16,613,108 units. This includes 633,498 units held for account of MTP EOF | IP LLC, 518,654
units held for the account of MTP Energy Opportunities Fund LLC, 3,812,098 units held for the account of MTP Energy Opportunities Fund il LLC and
11,648,856 units held for the accounts of MTP Energy Fund. This information is based on the Schedule 13G filed by this group with the SEC on February
14, 2017.

includes sole dispositive power of FMR LLC as to 13,278,687 units. This information is based on the Schedule 13G filed by this entity with the SEC on
February 14, 2017.

We are controlled by Teekay Corporation. We are not aware of any arrangements, the operation of which may at a subsequent date result in
a change in control of us.

B.

(@)

(b)

Certain Relationships and Related Party Transactions

C. Sean Day is the Chairman of our general partner, Teekay Offshore GF L.L.C. He also is the Chairman of Teekay Corporation, and
board member of Teekay GP L.L.C., the general partner of Teekay LNG. Mr. Day will be succeeded by Mr. William Utt mid-June 2017,
who will take over the role of Chairman for both Teekay Offshore GP L.L.C. and Teekay Corporation. Mr. Day will remain as a board
member for both entities.

Peter Evensen was the President and Chief Executive Officer of Teekay Corporation, the Chief Executive Officer and Chief Financial
Cfficer of Teekay Offshore GP L.L.C. and Teekay GP L.L.C., and a Director of Teekay Corporation, Teekay GP L.L.C.. Teekay Offshore
GP L.L.C. and Teekay Tankers Ltd. through January 31, 2017.

Because Mr. Evensen was an empioyee of a subsidiary of Teekay Corporation, his compensation (other than any awards under the long-
term incentive plan) was set and paid by the Teekay Corporation subsidiary. Pursuant to our partnership agreement, we have agreed to
reimburse Teekay Corporation for time spent by Mr. Evensen on our partnership matters.

Kenneth Hvid is a Director of Teekay Offshore GP L.L.C. Mr. Hvid was also Executive Vice President and Chief Strategy Officer of Teekay
Corporation until December 2015. He was appointed President and Chief Executive Officer of Teekay Corporation effective on February
1, 2017.

On February 1, 2017, the Partnership and its wholly-owned subsidiary, Holdco, enteredinto a service agreement with the Service Provider,
a management services company that is a subsidiary of Holdco. The Service Provider provides services using persons employed by
various subsidiaries of Teekay Corporation, including the services of ingvild Seether, the President and CEQO of Service Provider, and
David Wong, the CFO of Service Provider. In addition, we have entered into various service agreements with certain direct and indirect
subsidiaries of Teskay Corporation pursuant to which these subsidiaries provide to us various services including, in the case of the
operating subsidiaries, substantially all of their manageriai, operational and administrative services (including vessel maintenance,
crewing. crew fraining, purchasing, shipyard supervision, insurance and financial services) and other technical and advisory services,
and in the case of Teekay Offshore Partners LP, various administrative services. Because Ms. Sasther and Mr. Wong and the other
persons providing services to the Partnership and its subsidiaries are employees of various subsidiaries of Teekay Corporation, their
compensation {(other than any awards under the long-term incentive plan) is set and paid by the Teekay Corporation subsidiary that
employs them. Pursuantto our agreements with Teekay Corporation andits subsidiaries, we have agreed to reimburse Teekay Corporation
for time spent by such persons on providing services to the Partnership and our subsidiaries.

We have entered into an amended and restated omnibus agreement with our general partner, Teekay Corporation, Teekay LNG and
related parties. The following discussion descrihes certain provisions of the omnibus agreement.

Noncompetition. Under the omnibus agreesment, Teekay Corporation and Teekay LNG have agreed, and have caused their controlled
affiliates (other than us) to agree, not to own, operate or charter certain "Offshore Vessels”. This restriction does not prevent Teekay
Corporation, Teekay LNG or any of their other controlled affiliates from, among other things:

81

02.11.2020 kI 18:14 Brgnngysundregistrene Side 99 av 175



EE- Brgnngysundregistrene Arsregnskap regnskapséaret 2016 for 994034405

. owning, operating or chartering Cffshore Vessels if the remaining duration of the time charter or contract of affreightment for the
vessel, excluding any extension options, is less than three years;

v acquiring Offshore Vessels and related time charters or contracts of affreightment as part of a business or package of assets and
operating or chartering those vessels if a majority of the value of the total assets or business acquired is not attributable to the
Offshore Vessels and related contracts, as determined in good faith by the board of directors of Teekay Corporation or the conflicts
committee of the board of directors of Teekay LNG's general partner; however, if Teekay Corporation or Teekay LNG completes
such an acquisition, it must, within one year after completing the acquisition, offer to sell the Cffshore VVessels and related contracts
to us for their fair market value plus any additional tax or other similar costs to Teekay Corporation or Teekay LNG that would be
required to transfer the Cffshore Vessels and contracts to us separately from the acquired business or package of assets;

. owning, operating or chartering Offshore Vessels and related time charters and contracts of affreightment that relate to tenders,
bids or awards for an offshore project that Teekay Corporation or any of its subsidiaries submits or receives, however, at least
one year after the delivery date of any such Offshore Vessel, Teekay Corporation must offer to sell the Offshore Vessel and related
contracttous, withthe vessel valued (i}for newbuildings originally contracted by Teekay Corporation, at its “fully-built-up cost™(which
represents the aggregate expenditures incurred (or to be incurred prior to delivery to us) by Teekay Corporation to acquire,
construct, and/or convert and bring such Offshore Vessel to the condition and location necessary for our intended use, plus project
development costs for completed projects and projects that were not completed but, if completed, would have heen subject to an
offer to us pursuant to the cmnibus agreement) and (i) for any other vessels, Teekay Corporation’s cost to acquire a newbuilding
from a third party or the fair market value of any existing vessel, as applicabie, plus in each case any subsequent expenditures
that would be included in the “fully-built-up cost” of converting the vessel prior to delivery to us; or

. acquiring, operating or chartering Offshore Vessels if our general partner has previously advised Teekay Corporation or Teekay
LNG that the board of directors of our genera partner has elected, with the approval of its conflicts committee, not to cause us
or our subsidiaries to acquire or operate the vessels.

in addition, under the omnibus agreement we have agreed not to own, operate or charter crude oil tankers or liguefied natural gas (or
LNG) carriers. This restriction does not apply to any of the Aframax tankers in our current fleet, and the ownership, operation or chartering
of any oil tankers that replace any of those oif tankers in connection with certain events. In addition, the restriction does not prevent us
from, among other things:

. acquiring oil tankers or LNG carriers and any related time charters as part of a business or package of assets and operating or
chartering those vessels, if a majority of the value of the total assets or business acquired is not attributable to the oil tankers and
LNG carriers and any related charters, as determined in good faith by the conflicts committee of our general partner’s board of
directors; however, if at any time we complete such an acquisition. we are required to promptly offer to seil to Teekay Corporation
the oil tankers and time charters or to Teekay LNG the LNG carriers and time charters for fair market value plus any additional
tax or other similar costs to us that would be required to transfer the vessels and contracts to Teekay Corporation or Teekay LNG
separately from the acquired business or package of assets: or

. acquiring, operating or chartering oil tankers or LNG carriers if Teekay Corporation or Teekay LNG, respectively, has previously
advised our general partner that it has elected not to acquire or operate those vessels.

Rights of First Offer on Conventional Tankers, LNG Carriers and Offshore Vessels. Under the omnibus agreement, we have granted to
Teekay Corporation and Teekay LNG a 30-day right of first offer on certain (a) sales, transfers or other dispositions of any Aframax
tankers, in the case of Teekay Corporation, or certain LNG carriers in the case of Teekay LNG, or (b) re-charterings of any Aframax
tankers or LNG carriers pursuant to a time charter or contract of affreightment with a term of at least three years if the existing charter
expires or is terminated early. Likewise, each of Teekay Corporation and Teekay LNG has granted a similar right of first offer to us for
any Cffshore Vessels it might own that, at the time of the proposed offer, is subject to a time charter or contract of affreightment with a
remaining term, excluding extension options, of at least three years. These rights of first offer do not apply to certain transactions.

The omnibus agreement and a subsequent agreement also chligated Teekay Corporation to offer to sell to us the Foinaven FPSO, an
existing unit of a wholly-owned subsidiary of Teekay Corporation, subject to approvals required from the charterer. The purchase price
for the Foinaven FPSO would be its fair market value.

Please read item 18. — Financial Statements: Note 11 — Related Party Transactions for a description of our various related-party
transactions.

Item 8. Financial Information
Consolidated Financial Statements and Other Financial Information
Consolidated Financial Statements and Notes

Please see ltem 18 helow for additional information required to be disclosed under this ltem.
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Legal Proceedings

Occasionally we have heen, and expect to continue to be, subject to legal proceedings and claims in the ordinary course of our business,
principally personal injury and property casualty claims. These claims, even if tacking merit, could result in the expenditure of significant
financial and managerial resources.

Please read Item 18. — Financial Statements: Note 14 — Commitments and Contingencies for a description of the claims made against us.
Cash Distribution Policy
Rationale for Our Cash Distribution Policy

Our general cash distribution policy reflects a hasic judgment that cur common unitholders are hetter served by our distributing our available
cash (as defined in our parthership agreement and after deducting expenses, including estimated maintenance capital expenditures and
reserves) rather than our retaining it. However, in December 2015, commencing with our distribution on common units refating to the fourth
quarter of 2015, we reduced the amount of our quarterly cash distributions per commen unit. Global crude oil prices have significantly declined
since mid-2014. This decline, combined with other factors beyond our control, has adversely affected energy and master limited partnership
capital markets and available sources of financing. Based on upcoming capital requirements for our committed growth projects and scheduled
debt repayment obligations, coupled with uncertainty regarding how long it will take for the energy and master limited partnership capital
markets to normalize, the board of directors of our general partner believes it is in the best interests of our commen unitholders to conserve
more of our internally generated cash flows to fund these projects and to reduce deht levels. As aresult, we reduced our quarterly distributions
on our common units. This reduction in the amount of common unit distributions to establish cash reserves for these purpcses is consistent
with our cash distribution policy, and the terms of our partnership agreement, which requiresthat we distribute all of our available cash quarterly
(after deducting expenses, including estimated maintenance capital expenditures and reserves, including reserves for future capital
expenditures and for anticipated future credit needs).

Limitations on Cash Distributions and Our Ability to Change Our Cash Distribution Policy

There is no guarantee that unithoiders will receive quarterty distributions from us. Our distribution policy is subject to certain restrictions and
may be changed at any time, including:

»  Ourunitholders have no contractual or other legal right to receive distributions other than the obligation under our partnership agreement
to distribute available cash on a quarterly basis, which is subject to our general partner's broad discretion to establish reserves and other
limitations.

~  \While our partnership agreement requires us to distribute all of our available cash, our partnership agreement, including provisions
requiring us to make cash distributions contained therein, may be amended with the approval of a majerity of the cutstanding common
units.

~  Evenif our cash distribution policy is not modified or revoked, the amount of distributions we pay under our cash distribution policy and
the decision to make any distribution is determined by the board of directors of our general partner, taking into consideration the terms
of our partnership agreement.

+  Under Section 51 of the Marshall Islands Limited Partnership Act, we may not make a distribution to unitholders to the extent that at the
time of the distribution, after giving effect to the distribution, all of our liabilities, other than liabilities to partners on account of their
partnership interests and liabilities for which the recourse of creditors is limited to specified property of ours, exceed the fair value of cur
assets, except that the fair value of property that is subject to a liability for which the recourse of creditors is limited shail be included in
our assets only to the extent that the fair value of that property exceeds that liability.

~  Wemay lack sufficient cash to pay distributions to our unitholders due to decreases in net revenues or increases in operating expenses,
principal and interest payments on outstanding debt, tax expenses, working capital requirements, maintenance capital expenditures or
anticipated cash needs.

+  Ourdistribution policy may be affected by restrictions on distributions under our credit facility agreements, which contain material financial
tests and covenants that must be satisfied. Should we be unable to satisfy these restrictions included in the credit agreements or if we
are otherwise in default under the credit agreements, we would be prohibited from making cash distributions, which would materially
hinder our ability to make cash distributions to unitholders, notwithstanding our stated cash distribution policy.

»  ifwe make distributions out of capital surpius, as opposed to operating surplus (as such terms are defined in our partnership agreement),
those distributions will constitute a return of capital and will result in a reduction in the minimum quarterly distribution and the target
distribution levels under our partnership agreement. Ve do not anticipate that we will make any distributions from capital surplus.
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Incentive Distribution Rights

Incentive distribution rights represent the right te receive an increasing percentage of quarterly distributions of available cash from our operating
surplus (as defined in our partnership agreement) after the minimum quarterly distribution to cur common unitholders and the target distribution
levels have been achieved. Our general partner currently holds the incentive distribution rights, but may transfer these rights separately from
its general partner interest, subject to restrictions in our partnership agreement. Exceptfor transfers of incentive distribution rights to an affiliate
or another entity as part of our general partner's merger or consolidation with or into, or sale of all or substantially all of its assets to such
entity, the approval of a majerity of our common units {excluding common units held by our general partner and its affiliates), voting separately
as a class, generally is required for a transfer of the incentive distributions rights to a third party prior to December 31, 2016. After December
31, 2016, our general parther may transfer any or all of its incentive distribution rights without the approval of the common unitholders.

Thefollowing table illustrates the percentage allocations of the additional available cash from operating surplus among the common unitholders
and our general partner up to the various target distribution levels. The amounts set forth under “Marginal Percentage interestin Distributions”
are the percentage interests of the common unitholders and our general partner in any available cash from operating surplus we distribute
up to and including the corresponding amount in the column *Total Quarterly Distribution Target Amount,” until available cash from operating
surplus we distribute reaches the next target distribution level, if any. The percentage interests shown for the common unitholders and our
general partner for the minimum quarterly distribution are also applicable to quarterly distribution amounts that are less than the minimum
quarterly distribution. The percentage interests shown for our general partner include its 2.0% general partner interest and assumes the
general partner has contributed any capital necessary to maintain its 2.0% general partner interest and has nct transferred the incentive
distribution rights.

Marginai Percentage Interest
in Distributions

Total Quarterly

Distribution Target Amount Unitholders General Partner
Minimum Quarterly Distribution $0.35 98% 2%
First Target Distribution Up to $0.4025 98% 2%
Second Target Distribution Above $0.4025 up to $0.4375 85% 15%
Third Target Distribution Above $0.4375 up to $0.525 75% 25%
Thereafter Above $0.525 50% 50%

During 2016, and the fourth quarter of 2015, cash distributions were below $0.35 per common unit. Consequently, the increasing percentages
were not used to calculate the general partner's interest in net income for the purposes of the net income per common unit calculation for
these periods.

Cash distributions exceeded $0.4025 per common unit for the first three quarters of 2015 and for 2014 and therefere, increasing percentages
were used to calculate the general partner’s interest in net income for the purposes of the net income per common unit calculation for these
periods.

Significant Changes

Not applicable.

Item 9. The Offer and Listing

Our common units are traded on the NYSE under the symbol “TOQO”. The following tabie sets forth the high and low sales prices for our
common units on the NYSE for each of the periods indicated:
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Year Ended
High
Low

Quarter Ended
High
Low

Month Ended
High
Low

Dec. 31, Dec. 31, Dec. 31, Dec. 31, Dec. 31,
2016 2015 2014 2013 2012
$ 725 $2673 $3746 $36.09 $30.14
$ 230 §$ 388 $ 20.61 $ 2617 $ 2455
Mar. 31, Dec. 31, Sep. 30, Jun. 30, Mar. 31, Dec. 31, Sep. 30, Jun. 30, Mar. 31,
2017 2016 2018 2016 20186 2015 2015 2015 2015
$ 630 $ 669 $ 669 § 725 $ 668 § 17.3 $2038 $2472 $26.73
$ 470 $ 474 $ 495 5 406 $ 230 35 368 $13.74 31921 $ 18.91
Mar. 31, Feh. 28, Jan. 31, Dec. 31, Nov. 30, Oct. 31, Sep. 30,
2017 2017 2017 2016 20186 2016 2016
$ 539 $ 616 $ 630 $ 564 $ 612 $ 669 $ 6.69
$ 470 $ 491 $ 514 $ 474 $ 497 §$ 541 $ 505

Our Series A Preferred Units are traded on the NY SE under the symbol “TOO-PA”. The following table sets forth the high and low sales
prices for our Series A Preferred Units on the NY SE for each of the periods indicated:

Year Ended
High
Low

Quarter Ended
High
Low

Month Ended
High
Low

(1) Period from May 2, 2013 through December 31, 2013.

Dec. 31, Dec. 31, Dec 3t Dec 31.
2016 2015 2014 20131
$2148 $24.00 $2683 $2646
$ 802 $11.70 $21.85 $24.01
Mar. 31, Dec. 31, Sep.30, Jun. 30, Mar. 31, Dec. 31,  Sep. 30, Jun. 30, Mar. 31,
2017 2016 2018 2016 2016 2015 2015 2015 2015
$21.94 $2143 $2148 $2070 $ 16.84 $2015 $2144 $23.41 $ 24.00
$1852 $17.00 $1936 $14.88 $ 802 $11.70 $ 1568 $2012 $ 2207
Mar. 31, Feh. 28, Jan. 31, Dec. 31. Nov. 30, Oct. 31, Sep. 30,
2017 2017 2017 2016 2016 2016 2016
$2064 $21.20 $2194 $2029 $21.25 $21.43 $2148
$1875  $20.00 $1852 $1825 $ 17.00 $1955 $19.36

Our Series B Preferred Units are traded on the NYSE under the symbot “TCO-PB”. The following table sets forth the high and low sales
prices for our Series B Preferred Units on the NYSE for each of the periods indicated:

Year Ended
High
Low

Quarter Ended
High
Low

Month Ended
High
Low

(1) Period from April 14, 2015 through December 31, 2015.

(2) Period from April 14, 2015 through June 30, 2015.

Dec. 31, Dec. 31,

2016 20151
$2300 $2505
$ 908 $1231
Mar. 31, Dec 31, Sep.3C, Jun.30, Mar 31, Dec.31, Sep.30, Jun. 30,

2017 2016 2016 2016 2016 2015 2015 20159
$2320 $2274 $2308 $2224 $1820 $2183 $2432 $2505
$2005 $1897 $2075 $16.12 $ 908 $1231 $17.02 §2282
Mar. 31, Febh. 28, Jan. 31, Dec. 31, Nov. 30, Oct. 31, Sep. 30,

2017 2017 2017 2016 2016 2016 2016
$2259 $2320 $2301 $2118 $2244 $2274 $2283
$215%t $2187 $2005 $1953 $1897 $2086 $2136
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Our 6.00% Notes due 2019 are traded on the NYSE under the trading number "EK289435". The following table sets forth the high and
low sales prices for our 6.00% Notes due 2019 on the NYSE for each of the periods indicated:

Dec. 31, Dec. 31, Dec. 31,
2015

Year Ended 2016 2014
High $92.10 $9450  $103.47
Low $3960 $5050 $8875

Mar. 31, Dec. 31, Sep.30,  Jun. 30, Mar. 31, Dec. 31,  Sep. 30, Jun. 30, Mar, 31,
Quarter Ended 2017 2016 2016 2016 2016 2015 2015 2015 2015

High $96.10 $9210 $87.11 $8587 $6985 §$8714 $9300 $9389 § 9450
Low $8325 $79.75 $7925 $6250 $3960 $5050 $6890 $8650 $87.20

Mar. 31, Feb. 28, Jan. 31, Dec. 31. Nov. 30, Cct. 31, Sep. 30,
2016

Month Ended 2017 2017 2017 2016 2016 2016
High $941%1 $9523 $9610 $9210 $8729 $8890 $87.11
Low $8325 $88.91 $8343 $8150 $7975 $8000 3$7983

(1) Period from May 23, 2014 through December 31, 2014.

Item 10. Additional Information
Memorandum and Articles of Association

The information required to be disciosed under Item 10B is incorporated by reference to Amendment No.5 to our Registration Statement on
Form 8-A/Afiled with the SEC on July 29,2016.

Material Contracts

The following is a summary of each material contract, other than material contracts entered into in the ordinary course of business, to which
we or any of our subsidiaries is a party, for the two years immediately preceding the date of this Annual Report, each of which is included in
the list of exhibits in item 19:

a} Amended and Restated Omnibus Agreement. dated December 19, 2008, among us, our general partner, Teekay Corporation, Teekay
LNG and related parties. Please read Item 7 — Major Unitholders and Related Party Transactions — Certain Relationships and Related
Party Transacticns for a summary of certain contract terms.

b} We and certain of our operating subsidiaries have entered into services agreements with certain subsidiaries of Teekay Corporation
pursuant to which the Teekay Corporation subsidiaries provide administrative services to the Partnership and administrative, advisory,
technical, strategic consulting services, business development and ship management services to operating subsidiaries for a reasonable
fee that includes reimbursement of their direct and indirect expenses incurred in providing these services. Please read Item 7 — Major
Unitholders and Related Party Transactions — Certain Relationships and Related Party Transactions for a summary of certain contract
terms.

¢) Teekay Cffshore Partners L.P. 2006 Long-Term Incentive Plan. Please read Item 6 — Directors, Senior Management and Employees —
2006 Long-term Incentive Plan for a summary of certain plan terms.

d} Agreement, dated July 31, 2015, fora U.5. $803,711,787 term loan due 2027, among QOGTK Libra GmbH & Co KG, ABN AMRO Bank
N.V. and various other banks.

Exchange Controls and Other Limitations Affecting Unitholders

We are not aware of any governmental laws, decrees or regulations, including foreign exchange controls, in the Republic of The Marshall
Islands that restrict the export or import of capitai, or that affect the remittance of dividends, interest or other payments to holders of cur
securities that are non-resident and not citizens.

We are not aware of any limitations on the right of non-resident or foreign owners to hold or vote our securities imposed by the laws of the
Republic of The Marshall Isiands or our parthership agreement.

Material U.S. Federal Income Tax Considerations
The following is a discussion of certain materiat U.S. federal income tax considerations that may be relevant to unitholders. This discussion
is based upon the provisions of the Internal Revenue Code of 1986, as amended (or the Code), legislative history, applicable U.5. Treasury

Regulations (or Treasury Reguiations), judicial autherity and administrative interpretations, alf as in effect on the date of this Annual Report,
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and which are subject to change, possibly with retroactive effect, or are subject to different interpretations. Changes in these authorities may
cause the tax consequences to vary substantially from the consequences described below. Unless the context otherwise requires, references
in this section to “we,” “our” or “us” are references to Teekay Offshore Partners L.P.

This discussion is limited to unitholders who hold their units as capital assets for tax purposes. This discussion does not address all tax
considerations that may be important to a particular unithclder in light of the unitholder's circumstances, or to certain categories of unitholders
that may be subject to special tax rules, such as:

+ dealersin securities or currencies,

. traders in securities that have elected the mark-to-market method of accounting for their securities,

+  persons whose functional currency is not the U.S. dollar,

+  persons holding our units as part of a hedge, straddle, conversion or other "synthetic security” or integrated transaction,
. certain U.S. expatriates,

. financia! institutions,

*  insurance companies,

»  persons subject to the alternative minimum tax,

~  persons that actually or under applicable constructive ownership rules own 10% or more of our units; and

+  entities that are tax-exempt for U.8. federal income tax purposes.

If a partnership (including any entity or arrangement treated as a partnership for U.5. federal income tax purposes) holds our units, the tax
treatment of a partner generally will depend upon the status of the partner and the activities of the partnership. Partners in partnerships holding
our units should consuit their tax advisors to determine the appropriate tax treatment of the partnership’s ownership of our units.

This discussion does not address any U.S. estate tax considerations or tax considerations arising under the laws of any state, local or non-
U.S. jurisdiction. Each unitholderis urged to consultits tax advisor regarding the U.S. federal, state, local, non-U.S. and other tax consequences
of the ownership or disposition of our units.

United States Federal Income Taxation of U.S. Holders

As used herein, the term U.8. Holder means a beneficial owner of our units that is for U.S. federal income tax purposes: (i) a U.8. citizen or
U.8. resident alien (or a U.S. individual Holder), {ii) a corporation or other entity taxable as a corporation, that was created or organized under
the laws of the United States, any state thereof or the District of Columbia, (iii} an estate whose income is subject to U.3. federal income
taxation regardless of its source, or (iv) a frust that either is subject to the supervision of a court within the United States and has one or more
U.S. persons with authority to control all of its substantial decisions or has a valid election in effect under applicable Treasury Regulations to
be treated as a U.S. person.

Distributions

We have elected to be taxed as a corporation for U.S. federal income tax purposes. Subject to the discussion of passive foreign investment
companies (or PFICs) helow, any distributions made by us to a U.5. Holder generally will censtitute dividends, which may be taxable as
ordinary income or “qualified dividend income” as described in more detail below, to the extent of our current and accumuiated earnings and
profits allocated to the U.8. Holder's units, as determined under U.S. federal income tax principles. Distributions in excess of our current and
accumulated earnings and profits allocated to the U.S. Holder's units will be treated first as a nontaxabie return of capital to the extent of the
U.8. Holder's tax basis in our units and thereafter as capital gain, which will be either long term or short term capital gain depending upon
whether the U.3. Holder has held the units for more than one year. U.5. Holders that are corporations for U.S. federal income tax purposes
generally will not be entitied to claim a dividends received deduction with respect to any distributions they receive from us. For purposes of
computing allowable foreign tax credits for U.5. federal income tax purposes, dividends received with respect to our units will be treated as
foreign source income and generally will be treated as “passive category income”.

Subject to holding period requirements and certain other limitations, dividends received with respect to our publicly-traded units by a U.S.
Holder who is an individual, trust or estate (or a Non-Corporate U.S. Holder) will be treated as “qualified dividend income” that is taxable to
such Non-Corporate U.S. Holder at preferential capital gain tax rates provided that we are not classified as a PFIGC for the taxable year during
which the dividend is paid or the immediately preceding taxable year (we intend to take the position that we are not now and have never been
classified as a PFIC, as discussed below) Any dividends received with respect to our units not eligible for these preferential rates will be taxed
as ordinary income te a Non-Corporate U.S. Hoider.

Special ruies may apply to any “extracrdinary dividend” paid by us. Generally, an extraordinary dividend is a dividend with respect to a share
of stock if the amount of the dividend is equal to or in excess of 10% of a common stockholder’s, or 5% of a preferred stockholder’s adjusted
tax basis (or fair market value in certain circumstances) in such stock. In addition, extraordinary dividends include dividends received within
aone year period that, in the aggregate, equal or exceed 20% of a stockholder’sadjusted tax basis (or fairmarketvaluein certain circumstances).
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If we pay an “extracrdinary dividend” on our units that is treated as “qualified dividend income,” then any loss recognized by a Non-Corporate
U.S. Holder from the sale or exchange of such units will be treated as long-term capital loss to the extent of the amount of such dividend.

Certain Non-Corporate U.S. Holders currently are subject to a 3.8% tax on certain investment income, including dividends. Non-Corporate
U.8. Holders should consult their tax advisors regarding the effect, if any, of this tax on their ownership of our units.

Sale, Exchange or Other Disposition of Units

Subject to the discussion of PFICs below, a U.S. Holder generally will recognize capital gain orloss upen a sale, exchange or other disposition
of our units in an amount equal to the difference between the amountrealized by the U 8. Holder from such sale, exchange or other disposition
and the U.S. Holder's tax basis in such units. Subject to the discussion of extracrdinary dividends above, such gain or loss generally will be
treated as (a} long-term capital gain or loss if the U.5. Holder’'s holding pericd is greater than one year at the time of the sale, exchange or
other disposition, or short-term capital gain or loss otherwise and (b) U.S.-source gain or loss, as applicable, for foreign tax credit purposes.
Non-Corporate U.S. Holders may be eligible for preferential rates of U.S. federal income tax in respect of long-term capital gains. A U.S.
Holder's ability to deduct capital losses is subject to certain limitations.

Certain Non-Corporate U.S. Holders are subject to a 3.8% tax on certain investment income, including capital gains from the sale or other
disposition of units, Non-Corporate U.S. Holders should consult their tax advisors regarding the effect, if any, of this tax on their disposition
of our units.

Consequences of Possible PFIC Classification

Anon-U.3. entity treated as a corporation for U.3. federal income tax purposes will be treated as a PFIC in any taxable year in which, after
taking into account the income and assets of the corporation and certain subsidiaries pursuant to a “look through’ rule, either: (i) at least 75%
of its gross income is “passive” income; or (i) at least 50% of the average value of its assets is aftributable to assets that produce, or are held
for the production of, passive income.

For purposes of these tests, “passive income” includes dividends, interest, gains from the sale or exchange of investment property and rents
and royalties other than rents and royalties that are received from unrelated parties in connection with the active conduct of a trade or business.
By contrast, income derived from the performance of services does not constitute “passive income.”

There are legal uncertainties involved in determining whether the income derived from our time-chartering activities constitutes rental income
or income derived from the performance of services, including legal uncertainties arising from the decision in Tidewater Inc. v. United States,
565 F.3d 299 (5th Cir. 2009), which held that income derived from certain time-chartering activities shouid be treated as rental income rather
than services income for purposes of a foreign sales corporation provision of the Code. However, the Internal Revenue Service (or IRS) stated
in an Action on Decision (AOD 2010-01) that it disagrees with, and will not acquiesce to, the way that the rental versus services framework
was applied to the facts in the Tidewater decision, and in its discussicn stated that the time charters at issue in Tidewater would be treated
as producing services income for PFIC purposes. The IRS’s statement with respect to Tidewater cannot be relied upon or otherwise cited as
precedent by taxpayers. Gonsequently, in the absence of any binding legal authority specifically relating to the statutory provisions governing
PFICs, there can be no assurance that the IRS or a court would not follow the Tidewater decision in interpreting the PFIC provisions of the
Code. Moreover, the market value of our units may be treated as reflecting the value of our assets at any given time. Therefore, a decline in
the market value of our units (which is not within our control} may impact the determination of whether we are a PFIC. Nevertheless, based
on our and our subsidiaries’ current assets and operations, we intend to take the position that we are not now and have never been a PFIC.
No assurance can be given, however, that the IRS, or a court of law, will accept our position or that we would not constitute a PFIC for any
future taxable year if there were to be changes in our or our subsidiaries’ assets, income or operations.

As discussed more fully below, if we were to be treated as a PFIC for any taxable year, a U.S. Holder generally would be subject to different
taxation rules depending on whether the U.S. Holder makes a timely and effective election to treat us as a “Qualified Electing Fund” (a QEF
election). As an alternative to making a QEF election, a U.S. Holder should be abie to make a “mark-to-market” election with respect to cur
units, as discussed below.

Taxation of U.5. Holders Making a Timely QEF Election. A U.S. Holder who makes a timely QEF election (an Electing Holder), must report
the Electing Holder’s pro rata share of our ordinary earnings and net capital gain, if any, for each taxable year for which we are a PFIC that
ends with or within the Electing Holder’s taxable year. regardless of whether or not the Electing Holder received distributions from us in that
year. Such income inclusions would not be eligible for the preferential tax rates applicabie to qualified dividend income. The Electing Holder's
adjusted tax basis in our units will be increased to reflect taxed but undistributed earnings and profits. Distributions of earnings and profits
that were previously taxed will result in a corresponding reduction in the Electing Holder's adjusted tax basis in our units and will not be taxed
again once distributed. An Electing Holder generally will recognize capital gain or loss on the sale, exchange or other disposition of our units.
AU.S. Holder makes a QEF election with respect to any year that we are a PFIC by filing IRS Form 8621 with the U.S. Holder’s timely filed
U.S. federal income tax return (including extensions).

If a U.5. Holder has nct made a timely QEF election with respect to the first year in the U.S. Holder’s holding period of our units during which
we guaiified as a PFIC, the U.8. Holder may be treated as having made a timely QEF election by filing a QEF election with the U.S. Holder’s
timely fited U.S. federal income tax return (including extensions) and, under the rules of Section 1291 of the Code, a "deemed sale election”
to include in income as an “excess distribution” (described below) the amount of any gain that the U.S. Holder would otherwise recognize if
the U.8. Holder sold the U.S. Hoider's units on the “qualification date”. The qualification date is the first day of our taxable year in which we
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qualified as a “qualified electing fund” with respect to such U.S. Holder. in addition to the above rules, under very limited circumstances, a
U.S. Holder may make a retroactive QEF election if the U.8. Holder failed to file the QEF election documents in a timety manner. If a U.S.
Holder makes a timely QEF election for one of our taxable years, but did not make such election with respect to the first year in the U.S.
Holder's holding period of our units during which we qualified as a PFIC and the U.S. Holder did not make the deemed sale election described
above, the U.8. Holder also will be subject to the more adverse rules described below.

AU.S. Hoider's QEF election wili not be effective unless we annuaily provide the U.S. Holder with certain information concerning our income
and gain, calculated in accordance with the Code, to be included with the U.5. Holder’s U.S. federal income tax return. We have not provided
our U.S. Holders with such information in prior taxable years and do not intend to provide such information in the current taxable year.
Accordingly, U.S. Holders will not be able to make an effective QEF election at this ime. If, contrary to our expectations, we determine that
we are or will be a PFIC for any taxable year, we will provide U.S. Holders with the information necessary to make an effective QEF election
with respect to our units.

Taxation of U.8. Holders Making a “Mark-to-Market” Election. If we were to he treated as a PFIC for any taxable year and, as we anticipate,
our units were treated as "marketable stock,” then, as an alternative to making a QEF election, a U.S. Holder would be allowed to make a
“mark-to-market” election with respect to our units, provided the U.5. Holder completes and files IRS Form 8621 in accordance with the
relevant instructions and related Treasury Regulations. If that electicn is made for the first year a U.S. Holder holds or is deemed to hold our
units and for which we are a PFIC, the U.S. Holder generally would include as ordinary income in each taxable year that we are a PFiC the
excess, if any, of the fair market value of the U.S. Holder’s units at the end of the taxable year over the U.S. Holder’s adjusted tax basis in
the units. The U.S. Holder also would be permitted an ordinary loss in respect of the excess, if any, of the U.S. Holder’s adjusted tax basis in
the units over the fair market value therecf at the end of the taxable year that we are a PFIC, but only to the extent of the net amount previously
included in income as a result of the mark-to-market election. A U.S. Holder's tax basis in our units would be adjusted to refiect any such
income or {0ss recognized. (Gain recognized on the sale, exchange or other disposition of our units in taxable years that we are a PFIC would
he treated as ordinary income, and any loss recognized on the sale, exchange or other disposition of the units in taxahle years that we are
a PFIC would be treated as ordinary loss to the extent that such loss does not exceed the net mark-to-market gains previously included in
income by the U.5. Holder. Because the mark-to-market election only applies to marketahie stock, however, it wouid not apply to a U.5.
Holder's indirect interest in any of our subsidiaries that were also determined to be PFICs.

If a U.S. Holder makes a mark-to-market election for one of our taxable years and we were a PFIC for a prior taxable year during which such
U.S. Holder held cur units and for which (i) we were not a QEF with respect to such U.8. Heider and (if) such U.S. Holder did not make a
timely mark-to-market election, such U.3. Holder would also be subject to the more adverse rules described below in the first taxable year
for which the mark-to-market election is in effect and also to the extent the fair market vaiue of the U.8. Hoider's units exceeds the U.S.
Holder's adjusted tax basis in the units at the end of the first taxable year for which the mark-to-market election is in effect.

Taxation of U.S. Holders Not Making a Timely QEF or Mark-to-Market Election. If we were to be treated as a PFIC for any taxable year, a
U.5. Holder who does not make either a QEF election or a "mark-to-market” election for that year (a Non-Electing Holder) would be subject
to special rules resulting in increased tax liability with respect to (i) any excess distribution {i.e., the portion of any distribution received by the
Non-Electing Holder on our units in a taxable year in excess of 125% of the average annual distributions received by the Non-Electing Holder
in the three preceding taxable years or, if shorter, the Non-Electing Holder’s holding peried for our units), and (ii) any gain realized on the
sale, exchange cor other disposition of our units. Under these special rules:

~  the excess distribution or gain would be allocated ratahly over the Non-Electing Holder’'s aggregate holding period for our units;

+ the amount allocated to the current taxable year and any taxable year prior to the taxabie year we were first treated as a PFIC with
respect to the Non-Electing Holder would be taxed as ordinary income in the current taxabte year;

~ the amount allocated to each of the other taxable years would be subject to U.S. federal income tax at the highest rate of tax in effect
for the applicabie class of taxpayer for that year; and

+ an interest charge for the deemed deferral benefit would be imposed with respect to the resuiting tax atfributable to each such other
taxable year.

Additionally, for each year during which a U.S. Holder owns units, we are a PFIC, and the total value of all PFIC units that such U.S. Holder
directly or indirectly exceeds certain threshelds, such U.8. Holder will be required to file IRS Form 8621 with its annual U.S. federal income
tax retum to report its ownership of our units. In addition, if a Non-Electing Holder whe is an individual dies while owning our units, such Non-
Electing Holder's successor generally would not receive a step-up in tax basis with respect to such units.

U.S. Holders are urged to consult their tax adviscors regarding the PFIC rules, including the PFIC annual reperting requirements as
well as the applicability, availability and advisability of, and procedure for, making QEF, Mark-to-Market and other available elections
with respect to us, and the U.S. federal income tax consequences of making such elections.

U.S. Return Disclosure Requirements for U.S. Individual Holders

U.S. Individual Holders who hold certain specified foreign financial assets, including stock in a foreign corporation that is not held in an account
maintained by a financial institution, with an aggregate value in excess of $50,000, on the last day of a taxable year, or $75,000 at any time
during that taxable year, may be required to report such assets on IRS Form 8938 with their U.S. federal income tax return for that taxable

year. This reporting requirement does not apply to U.8. Individual Holders who report their ownership of our units under the PFIC annual
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reporting rules described above. Penalties apply for failure to property complete and file Form 8938. U.S. Individual Holders are encouraged
to consuit with their tax advisors regarding the possible application of this disclosure requirement.

United States Federal Income Taxation of Non-U.S. Holders

A beneficial owner of our units (other than a partnership, including any entity or arrangement treated as a partnership for U.S. federal income
tax purposes) that is not a U.S. Holder is a Non-U.S. Holder.

Distributions

In general, a non-U.S. Holder will not be subject to U.S. federal income tax on distributions received from us with respect to our units unless
the distributions are effectively connected with the Non-U. 8. Holder's conduct of a trade or business within the United States (and, if required
by an applicable income tax treaty, are attributable to a permanent establishment that the Non-U.S. Holder maintains in the United States).
If a Non-U.8. Holder is engaged in a U.S. trade or business and the distrihutions are deemed to be effectively connected to that trade or
business, the Non-UL.S. Holder generally will be subject to U.S. federal income tax on those distributions in the same manner as if it were a
U.S. Holder.

Sale, Exchange or Other Disposition of Units

In general, a non-U.S. Holder is not subject to U.S. federal income tax on any gain resulting from the disposition of our units unless (a) such
gain is effectively connected with the Non-U.S. Holder's conduct of a frade or business in the United States (and, if required by an applicable
income tax treaty, is attributable to a permanent establishment that the Non-U.S. Holder maintains in the United States) or (b) the Non-U.S.
Holder is an individual who is present in the United States for 183 days or more during the taxable year in which such disposition occurs and
meets certain other requirements. If a Non-U.8. Holder is engaged in a U.S. frade or business and the disposition of our units is deemed to
he effectively connected to that trade or husiness, the Non-U.8. Holder generally will be subject to U.8. federal income tax on the resulting
gain in the same manner as if it were a U.8. Holder.

information Reporting and Backup Withholding

In general, payments of distributions with respect to, or the proceeds of a disposition of our units to a Non-Corpeorate U.S. Holder will be
subject to information reporting requirements. These payments to a Non-Corporate U.S. Holder also may be subject to backup withhclding
if the Non-Corporate U.S. Holder:

+ fails to timely provide an accurate taxpayer identification number;
+ isnotified by the IRS that it has failed to report all interest or distributions required to be shown on its U.S. federal income tax returns; or

» in certain circumstances, fails to comply with applicable certification requirements.

Non-U.8. Holders may be required to establish their exemption from information reporting and backup withholding on payments made to them
within the United States, or through a U.S. payor, by certifying their status on IRS Form W-8BEN, W-8BEN-E, W-8ECH or W-BIMY, as applicabie.

Backup withholding is not an additional tax. Rather. a unitholder generaily may obtain a credit for any amount withheld against its liability for
U.S. federal income tax {and obtain a refund of any amounts withheld in excess of such liability) by accurately completing and timely filing a
U.S. federal income tax return with the IRS.

Non-United States Tax Consequences

Marshall Isiands Tax Consequences. Because we and our subsidiaries do not, and we do not expect that we and our subsidiaries will,
conduct business or operations in the Repubiic of The Marshall Islands, and because all documentation related to our initial public offering
and follow-on offerings was executed outside of the Republic of The Marshall Islands, under current Marshall Islands law, no taxes or
withholdings will be imposed by the Republic of the Marshall Islands on distributions, including upon a return of capital, made to unithoiders,
50 long as such persons are not citizens of and do not reside in, maintain offices in, nor engage in husiness or transactions in the Republic
of The Marshall Islands. Furthermore, no stamp, capital gains or other taxes will be imposed by the Republic of The Marshait Islands on the
purchase, ownership or disposition by such persons of our common units.

Canadian Federal Income Tax Considerations. The following discussion is a summary of the material Canadian federal income tax
considerations under the Income Tax Act (Canada) (or the Canada Tax Act) that we believe are relevant to holders of units who, for the
purposes of the Canada Tax Act and the Canada-United States Tax Convention 1980 {or the Canada-U.S. Treaty), are at all relevant times
resident in the United States and entitled to all of the benefits of the Canada-U.S. Treaty and who deal at arm’s length with us and Teekay
Corporation (or U.S. Resident Holders). This discussion takes into account ali proposed amendments to the Canada Tax Act and the regulations
thereunder that have been publicly announced by or on hehalf of the Minister of Finance (Canada) prior to the date hereof and assumes that
such proposed amendments will be enacted substantially as proposed. However, no assurance can be given that such proposed amendments
will be enacted in the form proposed or at all.
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Teekay Offshore Partners L.P. is considered to be a partnership under Canadian federal income tax law and therefore not a taxable entity for
Canadian income tax purposes. A U.S. Resident Holder will not be liable to tax under the Canada Tax Act on any income or gains allocated
by Teekay Offshore Partners L.P. to the U.S. Resident Holder inrespect of such U.S. Resident Holder’s units, provided that (a) Teekay Offshore
Partners L.P. does not carry on husiness in Canada for purposes of the Canada Tax Act and (b) such U.S. Resident Holder does not hold
such units in connection with a business carried on hy such U.S. Resident Holder through a permanent establishment in Canada for purposes
of the Canada-U.8. Treaty.

AU.S. Resident Holder will not be fiable to tax under the Canada Tax Act on any income or gain from the sale, redemption or other disposition
of such U.S. Resident Holder's units, provided that, for purposes of the Canada-U.S. Treaty, such units do not, and did not at any time in the
tweive-month period preceding the date of disposition, form part of the business property of a permanent establishment in Canada of such
U.S. Resident Holder.

We believe that the activities and affairs of Teekay Offshore Partners L.P. are conducted in such a manner that Teekay Offshore Partners L.P.
is not carrying on business in Canada and that U.S. Resident Holders shouid not be considered to be carrying on business in Canada for
purposes of the Canada Tax Act or the Canada-U.8. Treaty solely by reason of the acquisition, holding, disposition or redemption of our units.
We intend that this is and continues to be the case, notwithstanding that Teekay Shipping Limited (a subsidiary of Teekay Corporation thatis
a non-resident of Canada) and Service Provider (an indirect subsidiary of Teekay Offshore Partners L.P. that is a non-resident of Canada)
provide certain services to Teekay Offshore Partners L.P. and obtain some or all such services under subcontracts with Canadian service
providers. If the arrangements we have entered into result in Teekay Offshore Partners L.P. being considered to carry on business in Canada
for purpoeses of the Canada Tax Act, U.S. Resident Helders would be considered to be carrying on business in Canada and may be required
to file Canadian tax returns and, subject to any relief provided under the Canada-U.S. Treaty, would be subject to taxation in Canada on any
income that is considered to he aftributable to the business carried on by Teekay Offshore Partners L.P. in Canada. The Canada-U.S. Treaty
contains a treaty benefit denial rule which may have the effect of denving relief thereunder from Canadian taxation to U.S. Resident Holders
in respect of any income attributable to a husiness carried on by us in Canada.

Although we do not intend to do so, there can he no assurance that the manner in which we carry on our activities will not change from time
to time as circumstances dictate or warrant in @ manner that may cause U.S. Resident Holders to be carrying on business in Canada for
purposes of the Canada Tax Act. Further, the relevant Canadian federal income tax law may change by legislation or judicial interpretation
and the Canadian taxing authorities may take a different view than we have of the current law.

Documents on Display

Documents concerning us that are referred to herein may be inspected at our principal executive offices at 4th Floor, Belvedere Building, 69
Pitts Bay Road, Hamilton, HM 08, Bermuda. Those documents electronically filed via the SEC’s Electronic Data Gathering, Analysis, and
Retrieval {or EDGAR) system may also be obtained from the SEC's wehsite at www.sec.gov, free of charge, or from the SEC's Public Reference
Section at 100 F Street, NE, Washington, D.C. 20549, at prescribed rates. Further information on the operation of the SEC public reference
rooms may be obtained by calling the SEC at 1-800-SEC-0330.

Item 11. Quantitative and Qualitative Disclosures About Market Risk
Interest Rate Risk

We are exposed to the impact of interest rate changes, primarily through our floating-rate borrowings that require us to make interest payments
based on LIBOR or NIBOR. Significant increases in interest rates could adversely affect operating margins, results of operations and our
ability to service our debt. From time to time, we use interest rate swaps to reduce our exposure to market risk from changes in interest rates.
The principal objective of these contracts is to minimize the risks and costs associated with our floating-rate debt.

We are exposed to creditloss in the event of non-performance by the counterparties to the interest rate swap agreements. In order to minimize
counterparty risk, we only enter into derivative transactions with counterparties that are rated A- or better by Standard & Poor’s or A3 or better
by Moody's at the time of the transactions. In addition, to the extent possible and practical, interest rate swaps are entered into with different
counterparties to reduce concentration risk.

The tables below provide information about financial instruments as at December 31, 2016 that are sensitive to changes in interestrates. For

long-term debt, the tabie presents principal payments and related weighted-average interest rates by expected contractual maturity dates.
For interest rate swaps, the table presents notional amounts and weighted-average interest rates by expected contractual maturity dates.
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Expected Maturity Date

Fair
There- Vatue
2017 2018 2019 2020 2021 after Total Liability  Rate ("
(in millions of U.S. dollars, except percentages)

Long-Term Debt:
Variable Rate (3U.S.j* 555.2 5408 3304 257.3 2054 566.8 24559 273286 3.0%
Variable Rate (NOK)®® 20.8 120.4 115.7 — — — 756.9 228.1 6.1%
Fixed Rate Debt ($U.8.)"” 12.7 25.3 527.3 25.8 29.5 104.3 724.9 668.7 6.6%
Interest Rate Swaps:
Contract Amount 220.3 229.0 406.0 459.9 374 6224 18750 203.1 3.3%

Average Fixed Pay Rate"” 1.8% 1.8% 4.3% 2.9% 2.4% 4.3% 3.3%

(1) Rate relating to long-term debt refers to the weighted-average effective interest rate for our debt, including the margin paid on our floating-rate debt. Rate
relating to interest rate swaps refers to the average fixed pay rate for interest rate swaps. The average fixed pay rate for interest rate swaps excludes the
margin paid on the floating-rate debt, which as of December 31, 2016 ranged between 0.30% and 4.00% based on LIBOR and between 4.25% and 5.75%
based on NIBOR.

(2) interest payments on U.S. Dollar-denominated debt and interest rate swaps are based on LIBOR.

(3) Interest payments on NOK-denominated debt and interest rate swaps are based on NIBOR. Cur NOK-denominated debt has been economically hedged
with cross currency swaps, to swap all interest and principal payments at maturity into U.S. Dollars. Please see the table in the Foreign Currency Fluctuation
Risk section below and read ltem 18 - Financial Statements: Note 12 - Derivative Instruments.

(4) includes amounts related to a suberdinated promissory note owing to a subsidiary of Teekay Corporation.
(5) The average variable receive rate for interest rate swaps is set quarterly at the 3-month LIBOR or semi-annually at the 8-month LIBOR.
(6) includes six interest rate swaps, which as at December 31, 2016, had a total noticnal amount of $759.5 million and a total fair value liability of $181.8

million. In the second quarter of 2016, the early termination provisions cf these interest rate swaps were extended from the second half of 2016 through
the second half of 2017 to early-te-mid-2018.

Foreign Currency Fluctuation Risk

Our functional currency is the U.S. Dollar because virtually all of our revenues and most of our operating costs are in U.S. Dollars. We incur
certain vessel operating expenses, general and administrative expenses and a portion of our capital conversion and upgrade projects in
foreign currencies, the most significant of which is the Norwegian Kroner and, to a lesser extent, Australian Dollar, Brazilian Real. British
Pound, Euro and Singapore Dollar. For the years ended December 31, 2016 and 2015, approximately 38.3% and 37.8%, respectively, of
vessel operating costs and general and administrative expenses were denominated in Norwegian Kroner. There is a risk that currency
fluctuations will have a negative effect on the value of cash flows.

We may continue to seek to hedge these currency fluctuation risks in the future. At December 31, 2016, we were committed to the following
foreign currency forward contracts:

Expected Maturity Fair Value / Carrying
Contract Amount 2017 2018 Amount of Asset {Liability)
in Foreign Currency Average (in thousands of U.S.
(thousands) Forward Rate!" {in thousands of U.S. Doilars) Dollars) Nen-hedge
Norwegian Kroner 390,000 8.35 38,859 7,829 (1.482)
Euro 13,750 0.92 14,879 — (304)

53,738 7,829 (1,786)

(1) Average forward rate represents the contracted amount of foreign currency one U.S. Dollar wili buy.

We incur interest expense on our Norwegian Kroner-denominated bonds. We have entered into cross currency swaps to economically hedge
the foreign exchange risk on the principal and interest for these bonds. Please read ltem 18 — Financial Statements: Note 12 — Derivative
Instruments.

As at December 31, 2016, we were committed to the following cross currency swaps:
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Principal Principal Floating Rate Receivable
Amount Amount Fair Value /
NOK uspD Reference Fixed Rate Asset Remaining
(thousands) {thousands) Rate Margin Payable (Liability) Term (years)
420,000 " 70,946 NIBOR 5.75% 8.84% (25,821) 19
800,000 ¥ 143,536 NIBOR 575% 7.58% (66,272) 20
1,000,000 162,200 NIBOR 4.25% 7.45% (55,286) 21

{137,379)

(1) Notional amount reduces equally with NOK bond repayments.

(2) Excludes an economic hedge on the foreign currency exposure for a three percent premium upon maturity of the NOK bonds which exchanges NOK 7.2
million for $1.2 million.

(3) Excludes an economic hedge on the foreign currency exposure for a three percent premium upon maturity of the NOK bonds which exchanges NOK 19.2
million for $3.4 million.

Commodity Price Risk

We are exposed to changes in forecasted bunker fuel costs for certain vessels being time-chartered-out and for vessels servicing certain
contracts of affreightment. Ve may use bunker fuel swap contracts as economic hedges to protect against changes in bunker fuel costs. As
at December 31, 2016, we were not committed to any buniker fuel swap contracts.

Item 12. Description of Securities Other than Equity Securities
Not applicable.
PART Il
Item 13. Defaults, Dividend Arrearages and Delinquencies
Not Applicable.
Item 14. Material Modifications to the Rights of Unithelders and Use of Proceeds
Not applicable.
Item 15. Controls and Procedures

We maintain disclosure controls and procedures (as defined in Rules 13a-15{e) and 15d-15(e} under the U.S. Securities and Exchange Act
of 1934, as amended (or the Exchange Act)) that are designed to ensure that (i) information required to be disclosed in our reports that are
filed or submitted under the Exchange Act, are recorded. processed, summarized, and reported within the time periods specified in the U.5.
Securities and Exchange Commission's rules and forms, and {ii) information required to be disclosed by us in the reports we file or submit
under the Exchange Act is accumulated and communicated to our management, including the principal executive and principal financial
officers, or persons performing similar functions, as appropriate to allow timely decisions regarding required disclosure.

We conducted an evaluation of our disclosure controls and procedures under the supervision and with the participation of the Chief Executive
Cfficer and Chief Financial Officer of Service Provider. Based on the evaluation, the Chief Executive Officer and Chief Financial Cfficer of
Service Provider concluded that our disclosure controls and procedures are effective as of December 31, 2016.

The Chief Executive Officer and Chief Financial Officer of Service Provider do not expect that our disclosure controls or internal controls will
prevent all errors and all fraud. Although our disclosure controis and procedures were designed to provide reasonable assurance of achieving
their objectives, a control system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the
objectives of the system are met. Further, the design of a control system must reflect the fact that there are resource constraints, and the
henefits of controls must be considered relative to their costs. Because of the inherent limitations in all control systems, no evaluation of
controls can provide absolute assurance that all control issues and instances of fraud, if any, within us have been detected. These inherent
limitations include the realities that judgments in decision-making can be faulty, and that breakdowns can occur because of simple error or
mistake. Additionally, controls canbe circumvented by theindividual acts of some persons, by collusion of two or more people, or by management
override of the control. The design of any system of controls also is based partly on certain assumptions about the likelihood of future events,
and there can be no assurance that any design will succeed in achieving its stated goals under all potential future conditions.
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Management’s Report on Internal Control over Financial Reporting
Our management is responsible for establishing and maintaining for us adequate internal controls over financiai reporting.

Our internal controls were designed to provide reasonable assurance as to the reliability of our financial reporting and the preparation and
presentaticn of the consolidated financial statements for external purposes in accordance with accounting principles generally accepted in
the United States. Our internal controls over financial reporting include those policies and procedures that: 1) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of cur assets: 2) provide reasonable assurance
thattransactions are recorded as necessary to permit preparation of the financial statements in accordance with generally accepted accounting
principles, and that our receipts and expenditures are heing made only in accordance with authorizations of management and the directors;
and 3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of our assets
that could have a material effect on the financial statements.

We conducted an evaluation of the effectiveness of our internal control over financial reporting based upon the framework in Internal Control
— Integrated Framework (2013}issued by the Committee of Sponsoring Crganizations of the Treadway Commission. This evaluation inciuded
review of the documentation of controls, evaluation of the design effectiveness of controls, testing of the operating effectiveness of controls
and a conclusion on this evaluation.

Because of its inherent limitations, internal contrels over financial reporting may not prevent or detect misstatements even when determined
to be effective and can only provide reasonable assurance with respect to financial statement preparation and presentation. Aiso, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies and procedures may deteriorate. However, based on the evaluation, management
has concluded that our internal controls over financial reporting were effective as of December 31, 2016.

Our independent auditors, KPMG LLP, an independent registered public accounting firm. has audited the accompanying consciidated financial
statements and our internal control over financial reporting. Their attestation report on the effectiveness of our internal control over financial
reporting can be found on page F-2 of this Annual Report.

During the year ended December 31, 2016, we completed the giobal implementation of an accounting system designed to improve the
effectiveness and efficiency of our accounting and financial reporting processes. This accounting system was previously implemented in
certainregionsduring 2012. Aithough thisimplementation changed certain specific activities within the accounting function, it did not significantly
affect the overall controls and procedures followed by us in establishing internal controls over financiat reporting. Other than this accounting
system implementation, there have heen no changes in our internal controls over financial reporting {as defined in Rule 13a-15(f) under the
Securities Exchange Act of 1934, as amended} during the year ended December 31, 2016, that have materially affected or are reasonably
likely to materially affect our internal controls over financial reporting.

Item 18A. Audit Committee Financial Expert

The hoard of directors of our general partner has determined that director John J. Peacock qualifies as an audit committee financial expert
and is independent under applicable NYSE and SEC standards.

Item 16B. Code of Ethics

We have adopted a Standards of Business Conduct that applies to all our employees and the employees and directors of our general partner.
This document is available under “Investors — Teekay Cfishore Pariners L.P. — Governance” from the home page of our web site
(www.teekay.com). We intend to disclose, under “investors — Teekay Offshore Partners L.P. — Governance” in the Investors section of our
web site, any waivers to or amendments of the Code of Ethics for the benefit of any directors and executive officers of our general partner.

Item 18C. Principal Accountant Fees and Services

Our principai accountant for 2016 and 2015 was KPMG LLF, Chartered Professional Accountants. The following table shows the fees we paid
or accrued for audit services provided by KFMG LLFP for 2016 and 2015.

2016 2015
(in thousands of U.S. Dollars)

Audit Fees " $ 1,136 5 1,033
Tax Fees 23 23
Total $ 1,159 $ 1,056

(1) Audit fees represent fees for professional services provided in connection with the audit of our consolidated financiat statements, review of our quarterly
consolidated financial statements and audit services provided in connection with other statutory or regulatory filings, inciuding professional services in
connection with the review of our regulatory filings for our follow-on offering of commeon units and offerings of preferred units.
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(2) For2016 and 2015, tax fees relate primarily to cerporate tax compliance fees.

The Audit Committee of our general partner's board of directors has the authority to pre-approve permissible auditrelated and non-audit
services not prehibited by faw to he performed by our independent auditors and associated fees. Engagements for proposed services either
may be separately pre-approved by the Audit Committee or enteredinto pursuantto detailed pre-approval policies and procedures established
by the Audit Committee, as long as the Audit Committee is informed on a timely basis of any engagement entered into on that basis. The
Audit Committee separately pre-approved all engagements and fees paid to our principal accountant in 2016,

Item 18D. Exemptions from the Listing Standards for Audit Committees
Not applicable.

Item 18E. Purchases of Units by the Issuer and Affiliated Purchasers
Not applicable.

Item 18F. Change in Registrant’s Certifying Accountant

Not applicahble

Item 18G. Corporate Governance

As a foreign private issuer, we are not required to obtain unitholder approval prior to the adoption of equity compensation ptans or certain
equity issuances, including, among others, issuing 20% or more of our outstanding commeon units or voting power in a transaction.

There are no other significant ways in which our corporate governance practices differ from those followed hy domestic companies under the
listing requirements of the New York Stock Exchange.

Item 18H. Mine Safety Disclosure
Not applicable.
PARTII
Item 17. Financial Statements
Not applicable.
Item 18. Financial Statements

The following financial statements, together with the related reports of KPMG LLP, Independent Registered Public Accounting Firm thereon,
are filed as part of this Annual Report:

Page
Reports of Independent Registered Public Accounting Firm ﬁ
Consolidated Financial Statements
Consalidated Statements of income F-3
Consclidated Statements of Comprehensive Income F-4
Consolidated Balance Sheets F-5
Consolidated Statements of Cash Flows F-6
Consgclidated Statements of Changes in Total Equity F-7
Notes to the Consolidated Financial Statements F-

All schedules for which provision is made in the applicable accounting regulations of the SEC are not required, are inapplicable or have been
disclosed in the Notes to the Consolidated Financial Statements and therefore have been omitted.
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Item 19. Exhibits

The following exhibits are filed as part of this Annual Report:

11 Certificate of Limited Partnership of Teekay Offshore Partners L.P. (¥
12 Fifth Amended and Restated Agreement of Limited Partnership of Teekay Offshore Partners L.P.
13 Certificate of Formation of Teekay Cffshore GP L.L.C. "
14 Amended and Restated Limited Liability Company Agreement of Teekay Cffshore GP L.L.C. "
15 Certificate of Limited Partnership of Teekay Offshore Operating L.P. "
1.6 Amended and Restated Agreement of Limited Partnership of Teekay Offshore Operating L.P. M
17 Certificate of Formation of Teekay Cffshore Operating GP L.L.C. "
18 Amended and Restated Limited Liability Company Agreement of Teekay Offshore Operating GP L.L.C. "

Agreement, dated August 18, 2016, between Teekay Offshore Partners L.P. and Citigroup Global Markets Inc. to offer and sell
21 common units having an aggregate offering price of up to $100,000,000 under the Continuous Offering Program "'

Agreement, dated Septemher 10, 2013, between Teekay Shuttle Tanker Finance L.L.C. and Wells Fargo for senior secured
22 bonds $174,150,000 due 2023.

Agreement, dated January 30, 2014, for NOK 1,000,000,000 Senior Unsecured Bonds due January 2019 between Teekay
23 Offshore Partners L.P. and Norsk Tillitsman ASA. Al payments are at NIBOR plus 4.25% per annum. (o)

Indentures, dated May 30 2014, for U.5. $300,000,000 Senior Unsecured Bonds due July 2019 in the U.S. bond market,
24 hetween Teekay Offshore Partners L.P. and The Bank of New York Mellon. ®

First Supplemental indenture, dated as of May 30, 2014, among Teekay Offshore Partners L.P., Teekay Offshore Finance
25 Corp. and The Bank of New York Mellon, as trustee. ©

Agreement, dated October 14, 2014, for a U.S. $330,000,000 Revotvmg Credit Facility between Teekay Offshore Partners
26 L.P., Den Norske Bank Capital LLC and various other banks. "'

Purchase Agreement, dated April 6, 2015 for Knarr L.L.C. and Teekay Knarr AS, hetween Teekay Corporation and Teekay
27 Offshore Partners L.P. '

Agreement, dated February 2, 2015, among Logitel Offshore Rig | Pte.Ltd. and Citibank N.A., London Branch fora U.S.
28 $150,000,000 term loan, of which U.S. $117,000.000 is due 2025 and U.S. $33,000,000 is due 2021.

Agreement, dated February 6, 2015, among ALF Forward B.V., ALF Ace B.V., ALP Centre B. V ALP Guard B.V., ALP Winger
29 BV. and ALP Ippon B.V. and Credit Suisse AG, fora U.S. $150 000,000 term loan due 2023. {

Agreement, dated June 29, 2015, among Petrgjarl | L.L.C. and ABN AMRQO CAPITAL USA LLC for a U.5. $180,000,000 term
210 loan due 2021.

Agreement, dated July 31, 2015, among OOGTK Libra GmbH & Co KG, ABN AMRO Bank N.V. and various other banks for a
2.1 U'S. $803,711,786.92 term loan due 2027.

Agreement, dated February 24, 2014 among Knarr L.L.C., Citibank, N.A. and others, for a U.S. $815,000,000 Secure Term
Loan Facility Agreement of which $614,944,162 is due through 2026, $120,000.000 is due through 2024 and $80,055.838 is

212 due through 2020."
4.1 Teekay Offshore Partners L.P. 2006 Long-Term Incentive Plan. "
42 Amended and Restated Omnibus Agreement. !
43 Administrative Services Agreement between Teekay Offshore Operating Partners L.P. and Teekay Shipping Limited. '*!
Advisory, Techntcal and Administrative Services Agreement between Teekay Offshore Operating Partners L.P. and Teekay
4.4 Shipping Limited. '
4.5 Administrative Services Agreement between Teekay Offshore Partners L.P. and Teekay Shipping Limited. %
Agreement, dated March 8, 2011, between Teekay Holdings Limited and Teekay Offshore Partners L.P., relating to the
46 purchase of limited partner interests of Teekay Offshore Operating L.P. &
47 Business Development Services Agreement between Teekay Cffshore Holdings L.L.C. and Teskay Shipping Limited.
Agreement, dated September 11, 2012, between Teekay Corporation and Teekay Cffshore Partners L.F., relating to the
48 purchase of the Vovageur Spirit. *®'
Agreem}ent, dated February 27, 2013, hetween Voyageur L.L.C. and ING Capital L.L.C. for U.S. $330,000,000 debt facility due
49 2020.
8.1 List of Subsidiaries of Teekay Offshore Partners L.P.
Common Unit Purchase Agreement dated November 24, 2014, by and among Teekay Offshore Partners L.P. and the
101 purchasers named therein, ¢
Series C Preferred Unit Purchase Agreement dated June 30, 2015, by and among Teekay Offshore Partners L.P. and the
10.2 Purchasers Named on Schedule A thereto, !

Registration Rights Agreement dated July 1, 2015, by and among Teekay Offshore Partners L.P. and the Purchasers Named
103 on Schedule A thereto.
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10.4 Teekay Corporation.'

Amendment No. 1 to Knarr Purchase Agreement, dated June 29, 2015, by and among Teekay Offshore Partners L.P. and

Registration Rights Agreement, d;ated June 29, 2016, by and among Teekay Cffshore Partners L.P. and the Purchasers

105 Named on Schedule Athereto.*

106 Computershare Trust Company N.A.

Warrant Agreement, dated June 29, %9“16 by and among Teekay Offshore Partners L.P. and Computershare Inc. and

Common Unit Purchase Agreement dated June 16, 2016, by and among Teekay Offshore Partners L.P. and the Purchasers

10.7 named on Schedule A thereto"

Series D Preferred Unit Purchase Agreement dated June 22, 2016, by and among Teekay Offshore Partners L.P. and the
10.8 Purchasers named on Schedute A thereto''’
121 Rule 13a-14(a)/15d-14(a) Certification of Ingvild Saether, President and Chief Executive Officer of Teekay Offshore Group Ltd.

12.2 Rule 13a-14(a)/15d-14(a) Certification of David Wong, Chief Financial Officer of Teekay Offshore Group Ltd.

Teekay Cffshore Parthers L.P. Certification of Ingvild Saether, President and Chief Executive Cfficer of Teekay Offshore Group

131 Ltd. pursuant to 18 U.5.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Cxley Act of 2002.
Teekay Offshore Partners L.P. Certification of David Wong, Chief Financial Officer of Teekay Cffshore Group Ltd.

13.2 pursuant to 18 U.53.C. Section 1350, as adopted pursuant to Section 906 of the Sarhanes-Oxley Act of 2002.

151 Consent of KPMG LLP, as independent registered public accounting firm.

15.2 Consolidated Financial Statements of 0OG TKF FPS0 GmbH & Co KG and subsidiaries.

101.INS  XBRL Instance Document

101.8CH XBRL Taxonomy Extension Schema

101.CAL XBRL Taxonomy Extension Calculation Linkbase
101.DEF XBRL Taxonomy Extension Definition Linkbase
101.LAB  XBRL Taxonomy Extension Label Linkbase
101.PRE XBRL Taxonomy Extension Presentation Linkbase

Q)

@
@

@)
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©®

@
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(10

(1

(12)

(13)

(14)

(15)

(16)

Previously filed as an exhibit to our Registration Statement on Form F-1 (File No. 333-139116), filed with the SEC on December 4, 2006, and hereby
incorporated by reference to such Registration Statement.

Previously filed as Exhibit 4.4 to our Report on Form 8-K filed on June 30, 2016 (File No. 1-33188), and hereby incorporated by reference to such Report.

Previcusly filed as an exhibit to our Amendment No. 1 to Registration Statement on Form F-1 (File No. 333-139116), filed with the SEC on December 8,
2006, and hereby incorporated by reference to such Registration Statement.

Previously filed as an exhibit to our Annual Report on Form 20-F (File No.1-33198), filed with the SEC on April 11, 2011, and hereby incorporated by
reference to such Report.

Previouslyfiled as an exhibit to our Report on Form 8-K (File No.1-33198), filed with the SEC on September 11, 2012, and hereby incorporated by reference
to such Repeort.

Previously filed as an exhibit to our Annual Report on Form 20-F (File No. 33198), filed with the SEC on April 11,2013, and hereby incorporated by reference
to such Report.

Previously filed as an exhibit to our Report on Form 20-F (File No.1-33188), filed with the SEC on April 28, 2014, and hereby incorporated by reference to
such Report.

Previcusly filed as an exhibit to our Report on Form 6-K (File No. 1-33198), filed with the SEC on May 30, 2014, and hereby incorporated by reference to
such Report.

Previouslyfiled as an exhibit to our Report on Form 8-K (File No. 1-33188), filed with the SEC on November 28, 2014, and hereby incerporated by reference
to such Repeort.

Previously filed as an exhibit to our Report on Ferm 20-F (File No. 1-32188), filed with the SEC on April 2, 2015, and hereby incorporated by reference to
such Report.

Previously filed as an exhibit to our Report on Form 6-K {File No. 1-33188), filed with the SEC on April 13, 2015, and hereby incorporated by reference to
such Report.

Previously filed as an exhibit to our Report on Form 6-K {File No. 1-33188), filed with the SEC on July 8, 2015, and hereby incorporated by reference to
such Report.

Previcusly filed as an exhibit to our Report on Form 8-K {File No. 1-33198), filed with the SEC on August 17, 2015, and hereby incorporated by reference
to such Report.

Previouslyfiled as an exhibit to our Report on Form 8-K (File No. 1-33188), filed with the SEC on November 19, 2015, and hereby incerporated by reference
to such Repeort.

Previously filed as an exhibit to our Report on Form 6-K (File No. 1-33198), filed with the SEC on June 30, 2016, and hereby incorporated by reference to
such Report.

Previously filed as an exhibit to our Report on Form 6-K {File No. 1-33188), filed with the SEC on August 18, 2016, and hereby incorporated by reference
to such Report.

97

02.11.2020 kI 18:14 Brgnngysundregistrene Side 115 av 175



- Brgnngysundregistrene Arsregnskap regnskapséaret 2016 for 994034405

SIGNATURE

The registrant hereby certifies that it meets all of the requirements for filing on Form 20-F and that it has duly caused and authorized the undersigned
to sign this annual report on its behaif.

TEEKAY OFFSHORE PARTNERS L.P.
By: Teekay Offshore GP L.L.C., its General Partner
Date: April 12, 2017 By: s/ Edith Robinson

Edith Robinson
Secretary
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Directors and Unitholders of
Teekay Offshore Partners L.P.

We have audited the accompanying consolidated balance sheets of Teekay Offshore Partners L.P. and subsidiaries (the “Partnership”) as of
December 31, 2016 and 2015, and the related consolidated statements of income, comprehensive income, cash flows and changes in total
equity for each of the years in the three-year period ended December 31, 2016. These consolidated financial statements are the responsibility
of the Partnership’'s management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Gompany Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonahle assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principies used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in ali material respects, the financial position of the
Partnership as of December 31, 2016 and 2015, and the results of its operations and its cash flows for each of the years in the three-year
period ended December 31, 2016, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the Partnership’'s
internal control over financial reporting as of December 31, 2016, based on criteria established in Internal Control - Integrated Framework
(2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSQ). and our report dated April 12, 2017
expressed an unqualified opinion on the effectiveness of the Partnership’s internal contrel over financial reporting.

Vancouver, Canada /sf KPMG LLP
April 12, 2017 Chartered Professional Accountants

02.11.2020 kI 18:14 Brgnngysundregistrene Side 117 av 175



Brgnngysundregistrene Arsregnskap regnskapséaret 2016 for 994034405

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Unitholders of
Teekay Offshore Partners L.P.

We have audited Teekay Offshore Partners L.P. and subsidiaries’ (the “Partnership”) internal control over financial reporting as of December
31,2016, based on criteria established in Internal Control - integrated Framework (2013 }issued by the Committee of Sponsoring Organizations
of the Treadway Commission (COSQ). The Partnership's management is respensibie for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting, inciuded in Management's Report on Internal
Control over Financial Reporting in the accompanying Form 20-F. Our responsibility is to express an opinion on the Partnership’s internal
control over financial reporting hased on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board { United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting
was maintained in all material respects. Our audit included obtaining an understanding of internal control over financial reporting, assessing
the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk. Our audit also included performing such other procedures as we considered necessary in the circumstances. We believe that
our audit provides a reasonable basis for our opinion.

An entity’s internal control over financiai reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. An
entity's internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in
reaschable detail, accurately and fairly reflect the transactions and dispositions of the assets of the entity; (2) provide reasonahle assurance
thattransactions arerecorded as necessary to permit preparation of financial statements in accordance with U.S. generally accepted accounting
principles, and that receipts and expenditures of the entity are being made only in accordance with authorizations of management and directors
of the entity; and (3) provide reasonabie assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition
of the entity’s assets that couid have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future pericds are subject to the risk that controls may become inadequate because of changes in conditions,
or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Partnership maintained, in all material respects, effective internal control over financial reporting as of December 31, 2016,
based on criteria established in Internal Controf - Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the
Treadway Commission {(COS0).

We also have audited, in accordance with the standards of the Public Company Accounting Cversight Board (United States), the consolidated
halance sheets of the Partnership as of December 31, 2016 and 2015, and the related consofidated statements of income, comprehensive
income, cash flows and changes in total equity for each ofthe years in the three-year pericd ended December 31, 2016, and our report dated
April 12, 2017 expressed an unqualified opinion on those consclidated financial statements.

Vancouver, Canada /s KPMG LLP
April 12, 2017 Chartered Professional Accountants
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TEEKAY OFFSHORE PARTNERS L.P. AND SUBSIDIARIES (notes 1 and 3)
CONSOLIDATED STATEMENTS OF INCOME
(in thousands of U.S. Dollars, except unit and per unit data)

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2016 2015 2014
$ $ $

Revenues (note 11) 1,152,390 1,229,413 1,019,539
Voyage expenses (80,750) (98,006) (112,540)
Vessel operating expenses (note 11) (364,441) (378,480) (352,209)
Time-charter hire expenses (75,485) (51,750) (31,090)
Depreciation and amortization (note 1) (300,011) (274,5939) (198,553)
General and administrative (notes 11 and 17) (56,122) (72.613) (67.516)
(Wite-down) and gain on sale of vessels (note 19) (40,079) (69,998) (1,638)
Restructuring (charge) recovery (note 10} (4,649) (568) 225
Income from vessel operations 230,853 283,349 256,218
Interest expense (notes 8 11 and 12) (140,611) {122,838) (88,381)
Interest income 1,257 633 718
Realized and unrealized losses on derivative instruments (note 12) (20,313) (73,704) (143,703)
Equity income 17,933 7.672 10,341
Foreign currency exchange loss (note 12) (14,805) (17,467) (16,140)
Other (expense) income - net {notes 4 and 14¢) (21,031) 1,081 781
Income before income tax (expense) recovery 53,283 78,786 18,835
Income tax (expense) recovery (note 13) (8,808) 21,357 (2,179)
Net income 44 475 100,143 17.656
Non-controlling interests in net income 11,858 13,911 10,503
Dropdown Predecessor's interest in net income (note 3} — 10,101 —
Preferred unitholders interest in net income (note 76) 45,836 28 608 10,875
General Partner's interest in net income (267) 16,317 15,6568
Limited partners' interest in net income (12,952) 31,205 (19,380)
Limited partners' interest in net income for basic net income per

commen unit (note 15) (31,326) 31,205 (19,380)
Limited partner's interest in net income per common unit
- basic (note 16} (0.25) 0.32 (0.22)
- diluted (note 16) (0.25) 0.32 (0.22)
Weighted-average number of common units outstanding:
- basic 124,747,207 98,507,732 86,212,290
- diluted 124,747,207 98,602,412 86,212,290
Cash distributions declared per unit 0.4400 21752 2.1536

Related party transactions {note 71)
The accompanying notes are an integral part of the consdlidated financial statements.

F-3

02.11.2020 kI 18:14 Brgnngysundregistrene Side 119 av 175



- Brgnngysundregistrene Arsregnskap regnskapséaret 2016 for 994034405

TEEKAY OFFSHORE PARTNERS L.P. AND SUBSIDIARIES (notes 1 and 3)
CONSOLIDATED STATEMENTS OF COMPFREHENSIVE INCOME
(in thousands of U.S. Doliars)

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2016 2015 2014
$ $ $

Net income 44,475 100,143 17,656
Other comprehensive income:
Other comprehensive income hefore reclassifications

Unrealized (loss) gain on qualifying cash flow hedging instruments (note

12) (1,564) 696 —

Amounts reclassified from accumulated other comprehensive income

To interest expense:

Realized loss on gualifying cash flow hedging instruments (note 12) 64 — —
Other comprehensive (loss) income (1,500) 606 —
Comprehensive income 42 975 100,839 17,656
Non-centrolling interests in comprehensive income 11,858 13,911 10,503
Dropdown Predecessor's interest in comprehensive income (note 3) — 10,101 —
Preferred unitholders' interest in comprehensive income 45,836 28,609 10,875
General and limited partners' interest in comprehensive income (14,719) 48,218 (3.722)

The accompanying hotes are an integral part of the unaudited consolidated financial statements.
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TEEKAY OFFSHORE PARTNERS L.P. AND SUBSIDIARIES (notes 1 and 3)
CONSOLIDATED BALANCE SHEETS
(in thousands of U.S. Doliars)

As at As at
December 31, December 31,
2018 2015
$ $

ASSETS
Current
Cash and cash equivalents 227,378 258,473
Restricted cash (nofes 8 12 and 14¢e) 92,265 51,431
Accounts receivable, including non-trade of $13,032 (December 31, 2015 - $7,458) 114 576 153,662
Vessels held for sale (nofes 4a and 719} 6,900 55,450
Netinvestments in direct financing leases - current (notes 4b and 9) 4417 5,936
Prepaid expenses 25187 34,027
Due from affiliates (note 11) 77,811 81,271
Other current assets (note 72) 21,282 20,490
Total current assets 569,816 660,740
Restricted cash - long-term {(note 12} 22,644 9,089
Vessels and equipment
At cost, less accumulated depreciation of $1,494,038 (December 31, 2015 - $1,230,868) 4 084 803 4,348 535
Advances on newhuilding contracts and conversion costs (nofes 14a, 14b, 14e and 141) 632,130 385,084
Netinvestments in direct financing leases (nofes 4b and 9) 13,169 11,535
Investment in equity accounted joint ventures (notes 14d and 20) 141,818 77,647
Deferred tax asset (note 13} 24,659 30,050
Other assets (nofes 1 and 12) 100,435 82,341
Goodwill (note 6a) 129,145 129,145
Total assets 5718620 5,744 166
LIABILITIES AND EQUITY
Current
Accounts payable 8,946 15,809
Accrued liabilities (notes 7, 10, 12, and 17} 150,281 91,065
Deferred revenues 57,373 54,378
Due to affiliates (note 11§ 96,5655 304,583
Current portion of derivative instruments (note 12) 55,002 201,456
Current portion of long-term debt (note 8) 586,892 485,069
Current portion of in-process revenue contracts (note 6b) 12,744 12,779
Total current liabilities 967,793 1,165,229
Long-term debt (note 8) 2,596,002 2,878,805
Derivatives instruments (note 12} 282,138 221329
Due to affiliates (nofes 11i 11k and 11)) 200,00C —
In-process revenue contracts (note 6b) 50,281 63,026
Other long-term liabilities (nofe 1) 211,611 192,258
Total liabilities 4,307,825 4,520,647
Commitments and contingencies (notes 8, 8, 12 and 14)
Redeemable non-controlling interest 962 3,173
Convertible Preferred Units (12.5 million and 10.4 million units issued and cutstanding at

December 31, 2016 and December 31, 2015, respectively) (note 16) 271,237 252,498
Equity
Limited partners - common units (147.5 million and 107.0 millicn units issued and outstanding at

December 31, 2016 and December 31, 2015, respectively) (notes 16 and 17) 784,056 629,264
Llrglr'gng[;irérrﬁ;ser g;’e?&%d #Jensl';)segltkg;r;lwgpeu?%s issued and outstanding at December 31, 2016 266,925 266,925
General Partner 20,658 17,608
Warrants (note 16) 13,797 —
Accumulated other comprehensive (loss} income (804) 696
Non-controlling interests 53,964 53,355
Total equity 1,138,596 967,848
Total liabilities and equity 5718620 5744 166

The accompanying notes are an integral part of the consclidated financial statements.
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TEEKAY OFFSHORE PARTNERS L.P. AND SUBSIDIARIES (notes 1 and 3)
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands of U.S. Doliars)

Year Ended Year Ended Year Ended

December 31, December 31, December 31,
2016 2015 2014
$ $ $

Cash and cash equivalents provided by (used for)
OPERATING ACTIVITIES
Netincome 44,475 100,143 17,656
Non-cash items:
Unrealized (gain) loss on derivative instruments (note 12) (86,467) 51,072 180,156
Equity income, net of dividends received of $7.206 (2015 - $7.843, 2014 - $16,803) (10,727} 171 6,462
Depreciation and amortization 300,011 274 599 198,653
Wite-down and (gain) on sale of vessels (nofe 75 40,079 59,998 1,638
Deferred income tax expense (recovery) (note 13) 4,854 (23,007) 889
Amortization of inprocess revenue contracts (nofe 6b) (12,779} (12,745} (12,744)
Unrealized foreign currency exchange loss (gain) and other 26,492 (101,853) (84,719)
Change in non-cash working capital items related tc operating activities (note 15a) 74,218 25,903 (111,484)
Expenditures for dry docking (nofe 1) (26,342) (13,060} (36,221)
Net operating cash flow 353,814 371221 160,186
FINANCING ACTIVITIES
Proceeds from long-term debt (note 8) 456,697 785577 1,350,096
Scheduled repayments of long-term debt (nofe 8) (434,339} (341,837} (804,704)
Prepayments of long-term debt (niote 8) (197,776) (123,606) (418,625)
Debt issuance costs (12,095) (22,587) (15,555)
Equity contribution from joint venture partners 750 5,500 27,267
Proceeds from issuance of common units (notes 3 and 16) 135,246 Q674 186,353
Proceeds from issuance of preferred units and warrants (note 16) 100,000 375,000 —
Expenses relating to equity offerings (6,395) (4,459) (228)
Increase in restricted cash (notes 4. 12 and 14¢) (54,389) (13,760} (46,760)
Cash distributions paid by the Partnership (78,634) (257,900) (214,656)
Cash distributions paid by subsidiaries to non-controlling interests (14,210) (23,575} (27,939)
Settlement of contingent consideration liability (note 4) — (3,303} —
Indemnification from purchase of Voyageur LLC from Teekay Corporation (nofes

11c and 15¢) — — 6181
Purchase of Teekay Knarr AS and Knarr L.L.C from Teekay Corporation (net of

cash acquired) (2015 - $14.2 million} (notes 3 and 15g) — (112,710} —
Other — 1,124 974
Net financing cash flow (105,145) 273,138 42,404
INVESTING ACTIVITIES
Net payments for vessels and equipment, including advances on newbuilding

contracts and conversion costs (294,581} (664,667) (172,169)
Proceeds from sale of vessels and equipment 69,805 8,918 13,364
Investments in equity accounted joint ventures (54,873} (22,855} (12,413)
Repayments (advances) from (to) joint ventures (nofe 20) — 5,225 {5,225)
Direct financing lease (investments) payments received (115) 4,987 5,097
Acquisition of ALP Maritime Services B.V. (net of cash acquired of $0.3 million)

(nofe 18a) — — (2,322)
Acquisition of Logitel Offshore Holding AS (net of cash acquired of $8.1 million)

(note 18b) — — 4,090
Proceeds from sale of SPT Explorer L.L.C. and Navigater Spirit L.L.C. (notes 71e

and 19) — 30,368 —
Net investing cash flow (279,764) (638,024, (169,578)
(Decrease) increase in cash and cash equivalents (31,095) 6,335 33,012
Cash and cash equivalents, beginning of the year 258,473 252,138 219,126
Cash and cash equivalents, end of the year 227,378 268 473 262,138

Supplemental cash flow disclosure (note 15)
The accompanying notes are an integral part of the consdlidated financial statements.
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TEEKAY OFFSHORE PARTNERS L.P. AND SUBSIDIARIES
NOTES TC THE CONSOLIDATED FINANCIAL STATEMENTS
(all tabular amounts stated in thousands of U.S. Dollars, except unit and per unit data or unless otherwise indicated)

1. Summary of Significant Accounting Policies

Basis of presentation

The consolidated financial statements have been prepared in accordance with United States generally accepted accounting principles (or
GAAP). These financial statements include the accounts of Teekay Offshore Partners L.P., which is a limited partnership organized under the
laws of the Republic of The Marshall Istands, its wholly owned or controlled subsidiaries and the Dropdown Fredecessor (see note 3)
(collectively, the Parinership).

The preparation of consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that
affect the amounts reported in the financial statements and accompanying notes. Actual results may differ from those estimates.

The Partnership presents non-controlling ownership interests in suhsidiaries in the consolidated financial statements within temporary equity,
separate from equity. However, the holder of the non-controlling interest of one of the Parthership’s subsidiaries holds a put option which, if
exercised, would obligate the Partnership to purchase the non-controliing interest. As a result, the non-controlling interest that is subject to
this redemption feature is presented on the Partnership’s consolidated balance sheet as part of the temporary equity as redeemable non-
controlling interest above the equity section but below the liabilities section.

The Partnership presents its Series C Cumulative Convertible Perpetual Preferred Units (the Series C Preferred Units), its Series C-1
Cumulative Convertible Perpetual Preferred Units (the Series C-1 Preferred Units)and its Series D Cumulative Perpetual Preferred Units (the
Series D Preferred Units) in the consolidated financial statements within temporary equity, separate from equity within the Partnership’s
consolidated balance sheet as temporary equity above the equity section but below the Habilities section (see ncte 16).

Foreign currency

The consclidated financial statements are stated in U.S. Dollars and the functional currency of the Partnership is the U.S. Dollar. Transactions
involving other currencies during the year are converted into U.S. Dollars using the exchange rates in effect at the time of the transactions.
At the balance sheet dates, monetary assets and liabilities that are denominated in currencies other than the U.S. Dollar are transiated to
reflect the year-end exchange rates. Resulting gains or losses are reflected separately in the accompanying consclidated statements of
income.

Operating revenues and expenses
Contracts of Affreightment and Voyage Charters

Revenuesfrom contracts of affreightment and voyage charters are recognized on a proportionate performance method. Shuttle tanker voyages
servicing contracts of affreightment with offshore cil fields commence with tendering of notice of readiness at a field, within the agreed lifting
range, and ends with tendering of notice of readiness at a field for the next lifting. The Partnership uses a discharge-to-discharge basis in
determining proportionate performance for all voyage charters, whereby it recognizes revenue ratably from when product is discharged
(unloaded) at the end of one voyage to when it is discharged after the nextvoyage. The Partnership does not begin recognizing revenue until
a charter has been agreed to hy the customer and the Partnership, even if the vessel has discharged its cargo and is sailing to the anticipated
load port on its next voyage. Towing and offshore installation revenue is recognized ratably in proportion to the stage of completion of a project,
which is determined based upon an assessment of the work perfermed.

Time Charters, Bareboat Charters, FPSO Confracts and UMS Contracts

Operating Leases - The Partnership recognizes revenues from time charters, bareboat charters, floating, production, storage and offloading
(or FPS Q) contracts and Units for Maintenance and Safety (or UMS) contfracts accounted for as operating leases on a straight-line basis daily
over the term of the charter as the applicable vessel operates under the charter. Receipt of incentive-based revenue from the Partnership's
FPSC units is dependent upon its operating perfermance and such revenue is recognized when earned by fulfiliment of the applicable
performance criteria. The Partnership does not recognize revenue during days that the vessel is off hire unless the contract provides for
compensation while off hire.

Direct Financing Leases - Charter contracts that are accounted for as direct financing leases are reflected in the consolidated balance sheets
as net investments in direct financing leases. The lease revenue is recognized using an effective interest rate method over the lease term
and is included in revenues. Revenues from rendering of services are recognized as the service is performed. Revenues are not recognized
during days that the vessel is off hire unless the contract provides for compensation while off hire.

The consolidated balance sheets reflect the deferred portion of revenues and expenses, which will be eamed or incurred, respectively, in
subsequent periods.
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TEEKAY OFFSHORE PARTNERS L.P. AND SUBSIDIARIES
NOTES TC THE CONSOLIDATED FINANCIAL STATEMENTS
(all tabular amounts stated in thousands of U.S. Dollars, except unit and per unit data or unless otherwise indicated)

Operating Expenses

Voyage expenses are all expenses unique to a particular voyage, including bunker fuel expenses, port fees, cargo loading and unloading
expenses, canal tolls, agency fees and commissions. Vessel operating expenses include crewing, ship management services, repairs and
maintenance, insurance, stores, iube oils and communication expenses. Voyage expenses and vessel operating expenses are recognized
when incurred.

Cash and cash equivalents

The Partnership classifies all highlyiguid investments with a maturity date of three months or less when purchased as cash and cash
equivalents.

Accounts receivable and allowance for doubtful accounts

Accounts recejvable are recorded at the invoiced amount and do not bear interest. The allowance for douhtful accounts is the Partnership's
hest estimate of the amount of probable credit losses in existing accounts receivable. The Partnership determines the aliowance hased on
historical write-off experience and customer economic data. The Partnership reviews the allowance for doubtful accounts requiarly and past
due balances are reviewed for collectabiiity. Account balances are charged against the allowance when the Partnership believes that the
receivable will not be recovered.

Investment in equity accounted joint ventures

The Partnership’sinvestmentin joint ventures are accounted for using the equity method of accounting. Under the equity method of accounting,
the initial cost of the investment is adjusted for subsequent additional investments and the Partnership’s proportionate share of earnings or
losses and distributions. The Partnership evaluates its investments in joint ventures for impairment when events or circumstances indicate
that the carrying value of such investments may have experienced an other-than-temporary decline in value below carrying value. If the
estimated fair value is less than the carrying value, the carrying value is written down to its estimated fair value and the resulting impairment
is recorded in the Partnership’s consolidated statements of income.

Vessels and egquipment

All pre-delivery costs incurred during the construction of newbuildings and conversions, including interest, supervision and technical costs,
are capitalized. The acquisition cost and all costs incurred to restore used vessels purchased by the Partnership to the standards required to
properly service the Fartnership’s customers are capitalized.

Vessel capital medifications include the addition of new equipment or can encompass various modifications to the vessel which are aimed at
improving and/or increasing the operational efficiency and functionality of the asset. This type of expenditure is amortized over the estimated
useful life of the modification. Expenditures covering recurring routine repairs or maintenance are expensed as incurred.

The Partnership considers its shuttle tankers to be comprised of two components: [) a conventional tanker (or the tanker component) and ii)
specialized shuttle equipment (or the shuttle component). The Partnership differentiates these two components on the principle that a shuttle
tanker can also operate as a conventional tanker without the use of the shuttle component. The economics of this alternate use depend on
the supply and demand fundamentals in the two segments. Historically, the useful life of both components was assessed as 25 years
commencing from the date the vessel is delivered from the shipyard. During 2016, the Partnership has considered factors related to the
ongoing use of the shuttle component and has reassessed the useful life as being 20 years based on the challenges associated with adverse
market conditions in the energy sector and other iong term factors associated with the global oil industry. This change in estimate, commencing
January 1, 2016, impacts the entire fleet of its shuttle tanker vessels. Separately, the Partnership has reviewed the depreciation of the tanker
component for eight vessels in its fleet that are 17 years of age or older. Based on the Partnership’'s expected operating plan for these vessels,
the Partnership has reassessed the estimated useful life of the tanker component for these vessels as 20 years commencing January 1, 2016.
As market conditions evolve, the Partnership will continue to monitor the useful life of the tanker component for other vessels within the shuttle
tanker segment. The effect of these changes in estimates was an increase in depreciation and amortization expense and a decrease in net
income by $29.3 million, or a decrease of $0.23 per basic and diluted common unit, for 2016.

Depreciation is calculated on a straight-line basis over a vessel's estimated useful life, less an estimated residual value. Conventional tankers
are depreciated using an estimated useful life of 20 to 25 years commencing the date the vessel is delivered from the shipyard, or for a shorter
period if regulations prevent the Partnership from operating the vessel for the estimated useful life. FPSO units are depreciated using an
estimated useful life of 20 to 25 years commencing the date the unit is installed at the oil field and is in a condition that is ready to operate.
Some of the Partnership’s FPSO units have oil field specific equipment, which is depreciated over the expected life of the oil field. Floating
storage and off take (or FSO) units are depreciated over the term of the contract. The UMS is depreciated over an estimated useful life of 35
years commencing the date it arrived at the oil field and was in a condition that is ready to operate. Towage vessels are depreciated over an
estimated useful life of 25 years commencing the date the vessel is delivered from the shipyard. Depreciation of vessels and equipment from
continuing operations (including depreciation attributable to the Dropdown Predecessor) for the years ended December 31, 2016, 2015 and
2014, totalled $281.2 million, $247 .8 million, and $171.8 million, respectively. Depreciation and amortization includes depreciation on all owned
vessels.

Interest costs capitalized to vessels and equipment for the years ended December 31, 2016, 2015 and 2014 tctaled $27.1 million, $10.3
million and $2.3 millien, respectively.
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TEEKAY OFFSHORE PARTNERS L.P. AND SUBSIDIARIES
NOTES TC THE CONSOLIDATED FINANCIAL STATEMENTS
(all tabular amounts stated in thousands of U.S. Dollars, except unit and per unit data or unless otherwise indicated)

Generally, the Partnership dry docks each shuttie tanker, conventional oil tanker and towage vessel every two and a haif to five years. UMS,
FSO and FPSQOunits are generally not dry docked. The Partnership capitalizes a portion of the costsincurred during dry docking and amortizes
those costs on a straight-line basis from the completion of a dry docking over the estimated useful life of the dry dock. Inciuded in capitalized
dry docking are costs incurred as part of the dry docking to meet regulatory requirements, or expenditures that either add economic life to
the vessel, increase the vessel's earming capacity or improve the vessel's operating efficiency. The Parthership expenses costs related to
routine repairs and maintenance performed during dry docking that do notimprove operating efficiency or extend the useful lives of the assets.

Dry-docking activity for the three years ended December 31, 2016, 2015 and 2014 is summarized as follows:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2016 2015 2014
$ $ $

Balance at beginning of the year 42,822 54,259 41,635
Cost incurred for dry docking 25,043 14,609 36,221
Dry-docking amortization (18,627) (23,863) (22,682)
Wiite-down / sale of capitalized dry-dock expenditure — (2,183) (815)
Balance at end of the year 49 238 42,822 54,2538

Vessels and equipment that are "held and used” are assessed for impairment when events or circumstances indicate the carrying amount of
the asset may not be recoverable. If the asset’s net carrying value exceeds the net undiscounted cash flows expected to be generated over
its remaining useful life, the carrying amount of the asset is reduced to its estimated fair value. The estimated fair value for the Partnership’s
impaired vessels is determined using discounted cash flows or appraised values. In cases where an active second hand sale and purchase
market does not exist, the Partnership uses a discounted cash flow approach to estimate the fair value of an impaired vessel. In cases where
an active second hand sale and purchase market exists, an appraised value is used to estimate the fair value of an impaired vessel. An
appraised value is generally the amount the Partnership would expect to receive if it were to sell the vessel. Such appraisal is normally
completed by the Parthership.

Direct financing leases

The long-term time charter of one of the Partnerships vessels and of equipment that reduces volatile organic compound emissions (or VOC
equipment) are accounted for as direct financing leases, with lease payments received by the Partnership being allocated between the net
investment in the lease and revenue using the effective interest method so as to produce a constant periodic rate of return over the lease
term.

Asset retirement obligation

The Partnership has an asset retirement cbligation (or ARQ) relating to the sub-sea mooring and riser system associated with the Gina Krog
FSO unit expected to commence operations in the North Sea in mid-2017 {see note 14a). This obligation involves the costs associated with
the restoration of the environment surrounding the facility and removal of all equipment, which are subsequently to be reimbursed by the
charterer. This obligation is expected to be settled at the end of the contract under which the FSO unitis expected to operate, whichis currently
estimated to be May 2024.

The Partnership records the fair value of an ARO as a liability in the period when the obligation arises. The fair value of the ARC is measured
using expected future cash outflows discounted at the Partnership’s credit-adjusted risk-free interest rate. When the liability is recorded, and
as the ARO will be covered by contractual payments to be received from the charterer, the Parthership records a separate receivable
concurrently with the ARQ being created. Each period, the liability isincreased for the change in its present value. Changes in the amount or
timing of the estimated ARC are recorded as an adjustment to the related asset and liability. As at December 31, 2016, the ARO and associated
receivable, which are recorded in other long-term liabilities and other non-current assets, respectively, were both $21.7 million.

Debt issuance costs

Debt issuance costs refated to a recognized debt liability, including fees, commissions and legal expenses, are deferred and presented as a
direct deduction from the carrying amount of that debt liability and amortized on an effective interest rate method over the term of the relevant
loan. Amortization of debt issuance costs is included in interest expense. If the debt issuance costs are not atfributahle to a specific debt
liahility or the debt issuance costs exceed the carrying value of the related debt liability, the debt issuance costs are deferred and presented
as other non-current assets and amortized on an effective interest rate method over the term of the relevant loan.

Goodwill

Goodwill is nct amortized, but reviewed for impairment at the reporting unit level on an annual basis or more frequently if an event occurs or

circumstances change that would more likely than not reduce the fair value of a reporting unit below its carrying value. When goodwill is

reviewed for impairment, the Partnership may elect to assess qualitative factors to determine whether it is more likely than not that the fair

value of a reporting unit is iess than its carrying amount, including goodwill. Alternatively, the Partnership may bypass this step and use a fair
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NOTES TC THE CONSOLIDATED FINANCIAL STATEMENTS
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value approach to identify potential goodwill impairment and, when necessary, measure the amount of impairment. The Partnership uses a
discounted cash flow model to determine the fair value of reporting units.

Derivative instruments

All derivative instruments are initially recorded at fair value as either assets or liahilities in the accompanying consolidated halance sheets
and subsequently remeasured to fair value, regardless of the purpose or intent for holding the derivative. The method of recognizing the
resulting gain or loss is dependent on whether the derivative contract is designed to hedge a specific risk and also qualifies and is designated
for hedge accounting. The Partnership does not apply hedge accounting to all its derivative instruments. Certain of the partnerships interest
rate swaps are designated and accounted for as hedges in the consolidated financial statements or within our equity-accounted joint ventures
(see note 12},

When a derivative is designated as a cash flow hedge, the Partnership formally documents the relationship between the derivative and the
hedged item. This documentation includes the strategy and risk management objective for undertaking the hedge and the method that will
he used to assess the effectiveness of the hedge. Any hedge ineffectiveness is recognized immediately in earnings, as are any gains and
losses on the derivative that are excluded from the assessment of hedge effectiveness. The Partnership does not apply hedge accounting if
it is determined that the hedge was not effective or will no longer be effective, the derivative was sold or exercised, or the hedged item was
sold, repaid or is no longer possible of occurring.

For derivative financial instruments designated and qualifying as cash flow hedges, changes in the fair value of the effective portion of the
derivative financial instruments are initially recorded as a component of accumulated other comprehensive income in equity. In the periods
when the hedged items affect earnings, the associated fair value changes on the hedging derivatives are transferred from equity to the
corresponding earnings line item in the consolidated statements of income. The ineffective portion of the change in fair value of the derivative
financial instruments is immediately recognized in the interest expense line of the consolidated statements of income. A portion of the
ineffectiveness of the fair value of derivative instruments is recognized in the equity accounted joint ventures line of the consolidated balance
sheets. If a cash flow hedge is terminated and the originally hedged item is still considered possibie of occurring, the gains and losses initially
recognized in equity remain there until the hedged item impacts earnings, at which point they are transferred to the corresponding earnings
line item in the consclidated statements of income. If the hedged item is no ienger possible of occurring, amounts recognized in equity are
immediately transferred to the earnings line item in the consolidated statements of income.

For derivative financial instruments that are not designated as accounting hedges, the changes in the fair value of the derivative financial
instruments are recognized in earnings. Gains and losses from the Partnership’s non-designated foreign currency forward contracts and
interest rate swaps are recorded in realized and unrealized losses on derivative instruments in the consolidated statements of income. Gains
and losses from the Partnership’s non-designated cross currency swaps are recorded in foreign currency exchange loss in the consolidated
statements of income.

Unit-based compensation

The Partnership grants restricted unit-based compensation awards as incentive-based compensation to certain employees of Teekay
Corporation’s subsidiaries that provide services to the Partnership (see note 17). The Partnership measures the cost of such awards using
an option pricing model to determine the grant date fair value of the award and recognizes that cost, net of estimated forfeitures, over the
requisite service period. The requisite service period consists of the period from the grant date of the award to the earlier of the date of vesting
or the date the recipient becomes eligible for retirement. For unit-hased compensation awards subject to graded vesting, the Partnership
calcuiates the value of the award as if it was one single award with one expected life and amortizes the calculated expense for the entire
award on a straight-line basis over the requisite service period. For cash settied awards, the fair value of such awards is remeasured at each
reporting date, based on the fair market value of the Partnership’'s common units at that date, with the change in fair vaiue recognized as
compensation expense. Unit-based compensation expenses are recorded under general and administrative expenses in the Partnership’s
consolidated statements of income.

Income taxes

The Partnership is subject to income taxes relating to its subsidiaries in Norway, Australia, Brazil, the United Kingdom, Singapore, Qatar,
Canada, Luxembhourg and the Netherlands. The Parthership accounts for such taxes using the liability method. Under the liahility method,
deferred tax assets and liahilities are recognized for the anticipated future tax effects of temporary differences between the financial statement
basis and the tax basis of the Partnership's assets and liabilities using the applicable jurisdictional tax rates. A valuation alfowance for deferred
tax assets is recorded when it is more likely than not that some or all of the benefit from the deferred tax asset will not be realized.

Recognition of uncertain tax positions is dependent upon whether it is more-likely-than-not that a tax position taken or expected to be taken
in a tax return will be sustained upon examination, including resolution of any related appeals or litigation processes, hased on the technical
merits of the position. If a tax position meets the more-likely-than-not recognition threshold, it is measured to determine the amount of benefit
to recognize inthe consclidated financial statements based on guidance inthe interpretation. The Partnership recognizesinterest and penalties
related to uncertain tax positions in income tax (expense) recovery in the Partnership’s consolidated statements of income.
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2.  Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (or FASB) issued Accounting Standards Update 2014-09, Revenue from Contracts
with Customers (or ASU 2074-08). ASU 2014-09 will require an entity to recognize revenue when it transfers promised goods or services to
customers in an amount that reflects the consideration to which the entity expects to be entitied in exchange for those goods or services. This
update creates a five-step mode! that requires entities to exercise judgment when considering the terms of the contract(s) which include (i)
identifying the contract(s)with the customer, (ii) identifying the separate performance obligations in the contract, {iii) determining the transaction
price, (iv}allocating the transaction price to the separate performance obligations, and (v) recognizing revenue as each performance obligation
is satisfied. ASU 2014-09 is effective for the Partnership January 1, 2018 and shall be applied, at the Partnership’s option, retrospectively to
each period presented or as a cumulative-effect adjustment as of the date of adoption. The Partnership expects that the adoption of ASU
2014-C2 may result in a change in the method of recognizing revenue from contracts of affreightments whereby revenue will be recognized
over the voyage until discharge is complete, instead of over the voyage until tendering notice for the next voyage. This will result in afl revenue
being fully recognized upon discharge of cargo whereas currently revenue recognition extends into the period the vessel returns to the oil
field. This change may result in revenue being recognized earlier which may cause additional volatility in revenue and earnings between
periods. In addition, the Partnership expects that the adoption of ASU 2014-09 may result in a change in the method of recognizing revenue
for voyage charters, whereby the Partnhership’s method of determining proportionai performance will change from discharge-to-discharge to
load-to-discharge. This wili result in no revenue being recognized from discharge of the prior voyage to loading of the current voyage and ail
revenue being recognized from loading of the current voyage to discharge of the current voyage. This change will result in revenue being
recognized later in the voyage which may cause additional volatility in revenue and earnings between periods. The Partnership is in the
process of validating aspects of its preliminary assessment of ASU 2014-08, determining the transitional impact and completing other items
required for the adoption of ASU 2014-09.

In February 2016, the FASB issued Accounting Standards Update 2016-02, Leases (or ASU 2076-02). ASU 2016-02 establishes a right-of-
use mode] that requires a lessee 1o record a right of use asset and a lease liability on the balance sheet for all leases with terms longer than
12 months. Leases will be classified as either finance or operating, with classification affecting the pattern of expense recognition in the income
statement. The Partnership expects to adopt ASU 2016-02 effective January 1, 2018. Amodified retrospective transition approach is required
for lessees for capital and operating leases existing at, or entered into after, the heginning of the earliest comparative period presented in the
financial statements, with certain practical expedients available. The Partnership expects that the adoption of ASU 2016-02 will result in a
change in accounting method for the lease portion of the daily charter hire for the Partnership’s chartered-in vessels accounted for as operating
leases with firm periods of greater than one year. Under ASU 2016-02, the Partnership will recognize a right of use asset and a lease liability
on the halance sheet for these charters, whereas currently no right of use asset or lease liability is recognized. This will have the result of
increasing the Partnership’s assets and liabilities. The pattern of expense recognition of chartered-in vessel is expected to remain substantially
unchanged, unlesstheright of use assetbecomesimpaired. The Partnership isin the process of validating aspects of its preliminary assessment
of ASU 2016-02, determining the transitional impact and compieting other items required for the adoption of ASU 2018-02

In March 2016, the FASB issued Accounting Standards Update 2016-09, Improvements to Employee Share-Based Payment Accounting (or
ASU 2016-09). ASU 2016-C9 simplifies aspects of accounting for share-based payment transactions, including the income tax consequences,
classification of awards as either equity or liabilities and classification on the statement of cash flows. ASU 2016-09 became effective for the
Partnership January 1, 2017. The Partnership expects the impact of adopting this new accounting guidance will be a change in presentation
of cash payments for tax withholdings on share setfled equity awards from an operating cash cutflow to a financing cash outflow on the
Partnership's statement of cash flows.

In June 2016, the FASB issued Accounting Standards Update 2016-13, Financial [nstruments - Credit Losses: Measurement of Credit Losses
on Financial instruments (or ASU 2016-13). ASU 2016-13 replaces the incurred loss impairment methodology with a methodology that reflects
expected creditiosses and requires consideration of a broader range of reasonable and suppcertable information to inform creditloss estimates.
This update is effective for the Partnership January 1, 2020, with a modified-retrospective approach. The Partnership is currently evaluating
the effect of adopting this new guidance.

In August 2016, the FASB issued Accounting Standards Update 2016-15, Statement of Cash Flows: Classification of Certain Cash Receipts
and Cash Payments (or ASU 2016-15), which, among cther things, provides guidance on two acceptabie approaches of classifying distributions
received from equity method investees in the statement of cash flows. ASU 2016-15 is effective for the Partnership January 1, 2018, with a
retrospective approach. The Partnership is currently evaluating the effect of adopting this new guidance.

3. Dropdown Predecessor

The Partnership has accounted for the acquisition of interests in vessels from Teekay Corporation as a transfer of net assets between entities
under common centrol. The method of accounting for such transfers is similar to the pooling of interests method of accounting. Under this
method, the carrying amount of net assets recognized in the balance sheets of each combining entity are carried forward to the balance sheet
of the combined entity, and no other assets or liabilities are recognized as a result of the combination. The excess of the proceeds paid, if
any, by the Partnership over Teekay Corporation’s historical cost is accounted for as an equity distribution to Teekay Corporation. In addition,
acquisition of vessels from Teekay Corporation that are businesses are accounted for as if the acquisition occurred on the date that the
Partnership and the acquired vessels were hoth under the common control of Teekay Corporation and had begun operations. As a result, the
Partnership’s financial statements prior to the date the interests in these vessels were actually acquired by the Partnership are retroactively
adjusted to include the results of these vessels during the periods they were under common control of Teekay Corporaticn and had begun
operations.
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Teekay Knarr AS and Knarr L.L.C. acquisition

On July 1, 2015, the Partnership acquired from Teekay Corporation, which controls the Partnership, Teekay Corporation's 100% interest in
Teekay Knarr AS and Knarr L.L.C. {referred to herein as the Dropdown Predecessor). The purchase price of $529.4 million that the Partnership
paid for the acquisition was based on the $1.26 billion fully built-up cost of the Petrofar! Knarr, an FPSO unit owned by the Dropdown
Predecessor, and consisted of actual costs incurred for construction and mobilization of the unit less cash generated from operations hetween
March 9, 2015 to July 1, 2015, plus $14.5 million of working capital of the Dropdown Predecessor less $745.1 million of assumed debt. The
purchase price was primarily financed with a $492.0 million convertibie promissory note issued to Teekay Corporation. The convertible
promissory note was due in full on July 1, 20186, hearing interest at an annual rate of 6.5% on the outstanding principal balance; however,
$100 million of the promissory note was refinanced on July 1, 2018, with a two-year promissory note to Teekay Corporation {see note 11j)
which was subsequently assigned to a subsidiary of Teekay Corporation. The Partnership paid $35.0 million of the remaining $37.4 million
of the purchase price in cash to Teekay Corporation upon the acquisition of the Dropdown Predecessor. During Julty 2015, $300.0 million of
the convertible promissory note was converted into 14.4 million common units of the Partnership and the Partnership repaid an additional
$92.0 million of the convertible promissory note. Concurrent with the conversion of the promissory note, Teekay Corporation contributed $6.1
million to the Partnership to maintain its 2% general partner interest. The Petrojar Knarr operates on the Knarr oil and gas field in the North
Sea under a six-year fixed-rate charter contract, plus extension options. with Royal Dutch Shell Plc, as the operator.

The $103.3 million excess of the purchase price over Teekay Corporation’s carrying value of the Dropdown Predecessor was accounted for
as an equity distribution to Teekay Corporation. In addition, the acquisition of the Dropdown Predecessor has been accounted for as if the
acquisition occurred on March 9, 2015, the date that the Partnership and the Pefrgjar! Knarr FPSO were both under the common control of
Teekay Corporation and had begun operations.

As a result, the Partnership's financial statements prior to the Parthership's July 1, 2015 acquisition of the Dropdown Predecessor were
retroactively adjusted to include the financial results of the Dropdown Predecessor as if the Partnership had acquired the FPSC on March 2,
2015. This had the effect of increasing the Partnership's revenue by $69.5 million and net income by $10.1 million for the year ended
December 31, 2015.

4. Financial Instruments
a} Fair value measurements
The following methods and assumptions were used to estimate the fair value of each class of financial instrument:

Cash and cash equivalents and restricted cash - The fair value of the Partnership’s cash and cash equivalents and restricted cash
approximate their carrying amounts reported in the accompanying consolidated balance sheets.

Vessels and equipment and vessels held for sale — The estimated fair value of the Partnership's vessels and equipment and vessels held
for sale are determined based on discounted cash flows or appraised values. In cases where an active second hand sale and purchase market
does not exist, the Partnership uses a discounted cash flow approach to estimate the fair value of an impaired vessel. In cases where an
active second hand sale and purchase market exists, an appraised value is generally the amount the Partnership would expect to receive if
it were to sell the vessel. Such appraisal is normailly completed hy the Partnership.

Contingent consideration liability

In August 2014, the Partnership acquired 100% of the outstanding shares of Logitel Offshore Holding AS (or Logitel), a Norway-based company
focused on high-end UMS, from Cefront Technology AS (or Cefront) for $4.0 million. The Partnership paid the purchase price in cash at closing,
plus a commitment to pay an additional amount of up te $27.6 million, depending on certain performance criteria. For a description of the
performance criteria, please refer to the Partnership’s Annual Repert on Form 20-F for the year ended December 31, 2015.

During the second quarter of 2016, the Partnership canceled the UMS construction contracts for its two remaining UMS newhuildings. This
is expected to eliminate any future purchase price contingent consideration payments. Consequently, the contingent liability was reversed in
the second quarter of 2016. The gain associated with this reversal isincluded in Cther {expense)income - net on the Partnership's consclidated
statements of income for the year ended December 31, 2016.

Changes in the estimated fair value of the Partnership's contingent consideration liability refating to the acquisition of Logitel, which is measured
at fair value on a recurring basis using significant unobservable inputs (Level 3), during the years ended December 31, 2015 and 2014, is as
follows:
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Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2018 2015 2014
$ $ $
Balance at beginning of pericd (14,830) (21,448) —
Acquisition of Logitel — 2,569 (21,170)
Settlement of liability — 3,540 —
Gain included in Other (expense) income - net 14,830 509 (278)
Balance at end of period — (14,830) (21,448)

Derivative instruments — The fair value of the Partnership’s derivative instruments is the estimated amount that the Partnership would receive
or pay to terminate the agreements at the reporting date, taking into account current interest rates, foreign exchange rates and the current
credit worthiness of both the Partnership and the derivative counterparties. The estimated amount is the present value of future cash flows.
The Partnership transacts all of its derivative instruments through investment-grade rated financial institutions at the time of the transaction.
The Partnership’s interest rate swap agreements and foreign currency forward contracts require no collateral from these institutions; however,
collateral is required by these institutions on some of the Parthership's cross currency swap agreements and as at December 31, 2016 the
Partnership had $30.2 million held as collateral (2015 - $60.5 million), which has heen recorded as restricted cash and restricted cash —long-
term on the Partnerships consclidated balance sheets. Given the current volatility in the credit markets, it is reasonably possible that the
amount recorded as a derivative liability couid vary by a material amountin the near term.

Long-term debt — The fair value of the Partnership’s fixed-rate and variable-rate long-term debt is either based on quoted market prices or
estimated using discounted cash flow analysis based on rates currently available for debt with similar terms and remaining maturities and the
current credit worthiness of the Partnership.

The Partnership categorizes its fair value estimates using a fair value hierarchy hased on the inputs used to measure fair value. The fair value
hierarchy has three levels based on the reliability of the inputs used to determine fair value as follows:

Level 1. Observable inputs such as quoted prices in active markets;
Level 2. Inputs, other than the quoted prices in active markets, that are observable either directly or indirectly; and
Level 3. Unobservable inputs in which there is little or no market data, which require the reporting entity to develop its own assumptions.

The following table includes the estimated fair value and carrying value of those assets and liabilities that are measured at fair value on a
recurring and non-recurring basis, as well as the estimated fair value of the Partnership’s financial instruments that are not accounted for at
fair value on a recurring hasis:

December 31, 2016
Carrying

December 31, 2015
Carrying

Fair Amount Fair Value Amount Fair Value
Value Asset Asset Asset Asset
Hlt:rglhv (Lual;.luty) (Lla%llltv) (Llal;ﬂlty) (L'al;mtv)
Recurring:
Cash and cash equivalents and restricted cash Level 1 342 287 342,287 318,993 318,993
Logitel contingent consideration (see above) Level 3 — — {14,830) (14,830)
Derivatives instruments (note 72)
Interest rate swap agreements Level 2 (203,108) (203,106) (235,998) (235,998)
Cross currency swap agreement Level 2 {137,379) (137,379) (183,327) (183,327)
Foreign currency forward contracts Level 2 (1.786) (1.786) {11,508) (11,509)
Nen-Recurring:
Vessels held for sale (note 19) Level 2 6,900 6,900 55,450 55,450
Vessels and equipment (note 79) Level 2 11,300 11,300 100,600 100,600
Cther:
Long-term debt - public (note 8) Level 1 (550,525) (480,710) (620,7486) (473,729)
Long-term debt - non-public (note 8) Level 2 (2,632,369) (2.551,8697) (2,743,128) (2,783,5497)

b) Financing receivables

The following table contains a summary of the Partnership’s financing receivables hy type of borrower and the method by which the Partnership
monitors the credit quality of its financing receivables on a quarterly basis:
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Year Ended Year Ended
December 31, December 31,
Credit Quality Indicator Grade 20$1 6 20;5

Direct financing leases Payment activity Performing 17,586 17,471

5. Segment Reporting

The Partnership is engaged in the international marine transportation of crude oil, the offshore processing and storage of crude oil, long-
distance ocean towage and offshore installation services, and maintenance and safety services through the operation of its shuttie and
conventional tankers, FSO units, FPSO units, towage vessels and UMS. The Partnership’s revenues are earned in international markets.

The Partnership has six reportahle segments: its FPSO segment; its shuttle tanker segment; its FSO segment; its UMS segment; its towage
segment; and its conventional tanker segment. The Partnership's FPSO segment consists of its FFSO units to service its FPS0O contracts.
The Partnership’s shuttle tanker segment consists of shutie tankers operating primarily on fixed-rate contracts of affreightment, time-charter
contracts or bareboat charter contracts. The Partnership’s FSO segment consists of its FSC units subject to fixed-rate, ime-charter contracts
or bareboat charter contracts. The Partnership's UMS segment consists of one unit operating on a fixed-rate time-charter contract. The
Partnership’'s towage segment consists of iong-distance towing and offshore installation vessels which operate on time-charter or towage
contracts. The Partnership’s conventional tanker segment consists of two in-chartered conventional tankers, of which one vessel is operating
on a time-charter-out contract and the other vessel is operating in the spot conventional tanker market. Segment results are evaluated based
on income from vessel operations. The accounting policies applied to the reportable segments are the same as those used in the preparation
of the Partnership’s consolidated financial statements.

The following table presents revenues and percentage of consolidated revenues for customers that accounted for more than 10% of the
Partnership’s consolidated revenues from continuing operations during the periods presented.

Year Ended Year Ended Year Ended
2. Loliars iIn milions, ecember , ecember , ecember N

U.S. Dollars in milli D ber 31,2016 D ber 31, 2015 D ber 31, 2014
Royal Dutch Shell Plc $349.0 or 30% $315.3 or 26% —
Petroleo Brasileiro S.A" $222.0 or 19% $224.6 or 18% $228.1 or 22%
Premier Qi ©® $113.5 or 10% $129.2 0r 11% $120.2 or 12%
Statoil ASA © —® $132.70r 11% $194.3 or 19%
Repsol SA P — @ —®@ $112.6 or 11%

(1) Shuttle tanker and FPSO segments.

(2) In February 2016, Roya! Dutch Shell Plc acquired BG Group Plc, therefore the amount in the table for 20186 includes revenues from both Royal Dutch Shell
Plec and BG Group Plc.

(3) FPSO segment.

(4) inApril 2016, Premier Oil acquired E.ON's UK North Sea assets where the Voyageur Spirit FSPO operates. Revenues up to April 2016 are attributable to
E.ON.

(5) Shuttle tanker segment.
(6) Percentage of consolidated revenue was less than 10%.

The following tables include results for the Partnership's FPSO unit segment, shuttle tanker segment, FSO unit segment, UMS segment,
towage segment and conventional tanker segment for the periods presented in these consolidated financial statements.
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Year ended December 31, 2016
Revenues "
Voyage expenses
Vessel operating expenses
Time-charter hire expenses
Depreciation and amortization
General and administrative
Gain on sale and (write-down) of vessels
Restructuring charge
Income (loss) from vessel operations
Equity income
Investment in joint ventures

Expenditures for vessels and equipment,
including advances on newhuilding
contracts and conversion costs

Expenditures for dry docking

Year ended December 31, 2015
Revenues "
Voyage expenses
Vessel operating expenses
Time-charter hire expenses
Depreciation and amortization
General and administrative ¥/®
(Write-down) and gain on sale of vessels
Restructuring charge
Income from vessel operations
Equity income
Investment in joint ventures

Expenditures for vessels and equipment,
including advances on newbuiidij;ng
contracis and conversion costs

Expenditures for dry decking

Year ended December 31, 2014
Revenues
Voyage expenses
Vessel operating expenses
Time-charter hire expenses
Depreciation and amortization
General and administrative ‘%%
(Write-down) and gain on sale of vessels
Restructuring recovery
Income (loss) from vessel operations !
Equity income
Investment in joint ventures

Expenditures for vesseis and equipment,
including advances on newbuilding
contracts and conversion costs "

Expenditures for dry docking

Shuttle Conventional
FPSO Tanker FSO UMS Towage Tanker
Segment Segment Segment Segment Segment Segment Total
495,223 509,596 54,440 34,433 37,952 20,746 1,152,390
— (62,846) (1.517) — (15,024) (1,363) (80,750)
(165,346)  (123,950)  (23,167) (32,888)  (17,524) (1,566) (364,44 1)
— (62,511) — — — (12.974) (75.485)
(148,198)  (122,822) (9,311)  (6,660)  (12,020) — (300,011)
(35,971) (10,160) (836)  (5.495) (3,307) (353) (56,122)
— 4,554 (983)  (43,650) — — (40,079)
(4,444) (205) — — — — {4,649)
140,264 131,656 18,626 (54,260) (9,923) 4,490 230,853
17,933 — — — — — 17,933
141,819 — — — — — 141,819
66,234 40,584 101,347 9,742 76,6874 — 294 581
— 19,105 5,139 — 799 — 25,043
Shuttle Conventional
FPSO Tanker FSO UMS Towage Tanker
Segment Segment Segment Segment Segment Segment Total
531,554 541,792 57,391 28,334 40,112 30,230 1,229,413
— (82,777) (851) — (12,052) (2,328) (98,006)
(189,900)  (128,156)  (26,394) (13,876)  (13,920) (6,234) (378,480)
— (51,088) — — (662) — (51,750)
(137,814)  (106,190) (11,775)  (3,775) (8,362) (6,583) (274,599)
(38588)  (22,884) (1.372)  4.109) (4.598) (1,062) (72.613)
— (65,101) —  (1,000) — (3,897) (69,998)
— (568) — — — — (568)
165,152 85,028 16,999 5,574 518 10,128 283,399
7.672 — — — — — 7672
77,647 — — — — — 77,647
116,473 26,980 94,317 183,364 243 436 a7 664,667
— 14,609 — — — — 14,609
Shuttle Conventional
FPSO Tanker FSO UMS Towage Tanker
Segment Segment Segment Segment Segment Segment Total
354,518 577,064 53,868 — 523 33,566 1,019,539
—  (105,562) (1,500) — (105) (5,373) (112,540)
(158,216)  (159,438)  (28,649) — — (5,906) (352,208)
— (31,090) — — — — (31,090)
(72,905)  (110,686) (8,282) — — (6,680) (198,553)
(27,406) (29,154 (3.870) (622) (4,328) (2,136) (67.516)
— (1,638) — — — — {1,638)
_ 225 — — — — 225
95,991 139,721 11,567 (622) (3,910) 13471 256,218
10,341 — — — — — 10,341
54,955 — — — — — 54 955
17,022 50,096 33,734 11,550 50516 251 172,189
— 22,552 11,560 — — 2,109 36,221
F-16
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(1) Revenues for the year ended December 31, 2016, includes a $4.0 million early termination fee received from Teekay Corporation during 20186, which is
included in the Partnership's conventional tanker segment (see notes 11iand 19).

Revenues for the year ended December 31, 2015, includes $1.8 million net early termination fees paidto Teekay Corporation during 2015, which isincluded
in the Partnership's conventional tanker segment (see notes 11i and 18).

(2) includes direct general and administrative expenses and indirect general and administrative expenses (allocated to each segment based on estimated
use of corporate resources).

(3) General and administrative expenses for the year ended December 31, 2015 includes business development fees of $9.7 miliion, $2.2 million and $2.0
million to Teekay Corporation in connection with the acquisition ofthe Petrajarf Knarr FPSO unit in the FPSO segment, six long-distance towing and offshore
installation vessels in the towage segment, and the Arenda/ Spirt UMS in the UMS segment, respectively (see notes 3 and 111).

General and administrative expenses for the year ended December 31, 2014 includes a $1.0 million fee to a third party associated with the acquisition of
ALP Maritime Services B.V. {or ALP}, a $1.6 million business development fee to Teekay Corperation for assistance with the acquisition of ALP, both of
which fees have been allocated to the Partnership’'s towage segment, and alse includes a $2.1 million fee to Teekay Corporation for assistance with securing
a charter contract for the Petrojar!{ FPSO unit (or Petrojarl f), which fee has been allocated to the Partnership’s FPSO segment (see notes 11{ and 18a).

(4) Excludes the purchase price of the Pefrojari Knarr FPSO unit (see note 3).

(5) income from vessel aperations for the year ended December 31, 2014 excludes $3 .1 million of the Voyageur Spirt FPSO unit indemnification payments
received from Teekay Corporation refating to the production shertfall during the period from January 1. 2014 through February 24, 2014 and a further $0.4
million relating to unreimbursed vessel operating expenses incurred before the unit was declared on-hire as of February 22, 2014.

These indemnification payments received from Teekay Corporation have effectively been treated as a reduction to the purchase price of the Voyageur
Spirnt (see note 11¢).

(6) Excludes the vessel and equipment acquired in conjunction with the purchase of Logitel (note 18b) and the Pefrojari f {note 11f).

Areconciliation of total segment assets to total assets presented in the accompanying consolidated balance sheets is as follows:

Decembesr 31, 2016 Decem beé 31, 2015

FPSO segment 2,672,100 2,717,193
Shuttle tanker segment 1,673,348 1,732,769
FSO segment 407,634 281,776
UMS segment 213,829 267,935
Towage segment 382,973 309,009
Conventional tanker segment 4,818 63,900
Unallocated:

Cash and cash equivalents and restricted cash 342 287 318,893

Other assets 21,631 52,591
Consolidated total assets 5,718,620 5,744,166

6. Geodwill and in-Process Revenue Contracts
a) Goodwill

The carrying amount of goodwill for the shuttle tanker segment was $127.1 million as at December 31, 2016 and 2015. in 2016, 2015 and
2014, the Parthership conducted its annual goodwill impairment review of its shuttle tanker segment and concluded that no impairment had
occurred.

The carrying amount of goodwill for the towage segment was $2.0 million as at December 31, 2016 and 2015. In 2016, 2015 and 2014, the
Partnership conducted its annual goodwill impairment review of its towage segment and concluded that no impairment had occurred.

b) In-Process Revenue Contracts

As part of the Partnership’s acquisition of the Piranema Spirit on November 30, 2011, the Partnership assumed an FP8O service contract
with terms that were less favorable than the then prevailing market terms. As at December 31, 2016, the Partnership has a liability based on
the estimated fair value of the contract. The Partnership is amortizing this liability over the estimated remaining term of the contract on a
weighted basis based on the projected revenue to be earned under the contract.

Amortization of in-process revenue contracts for the year ended December 31, 2016 was $12.8 million (2015 - $12.7 million, 2014 - $12.7
million), which is included in revenues on the consolidated statements of income. Amortization for the five years subsequent to December 31,
2016 is expected to be $12.7 million (2017), $9.1 million (2018), $7.8 million (2019}, $7.9 million {2020}, $7.9 million (2021), and $17.7 million
(thereafter).
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7. Accrued Liabilities

Decembesr 31, 2016 Decembesr 31, 2015

Voyage and vessel expenses 32,586 37,730
Audit, legal, contingency and other general expenses 81,989 17,058
Interest including interest rate swaps 22,414 23,185
Payroll and benefits 89,270 8,731
Income tex payable and other 4,002 4,361

150,281 91,065

B. Long-Term Debt

Decembesr 31, 2016 Decembesr 31, 2015

U.S. Dollar-denominated Revelving Credit Facilities due through 2019 291,764 429,279
Norwegian Kroner Bonds due through 2019 256,927 327,941
U.S. Dollar-denominated Term Loans due through 2018 112,408 129,133
U.S. Doliar-denominated Term Loans due through 2028 2,109,926 2,037,766
U.S. Dollar Non-Public Bonds due through 2024 166,680 202,449
U.8. Doliar Bonds due 2019 300,000 300,000
Total principal 3,237,703 3,426,568
Less debt issuance costs and other (54,809) (62.694)
Total debt 3,182,894 3,363,874
Less current portion (586,892) (485,069)
Long-term portion 2,596,002 2,878,805

As at December 31, 2016, the Partnership had five revolving credit facilities, which, as at such date, provided for borrowings of up to $325.1
million (2015 - $453.5 million), of which $33.3 million (2015 - $24.2 million) was undrawn. The total amount available under the revolving credit
facilities reduces by $166.7 million (2017), $115.4 million {2018) and $43.0 million {2019). Four of the revolving credit facilities are guaranteed
by the Partnership and certain of its subsidiaries for all outstanding amounts and contain covenants that require the Partnership to maintain
a minimum liquidity {cash, cash equivalents and undrawn committed revolving credit lines with atleast six months to maturity) in an amount
equal to the greater of $75.0million and 5.0% of the Partnership’s total consolidated debt. One revolving credit facility is guaranteed by Teekay
Corporation and contains a covenant that requires Teekay Corporation to maintain minimum liquidity (cash and cash equivalents)in an amount
equal to the greater of $50.0 miliion and 5.0% of Teekay Corporation’s total consolidated debt which has recourse to Teekay Corperation. The
revolving credit facilities are collateralized by first-priority mortgages granted on 21 of the Partnership’s vessels, together with other related
security. The Partnership has guaranteed $309.4 million of these revolvers, of which $276.1 million was drawn as at December 31, 2016, and
Teekay Corporation has guaranteed $15.7 millien which was fully drawn as at December 31, 2016.

As at December 31, 2016, the Partnership had Norwegian Kroner {or NOK) 1,000 million outstanding in senior unsecured bonds that mature
in January 2019 in the Norwegian bond market. As of December 31, 2016, the carrying amount of the bonds was $115.7 million. The honds
are listed on the Cslo Stock Exchange. The interest payments on the bonds are based on NIBCR plus a margin of 4.25%. During the year
ended December 31, 2016, the Partnership amended its existing cross currency rate swaps to swap all interest and principal payments into
U.S. Dollars, with the interest payments at a fixed rate of 7.45%, and the transfer of the principal amount fixed at $162.2 million upon maturity
in exchange for NOK 1,000 million (see note 12).

As at December 31, 2016, the Partnership had NOK 800 million outstanding in senior unsecured honds in the Norwegian hond market. The
honds were originally issued in two tranches, of which one matured and was paid in January 2016 (NOK 500 million} and the remaining
tranche which was originally scheduled to mature in January 2018 (NOK 800 million). In June 2016, the terms of the remaining tranche were
amended such that NOK 160 million is now repayable in January 2018 with the remaining balance of NOK 640 million repayable in December
2018 at 103% of the amount outstanding. In addition, the Fartnership was granted an option, exercisable at any time, to prepay the bonds in
amounts ranging from 101% to 103% of the amount of bonds outstanding depending on the timing of settiement. The bonds are listed on the
Oslo Stock Exchange. Interest payments previously were based on NIBOR plus a margin of 4. 75%; however, under the June 2016 amended
bond agreement, interest payments have increased to NIBOR plus a margin of 5.75%. As at December 31, 2016, the carrying amount of the
bonds was $92.6 million. The Partnership aiso amended its existing cross currency rate swaps to swap all interest and principal payments
into U.S. Doliars, with interest payments fixed at a rate of 7.58% and the transfer of the principal amount fixed at $28.7 million in exchange
for NOK 160 million on the tranche maturing in January 2018 and $118.3 million in exchange for NOK 659 million on the tranche maturing in
December 2018 (see note 12). The Partnership recorded a $32.6 miilion realized foreign currency exchange gain on the payment of the NOK
500 million tranche that matured in January 2016 and a corresponding $32.6 million realized loss on the maturing cross currency swap, both
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of which are included inforeign currency exchange loss on the Partnership’s consolidated statement ofincome forthe year ended December 31,
2018.

As at December 31, 2016, the Partnership had NOK 420 million in senior unsecured bonds in the Norwegian bond market. These bonds were
originally issued in a single tranche of NOK 600 million and were originally scheduled to mature in January 2017. In June 2016, the terms of
these honds were amended such that NOK 180 million was repaid in October 2016, NCK 180 million is repayable in October 2017 and NOK
240 million is repayable in November 2018 at 103% of the amount outstanding. In addition, the Partnership was granted an option, exercisable
at any time, to prepay the bonds in amounts ranging from 101% to 103% of the amount of bonds outstanding depending on the timing of
settlement. The bonds are listed on the Oslo Stock Exchange. The interest payments on the bonds are based on NIBOR pius a margin of
5.75%. As at December 31, 2016, the carrying amount of the honds was $48.6 miilion. The Fartnership also amended its existing cross
currency rate swap to swap all interest and principal payments into U.8. Dollars, with the interest payments fixed at a rate of 8.84%. A portion
of the swap related to the transfer of the principal amount fixed at $30.4 million in exchange for NCK 180 million on the tranche matured in
October 2016, consistent with the terms of the amended debt. The remaining transfers of principal reiate to the $30.4 million in exchange for
NCK 180 million on the tranche maturing in October 2017 and $41.8 million in exchange for NOK 247 million ¢n the tranche maturing in
November 2018 (see note 12). The Partnership recorded a $8.6 million realized foreign currency exchange gain on the payment of the NOK
180 million tranche that matured in October 2016 and a corresponding $8.6 million realized loss on the maturing cross currency swap, both
of which are included inforeign currency exchange loss onthe Partnership’s consolidated statement ofincome forthe year ended December 31,
2018.

As at December 31, 2016, three of the Partnership’s 50% owned subsidiaries each had an outstanding term loan, which in the aggregate
totaled $112.4 million. These termcans reduce over time with quarterly and semi-annual payments and have varying maturities through 2018.
These term loans are collateralized by first-priority mortgages on the three shuttle tankers to which the loans relate, together with other related
security. As at December 31, 2016, the Partnership had guaranteed $25.8 million of these term loans, which represents its 50% share of the
outstanding term loans of two of its 50%-owned subsidiaries. The other owner and Teekay Corporation have guaranteed $56.2 million and
$30.4 million, respectively.

As at December 31, 2016, the Partnership had term ioans outstanding for six shuttle tankers, for three East Coast of Canada shuttle tanker
newbuildings, for the Suksan Salamander and Gina Krog FSO units, for four FPSO units, for ten towing and offshore installation vessels and
vessel newbuildings, and for the Arendal Spirit UMS, which totaled $2.1 billion in the aggregate. For the term loan for two shuttle tankers,
one tranche reduces in semi-annual payments while another tranche correspondingly is drawn up every six months with final builet payments
of $29.0 million due in 2022 and $22.1 million due in 2023, respectively. The other term loans reduce over time with quarterly or semi-annual
payments. These term loans have varying maturities through 2028 and are collateralized by first-priority mortgages on the vessels to which
the loans relate, together with other related security. As at December 31, 2016, the Partnership had guaranteed $1.8 billion of these term
loans and Teekay Corporation had guaranteed $317.9 million.

In February 2015, the Partnershipissued $30.0 million in senior bonds that mature in June 2024 in a U.S. private placement. As of December 31,
2018, the carrying amount of the bonds was $23.4 million. The interest payments on the bonds are fixed at a rate of 4.27%. The bonds are
collateralized by first-priority mortgage on the Dampier Spirif FSO unit, together with other related security, and are guaranteed by the
Partnership.

In September 2013 and November 2013, the Partnership issued, in a U.S. private placement, an aggregate of $174.2 million of ten-year
sehior honds that mature in December 2023, to finance the Bossa Nova Spirit and the Sertanejc Spirit shuttie tankers. The bonds accrue
interest at a fixed combined rate of 4.96%. The bonds are collateralized by first-priority mortgages on the two vessels to which the bonds
relate, together with other related security. The Partnership makes semi-annual repayments on the bonds and as at December 31, 2016, the
carrying amount of the honds was $143.3 million.

In May 2014, the Partnership issued $300.0 million five-year senior unsecured bonds that mature in July 2019 in the U.S. bond market. As
at December 31, 2016, the carrying amount of the bonds was $300.0 million. The bonds are listed on the New York Stock Exchange. The
interest payments on the bonds are fixed at a rate of 6.00%.

Interest payments on the revolving credit faciliies and the term ioans are based on LIBOR plus margins, except for $58.3 million of one
tranche of the term loan for the ALP newbuilding towing and offshore installation vessets, which is fixed at 2.93%. At December 31, 2016 and
December 31, 2015, the margins ranged hetween 0.30% and 4.00%, and 0.30% and 3.25%, respectively. The weighted-average effective
interest rate on the Partnership’s variable rate long-term debt as at December 31, 2016 was 3.3% (December 31, 2015 — 2.9%). This rate
does not include the effect of the Partnership’s interest rate swaps (see note 12) or fixed rate facilities.

The aggregate annual long-term debt principal repayments required to be made subsequent to December 31, 2016, inciuding the impact of
the debt refinancing completed in March 2017, are $588.7 million (2017), $686.5 million (2018), $773.4 million (2019), $283.1 million (2020),
$234.9 million (2021), and $671.1 million (thereafter).

As at December 31, 2016, the Partnership had $20 million held as security for a contractual requirement with the charterer of the Petrojar!
Knarr FPSO unit. The amount is presented in Restricted cash on the consclidated balance sheets.

Obligations under the Partnership’s credit faciiities are secured by certain vessels, and if the Partnership is unable to repay debt under the
credit facilities, the lenders could seek to foreclose on those assets. The Partnership has two revolving credit faciliies and five term loans
that require the Partnership to maintain vessel values to drawn principat balance ratios of a minimum range of 113% to 125%. Such requirement
is assessed either on a semi-annual or annual basis, with reference to vessel valuations performed by one or more agreed-upon third parties.
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Shouid the ratio drop below the required amount, the lender may request the Partnership to either prepay a portion of the loan in the amount
of the shortfall or provide additional ccllateral in the amount of the shortfall, at the Partnership's option. As at December 31, 2016, these ratios
were estimated to range from 120% to 433% and were in compliance with the minimum ratios required. The vessel values used in these ratios
are the appraised vaiues prepared by the Partnership based on second-hand sale and purchase market data. Changes in the shuttle tanker,
towing and offshore installation, UMS, FPSO or FSC markets could negatively affect these ratios.

Please read Item 5. Operating and Financial Review and Prospects Management's Discussion and Analysis of Financial Conditions and
Resuits of Operations - Liquidity and Capital Resources - Liquidity and Capital Needs for a description of certain covenants contained in the
Partnership’s credit facilities and loan agreements. As at December 31, 2016 the Partnership and Teekay Corporation were in compliance
with all covenants in the credit facilities and long-term debt.

9. Leases
Charters-out

The cost, accumuiated depreciation and carrying amount of the Partnership's vessels with charter-out contracts accounted for as operating
leases at December 31, 2016 were $4.3 hillion, $1.0 billion and $3.3 billion, respectively. As at December 31, 2016, minimum schaduled future
revenues under these then-in-place time charters and bareboat charters to be received by the Partnership, were approximately $4.2 hillion,
comprised of $810.5 million (2017}, $754.7 million (2018), $608.9 million (2019), $541.4 million (2020}, $341.8 million (2021), and $1.2 billion
(thereafter).

The minimum scheduled future revenues should not be construed to reflect total charter hire revenues for any of the years. Minimum scheduled
future revenues do notinclude revenue generated from new contracts entered into after December 31, 2018, revenue from unexercised option
periods of contracts that existed on December 31, 2016, or variable or contingent revenues. The amounts may vary given unscheduled future
events such as vessel maintenance.

Direct Financing Lease

Leasing of certain VOC equipment is accounted for as direct financing leases. As at December 31, 2016, the minimum lease payments
receivable under the direct financing leases approximated $8.4 million {2015 - %nil), including unearned income of $2.4 million. As at
December 31, 2018, future scheduled payments under the direct financing leases to be received by the Partnership, were approximately $8.4
million comprised of $1.3 million (2017). $1.3 millien {2018), $1.3 million (2012}, $1.3 million (2020), $1.3 miliion (2021) and $1.9 million
(thereafter).

Leasing of the Faicon Spint FSO unit is accounted for as direct financing leases. As at December 31, 2016, the minimum lease payments
receivable under the direct financing lease approximated $3.8 million {2015 - $12.6 million), including unearned income of $0.8 mifiion (2015
- $3.6 million). The estimated unguaranteed residual value of the leased vessel is $8.5 million. As at December 31, 2016, the future scheduled
payments under the direct financing lease to be received by the Partnership in 2017 were approximately $3.8 million.

Charters-in

As at December 31, 2016, minimum commitments owing by the Partnership under vessel eperating leases hy which the Partnership charters-
in vessels were approximately $69.7 million (2017), $35.4 million (2018) and $17.2 million (2019). The Partnership recognizes the expense
from these charters, which is included in time-charter hire expense, on a straight-line basis over the firm period of the charters.

10. Restructuring Charge

During the year ended December 31, 2016, the Partnership recognized a restructuring charge of $4.6 miilion, mainty relating to the
reorganization of the Partnership’s FPSO business to create better alignment with the Partnership’s offshore operations, resulting in a lower
cost organization geing forward. The Partnership expects to incur a total of $4.7 million of restructuring charges under this plan and the
reorganization is expected to be completed in early-2017.

As at December 31, 2016, restructuring liabilities of $3.7 million were recorded in accrued liabilities on the consolidated balance sheet.

11. Related Party Transactions and Balances

a} The Partnership has entered into an omnibus agreement with Teekay Corporation, Teekay LNG Parthers L.P., the general partner and
others governing, among other things, when the Partnership, Teekay Corporation and Teekay LNG Partners L.P. may compete with each
other and certain rights of first offering on liquefied natural gas carriers, conventional tankers, shuttie tankers, FSO units and FPSO units.

b} in May 2013, the Partnership entered into an agreement with Statoil ASA (or Statoif), on behalf of the field license partners, to provide
an FSO unit for the Gina Krog oil and gas field located in the North Sea. The contract will be serviced by a new FSO unit that is being
converted from the Randgrid shuttle tanker, which commenced its conversion during the second quarter of 2015. The Partnership has
received project management and engineering services from certain subsidiaries of Teekay Corporation relating to this FSO unit
conversion. These costs are capitalized and included as part of advances on newbuilding contracts and conversion costs and will be
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reclassified to vessels and equipment upon completion of the conversion in mid-2017. Project management and engineering costs paid
to Teekay Corporation subsidiaries ameounted to $13.8 million as of December 31, 2016.

c) ©OnMay 2, 2013, the Partnership acquired from Teekay Corporation its 100% interest in Voyageur L.L.C., which owns the Voyageur Spirit
FP30O unit. During 2014, Teekay Corporation indemnified the Partnership for $3.5 million for preduction shortfalls and unrecovered repair
coststo address a defecton one of the unit's compressor, discovered upon acquisition ofthe unit and paid another $2.7 million in late-2014
relating to a final settlement of pre-acquisition capital expenditures for the Voyageur Spirit FP SO unit.

Amounts paid as indemnification from Teekay Corporation to the Partnership were effectively treated as areduction in the purchase price
paid by the Partnership for the FPSO unit.

d} ©OnJune 10, 2013, the Partnership acquired Teekay Corporation’s 50% interest in QOG-TKP FPS80O GmbH & Co KG, a joint venture with
Odebrecht Oil & Gas S.A (or OCG), which owns the Cidade de itajai (or /tajai} FPSO unit, for a cash purchase price of $53.8 million. The
Partnership's investment in the /tajai FP3O unit is accounted for using the equity method.

The purchase price was based on an estimate of the fully built-up cost of the Itajai FPSO unit, including certain outstanding contractual
items. During 2014, the joint venture received in connection with the resclution of these contractual items an aggregate of $6.1 million
in reimbursements from the charterer and insurer, which was originally deducted from the Partnership’s purchase price of the ffajai FPSO
unit. Accordingly, the Partnership remitted this reimbursed amount to Teekay Corporation.

e} 1n 2014, thelong-term bareboat contracts relating to two of the Partnership’s former conventional tankers, the SPT Explererand Navigator
Spint, with a joint venture in which Teekay Corporation had a 50% interest, were novated under the same terms to a subsidiary of Teekay
Corporation in January 2014 and March 2014, respectively. The excess of the contractual rates over the market rates at the time of the
novations were $0.9 million and $1.0 million for the years ended December 31, 2015 and 2014, respectively, and is accounted for as an
equity contribution from Teekay Corporation.

in December 2015, the Partnership terminated the long-term bareboat contracts for these two conventional tankers (see notes 11i and
19). Immediately following the contract terminations, the Partnership sold its 100% interest in SPT Expicrer L.L.C. and Navigator Spirit
L.L.C., which own the SPT Explorer and the Navigator Spirit conventional tankers, respectively, to Teekay Tankers Lid.

f) in December 2014, the Partnership entered into an agreement with a consortium led by Queiroz Galvao Exploracéo e Producéo SA (or
QGEP) to provide an FPSO unit for the Atianta field located in the Santos Basin offshore Brazil. In connection with the contract with
QGEF, the Partnership acquired the Petrojar! | FPSC from Teekay Corporation for a purchase price of $57 million (see note 14e). The
purchase price was financed by means of an intercompany loan payable to a subsidiary of Teekay Corporation, which was repaid in July
2015. Interest payments on the loan were at a fixed rate of 6.5%. The excess of the purchase price over Teekay Corporation’s carrying
value of the Petrgjari | FPSO unit has been accounted for as an equity distribution to Teekay Corporation of $12.4 miltion in 2014. The
Partnership has received project management and engineering services from certain subsidiaries of Teekay Corporation relating to this
FPSO unit upgrade. These costs are capitalized and included as part of advances on newhuilding contracts and conversion costs and
will be reclassified to vessels and equipment upon completion of the upgrades in late-2017. Project management and engineering costs
paid to Teekay Corporation subsidiaries amounted to $2.8 million as of December 31, 2016.

g} in June 2015, the Partnership entered into 15-year contracts, plus extension options. with a group of cil companies to provide shuttle
tanker services for oil production on the East Coast of Canada. The Parthership has entered into contracts to construct three Suezmax
DP2 shutfle tanker newbuildings. These vessels will replace the existing vessels servicing the East Coast of Canada. The three
newbuildings are expected to be delivered in late-2017 through the first half of 2018 (see note 14f). The Partnership has received project
management and engineering services from certain subsidiaries of Teekay Corporation relating to the construction of these shuttle
tankers. These costs are capitalized and included as part of advances on newbuilding confracts and conversion costs and will be
reclassified to vessels and equipment upon delivery of the vessels in fate-2017 through the first haif of 2018. Project management and
engineering costs paid to Teekay Corporation suhsidiaries amounted to $2.2 million as of December 31, 2016.

h} ©On July 1. 2015, the Partnership acquired from Teekay Corporation its 100% interest in the Dropdown Predecessor, which own the
Petrojar! Knarr FPSC unit, which operates on the Knarr Field in the North Sea. for an equity purchase price of $529.4 million (see note
3).

i)  During 2016, one conventional tanker, two shuttle tankers and three FSO units of the Partnership were employed on long-term time-
charter-out or bareboat contracts with subsidiaries of Teekay Corporation. In 2016, the Partnership terminated the long-term time-charter-
out contract under which the one conventional tanker was employed with a subsidiary of Teekay Corporation. The Partnership concurrently
received an early termination fee from Teekay Corporation of $4.0 million (see note 19), whichis recorded in revenues on the consolidated
statement of income for the year ended December 31, 2016.

in 2015, the Partnership terminated the [ong-term bareboat and time-charter-out contracts under which three conventional tankers were
employed with a subsidiary of Teekay Corporation. The Partnership concurrently paid total net early termination fees to Teekay Corporation
of $1.8 millicn (see note 19), which is recorded in revenues on the consclidated statements of income.

j)  Effective July 1, 2018, the Partnership issued a $200.0 million subordinated promissory note to a subsidiary of Teekay Corporation, to
refinance the $100.0 million outstanding balance on the convertible promissory note in connection with the financing of the Dropdown
Predecessor (see k(6) helow) and the $100.0 million six-month loan issued hy Teekay Corporation to the Partnership in January 2016
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(see k(7) below), both due July 1, 2016. The subordinated promissory note hears interest at an annual rate of 10.00% on the outstanding
principal balance, which is payable quarterly and. of which (a) 5.00% is payable in cash and (b) 5.00% is payable in common units of
the Partnership, or in cash, at the election of Teekay Corporation. if the Partnership pays cash for such second 5.00% of interest. the
Partnership must raise atleast an equal amount of cash proceeds from the issuance of common units in advance of or within six months
following the applicable interest payment date. The outstanding principal balance of the subordinated promissory note, together with
accrued interest, is payable in full on January 1, 2019. During the year ended December 31, 20186, the Partnership incurred $10.0 million
of interest expense, of which $7.5 million was paid in cash and $2.5 million was settled through the issuance of 0.5 miilion common units
of the Partnership under the terms of the subordinated promissory note.

k) InJune 2016, as part of various other financing initiatives, Teekay Corporation agreed to provide financial guarantees for the Partnership's
liabilities associated with the long-term debt financing relating to the East Coast of Canada newbuilding shuttle tankers until their deliveries,
which are expected to be in the third quarter of 2017 through the first half of 2018 (see note 14f), and for certain of the Partnerships
interest rate swaps and cross currency swaps until early-2019. The guarantees cover liabilities totaling up to a maximum amount of
$495.0 million. During the year ended December 31, 2016, a guarantee fee of $3.7 million was recognized in interest expense on the
Partnership's consolidated statements of income, which represents the estimated fee a third party would charge to provide such financial
guarantees. The guarantee fee was accounted for as an equity contribution by Teekay Corporation in the Partnership's consolidated
statement of changes in total equity as Teekay Corporation has provided such financial guarantees at no cost to the Partnership.

)  Teekay Corporation and its wholly-owned subsidiaries directly and indirectly provide substantially all of the Partnership's commercial,
technical, crew training, strategic, business development and administrative service needs. In addition, the Partnership reimburses the
general partner for expenses incurred by the general partner that are necessary or appropriate for the conduct of the Partnership’'s
husiness. Such related party transactions were as follows for the periods indicated:

Year Ended December 31,

zo$16 2(}:5 zo$14
Revenues (" 49,228 68,734 68,172
Vesse! operating expenses ¥ (34,629) (39,779) (39.237)
General and administrative 4% (29,944) (52.257) (42,396)
Interest expense “1&ME (22.400) (5.556) (933)

(1) includes revenues from time-charter-out or bareboat contracts with subsidiaries or affiliates of Teekay Corporation, including management fees from ship
management services provided by the Partnership to a subsidiary of Teekay Corporation, and net early termination fees paid or received by the Partnership
to or from Teekay Corporation (see above and note 18).

(2) Includes ship management and crew training services provided by Teekay Corporation.

(3) Includes commercial, technical, strategic, business development and administrative management fees charged by Teekay Corparation and reimbursements
to Teekay Corporation and the Partnership’s general partner for costs incurred on the Partnership’s behalf.

(4) Includes business development fees of $8.7 million, $2.2 million and $2.0 million to Teekay Corporation in connection with the acquisition of the Petrojar!
Knam FPSO unit, six long-distance towing and offshore instailation vessels, and the Arendal Spirit UMS, respectively, during the year ended December 31,
2015 and business development fees of $1.6 million and $2.1 millien to Teekay Corporation in connection with the acquisition of ALP and the Petrojarl |
FPSO unit, respectively, during the year ended December 31, 2014.

(5) includes a guarantee fee related to the final bullet payment of the Piranema Spirf FESO debt facility and for the Partnership's liabilities associated with
the long-term debt financing relating to the East Ceast of Canada shuttle tanker newbuildings and certain afthe Partnerships interest rate swaps and cross
currency swaps (see note 11k).

(6) Includes interest expense of $3.2 million for the year ended December 31, 20186, incurred on the convertible promissory note issued to Teekay Cerporation
in connection with the financing ofthe acquisition of the Drepdown Predecessor (see note 3) bearing interest at an annual rate of 6.50% on the outstanding
principal balance.The outstanding principal balance of $100 million, together with accrued interest, was payable in fuil on July 1. 2018; however, this
convertible promissory note was refinanced on July 1, 20186 (see note 11j). The outstanding principal balance of this convertible promissory note was $nil
as at December 31, 2016.

(7) includes interest expense of $5.0 million for the year ended December 31, 2016, incurred on a $100.0 million six-month loan made by Teekay Cerporation
to the Partnership on January 1, 2018, bearing interest at an annual rate of 10.00% on the outstanding principal batance. The cutstanding principal balance,
together with accrued interest, was payable in full on July 1, 2016; however, this loan was refinanced on July 1, 2016 (see note 11j). The outstanding
principal balance of this loan was $nil as at December 31, 2016.

(8) Includes interest expense of $10.0 milion for the year ended December 31, 2016, incurred on a $200.0 million subordinated promissory note issued to a
subsidiary of Teekay Corporation effective July 1, 2016 (see note 11j). The subordinated promissory note bears interest at an annual rate of 10.00% on
the outstanding principal balance, which as at December 31, 2018, was $200.0 miilion. The outstanding principal balance, together with accrued interest,
is payable in full on January 1, 2019.

m) At December 31, 2016, due from affiliates totaled $77.8 million (December 31, 2015 - $81.3 million) and due to affiliates totaled $296.6
million (December 31, 2015 - $304.6 million). Amounts due to and from affiliates, other than the $200.0 miilion promissory note issued
to a subsidiary of Teekay Corporation (see 11j), are non-interest bearing and unsecured, and all current due to and from affiliates balances
are expected to be settled within the next fiscal year in the normal course of operations or from financings.
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12. Derivative Instruments
The Partnership uses derivatives to manage certain risks in accordance with its overall risk management policies.
Foreign Exchange Risk
The Partnership economically hedges portions of its forecasted expenditures denominated in foreign currencies with foreign currency
forward contracts. The Partnership has not designated, for accounting purposes, any of the foreign currency forward contracts held during

the years ended December 31, 2016 and 2015, as cash flow hedges.

As at December 31, 2016, the Partnership was committed to the following foreign currency forward contracts:

Fair Value / Carrying

Contract .

_Amount Am?ﬂ{gb?ﬂtﬁ)sseﬂ Expected Maturity

in Foreign {in thousands of Average 2017 2018

Currency U.S. Doliars) Forwa1rd

(thousands) Non-hedge Rate!” {in thousands of U.8. Dollars)
Norwegian Kroner 390,000 (1,482) 8.35 38,859 7.829
Euro 13,750 (304) 0.92 14,879 —
(1,788) 53,738 7,829

(1) Average forward rate represents the contracted amount of foreign currency one U.S. Dollar will buy.

In connection with its issuance of NOK honds, the Partnership has entered into cross currency swaps pursuant to which it receives the
principal amount in NOK on the repayment and maturity dates, in exchange for payments of a fixed U.S. Dollar amounts. In addition, the
Cross currency swaps exchange a receipt of floating interest in NOK based on NIBOR plus a margin for a payment of U.5. Doilar fixed
interest. The purpose of the cross currency swaps is to economically hedge the foreign currency exposure on the payment of interest and
repayments of principal at maturity of the Partnership’'s NOK bonds due from 2018 to 2019 (see note 8). In addition, the cross currency
swaps economically hedge the interest rate exposure on the NOK bonds. The Partnership has not designated, for accounting purposes,
these cross currency swaps as cash flow hedges of its NOK bonds. As at December 31, 2016, the Partnership was committed to the
following cross currency swaps:

Principal Principal Fioating Rate Receivable
Amount Amount Fair Value /
eference ixed Rate sset emainin
NOK uspD Ref Fixed R A R ining
(thousands) (thousands) Rate Margin Payable (Liability) Term (years)

420,000 M7 70,946 NIBOR 575% 8.84% (25,821) 19
800,000 " 143,536 NIBOR 5.75% 7.58% (56,272) 2.0
1,000,000 162,200 NIBOR 4.25% 7.45% (55,286) 2.1

(137.379)

{1) Notional amount reduces equally with NOK bond repayments (see note 8).

{2) Excludes an economic hedge on the foreign currency exposure for a three percent premium upon maturity of the NOK bonds which exchanges NOK
7.2 million for $1.2 miilion (see note 8).

{3) Excludes an economic hedge on the foreign currency exposure for a three percent premium upon maturity of the NOK bends which exchanges NOK
19.2 million for $3.4 million (see note 8§).

Interest Rafe Risk
The Partnership enters into interest rate swaps, which exchange a receipt of floating interest for a payment of fixed interest to reduce the
Partnership’s exposure to interest rate variability on its outstanding floating-rate debt. Certain of these interest rate swaps are designated

and accounted for as hedges in the consolidated financial statements or within our equity-accounted for investments.

As at December 31, 2016, the Partnership was committed to the following interest rate swap agreements:
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Fair Value /
Carrying Weighted-
Amount of Average Fixed
Interest Notional Assets Remaining Interest

Rate Amount (Liability) Term Rate

Index $ $ (years) )"

U.S. Dollar-denominated interest rate swaps™® LIBOR 600,000 (151,048} 79 5.0%

U.S. Dollar-denominated interest rate swaps™ LIBOR 1,374,967 (52,057} 4.9 2.6%
1,974,967 (203,106}

(1) Excludes the margin the Partnership pays on its variable-rate debt, which as at December 21, 2016, ranged from €.30% to 4.00%.

{2) Notional amount remains constant over the term of the swap.

{3) Principal amount reduces quarterly or semi-annually.

For the pericdsindicated, thefoliowing table presents the effective andineffective portion of {losses) gains oninterest rate swap agreements

designated and qualifying as cash flow hedges. The foliowing table excludes any interest rate swap agreements designated and qualifying
as cash flow hedges in the Partnership's equity accounted joint ventures.

Year Ended December 31, 2016 Year Ended December 31, 2015
Effective Effective Effective Effective
Portion Portion Portion Portion
Recognized Reclassified Ineffective Recognized Reclassified Ineffective
in ADCI'"Y from AOCI®  Portion ® inAOCI ™" from AOCI®  Portion
101 (64) 681 Interest expense (65) — (1,080)  Interest expense
101 (64) 681 {65) — (1,050}

Year Ended December 31, 2014

Effective Effective

Portion Portion
Recognized Reclassified Ineffective
inADCI™ from AOCI®  Portion ®

{1) Effective portion of designated and qualifying cash flow hedges recognized in accumulated other comprehensive income (or A0C).
{2) Effective portion of designated and qualifying cash flowhedgesrecordedin AQOCI during the term ofthe hedging refationship and reclassified to earnings.

{3) Ineffective portion of designated and qualifying cash flow hedges.

As at December 31, 2016, the Partnership had multiple interest rate swaps, cross currency swaps and foreign currency forward contracts
governed hy the same master agreement. Each of these master agreements provides for the net settlement of all swaps subject to that
master agreement through a single payment in the event of default or termination of any one derivative. The fair value of these derivatives
are presented on a gross basis in the Partnership’s consolidated balance sheets. As at December 31, 2016, these derivatives had an
aggregate fair value asset amount of $0.1 million and an aggregate fair value liability amount of $216.7 mitlion (December 31, 2015 - an
aggregate fair value asset amount of $nil and an aggregate fair value liability amount of $360.6 million). As at December 31, 20186, the
Partnership had $30.2 million on deposit with the relevant counterparties as security for cross currency swap liabilities under certain master
agreements (December 31, 2015 - $60.5 million). The deposit is presented in Restricted cash and Restricted cash - long-term on the
consolidated halance sheets.

Tabular disciosure

The following tabie presents the location and fair value amounts of derivative instruments, segregated by type of contract, on the
Partnership’s balance sheets.
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Current
cgtr?:r:t Other Accrued gg:itic;?i\?; Derivative
ass$ets ass$ets |labl$ltles liabilities |Iab|$ltles
$
As at December 31, 2016
Foreign currency contracts 119 — — (1,634) (271)
Cross currency swaps — — (2,375) (20,281) (114,72)
Interest rate swaps 181 2,597 (5,653) (33,087) (167,1%)
300 2,597 (8,028) (55,002) (282,13)
As at December 31, 2015 b
Foreign currency contracts 80 — — (10,286) (1,323)
Cross currency swaps — — {2,1986) (42,878) (138,25)
Interest rate swaps — 1,894 {7,827) (148,31) (81 ,75%)
80 1,894 (10,023) (201,45) (221,32)

Total realized and unrealized {losses) gains of interest rate swaps and foreign currency forward contracts that are not designated for
accounting purposes as cash flow hedges are recognized in eamings and reported in realized and unrealized losses on derivative
instruments in the consclidated statements of income. The effect of the (losses) gains on these derivatives in the consolidated statements
of income for the years ended December 31, 2018, 2015 and 2014 are as follows:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
20186 2015 2014

Realized losses on derivative instruments

Interest rate swap termination — (10,876) —
Interest rate swaps (52,819) (60,741) (55,588)
Foreign currency forward contracts (7.153) (13,799) (1,912)
(59,972) (85,416) (57,500)

Unrealized gains (losses) on derivative instruments
Interest rate swaps 29937 11,852 (75,777)
Foreign currency forward contracts 9722 (240) (10,426)
39,659 11,712 (86,203)
Total realized and unrealized (losses) gains on derivative instruments {20,313) (73,704) (143,703)

Realized and unrealized (losses) gains of cross currency swaps are recognized in earnings and reported in foreign currency exchange
loss in the consolidated statements of income. The effect of the (losses) gains on cross currency swaps in the consolidated statements
of income for the years ended December 31, 2016, 2015 and 2014 are as follows:

Year Ended Year Ended Year Ended

December 31, December 31, December 31,
2016 2015 2014
$ $ $
Realized losses (53,497) (10,140) (1,992)
Unrealized gains (osses) 46,127 (61,734) (93,953)
Total realized and unrealized los5e5 oNn Cross currency swaps (7,370) (71.874) (95,945)

The Partnership is exposed to credit loss in the event of non-performance by the counterparties, all of which are financial institutions, to
the foreign currency forward contracts and the interest rate swap agreements. {n order te minimize counterparty risk, the Partnership only
enters into derivative transactions with counterparties that are rated A- or better by Standard & Poor’s or A3 or hetter by Moody's at the
time of the transactions. n addition, to the extent possible and practical, interest rate swaps are entered into with different counterparties
to reduce concentration risk.
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13. Income Taxes

The significant components of the Partnership’s deferred tax assets and liabilities are as follows:

Deferred tax assets:
Tax losses carried forward !
Other
Total deferred tax assets
Deferred tax liabilities:
Vessels and equipment
Long-term debt
Cther
Total deferred tax liabilities
Net deferred tax assets
Valuation allowance
Net deferred tax assets
Disclosed in:
Deferred tax asset
Cther long-term liabilities
Net deferred tax assets

Decem be$r 31, 2016

Decembe£ 31, 2015

109,013 128,523
2747 2815
111,760 131,338
5,974 10,577
1,691 3.218
1,933 1,204
0,508 14,999
102,162 116,339
(75,365) (36.906)
23797 29,433
24,659 30,060
862 817
23,797 29,433

(1) As at December 31, 2018, the income tax losses carried forward of $442.2 million ($508.5 million — December 31, 2015} are available to offset future
taxable income in the applicable jurisdictions, and can be carried forward indefinitely.

Certain of the balances in the comparative columns above have been adjusted with no impact on the amount of the net deferred tax assets.
The components of the provision for income taxes are as follows:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2018 2015 2014

Current (3,954) (1,650) (1,290)
Deferred (4,854) 23,007 (889)
Income tax (expense) recovery {8,808) 21,357 (2,179)

The Partnership operates in countries that have differing tax laws and rates. Consequently, a consolidated weighted average tax rate will vary
from year to year according to the source of earnings or losses by country and the change in applicable tax rates. Reconciliations of the tax
charge related to the current year at the applicable statutory income tax rates and the actual tax charge related to the current year are as
follows:

Year ended Year ended Year ended
December 31, December 31, December 31,
[ 5 4

Net income before taxes 53,283 78,786 19,835
Net income not subject to taxes (19,708) 12,601 (72,469)
Net income subject to taxes 72,989 66,185 92,304
At applicable statutory tax rates 12,972 14,527 12,484
Permanent differences (13,277) 387 (4,677)
Adjustments related to currency differences {1,869) (1,060) 3,348
Valuation allowance 10,982 (35,211) (8,977)
Tax expense (recovery) related to current year 8,808 (21,357) 2,179
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The following is a tabular reconciliation of the Partnership's total amount of unrecognized tax benefits at the beginning and end of 2016, 2015

and 2014:
Year ended Year ended Year ended
December 31, December 31, December 31,
20186 2015 2014
$ $ $
Balance of unrecognized tax benefits as at beginning of the year 4,047 6,779 7,037
Decreases for positions related to prior years (3,376) (3,082) {258)
Increases for positions related to the current year 1,503 350 —
Balance of unrecognized tax benefits as at end of the year 2174 4047 6,779

The Partnership does not presently anticipate such uncertain tax positions will significantly increase or decrease in the next 12 months;
however, actual developments could differ from those currently expected. The tax years 2010 through 2016 remain open to examination by
some of the taxing jurisdictions in which the Partnership is subject to tax.

The interest and penalties on unrecognized tax benefits included in the tabular reconciliation above are not material.

14. Commitments and Contingencies

a) In May 2013, the Partnership entered into an agreement with Statoil, on behalf of the field license partners, to provide an FSO unit
for the Gina Krog oif and gas field located in the North Sea. The contract will be serviced by a new FSC unit that is being converted
from the Randgrid shuttie tanker, which the Partnership purchased in August 2015 from a 67%-owned subsidiary. The F3O conversion
project is expected to cost approximately $328 million, including amounts reimbursable upon delivery of the unit relating to installation
and mobilization. As at December 31, 2016, payments made towards this commitment totaled $248.9 million and the remaining
payments required to be made are $78.9 million (2017). Following scheduled completion of the conversion in mid-2017, the newly
converted FSO unit will commence operations under a three-year time-charter contract to Statoil, which includes 12 additional one-
year extension options. The Partnership secured a long-term debt facility providing tetal borrowings up to $230 million in December
2015, of which $33.5 million was undrawn as at December 31, 20186.

b) In March 2014, the Partnership acquired 100% of the shares of ALP, a Netherlands-based provider of long-haul ccean towage and
offshore installation services to the global offshore oil and gas industry. Concurrently with this transaction, the Partnership and ALP
entered into an agreement with Niigata Shipbuilding & Repair of Japan for the construction of four state-of-the-art SX-157 Ulstein
Design ultra-long distance towing and anchor handling vessel newbuildings. One vessel was delivered to the Partnership during
September 2016 and the remaining three vessel newbuildings are scheduled for delivery throughout 2017. The total cost to acquire
these newbuildings is approximately $217 million, net of amounts reimbursable by Niigata Shipbuilding & Repair of Japan upon the
delivery of the vessels. The Partnership paid $17.1 million upon the delivery of the first newbuilding, ALP Striker, in September 2018,
net of a reimbursement of $7.0 million from the yard resulting from the delay in delivery. As at December 31, 2018, payments made
towardsthese commitments totaled $172.9million and theremaining paymentsrequired tohe made under these newbuilding contracts
are $44.3 million (2017). The Partnership secured a long-term debt facility of approximately $185 million to finance the newbuilding
instaliments, of which $68.3 million was undrawn as at December 31, 2016.

¢} InAugust 2014, the Partnership acquired 100% of the outstanding shares of Logitel Offshore Holding AS. a Norway-hased company
focused on high-end UMS. As part of this transaction, the Partnership assumed three UMS newbuildings ordered from COSCO
(Nantong) Shipyard (COSCOQ) in China. The Partnership took delivery of one UMS, the Arendal Spirit, in February 2015.

In June 2016, the Partnership canceled the UMS censtruction contracts for the two remaining UMS newbuildings, the Stavanger
Spirit and the Nantong Spirit. As a resuit of this cancellation, during the second quarter of 2016, the Partnership wrote-off $43.7 million
of assets related to these newbuildings and reversed contingent liahilities of $14.5 million associated with the delivery of these assets
(see notes 4 and 19). The estimate of potential damages for the cancellation of the Stavanger Spirit newbuilding contract is hased
on the amount due for the final yard installment of approximately $170 million less the estimated fair value of the Stavanger Spirit.
Given the unique design of the vessel as well as the lack of recent sale and purchase transactions for this type of asset, the value
of this vessel, and thus ultimately the amount of potential damages that may result from the cancellation, is uncertain. Pursuant to
the Stavanger Spirit newbuilding contract and related agreements, COSCO only has recourse to the single purpose subsidiary that
was a party to the Stavanger Spirit newbuiiding contract and its immediate parent company, Logitel Offshore Pte. Ltd., for damages
incurred.

The estimate of potential damages for the cancellation of the Nantong Spirit newbuilding contract is hased upon estimates of a number
of factors, including accumulated costs incurred by COSCO, sub-supplier contract cancellation costs, as well as how such costs are
treated under the termination provisions in the contract. The Partnership estimates that the amount of potential damages related to
the cancellation of the Nantong Spirit contract could range between $10 million and $40 million. Pursuant to the Nantong Spirit
newbuilding contract, COSCO only has recourse to the single purpose subsidiary that was a party to the Nantong Spint newhuilding
contract.
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During September 2016, Sevan Marine ASA (or Sevan) commenced an action against Logitel, which the Partnership acquired in
2014, in the Oslo District Court. The action relates to the agreements between Sevan and CeFront Technology AS (or Cefront),
refated to the 2013 transfer te Logitel Offshore Pte. Ltd. or its wholly-owned subsidiaries (coliectively Logitel Offshore) of two hulls
to be converted into UMS, including a $60 million bond loan (of which $41 million was a vendor credit and $19 miilion was a cash
loan) granted by a Sevan affiliate to Logitel (or the 2013 Transaction). The action also relates to agreements between Sevan and the
Partnership entered into in connection with the Partnership's acquisition of Logitel from CeFront in 2014 (or the 2014 Transaction).
Sevan has claimed that the $60 million bond loan to Logitel contravened certain provisions of the Norwegian Corporate Law and that,
Sevan is entitled to the remaining payment of $50 miliion plus interest set at the court's discretion. Logitel intends to dispute these
claims. In addition, Sevan has presented the Partnership with a formal notice of claim and request for arbitration seeking $10 million
for license and service fees, which Sevan claims is payable in connection with the delivery of the Arendal Spirit. The parties are in
the process of selecting an arbitration fribunal and exchanging infermation on their respective calculations of the amount of license
and service fees that may be due.

In addition, in September 2016, CeFront commenced an action against Logitel in the Oslo District Court, claiming that $2.8 million is
due under a management agreement and an additional $3.6 million will fall due hy May 2017 under that agreement. CeFront also
claims that $3.3 million is due under the earn-out provisions of the contracts related to the Arendal Spirit and that $20.2 million is due
or will become due related to the earn-out provisions of the contracts for the Stavanger Spirt and Nanfong Spirit. The Partnership is
defending these claims based on the interpretation of the agreement. The partnership is uncertain as to the ultimate resolution of
these claims (see note 4).

As at December 31, 2016, the Partnership has accrued $51.9 million in the aggregate related to the above claims and potential claims
related to Logite! from Sevan, COSCC and CeFront.

d) In October 2014, the Partnership soid a 1995-built shuttle tanker, the Navion Norvegia, to a 50/50 joint venture of the Partnership
and Odebrecht Gil and Gas S.A. (or O0G) on behalf of its field license partners. The vessel is committed to a new FPSO conversion
for the Libra field located in the Santos Basin offshore Brazil. The conversion project has been completed at Sembcorp Marine's
Jurong Shipyard in Singapore and the FPSO unit is scheduled to commence operations in mid-2017 under a 12-year fixed-rate
contract with a consortium led by Petroieo Brasileiro S.A. (or Petrobras}. The FPSO conversion is expected to cost approximately
$1.0 billion. As at December 31, 2016, payments made by the joint venture towards these commitments totaled $700.6 million and
the estimated remaining payments required to be made by the joint venture are $302.3 million (2017). The joint venture secured a
long-term debt facility in 2015 providing total borrowings of up to $804 million for the FPSC conversion (see note 20), of which $266.7
million was undrawn as at December 31, 2016 (see note 20).

e) In December 2014, the Partnership acquired the Pefrojarf | FPSO unit from Teekay Corporation for $57 million. The Petrojarf I is
undergoing upgrades at the Damen Shipyard Group's DSR Schiedam Shipyard (or Damen) in the Netherlands with an estimated
cost of approximately $350 million, which includes the cost of acquiring the Petrojart|. The FPSO is scheduled to commence operations
in late-2017 under a five-year charter contract with Queiroz Galvao Exploracéo e Producéo SA (or QGEF). As at December 31, 2018,
payments made towards these commitments, including the acquisiticn of the Petrojari | FPSC unit from Teekay Corporation, totaled
$252.5 million and the remaining payments required estimated to be made are $97.5 miilion (2017). The Partnership is currently in
negotiations with the yard regarding the valuation of certain variation orders refating to the upgrades. The outcome of these negotiations
may impact the total estimated cost of the Petrojaif | FFSO unit. The Partnership has financed $171.2 million of the Petrojari | FPSO
upgrade cost through a fully-drawn long-term loan. Due to project delays in the delivery of the unit resulting from shipyard delays, an
increased scope of work relating to field-specific requirements and the age of the unit. the Partnership is currently in discussions with
QGEP, Damen and its lenders in the Petrojari | loan facility to agree on revised delivery and charterer acceptance dates for the unit
and other terms associated with the charter, shipyard contract and loan facility. In October 2016, December 2016, February 2017,
and April 2017 the lenders agreed to extend the availability date of the loan for successive periods of two months, as the loan was
subject to a mandatory prepayment provision, initially in early October 2016, if the unit was not accepted at that time by QGEF. These
interim extensions provide additional time for the Partnership to negotiate a revised schedule for the delivery of the unit and thereatter,
amend the loan facility to reflect the revised delivery schedule. As at December 31, 2016, the Partnership had $60 million held in
escrow to fund the final upgrade costs (December 31, 2015 - $nil). This amount is presented in Restricted cash on the consolidated
balance sheet.

f)  In June 2015, the Partnership entered into 15-year contracts, pius extension options, with a group of oil companies to provide shuttle
tanker services for oil production on the East Coast of Canada. These contracts were initially being serviced by three third party-
owned shuttle tankers operating on the East Coast of Canada, which were chartered-in to the Partnership. One of these vessels was
replaced by one of the Partnership’s existing shuttle tankers, the Navion Hispania, during the third quarter of 2015. The Partnership
has entered into contracts to construct three Suezmax DP2 shuttie tanker newbuiidings for an aggregate fully built-up cost of
approximately $372million. These vesselswill replace the existing vessels servicing the East Coast of Canada. The three newbuildings
are expected to he delivered in late-2017 through the first half of 2018. As at Decemher 31, 2016, payments made towards these
commitments totaled $73.1 million and the remaining payments required to be made under these newbuilding contracts were $228.6
million (2017), and $70.6 million (2018). The Partnership secured long-term debt financing of $250 miliion to finance the newbuilding
instailments, of which $201.6 million was undrawn as at December 31, 2016.

g) In March 2016, Petrobras claimed that the Partnership’s November 2011 cessation of paying certain agency fees with respect to the
Piranema Spint FPSQO unit's charter contract should have resulted in a corresponding 2% rate reduction on the FPSQO contract with
Petrobras. The Partnership has estimated the maximum amount of the claim at $7.5 million, consisting of $5.4 million (which is the
amount accrued by the Partnership as at December 31, 2016) from a return of 2% of the charter hire previously paid by Petrobras
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to the Partnership for the period from November 2011 up to December 31, 2016, and $2.1 million from a 2% reduction of future charter
hire to the end of the term of the FFSO contract with Petrobras.

h) In October 2018, the Partnership received a claim from Royal Dutch Shell Plc (or Shelf) for liquidated damages of $23.6 million. This
claim is based on Shell's allegation that the Petrojarf Knarr FPSC did not meet the conditions for achieving the Cffshore Completion
milestone on time. Shell is also claiming that the inability of the Parthership to meet the Offshore Completion milestone date in excess
of the grace period has in effect resulted in a 20% reduction in the purchase price for which Shell may purchase the Petrojart Knarr
FPSC from the Parthership pursuant to an option granted in the Purchase Option Agreement. In the counterclaim, the Partnership
has alieged that Offshore Completion was achieved after the milestone but within the grace period and that Shell had caused delays
due to certain defaults in Shell's specifications, as well as other events. It is the Partnership’s position that, due to delays caused by
Shell, the Partnership is entitled to the daily lease rate for the unit for a period of time prior to when Sheli actually started paying such
rate and that Shell is not entiled to a reduction in the Purchase Option Price. The duration of any such period that the Partnership
claims to be entitled to receive additional daity lease payments is in dispute. However, this Partnership expects that the amount of
its claim relating to the counterclaim will exceed Shell's claim of liquidated damages. Nevertheless, uncertainty exists as to the
resolution of the claims.

i}y In early-November 2016, the Arendal Spirit UMS experienced an operational incident relating to its dynamic positioning system. As
aresult of this operational incident, and a gangway incident that occurred in April 2016, the charterer, Petrobras, initiated an operational
review. Until the results of the review are available, Petrobras has suspended its charter hire payments since November 2016. The
Partnership has completed an investigation to identify the cause of such incidents and has implemented corrective actions. There is
a risk that Petrobras may seek to cancel the charter contract resulting from their operaticnal review. If this occurs, the term loan
outstanding for the Arendal Spirit UMS, which as at December 31, 2016 had a halance of $127.5 million, could become payable
within 180 days of a cancellation. The Partnership is working to address Petrobras’ concerns 1o hring the unit back into operations
as soon as possible. Should the contract be cancelled, it could result in a reclassification of $112.5 million of long-term debt to the
current portion of long-term debt unless the Partnership is able to obtain an extension from the lenders. A canceilation of the charter
contract or demand for repayment of the loan would adversely affect the Partnership's resuits of operations, financial condition and
liquidity.

i) In February 2017, the Partnership received a notice from Transocean Offshore International Ventures Limited (or Transocean) that
it intends to file a claim against the Partnership arising from the towage of the Transocean Winner oil rig by one of the Partnerships
towage vessels, the ALP Forward. Transocean intends to file a claim to recover losses it claims to have incurred relating to the
grounding of the Transocean Winner in August 2016, including the costs associated with the salvage and replacement tow and other
costs payable hy Transocean as a resuit of this incident. The Partnership intends to dispute these claims, and also helieves that any
such claims would he covered by insurance. As of December 31, 2016, the Partnership had not accrued for any potential liability
relating to these claims. An estimate of the possible loss or range of loss cannot be made at this time.

k) Asof December 31, 2016, the Partnership adopted the new accounting standard ASC-205-40, FPresentation of Financial Statements
- Going Concem, which requires management to assess if the Parthership will have sufficient liquidity to continue as a going concern
for the one-year period following the issuance of its financial statements. Despite generating $44 million of net income and $354
million of cash flows from operating activities during 2018, the Partnership ended the year with a working capital deficit of $398 million.
This working capital deficit is driven primarily from scheduled 2017 maturities and repayments of outstanding debt of $587 million
which were classified as current liabilities as at December 31, 2016. In addition to these obligations, the Partnership also anticipates
making payments related to commitments to fund vessels under construction or undergeing conversions/upgrades during 2017 and
early 2018 of approximately $671 miliion, of which $437 millicn is expected to be funded from pre-arranged financing and a further
$60 million is held in escrow as funding for the Pefrojarl | FPSO project.

Based on these factors, over the one-year period following the issuance of its financial statements, the Partnership will need to obtain
additional sources of financing, in addition to amounts generated from operations, to meet its minimum liquidity requirements under
its financial covenants. These anticipated sources of financing include refinancing debt facilities that mature during the one-year
period, raising additional capital through equity issuances, increasing amounts available under existing debt facilities and entering
into new debt facifities, negotiating extensions or redeployments of existing assets and the sale of partial interests of assets.

The Partnership is actively pursuing the funding alternatives described above, which it considers probable of completion based on
the Partnership’s history of heing able to raise equity, refinance ican facilities for similar types of vessels, and indicative offers received
from potential investors for partial interests in certain assets. The Partnership is in various stages of completion on these matters.

Based on the Partnership’s liquidity at the date these consclidated financial statements were issued, the liquidity it expects to generate
from operations over the following year, and by incorporating the Partnership’s plans to raise additional liquidity that it considers
probabie of completion, the Partnership estimates that it will have sufficient liquidity to enable the Partnership to continue as a going
concern for at least the one-year period following the issuance of these consolidated financial statements.

15. Supplemental Cash Flow Information

a} The changes in non-cash working capital items related to operating activities for the years ended December 31, 2016, 2015 and 2014
are as follows:
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Year Ended Year Ended Year Ended
December 31, December 31, December 31,

2016 2015 2014
Accounts receivable 34,669 (24,285) 73,020
Prepaid expenses and other assets 5983 804 1,899
Accounts payable and accrued liabilities 38,627 (23,745) (87,5897)
Advances (to) from affiliate (5,061) 73,129 (98.806)

74,218 25,903 (111,484)

b} Cash interest paid {including interest paid by the Dropdown Predecessor and Knarr Companies and realized losses on interest rate
swaps)during the years ended December 31,2016, 2015 and 2014 totaled $180.9 million, $179.5million, and $135.4 million, respectively.

¢) Income taxes paid (including taxes paid by the Dropdown Predecessor and Knarr Companies) during the years ended December 31,
2016, 2015 and 2014 totaled $1.5 million, $0.8 million and $2.1 million, respectively.

d} The Partnership’s consolidated statement of cash flows for the years ended December 31, 2015 reflects the Knarr Companies and the
Dropdown Predecessor as if the Partnership had acquired Knarr Companies and the Dropdown Predecessor when the vessels began
operations under the ownership of Teekay Corporation. For non-cash charges related to Knarr Companies and the Dropdown Predecessor
(see note 3).

e} The cash portion of the purchase price of vessels acquired from Teekay Corporation is as follows:

Year ended Year ended Year ended
December 31, December 31, December 31,
2016 2015 2014
$ $ $
Petrojari Knarr (net of cash aquired of $14.2 million)'" (note 3) — (112,710) —
Voyageur Spirit {(note 11c) — — 6,181
— (112,710) 6,181

(1) AsatDecember 31, 2015, the cash portion ofthe purchase price does not include the conversion of $300.0 million of the convertible promissory note into
14.4 million common units of the Partnership issued to Teekay Corporation {see note 3).

16. Total Capitai and Net Income Per Common Unit

At December 31, 2016, atotal of 72.5% of the Partnership's common units outstanding were held by the public. The remaining common units,
as well as the 2% general partner interest, were held by a subsidiary of Teekay Corporation. All of the Parthership's outstanding Series A
Cumulative Redeemahle Preferred Units (the Serfes A FPreferred Units), Series B Cumulative Redeemable Preferred Units (the Series B
Preferred Units), Series C-1 Cumulative Convertibie Perpetual Preferred Units (the Series C-7 Preferred Units), and 74.0% of the 10.5%
Series D Cumulative Convertible Perpetual Preferred Units (the Series D Preferred Units) are held by entities other than Teekay Corporation
and its affiliates. A total of 26.0% of the Series D Preferred Units are held by Teekay Corporation.

Limited Partners’ Rights

Significant rights of the limited partners include the foliowing:

+~  Right of common unitholders to receive distributions of Available Cash (after deducting expenses, including estimated maintenance
capital expenditures and reserves, including reserves for future capital expenditures and for anticipated future credit needs of the

Partnership) within approximately 45 days after the end of each quarter.

»~  No limited partner shall have any management power over the Partnership’s business and affairs; the general partner shall conduct,
direct and manage our activities.

+~  The general partner may be removed if such removal is approved by common unitholders holding at least 66.66% of the outstanding
units voting as a single class, including units held by the general partner and its affiliates.

Incentive Distribution Rights

The general partner is entitied to incentive distributions if the amount the Partnership distributes to common unitholders with respect to any
quarter exceeds specified target levels shown helow:
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Quarterly Distribution Target Amount (per unit) Unitholders General Partner
Minimum quarterly distribution of $0.35 98% 2%
Up to $0.4025 98% 2%
Above $0.4025 up to $0.4375 85% 15%
Above $0.4375 up to $0.525 75% 25%
Above $0.525 50% 50%

During 20186, cash distributions were below $0.35 per common unit. Consequently, the increasing percentages were not used to calculate
the general partner’s interest in netincome for the purposes of the netincome per common unit calculation for the year ended December 31,
2018.

In the event of a liquidation, ali property and cash in excess of that required to discharge all liabilities and liquidation amounts on the Series
A, Series B, Series C-1 and Series D Preferred Units will be distributed to the common unitholders and the general parther in proportion to
their capital account balances, as adjusted toreflect any gain or loss upon the sale or other disposition of the Fartnership’s assetsin liquidation
in accordance with the partnership agreement.

Series B Preferred Units, Series C Preferred Units and Series C-1 Preferred Units

In April 2015, the Partnership issued 5.0 million 8.50% Series B Preferred Units in a public offering with and aggregate redemption amount
of $125.0 million, for net proceeds of $120.8 million. Pursuant te the partnership agreement, distributions on the Series B Preferred Units to
preferred unitholders are cumulative from the date of original issue and are payahle quarteriy in arrears, when, as and if declared by the hoard
of directors of the general parther. At any time on or after April 20, 2020, the Series B Preferred Units may be redeemed by the Partnership
at a redemption price of $25.00 per unit pius an amount equal to all accumulated and unpaid distributions to the date of redemption. These
units are listed on the New York Stock Exchange.

In July 2015, the Partnership issued 10.4 million 8.60% Series C Preferred Units Series C Cumulative Convertible Perpetual Preferred Units
(the Series C Preferred Units) in a private placement for net proceeds of approximately $249.8 million. The terms of this original agreement
provided that at any time after the 18 months anniversary of the closing date, at the election of each holder, the Series C Preferred Units may
he converted on a oche-for-one basis into common units of the Partnership. In addition, if after the three-year anniversary of the closing date,
the volume weighted average price of the common units exceeded $35.925, the Parthership had the option to convert the Series C Preferred
Units into common units. Distributions on the Series C Preferred Units were cumulative from the date of original issue and payable quarterly
in arrears, when, as and if declared by the board of directors of the general partner. The Series C Preferred Units could be redeemed in cash
if a change of control occurred in the Partnership. As a result, the Series C Preferred Units that were subject to this redemption feature were
nctincluded on the Partnership's consolidated balance sheet as part of total equity and were presented as temporary equity above the equity
section but below the liabilities section. A summary description of the Series C Preferred Units is included in the Partnership’s Report on Form
6-K filed with the SEC on July 6, 2015. As a result of the exchange described below, no series C Preferred Units were outstanding as of
December 31, 2016.

In June 2018, the Partnership and the holders of the Series C Preferred Units exchanged approximately 1.9 million of the Series C Preferred
Units for approximately 8.3 miliion common units of the Parthership. The number of common units issued consists of the approximately 1.9
million common units that wouid have heen issuable under the original conversion terms of the Series C Preferred Units plus an additional
approximately 6.4 million common units to induce the exchange (the Inducement Premium). The value of the Inducement Premium 6.4 million
common units on the date of conversion was approximately $37.7 million and has been charged to the limited partner - common units and
the general partner.

In June 20186, the Partnership and the holders of the Series C Preferred Units also exchanged the remaining approximately 8.5 million Series
C Preferred Units for approximately 8.5 million Series C-1 Preferred Units. The terms of the Series C-1 Preferred Units are equivalent to the
terms of the Series C Preferred Units, with the excepticn that at any time after the 18 months anniversary of the original Series C Preferred
Units closing date, at the election of each holder, each Series C-1 Preferred Unit is convertible inte 1.474 common units of the Parthership.
In addition, if a unitholder of the Series C-1 Preferred Units elects to convert their Series C-1 Preferred Units into common units of the
Partnership, the Partnership now has the option to redeem these Series C-1 Preferred Units for cash instead of common units based on the
closing market price of the common units of the Partnership at the time of the redemption. Furthermore, if after the three-year anniversary of
the closing date, the volume weighted average price of the common units exceeds 150% of $16.25 per unit, the Partnership has the option
to convert the Series C-1 Preferred Units into common units. In addition, unlike the Series C Preferred Units, for which distributions were to
be paid in cash, quarterly distributions on the Series C-1 Preferred Units for the eight consecutive quarters ending March 31, 2018 may be
paid, in the Partnership’s sole discretion, in cash, common units (at a discount of 2% to the ten days trading volume weighted average price
ending on the distribution declaration date) or a combination of cash and common units (at the same discount), and thereafter, the distributions
will be paid in cash. Consistent with the terms of the Series C Preferred Units, the Series C-1 Preferred Units may be redeemed in cash if a
change of control occurs in the Partnership. As a result, the Series C-1 Preferred Units are not included on the Partnership's consolidated
balance sheet as part of total equity and are presented as temporary equity above the equity section butbelow the liabilities section. Asummary
description of the Series C-1 Preferred Units is included in the Partnership’s Report on Form 6-K filed with the SEC on June 3G, 2016. The
exchange of the Series C Preferred Unitsfor Series C-1 Preferred Units has been accounted for as an extinguishment of the Series C Preferred
Units and the issuance of the Series C-1 Preferred Units. As a result, the excess of the carrying vaiue of the Series C Preferred Units over
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the fair value of Series C-1 Preferred Units of $20.6 million was accounted for as an increase to the limited partner - common units and the
general partner (the Exchange Contribution).

Series D Preferred Units and Detachable Warrants

On June 29, 2016, the Partnership issued a total of 4.0 million of its 10.5% Series D Preferred Units to a group of investors and subsidiaries
of Teekay Corporation. These investors and Teekay Corporation also received an aggregate of 4,500,000 warrants with an exercise price
equal to the closing price of the Partnership’s common units on June 16, 2016, or $4.55 per unit (the $4.55 Warrants) and an aggregate of
2,250,000 warrants with an exercise price at a 33% premium to the closing price of the Partnership’s common units on June 16, 2016, or
$6.05 per unit (the $6.05 Warrants). The gross proceeds from the sale of these securities was $100.0 million {(approximately $97.2 million net
of offering costs).

The Partnership pays to holders of the Series D Preferred Units a cumulative, quarterly cash distribution in arrears at an annual rate of 10.5%.
However, the Partnership may elect to pay the quarterly distrihutions for the first eight consecutive quarters following issuance, in the
Partnership's sole discretion, in cash, common units (at a discount of 4% discount to the ten days trading volume weighted average price
ending on the distribution declaration date) or a combination of cash and common units (at the same discount), and thereafter, the distributions
will be paid in cash. The Series D Preferred Units have a liquidation value of $25.00 per unit plus an amount equal to any accrued but unpaid
distributions to the date fixed for payment. The Series D Preferred Units have no mandatory redemption date, but they are redeemable at the
Partnership’s option after June 29, 2021 for a 10% premium to the liquidation value and for a 5% premium to the liquidation value any time
after June 29, 2022. The Series D Preferred Units are exchangeable into common units of the Partnership at the option of the holder at any
time after June 29, 2021, based on the greater of the ten days trading volume weighted average price at the time of the notice of exchange
or $4.00. A change of control event involving the purchase of at least 90% of the Partnership's commen units would resuit in the Series D
Preferred Units being redeemable for cash. The change of control premium to the liquidation preference on the redemption is initially 25%
until June 29, 2017, scaling down five percentage points per anniversary thereof to five from June 29, 2021. Cther change of control events
may resuit in the holders of the Series D Preferred Units retaining their interest in the Series D Preferred Units, receiving from the surviving
corporation a mirror security to the Series D Preferred Units or the Series D Preferred Units being redeemed for cash and/or common units.
The Series D Preferred Units rank senior to ail common units, pari passu with the Series A, B and C-1 Preferred Units and junior with respect
to any senior securities, with respect to distribution rights and liquidation preference. The holders of Series D Preferred Units generally only
have voting rights in proposed transactions that would result in a change of control, the creation or issuance of any senior securities and the
issuance of any parity securities if distributions payable on any of the Partnership's Preferred Units are in arrears. The Partnership has filed
a registration statement with respect to the Series D Preferred Units and the common units issuable upon exercise of the Warrants, which
was declared effective August 31, 2016 and has agreed to use commercially reasonable efforts to cause a registration statement with respect
to the common units underlying the Series D Preferred Units to be declared effective within 60 days prior to June 29, 2021. In addition, the
Partnership has agreed to pay liquidated damages in the event it fails to do so; however, this is not considered probable of occurring.

The Partnership issued warrants which allow the holders tc acquire up to 4,500,000 common units for a price of $4.55 per common unit and
2,250,000 common units for a price of $6.05 per common unit (the Warrants). The Warrants have a seven-year term and are exercisable any
time after six months foliowing their issuance date. The Warrants will be net settled in either cash or common units at the Partnership's option.
In the event of a change in control in which the Partnership is not the surviving entity, the Partnership will use commercially reasonable efforts
to deliver or cause to he delivered one or more warrants in the surviving entity that has substantially similar rights, preferences and privileges
as the Series D Preferred Units. The FPartnership filed a registration statement with respect to the common units issuable upon exercise of
the Warrants and to be declared effective by the six months anniversary of the issuance date of the Warrants, which was declared effective
August 31, 2016.

Net cash proceeds of approximately $97.2 million (which is net of approximately $2.8 million of issuance costs), were allocated on a relative
fair value basis to the Series D Preferred Units {approximately $83.5 million), to the $4.55 Warrants (approximately $9.5 million) and to the
$6.05 Warrants (approximately $4.3 million). The Warrants qualify as freestanding financial instruments and are accounted for separately
from the Series D Preferred Units. The Series D Preferred Units are presented as temporary equity as they are not mandatorily redeemable
and the prospect of a forced redemption paid with cash due to a change of control eventis not presently probable. The Warrants are recorded
as permanent equity in the Partnership's consolidated balance sheets with 6,750,000 Warrants outstanding at December 31, 2016 (December
31, 2015 - nil). The $16.5 million difference between the amount of net proceeds allocated to the Series D Preferred Units based on relative
fair values and the redemption value of the Series D Preferred Units is subject to periodic accretion over the five-year period until they become
redeemable. As a result, for year ended December 31, 2016, $1.7 million was accounted for as a charge to the limited partners - common
units and the general partner.
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Net Income Per Common Unit

Year ended
December 31, December 31, December 31,
2016 2015 2014
$ $ $

Limited partners' interest in net income (12,952) 31,205 (19,380}
Preferred units - periodic accretion (1,644) — —
Additional consideration for induced conversion of Series C Preferred

Units (36,961) — —
Deemed contribution on exchange of Series C Preferred Units 20,231 — —
Limited partners' interest in net income for basic net income per

common unit (31,326) 31,205 (19,380)
Weighted average number of common units 124,747 207 98 507732 86,212,290
Dilutive effect of unit based compensation — 94,680 —
Common units and common unit equivalents 124,747,207 98,602,412 86,212,290
Limited partner's interest in net income per common unit
- basic (0.25) 032 (0.22)
- dituted {0.25) 0.32 (0.22)

Limited partners’ interest in net income per common unit — basic is determined by dividing net income, after deducting the amount of net
income attributable to the non-controlling interests, the general partner’s interest and the distributions on the Series A. B, C. C-1 and D
Preferred Units, the periodic accretion of the Series D Preferred Units, the Inducement Premium and the Exchange Contribution, by the
weighted-average number of common units outstanding during the period. The distributions payable and paid on the preferred units for the
year ended December 31, 2016 were $45.8 million (2015 - $28.6 million, 2014 - $10.9 million).

The computation of limited partners’ interestin net income per common unit - diluted assumes the issuance of common units for all potentially
dilutive securities, consisting of restricted units (see note 17), the Warrants and Series C, G-1 and D Preferred Units. Consequently. the net
income attributable to limited partners’ interest is exclusive of any distributions on the Series C, C-1 and D Preferred Units, the periodic
accretion of the Series D Preferred Units, the Inducement Premium and the Exchange Contribution. In addition, the weighted average number
of common units cutstanding has been increased assuming exercise of the restricted units and Warrants using the treasury stock method
and assuming the Series C, C-1 and D are converted to common units using the if-converted method. The computation of limited partners’
interest in net income per common unit - diluted does not assume the issuance of common units pursuant to the restricted units, Warrants
and Series C, C-1 and D Preferred Units if the effect would be anti-dilutive. In periods where a loss is attributable to common unitholders, all
restricted units, Warrants, the Series C, C-1 and D Preferred Units are anti-dilutive,

Therefore, for the year ended December 31, 2016, 40.6 million common unit equivalent Series C, C-1 and D Preferred Units and 7.1 million
restricted units and common unit equivalent Warrants, respectively, were excluded from the computation of limited partners’ interest in net
income per common unit - diluted, as their effect was anti-dilutive. For the years ended December 31, 2015 and December 31, 2014, 5.1
million Series C Preferred Units and 0.1 million restricted units, respectively, were excluded from the computation of limited partners' interest
in net income per unit - diluted, as their effect was anti-dilutive.

The general partner's and common unitholders’ interests in net income are calculated as if all net income was distributed according to the
terms of the Partnership’s partnership agreement, regardless of whether those earnings would or could be distributed. The partnership
agreement does not provide for the distribution of net income; rather, it provides for the distribution of available cash, which is a contractually
defined term that generally means all cash on hand atthe end of each quarter less, among other things, the amount of cash reserves established
by the general partner's board of directors to provide for the proper conduct of the Partnership’s business including reserves for maintenance
and replacement capital expenditure, anticipated capital requirements and any accumulated distributions on, or redemptions of, the Series A
Preferred Units, Series B Preferred Units, Series C-1 Preferred Units and Series D Preferred Units. Unlike available cash, net income is
affected by non-cash items such as depreciation and amortization, unrealized gains and losses on derivative instruments and unrealized
foreign currency translation gains and losses.

Pursuant to the partnership agreement, allocations to partners are made on a quarterly basis.
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Public and Private Offerings of Common Units

The following tabie summarizes the issuances of common units over the three years ending December 31, 2016:

Teekay
Number of Gross Net Corporation’s
. Common . Proceeds ®  Proceeds Ownership
Offering Units Offering After the
Date Type Issued Price (in millions of U.S. Dollars) Offering"" Use of Proceeds
' o General partnership
During 2014 CoP 213,350 g 78 7.6 tip purpcses
For general partnership
purposes, which
included funding vessel
conversion projects and
finance newbuilding
UMS and towage
November 2014 Private 6704888 $ 26.10 178.6 178.5 27.26% vessels.
) i General partnership
During 2015 COP 211,077 386 3.5 ’ purposes
Partially finance the
acquisition of the Knarr
July 2015 Private 14,402,304 § 20.83 306.1 306.1 37.06% companies.
) I General partnership
During 2016 COP 5,525,310 i 31.8 31.0 " purposes
For general partnership
purpeses, which
included funding
existing newbuitding
installiments and capital
June 2016 Private 21,978,022 § 455 102.0 99.5 29.28%  conversion projects.
During 2016 PIK 4,658,624 o 05 05 @ v
Series C o 0 i
June 2016 Conversion 8,323,809 v 09 0.7 ™ v

Q)

(ii)
(i)
(iv)
v}

(vi)

including the General Partner’s 2% proportionate capital contribution.
including Teekay Corporation's indirect 2% general partner interest.

in May 2013, the Partnership implemented a continu cus offering program (or COP), under which the Partnership may issue new common units, representing
limited partner interests, at market prices from time to time up to a maximum aggregate amount of $1G0 million.

in June 2016, the Partnership implemented a replacement $100 million COP.

Common units issued or issuable as a payment-in-kind for the distributions on the Partnership's Series C-1 and D Preferred Units and on the Partnership's
commen units and general partner interest held by subsidiaries of Teekay Corporation and payment-in-kind for interest on a subordinated promissory note
to Teekay Corporation (see note 11j). In June 2016, the Partnership agreed with Teekay Corporation that, until the Partnership's Norwegian Xroner bonds
maturing in 2018 have been repaid, all distributions te be paid by the Partnership to Teekay Corporation or its affiliates, inciuding the Partnership's general
partner, related to common and preferred units held by Teekay Corporation or its affiliates (other than with respect to incentive distribution rights) will be
paid in the form of common units.

in June 2018, the Partnership and the holders of the Series C Preferred Units exchanged approximately 1.9 million of the Series C Preferred Units for
approximately 8.3 million common units of the Partnership. The number of common units issued consists of the approximately 1.9 million common units
that wouid have been issuable under the original conversion terms of the Series C Preferred Units plus an additionat approximately 6.4 million common
units to induce the exchange (the inducement Premium).

Unit Based Compensation

During the year ended December 31, 2016, a total of 76,084 common units, with an aggregate vaiue of $0.3 million, were granted and issued
to the non-management directors of the general partner as part of their annual compensation for 2016.

The Partnership grants restricted unit-based compensation awards as incentive-based compensation to certain employees of Teekay
Corporation’s subsidiaries that provide services to the Partnership. During March 2016, 2015 and 2014, the Partnership granted restricted
unit-based compensation awards with respect to 601,368, 102,834 and 67,569 units, respectively, with aggregate grant date fair values of
$2.4 million, $2.1 million and $2.1 million, respectively for 2016, 2015 and 2014, based on the Partnership’s closing unit price on the grant
dates. Each restricted unit is equal in value to one of the Parthership’s common units. Each award represents the specified number of the
Partnership’s common units pius reinvested distributions from the grant date to the vesting date. The awards vest equally over three years
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from the grant date. Any portion of an award that is not vested on the date of a recipient’s termination of service is canceled, unless their
termination arises as a result of the recipient's retirement and, in this case, the award will continue to vest in accordance with the vesting
schedule. Upon vesting. the awards are paid to each grantee in the form of common units or cash.

During the year ended December 31, 2016, restricted unit-hased awards with respect tc a total of 76,637 common units with a fair value of
$2.0 million, hased on the Partnership’s closing unit price on the grant date, vested and the amount paid tc the grantees was made by issuing
25,286 common units and by paying $0.2 million in cash.

During the year ended December 31, 2015, restricted unit-based awards with respect te a total of 48,488 common units with a fair value of
$1.5 million, hased on the Partnership's closing unit price on the grant date, vested and the amount paid tc the grantees was made by issuing
12,612 common units and by paying $0.5 million in cash.

During the year ended December 31, 2014, restricted unit-based awards with respect tc a total of 20,988 common units with a fair value of
$0.6 million, hased on the Partnership's closing unit price on the grant date, vested and the amount paid tc the grantees was made by issuing
6,584 common units and by paying $0.3 million in cash.

The Partnership recorded unit-based compensation expense of $1.9 million, $0.9million and $1.9million, during the years ended December 31,
2016, 2015 and 2014, respectively, in general and administrative expenses in the Partnership's consolidated statements of income.

As of December 31, 2016 and December 31, 2015, liabilities relating to cash settled restricted unit-based compensation awards of $1.1 million
and $0.4 million, respectively, were recorded in accrued liabilities on the Partnership’s consolidated balance sheets. As at December 31, 2016,
the Partnership had $1.6 million of non-vested awards not yet recognized, which the Partnership expects to recognize over a weighted average
period of 1.2 years.

18. Acquisitions
a) Acquisition of ALP Maritime Services B.V.

On March 14, 2014, the Partnership acquired 100% of the shares of ALP. Concurrently with this fransaction, the Partnership and ALF entered
into an agreement with Niigata Shipbuilding & Repair of Japan for the construction of four state-of-the-art SX-157 Ulstein Design ultra-long
distance towing and anchor handling vessel newbuildings (see note 14b).

The Partnership acquired ALP for a purchase price of $2.6 million, which was paid in cash, and also entered into an arrangement to pay
additional compensation to three former shareholders of ALP if certain requirements are satisfied. This contingent compensation consists of
$2.4 million, which is payable upon the delivery and emplioyment of ALP’s four newbuildings and a further amount of up to $2.6 million, which
is payable if ALP’s annual operating results from 2017 to 2021 meet certain targets. The Partnership has the option to pay up to 50% of this
compensation through the issuance of common units of the Partnership. Each of the contingent compensation amounts are payable only if
thethree shareholders are employed by ALP at the time perfermance conditions are met. Forthe year ended December 31, 2016, compensation
cost was $0.7 million and was recorded in general and administrative expenses in the Parinership's consclidated statements of income
(December 31,2015- $C.7 million, December 31,2014-$0.5 million). The Partnership alscincurrad a$1.0 million fee to a third party associated
with the acquisition of ALP in 2014 and a $1.6 million business development fee to Teekay Corporation in 2014 (see note 11i) for assistance
with the acquisition, which have been recognized in general and administrative expenses during 2014.

The acquisition of ALP was accounted for using the purchase method of accounting, based upon finalized estimates of fair value.

The following table summarizes the finalized fair values of the ALP assets acquired and liabilities assumed by the Partnership on the acquisition
date.

(in thousands of U.S. Dollars) As at March 14, 2014
A

ASSETS

Cash and cash equivalents 294
Other current assets 404
Advances on newbuilding contracts 164
Cther assets - long-term 395
Goodwill {towage segment) 2,032
Total assets acquired 3,289
LIABILITIES

Current liabilities 387
Cther long-term liabilities 286
Total liabilities assumed 873
Net assets acquired 2,616
Consideration 2,616

F-35

02.11.2020 kI 18:14 Brgnngysundregistrene Side 151 av 175



- Brgnngysundregistrene Arsregnskap regnskapséaret 2016 for 994034405

TEEKAY OFFSHORE PARTNERS L.P. AND SUBSIDIARIES
NOTES TC THE CONSOLIDATED FINANCIAL STATEMENTS
(all tabular amounts stated in thousands of U.S. Dollars, except unit and per unit data or unless otherwise indicated)

The goodwill recognized in connection with the ALP acquisition is attributable primarily to the assembled workforce of ALP, including their
experience, skills and abilities. Operating results of ALP are reflected in the Partnership’s financial statements commencing March 14, 2014,
the effective date of the acquisition. For the year ended December 31, 2014, the Partnership recognized $0.5 million of revenue and $2.3
million of net foss resulting from this acquisition. The following table shows summarized consolidated pro forma financial information for the
Partnership for the year ended December 31, 2014, giving effect to the Partnership’s acquisition of ALP as if it had taken place on January

1.2014:
(in thousands of U.S. Dolfars, except per tnit data) Pro Forma Year Ended
December 31, 2014

Revenues 1,019,674
Net income from continuing operations 17,495
Limited partners' interest in net income from continuing operations per common unit:

- Basic (0.23)

- Diluted (0.23)

b) Acquisition of Logitel Offshore Holding AS

OnAugust 11, 2014, the Partnership acquired 100% of the cutstanding shares of Logitel. The purchase price for the shares of Logitel consisted
of $4.0 million in cash paid at closing and a potential additional cash amount of $27.6 million, subject to reductions of some or all of this

potential additional amount if certain performance criteria were not met, primarily relating to the construction of the three UMS ordered (see
note 4a).

Prior to the acquisition, Logitel secured a three-year fixed-rate charter contract with Petrobras in Brazil for the first UMS, the Arendal Spirit,
which delivered in February 2015 and commenced its contract with Petrobras in June 2015. During 2016, the Partnership canceled the UMS
construction contracts for its two remaining UMS newbuildings (see notes 4a and 14c).

The acquisition of Logitel was accounted for using the acquisition method of accounting, based upon finalized estimates of fair value.

The foliowing table summarizes the preliminary and final valuations of the Logitel assets and liabilities on the acquisition date. The estimates
of fair values of the Logitel assets acquired and liabilities assumed hy the Partnership were finalized during the second quarter of 2015,

(in thousands of U.S. Dollars) Preliminary . i
Valuation Final Valuation
August$11, 2014 Adjustsments August$11, 2014
ASSETS
Cash and cash equivalents 8.089 — 8,089
Prepaid expenses 640 — 640
Advances on newbuilding contracts 46,809 (2,239) 44,570
Intangible assets — 1,000 1,000
Total assets acquired 55,538 (1,239} 54,299
LIABILITIES
Accrued liabilities 4,098 — 4,098
Long-term debt 26,270 1,330 27,600
Total liabilities assumed 30,368 1,330 31,698
Net assets acquired 25170 (2,569) 22,601
Cash consideration 4,000 — 4,000
Contingent consideration 21,170 (2,569) 18,601

Operating results of Logitel are reflected in the Partnership’s financial statements commencing August 11, 2014, the effective date of acquisition.
For the year ended December 31, 2014, the Partnership recognized $nil revenue and $1 million of net loss resulting from this acquisition.
The foliowing table shows summarized consolidated pro forma financial information for the Partnership for the year ended December 31,
2014, giving effect to the Partnership’s acquisition of Logitel as if it had taken place on January 1, 2014:
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(in thousands of U.5. Dollars, except per unit data) Pro Forma Year Ended
December 31, 2014
Revenues 1,019,538
Net income from continuing operations 16,717
Limited partners' interest in net income from continuing operations per common unit:
- Basic (0.24)
- Diluted (0.24)

19. (Write-down) and Gain (Loss) on Sale of Vessels, Conventional Tankers Dispositions and Discontinued Operations

(Write-down) and Gain (Loss) on Sale of Vessels

In 20186, the Partnership sold a 1992-built shuttle tanker, the Navion Torinita, for net proceeds of $5.0 million, which was the approximate
carrying value of the vessel at the time of sale, and sold a 1995-built shuttle tanker. the Navion Europa, for net proceeds of $14.4 million, for
which the Partnership recorded a gain on sale of $6.8 million in the Partnership's shuttle tanker segment, in a 67%-owned subsidiary of the
Partnership. The gain on sale of $6.8 million recorded includes both the Partnership's interest and the non-controfling interest. The Navion
Torinita had previously heen written down to its estimated fair value, using an appraised value as a result of the expected sale of the vessel
and the vessel was classified as held for sale on the Partnership's consolidated balance sheet as at December 31, 2015, The Partnership's
consolidated statement of income for the year ended December 31, 2015 includes a $1.7 million write-down related to this vessel. The write-
down is included in the Partnership’s shuttle tanker segment.

During the fourth quarter of 2016, the carrying value of the Navion Marita was written down to its estimated fair value, using an appraised
value, as a result of fewer opportunities to trade the vessel in the conventional tanker market. The Partnership’s consolidated statement of
income for the year ended December 31, 2016, includes a $2.1 million write-down related to this vessel. The write-down is included in the
Partnership’s shuttle tanker segment. In 2016, the carrying value of one of the Partherships FSC units, the Navion Saga, was written down
1o its estimated fair value, using an appraised value, as a result of the expected sale of the unit and the unit was classified as held for sale
on the Partnership’s consolidated balance sheet as at December 31, 2016. The Partnership’s consolidated statement of income for the year
ended December 31, 2016, includes a $1.0 million write-down related to this FSO unit. The write-down is included in the Partnership's FSO
segment. In 2016, the Partnership canceled the UMS construction contracts for its two UMS newbuildings. As a result, the carrying values of
these two UMS newbuildings were written down to $nil. The Partnership's consclidated statements for the year ended December 31, 2016
includes a $43.7 million write-down related to these two UMS newbuildings (see notes 4and 14c). Thewrite-down isincluded in the Partnership's
UMS segment.

In 2015, the carrying values of two of the Partnership’'s 2000s-built conventional tankers and seven of the Parthership’s 1990s-built shuttle
tankers were written down to their estimated fair value, using appraised values. The write-down of the two conventional tankers was the result
of the expected sale of the vessels and the vessels were classified as held for sale on the Partnership’s consolidated balance sheet as at
December 31, 2015 (see helow). The Partnership's consolidated statement ofincome for the year ended December 31, 2015, includes a $3.9
million write-down related to these two conventional tankers. The write-down is included in the Partnership’s conventional tanker segment.
Of the seven shuttle tankers, during the first quarter of 2015, one shuttle tanker was written down as a result of the expected sale of the vessel
and the vessel was classified as held for sale on the Partnership's consolidated balance sheet as at December 31, 2015. An additional shuttle
tanker was written down during the first quarter of 2015 as a resuit of a change in the operating plan of the vessel. In the fourth quarter of
2015, the write-down of five shuttle tankers, which have an average age of 17.5 years, was the result of changes in our expectations of their
future opportunities, primarily due to their advanced age. The Partnership’s consolidated statement ofincome for the year ended December 31,
2015, includes total write-downs of $66.7 million related to these seven shuttle tankers. The write-downs are included in the Partnership’s
shuttle tanker segment. in 2015, the Partnership sold a 1997-built shuttie tanker, the Navion Svenita, for net proceeds of $8.6 million. The
Partnership's consolidated statement of income for the year ended December 31, 2015 includes a $1.6 million gain related to the sale of this
vessel. The gain on sale is included in the Partnership's shuttie tanker segment.

In 2014, the carrying value of one of the Partnership's 1990s-built shuttie tankers was written down to its estimated fair value, using an
appraised value. The write-down was the result of the vessel charter contract expiring in early-2015. The Partnership’'s consolidated statement
of income for the year ended December 31, 2014, includes a $4.8 million write-down related to this vessel. The write-down is included in the
Partnership’s shuttle tanker segment. In the fourth quarter of 2014, the Partnership sold a 1295-built shuttle tanker, the Navion Norvegia, to
a joint venture between the Partnership and a joint venture partner (see note 20). The Partnership’s consclidated statement of income for the
year ended December 31, 2014, includes a $3.1 million gain related to the sale of this vessel. The gain on sale of vessel is included in the
Partnership’s shuttle tanker segment.

Conventional Tankers Dispositions

In March 2018, the time-charter contract with a subsidiary of Teekay Corporation for a 2004-built conventional tanker, the Kilimanjarc Spitit,
was terminated by the Partnership. The Partnership concurrently received an early termination fee of $4.0 million from Teekay Corporation.
Immediately following the charter termination, the Partnership sold the Kifimanjaro Spirit for net proceeds of $26.7 million and also sold a
2003-huilt conventional tanker, the Fuji Spirit, for net proceeds of $23.7 million, which were the approximate carrying values of the vessels at
the time of sale. The two vessels were classified as held for sale on the Partnership’s consolidated balance sheet as at December 31, 2015.
As part of the sale of these vessels, the Partnership is in-chartering these vessels for a period of 3 years each, both with an additional 1-year
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extension option. One vessel is fixed on a two-year time-charter-out contract which commenced during the second quarter of 2016, and the
other vessel is currently trading in the spot conventional tanker market.

In December 2015, bareboat and time-charter contracts with a subsidiary of Teekay Corporation for the SPT Explorer, Navigator Spirit and
Fuji Spirif were terminated by the Partnership. The Partnership concurrently paid total net charter termination fees to Teekay Corporation of
$1.8 million. Immediately following the charter terminations, the Partnership sold its 100% interest in SPT Explorer L.L.C. and Navigator Spirit
L.L.C., which own the SPT Explorer and the Navigator Spirit conventional tankers, respectively, to Teekay Tankers Ltd., a company under
common control. for net proceeds of $38.0 million, consisting of $80.0 million for the vessels and $8.6 million for working capital less $49.6
million for assumption of long-term debt. The $14.3 million excess of the purchase price over the Partnership’s carrying value of SPT Explorer
L.L.C. and Navigator Spirit L.L.C. was accounted for as an equity contribution in the Partnership's consclidated statement of changes in total
equity.

The following table summarizes the pretax profit and components thereof for the SPT Explorer, Navigator Spirit, Fuji Spirit and Kilimanjaro
Spirit for the periods presented in the consolidated statements of income, while these vessels were owned hy the Partnership:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2016 2015 2014
Revenues 8,020 30,230 33,566
Voyage expenses (435) (2,326) (5,373)
Vessel operating expenses (1,340) (6,234) (5,906)
Depreciation and amortization — (6,683) (6,680}
General and administrative M (11 (8)
Income from vessel operations 6,254 15,076 15,599
Interest expense (142) (1,007) (902)
Foreigh currency exchange loss 4 (7 (6}
Other expense - net — — &)}
Net income before income tax expense 6,108 14,062 14,687

20. Investment in Equity Accounted Joint Ventures and Advances to Joint Venture

In Octoher 2014, the Partnership sold a 1995-built shuttle tanker, the Navion Norvegia, to OOG-TK Libra GmbH & Co KG (or Libra Joint
venture), a 50/50 joint venture with OCG. The vessel is committed to a new FPSO unit conversion for the Libra field. The FPSO unit is
scheduled to commence operationsin mid-2017 (see note 14d). In conjunction with the conversion project, in late-2015, the Libra Joint Venture
entered into a ten-year plus construction period loan facility providing total borrowings of up to $804 million, of which $537 million was drawn
as of December 31, 2016. The interest payments of the loan facility are based on LIBOR, plus margins which range between 2.50% to 2.65%.
The final payment under the loan facility is due October 2027. The Partnership and OQOG have severally guaranteed to the banks their 50%
shares of the equity contributions scheduled to fund the conversion project, and have jointly guaranteed any unexpected equity requirements.
In addition, the Libra Joint Venture entered into ten-year interest rate swap agreements to economically hedge expected interest payments
on the loan facility from 2017 to 2027, with an aggregate notional amount of $301 million which amortizes quarterly over the term of the interest
rate swap agreements. These interest rate swap agreements exchange the receipt of LIBOR-based interest for the payment of a fixed rate
of 2.49%. These interest rate swap agreements have been designated as qualifying cash fiow hedging instruments for accounting purposes.
During 2016, as a result of certain defauits on interest payments by an OOG affiliate which OOG had guaranteed, the Libra Joint Venture
was required to obtain cross default waivers from the lenders of the construction period loan facility. The current waiver is due to expire on
June 16, 2017. Although the Libra Joint Venture expects tc obtain further cross default waivers from the facility lenders, a failure to do so
could adversely affect its ability to fund and complete the Libra FPSC conversion (see note 14d).

In June 2013, the Partnership acquired Teekay Corporation’'s 50% interest in QOG-TKP FFSC GmbH & Co KG, a joint venture with OCG,
which owns the itajai FPSC unit. Included in the joint venture is an eight-year loan facility, which as at December 31, 2016 had an outstanding
balance of $198 million. The interest payments of the loan facility are hased on LIBOR, plus margins which range between 2.15% and 2.45%.
The final payment under the loan facility is due October 2021. The Partnership has guaranteed its 50% share of the loan facility. in addition,
the joint venture entered into ten-year interest rate swap agreements with an aggregate nctional amount of $88 miliicn as at December 31,
2016, which amortizes semi-annually over the term of the interest rate swap agreements. These interest rate swap agreements exchange
the receipt of LIBOR-based interest for the payment of a fixed rate of 2.63%. These interest rate swap agreements are not designated as
qualifying cash flow hedging instruments for accounting purposes. As at December 31, 2014, the Partnership advanced $5.2 million to the
joint venture, which was repaid during 2015.

As at December 31, 2016 and 2015, the Partnership had total investments of $141.8 miliion and $77.6 million, respectively, in joint ventures.
No indicators of impairment existed at December 31, 2016 and 2015.

The following table presents aggregated summarized financial information assuming a 100% ownership interest in the Partnership's equity
methodinvestments. The resultsinciuded are for the /tajai FPSO joint venture from June 2013 and the Libra Joint Venture from October 2014.

F-38

02.11.2020 kI 18:14 Brgnngysundregistrene Side 154 av 175



- Brgnngysundregistrene Arsregnskap regnskapséaret 2016 for 994034405

TEEKAY OFFSHORE PARTNERS L.P. AND SUBSIDIARIES
NOTES TC THE CONSOLIDATED FINANCIAL STATEMENTS
(all tabular amounts stated in thousands of U.S. Dollars, except unit and per unit data or unless otherwise indicated)

Cash and cash equivalents

Other assets - current

Vessels and equipment and conversion costs
Other assets - hon-current

Current portion of long-term debt

Other liabilities - current

Long-term debt

Other liabilities - non-current

Revenues

Income from vessel operations

Realized and unrealized (losses) gains on derivative instruments
Net income

F-39

2018
$

80,999
42,380

1,608
35,866

As at December 31,

2016 2015
$ $
48 561 17,212
17,172 18,846
1,001,337 589,731
10,128 5,385
105,736 28,889
40,015 18,514
807,588 390,219
29,795 34,978
Year ended December 31,
2015 2014
$ §
82,831 82,845
37,351 35273
(13,214) (6,6586)
15,344 20,682
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Exhibit 8.1
LIST OF SUBSIDIARIES
The following is a list of Teekay Offshore Partners L.P’s subsidiaries as at December 31, 2016:
State or Jurisdiction Proportion of
Name of Subsidiary of Incorporation Ownership Interest
ALP Ace B.V. Netherlands 100.0%
ALP Centre B.V. Netherlands 100.0%
ALP Defender B.V. Netherlands 100.0%
ALP Forward B.V. Netherlands 100.0%
ALP Guard B.V. Netherlands 100.0%
ALP Ippon B.V. Netherlands 100.0%
ALP Keeper B.V. Netherlands 100.0%
ALP Maritime Contractors B.V. Netherlands 100.0%
ALP Maritime Group B.V. Netherlands 100.0%
ALP Maritime Holding B.V. Netherlands 100.0%
ALP Maritime Services BV. Netherlands 100.0%
ALP Ocean Towage Holding B.V. Netherlands 100.0%
ALP Striker B.V. Netherlands 100.0%
ALP Sweeper B.V. Netherlands 100.0%
ALP Winger B.V. Netherlands 100.0%
Amundsen Spirit L.L.C. Marshall Islands 100.0%
Apollo Spirit L.L.C. Marshall Islands 100.0%
Bossa Nova Spirit L.L.C. Marshall Islands 100.0%
Clipper L.L.C. Marshall Islands 100.0%
Dampier Spirit L.L.C. Marshall Islands 100.0%
Gina Krog L.L.C. Marshall Islands 100.0%
Gina Krog Offshore Pte. Ltd. Singapore 100.0%
Knarr L.L.C. Marshall Islands 100.0%
Lambada Spirit L.L.C. Marshall Islands 100.0%
Logitel Offshore Holding AS Norway 100.0%
Logitel Offshore Holdings Pte. Ltd. Singapore 100.0%
Logitel Offshore L.L.C. Marshall Islands 100.0%
Logitel Offshore Norway AS Norway 100.0%
Logitel Offshore Pte. Ltd. Singapore 100.0%
Logitel Offshore Rig | L.L.C. Marshall Islands 100.0%
Logitel Offshore Rig | Pte. Ltd. Singapore 100.0%
Logitel Offshore Rig il L.L.C. Marshall Islands 100.0%
Logitel Offshore Rig il Pte. Ltd. Singapore 100.0%
Logitel Offshore Rig Il L.L.C. Marshall Islands 100.0%
Logitel Offshore Rig IV L.L.C. Marshall Islands 100.0%
Nansen Spirt L.L.C. Marshall Islands 100.0%
Navion Bergen AS Norway 100.0%
Navion Bergen L.L.C. Marshall Islands 100.0%
Navion Gothenburg AS Norway 100.0%
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Navion Offshore Loading AS Norway 100.0%
Norsk Teekay AS Norway 100.0%
Norsk Teekay Holdings Ltd. Marshall Islands 100.0%
Pattani Spirit L.L.C. Marshall Islands 100.0%
Peary Spirit L.L.C. Marshall Islands 100.0%
Petrojari | L.L.C. Marshall Islands 100.0%
Petrojari | Production AS Norway 100.0%
Piranema L.L.C. Marshall Islands 100.0%
Piranema Production AS Norway 100.0%
Samba Spirit L.L.C. Marshall Islands 100.0%
Scott Spirit L.L.C. Marshall Islands 100.0%
Sertanejo Spirit L.L.C. Marshall Islands 100.0%
Siri Holdings L.L.C. Marshall Islands 100.0%
Teekay (Atlantic) Chartering ULC Canada 100.0%
Teekay (Atlantic) Management ULC Canada 100.0%
Teekay Al Rayyan L.L.C. Marshall Islands 100.0%
Teekay Australia Offshore Holdings Pty Ltd. Australia 100.0%
Teekay Australia Offshore Pty Ltd. Australia 100.0%
Teekay European Holdings, S.A.R.L. Luxembourg 100.0%
Teekay FSC Finance Pty Ltd. Australia 100.0%
Teekay Grand Banks AS Norway 100.0%
Teekay Grand Banks Shipping AS Norway 100.0%
Teekay Hiload L.L.C. Marshall Islands 100.0%
Teekay Knarr AS Norway 100.0%
Teekay Navion Offshore Loading Pte. Ltd. Singapore 100.0%
Teekay Netherlands European Holdings B.V. Netherlands 100.0%
Teekay Nordic Holdings Inc. Marshall Islands 100.0%
Teekay Norway AS Norway 100.0%
Teekay Norway HiLoad AS Norway 100.0%
Teekay Offshore Australia Trust Australia 100.0%
Teekay Offshore Chartering L.L.C. Marshall Islands 100.0%
Teekay Offshore European Holdings Cooperatief U.A. Netherlands 100.0%
Teekay Offshore Finance Corp. Marshall Islands 100.0%
Teekay Offshore Group Ltd. Marshall Islands 100.0%
Teekay Offshore Holdings L.L.C. Marshall Islands 100.0%
Teekay Offshore Operating GP L.L.C. Marshall Islands 100.0%
Teekay Offshore Operating Holdings L.L.C. Marshall Islands 100.0%
Teekay Offshore Operating L.P. Marshall Islands 100.0%
Teekay Offshore Operating Pte. Ltd. Singapore 100.0%
Teekay Petrojarl | Servicos de Petroleo Ltda. Brazil 100.0%
Teekay Petrojarl Offshore Siri AS Norway 100.0%
Teekay Petrojarl Producao Petrolifera Do Brasil Ltda. Brazil 100.0%
Teekay Piranema Servicios de Pefroleo Ltda. Brazil 100.0%
Teekay Shipping Fartners Holding AS Norway 100.0%
Teekay Shuttle Tanker Finance L.L.C. Marshall Islands 100.0%
Teekay Voyageur Production Ltd. United Kingdom 100.0%
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Tiro Sidon Heldings L.L.C.

Tiro Sidon L.L.C.

Tiro Sidon UK L.L.P.

TPO Siri L.L.C.

Ugland Nordic Shipping AS

Varg L.L.C.

Varg Production AS

Voyageur L.L.C.

K8 Apollo Spirit

Partrederiet Teekay Shipping Partners DA
Navion Gothenburg L.L.C.

Nordic Rio L.L.C.

Partrederiet Stena Ugland Shuttie Tankers | DA
Partrederiet Stena Ugland Shuttie Tankers I} DA
Partrederiet Stena Ugland Shuttie Tankers [il DA
Stena Spirit L.L.C.

Marshall Islands
Marshall Islands
United Kingdom
Marshall Islands
Norway
Marshall Islands
Norway
Marshall Islands
Norway
Norway
Marshall Islands
Marshall Islands
Norway
Norway
Norway
Isle of Man

100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
89.0%
66.7%
50.0%
50.0%
50.0%
50.0%
50.0%
50.0%
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EXHIBIT 121
CERTIFICATION
I, Ingvild Seether, certify that:
1. | have reviewed this Annual Report on Form 20-F of Teekay Offshore Partners L.P. (the "Registrant™);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of cperations and cash flows ofthe Registrantas of, and for, the pericds presented
in this report;

4. The registrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e}) and internal control over financial reporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f}) for the Registrant and have:

a. Designed such disclosure controis and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that materiai information relating to the Registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

h. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

¢. Evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d. Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred during the
period covered by the annual reportthathas materiaity affected, orisreasonably likely tomaterially affect, the Registrant’s
internal control over financial reporting.

5. The Registrant's other certifying officer and | have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the Registrant's auditors and the audit committee of the hoard of directors of the Registrant's general partner (or
persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the Registrant’s ability to record, process, summarize and report financial
information; and

h. Any fraud, whether or not material, that involves management or other empioyees who have a significant role in the
Registrant's interal control over financial reporting.

Dated: April 12, 2017
By: fs/Ingviid Seether

Ingvild Sesther

President and Chief Executive Cfficer, Teekay Offshore
Group Ltd.
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EXHIBIT 12.2
CERTIFICATION

|, David Wong, certify that:
1. | have reviewed this Annual Report on Form 20-F of Teekay Offshore Partners L.P. (the "Registrant™);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of cperations and cash flows ofthe Registrantas of, and for, the pericds presented
in this report;

4. The Registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e}) and internal control over financial reporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f}) for the Registrant and have:

a. Designed such disclosure controis and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that materiai information relating to the Registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

h. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

¢. Evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d. Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred during the
period covered by the Registrant’s annual report that has materially affected, or is reasonably likely to materially affect,
the Registrant's internal control over financial reporting.

5. The Registrant's other certifying officer and | have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the Registrant's auditors and the audit committee of the hoard of directors of the Registrant's general partner (or
persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the Registrant’s ability to record, process, summarize and report financial
information; and

h. Any fraud, whether or not material, that involves management or other empioyees who have a significant role in the
Registrant's interal control over financial reporting.

Dated: April 12, 2017 By: /s/ David Wong

David Wong
Chief Financial Officer, Teekay Cffshore Group
Ltd.
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EXHIBIT 13.1

CERTIFICATION PURSUANT TO
18 U.5.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Teekay Offshore Partners L.P. (the “Partnership”) on Form 20-F for the year ended December
31, 2016 as filed with the Securities and Exchange Commission on the date hereof (the “Form 20-F”}, the undersigned, who is carrying
out the functions of Chief Executive Officer for the Partnership pursuant to a Services Agreement, dated February 1, 2017, among the
Partnership, Teekay Offshore Holdings L.L.C. and Teekay Offshore Group Ltd., hereby certifies, pursuant to 18 U.S.C. §1350, as adopted
pursuant to §906 of the Sarbanes-Oxley Act of 2002, that, to her knowledge:

(1) The Form 20-F fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.5.C.
78m or 780{d}); and

(2) Theinformation contained in the Form 20-F fairly presents, in all material respects, the financial condition and results of operations
of the Partnership.

Dated: April 12, 2017 By: /sf Ingviid Seether
ingvild Seether

President and Chief Executive Officer, Teekay Cffshore
Group Ltd.
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EXHIBIT 13.2

CERTIFICATION PURSUANT TO
18 U.5.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Teekay Offshore Partners L.P. (the “Partnership”) on Form 20-F for the year ended December
31, 2016 as filed with the Securities and Exchange Commission on the date hereof (the “Form 20-F”}, the undersigned, who is carrying
out the functions of Chief Financial Officer for the Partnership pursuant to a Services Agreement, dated February 1, 2017, among the
Partnership, Teekay Offshore Holdings L.L.C. and Teekay Offshore Group Ltd., hereby certifies, pursuant to 18 U.S.C. §1350, as adopted
pursuant to §906 of the Sarbanes-Oxley Act of 2002, that, to his knowledge:

(1) The Form 20-F fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.5.C.

78m or 780{d}); and
(2) Theinformation contained in the Form 20-F fairly presents, in all material respects, the financial condition and results of operations
of the Partnership.

Dated: April 12, 2017 By: /s/ David Wong
David Wong
Chief Financial Officer, Teekay Cffshore Group Ltd.
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EXHIBIT 15.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the Registration Statement (No. 333-147682) on Form S-8 and Registration
Statements (Nos. 333-175685, 333-178620, 333-183225, 333-188393, 333-188543, 333-193301, 333-196098, 333-197053,
333-206461, 333-212782 and 333-213229) on Form F-3 of Teekay Offshore Partners L.P. (the “Partnership™) of:

«  ourreports dated April 12, 2017, with respect to the consolidated balance sheets of the Partnership as of December 31, 2016
and 2015, and the related consclidated statements of income, comprehensive income, cash flows and changes in total equity
for each of the years in the three - year period ended December 31, 2016 and the effectiveness of internal control over financial
reporting as of December 31. 2016, and

«  ourreport dated April 12, 2017, with respect to the consolidated balance sheets of OOG-TKP FPSO GmbH & Co KG and
subsidiaries as of December 31, 2016 and 2015, and the related consolidated statements of income, cash tflows and partners’
equity for each of the years in the three-year period ended December 31, 2016,

which reports appear i the December 31, 2016 Annual Report on Form 20-F of Teekay Offshore Partners L. P.

fs/ KPMG LLP

Chartered Professional Accountants
Vancouver, Canada

April 12,2017
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Exhibit 15.2

CONSOLIDATED FINANCIAL STATEMENTS OF OOG TKP FPSO GmbH 8 Co KG

02.11.2020 kI 18:14 Brgnngysundregistrene Side 164 av 175



Brgnngysundregistrene Arsregnskap regnskapséaret 2016 for 994034405

INDEPENDENT AUDITORS’ REPORT

00G TKP FPSC GmbH & Co KG:
Report on the Financial Statements

We have audited the accompanying consolidated financial statements of O0OG TKP FPSO GmbH & Co KG and subsidiaries,
which comprise the consolidated balance sheets as of December 31, 2016 and 2015, and the related consolidated statements
of income, partners’ equity, and cash flows for each of the years in the three-year period ended December 31, 2016, and the
related notes to the consolidated financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consclidated financial statements in accordance
with U.S. generally accepted accounting principies; this includes the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of consclidated financial statements that are free from material misstatement,
whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based cn our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consoclidated financial
statements. The procedures selected depend on the auditors’ judgment, inciuding the assessment of the risks of material
misstatement of the consclidated financial statements, whether due to fraud or error. In making those risk assessments, the
auditer considers internal control relevant to the entity's preparation and fair presentation of the consolidated financial statements
in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the entity's internal control. Accordingly, we express no such opinion. An audit also inciudes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion

In our opinion, the consolidated financial statements referred to above present fairly in all material respects, the financial position
of OOG TKP FPSC GmbH & Co KG and subsidiaries as of December 31, 2016 and 2015, and the results of their operations and
their cash flows for each of the years in the three-year period ended December 31, 2016 in accordance with U.S. generally
accepted accounting principles.

/s/ KPMG LLP

Chartered Professional Accountants

Vancouver, Canada
April 12, 2017
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OOG TKP FPSO GmbH 8 CO KG AND SUBSIDIARIES
CONSOLIDATED STATEMENTS CF INCOME
{in thousands of U.S. Dollars)

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2016 2015 2014
$ $ $
Revenues 80,481 82.871 84,304
Vessel operating expenses (note 9b) (15,765) (20,851) (24,933)
Depreciation (note 4) (15,793) (15,872) (15,545)
Loss on sale of asset (nofe 4) - (579 -
Asset impairment (note 4} {1,351) (2,780} -
income from operations 47 572 42789 43 826
Interest expense (7,446) (7,165) (7.677)
Realized and unrealized (losses) gains on derivative instruments (nofe 7) (805) (3785} (6657)
Other (expense) income 16 (574} (449)
Net income and comprehensive income 38,337 31,265 29,043

See accompanying notes to the consolidated financial statements.

Related party transactions (note 9)
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0O0G TKP FPSO GmbH 8 CO KG AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands of U.S. Dollars)

As at As at
December 31, December 31,
2016 2015
$ $
ASSETS
Current assets
Cash and cash equivalents 17.028 14,606
Accounts receivable, including non-frade of $ 3,097 (2015 - $1,027) 10,700 8,193
Due from related parties (note 9a) 155 -
Other current assets 524 78
Total current assets 28,407 23,877
Long-term assets
Vessel and equipment (nofe 4) 327,764 340,018
QOther non-current assets 5,387 6,441
Total assets 361,558 370,336
LIABILITIES AND PARTNERS' EQUITY
Current liabilities
Accounts payable 2,689 1,579
Accrued liabilities (note 5) 2,345 2,793
Due to related parties (note 8a) 529 387
Deferred revenue — current 4183 4945
Current portion of long-term debt (note 6) 28,554 27,697
Current portion of derivative Habilities (note 7) 1,600 2,583
Total current liabilities 39,900 39,984
Long-term liabilities
Long-term debt (note 6) 167,179 194,991
Deferred revenue — long-term 16,739 20,338
Derivative liabilities (note 7) 1,806 3,656
Other long-term liahiiities 52 -
Total liabilities 225,766 259,469
Commitments and contingencies (notes 6, 7 and 8b)
Partners’ equity (nofe 8}
Capital contributions 103,357 103,357
Retained earnings 32,435 7,510
Total partners’ equity 135,792 110,867
Total liabilities and partners’ equity 361,558 370,336

See accompanying notes to the consolidated financial statements.
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OOG TKP FPSO GmbH 8 CO KG AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
{in thousands of U.S. Dollars)

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2016 2015 2014

OPERATING ACTIVITIES
Net income 39,337 31,265 29,043
Non-cash items:
Depreciation 15,793 15,872 15,545

Unrealized losses (gains) on derivative instruments {note 7) (2,742) (1,316} 819
Amortization of debt issuance costs 794 876 974
Asset impairment 1,351 2,780 -
Loss on sale of asset - 579 -
Change in operating assets and liabilities:
Accounts receivable {1,507) 1,788 2,574
Due fromito related parties {13} (2,356) (1,578}
Other current and non-current assets 608 1,018 1,974
Accounts payable 1,110 (406) (1,127)
Accrued liabilities (448) (1,424) 382
Deferred revenue {4,861) (5,256) 7,286
Long-term accounts payable 52 - -
Net operating cash flow 49,474 43,420 55,892
FINANCING ACTIVITIES
Scheduled repayments of long-term debt (27,750) (26,400} (25,050)
Repayment of loan from related party - (12,781) -
Distributions to limited partners (note 8) (14,412) (15,686) (33,607)
Net financing cash flow (42,162) (54,867) (58,657)
INVESTING ACTIVITIES
Expenditures for vessel and equipment (4,890) (2,209) (3,790)
Proceeds from saie of equipment - 985 -
Net investing cash flow {4,890) (1.224) (3.790)
Increase (decrease) in cash and cash equivalents 2,422 (12,671) (6,555)
Cash and cash equivalents, beginning of the period 14,606 27,277 33,832
Cash and cash equivalents, end of the period 17,028 14,606 27,277

Supplemental cash flow information (note 10)

See accompanying notes to the consolidated financial statements.
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0O0G TKP FPSO GmbH & CO KG AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF PARTNERS’ EQUITY
{in thousands of U.S. Dollars)

Retained Total Limited
Capital Earnings Partners’
Contributions (Deficit) Equity
$ $ $

Balance as at December 31, 2013 (unaudited) 103,357 (3.505) 99,852
Net income and comprehensive income - 29,043 29,043
Distributions (note 8} - (33,607) (33,607)
Balance as at December 31, 2014 103,357 (8.069) 95288
Net income and comprehensive income - 31,265 31,265
Distributions (note 8} - (15,686) (15.,686)
Balance as at December 31, 2015 103,357 7.510 110,867
Net income and comprehensive income - 39,337 39,337
Distributions (note 8) - (14.412) (14,412)
Balance as at December 31, 2016 103,357 32,435 135,792

See accompanying notes fo the consolidated financial statements.
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OQG TKP FPSO GmbH & CO KG AND SUBSIDIARIES
Notes to the Consclidated Financial Statements
(in thousands of USD, unless indicated otherwise)

1. Basis of Presentation and Significant Accounting Policies

The consolidated financial statements have been prepared in conformity with United States generally accepted accounting principles {or
US GAAP). These consolidated financial statements include the accounts of O0OG TKP FPSO GmbH & Co KG, which is a partnership
formed under the laws of Austria, and its whelly owned subsidiaries (collectively, the Partnership). The following is alist of the subsidiaries
of OOG TKP FPSC GmbH & Co KG:

Proportion of

Jurisdiction of Ownership
Name of Subsidiaries Incorporation Interest
OOG-TKP Producac de Petroleo Ltda. Brazil 100%
OQG-TKP Cperator Holdings Ltd. Cayman islands 100%

The FPartnership’s operations comprise of the ownership, day-to-day operation and charter of the floating, production, storage and offloading
FPSC unit Cidade de Hajai (or the FPSO Unit) to Petrobras Brasileiro S.A. for a period of nine years, renewable for up to another six years
at the option of the charterer. The FPSO unit commenced operations on February 8, 2013

OOG TKP FPSO GmbH & Co KG is owned 50% by Tiro Sidon UK LLP, a wholly-owned subsidiary of Teekay Offshore Partners L.P., and
50% by OOG Tiro & Sidon GmbH. Teekay Offshore Partners L.P. purchased its 50% interest in the Partnership on June 10, 2013.

The preparation of financial statements in conformity with US GAAP requires management to make estimates and assumptions that affect
the amounts reported in the financial statements and accompanying notes. Actual results could differ from those estimates.

The Partnership evaluated events and transactions occurring after the balance sheet date and through the day the financial statements
were available to he issued which was April 12, 2017.

Foreign currency

The consolidated financial statements are stated in U.S. Dollars and the functional currency of the Partnership is U.S. Dollars. Transactions
involving other currencies during the year are converted into U.S. Dollars using the exchange rates in effect at the time of the transactions.
At the balance sheet date, monetary assets and liabilities that are denominated in currencies other than the U.S. Dollar are translated to
reflect the year end exchange rates. Resulting gains and losses are reflected separately in the consolidated statements of income in other
(expense) income.

Operating revenues and expenses

The Partnership recognizes revenues from FPSO confracts accounted for as operating leases on a straight line basis daily over the term
of the charter as the applicable vessel operates under the charter. Lump sum amounts received by the Partnership from a charterer to
compensate the Partnership for modifications done to the FPSO Unit specifically requested by the charterer are deferred and amortized
to revenue on a straightine basis over the remaining term of the charterer. Unamortized deferred revenue is presented as deferred
revenue in the consolidated balance sheets. Receipt of incentive-based revenue is dependent upon its operating performance and such
revenue is recognized when earned by fulfiiment of the applicable performance criteria. Contingent revenue from inflation indexation is
recoghized as revenue upon resolution of the contingency. The Parthership does net recognize revenue during days that the vessel is off
hire unless the contract provides for compensation while off hire. Revenue is presented net of taxes, which consisted of $1.6 million during
2016, $1.5 million during 2015 and $2.2 million during 2014.

Vessel operating expenses include crewing, repairs and maintenance, insurance, stores, lube oils and communication expenses. Vessel
operating expenses are recognized when incurred. The costteimport the FPSQ Unitto Brazil is deferred and amortized to vessel operating
expenses on a straight-line basis over the nine-year term of the contract. The unamortized deferred costis presented in other non-current
assets on the consolidated balance sheets.

Cash and cash equivalents

The Partnership classifies all highly-liquid investments with a maturity date of three months or less when purchased as cash.

Accounts receivable and allowance for doubtful accounts

Accounts receivable are recorded at the invoiced amount and do not bear interest. The allowance for doubtful accounts is the Partnership’s
best estimate of the amount of probable credit losses in existing accounts receivable. The Partnership determines the allowance hased
on historical write-off experience and customer economic data. The Partnership reviews the allowance for doubtful accounts regularly and

past due balances are reviewed for collectahility. Account balances are charged off against the allowance when the Partnership believes
that the receivable will not be recovered.
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OQG TKP FPSO GmbH & CO KG AND SUBSIDIARIES
Notes to the Consclidated Financial Statements
(in thousands of USD, unless indicated otherwise)

Vessel and equipment

All pre-delivery costs incurred during the construction of newbuiidings, including interest, supervision and technical costs, are capitalized.
The acquisition cost and ali costs incurred to restore used vessels purchased by the Partnership to the standard required te properly
service the Partnership's customers are capitalized.

Depreciation is calculated on a straight-line basis over a vessel's estimated useful life, less an estimated residual value. With the exemption
of the anchors and mooring lines, which are depreciated using an estimated life of 18 years, depreciation is calculated using an estimated
useful life of 25 years for the FPSO Unit, from the date the vessel is delivered from the shipyard.

Vessel capital modifications include the addition of new equipment or can encompass various modifications to the vessel which are aimed
atimproving or increasing the operational efficiency and functionality of the asset. This type of expenditure is amortized over the estimated
useful life of the modification. Expenditures covering recurring routine repairs and maintenance are expensed as incurred.

Vessels and equipment are assessed for impairment when events or circumstances indicate the carrying amount of the asset may not be
recoverable. Ifthe asset’s net carrying value exceeds the net undiscounted cash flows expected to be generated over its remaining useful
life, the carrying amount of the asset is reduced to its estimated fair value. Estimated fair value is determined based on discounted cash
flows or appraised values.

Debt issuance costs

Debt issuance costs, including fees, commissions and fegal expenses, relating to bank loan facilities are deferred and presented as a
reduction to long-term debt. Debt issuance costs are amortized using the effective interest rate method over the term of the relevant ican.
Amortization of deferred debt issuance costs are included in interest expense in the consolidated statements of income.

Derivative instruments

All derivative instruments are initially recorded at fair value as either assets or liabilities in the accompanying consolidated balance sheets
and subsequently remeasured to fair value, regardless of the purpose or intent for holding the derivative. The method of recognizing the
resulting gain or loss is dependent on whether the derivative contract is designed to hedge a specific risk and also qualifies for hedge
accounting. The Partnership does not apply hedge accounting to its derivative instruments.

For derivative financial instruments that are not designated or that do not qualify as accounting hedges under Financial Accounting
Standards Board (or FASB) Accounting Standards Codification (or ASC) 815, Derivatives and Hedging, the changes in the fair value of
the derivative financial instruments are recognized in earnings. Gains and losses from the Partnhership’s non-designated interest rate
swaps are recorded in realized and unrealized (fosses) gains on derivative instruments in the consclidated statements of income.

2.  Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board {or FASB)issued Accounting Standards Update 2014-09, Revenue from Contracts
with Customers, (of ASU 2014-09). ASU 2014-09 will require an entity to recognize revenue when it fransfers promised goods or services
to customers inan amount that reflects the consideration to which the entity expects to be entitied in exchange for those goods or services.
This update creates a five-step model that requires entities to exercise judgment when considering the terms of the contract(s) which
include {i) identifying the contract(s) with the customer. (i} identifying the separate performance obligations in the contract, (iii) determining
the transaction price, (iv) allocating the fransaction price to the separate performance obiigations, and (v) recognizing revenue as each
performance obligation is satisfied. ASU 2014-09 is effective for the Partnership January 1, 2018 and shall be applied, at the Partnership’s
option, retrospectively to each period presented or as a cumulative-effect adjustment as of the date of adoption. The Partnership’s only
significant source of revenue that will he accounted for pursuant to ASU 2014-09 is its non-ease portion of FPSO contracts. Based on
the Partnership's preliminary assessment of ASU 2014-09, when applied to the Partnership's FFSO contract, no significantimpact on the
accounting for the non-lease portion of FPSO contracts is expected.

In February 2016, the FASB issued Accounting Standards Update 2016-02, Leases {or ASU 20716-02). ASU 2016-02 establishes a right-
of-use model that requires a lessee to record aright of use asset and a lease liability on the halance sheet for all leases with terms [onger
than 12 months. Leases will be classified as either finance or operating, with classification affecting the pattern of expense recognition in
the income statement. The Partnership expects to adopt ASU 2016-02 on January 1. 2018. A modified retrospective transition approach
is required for lessees for capital and operating leases existing at, or entered into after, the beginning of the earliest comparative period
presented in the financial statements, with certain practical expedients available. The Partnership's lessor-related leasing activities consist
of the |lease portion of FPSO contracts. However, ASU 2016-02 does not make extensive changes to lessor accounting. Based on the
Partnership’s preliminary assessment of ASU 2016-02 ne significant impact on the accounting for its lessorrelated leasing activities is
expected. The Partnership isin the process of validating aspects ofits preliminary assessment of ASU 2016-02, determining the transitional
impact and completing other items required for the adopticn

of ASU 2016-02.

In June 2016, the FASB issued Accounting Standards Update 2016-13, Financial Instruments - Credif Losses. Measurement of Credit
Losses on Financial Instruments (or ASU 2016-13). ASU 2016-13 replaces the incurred loss impairment methodology with a methodology
that reflects expected credit losses and requires consideration of a broader range of reasonable and supportable information to inform

8
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OQG TKP FPSO GmbH & CO KG AND SUBSIDIARIES
Notes to the Consclidated Financial Statements
(in thousands of USD, unless indicated otherwise)

creditioss estimates. This update is effective for the Partnership January 1, 2020, with a modified-retrospective approach. The Partnership
is currently evaluating the effect of adopting this new guidance.

3. Fair Value Measurements
The following methods and assumptions were used to estimate the fair value of each class of financial instrument:

Cashand cash equivalents - The fair value of the Partnership's cash and cash equivalents approximate their carrying amounts reported
in the accompanying consolidated balance sheets.

Long-term debt — The fair values of the Partnership’s variable-rate long-term debt are estimated using discounted cash flow analyses,
based on rates currently availabie for debt with similar terms and remaining maturities and the current credit worthiness of the Partnership.

Derivative instruments — The fair value of the Partnership’s derivative instruments is the estimated amount that the Partnership would
receive or pay to terminate the agreements at the reporting date, taking into account current interest rates and the current credit worthiness
of both the Partnership and the derivative counterparties. The estimated amountis the present value of future cash flows. The Partnership
transacts all of its derivative instruments through investment-grade rated financial institutions at the time of the transaction and requires
no collateral from these institutions. Given the current volatility in the credit markets, it is reasonably possible that the amount recorded
as a derivative liability could vary by a material amount in the near term.

The Partnership categorizes its fair value estimates using a fair value hierarchy hased on the inputs used to measure fair value. The fair
value hierarchy has three levels based on the reliability of the inputs used to determine fair value as follows:

Level 1. Chservahle inputs such as quoted prices in active markets;

Level 2. Inputs, other than the quoted prices in active markets, that are observable either directly or indirectly; and

Level 3. Unobservable inputs in which there is little or no market data, which require the reporting entity to develop its own
assumptions.

The following table includes the estimated fair value and carrying value of those assets and liabilities that are measured at fair value on
a recurring basis, as well as the estimated fair value of the Partnership’s financial instruments that are not accounted for at fair value on
a recurring basis:

December 31, 2016 December 31, 2015
Fair Value Carrying Fair Carrying Fair
Hierarchy Amount Value Amount Value
Level Asset Asset Asset Asset
(Liabifity) {Liability) {Liability) (Liability)
Recurring:
Cash and cash equivalents Level 1 17,028 17,028 14,606 14,606
Derivative instruments (note 7)
Interest rate swap agreements Level 2 (4.126) (4.126) (7.317) (7.317)
Other:
Long-term debt (note 6} Level 2 {195,733) (197.060) (222.688) (225,965)
4. Vessel and Equipment
9
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Accumulated

Cost Depreciation Net Book Value
$ $ $
Balance, December 31, 2014 386,365 (28,340) 358,025
Additions 2,209 - 2,209
Disposition (1} (1,731) 167 (1.564)
Impairment (2) (3,147) 367 (2,780)
Depreciation - (15,872) (15.872)
Balance, December 31, 2015 383,696 (43,678) 340,018
Additions 4,890 - 4,800
Impairment (2) (1,572) 221 (1,351)
Depreciation - (15,793) (15,793)
Balance, December 31, 2016 387,014 (59,250) 327,764

(1) During 2015, the Company sold a fire water pump for proceeds of $1.C million.
(2) The Company wrote-off a damaged turbine in both 2015 and 20186.

5. Accrued Liabilities

December 31, 2016 December 31, 2015

$ $
Interest 1.716 1,551
Interest rate swaps (see note 7} 629 1,078
Other - 164
2,345 2,793

6. Long-Term Debt

December 31, 2016 December 31, 2015

$ $
U.8. Dollar denominated debt due through October 2021 198,000 225,750
Less debtissuance costs (2.267) (3,062)
Total debt 195,733 222,688
Less current portion 28,554 27 697
Long-term portion 167,179 184 991

As at December 31, 2016, the Partnership had one loan facility, which reduces over time with semi-annual payments and matures in
October 2021. As of December 31, 2016, the remaining semi-annual payments range from $14.3 million to $17.6 million and there is a
$54.0 million bullet amount owing upon maturity of the facility in October 2021. This loan is collateralized by a first-pricrity mortgage on
the FPSO Unit, together with other related security.

Interest payments on the loan facility are based on LIBOR plus a margin. At December 31, 2016 and 2015, the margin was 2.15%. The
margin increases to 2.45% on the fifth anniversary of the commencement of the existing charter contract, which occurs in 2018. The
effective interest rate on the Partnership’s loan facility as at December 31, 2016 was 2.7% (2.7% - December 31, 2015). This rate does
not include the effect of the Parthership’s interest rate swaps (see note 7).

The aggregate annual long-term debt principal repayments required to he made subsequent to December 31, 2016 are $29.3 million
(2017), $30.6 million (2018). $32.3 miilion (2019), $34.4 million (2020) and $71.6 million (thereafter).

If the Partnership is unable to repay debt under this loan facility, the lenders could seek to foreclose on this asset. The Partnership’s loan
facility requires the Partnership maintain debt service coverage ratio for each of the two prior six-month pericds of greater than 1.1to 1.0.
As at December 31, 2016 the Partnership was in compliance with all covenants of this loan facility.

7. Derivative Instruments

The Partnership uses derivatives to manage certain risks in accordance with its overall risk management policies. The Parthership enters
into interest rate swaps, which exchange a receipt of floating interest for a payment of fixed interest to reduce the Partnership’s exposure

10
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to interest rate variability on its outstanding floating-rate debt. The Partnership has not designated, for accounting purposes, its interest
rate swaps as cash flow hedges of its U.S. Dollar LIBOR denominated borrowings. As at December 31, 2016, the Partnership was committed
to the following interest rate swap agreements:

Fair Value /
Carrying Weighted-
Amount of Average Fixed
Interest Noticnal Assets Remaining Interest
Rate Amount (Liability) Term Rate
Index $ $ {years) (%)
U.S. Dollar-denominated interest rate swaps ' LIBOR 176,890 (4,126) 46 2.63

(1) Excludes the margin the Partnership pays on its variable-rate debt, which as at December 31, 2016 was 2.15%.
{2) Notional amount reduces semi-annually in amounts ranging from $12.1 million to $15.7 million.

Tabular disclosure

The following table presents the location and fair value amounts of the Partnership’s interest rate swaps on the Partnership’s balance

sheets.
Current
Portion of
Accrued Derivative Derivative
Liabilities Liakilities Liahilities Total
$ $ $ $

December 31, 2016 629 1,600 1,896 4,125
December 31, 2015 1,078 2,583 3,656 7317

Realized and unrealized (losses} gains of interest rate swaps that are not designated for accounting purposes as cash flow hedges, are
recognized in earnings and reported in realized and unrealized (losses) gains on derivative instruments in the consclidated statements
of income. The effect of the (losses) gains on these interest rate swap agreements on the consolidated statements of income for the
periods presented below are as follows:

Year Ended Year Ended Year Ended

December 31, December 31, December 31,
2016 2015 2014
$ $ $
Realized losses (3,547) {5,101) (5,838}
Unrealized (losses) gains 2,742 1,316 819y
Total realized and unrealized (losses) gains on derivative instruments {805) {3,785) (6,657}

The Partnership is exposed to credit loss in the event of non-performance by the six counterparties of the interest rate swaps, all of which
are financial institutions. In order to minimize counterparty risk. the Partnership only enters into derivative transactions with counterparties
that are rated A- or hetter by Standard & Poor’s or A3 or better by Moody’s at the time of the transactions. in addition, to the extent possible
and practical, interest rate swaps are entered into with different counterparties to reduce concentration risk.

8. Partners Equity

OOG TKP FPSO GmgH & Co KG, a limited partnership, was formed in June 2011. Tiro Sidon UK LLF and OOG Tiro & Sidon GmbH are
the Partnership’s Limited Partners, with each having a 50% share of the limited partner interests. The Partnership’s General Partner is
OOQG-TKP FPSO GmbH. The Partnership’s Limited Partners alsc have a 50% interest in the General Partner. Tiro Sidon UK LLP is a
wholly-owned subsidiary of Teekay Offshore Partners L.P. Teekay Corporation (or Teekay) is the ultimate parent company of both Teekay
Offshore Partners L.P. and Tiro Sidon UK LLP. Odebrecht Oleo E Gas S.A. {or OOG) is the ultimate parent company of OOG Tiro & Sidon
GmbH.

The partnership interest of each Limited Fartner is equal to the proportion of each Limited Partner's capital contributions. The General
Partner neither participates in the profits nor losses or assets of the Partnership. However, the General Partner receives an amount equal
to 10% of its registered share capital as compensation for managing and representing the partnership. The Limited Partners are expressly
exciuded from managing or representing the Partnership.
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The registered capital of the Partnership is two thousand euros. During June 2014 and October 2014, the Partnership dectared distributions
of $14.8 miliion and $18.8 million, respectively, to the Partnership’s Limited Partners. During October 2015, the Partnership declared and
paid a distribution of $15.7 million to the Partnership's Limited Partners. During April and October 2016, the Partnership declared and
paid distributions of $7.0 millicn and $7.4 million, respectively, to the Partnership’s Limited Partners.

9. Related Party Transactions

a. Theamounts due to and from related parties are non-interest bearing, unsecured and have no fixed repayment terms. Balances with
related parties are as follows:

December 31, 2016 December 31, 2015
Assets Liabilities Assets Liabilities

$ $ $ $
OOG-TKP Oil Services Ltd. (1) 155 285 - 210
Odebrecht Oleo E Gas S.A. - 145 - 167
Teekay Petrojar! Producao Petrdiifera Do Brasil Ltda. (2) - M - 10
OOG-TKP FPSO GmbH - 78 - -
155 529 - 387

(1) Ajcintly owned company of wholly-owned subsidiaries of Teekay Offshore Partners L.P. and Odebrecht Cleo E Gas S.A.
(2) Awhoily-owned subsidiary of Teekay Offshore Partners L.P.

b. The Partnership has entered into a vessel maintenance agreement, services agreement, parthership agreement and secondment
agreements with subsidiaries of Teekay and OOG. or entities jointly controlled by Teekay and COG. Pursuant to such agreements,
these entities incur certain costs to operate the FPSO Unit and manage the business of the Partnership and charge such costs tc
the Partnership either at a fixed fee or at cost plus a reasonable markup. These services are measured at the exchange adjustment
amount between the parties. For the periods indicated, these amounts were as follows:

Year Ended Year Ended Year ended
December 31, December 31, December 31,
2018 2015 2014
$ $ $

Vessel operating expenses - OOG-TKP Oil Services Ltd. 1,807 2,488 4,755
Vessel operating expenses - Odebrecht Oleo E Gas S.A. 1,261 1,208 2,488
Vessel operating expenses - Teekay Petrojarl Producao
Petrolifera Do Brasil Ltda. 166 143 394
Vessel operating expenses - OOG-TKP FPSC GmbH 78 75 85

10. Supplemental Cash Flow Information

Cash paid for interest on loeng-term debt during the years ended December 31, 2016, 2015 and 2014 totaled $6.4 million, $5.3
million and $6.8 million, respectively.

11. Operating Lease

As at December 31, 2016, the minimum scheduled future amounts in the next five years to be received by the Partnership for the
lease and non-iease elements under the existing charter for the FPSO Unit is approximately $76.2 million (2017), $76.2 million
(2018), $76.2 million (2019), $76.4 million (2020) and $76.2 million {2021}.

Minimum scheduledfuture amounts receivable underthe charter do notinclude revenue generated from unexercised option periods
as of December 31, 2016, variable or contingent revenues and the amortization of deferred revenue received in periods prior to
2017. Therefore, the minimum scheduled future amounts should not be construed to reflect total charter hire revenues for any of
the years. In addition, the minimum scheduled future amounts to be received do not reflect estimated off-hire time. Actual off-hire
time may vary given unscheduled future events such as vessel maintenance. Furthermore, the non-lease element of the existing
charter is denominated in Brazilian Real. As such, actual amounts received measured in US dollars will depend upon the prevailing
currency exchange rate between the Brazilian Real and the US doliar.
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