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FORWARD-LOOKING STATEMENTS

Euroseas Ltd., or the Company, desires to take advantage of the safe harbor provisions of the Private Securities
Litigation Reform Act of 1995 and is including this cautionary statement in connection with this safe harbor
legislation. This annual report contains forward-looking statements. These forward-looking statements include
information about possible or assumed future results of our operations or our performance. Words such as "expects,"
"intends," "plans," "believes," "anticipates," "estimates," and variations of such words and similar expressions are
intended to identify the forward-looking statements. Although we believe that the expectations reflected in such
forward-looking statements are reasonable, no assurance can be given that such expectations will prove to have been
correct. These statements involve known and unknown risks and are based upon a number of assumptions and
estimates which 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-looking statements.
Forward-looking statements include, but are not limited to, statements regarding:

non "non

e our future operating or financial results;

e future, pending or recent acquisitions, joint ventures, business strategy, areas of possible expansion, and expected
capital spending or operating expenses;

edrybulk and container shipping industry trends, including charter rates and factors affecting vessel supply and
demand,;

e our financial condition and liquidity, including our ability to obtain additional financing in the future to fund capital
expenditures, acquisitions and other general corporate activities;

e availability of crew, number of off-hire days, drydocking requirements and insurance costs;
e our expectations about the availability of vessels to purchase or the useful lives of our vessels;
®our expectations relating to dividend payments and our ability to make such payments;

eour ability to leverage to our advantage our manager's relationships and reputations in the drybulk and container
shipping industry;

echanges in seaborne and other transportation patterns;

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

epotential liability from future litigation;

¢ global and regional political conditions;

e acts of terrorism and other hostilities, including piracy; and

sother factors discussed in the section titled "Risk Factors."

WE UNDERTAKE NO OBLIGATION TO PUBLICLY UPDATE OR REVISE ANY FORWARD-LOOKING
STATEMENTS CONTAINED IN THIS ANNUAL REPORT, EXCEPT AS REQUIRED BY LAW, OR THE

DOCUMENTS TO WHICH WE REFER YOU IN THIS ANNUAL REPORT, TO REFLECT ANY CHANGE IN
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OUR EXPECTATIONS WITH RESPECT TO SUCH STATEMENTS OR ANY CHANGE IN EVENTS,
CONDITIONS OR CIRCUMSTANCES ON WHICH ANY STATEMENT IS BASED.
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PART 1

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

Item 2. Offer Statistics and Expected Timetable

Not Applicable.

Item 3. Key Information

nn nn

Please note: Throughout this report, all references to "we," "our," "us" and the "Company" refer to Euroseas Ltd. and
its subsidiaries. We use the term deadweight ton, or dwt, in describing the size of vessels. Dwt, expressed in metric
tons, each of which is equivalent to 1,000 kilograms, refers to the maximum weight of cargo and supplies that a vessel
can carry. We use the term twenty-foot equivalent unit, or teu, in describing the size of our containerships and
multipurpose vessel in addition to dwt. Teu, expressed in number of containers, refers to the maximum number of
twenty-foot long containers that can be placed on board. Unless otherwise indicated, all references to "dollars" and "$"
in this report are to, and amounts are presented in, U.S. dollars.

A.Selected Financial Data
SELECTED CONSOLIDATED FINANCIAL DATA

The following information sets forth selected historical financial data for Euroseas. We derived this information from
our audited financial statements for the years ended December 31, 2009, 2010 and 2011 included in this annual report.
The information is only a summary and should be read in conjunction with our historical financial statements and
related notes, and our Management's Discussion and Analysis of Financial Condition and Results of Operations
contained elsewhere herein. The historical financial and other fleet data presented for the years ended December 31,
2007 and 2008, as well as balance sheet data as of December 31, 2007, 2008 and 2009, have been derived from
audited financial statements not included in this Annual Report and are provided for comparison purposes. The
historical results included below and elsewhere in this annual report are not indicative of our future performance.

See next page for table of Euroseas Ltd. — Summary of Selected Historical Financials.




Income Statement Data

Voyage revenues

Related party revenue
Commissions

Net revenue

Voyage expenses

Vessel operating expenses
Drydocking expenses (4)

Vessel depreciation (1)
Management fees

Other general and administration
expenses

Impairment loss

Net gain (loss) on sale of vessels
Other operating income
Operating income / (loss)
Interest and other financing costs
Interest income

Equity loss in joint venture
Other (loss) / income

Net income / (loss)

Balance Sheet Data

Current assets

Vessels, net

Deferred assets and other long term

assets
Investment in joint venture
Total assets

Current liabilities including current

portion of long term debt

Long term debt, including current
portion

Total liabilities

Common shares outstanding
Share capital

Total shareholders' equity
Other Financial Data

Net cash provided by operating
activities

Net cash provided by / (used in)
investing activities

Net cash provided by / (used in)
financing activities
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Euroseas Ltd. — Summary of Selected Historical Financials

2007
86,104,365

(4,024,032 )
82,080,333
(897,463
(17,240,132
(5,770,007
(16,423,092
(3,669,137

— N N N

(2,656,176 )
3,440,681
38,865,007
(4,850,239 )
2,357,633

90,920
36,463,321

118,307,463
238,248,984

9,419,852
365,976,299
35,182,511
81,590,000
99,400,483
30,261,113
907,834
266,575,816
48,958,771
(146,671,991)

199,057,433

Year Ended December 31,

2008 2009 2010
132,243,918 66,215,669 54,422,489
(5,940,460 ) (2.433.776 ) (1,944,473 )
126,303,458 63,781,893 52,478,016
(3,092,323 ) (1,510,551 ) (1,596,569 )
(27,521,194 ) (23,763,480) (21,507,192)
(6,129,257 ) (1,912.474 ) (6,537,733 )
(28,284,752 ) (19,092,384) (17,979,750)
(5,387,415 ) (5,074,297 ) (4,892,006 )
(4,057,736 ) (3,640,534 ) (3,026,941 )
(25,113,364 ) - -

- (8,959,321 ) -

- - 2,352,946
26,717,417 22,429 (709,229 )
(2,930,737 ) (1,437,637 ) (1,498,216 )
3,168,501 1,123,317 538,820

- - (538,833 )
(5,464,271 ) (15,335,613) (4,398,392 )
21,490,910 (15,627,504 ) (6,605,850 )
92,538,220 58,933,240 46,404,826
231,963,606 257,270,824 255,412,434
8,716,960 7,214,230 5,399,374

- - 14,461,167
333.218,786 323,418,294 321,677,801
21,417,515 30,443,552 25,214,542
56,015,000 71,515,000 88,385,000
76,387,354 91,965,031 102,982,809
30,575,611 30,849,711 31,002,211
917,269 925,492 930,067
256,831,432 231,453,263 218,694,992
74,283,741 7,837,660 12,748,989
(46,145,503 ) (45,598,765) (29,206,844 )
(58,422,367 ) 4,894,463 9,746,824

2011

64,129,511
240,000
(2,972,967 )
61,396,544
(777,902 )
(26,249,339 )
(3,148,111 )
(18,348,556 )
(5,810,095 )

(2,986,507 )

735,707
4,811,741
(2,191,235 )
248,892
(2,415 )
(1,750,994 )
1,115,989

38,877,587
237,063,878

5,747,951
14,458,752
296,148,168
21,101,011
74,913,000
84,226,420
31,167,211
935,017
211,921,748
17,317,673
1,896,435

(22,282,763 )
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Euroseas Ltd. — Summary of Selected Historical Financials (continued)

Earnings / (loss) per share, basic 1.69 0.71 (0.51 ) (0.21 ) 0.04

Earnings / (loss) per share, diluted 1.68 0.70 (0.51 ) (0.21 ) 0.04

Dividends declared 20,278,538 34,664,699 10,779,609 6,848,536 8,457,722

Cash dividends / return of capital, declared

per common share 1.00 1.13 0.35 0.22 0.27

Weighted average number of shares

outstanding during period, basic 21,566,619 30,437,107 30,648,991 30,900,122 31,054,197

Weighted average number of shares

outstanding during period, diluted 21,644,920 30,505,476 30,648,991 30,900,122 31,104,692
2007 2008 2009 2010 2011

Other Fleet Data (2)

Number of vessels 11.48 15.61 16.30 15.53 16.00

Calendar days 4,190 5,714 5,949 5,669 5,840

Available days 3,980 5,563 4,983 4,953 5,700

Voyage days 3,969 5,451 4,724 4,914 5,497

Utilization Rate (percent) 99.7 % 98.0 % 94.8 % 99.2 % 96.4 %

(In U.S. dollars per day per vessel)

Average TCE rate (3) 21,468 23,695 13,698 11,201 11,525

Vessel Operating Expenses 4,115 4,816 3,979 3,794 4,495

Management Fees 875 943 853 863 995

G&A Expenses 634 710 612 534 511

Total Operating Expenses excluding

drydocking expenses 5,624 6,469 5,444 5,191 6,001

Drydocking expenses 1,377 1,073 321 1,153 539

(1) In November 2008, the estimated useful life of the containerships and multipurpose vessels was increased from 25
years to 30 years in line with industry practice and in consideration of the intended use of such vessels. In addition, the
estimated scrap value of the vessels was reduced from $300 to $250 per light ton to better reflect market price
developments in the scrap metal market. The effect of these changes was to reduce 2008 depreciation expenses by
$0.8 million or $0.03 per share and increase 2008 net income by the same amount. In addition, these changes
decreased net loss for year ended December 31, 2009 by $6.4 million, or $0.21 per share and for the years ended
December 31, 2010 and 2011 by $5.0 million, or $0.16 per share.

(2) For the definition of calendar days, available days, voyage days and utilization rate see Item 5A-Operating Results.

(3) Time charter equivalent rate, or TCE rate, is determined by dividing voyage revenues less voyage expenses or time
charter equivalent revenue, or TCE revenues, by the number of voyage days during the relevant time period. TCE
revenues, a non-GAAP measure, provides additional meaningful information in conjunction with shipping revenues,
the most directly comparable GAAP measure, because it assists Company management in making decisions regarding
the deployment and use of its vessels and in evaluating the Company's financial performance. TCE revenues and TCE
rate are also standard shipping industry performance measures used primarily to compare period-to-period changes in
a shipping company's performance despite changes in the mix of charter types (i.e., spot charters, time charters and
bareboat charters) under which the vessels may be employed between the periods (see also Item 5A-Operating
Results).
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(4) Beginning with the first quarter of 2009, the Company changed its accounting policy of drydocking costs from the
deferral method, under which the Company amortized drydocking costs over the estimated period of benefit between
drydockings, to the direct expense method, under which the Company expenses all drydocking costs as incurred. The
Company believes that the direct expense method is preferable as it eliminates the significant amount of time and
subjectivity involved in determining which costs and activities related to drydocking qualify for the deferral
method. The Company reflected this change as a change in accounting principle from an accepted accounting
principle to a preferable accounting principle in accordance with guidance relating to Accounting Changes and Error
Corrections. The accounting guidance has been applied retrospectively to all periods presented.

12
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Reconciliation of TCE revenues as reflected in the consolidated statement of operations and calculation of TCE rate
follow:

2007 2008 2009 2010 2011

(In U.S. dollars, except for voyage days and TCE rates which are expressed in U.S. dollars per day)
Voyage revenues 86,104,365 132,243918 66,215,669 54,422,489 64,129,511
Loss of hire insurance income (1) - - - 2,214,179
Voyage expenses (897,463 ) (3,092,323 ) (1,510,551) (1,596,569) (777,902 )
Time Charter Equivalent or TCE
Revenues 85,206,902 129,151,595 64,705,118 55,040,099 63,351,609
Voyage days(1) 3,969 5,451 4,724 4,914 5,497
Average TCE rate(1) 21,468 23,695 13,698 11,201 11,525

(1) Average TCE calculation for 2010 takes into account loss of hire insurance receipts for the period our vessel
"Eleni P" was hijacked and held off the coast of Somalia. The loss of hire receipts are not included in "Voyage
revenues" but rather in "Operating expenses" in the "Consolidated statement of operations". The period of hijacking
(about 214 days) is included in "Voyage days".

B. Capitalization and Indebtedness

Not Applicable.

C. Reasons for the Offer and Use of Proceeds
Not Applicable.

D. Risk Factors

Any investment in our stock involves a high degree of risk. You should consider carefully the following factors, as
well as the other information set forth in this annual report, before making an investment in our common stock. Some
of the following risks relate principally to the industry in which we operate and our business in general. Other risks
relate to the securities market for, and ownership of, our common stock. Any of the described risks could significantly
and negatively affect our business, financial condition, operating results and common stock price. The following risk
factors describe the material risks that are presently known to us.

13
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Industry Risk Factors

The cyclical nature of the shipping industry may lead to volatile changes in freight rates, which may reduce our
revenues and net income.

We are an independent shipping company that operates in the drybulk, container and multipurpose shipping industry.
Our profitability is dependent upon the freight rates we are able to charge. The supply of, and demand for, shipping
capacity strongly influences freight rates. The demand for shipping capacity is determined primarily by the demand
for the type of commodities carried and the distance that those commodities must be moved by sea. The demand for
commodities is affected by, among other things, world and regional economic and political conditions (including
developments in international trade, fluctuations in industrial and agricultural production and armed conflicts),
environmental concerns, weather patterns, and changes in seaborne and other transportation costs. The size of the
existing fleet in a particular market, the number of new vessel deliveries, the scrapping of older vessels and the
number of vessels out of active service (i.e., laid-up, drydocked, awaiting repairs or otherwise not available for hire),
determines the supply of shipping capacity, which is measured by the amount of suitable tonnage available to carry
cargo. The cyclical nature of the shipping industry may lead to volatile changes in freight rates, which may reduce our
revenues and net income.

In addition to the prevailing and anticipated freight rates, factors that affect the rate of newbuilding, scrapping and
laying-up include newbuilding prices, secondhand vessel values in relation to scrap prices, costs of bunkers and other
operating costs, costs associated with classification society surveys, normal maintenance and insurance coverage, the
efficiency and age profile of the existing fleet in the market and government and industry regulation of maritime
transportation practices, particularly environmental protection laws and regulations. These factors influencing the
supply of and demand for shipping capacity are outside of our control, and we may not be able to correctly assess the
nature, timing and degree of changes in industry conditions. Some of these factors may have a negative impact on our
revenues and net income.

Our future profitability will be dependent on the level of charter rates in the international drybulk and container
shipping industry.

Charter rates for the international drybulk shipping industry reached record highs during 2007 and during the first
eight months of 2008; however, in September 2008, drybulk charter rates fell dramatically as a result of the worldwide
credit crunch and financial crisis. The Baltic Dry Index, or BDI, declined from a high of 11,793 in May 2008 to a low
of 663 in December 2008, which represents a decline of 94%. During 2009, the BDI increased from a low of 772 in
January 2009 to a high of 4,661 in November 2009. In 2010, the BDI increased from 3,140 in January 2010 to a high
of 4,209 in May 2010 and subsequently decreased to a low of 1,700 in July 2010. During 2011, BDI ranged from a
minimum of 1,043 to a maximum of 2,173 and closed the year at 1,738 as of December 31, 2011. During 2012, the
BDI has further decreased to a low of 647 on February 6, 2012, the lowest point since August 28, 1986, and recovered
to about 1,137 as of April 25, 2012. The decline and volatility in dry bulk charter rates is due to various factors,
including the lack of trade financing for purchases of commodities carried by sea, which may result in a significant
decline in cargo shipments (e.g. late 2008 and early 2009), trade disruptions caused by natural disasters (e.g. 2010),
and increased newbuilding deliveries, especially in the Capesize segment. There is no certainty that the dry bulk
charter market will experience any recovery over the next months and the market could decline from its current level,
especially, given the large number of scheduled newbuilding deliveries.

Containership rates also dropped precipitously during the fourth quarter of 2008. Containership rates declined to
historically low levels and stayed at such levels for all of 2009. During the first quarter of 2010, rates for medium and
large size containerships (i.e. vessels larger than 3,000 teu) started recovering and approached pre-crisis levels,
followed by a recovery of rates for smaller containerships, a class size that includes all of our containerships, though
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that recovery was limited and rates for smaller containerships did not approach pre-crisis levels. Containership rate
recovery has continued until November 2010 when rates experienced about a 10% decline by December 2010. They
resumed their growth in January 2011 reaching a plateau in April and registering a 3-5% decline in the first half of
May 2011. As of December 31, 2011, containership rates decreased by approximately 26% when compared to
December 31, 2010 and have further decreased by about 4% compared to the end of last year as of April 25, 2012.

Rates in drybulk or containership markets are influenced by the balance of demand for and supply of vessels and may
remain depressed or decline again in the future. Rates for multipurpose vessels are influenced by both drybulk and
containership market developments as multipurpose vessels can carry either drybulk or containerized cargo. Because
the factors affecting the supply and demand for vessels are outside of our control and are unpredictable, the nature,
timing, direction and degree of changes in industry conditions are unpredictable, and as a result so are the rates at
which we can charter our vessels. In addition, we may not be able to successfully charter our vessels in the future or
renew existing charters at rates sufficient to allow us to meet our obligations or to pay dividends to our shareholders.

Some of the factors that influence demand for vessel capacity include:
. supply of, and demand for, drybulk commodities and containerized cargo;

echanges in the exploration or production of energy resources, commodities, semi-finished and finished consumer
and industrial products, and the resulting changes in the international pattern of trade;

e global and regional economic and political conditions, including armed conflicts and terrorist activities;
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o embargoes and strikes;
o the location of regional and global exploration, production and manufacturing facilities;
o availability of credit to finance international trade;

ethe location of consuming regions for energy resources, commodities, semi-finished and finished consumer and
industrial products;

o the distance drybulk and containerized commodities are to be moved by sea;
o environmental and other regulatory developments;
. currency exchange rates;

echanges in global production and manufacturing distribution patterns of finished goods that utilize drybulk and
other containerized commodities;

. changes in seaborne and other transportation patterns; and

o weather and other natural phenomena.
Some of the factors that influence the supply of vessel capacity include:

o the number of newbuilding deliveries;

o the scrapping rate of older vessels;
o the price of steel and other materials;
. port and canal congestion;
. changes in environmental and other regulations that may limit the useful life of vessels;
o vessel casualties;
o the number of vessels that are out of service; and
o changes in global commodity production.

We anticipate that the future demand for our drybulk, container and multipurpose vessels and the charter rates of the
corresponding markets will be dependent upon economic recovery in the United States, Europe and Japan, among
other economies, as well as continued economic growth in China, India and the overall world economy, seasonal and
regional changes in demand and changes to the capacity of the world fleet. The capacity of the world fleet may
increase and economic growth may not continue. Adverse economic, political, social or other developments could also

have a material adverse effect on our business and results of operations.

An over-supply of drybulk carrier and containership capacity may lead to further reductions in charter hire rates and
profitability and may require us to raise additional capital in order to remain compliant with our loan covenants and

16



Edgar Filing: EUROSEAS LTD. - Form 20-F

affect our ability to pay dividends in the future.

The market supply of drybulk carriers and containerships has been increasing, and the number of both drybulk vessels
and containerships on order recently reached historic highs and remains high by historical standards. The drybulk
vessel newbuilding deliveries are expected to peak during 2012 despite a number of order cancellations and delivery
delays and continue high in 2013. The containership newbuildings are also expected to continue being delivered in
significant numbers over the next couple of years, although at a lower rate than in 2011. If the number of new ships
delivered exceeds the number of vessels being scrapped and lost, vessel capacity will increase. An over-supply of
drybulk carrier and containership capacity may result in a further reduction of charter hire rates. As reported by
industry sources, the containership fleet has increased by 7.9% during 2011 and is expected to grow by 8.1% during
2012, 10.3% during 2013 and 3.4% during 2014. For instance, given that as of April 1, 2012, as reported by industry
sources, the capacity of the fully cellular worldwide container vessel fleet was approximately 15.6 million teu with
approximately 3.9 million teu, or, about 25% of the present fleet capacity on order, the growing supply of container
vessels may exceed future demand. Similarly, as of April 1, 2012, as reported by industry sources, the capacity of the
worldwide drybulk fleet was approximately 632.3 million dwt with another 191.5 million dwt, or, about 30% of the
present fleet capacity was on order. If the supply of vessel capacity increases but the demand for vessel capacity does
not increase correspondingly, charter rates and vessel values could materially decline.
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If such a reduction occurs upon the expiration or termination of our drybulk carriers' and containerships' current
charters, such as during 2012 or 2013 when the charters of our vessels are currently scheduled to expire, we may only
be able to re-charter those drybulk carriers and containerships at reduced or unprofitable rates or we may not be able
to charter these vessels at all. Many of the containership charters we renewed or concluded during 2010 and 2011
were at unprofitable rates and were entered into because they resulted in lower losses than would have resulted had we
put the vessels in lay-up. Any inability to enter into more profitable charters may require us to raise additional capital
in order to remain compliant with our loan covenants and may also affect our ability to pay dividends in the future.

The market value of our vessels can fluctuate significantly, which may adversely affect our financial condition, cause
us to breach financial covenants, result in the incurrence of a loss upon disposal of a vessel or increase the cost of
acquiring additional vessels.

The value of our vessels may fluctuate, adversely affecting our earnings and liquidity and causing us to breach our
secured credit agreements.

The fair market values of our vessels are related to prevailing freight charter rates. While the fair market value of
vessels and the freight charter market have a very close relationship as the charter market moves from trough to peak,
the time lag between the effect of charter rates on market values of ships can vary. A decrease in the market values of
our vessels could limit the amount of funds that we can borrow or trigger certain financial covenants under our current
or future credit facilities, and we may incur a loss if we sell vessels following a decline in their market
value. Furthermore, a decrease in the market value of our vessels could require us to raise additional capital in order
to remain compliant with our loan covenants, and could result in the loss of our vessels and adversely affect our
earnings and financial condition.

The ocean-going container shipping industry is both cyclical and volatile in terms of charter hire rates and
profitability. Containership charter rates peaked in 2005 and generally stayed strong until the middle of 2008, when
the effects of the recent economic crisis began to affect the global container trade. Rates fell significantly, declining to
below the late 2001 ten-year lows. In 2010 containership charter rates improved but remained below long-term
averages, but that improvement was not sustainable and charter rates declined again in 2011. The factors affecting the
supply and demand for containerships and bulk carriers and supply and demand for products shipped in containers or
bulk carriers are outside of our control, and the nature, timing and degree of changes in industry conditions are
unpredictable.

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

o general economic and market conditions affecting the shipping industry in general;
o supply of drybulk, container and multipurpose vessels, including newbuildings;
. demand for drybulk, container and multipurpose vessels;
o types and sizes of vessels;
. scrap values;
° other modes of transportation;

o cost of newbuildings;
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] technological advances;
new regulatory requirements from governments or self-regulated organizations;
competition from other shipping companies; and

o prevailing level of charter rates.
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As vessels grow older, they generally decline in value. Due to the cyclical nature of the drybulk and container
shipping industry, if for any reason we sell vessels at a time when prices have fallen, we could incur a loss and our
business, results of operations, cash flow, financial condition and ability to pay dividends could be adversely affected.

In addition, we periodically re-evaluate the carrying amount and period over which long-lived assets are depreciated
to determine if events have occurred that would require modification to such assets' carrying values or their useful
lives. A determination that a vessel's estimated remaining useful life or fair value has declined below its carrying
amount could result in an impairment charge against our earnings and a reduction in our shareholders' equity. Any
change in the assessed market value of any of our vessels might also cause a violation of the covenants of each
secured credit agreement, which, in turn, might restrict our cash and affect our liquidity. All of our credit agreements
provide for a minimum security maintenance ratio. If the assessed market value of our vessels declines below certain
thresholds, we will be deemed to have violated these covenants and may incur penalties for breach of our credit
agreements. For example, these penalties could require us to prepay the shortfall between the assessed market value of
our vessels and the value of such vessels required to be maintained pursuant to the secured credit agreement, or to
provide additional security acceptable to the lenders in an amount at least equal to the amount of any shortfall.
Furthermore, we may enter into future loans, which may include various other covenants, in addition to the
vessel-related ones, that may ultimately depend on the assessed values of our vessels. Such covenants could include,
but are not limited to, maximum fleet leverage covenants and minimum fair net worth covenants.

An economic slowdown in the Asia Pacific region could exacerbate the effect of any slowdowns in the economies of
the United States and the European Union and debt problems of some European Union countries and could adversely
affect the profitability of our business, financial condition and results of operations.

A significant number of the port calls made by our vessels involve the loading or discharging of raw materials and
semi-finished products in ports in the Asia Pacific region. As a result of the credit and financial crisis at the end of
2008 and beginning of 2009 and the resulting world economic slowdown demand for the services of our vessels has
declined. However, economic activity in the Asia Pacific region led by China quickly recovered, especially with
regard to the import of bulk commodities. Any negative change in economic conditions in any Asia Pacific country,
particularly in China, may have a significant adverse effect on our business, financial position and results of
operations, as well as our future prospects. In particular, in recent years, China has been one of the world's fastest
growing economies in terms of gross domestic product which has had a significant impact on shipping demand. Such
growth may not be sustained and the Chinese economy and other Asian countries may experience contraction in the
future. Moreover, any continued or renewed weakness in the economies of the United States of America, the European
Union or certain Asian countries may adversely affect economic growth in China, India and elsewhere. Furthermore,
sovereign debt problems in certain European Union countries like Greece, Portugal, Ireland, Italy and Spain, or delays
in raising the debt ceiling, if necessary, in the United States may cause further unease and possibly disruption in the
operations of financial institutions on which we depend on for our operations and hold deposits in, or changes in
regulatory environment within which we operate (especially in Greece). Our business, financial position and results of
operations, as well as our future prospects, will likely be materially and adversely affected by an economic downturn
in any of these countries, particularly in China and Japan and, to some extent, India, and such downturns may
exacerbate the effect of any slowdowns in the economies of the United States and the European Union.

Eurozone's potential inability to deal with the sovereign debt issues of some of its members could have a material
adverse effect on the profitability of our business, financial condition and results of operations.

Despite the efforts of the European Council in 2011 and 2012 to implement a structured financial support mechanism
for Eurozone countries experiencing financial difficulties, questions remain about the capability of a number of
member countries to refinance their sovereign debt and meet their debt obligations. In March 2011, the European
Council agreed on the need for Eurozone countries to establish a permanent stability mechanism, the European
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Stability Mechanism, or the ESM, which will be activated by mutual agreement to provide external financial
assistance to Eurozone countries. Despite these measures, concerns persist regarding the debt burden of certain
Eurozone countries and their ability to meet future financial obligations and the overall stability of the euro. An
extended period of adverse development in the outlook for European countries could reduce the overall demand for
our services. These potential developments, or market perceptions concerning these and related issues, could have a
material adverse effect on our financial position, results of operations and cash flow.
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Liner companies, which comprise the largest contingent of charterers of containerships, have been placed under
significant financial pressure, thereby increasing our charter counterparty risk which may have a material adverse
effect on our business, financial condition and results of operations.

The decline in global trade due to the economic slowdown has resulted in a significant decline in demand for the
seaborne transportation of products in containers, including for exports from China to Europe and the United States.
Consequently, the cargo volumes and, especially, freight rates achieved by liner companies, which charter
containerships from ship owners like us, have declined, adversely affecting their profitability. The financial challenges
faced by liner companies, some of which announced efforts to obtain third party aid and restructure their obligations,
including our charterers, has reduced demand for containership charters and may increase the likelihood of our
customers being unable or unwilling to pay us contracted charter rates. The combination of the current surplus of
containership capacity and the expected increase in the size of the world containership fleet over the next several years
may make it difficult to secure substitute employment for our containerships if our counterparties fail to perform their
obligations under the currently arranged time charters, and any new charter arrangements we are able to secure may be
at lower rates.

The containership industry is highly competitive, and we may be unable to compete successfully for charters with
established companies or new entrants that may have greater resources and access to capital, which may have a
material adverse effect on our business, prospects, financial condition, liquidity and results of operations.

The containership industry is a highly competitive industry that is capital intensive and highly fragmented.
Competition arises primarily from other vessel owners, some of whom may have greater resources and access to
capital than we will have. Competition among vessel owners for the seaborne transportation of semi-finished and
finished consumer and industrial products can be intense and depends on the charter rate, location, size, age, condition
and the acceptability of the vessel and its operators to charterers. Due in part to the highly fragmented market, many
of our competitors with greater resources and access to capital than we have could operate larger fleets than we may
operate and thus be able to offer lower charter rates or higher quality vessels than we are able to offer. If this were to
occur, we may be unable to retain or attract new charterers on attractive terms or at all, which may have a material
adverse effect on our business, prospects, financial condition, liquidity and results of operations.

Changes in the economic and political environment in China and policies adopted by the Chinese government to
regulate China's economy may have a material adverse effect on our business, financial condition and results of
operations.

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

10
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We may become dependent on spot charters in the volatile shipping markets, which may result in decreased revenues
and/or profitability.

Although a majority of our vessels are currently under time charters, in the future, we may have more of these vessels
and/or any newly acquired vessels on spot charters. The spot market is highly competitive and rates within this market
are subject to volatile fluctuations, while time charters provide income at pre-determined rates over more extended
periods of time. If we decide to spot charter our vessels, we may not be able to keep all our vessels fully employed in
these short-term markets. In addition, we may not be able to predict whether future spot rates will be sufficient to
enable our vessels to be operated profitably. A significant decrease in charter rates has affected and could continue
affecting the value of our fleet and could adversely affect our profitability and cash flows with the result that our
ability to pay debt service to our lenders and dividends to our shareholders could be adversely affected

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

Our operations are subject to numerous laws and regulations in the form of international conventions and treaties,
national, state and local laws and national and international regulations in force in the jurisdictions in which our
vessels operate or are registered, which can significantly affect the ownership and operation of our vessels. These
requirements include, but are not limited to, the International Convention for the Prevention of Pollution from Ships,
or MARPOL, the International Convention on Load Lines of 1966, the International Convention on Civil Liability for
Oil Pollution Damage of 1969, generally referred to as CLC, the International Convention on Civil Liability for
Bunker Oil Pollution Damage, or Bunker Convention, the International Convention for the Safety of Life at Sea of
1974, or SOLAS, the International Safety Management Code for the Safe Operation of Ships and for Pollution
Prevention, or ISM Code, the International Convention for the Control and Management of Ships' Ballast Water and
Sediments, or the BWM Convention, the U.S. Oil Pollution Act of 1990, or OPA, the Comprehensive Environmental
Response, Compensation and Liability Act, or CERCLA, the U.S. Clean Water Act, the U.S. Clean Air Act, the U.S.
Outer Continental Shelf Lands Act, the U.S. Maritime Transportation Security Act of 2002, or the MTSA, and
European Union regulations. Compliance with such laws, regulations and standards, where applicable, may require
installation of costly equipment or operational changes and may affect the resale value or useful lives of our vessels.
Furthermore, the explosion of the Deepwater Horizon and the subsequent release of oil into the Gulf of Mexico, or
other events, may result in further regulation of the shipping industry, and modifications to statutory liability schemes.
Thus we may also incur additional costs in order to comply with other existing and future regulatory obligations,
including, but not limited to, costs relating to air emissions including greenhouse gases, the management of ballast
waters, maintenance and inspection, development and implementation of emergency procedures and insurance
coverage or other financial assurance of our ability to address pollution incidents. These costs could have a material
adverse effect on our business, results of operations, cash flows and financial condition. A failure to comply with
applicable laws and regulations may result in administrative and civil penalties, criminal sanctions or the suspension
or termination of our operations.

Environmental laws often impose strict liability for remediation of spills and releases of oil and hazardous substances,
which could subject us to liability without regard to whether we were negligent or at fault. Because such conventions,
laws and regulations are often revised, we cannot predict the ultimate cost of complying with such conventions, laws
and regulations or the impact thereof on the resale price or useful life of our vessels. Additional conventions, laws and
regulations may be adopted which could limit our ability to do business or increase the cost of our doing business and
which may materially adversely affect our operations. We are required by various governmental and
quasi-governmental agencies to obtain certain permits, licenses and certificates with respect to our operations. Under
OPA, for example, owners, operators and bareboat charterers are jointly and severally strictly liable for the discharge
of oil within the 200-mile exclusive economic zone around the United States. An oil spill could result in significant
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liability, including fines, penalties and criminal liability and remediation costs for natural resource damages under
other federal, state and local laws, as well as third-party damages. We are required to satisfy insurance and financial
responsibility requirements for potential oil (including marine fuel) spills and other pollution incidents. There can be
no assurance that any such insurance we have arranged to cover certain environmental risks will be sufficient to cover
all such risks or that any claims will not have a material adverse effect on our business, results of operations, cash
flows and financial condition and our ability to pay dividends. We currently maintain, for each of our vessels,
pollution liability coverage insurance of $1.0 billion per incident. If the damages from a catastrophic spill exceeded
our insurance coverage, it would severely and adversely affect our business, results of operations, cash flows, financial
condition and ability to pay dividends.

11
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We are subject to international safety regulations and the failure to comply with these regulations may subject us to
increased liability, may adversely affect our insurance coverage and may result in a denial of access to, or detention in,
certain ports.

The operation of our vessels is affected by the requirements set forth in the United Nations' International Maritime
Organization's International Management Code for the Safe Operation of Ships and Pollution Prevention, or the ISM
Code. The ISM Code requires shipowners, ship managers and bareboat charterers to develop and maintain an
extensive "Safety Management System" that includes the adoption of a safety and environmental protection policy
setting forth instructions and procedures for safe operation and describing procedures for dealing with emergencies.
The failure of a shipowner or bareboat charterer to comply with the ISM Code may subject it to increased liability,
may invalidate existing insurance or decrease available insurance coverage for the affected vessels and may result in a
denial of access to, or detention in, certain ports. Currently, each of our vessels and Eurobulk Ltd., or Eurobulk, our
affiliated ship management company, are ISM Code-certified, but we may not be able to maintain such certification
indefinitely.

In addition, vessel classification societies also impose significant safety and other requirements on our vessels. In
complying with current and future environmental requirements, vessel-owners and operators may also incur
significant additional costs in meeting new maintenance and inspection requirements, in developing contingency
arrangements for potential spills and in obtaining insurance coverage. Government regulation of vessels, particularly
in the areas of safety and environmental requirements, can be expected to become stricter in the future and require us
to incur significant capital expenditures on our vessels to keep them in compliance.

The operation of our vessels is also affected by other government regulation in the form of international conventions,
national, state and local laws and regulations in force in the jurisdictions in which the vessels operate, as well as in the
country or countries of their registration. Because such conventions, laws, and regulations are often revised, we may
not be able to predict the ultimate cost of complying with such conventions, laws and regulations or the impact thereof
on the resale prices or useful lives of our vessels. Additional conventions, laws and regulations may be adopted which
could limit our ability to do business or increase the cost of our doing business and which may materially adversely
affect our operations. We are required by various governmental and quasi-governmental agencies to obtain certain
permits, licenses, certificates and financial assurances with respect to our operations.

Capital expenditures and other costs necessary to operate and maintain our vessels may increase due to changes in
governmental regulations, safety or other equipment standards.

Changes in governmental regulations, safety or other equipment standards, as well as compliance with standards
imposed by maritime self-regulatory organizations and customer requirements or competition, may require us to make
additional expenditures. In order to satisfy these requirements, we may, from time to time, be required to take our
vessels out of service for extended periods of time, with corresponding losses of revenues. In the future, market
conditions may not justify these expenditures or enable us to operate some or all of our vessels profitably during the
remainder of their economic lives.

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

International shipping is subject to various security and customs inspection and related procedures in countries of

origin and destination. Inspection procedures may result in the seizure of contents of our vessels, delays in the loading,
offloading or delivery and the levying of customs duties, fines or other penalties against us.
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International container shipping is subject to additional security and customs inspection and related procedures in
countries of origin, destination and trans-shipment points. Since the events of September 11, 2001, U.S. authorities
have increased container inspection rates. Government investment in non-intrusive container scanning technology has
grown, and there is interest in electronic monitoring technology, including so-called "e-seals" and "smart" containers
that would enable remote, centralized monitoring of containers during shipment to identify tampering with or opening
of the containers, along with potentially measuring other characteristics such as temperature, air pressure, motion,
chemicals, biological agents and radiation.

12

27



Edgar Filing: EUROSEAS LTD. - Form 20-F

It is unclear what changes, if any, to the existing security procedures will ultimately be proposed or implemented, or
how any such changes will affect the container shipping industry. These changes have the potential to impose
additional financial and legal obligations on carriers and, in certain cases, to render the shipment of certain types of
goods by container uneconomical or impractical. These additional costs could reduce the volume of goods shipped in
containers, resulting in a decreased demand for container vessels. In addition, it is unclear what financial costs any
new security procedures might create for container vessel owners, or whether companies responsible for the global
traffic of containers at sea, referred to as container line operators, may seek to pass on certain of the costs associated
with any new security procedures to vessel owners.

If our vessels fail to maintain their class certification and/or fail any annual survey, intermediate survey, drydocking or
special survey, those vessels would be unable to carry cargo, thereby reducing our revenues and profitability and
violating certain covenants in our loan agreements.

The hull and machinery of every commercial vessel must be classed by a classification society authorized by its
country of registry. The classification society certifies that a vessel is safe and seaworthy in accordance with the
applicable rules and regulations of the country of registry of the vessel and the Safety of Life at Sea Convention, or
SOLAS. Our vessels are currently classed with Lloyd's Register of Shipping, Bureau Veritas and Nippon Kaiji
Kyokai. ISM and International Ship and Port Facilities Security, or ISPS, certification have been awarded by Bureau
Veritas and the Panama Maritime Authority to our vessels and Eurobulk.

A vessel must undergo annual surveys, intermediate surveys, drydockings and special surveys. In lieu of a special
survey, a vessel's machinery may be on a continuous survey cycle, under which the machinery would be surveyed
periodically over a five-year period. Every vessel is also required to be drydocked every 30 to 36 months for
inspection of the underwater parts of such vessel.

If any vessel does not maintain its class and/or fails any annual survey, intermediate survey, drydocking or special
survey, the vessel will be unable to carry cargo between ports and will be unemployable and uninsurable which could
cause us to be in violation of certain covenants in our loan agreements. Any such inability to carry cargo or be
employed, or any such violation of covenants, could have a material adverse impact on our financial condition and
results of operations. That status could cause us to be in violation of certain covenants in our loan agreements.

Most insurance underwriters make it a condition for insurance coverage that a vessel be certified as "in class" by a
classification society that is a member of the International Association of Classification Societies, or IACS. All of our
vessels that we have purchased, and may agree to purchase in the future, must be certified as being "in class" prior to
their delivery under our standard purchase contracts and memorandum of agreement. If the vessel is not certified on
the date of closing, we have no obligation to take delivery of the vessel. We have all of our vessels, and intend to have
all vessels that we acquire in the future, classed by IACS members.

Rising fuel prices may adversely affect our profits.

Fuel (bunkers) is a significant, if not the largest, operating expense for many of our shipping operations when our
vessels are under voyage charter. When a vessel is operating under a time charter, these costs are paid by the charterer.
However fuel costs are taken into account by the charterer in determining the amount of time charter hire and
therefore fuel costs also indirectly affect time charter rates. The price and supply of fuel is unpredictable and
fluctuates based on events outside our control, including geopolitical developments, supply and demand for oil and
gas, actions by Organization of the Petroleum Exporting Countries (OPEC) and other oil and gas producers, war and
unrest in oil producing countries and regions, regional production patterns and environmental concerns. Fuel prices
had been at historically high levels for most of 2008, but shipowners did not really feel the effect of these high prices
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because the shipping markets were also at high levels. As the shipping markets declined in the last three months of
2008 and into 2009, fuel prices fell too, thus reducing fuel costs and certain other components of operating expenses
(e.g. the cost of lubricants, etc.). During 2010, 2011 and, especially, 2012 year-to-date, fuel prices increased again and
approached their 2008 levels further fueled by the uncertainty of the measures and sanctions to contain Iran's nuclear
program. Any increases in the price of fuel may adversely affect our profitability, especially if such increases are
combined with lower drybulk and containership rates.

13
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Also upon redelivery of vessels at the end of a period time or trip time charter, we may be obligated to repurchase
bunkers on board at prevailing market prices, which could be materially higher than fuel prices at the inception of the
charter period.

Rising crew costs may adversely affect our profits.

Crew costs are a significant operating expense for many of our shipping operations. The cost of employing suitable
crew is unpredictable and fluctuates based on events outside our control, including supply and demand and the wages
paid by other shipping companies. Crew costs were at high levels in 2008, but shipowners were not noticeably
affected by these high prices because the shipping markets were also at high levels until September 2008 when the
credit and financial crisis commenced. Since then, shipping rates have declined significantly and crew salaries have
remained largely unchanged. An increase in the world vessel operating fleet, either because of the delivery of new
tonnage or the re-activation of laid-up containerships, will likely result in higher demand for crews which, in turn,
might drive crew costs up. Any increase in crew costs may adversely affect our profitability especially if such increase
is combined with lower drybulk and containership rates.

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

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

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

The smuggling of drugs or other contraband onto our vessels may lead to governmental claims against us.

We expect that our vessels will call in ports in South America and other areas where smugglers attempt to hide drugs
and other contraband on vessels, with or without the knowledge of crew members. To the extent our vessels are found
with contraband, whether inside or attached to the hull of our vessel and whether with or without the knowledge of
any of our crew, we may face governmental or other regulatory claims, which could have an adverse effect on our
business, results of operations, cash flows, financial condition and ability to pay dividends.

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

A government could requisition for title or seize our vessels. Requisition for title occurs when a government takes
control of a vessel and becomes the owner. Also, a government could requisition our vessels for hire.

Requisition for hire occurs when a government takes control of a vessel and effectively becomes the charterer at
dictated charter rates. Generally, requisitions occur during a period of war or emergency. Government requisition of

one or more of our vessels could have a material adverse effect on our financial condition and results of operations

World events outside our control may negatively affect our ability to operate, thereby reducing our revenues and net
income or our ability to obtain additional financing, thereby restricting the implementation of our business strategy.
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We operate in a sector of the economy that is likely to be adversely impacted by the effects of political conflicts,
including the current political instability in Egypt, terrorist or other attacks, war or international hostilities. Terrorist
attacks such as the attacks on the United States of America on September 11, 2001, on Madrid, Spain on March 11,
2004, on London, England on July 7, 2005, on Mumbai, India in December 2008 and the continuing response to these
attacks, as well as the threat of future terrorist attacks, continue to cause uncertainty in the world financial markets and
may affect our business, results of operations and financial condition. The continuing conflict in Iraq, Afghanistan,
Libya, Yemen, Syria amongst other countries may lead to additional acts of terrorism and armed conflict around the
world, which may contribute to further economic instability in the global financial markets. These uncertainties could
also have a material adverse effect on our ability to obtain additional financing on terms acceptable to us or at all.
Terrorist attacks on vessels may in the future also negatively affect our operations and financial condition and directly
impact our vessels or our customers. Future terrorist attacks could result in increased volatility and turmoil of the
financial markets in the United States of America and globally and could result in an economic recession in the United
States of America or the world. Any of these occurrences could have a material adverse impact on our financial
condition, costs and operating cash flows.
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Continued disruptions in world financial markets and the resulting governmental action in the United States and in
other parts of the world could have a material adverse impact on our ability to obtain financing, our results of
operations, financial condition and cash flows, and could cause the market price of our common stock to further
decline.

The United States and other parts of the world have exhibited weak economic conditions, are exhibiting deteriorating
economic trends and have been in a recession. For example, the credit markets in the United States have experienced
significant contraction, deleveraging and reduced liquidity, and the United States federal government and state
governments have implemented and are considering a broad variety of governmental action and/or new regulation of
the financial markets. Securities and futures markets and the credit markets are subject to comprehensive statutes,
regulations and other requirements. The Securities and Exchange Commission, or SEC, other regulators,
self-regulatory organizations and exchanges are authorized to take extraordinary actions in the event of market
emergencies, and may effect changes in law or interpretations of existing laws.

Recently, a number of financial institutions have experienced serious financial difficulties and, in some cases, have
entered bankruptcy proceedings or are in regulatory enforcement actions. The uncertainty surrounding the future of
the credit markets in the United States and the rest of the world has resulted in reduced access to credit worldwide.

We face risks related to changes in economic environments, changes in interest rates, and instability in the banking
and securities markets around the world, among other factors. Major market disruptions and the current adverse
changes in market conditions and regulatory climate in the United States and worldwide may adversely affect our
business or impair our ability to borrow amounts under our credit facilities or any future financial arrangements. We
cannot predict how long the current market conditions will last. However, these recent and developing economic and
governmental factors, including proposals to reform the financial system, together with the concurrent decline in
charter rates and vessel values, may have a material adverse effect on our results of operations, financial condition or
cash flows, and might cause the price of our common stock on the NASDAQ Global Select Market to decline.

We may require substantial additional financing to fund the acquisition of additional vessels and to implement our
business plans. Sufficient financing may not be available on terms that are acceptable to us or at all. If we cannot raise
the financing we need in a timely manner and on acceptable terms, we may not be able to acquire the vessels
necessary to implement our business plans and consequently we may not be able to pay dividends.

Our operating results are subject to seasonal fluctuations, which could affect our operating results and the amount of
available cash with which we service our debt or could pay dividends.

We operate our vessels in markets that have historically exhibited seasonal variations in demand and, as a result, in
charter hire rates. To the extent we operate vessels in the spot market, this seasonality may result in quarter-to-quarter
volatility in our operating results which could affect the amount of dividends that we may pay to our shareholders
from time to time. For example, the dry bulk carrier market is typically stronger in the fall and winter months in
anticipation of increased consumption of coal and other raw materials in the northern hemisphere during the winter
months. In addition, unpredictable weather patterns in these months tend to disrupt vessel scheduling and supplies of
certain commodities. While this seasonality has not materially affected our operating results and cash available for
distribution to our shareholders as dividends, as long as our fleet is employed on period time charters, if our vessels
are employed in the spot market in the future, seasonality may materially affect our operating results in the future.
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We may be subject to litigation that, if not resolved in our favor and not sufficiently insured against, could have a
material adverse effect on us.

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

Company Risk Factors

If we do not use our cash on hand to acquire vessels and expand our fleet, we may use it for general corporate
purposes, which may result in lower earnings.

We intend to use our cash on hand to acquire additional vessels and expand our fleet when we believe market
conditions are favorable for purchasing such vessels. Our management will have the discretion to identify and acquire
vessels. If our management is unable to identify and acquire vessels on terms acceptable to us, we may use our cash
on hand for general corporate purposes. It may take a substantial period of time before we can locate and purchase
suitable vessels. During this period, our cash on hand may be invested on a short-term basis and therefore may not
yield returns at rates comparable to what a vessel might have earned.

We depend entirely on Eurobulk to manage and charter our fleet, which may adversely affect our operations if
Eurobulk fails to perform its obligations.

We have no employees and we currently contract the commercial and technical management of our fleet, including
crewing, maintenance and repair, to Eurobulk, our affiliated ship management company. We may lose Eurobulk's
services or Eurobulk may fail to perform its obligations to us which could have a material adverse effect on our
financial condition and results of our operations. Although we may have rights against Eurobulk if it defaults on its
obligations to us, you will have no recourse against Eurobulk. Further, we expect that we will need to seek approval
from our lenders to change Eurobulk as our ship manager.

Because Eurobulk is a privately held company, there is little or no publicly available information about it and there
may be very little advance warning of operational or financial problems experienced by Eurobulk that may adversely
affect us.

The ability of Eurobulk to continue providing services for our benefit will depend in part on its own financial strength.
Circumstances beyond our control could impair Eurobulk's financial strength, and because Eurobulk is privately held
it is unlikely that information about its financial strength would become public unless Eurobulk began to default on its
obligations. As a result, there may be little advance warning of problems affecting Eurobulk, even though these
problems could have a material adverse effect on us.

As of April 25, 2012, Friends Investment Company Inc. owns approximately 35.4% of our outstanding shares of our

common stock and unvested incentive award shares, which may limit other shareholders' ability to influence our
actions.
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As of April 25, 2012, Friends Investment Company Inc., or Friends, our largest shareholder, owns approximately
35.4% of the outstanding shares of our common stock and unvested incentive award shares. As a result of this share
ownership and for so long as Friends owns a significant percentage of our outstanding common stock, Friends will be
able to influence the outcome of any shareholder vote, including the election of directors, the adoption or amendment
of provisions in our amended and restated articles of incorporation or bylaws, as amended, and possible mergers,
corporate control contests and other significant corporate transactions. This concentration of ownership may have the
effect of delaying, deferring or preventing a change in control, merger, consolidation, takeover or other business
combination involving us. This concentration of ownership could also discourage a potential acquirer from making a
tender offer or otherwise attempting to obtain control of us, which could in turn have an adverse effect on the market
price of our common stock.
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If our Euromar joint venture partners exercise their conversion rights, they may own a significant percentage of our
stock and may have representatives on our Board of Directors, thus enabling them to influence our actions.

Our joint venture agreement, or the Joint Venture, to form Euromar LLC, a Marshall Islands limited liability
company, or Euromar, includes the option by Eton Park Capital Management, L.P., or Eton Park, and an affiliate of
Rhone Capital III L.P., or Rhone, exercisable in certain instances and at any time after the two year anniversary of the
Joint Venture on March 25, 2012, to convert all or part of their equity interests in Euromar into common shares of
Euroseas at a price to be based on the comparable values of Euromar and Euroseas at the time of exercise, with such
conversion happening at not less than the net asset value of each entity. Depending on the values of each entity at the
time of conversion, our joint venture partners may wind up owning a majority of our common shares. In addition,
depending upon the share percentage of Euroseas owned by Eton Park and Rhone following any such conversion, the
number of directors on Euroseas' Board of Directors may be increased from 7 to up to a maximum of 11 directors for
so long as the respective ownership thresholds are met. As part of the Joint Venture, Euroseas' largest shareholder,
Friends, has entered into a shareholder voting agreement with Eton Park and Rhéne whereby Friends has agreed to
vote its shares of the Company in favor of any directors nominated by Eton Park and Rhéne to fill such additional
board seats. Under the same shareholder voting agreement, the parties have agreed that Eton Park and Rhone may
vote a certain percentage of their shares in their sole discretion (based upon their percentage interest on the Euroseas
Board of Directors and the number of shares outstanding), with the remainder of their shares being voted in
accordance with the vote of all other Euroseas shareholders. As a result of the foregoing, upon exercise of their
conversion rights Eton Park and Rhone may be able to influence our actions.

Our corporate governance practices are in compliance with, and are not prohibited by, the laws of the Republic of the
Marshall Islands, and as such we are entitled to exemption from certain NASDAQ corporate governance standards. As
a result, you may not have the same protections afforded to stockholders of companies that are subject to all of the
NASDAAQ corporate governance requirements.

Our Company's corporate governance practices are in compliance with, and are not prohibited by, the laws of the
Republic of the Marshall Islands. Therefore, we are exempt from many of NASDAQ's corporate governance practices
other than the requirements regarding the disclosure of a going concern audit opinion, submission of a listing
agreement, notification of material non-compliance with NASDAQ corporate governance practices, and the
establishment and composition of an audit committee and a formal written audit committee charter. For a list of the
practices followed by us in lieu of NASDAQ's corporate governance rules, we refer you to the section of this annual
report entitled "Board Practices—Corporate Governance" under Item 6.

We and our principal officers have affiliations with Eurobulk that could create conflicts of interest detrimental to us.

Our principal officers are also principals, officers and employees of Eurobulk, which is our ship management
company. These responsibilities and relationships could create conflicts of interest between us and Eurobulk.
Conflicts may also arise in connection with the chartering, purchase, sale and operations of the vessels in our fleet
versus other vessels that are or may be managed in the future by Eurobulk. Circumstances in any of these instances
may make one decision advantageous to us but detrimental to Eurobulk and vice versa. Eurobulk currently manages
vessels for Euromar, our joint venture entity established with companies managed by, Eton Park and affiliates of
Rhoéne, and two vessels that are not owned by either Euroseas or Euromar, potentially causing conflicts such as those
described above. Further, it is possible that in the future Eurobulk may manage additional vessels which will not
belong to Euroseas and in which the Pittas family may have non-controlling, little or even no power or participation.
and Eurobulk may not be able to resolve all conflicts of interest in a manner beneficial to us and our shareholders.
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Companies affiliated with Eurobulk or our officers and directors may acquire vessels that compete with our fleet.

Companies affiliated with Eurobulk or our officers and directors own drybulk carriers and may acquire additional
drybulk carriers, containerships or multipurpose vessels in the future. These vessels could be in competition with our
fleet and other companies affiliated with Eurobulk might be faced with conflicts of interest with respect to their own
interests and their obligations to us. Eurobulk, Friends and Aristides J. Pittas, our Chairman and Chief Executive
Officer, have granted us a right of first refusal to acquire any drybulk vessel or containership that any of them may
consider for acquisition in the future. In addition, Mr. Pittas will use his best efforts to cause any entity with respect to
which he directly or indirectly controls to grant us this right of first refusal. Were we, however, to decline any such
opportunity offered to us or we do not have the resources or desire to accept any such opportunity, Eurobulk, Friends
and Aristides J. Pittas, and any of their respective affiliates, could acquire such vessels.

As part of our joint venture, Euroseas and certain affiliates have granted Euromar LLC certain rights of first refusal in
respect of vessel acquisitions, and made certain arrangements with respect to vessel dispositions and chartering
opportunities presented to Euroseas and its affiliates.

As part of our joint venture, Euroseas and certain affiliates have granted Euromar certain rights of first refusal in
respect of vessel acquisitions, and made certain arrangements with respect to vessel dispositions and chartering
opportunities presented to Euroseas and its affiliates. For example, under certain circumstances, Euroseas may be
prevented from directly acquiring a vessel if Euromar elects to purchase such vessel, Euroseas may be prevented from
selling a vessel if Euromar elects to sell a similar vessel and/or Euroseas may be prevented from chartering a vessel to
a third party if Euromar elects to charter a similar vessel to such third party. As a result of these arrangements, we
may be unable to take advantage of favorable opportunities in the market with respect to the vessels in our fleet.

Our officers do not devote all of their time to our business.

Our officers are involved in other business activities that may result in their spending less time than is appropriate or
necessary in order to manage our business successfully. Our Chief Executive Officer, Chief Financial Officer, Chief
Administrative Officer, Internal Auditor and Secretary are not employed directly by us, but rather their services are
provided pursuant to our Master Management Agreement with Eurobulk. In addition, on March 25, 2010, we entered
into the Joint Venture to form Euromar. Our Chief Executive Officer and Chief Financial Officer are each on the
board of Euromar, Euroseas and Eurobulk and have each agreed to provide certain management services to
Euromar. Therefore our officers may spend a material portion of their time providing services to Euromar. They may
also spend a material portion of their time providing services to Eurobulk and its affiliates on matters unrelated to us.

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

We are a holding company and our subsidiaries, which are all wholly-owned by us, conduct all of our operations and
own all of our operating assets. We have no significant assets other than the equity interests in our wholly-owned
subsidiaries. As a result, our ability to make dividend payments to you depends on our subsidiaries and their ability to
distribute funds to us. If we are unable to obtain funds from our subsidiaries, we may be unable or our Board of
Directors may exercise its discretion not to pay dividends.

We may not be able to pay dividends.
We currently intend to pay quarterly dividends to holders of our common stock, when, as and if declared by our Board
of Directors. Our last dividend of $0.05 per share was declared in February 2012 for the results of the fourth quarter of

2011. However, we may not earn sufficient revenues or we may incur expenses or liabilities that would reduce or

38



Edgar Filing: EUROSEAS LTD. - Form 20-F

eliminate the cash available for distribution as dividends. Our loan agreements may also limit the amount of dividends
we can pay under some circumstances based on certain covenants included in the loan agreements.
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In addition, the declaration and payment of dividends will be subject at all times to the discretion of our Board of
Directors. The timing and amount of dividends will depend on our earnings, financial condition, cash requirements
and availability, restrictions in our loan agreements, growth strategy, charter rates in the drybulk and container
shipping industry, the provisions of Marshall Islands law affecting the payment of dividends and other factors.
Marshall Islands law generally prohibits the payment of dividends other than from surplus (retained earnings and the
excess of consideration received for the sale of shares above the par value of the shares), but, if there is no surplus,
dividends may be declared out of the net profits (basically, the excess of our revenue over our expenses) for the fiscal
year in which the dividend is declared or the preceding fiscal year. Marshall Islands law also prohibits the payment of
dividends while a company is insolvent or if it would be rendered insolvent upon the payment of a dividend. As a
result, we may not be able to pay dividends.

If we are unable to fund our capital expenditures, we may not be able to continue to operate some of our vessels,
which would have a material adverse effect on our business and our ability to pay dividends.

In order to fund our capital expenditures, we may be required to incur borrowings or raise capital through the sale of
debt or equity securities. Our ability to access the capital markets through future offerings may be limited by our
financial condition at the time of any such offering as well as by adverse market conditions resulting from, among
other things, general economic conditions and contingencies and uncertainties that are beyond our control. Our failure
to obtain the funds for necessary future capital expenditures would limit our ability to continue to operate some of our
vessels and could have a material adverse effect on our business, results of operations and financial condition and our
ability to pay dividends. Even if we are successful in obtaining such funds through financings, the terms of such
financings could further limit our ability to pay dividends.

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

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

. locating and acquiring suitable vessels;
. identifying and consummating acquisitions or joint ventures;
. integrating any acquired business successfully with our existing operations;
o enhancing our customer base;
o managing our expansion; and
. obtaining required financing on acceptable terms.

During periods in which charter rates are high, vessel values generally are high as well, and it may be difficult to
consummate vessel acquisitions at favorable prices. When vessel prices are low, charter rates are also low and any
vessel acquisition might require additional investment to cover shortfalls from operations until rates recover. In
addition, growing any business by acquisition — especially if acquiring entire companies - presents numerous risks,
such as undisclosed liabilities and obligations and difficulty experienced in (1) maintaining and obtaining additional
qualified personnel, (2) managing relationships with customers and suppliers, (3) integrating newly acquired
operations into existing infrastructures and (4) identifying new and profitable charter opportunities for vessels and
complying with new loan covenants. We have not identified further expansion opportunities at this time, and the
nature and timing of any such expansion is uncertain. We may not be successful in executing our growth plans or that
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we will not incur significant expenses and losses in connection with the execution of those growth plans.

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

We have incurred secured debt under loan agreements for our vessels. If the market value of our fleet declines, we
may not be in compliance with certain provisions of our existing loan agreements and we may not be able to refinance
our debt or obtain additional financing on terms that are acceptable to us or at all. If we are unable to pledge additional
collateral, our lenders could accelerate our debt and foreclose on our fleet.
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Our existing loan agreements contain restrictive covenants that may limit our liquidity and corporate activities.

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

o incur additional indebtedness;
° create liens on our assets;
° sell capital stock of our subsidiaries;
o make investments;
. engage in mergers or acquisitions;
. pay dividends;
o make capital expenditures;

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

o sell our vessels.

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

Servicing future debt would limit funds available for other purposes.

To finance our fleet, we have incurred secured debt under loan agreements for our vessels. We also currently expect to
incur additional secured debt to finance the acquisition of additional vessels. We must dedicate a portion of our cash
flow from operations to pay the principal and interest on our debt. These payments limit funds otherwise available for
working capital expenditures and other purposes. As of December 31, 2011, we had total bank debt of approximately
$74.91 million. As of March 31, 2012, we had repaid $4.54 million of our total bank debt leaving us with total bank
debt of $70.37 million. Our debt repayment schedule as of December 31, 2011 requires us to repay $34.27 million of
debt during the next two years. If we are unable to service our debt, it could have a material adverse effect on our
financial condition, results of operations and cash flows.

A rise in interest rates could cause an increase in our costs and have a material adverse effect on our financial
condition and results of operations. To finance vessel purchases, we have borrowed, and may continue to borrow,
under loan agreements that provide for periodic interest rate adjustments based on indices that fluctuate with changes
in market interest rates. If interest rates increase significantly, it would increase our costs of financing our acquisition
of vessels, which could have a material adverse effect on our financial condition and results of operations. Any
increase in debt service would also reduce the funds available to us to purchase other vessels.

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

42



Edgar Filing: EUROSEAS LTD. - Form 20-F

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

As we expand our business, we may need to upgrade our operations and financial systems, and add more staff and
crew. If we cannot upgrade these systems or recruit suitable employees, our performance may be adversely affected.

Our current operating and financial systems may not be adequate if we expand the size of our fleet, and our attempts
to improve those systems may be ineffective. In addition, if we expand our fleet, we will have to rely on Eurobulk to
recruit suitable additional seafarers and shoreside administrative and management personnel. Eurobulk may not be
able to continue to hire suitable employees as we expand our fleet. If Eurobulk's unaffiliated crewing agent encounters
business or financial difficulties, we may not be able to adequately staff our vessels. If we are unable to operate our
financial and operations systems effectively or to recruit suitable employees, our performance may be materially
adversely affected.
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If we acquire additional ships, whether on the secondhand market or newbuildings, and those vessels are not delivered
on time or are delivered with significant defects, our earnings and financial condition could be adversely affected.

We expect to acquire additional vessels in the future either from the secondhand markets or, possibly, by placing
newbuilding orders. A delay in the delivery of any of these vessels to us or the failure of the contract counterparty to
deliver a vessel at all could cause us to breach our obligations under a related time charter and could adversely affect
our earnings, our financial condition and the amount of dividends, if any, that we pay in the future. The delivery of
these vessels, whether newbuildings or secondhand vessels, could be delayed or certain events may arise which could
result in us not taking delivery of a vessel, such as a total loss of a vessel, a constructive loss of a vessel, or substantial
damage to a vessel prior to delivery. In addition, the delivery of any of these vessels with substantial defects could
have similar consequences.

Credit market volatility may affect our ability to refinance our existing debt or incur additional debt.

The credit markets have recently experienced extreme volatility and disruption, which has limited credit capacity for
certain issuers, and lenders have requested shorter terms and lower loan-to-value ratios. The market for new debt
financing is extremely limited and in some cases not available at all. If current levels of market disruption and
volatility continue or worsen, we may not be able to refinance our existing debt or incur additional debt, which may
require us to seek other funding sources to meet our liquidity needs or to fund planned expansion.

Labor interruptions could disrupt our business.

Our vessels are manned by masters, officers and crews that are employed by third parties. If not resolved in a timely
and cost-effective manner, industrial action or other labor unrest could prevent or hinder our operations from being
carried out normally and could have a material adverse effect on our business, results of operations, cash flows,
financial condition and ability to pay dividends.

In the highly competitive international drybulk and container shipping industry, we may not be able to compete for
charters with new entrants or established companies with greater resources.

We employ our vessels in highly competitive markets that are capital intensive and highly fragmented. Competition
arises primarily from other vessel owners, some of whom have substantially greater resources than us. Competition
for the transportation of drybulk and container cargoes can be intense and depends on price, location, size, age,
condition and the acceptability of the vessel and its managers to the charterers. Due in part to the highly fragmented
market, competitors with greater resources could operate larger fleets through consolidations or acquisitions that may
be able to offer better prices and fleets.

We will not be able to take advantage of potentially favorable opportunities in the current spot market with respect to
vessels employed on time charters.

As of April 25, 2012, all vessels in our fleet are employed under time charters with remaining terms ranging between
less than one and 20 months. The percentage of our fleet that is under time charter contracts, voyage charters, or that
is otherwise protected from market fluctuations (via Forward Freight Agreement, or FFA, contracts) represents
approximately 72% of our vessel capacity in 2012. Although time charters provide relatively steady streams of
revenue, vessels committed to time charters may not be available for spot charters during periods of increasing charter
hire rates, when spot charters might be more profitable. If we cannot re-charter these vessels on time charters or trade
them in the spot market profitably, our results of operations and operating cash flow may suffer. We may not be able
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to secure charter hire rates in the future that will enable us to operate our vessels profitably. During parts of 2009 and
2010, three of our containerships were laid-up. All of our vessels are currently employed but we may be forced to lay
up vessels if rates drop to very low levels for prolonged periods of time. Although we do not receive any revenues
from certain of our vessels while such vessels are unemployed, we are required to pay expenses necessary to maintain
the vessel in proper operating condition, insure it and service any indebtedness secured by such vessel.
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We may be unable to attract and retain key management personnel and other employees in the shipping industry,
which may negatively affect the effectiveness of our management and our results of operations.

Our success depends to a significant extent upon the abilities and efforts of our management team. Our success will
depend upon our ability to hire additional employees and to retain key members of our management team. The loss of
any of these individuals could adversely affect our business prospects and financial condition and operating cash
flows. Difficulty in hiring and retaining personnel could adversely affect our results of operations. We do not currently
intend to maintain "key man" life insurance on any of our officers.

Risks involved with operating ocean-going vessels could affect our business and reputation, which may reduce our
revenues.

The operation of an ocean-going vessel carries inherent risks. These risks include, among others, the possibility of:
o marine disaster;
o piracy;
o environmental accidents;
° grounding, fire, explosions and collisions;
o cargo and property losses or damage;

ebusiness interruptions caused by mechanical failure, human error, war, terrorism, political action in various
countries, labor strikes or adverse weather conditions; and

ework stoppages or other labor problems with crew members serving on our vessels including crew strikes and/or
boycotts.

Such occurrences could result in death or injury to persons, loss of property or environmental damage, delays in the
delivery of cargo, loss of revenues from or termination of charter contracts, governmental fines, penalties or
restrictions on conducting business, higher insurance rates, and damage to our reputation and customer relationships
generally. Any of these circumstances or events could increase our costs or lower our revenues, which could result in
reduction in the market price of our shares of common stock. The involvement of our vessels in an environmental
disaster may harm our reputation as a safe and reliable vessel owner and operator.

The operation of drybulk carriers has certain unique operational risks which could affect our business, financial
condition, results of operations and ability to pay dividends.

The operation of certain ship types, such as drybulk carriers, has certain unique risks. With a drybulk carrier, the cargo
itself and its interaction with the ship can be a risk factor. By their nature, drybulk cargoes are often heavy, dense,
easily shifted, and react badly to water exposure. In addition, drybulk carriers are often subjected to battering
treatment during unloading operations with grabs, jackhammers (to pry encrusted cargoes out of the hold), and small
bulldozers. This treatment may cause damage to the vessel. Vessels damaged due to treatment during unloading
procedures may be more susceptible to breach to the sea. Hull breaches in drybulk carriers may lead to the flooding of
the vessels holds. If a drybulk carrier suffers flooding in its forward holds, the bulk cargo may become so dense and
waterlogged that its pressure may buckle the vessels bulkheads leading to the loss of a vessel. If we are unable to
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adequately maintain our vessels we may be unable to prevent these events. Any of these circumstances or events could
negatively impact our business, financial condition, results of operations and ability to pay dividends. In addition, the
loss of any of our vessels could harm our reputation as a safe and reliable vessel owner and operator.
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The operation of containerships has certain unique operational risks which could affect our business, financial
condition, results of operations and ability to pay dividends.

The operation of containerships has certain unique risks. Containerships operate at high speeds in order to move
cargoes around the world quickly and minimize delivery delays. These high speeds can result in greater impact in
collisions and groundings resulting in more damage to the vessel when compared to vessels operating at lower speeds.
In addition, due to the placement of the containers on a containership, there is a greater risk that containers carried on
deck will be lost overboard if an accident does occur. Furthermore, with the highly varied cargo that can be carried on
a single containership, there can be additional difficulties with any clean-up operation following an accident. Also, we
may not be able to correctly control the contents and condition of cargoes within the containers which may give rise to
events such as customer complaints, accidents on-board the ships or problems with authorities due to carriage of
illegal cargoes. Any of these circumstances or events could negatively impact our business, financial condition, results
of operations and ability to pay dividends. In addition, the loss of any of our vessels could harm our reputation as a
safe and reliable vessel owner and operator.

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

If our vessels suffer damage, they may need to be repaired at a drydocking facility. The costs of drydock repairs are
unpredictable and may be substantial. We may have to pay drydocking costs that our insurance does not cover. The
loss of earnings while these vessels are being repaired and reconditioned, as well as the actual cost of these repairs,
would decrease our earnings.

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

Although we inspect the secondhand vessels prior to purchase, this inspection does not provide us with the same
knowledge about their condition and cost of any required (or anticipated) repairs that it would have had if these
vessels had been built for and operated exclusively by us. Generally, we do not receive the benefit of warranties on
secondhand vessels.

In general, the cost of maintaining a vessel in good operating condition increases with the age of the vessel due to
increased requirements for repairs and maintenance. As of April 25, 2012, the average age of our fleet was
approximately 18.0 years. Thus, as our fleet ages, we will incur increased costs. In addition, older vessels are typically
less fuel efficient and more costly to maintain than more recently constructed vessels. Cargo insurance rates also
increase with the age of a vessel, making older vessels less desirable to charterers. Governmental regulations and
safety or other equipment standards related to the age of a vessel may also require expenditures for alterations or the
addition of new equipment to our vessels and may restrict the type of activities in which our vessels may engage.

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

Unless we set aside reserves for vessel replacement, at the end of a vessel's useful life, our revenue will decline, which
would adversely affect our cash flows and income.
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As of April 25, 2012, the vessels in our current fleet had an average age of approximately 18.0 years. Unless we
maintain cash reserves for vessel replacement, we may be unable to replace the vessels in our fleet upon the expiration
of their useful lives. We estimate the useful life of our container vessels to be 30 years and for our drybulk vessels 25
years from the date of initial delivery from the shipyard. Our cash flows and income are dependent on the revenues we
earn by chartering our vessels to customers. If we are unable to replace the vessels in our fleet upon the expiration of
their useful lives, our business, financial condition and results of operations may be materially adversely affected. Any
reserves set aside for vessel replacement would not be available for other cash needs or dividends.

The aging of our fleet may result in increased operating costs in the future, which could adversely affect our earnings.

In general, the costs to maintain a vessel in good operating condition increase with the age of the vessel. As of April
25, 2012, the average age of the vessels in our current fleet was approximately 18.0 years. As our vessels age, they
may become less fuel efficient and more costly to maintain and will not be as advanced as more recently constructed
vessels due to improvements in design and engine technology. Rates for cargo insurance, paid by charterers, also
increase with the age of a vessel, making older vessels less desirable to charterers. Governmental regulations, safety or
other equipment standards related to the age of vessels may require expenditures for alterations, or the addition of new
equipment, to our vessels and may restrict the type of activities in which our vessels may engage. As our vessels age,
market conditions may not justify those expenditures or enable us to operate our vessels profitably during the
remainder of their useful lives.
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In addition, charterers actively discriminate against hiring older vessels. For example, Rightship, the ship vetting
service founded by Rio Tinto and BHP-Billiton that has become the major vetting service in the dry bulk shipping
industry, ranks the suitability of vessels based on a scale of one to five stars. Most major carriers will not charter a
vessel that Rightship has vetted with fewer than three stars. Rightship automatically downgrades any vessel over 18
years of age to two stars, which significantly decreases its chances of entering into a charter. Therefore, as our vessels
approach and exceed 18 years of age, we may not be able to operate these vessels profitably during the remainder of
their useful lives, which could adversely affect our earnings.

Technological innovation could reduce our charter hire income and the value of our vessels.

The charter hire rates and the value and operational life of a vessel are determined by a number of factors including
the vessel's efficiency, operational flexibility and physical life. Efficiency includes speed, fuel economy and the ability
to load and discharge cargo quickly. Flexibility includes the ability to enter harbors, utilize related docking facilities
and pass through canals and straits. The length of a vessel's physical life is related to its original design and
construction, its maintenance and the impact of the stress of operations. If new vessels are built that are more efficient
or more flexible or have longer physical lives than our vessels, competition from these more technologically advanced
vessels could adversely affect the amount of charter hire payments we receive for our vessels once their initial charters
expire and the resale value of our vessels could significantly decrease. As a result, our available cash could be
adversely affected.

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

We enter into, among other things, charterparty agreements. Such agreements subject us to counterparty risks. The
ability and willingness of each of our counterparties to perform its obligations under a contract with us will depend on
a number of factors that are beyond our control and may include, among other things, general economic conditions,
the condition of the maritime and offshore industries, the overall financial condition of the counterparty, charter rates
received for specific types of vessels, and various expenses. In addition, in depressed market conditions, our charterers
may no longer need a vessel that is currently under charter or may be able to obtain a comparable vessel at lower rates.
As a result, charterers may seek to renegotiate the terms of their existing charter parties or avoid their obligations
under those contracts and there have been reports of charterers, including some of our charter counterparties,
renegotiating their charters counterparties or defaulting on their obligations under charters and our customers may fail
to pay charter hire or attempt to renegotiate charter rates. Should a counterparty fail to honor its obligations under
agreements with us, it may be difficult to secure substitute employment for such vessel, and any new charter
arrangements we secure in the spot market or on time charters would be at lower rates given currently decreased
charter rate levels. If our charterers fail to meet their obligations to us or attempt to renegotiate our charter
agreements, it may be difficult to secure substitute employment for such vessel, and any new charter arrangements we
secure in the spot market or on time charters may be at lower rates given currently decreased charter rate levels,
particularly in the dry bulk carrier market and as a result we could sustain significant losses which could have a
material adverse effect on our business, financial condition, results of operations and cash flows, as well as our ability
to pay dividends in the future and compliance with covenants in our credit facilities.

We may not have adequate insurance to compensate us adequately for damage to, or loss of, our vessels.
We procure insurance for our fleet against risks commonly insured against by vessel owners and operators which
includes hull and machinery insurance, protection and indemnity insurance (which, in turn, includes environmental

damage and pollution insurance) and war risk insurance and freight, demurrage and defense insurance for our fleet.
We generally do not maintain insurance against loss of hire which covers business interruptions that result in the loss
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of use of a vessel except in cases we consider such protection appropriate. We may not be adequately insured against
all risks and we may not be able to obtain adequate insurance coverage for our fleet in the future. The insurers may not
pay particular claims. Even if our insurance coverage is adequate to cover our losses, we may not be able to timely
obtain a replacement vessel in the event of a loss. Our insurance policies contain deductibles for which we will be
responsible and limitations and exclusions which may increase our costs. Moreover, the insurers may default on any
claims they are required to pay. If our insurance is not enough to cover claims that may arise, it may have a material
adverse effect on our financial condition, results of operations and cash flows.

For example risks associated with the radioactive fallout from the Fukushima power plant following the earthquake
and resulting tsunami on March, 11 2011 in Japan are specifically excluded from both normal P&I and Hull Insurance
and we cannot guarantee that appropriate insurance is available for such matters on the market either on appropriate
terms or at all.
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Because we obtain some of our insurance through protection and indemnity associations, we may also be subject to
calls in amounts based not only on our own claim records, but also the claim records of other members of the
protection and indemnity associations.

We may be subject to calls in amounts based not only on our claim records but also the claim records of other
members of the protection and indemnity associations through which we receive insurance coverage for tort liability,
including pollution-related liability. Our payment of these calls could result in significant expense to us, which could
have a material adverse effect on our business, results of operations, cash flows, financial condition and ability to pay
dividends.

Our international operations expose us to risks of terrorism and piracy that may interfere with the operation of our
vessels, which could adversely affect our business.

We are an international company and primarily conduct our operations outside the United States of America.
Changing economic, political and governmental conditions in the countries where we are engaged in business or
where our vessels are registered affect our operations. In the past, political conflicts, particularly in the Arabian Gulf,
resulted in attacks on vessels, mining of waterways and other efforts to disrupt shipping in the area. Acts of piracy
have historically affected ocean-going vessels trading in regions of the world such as the South China Sea and in the
Gulf of Aden off the coast of Somalia. Throughout 2008, 2009 and 2010, the frequency of piracy incidents increased
significantly, particularly in the Gulf of Aden, with dry bulk vessels and tankers especially vulnerable to such attacks.
The number of pirate attacks against vessels worldwide dropped slightly during 2011.

There have been several examples of publicized reports of vessel hijackings in recent years. In November 2008, the
Sirius Star, a tanker vessel not affiliated with us, was captured by pirates in the Indian Ocean while carrying crude oil
estimated to be worth $100.0 million and later released in January 2009 upon a reported ransom payment of $3.0
million. In February 2009, the Saldanha, a vessel not affiliated with us, was seized by pirates while transporting coal
through the Gulf of Aden and, in April 2009, the Maersk Alabama, a 17,000-ton container ship not affiliated with us,
was seized by Somali pirates. Both of these ships were also later released. These types of events may result in loss of
revenues, increased costs and decreased cash flows to our customers, which could impair their ability to make
payments to us under our charters.

On May 12, 2010, one of our vessels, Eleni P, was hijacked by pirates off the East Coast of Africa. This matter was
resolved and the Eleni P was released on December 11, 2010. All the crew of the Eleni P was safely repatriated and
the vessel was repaired in China after the seven months of forced lay-up in Somalia, which had caused deterioration to
the ship's hull and engines.

If these piracy attacks result in regions (in which our vessels are deployed) being characterized by insurers as "war
risk" zones, as the Gulf of Aden temporarily was in May 2008, or Joint War Committee (JWC) "war and strikes"
listed areas, premiums payable for such insurance coverage could increase significantly and such insurance coverage
may be more difficult to obtain. Crew costs, including those due to employing onboard security guards, could increase
in such circumstances. In addition, while we believe the charterer remains liable for charter payments when a vessel is
seized by pirates, the charterer may dispute this and withhold charter hire until the vessel is released. A charterer may
also claim that a vessel seized by pirates was not "on-hire" for a certain number of days and it is therefore entitled to
cancel the charter party, a claim that we would dispute. We may not be adequately insured to cover losses from these
incidents, which could have a material adverse effect on us. When our vessels are the targets of such incidents (see
preceding risk factor), this could result in loss or damage of our vessels and a loss of operating revenue. In addition,
detention hijacking as a result of an act of piracy against our vessels, or an increase in cost, or unavailability of
insurance for our vessels, could have a material adverse effect on our business, financial condition, results of

52



Edgar Filing: EUROSEAS LTD. - Form 20-F

operations and cash flows.

The U.S. government has imposed legislation concerning the deteriorating situation in Somalia, including acts of
piracy off the coast of Somalia. On April 13, 2010, the President of the United States issued an Executive Order,
which we refer to as the "Order", prohibiting, among other things, the payment of monies to or for the benefit of
individuals and entities on the list of Specially Designated Nationals, or SDNs, published by U.S. Department of the
Treasury's Office of Foreign Assets Control. Certain individuals associated with piracy off the coast of Somalia are
currently designated persons under the SDN list. The Order is applicable only to payments by U.S. persons and not by
foreign entities such as Euroseas. Notwithstanding this fact, it is possible that the Order, and the regulations
promulgated therefrom, may affect foreign private issuers to the extent that such foreign private issuers provide
monies, such as ransom payments to secure the release of crews and ships in the event of detention hijackings, to any
SDN for which they seek reimbursement from a U.S. insurance carrier. While additional regulations relating to the
Order may be promulgated by the U.S. government in the future, we cannot predict what effect these regulations may
have on our operations.

If our vessels call on ports located in countries that are subject to restrictions, sanctions or embargoes imposed by the
U.S. government, that could adversely affect our reputation and the market for our shares of common stock and its
trading price.

From time to time, vessels in our fleet on charterers' instructions may call on ports located in countries subject to
sanctions and embargoes imposed by the U.S. government and countries identified by the U.S. government as state
sponsors of terrorism (Cuba, Iran, Sudan and Syria). The U.S. sanctions and embargo laws and regulations vary in
their application, as they do not all apply to the same covered persons or proscribe the same activities, and such
sanctions and embargo laws and regulations may be amended or strengthened over time. The United States
government has recently imposed sanctions with respect to Libya and expanded existing sanctions with respect to
Iran.
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On February 25, 2011, an executive order titled Blocking Property and Prohibiting Certain Transactions Related to
Libya, or the Libya Executive Order, was issued. The Libya Executive Order prohibits U.S. persons from making or
receiving contributions or provisions of funds, goods or services to or from certain entities and individuals whose
property or interests in property are blocked by the Libya Executive Order. Entities and individuals with whom such
transactions are specifically prohibited include, but are not limited to, certain members of the Qadhafi family, the
Libyan government (including its senior officials, agencies, instrumentalities and controlled entities) and the Central
Bank of Libya.

On July 1, 2010, the U.S. enacted the Comprehensive Iran Sanctions Accountability and Divestment Act of 2010, or
CISADA. CISADA applies to both U.S. and non-U.S. persons, which includes our company. CISADA limits the
ability of companies and persons to engage in investments and transactions that could directly and significantly
contribute to Iran's ability to develop petroleum resources, import refined petroleum products, or facilitate the
maintenance or expansion of Iran's domestic production of refined petroleum products.

Although these sanctions and embargoes do not prevent our vessels from making calls to ports in these countries,
potential investors could view such port calls negatively, which could adversely affect our reputation and the market
for our common stock. In addition, certain institutional investors may have investment policies or restrictions that
prevent them from holding securities of companies that have contracts with countries identified by the U.S.
government as state sponsors of terrorism. Such investors may decide to divest their interest, or not to invest, in our
company simply because we do business with companies that do business in sanctioned countries. The determination
by these investors not to invest in or to divest our common shares may adversely affect the price at which our common
shares trade. Investor perception of the value of our common stock may be adversely affected by the consequences of
war, the effects of terrorism, civil unrest and governmental actions in these and surrounding countries.

Almost all of the Company's revenues are from chartering-out its vessels on time charter contracts. Some of the
Company's drybulk vessels had also entered into pooling arrangements under which an international company and
trading house involved in the use and/or transportation of drybulk commodities directs the Company's vessel to carry
cargoes on its behalf. These pooling arrangements have now expired and the vessels have been chartered-out on time
charter contracts. In both time charters and pooling arrangements, the Company has no contractual relationship with
the owner of the cargo and does not know the identity of the cargo owner. The vessel is directed to a load port to load
the cargo, and to a discharge port to offload the cargo, based solely on the instructions of the charterer. Under its time
charters and pooling arrangements, the terms of which are consistent with industry standards, the Company may not
have the ability to prohibit its charterers from sending its vessels to Iran, Syria, Sudan or Cuba to carry cargoes that do
not violate applicable laws.

We believe that we are in compliance with all applicable sanctions and embargo laws and regulations, and intend to
maintain such compliance, but there can be no assurance that we will be in compliance in the future, particularly as
the scope of certain laws may be unclear and may be subject to changing interpretations. Any such violation could
result in fines or other penalties and could result in some investors deciding, or being required, to divest their interest,
or not to invest, in our company. Moreover, our charterers may violate applicable sanctions and embargo laws and
regulations as a result of actions that do not involve us or our vessels, and those violations could in turn negatively
affect our reputation. Investor perception of the value of our common stock may also be adversely affected by the
consequences of war, the effects of terrorism, civil unrest and governmental actions in these and surrounding
countries.

We expect to operate substantially outside the United States, which will expose us to political and governmental
instability, which could harm our operations.

54



Edgar Filing: EUROSEAS LTD. - Form 20-F

We expect that our operations will be primarily conducted outside the United States and may be adversely affected by
changing or adverse political and governmental conditions in the countries where our vessels are flagged or registered
and in the regions where we otherwise engage in business. Any disruption caused by these factors may interfere with
the operation of our vessels, which could harm our business, financial condition and results of operations. Past
political efforts to disrupt shipping in these regions, particularly in the Arabian Gulf, have included attacks on ships
and mining of waterways. In addition, terrorist attacks outside this region, such as the attacks that occurred against
targets in the United States on September 11, 2001, Spain on March 11, 2004, London on July 7, 2005, Mumbai on
November 26, 2008 and continuing hostilities in Iraq and Afghanistan and elsewhere in the Middle East and the world
may lead to additional armed conflicts or to further acts of terrorism and civil disturbance in the United States and
elsewhere. Any such attacks or disturbances may disrupt our business, increase vessel operating costs, including
insurance costs, and adversely affect our financial condition and results of operations. Our operations may also be
adversely affected by expropriation of vessels, taxes, regulation, tariffs, trade embargoes, economic sanctions or a
disruption of or limit to trading activities or other adverse events or circumstances in or affecting the countries and
regions where we operate or where we may operate in the future.
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Obligations associated with being a public company require significant company resources and management attention.

We are subject to the reporting requirements of the Securities Exchange Act of 1934, as amended, or the Exchange
Act, and the other rules and regulations of the Commission, including the Sarbanes-Oxley Act of 2002. Section 404 of
the Sarbanes-Oxley Act requires that we evaluate and determine the effectiveness of our internal control over financial
reporting.

We work with our legal, accounting and financial advisors to identify any areas in which changes should be made to
our financial and management control systems to manage our growth and our obligations as a public company. We
evaluate areas such as corporate governance, corporate control, internal audit, disclosure controls and procedures and
financial reporting and accounting systems. We will make changes in any of these and other areas, including our
internal control over financial reporting, which we believe are necessary. However, these and other measures we may
take may not be sufficient to allow us to satisfy our obligations as a public company on a timely and reliable basis. In
addition, compliance with reporting and other requirements applicable to public companies will create additional costs
for us and will require the time and attention of management. Our limited management resources may exacerbate the
difficulties in complying with these reporting and other requirements while focusing on executing our business
strategy. We may not be able to predict or estimate the amount of the additional costs we may incur, the timing of
such costs or the degree of impact that our management's attention to these matters will have on our business.

Derivatives contracts margin requirements might restrict all our funds and significantly affect our operations.

FFA contracts and other derivative instruments may be used to hedge a vessel owner's exposure to the charter market
by providing for the sale of a contracted charter rate along a specified route and period of time. Upon settlement, if the
contracted charter rate is less than the average of the rates, as reported by an identified index, for the specified route
and period, the seller of the FFA contract is required to pay the buyer an amount equal to the difference between the
contracted rate and the settlement rate, multiplied by the number of days in the specified period. Conversely, if the
contracted rate is greater than the settlement rate, the buyer is required to pay the seller the settlement sum. We have
entered into several derivatives contracts, including interest rate swaps as well as a number of FFA contracts, and we
may enter into new ones that may require us to post margin if the markets move against our positions. We may not
have enough funds to cover such margin requirements and as a result our ability to operate our vessels may be
significantly curtailed, we may be forced to close the contracts at a loss, we may be forced to sell some or all of our
assets. As of December 31, 2011,we did not have any FFA contracts outstanding.

Exposure to currency exchange rate fluctuations will result in fluctuations in our cash flows and operating results.

We generate all our revenues in U.S. dollars, but we incur approximately 23% of our vessel operating expenses,
voyage expenses and drydocking expenses, all our vessel management fees, and, approximately 22%, in 2011 of our
general and administrative expenses in currencies other than the U.S. dollar. This difference could lead to fluctuations
in our operating expenses, which would affect our financial results. Expenses incurred in foreign currencies increase
when the value of the U.S. dollar falls, which would reduce our profitability and cash flows.

Interest rates in most loan agreements in our industry are based on variable components, such as LIBOR, and if such
variable components increase significantly, it could affect our profitability, earnings and cash flow.

LIBOR in the past has been volatile, with the spread between LIBOR and the prime lending rate widening
significantly at times. These conditions can be the result of disruptions in the international credit markets. Because the
interest rates borne by our outstanding indebtedness fluctuate with changes in LIBOR, if this volatility were to
continue, it would affect the amount of interest payable to service our debt, which in turn, could have an adverse effect
on our profitability, earnings and cash flow.
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Furthermore, interest rates in most loan agreements in our industry have been based on published LIBOR rates.
Recently, however, lenders have insisted on provisions that entitle the lenders, in their discretion, to replace published
LIBOR as the base for the interest calculation with their cost-of-funds rate if the quoted LIBOR rate does not reflect
their true cost-of-funds or if it is unavailable. If we are required to agree to such a provision in future loan agreements,
our borrowing costs could increase significantly if there is a market disruption of LIBOR, which could have an
adverse effect on our profitability, earnings and cash flow.

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

We have historically derived a significant part of our revenues from a small number of charterers. During 2011,
approximately 55% of our revenues derived from our top five charterers. During 2010 and 2009, approximately 71%
and 54%, respectively, of our revenues derived from our top five charterers. If one or more of our charterers chooses
not to charter our vessels or is unable to perform under one or more charters with us and we are not able to find a
replacement charter, we could suffer a loss of revenues that could adversely affect our financial condition and results
of operations.

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

A foreign corporation will be treated as a "passive foreign investment company," or PFIC, for United States federal
income tax purposes if either (1) at least 75% of its gross income for any taxable year consists of certain types of
"passive income" or (2) at least 50% of the average value of the corporation's assets produce or are held for the
production of those types of "passive income." For purposes of these tests, "passive income" includes dividends,
interest, and gains from the sale or exchange of investment property and rents and royalties other than rents and
royalties which are received from unrelated parties in connection with the active conduct of a trade or business. For
purposes of these tests, income derived from the performance of services does not constitute "passive income." United
States shareholders of a PFIC are subject to a disadvantageous United States federal income tax regime with respect
to the income derived by the PFIC, the distributions they receive from the PFIC and the gain, if any, they derive from
the sale or other disposition of their shares in the PFIC. In addition, for taxable years beginning after March 18, 2010,
United States shareholders of a PFIC are required to file annual information returns with the United States Internal
Revenue Service, or IRS.

Based on our current method of operation, we do not believe that we have been, are or will be a PFIC with respect to
any taxable year. In this regard, we treat the gross income we derive or are deemed to derive from our time chartering
activities as services income, rather than rental income. Accordingly, we believe that our income from our time
chartering activities should not constitute "passive income," and the assets that we own and operate in connection with
the production of that income should not constitute passive assets.

There is substantial legal authority supporting this position consisting of case law and IRS pronouncements
concerning the characterization of income derived from time charters and voyage charters as services income for other
tax purposes. However, it should be noted that there is also authority which characterizes time charter income as
rental income rather than services income for other tax purposes. Accordingly, in the absence of legal authority
directly relating to PFIC rules, no assurance can be given that the IRS or a court of law will accept this position, and
there is a risk that the IRS or a court of law could determine that we are a PFIC. Moreover, no assurance can be given
that we would not constitute a PFIC for any future taxable year if the nature and extent of our operations changed.
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If the IRS were to find that we are or have been a PFIC for any taxable year, our United States shareholders will face
adverse United States federal income tax consequences. Under the PFIC rules, unless those shareholders make an
election available under the United States Internal Revenue Code of 1986, as amended, (which election could itself
have adverse consequences for such shareholders, as discussed in Item 10 of this Annual Report under "Taxation —
United States Federal Income Taxation of U.S. Holders"), such shareholders would be subject to U.S. federal income
tax at the then prevailing income tax rates on ordinary income plus interest upon excess distributions and upon any
gain from the disposition of our shares, as if the excess distribution or gain had been recognized ratably over the
United States shareholder's holding period of our shares. See "Taxation — United States Federal Income Taxation of
U.S. Holders" in this Annual Report under Item 10 for a more comprehensive discussion of the United States federal
income tax consequences to United States shareholders if we are treated as a PFIC.

Based on the current and expected composition of our and our subsidiaries' assets and income, it is not anticipated that
we will be treated as a PFIC. Our actual PFIC status for any taxable year, however, will not be determinable until after
the end of such taxable year. Accordingly there can be no assurances regarding our status as a PFIC for the current
taxable year or any future taxable year. See the discussion in the section entitled "Item 10.E. Taxation — Passive
Foreign Investment Company Regulations.”" We urge U.S. Holders to consult with their own tax advisors regarding
the possible application of the PFIC rules.

Legislation has previously been proposed in the United States Congress which would prevent dividends on our shares
from qualifying for certain preferential rates of United States federal income taxation.

"Qualified dividend income" derived by non-corporate United States shareholders is currently (through 2012) subject
to United States federal income taxation at reduced rates. We expect that under current law, so long as our shares are
traded on the NASDAQ Capital Market, the NASDAQ Global Select Market or the NASDAQ Global Market and we
do not and have not qualified as a "passive foreign investment company" for United States federal income tax
purposes, distributions treated as dividends for United States federal income tax purposes on our shares will
potentially be eligible (that is, eligible if certain conditions relating to the United States shareholder are satisfied) for
treatment as qualified dividend income. In a previous session of the United States Congress, legislation was
introduced which would have made it unlikely that such distributions on our shares would be eligible for such
treatment. In addition, the provisions relating to "qualified dividend income" are scheduled to expire on December 31,
2012.

If management is unable to provide reports as to the effectiveness of our internal control over financial reporting or
our independent registered public accounting firm is unable to provide us with unqualified attestation reports as to the
effectiveness of our internal control over financial reporting, investors could lose confidence in the reliability of our
financial statements, which could result in a decrease in the value of our common stock.

Under Section 404 of the Sarbanes-Oxley Act of 2002, or Sarbanes-Oxley, we are required to include in each of our
annual reports on Form 20-F a report containing our management's assessment of the effectiveness of our internal
control over financial reporting and an attestation report of our independent registered public accounting firm related
to the effectiveness of our internal control over financial reporting. If, in such annual reports on Form 20-F, our
management cannot provide a report as to the effectiveness of our internal control over financial reporting or our
independent registered public accounting firm is unable to provide us with an unqualified attestation report as to the
effectiveness of our internal control over financial reporting as required by Section 404, investors could lose
confidence in the reliability of our financial statements, which could result in a decrease in the value of our common
stock.

We may have to pay United States federal income tax on United States source income, which would reduce our
earnings.
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Under the United States Internal Revenue Code of 1986, as amended, or the Code, 50% of the gross shipping income
of a vessel owning or chartering corporation, such as ourselves and our subsidiaries, that is attributable to
transportation that begins or ends, but that does not both begin and end, in the United States may be subject to a 4%
United States federal income tax without allowance for deduction, unless that corporation qualifies for exemption
from tax under Section 883 of the Code and the regulations promulgated thereunder.
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We believe that we and each of our subsidiaries qualify for this statutory tax exemption under Section 883 of the Code
and we have taken this position for United States federal income tax return reporting purposes. However, there are
factual circumstances beyond our control that could cause us to lose the benefit of this tax exemption and thereby
become subject to United States federal income tax on our United States source shipping income. For example, we
would fail to qualify for exemption under Section 883 of the Code for a particular tax year if shareholders, each of
whom owned, actually or under applicable constructive ownership rules, a 5% or greater interest in the vote and value
of the outstanding shares of our stock, owned in the aggregate 50% or more of the vote and value of the outstanding
shares of our stock, and "qualified shareholders" as defined by the Treasury Regulation under Section 883 of the Code
did not own, directly or under applicable constructive ownership rules, sufficient shares in our closely-held block of
stock to preclude the shares in the closely-held block that are not so owned from representing 50% or more of the
value of our stock for more than half of the number of days during the taxable year. Establishing such ownership by
qualified shareholders will depend upon the status of certain of our direct or indirect shareholders as residents of
qualifying jurisdictions and whether those shareholders own their shares through bearer share arrangements. In
addition, such shareholders will also be required to comply with ownership certification procedures attesting that they
are residents of qualifying jurisdictions, and each intermediary or other person in the chain of ownership between us
and such shareholders must undertake similar compliance procedures. Due to the factual nature of the issues involved,
we may not be able to maintain our tax-exempt status or that of any of our subsidiaries.

If we or our subsidiaries are not entitled to exemption under Section 883 of the Code for any taxable year, we or our
subsidiaries could be subject for those years to an effective 2% United States federal income tax on the shipping
income we derive during the year that are attributable to the transport of cargoes to or from the United States. The
imposition of this taxation would have a negative effect on our business and would result in decreased earnings
available for distribution to our shareholders.

Failure to comply with the U.S. Foreign Corrupt Practices Act could result in fines, criminal penalties, and an adverse
effect on our business.

We may operate in a number of countries throughout the world, including countries known to have a reputation for
corruption. We are committed to doing business in accordance with applicable anti-corruption laws and have adopted
a code of business conduct and ethics which is consistent and in full compliance with the U.S. Foreign Corrupt
Practices Act. We are subject, however, to the risk that we, our affiliated entities or our or their respective officers,
directors, employees and agents may take action determined to be in violation of such anti-corruption laws, including
the U.S. Foreign Corrupt Practices Act of 1977. Any such violation could result in substantial fines, sanctions, civil
and/or criminal penalties, curtailment of operations in certain jurisdictions, and might adversely affect our business,
results of operations or financial condition. In addition, actual or alleged violations could damage our reputation and
ability to do business. Furthermore, detecting, investigating, and resolving actual or alleged violations is expensive
and can consume significant time and attention of our senior management.

It may be difficult to enforce service of process and enforcement of judgments against us and our officers and
directors.

We are a Marshall Islands corporation, and our executive offices are located outside of the United States in Maroussi,
Greece. A majority of our directors and officers reside outside of the United States, and a substantial portion of our
assets and the assets of our officers and directors are located outside of the United States. As a result, you may have
difficulty serving legal process within the United States upon us or any of these persons. You may also have difficulty
enforcing, both in and outside of the United States, judgments you may obtain in the U.S. courts against us or these
persons in any action, including actions based upon the civil liability provisions of U.S. federal or state securities
laws.
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There is also substantial doubt that the courts of the Marshall Islands or Greece would enter judgments in original
actions brought in those courts predicated on U.S. federal or state securities laws.

30

63



Edgar Filing: EUROSEAS LTD. - Form 20-F

Risk Factors Relating To Our Common Stock

The trading volume for our common stock has been low, which may cause our common stock to trade at lower prices
and make it difficult to sell your common stock.

Although our shares of common stock have traded on the NASDAQ Global Market since January 31, 2007 and on the
NASDAQ Global Select Market since January 1, 2008, the trading volume has been lower over the last couple of
years. Our shares may not actively trade in the public market and any such limited liquidity may cause our common
stock to trade at lower prices and make it difficult to sell your common stock.
The market price of our common stock has been and may in the future be subject to significant fluctuations.
The market price of our common stock has been and may in the future be subject to significant fluctuations as a result
of many factors, some of which are beyond our control. Among the factors that have in the past and could in the future
affect our stock price are:
. actual or anticipated fluctuations in quarterly and annual variations in our results of operations;
e changes in market valuations or sales or earnings estimates or publication of research reports by analysts;
e changes in earnings estimates or shortfalls in our operating results from levels forecasted by securities analysts;
. speculation in the press or investment community about our business or the shipping industry;
e changes in market valuations of similar companies and stock market price and volume fluctuations generally;

o payment of dividends;

estrategic actions by us or our competitors such as mergers, acquisitions, joint ventures, strategic alliances or
restructurings;

o changes in government and other regulatory developments;
. additions or departures of key personnel;
° general market conditions and the state of the securities markets; and
° domestic and international economic, market and currency factors unrelated to our performance.

The international drybulk and container shipping industry has been highly unpredictable. In addition, the stock
markets in general, and the markets for drybulk and container shipping and shipping stocks in general, have
experienced extreme volatility that has sometimes been unrelated to the operating performance of particular
companies. These broad market fluctuations may adversely affect the trading price of our common stock. Our shares
may trade at prices lower than you originally paid for such shares.

The market price of our common stock has dropped below $5.00 per share, and the last reported sale price on the
NASDAQ Global Select Market on April 25, 2012 was $1.85 per share. If the market price of our common stock
remains below $5.00 per share, under stock exchange rules, our shareholders will not be able to use such shares as
collateral for borrowing in margin accounts. This inability to continue to use our common stock as collateral may lead
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to sales of such shares creating downward pressure on and increased volatility in the market price of our common
stock.

In addition, under the rules of the NASDAQ Stock Market, listed companies have historically been required to
maintain a share price of at least $1.00 per share and if the share price declines below $1.00 for a period of 30
consecutive business days, then the listed company would have a cure period of at least 180 days to regain compliance
with the $1.00 per share minimum. In the event that our share price declines below $1.00 for a period of 30
consecutive business days, we may be required to take action, such as a reverse stock split, in order to comply with
NASDAQ rules that may be in effect at the time.
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Our Amended and Restated Articles of Incorporation, Bylaws and Shareholders' Rights Plan contain anti-takeover
provisions that may discourage, delay or prevent (1) our merger or acquisition and/or (2) the removal of incumbent
directors and officers.

Our current amended and restated articles of incorporation and bylaws contain certain anti-takeover provisions. These
provisions include blank check preferred stock, the prohibition of cumulative voting in the election of directors, a
classified Board of Directors, advance written notice for shareholder nominations for directors, removal of directors
only for cause, advance written notice of shareholder proposals for the removal of directors and limitations on action
by shareholders. In addition, we adopted a shareholders' rights plan pursuant to which our Board of Directors may
cause the substantial dilution of any person that attempts to acquire us without the approval of our Board of
Directors. These anti-takeover provisions, including provisions of our shareholders' rights plan, either individually or
in the aggregate, may discourage, delay or prevent (1) our merger or acquisition by means of a tender offer, a proxy
contest or otherwise, that a shareholder may consider in its best interest (2) the removal of incumbent directors and
officers, and (3) the ability of public shareholders to benefit from a change in control. These anti-takeover provisions
could substantially impede the ability of shareholders to benefit from a change in control and, as a result, may
adversely affect the market price of our common stock and shareholders' ability to realize any potential change of
control premium.

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

Sales of a substantial number of shares of our common stock in the public market, or the perception that these sales
could occur, may depress the market price for our common stock. These sales could also impair our ability to raise
additional capital through the sale of our equity securities in the future.

On February 17, 2012, our new F-3 universal shelf registration statement was declared effective by the SEC pursuant
to which we registered up to $400 million in securities. Friends, our largest shareholder and an affiliate of the
Company, has registered for resale all of its shares owned as of February 17, 2012 under this same registration
statement, which has resulted in these shares becoming freely tradable without restriction under the Securities Act if
such shares are sold under the registration statement.

We may issue additional shares of our stock in the future and our stockholders may elect to sell large numbers of
shares held by them from time to time. Our amended and restated articles of incorporation authorize us to issue up to
200,000,000 shares of common stock and 20,000,000 shares of preferred stock. On March 25, 2010, we entered into
the Joint Venture to form Euromar LLC. The Joint Venture provides our joint venture partners the option, exercisable
in certain instances and at any time after March 25, 2012, to convert all or part of their equity interests in Euromar into
common shares of Euroseas at a price to be based on the comparable values of Euromar and Euroseas at the time of
exercise, with such conversion happening at not less than the net asset value of each entity. Depending on the value of
each entity at the time of exercise of the conversion, it is possible that our joint venture partners will be able to convert
into a majority of our common shares.

Sales of a substantial number of any of the shares of common stock mentioned above may cause the market price of
our common stock to decline.

Issuance of preferred stock may adversely affect the voting power of our shareholders and have the effect of
discouraging, delaying or preventing a merger or acquisition, which could adversely affect the market price of our

common stock.

Our Board may decide in the future to issue preferred shares in one or more series and to determine the rights,
preferences, privileges and restrictions with respect to, among other things, dividends, conversion, voting, redemption,
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liquidation and the number of shares constituting any series subject to prior shareholders' approval. If our Board
determines to issue preferred shares, such issuance may discourage, delay or prevent a merger or acquisition that
shareholders may consider favorable. The issuance of preferred shares with voting and conversion rights may also
adversely affect the voting power of the holders of common shares. This could substantially impede the ability of
public shareholders to benefit from a change in control and, as a result, may adversely affect the market price of our
common stock and shareholders' ability to realize any potential change of control premium.
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Because the Republic of the Marshall Islands, where we are incorporated, does not have a well-developed body of
corporate law, shareholders may have fewer rights and protections than under typical United States law, such as
Delaware, and shareholders may have difficulty in protecting their interest with regard to actions taken by our Board
of Directors.

Our corporate affairs are governed by our amended and restated articles of incorporation and bylaws, as amended, and
by the Marshall Islands Business Corporations Act, or the BCA. The provisions of the BCA resemble provisions of
the corporation laws of a number of states in the United States. However, there have been few judicial cases in the
Republic of the Marshall Islands interpreting the BCA. The rights and fiduciary responsibilities of directors under the
law of the Republic of the Marshall Islands are not as clearly established as the rights and fiduciary responsibilities of
directors under statutes or judicial precedent in existence in certain U.S. jurisdictions. Stockholder rights may differ as
well. For example, under Marshall Islands law, a copy of the notice of any meeting of the shareholders must be given
not less than 15 days before the meeting, whereas in Delaware such notice must be given not less than 10 days before
the meeting. Therefore, if immediate shareholder action is required, a meeting may not be able to be convened as
quickly as it can be convened under Delaware law. Also, under Marshall Islands law, any action required to be taken
by a meeting of shareholders may only be taken without a meeting if consent is in writing and is signed by all of the
shareholders entitled to vote, whereas under Delaware law action may be taken by consent if approved by the number
of shareholders that would be required to approve such action at a meeting. Therefore, under Marshall Islands law, it
may be more difficult for a company to take certain actions without a meeting even if a majority of the shareholders
approve of such action. While the BCA does specifically incorporate the non-statutory law, or judicial case law, of the
State of Delaware and other states with substantially similar legislative provisions, public shareholders may have more
difficulty in protecting their interests in the face of actions by the management, directors or controlling shareholders
than would shareholders of a corporation incorporated in a U.S. jurisdiction.

Item 4. Information on the Company
A. History and Development of the Company

Euroseas Ltd. is a Marshall Islands company incorporated under the BCA in May 2005. We are a provider of
worldwide ocean-going transportation services. We own and operate drybulk carriers that transport major bulks such
as iron ore, coal and grains, and minor bulks such as bauxite, phosphate and fertilizers. We also own and operate
containerships and multipurpose vessels that transport dry and refrigerated containerized cargoes, mainly including
manufactured products and perishables. As of April 25, 2012, our fleet consisted of five drybulk carriers (comprised
of four Panamax drybulk carriers and one Handymax drybulk carrier), nine containerships and one multipurpose
vessel. The total cargo carrying capacity of the five drybulk carriers is 331,808 dwt and of the nine containerships is
240,687 dwt and 15,855 teu. Our multipurpose vessel can carry 22,568 dwt and/or 950 teu. Three of our vessels were
acquired before January 1, 2004 and were controlled by the Pittas family interests. On June 29, 2005, the shareholders
of the three vessels (and of four additional vessels that have since been sold) transferred their ownership in each of the
vessels to Euroseas in exchange for shares in Friends, a 100% owner of Euroseas at that time. We have purchased
sixteen additional vessels since June 2005, of which we sold three in 2009 and one in 2012.

On August 25, 2005, we raised approximately $17.5 million in net proceeds from the private placement of our
securities to a number of institutional and accredited investors, or the Private Placement. In the Private Placement, we
issued 2,342,331 shares of common stock at a price of $9.00 per share (adjusted for the 1-for-3 reverse split of our
common stock effected on October 6, 2006), as well as warrants to purchase an additional 585,589 shares of common
stock. The warrants have a five year term and an exercise price of $10.80 per share (adjusted for the 1-for-3 reverse
split of our common stock).
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On February 5, 2007, we raised approximately $43.3 million in net proceeds from a follow-on common stock offering.
On July 5, 2007, we raised approximately $73.0 million in net proceeds from a follow-on common stock offering. On
November 9, 2007, we raised approximately $93.6 million in net proceeds from a follow-on common stock
offering. During September 2009 we raised approximately $0.65 million in net proceeds from the sale of 134,100
common shares sold pursuant to a sales agreement with Citigroup, as sales agent.

Our shares originally traded on the OTCBB under the symbol ESEAF.OB until October 5, 2006 and EUSEF.OB from
October 6, 2006 to January 30, 2007. Our shares have traded on the NASDAQ Global Market under the symbol
ESEA since January 31, 2007 and on the NASDAQ Global Select Market since January 1, 2008.

Our executive offices are located at 4 Messogiou & Evropis Street, 151 25, Maroussi, Greece. Our telephone number
is +30-211-1804005.

B. Business Overview

Our fleet consists of: (i) drybulk carriers that transport iron ore, coal, grain and other dry cargoes along worldwide
shipping routes; (ii) containerships that transport container boxes providing scheduled service between ports; and (iii)
a multipurpose vessel that can carry either drybulk cargoes or containers. Please see information in the section "Our
Fleet", below. During 2007, 2008, 2009, 2010 and 2011 we had a fleet utilization of 99.7%, 98.0%, 94.8%, 99.2% and
96.4%, respectively, our vessels achieved daily time charter equivalent rates of $21,468, $23,695, $13,698, $11,201
and $11,525, respectively, and we generated revenues of $86.10 million, $132.24 million, $66.22 million, $54.42
million and $64.13 million, respectively.

Our business strategy is focused on providing consistent shareholder returns by carefully selecting the timing and the
structure of our investments in drybulk and containership vessels and by reliably, safely and competitively operating
the vessels we own, through our affiliate, Eurobulk. Representing a continuous shipowning and management history
that dates back to the 19th century, we believe that one of our advantages in the industry is our ability to select and
safely operate drybulk and containership vessels of any age. We continuously evaluate sale and purchase
opportunities, as well as long term employment opportunities for our vessels.
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Our Fleet

As of April 25, 2012, the profile and deployment of our fleet is the following:

1 *k
Name Type Dwt TEU Year Built Employment (*) TCE Rate ($/day)
Dry Bulk Vessels
TC til' Jan-14 + $11,200 +50/50 Profit
PANTELIS Panamax 74,020 2000 1 Year in Share
Charterers Option $14,200
ELENI P Panamax 72,119 1997 TC 'til Jan-13 $16,500
IRINI Panamax 69,734 1988 TC 'til Apr-13 $14,000
TC 'til Apr-12 $14,950
FLIBILIDIES Nz Panamax 69,268 1993 TC 'til Feb-13 $10,300
MONICA P Handymax 46,667 1998 TC 'til Sep-13 $12,375
Total Dry Bulk Vessels 5 331,808
Multipurpose Dry
Cargo Vessels
ANKING
(ex-TASMAN 1 22,568 950 1990 TC 'til Mar-13 $8,600
TRADER)
Container Carriers
MAERSK NOUMEA Intermediate 34,677 2,556 2001 TC 'til Jun-13 $15,750
TC 'til Jun-12 $6,000
TIGER BRIDGE Intermediate 31,627 2,228 1990 +
9-12 months $9,000
Charterers' Option
AGGELIKI P Intermediate 30,360 2,008 1998 TC til"May-12 $6,500
DESPINA P Handy size 33,667 1,932 1990 TC 'til Mar-13 $7,000
CAPTAIN COSTAS TC 'till Apr-13 $7,000
(ex-OEL +

Handy size 30,007 1,742 1992 12 months $12,000

Charterers' Option

TRANSWORLD)

MARINOS (ex-YM
PORT KELANG,
ex-MASTRO NICOS, Handy size 23,596 1,599 1993 TC 'til May-12 $6,000
ex- YM XINGANG I)
MANOLIS P
Handy size 20,346 1,452 1995 TC 'till May-12 $7,000
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NINOS
(ex-YM QINGDAOI) Feeder 18,253 1,169 1990 TC 'til May-12 $11,200
KUO HSIUNG Feeder 18.154 1,169 1993 TC 'til Jun-12 $11,200
Total Container 9 240,687 15,855
Carriers
Fleet Grand Total 15 595,063 16,805

(*) TC denotes time charter. All dates listed are the earliest redelivery dates under each TC.
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We plan to expand our fleet by investing in vessels in the drybulk, containership and multipurpose markets by
targeting primarily mid-age vessels at the time of purchase under favorable market conditions. We also intend to take
advantage of the cyclical nature of the market by buying and selling ships when we believe favorable opportunities
exist. We employ our vessels in the spot and time charter market, through pool arrangements and under contracts of
affreightment. As of April 25, 2012, all of our containerships, our multipurpose vessel and all of our bulkers are
employed under time charters.

As of April 25, 2012, approximately 72% of our ship capacity days in 2012 accounting for fixed spot employment in
the first and second quarter of the year, and approximately 20% of our ship capacity days in 2013, are under time
charter contracts or protected from market fluctuations (via FFA contracts).

In "Critical Accounting Policies — Impairment of long-lived assets" below, we discuss our policy for impairing the
carrying values of our vessels. During the past few years, the market values of vessels have experienced particular
volatility, with substantial declines in many vessel classes. As a result, the charter-free market value, or basic market
value, of certain of our vessels may have declined below those vessels' carrying value, even though we would not
impair those vessels' carrying value under our accounting impairment policy, due to our belief that future
undiscounted cash flows expected to be earned by such vessels over their operating lives would exceed such vessels'
carrying amounts. The table set forth below indicates (i) the carrying value of each of our vessels as of December 31,
2011, (ii) which of our vessels we believe has a basic market value below its carrying value, and (iii) the aggregate
difference between carrying value and market value represented by such vessels. This aggregate difference represents
the approximate analysis of the amount by which we believe we would have to reduce our net income if we sold all of
such vessels in the current environment, on industry standard terms, in cash transactions, and to a willing buyer where
we are not under any compulsion to sell, and where the buyer is not under any compulsion to buy. For purposes of
this calculation, we have assumed that the vessels would be sold at a price that reflects our estimate of their current
basic market values. However, we are not holding our vessels for sale, except as otherwise noted in this report.

Our estimates of basic market value assume that our vessels are all in good and seaworthy condition without need for
repair and if inspected would be certified in class without notations of any kind. Our estimates are based on

information available from various industry sources, including:

ereports by industry analysts and data providers that focus on our industry and related dynamics affecting vessel
values;

. news and industry reports of similar vessel sales;

enews and industry reports of sales of vessels that are not similar to our vessels where we have made certain
adjustments in an attempt to derive information that can be used as part of our estimates;

eapproximate market values for our vessels or similar vessels that we have received from shipbrokers, whether
solicited or unsolicited, or that shipbrokers have generally disseminated;

offers that we may have received from potential purchasers of our vessels; and

evessel sale prices and values of which we are aware through both formal and informal communications with
shipowners, shipbrokers, industry analysts and various other shipping industry participants and observers.

As we obtain information from various industry and other sources, our estimates of basic market value are inherently

uncertain. In addition, vessel values are highly volatile; as such, our estimates may not be indicative of the current or
future basic market value of our vessels or prices that we could achieve if we were to sell them.
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Carrying Value as

of December 31,

Name Capacity Purchase Date 2011
Dry Bulk Vessels (dwt) (million USD)
PANTELIS 74,020 Jul-2009 $ 23.59 (*)
ELENI P 72,119 Mar-2009 $ 14.91 (*)
IRINI 69,734  Oct-2002 $ 3.33
ARISTIDES N.P. 69,268 Sep-2006 $ 14.18 (*)
MONICA P 46,667 Jan-2009 $ 14.74 (*)
Total Dry Bulk Vessels 331,808 $ 70.75
Multipurpose Dry Cargo Vessels (dwt/teu)

22,568 /
ANKING 950 Apr-2006 $ 7.67 (*)
Container Carriers (teu)
MAERSK NOUMEA 2,556 May-2008 $ 45.06 (*)
TIGER BRIDGE 2,228 Oct-2007 $ 17.61 (*)
AGGELIKI P 2,008 Jun-2010 $ 14.93 (*)
DESPINA P 1,932 Aug-2007 $ 13.11 (*)
JONATHAN P 1,932 Aug-2007 $ 13.00 (*) (*%)
CAPTAIN COSTAS 1,742 Jun-2007 $ 17.81 (*)
MARINOS 1,599 Nov-2006 $ 13.12 (*)
MANOLIS P 1,452 Apr-2007 $ 14.17 (*)
NINOS 1,169 Feb-2001 $ 4.78 (*)
KUO HSIUNG 1,169 May-2002 $ 5.05
Total Container Carriers 17,787 $ 158.64
Fleet Total $ 237.06

(*) Indicates container and drybulk vessels for which we believe, as of April 25, 2012, the basic charter-free market
value is lower than the vessel's carrying value as of December 31, 2011. We believe that the aggregate carrying value
of these vessels, assessed separately, of $228.7 million as of December 31, 2011 exceeds their aggregate basic
charter-free market value of approximately $140.7 million by approximately $88.0 million. As further discussed in
"Critical Accounting Policies — Impairment of long-lived assets" below, we believe that the carrying values of our
vessels as of December 31, 2011 were recoverable.

(**) Vessel Jonathan P entered into a Memorandum of Agreement on February 29, 2012 to be sold for $4.4 million
and was delivered on March 16, 2012, resulting in a loss on sale of approximately $8.6 million, or, $0.27 per share.

We note that all of our drybulk vessels, all of our container vessels and our multipurpose vessel are currently
employed under time charter contracts of lengths from one to 20 months. If we sell those vessels with the charters
attached, the sale price may be affected by the relationship of the charter rate to the prevailing market rate for a
comparable charter with the same terms.

We refer you to the risk factor entitled "The market value of our vessels can fluctuate significantly, which may
adversely affect our financial condition, cause us to breach financial covenants, result in the incurrence of a loss upon
disposal of a vessel or increase the cost of acquiring additional vessels" and the discussion in Item 3.D under "Industry
Risk Factors".

Management of Our Fleet
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The operations of our vessels are managed by Eurobulk Ltd., or Eurobulk, an affiliated company, under a Master
Management Agreement with us and separate management agreements with each shipowning company. Eurobulk was
founded in 1994 by members of the Pittas family and is a reputable ship management company with strong industry
relationships and experience in managing vessels. Under our Master Management Agreement, Eurobulk is responsible
for providing us with executive services associated with us being a public company, other services to our subsidiaries
and commercial management services, which include obtaining employment for our vessels and managing our
relationships with charterers. Eurobulk also performs technical management services, which include managing
day-to-day vessel operations, performing general vessel maintenance, ensuring regulatory and classification society
compliance, supervising the maintenance and general efficiency of vessels, arranging our hire of qualified officers and
crew, arranging and supervising drydocking and repairs, arranging insurance for vessels, purchasing stores, supplies,
spares and new equipment for vessels, appointing supervisors and technical consultants and providing technical
support and shoreside personnel who carry out the management functions described above and certain accounting
services.
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Our Master Management Agreement with Eurobulk compensates Eurobulk with an annual fee and a daily
management fee per vessel managed by Eurobulk. Our Master Management Agreement was amended and restated as
of January 1, 2011 and has a term of 5 years until January 1, 2016; it was further amended and restated as of January
1, 2012 to reflect a 5% discount of the daily vessel management fee any period during which the number of the
Euroseas owned vessels (including vessels in which Euroseas is a part owner) managed by Eurobulk is greater than 20
("volume discount"), and to incorporate adjustment to the fixed annual fee to compensate for increased costs and
recognize Eurobulk's achievement of keeping our general and administrative costs lower than those of our peers. The
Master Management Agreement cannot be terminated by Eurobulk without cause or under other limited
circumstances, such as sale of the Company or Eurobulk or the bankruptcy of either party. This Master Management
Agreement will automatically be extended after the initial period for an additional five year period unless terminated
on or before the 90th day preceding the initial termination date. Pursuant to the Master Management Agreement, each
new vessel we acquire in the future will enter into a separate five year management agreement with Eurobulk.

During 2011, in exchange for providing us with the services described above, we paid Eurobulk an annual fee of
$1,225,000 and a management fee of 700 Euros per vessel per day for any vessel operating and 50% (i.e. 350 Euros)
of that for any vessel laid-up. The management fee is adjusted annually for inflation every January 1st. Starting
January 1, 2012, we pay Eurobulk an annual fee of $1,850,000 and a fee of 685 Euros per vessel per day in operation
and 342.5 Euros per vessel per day in lay up, after adjusting for inflation and taking into account a 5% discount. In
absence of the "volume discount”, the daily management fee will be 720 Euros per vessel per day in operation and 360
Euros per vessel per day in lay up.

Our Competitive Strengths
We believe that we possess the following competitive strengths:

eExperienced Management Team. Our management team has significant experience in all aspects of commercial,
technical, operational and financial areas of our business. Aristides J. Pittas, our Chairman and Chief Executive
Officer, holds a dual graduate degree in Naval Architecture and Marine Engineering and Ocean Systems
Management from the Massachusetts Institute of Technology. He has worked in various technical, shipyard and
ship management capacities and since 1991 has focused on the ownership and operation of vessels carrying dry
cargoes. Dr. Anastasios Aslidis, our Chief Financial Officer, holds a Ph.D. in Ocean Systems Management also
from Massachusetts Institute of Technology and has over 20 years of experience, primarily as a partner at a Boston
based international consulting firm focusing on investment and risk management in the maritime industry.

¢ Cost Effective Vessel Operations. We believe that because of the efficiencies afforded to us through Eurobulk, the
strength of our management team and the quality of our fleet, we are, and will continue to be, a reliable, low cost
vessel operator, without compromising our high standards of performance, reliability and safety. Despite the
average age of our fleet being approximately 18 years during 2011, our total vessel operating expenses, including
management fees and general and administrative expenses but excluding drydocking expenses were $6,001 per day
for the year ended December 31, 2011. We consider this amount to be among the lowest of the publicly listed
drybulk shipping companies in the U.S. Our technical and operating expertise allows us to efficiently manage and
transport a wide range of cargoes with a flexible trade route profile, which helps reduce ballast time between
voyages and minimize off-hire days. Our professional, well-trained masters, officers and on board crews further
help us to control costs and ensure consistent vessel operating performance. We actively manage our fleet and strive
to maximize utilization and minimize maintenance expenditures for operational and commercial utilization. For the
year ended December 31, 2011, our operational fleet utilization was 99.7% up from 99.3% in 2010 while our
commercial utilization rate decreased to 96.8% in 2011 from 99.9% in 2010. Our total fleet utilization rate in 2011
was 96.4%.
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e Strong Relationships with Customers and Financial Institutions. We believe Eurobulk and the Pittas family have
developed strong industry relationships and have gained acceptance with charterers, lenders and insurers because of
their long-standing reputation for safe and reliable service and financial responsibility through various shipping
cycles. Through Eurobulk, we offer reliable service and cargo carrying flexibility that enables us to attract
customers and obtain repeat business. We also believe that the established customer base and reputation of Eurobulk
and the Pittas family helps us to secure favorable employment for our vessels with well known charterers.

Our Business Strategy

Our business strategy is focused on providing consistent shareholder returns by carefully timing and structuring
acquisitions of drybulk carriers and containerships and by reliably, safely and competitively operating our vessels
through Eurobulk. We continuously evaluate purchase and sale opportunities, as well as long term employment
opportunities for our vessels.

eRenew and Expand our Fleet. We expect to grow our fleet in a disciplined manner through timely and selective
acquisitions of quality vessels. We perform in-depth technical review and financial analysis of each potential
acquisition and only purchase vessels as market conditions and developments present themselves. We continue to
be focused on purchasing well-maintained secondhand vessels, which should provide a significant value proposition
given the depressed price levels that exist currently. However, we will also consider purchasing newbuildings or
newbuilding resales if the value proposition exists at the time. Furthermore, as part of our fleet renewal, we will
continue to sell certain vessels when we believe it is in the best interests of the Company and our shareholders.
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e Maintain Balanced Employment. We intend to strategically employ our fleet between time and spot charters. We
actively pursue time charters to obtain adequate cash flow to cover as much as possible of our fleet's fixed costs,
consisting of vessel operating expenses, management fees, general and administrative expenses, interest expense
and drydocking costs for the upcoming 12-month period. We also use FFA contracts — as a substitute for time charter
employment - to partly provide coverage for our drybulk vessels in order to increase the predictability of our
revenues. We look to deploy the remainder of our fleet through spot charters, shipping pools or contracts of
affreightment depending on our view of the direction of the markets and other tactical or strategic considerations.
We believe this balanced employment strategy will provide us with more predictable operating cash flows and
sufficient downside protection, while allowing us to participate in the potential upside of the spot market during
periods of rising charter rates. As of April 25, 2012, on the basis of our existing time charters, approximately 72%
of our vessel capacity in 2012 and approximately 20% in 2013 are fixed, which will help protect us from market
fluctuations, enable us to make significant principal and interest payments on our debt and pay dividends to our
shareholders.

®Operate a Fleet in Two Sectors. While remaining focused on the dry cargo segment of the shipping industry, we
intend to continue to develop a diversified fleet of drybulk carriers and containerships of up to Panamax size. A
diversified drybulk fleet profile will allow us to better serve our customers in both major and minor drybulk trades,
as well as to reduce any dependency on any one cargo, trade route or customer. We will remain focused on the
smaller size ship segment of the container market, which has not experienced the same level of expansion in vessel
supply that has occurred with larger containerships. A diversified fleet, in addition to enhancing the stability of our
cash flows, will also help us to reduce our exposure to unfavorable developments in any one shipping sector and to
benefit from upswings in any one shipping sector experiencing rising charter rates.

¢Optimize Use of Financial Leverage. We will use bank debt to partly fund our vessel acquisitions and increase
financial returns for our shareholders. We actively assess the level of debt we incur in light of our ability to repay
that debt based on the level of cash flow generated from our balanced chartering strategy and efficient operating
cost structure. Our debt repayment schedule as of December 31, 2011 calls for a reduction of more than 45% of our
debt by the end of 2013. We expect this will increase our ability to borrow funds to make additional vessel
acquisitions in order to grow our fleet and continue pay dividends to our shareholders.

Our Customers

Our major charterer customers during the last three years include Maersk Lines, Klaveness (Baumarine and
Bulkhandling shipping pools), Sun Express, Orient Express Lines, Yang Ming Lines, CMA-CGM, Gold Star Line,
Hongxiang Shipping and Sinochart amongst others. We are a relationship driven company, and our top five customers
in 2011 include three of our top five customers from 2010 (Maersk Lines, Klaveness and Hongxiang Shipping) and
two from 2009 (Maersk Lines and Klaveness). Our top five customers accounted for approximately 55% of our
revenues in 2011, 71% of our revenues in 2010 and 54% of our total revenues in 2009. In 2011, Maersk Lines,
Klaveness and Hongxiang Shipping accounted for 15.73%, 13.59% and 8.96%, respectively, of our revenues; in 2010,
Klaveness, Maersk Lines and Sun Express accounted for 30.29%, 14.95% and 10.10%, respectively; in 2009,
Klaveness, Orient Express Lines and Maersk Lines accounted for 16.84%, 10.33% and 10.25% of our total revenues,
respectively. As of December 31, 2011, we do not have any material trade receivable from any of our customers that
accounted more than 10% of the customer's revenues during 2011. Our dependence on our key charterer customers is
moderate as in the event of a charterer default, our vessels can generally be re-chartered at the market rate, in the spot
or charter market, although it is likely that such rate will be lower than the charter rate agreed with the charterer.
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Dry cargo shipping refers to the transport of certain commodities by sea between various ports in bulk or
containerized form.

The drybulk commodities are often divided into two categories — major bulks and minor bulks. Major bulks include
items such as coal, iron ore and grains, while minor bulks include items such as aluminum, phosphate rock, fertilizer
raw materials, agricultural and mineral cargo, cement, forest products and some steel products, including scrap.

There are four main classes of drybulk carriers — Handysize, Handymax, Panamax and Capesize. Th