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New York, New York 10006

(212) 930-9700

(212) 930-9725 (fax)

Washington, DC 20001

(202) 724-6848

(202) 778-6460 (fax)

APPROXIMATE DATE OF PROPOSED SALE TO THE PUBLIC:

From time to time after this Registration Statement becomes effective.

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act of 1933, check the following box.     x

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act,
please check the following box and list the Securities Act registration statement number of the earlier effective
registration statement for the same offering.     ¨

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering.     ¨

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering.     ¨
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CALCULATION OF REGISTRATION FEE

Title of Each Class Of
Securities To Be Registered (1)

Proposed Maximum
Aggregate
Offering Price (2)
(3)

Amount Of
Registration
Fee

Convertible Preferred Stock, $0.001 par value per share
Common Stock, $0.001 par value per share issuable upon conversion of
Convertible Preferred Stock
Common Stock Purchase Warrants
Common Stock issuable upon exercise of Common Stock Purchase
Warrants
Preferred Share Purchase Rights (4)
Total $ 50,000,000 $ 6,440.00 (5)

(1)Any securities registered hereunder, except for the preferred share purchase rights, may be sold separately ortogether with other securities registered hereunder.

(2)

Pursuant to Rule 416, there are also being registered an indeterminable number of additional securities as may be
issued to prevent dilution resulting from stock splits, stock dividends or similar transactions, but shall not apply to
additional securities that may be issued as a result of any price protection provisions relating to the convertible
preferred stock or warrants.

(3)Estimated solely for purposes of calculating the registration fee in accordance with Rule 457(o) under theSecurities Act of 1933.

(4)
The preferred stock purchase rights are initially attached to and trade with the shares of our common stock
registered hereby. Value attributed to such rights, if any, is reflected in the market price of the Registrant’s common
stock.

(5) Amount previously paid.

The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its
effective date until the registrant shall file a further amendment which specifically states that this registration
statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of 1933 or until
the registration statement shall become effective on such date as the Securities and Exchange Commission,
acting pursuant to said Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. The selling stockholders may not sell
these securities under this prospectus until the registration statement of which it is a part and filed with the
Securities and Exchange Commission is effective. This prospectus is not an offer to sell these securities and it is
not soliciting an offer to buy these securities in any state where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED MAY 1, 2014

PRELIMINARY PROSPECTUS

FreeSeas Inc.

[*] Shares of Series D Convertible Preferred Stock

[*] Warrants to Purchase up to [*] Shares of Common Stock

[*] Shares of Common Stock Underlying the Convertible Preferred Stock and the Warrants

We are offering up to [*] shares of our Series D Convertible Preferred Stock, convertible into [*] shares of our
common stock, par value $0.001 per share, and warrants to purchase up to [*] shares of our common stock, to
purchasers in this offering.  Each share of convertible preferred stock we sell will be accompanied by a warrant to
purchase up to [*] shares of common stock.  Subject to certain ownership limitations, the convertible preferred stock
is convertible at any time at the option of the holder into shares of our common stock at a conversion ratio determined
by dividing the stated value of the convertible preferred stock by a conversion price of $[*] per share.  The warrants
are exercisable immediately and on or before the fifth year anniversary of their initial exercise date at an exercise price
of $[*] per share of common stock.  Each share of convertible preferred stock and warrant will be sold at a negotiated
price of $1,000.  The convertible preferred stock and warrants are immediately separable and will be issued
separately.  There is no minimum number of shares of convertible preferred stock and warrants that must be sold in
the offering.

Our common stock is currently quoted on The NASDAQ Capital Market under the symbol “FREE.” On April 30, 2014,
the closing price of our common stock was $1.25 per share. You are urged to obtain current market quotations for the
common stock. We do not intend to apply for a listing of the convertible preferred stock or the warrants on any
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national securities exchange.

We may amend or supplement this prospectus from time to time by filing amendments or supplements as required.
You should read the entire prospectus and any amendments or supplements carefully before you make your
investment decision.

Investing in our common stock involves a high degree of risk. Before making any investment in our common
stock, you should read and carefully consider the risks described in this prospectus under “Risk Factors”
beginning on page 5 of this prospectus.

We have retained Dawson James Securities, Inc. to act as the exclusive placement agent to use its best efforts to solicit
offers from investors to purchase the securities in this offering. The placement agent has no obligation to buy any
securities, shares of our preferred stock or warrants from us or to arrange for the purchase or sale of any specific
number or dollar amount of securities, shares of our preferred stock or warrants. The placement agent is not
purchasing or selling any shares of our preferred stock or warrants in this offering. We will pay the placement agent a
fee equal to the sum of 2.0% of the aggregate purchase price paid by Crede CGI III, Ltd. (“Crede”) and 5% of the
aggregate purchase price paid by all other investors placed by the placement agent. We will also reimburse the
placement agent up to $50,000 for reasonable legal and due diligence fees incurred in the offering.

Per Unit Total
Public offering price of units $ 1,000 $
Placement agent fees (1) $ 50 $
Proceeds, before expenses, to us (2) $ 950 $

(1) This represents the maximum placement agent fees that may be paid.  See “Plan of Distribution” beginning on page36 for more information.

(2) The proceeds shown exclude proceeds that we may receive upon exercise of the warrants.

 We estimate the total expenses of this offering, excluding the placement agent fees, will be approximately $136,000.
Because there is no minimum offering amount required as a condition to closing in this offering, the actual offering
amount, placement agent fees and proceeds to us, if any, in this offering may be substantially less than the maximum
offering amounts set forth above.
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Dawson James Securities, Inc.

Neither the Securities and Exchange Commission nor any other regulatory body has approved or disapproved
of these securities or passed upon the accuracy or adequacy of this registration statement. Any representation
to the contrary is a criminal offense.

The date of this prospectus is          , 2014.

Edgar Filing: FREESEAS INC. - Form F-1/A

8



TABLE OF CONTENTS

Page
CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS ii
ENFORCEABILITY OF CIVIL LIABILITIES iii
ABOUT THIS PROSPECTUS iii
COMPANY INFORMATION 1
RISK FACTORS 5
PRICE RANGE OF OUR PUBLICLY TRADED SECURITIES 25
DIVIDEND POLICY 25
USE OF PROCEEDS 25
CAPITALIZATION 26
DILUTION 27
SELECTED HISTORICAL FINANCIAL INFORMATION AND OTHER DATA 28
OTHER INFORMATION ABOUT THE COMPANY 31
DESCRIPTION OF CAPITAL STOCK 32
DESCRIPTION OF SERIES D CONVERTIBLE PREFERRED STOCK AND WARRANTS 34
PLAN OF DISTRIBUTION 36
MARSHALL ISLANDS COMPANY CONSIDERATIONS 37
TAXATION 39
EXPENSES RELATING TO THIS OFFERING 46
LEGAL MATTERS 46
EXPERTS 46
WHERE YOU CAN FIND ADDITIONAL INFORMATION 46
INCORPORATION OF CERTAIN INFORMATION BY REFERENCE 46

If it is against the law in any state to make an offer to sell these shares, or to solicit an offer from someone to
buy these shares, then this prospectus does not apply to any person in that state, and no offer or solicitation is
made by this prospectus to any such person.

You should rely only on the information contained in this prospectus. We have not authorized anyone to
provide you with different information. If anyone provides you with different or inconsistent information, you
should not rely on it. We are not making an offer to sell these securities in any jurisdiction where the offer and
sale is not permitted. You should assume that the information appearing in this prospectus is accurate only as
of the date on the front cover of this prospectus. Our business, financial condition, results of operations and
prospects may have changed since that date.

We obtained statistical data, market data and other industry data and forecasts used throughout this
prospectus from publicly available information. While we believe that the statistical data, industry data,
forecasts and market research are reliable, we have not independently verified the data, and we do not make
any representation as to the accuracy of the information.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains certain forward-looking statements. These forward-looking statements include information
about possible or assumed future results of our operations and our performance. Our forward-looking statements
include, but are not limited to, statements regarding us or our management’s expectations, hopes, beliefs, intentions or
strategies regarding the future and other statements other than statements of historical fact. In addition, any statements
that refer to projections, forecasts or other characterizations of future events or circumstances, including any
underlying assumptions, are forward-looking statements. The words “anticipates,” “forecasts,” “believe,” “continue,” “could,”
“estimate,” “expect,” “intends,” “may,” “might,” “plan,” “possible,” “potential,” “predicts,” “project,” “should,” “would” and similar
expressions may identify forward-looking statements, but the absence of these words does not mean that a statement is
not forward-looking. Forward-looking statements in this prospectus may include, for example, statements about:

· our future operating or financial results;

·our financial condition and liquidity, including our ability to comply with our loan covenants, to repay ourindebtedness and to continue as a going concern;

·potential liability from future litigation and incidents involving our vessels, including seizures by pirates, and ourexpected recoveries of claims under our insurance policies;

·our ability to comply with the continued listing standards on the exchange or trading market on which our commonstock is listed for trading;

· our ability to find employment for our vessels;

· drybulk shipping industry trends, including charter rates and factors affecting vessel supply and demand;

·business strategy, areas of possible expansion, and expected capital spending or operating expenses and general andadministrative expenses;

· the useful lives and value of our vessels;

· our ability to receive in full or partially our accounts receivable and insurance claims;

·
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greater than anticipated levels of drybulk vessel new building orders or lower than anticipated rates of drybulk vessel
scrapping;

· changes in the cost of other modes of bulk commodity transportation;

· availability of crew, number of off-hire days, dry-docking requirements and insurance costs;

·changes in condition of our vessels or applicable maintenance or regulatory standards (which may affect, amongother things, our anticipated dry-docking costs);

· competition in the seaborne transportation industry;

· global and regional economic and political conditions;

· fluctuations in currencies and interest rates;

·our ability to leverage to our advantage the relationships and reputation Free Bulkers S.A., our manager (“Manager”),has in the drybulk shipping industry;

· the overall health and condition of the U.S. and global financial markets;

· changes in seaborne and other transportation patterns;

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

· our ability to pay dividends in the future;

· acts of terrorism and other hostilities; and

ii
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· other factors discussed in the section titled “Risk Factors” in this prospectus.

The forward-looking statements contained in this prospectus are based on our current expectations and beliefs
concerning future developments and their potential effects on us. There can be no assurance that future developments
affecting us will be those that we have anticipated. These forward-looking statements involve a number of risks,
uncertainties (some of which are beyond our control) or other assumptions that may cause actual results or
performance to be materially different from those expressed or implied by these forward-looking statements. These
risks and uncertainties include, but are not limited to, those factors described under the heading “Risk Factors.” Should
one or more of these risks or uncertainties materialize, or should any of our assumptions prove incorrect, actual results
may vary in material respects from those projected in these forward-looking statements. We undertake no obligation
to update or revise any forward-looking statements, whether as a result of new information, future events or otherwise,
except as may be required under applicable securities laws and/or if and when management knows or has a reasonable
basis on which to conclude that previously disclosed projections are no longer reasonably attainable.

ENFORCEABILITY OF CIVIL LIABILITIES

FreeSeas Inc. is a Marshall Islands company and our executive offices are located outside of the United States in
Athens, Greece. Some of our directors, officers and experts named in this prospectus reside outside the United States.
In addition, a substantial portion of our assets and the assets of our directors, officers and experts 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 the United States, judgments you may
obtain in 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. Furthermore, there is substantial doubt that the courts of the
Republic 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.

ABOUT THIS PROSPECTUS

References in this prospectus to “FreeSeas,” “we,” “us,” “our” or “company” refer to FreeSeas Inc. and our subsidiaries, but, if
the context otherwise requires, may refer only to FreeSeas Inc.

We use the term “deadweight tons,” or “dwt,” in describing the capacity of our drybulk carriers. 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. Drybulk carriers are generally categorized as Handysize, Handymax, Panamax and Capesize. The carrying
capacity of a Handysize drybulk carrier typically ranges from 10,000 to 39,999 dwt and that of a Handymax drybulk
carrier typically ranges from 40,000 to 59,999 dwt. By comparison, the carrying capacity of a Panamax drybulk
carrier typically ranges from 60,000 to 79,999 dwt and the carrying capacity of a Capesize drybulk carrier typically is
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80,000 dwt and above.

Unless otherwise indicated:

· All references to “$” and “dollars” in this prospectus are to U.S. dollars;

·
Financial information presented in this prospectus is derived from financial statements for the fiscal years ended
December 31, 2013, 2012 and 2011. Please see "Incorporation of Certain Information by Reference." These financial
statements were prepared in accordance with the U.S. generally accepted accounting principles;

·potential liability from future litigation and incidents involving our vessels, including seizures by pirates, and ourexpected recoveries of claims under our insurance policies; and

·

All references to dollar amounts in this prospectus are expressed in thousands of U.S. dollars, except for dollar
amounts relating to this offering, the Investment Agreements with Dutchess Opportunity Fund, II, LP (“Dutchess”) and
Granite State Capital, LLC (“Granite”), the Standby Equity Distribution Agreement with YA Global Master SPV Ltd.
(“YA Global”) and the Securities Purchase Agreement with Crede.

All share-related and per share information in this prospectus have been adjusted to give effect to the one share for
five share reverse stock split that was effective on October 1, 2010, the one share for ten share reverse stock split that
was effective on February 14, 2013 and the one share for five share reverse stock split that was effective on December
2, 2013.

iii
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COMPANY INFORMATION

This summary highlights certain information appearing elsewhere in this prospectus. For a more complete
understanding of this offering, you should read the entire prospectus carefully, including the risk factors and the
financial statements.

Our Company

We are an international drybulk shipping company incorporated under the laws of the Republic of the Marshall
Islands with principal executive offices in Athens, Greece. Our fleet currently consists of five Handysize vessels and
one Handymax vessel that carry a variety of drybulk commodities, including iron ore, grain and coal, which are
referred to as “major bulks,” as well as bauxite, phosphate, fertilizers, steel products, cement, sugar and rice, or “minor
bulks.” As of April 29, 2014, the aggregate dwt of our operational fleet is approximately 197,200 dwt and the average
age of our fleet is 16.7 years.

Our investment and operational focus has been in the Handysize sector, which is generally defined as less than 40,000
dwt of carrying capacity and the Handymax sector which is generally defined as between 40,000 dwt and 60,000 dwt.
Handysize and Handymax vessels are, we believe, more versatile in the types of cargoes that they can carry and trade
routes they can follow, and offer less volatile returns than larger vessel classes. We believe this segment also offers
better demand and supply demographics than other drybulk asset classes. Due to the very adverse charter rate
environment of the latest shipping cycle values of larger vessels have dropped to levels that constitute buying
opportunities. We shall explore the possibility to expand into other segments of the dry-bulk sector.

We have contracted the management of our fleet to our Manager, Free Bulkers S.A., an entity controlled by Ion G.
Varouxakis, our Chairman, President and Chief Executive Officer, and one of our principal shareholders. Our
Manager provides technical management of our fleet, commercial management of our fleet, financial reporting and
accounting services and office space. While the Manager is responsible for finding and arranging charters for our
vessels, the final decision to charter our vessels remains with us.

In their report dated March 24, 2014, our independent registered public accounting firm expressed substantial doubt
about our ability to continue as a going concern as we have incurred recurring operating losses, have a working capital
deficiency, have failed to meet scheduled payment obligations under our loan facilities and have not complied with
certain covenants included in our loan agreements with banks. For the fiscal years ended December 31, 2013, 2012
and 2011, we have incurred net losses of $48,705, $30,888 and $88,196, respectively. As of December 31, 2013 and
2012, we had working capital deficits of $59,041 and $70,973, respectively. We have failed to service our debt with
Credit Suisse and received notices of default from National Bank of Greece (“NBG”) and Credit Suisse. Furthermore, if
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we were forced to liquidate our assets, the amount realized could be substantially lower than the carrying value of
these assets. Our ability to continue as a going concern is subject to our ability to obtain necessary funding from
outside sources, including obtaining additional funding from the sale of our securities, obtaining loans from various
financial institutions or lenders where possible and restructuring outstanding debt obligations that are currently in
default. Our continued net operating losses increase the difficulty in meeting such goals and there can be no
assurances that such methods will prove successful.

Our Fleet

The following table details the vessels in our fleet as of April 29, 2014:

Vessel Name Type Built Dwt Employment
M/V Free
Jupiter Handymax 2002 47,777 About 50 - day time charter trip at $8,350 per day through April -

early May 2014
M/V Free
Maverick Handysize 1998 23,994 About 40 - day time charter trip at $6,200 per day through middle

of May 2014
M/V Free
Impala Handysize 1997 24,111 Laid-up

M/V Free
Neptune Handysize 1996 30,838

About 40 - 45 day time charter trip at $6,500 per day through end
of May 2014, thereafter, in case this trip exceeds 45 days, at
$10,500 per day

M/V Free Hero Handysize 1995 24,318 About 40 - day time charter trip at $6,500 per day through May –
early June 2014

M/V Free
Goddess Handysize 1995 22,051 See note below

The M/V Free Goddess was hijacked by Somali pirates on February 7, 2012 while transiting the Indian Ocean
eastbound. On October 11, 2012, we announced that all 21 crew members of the M/V Free Goddess were reported
safe and well after the vessel’s release by the pirates. At the time of the hijacking the vessel was on time charter in
laden condition. Since the release from the pirates, the vessel has been laying at the port of Salalah, Oman,
undertaking repairs funded mostly by Insurers. The repairs of the vessel were completed, and notice of readiness was
tendered to her Charterers for the resumption of the voyage. The Charterers repudiated the Charter and we accepted
Charterers' repudiation and terminated the fixture reserving our right to claim damages and other amounts due to us.
The Tribunal previously constituted will hear our claim for (amongst others) unpaid hire and damages from the
Charterers. In the meantime, cargo interests have commenced proceedings under the Bills of Lading although they
have not yet particularized their claims.  At the same time, all options are being explored for
the commercial resolution of the situation arising from Charterers refusal to honor their obligations, including the
further contribution by Insurers and cargo interests towards the completion of the voyage and recovery of amounts
due. The Company is working for a diligent solution in order to complete the voyage without further delays. In case
no commercially reasonable solution may be found the company will explore its strategic alternatives with respect to
this vessel.
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Recent Developments

·On January 3, 2014, the Company issued to Crede 1,500,000 shares of common stock upon conversion of 30,000shares of Series C Preferred Stock.

·On January 8, 2014, the Company issued to Crede 1,300,000 shares of common stock upon conversion of 26,000shares of Series C Preferred Stock.

·On January 29, 2014, the Company entered into a deferral interest payment agreement with Credit Suisse, pursuant towhich the interest payment of $115 due on January 31, 2014 was deferred to February 28, 2014.

·

On January 30, 2014, the Company and certain of its subsidiaries entered into a term sheet with Credit Suisse in order
to settle its obligations arising from the Loan Agreement with the Bank. Pursuant to the term sheet, Credit Suisse
agreed to accept a cash payment of approximately $22,000 in full and final settlement of all of the Company’s
obligations to Credit Suisse and Credit Suisse would forgive the remaining outstanding balance of approximately
$15,000. Upon payment, all of the existing corporate guarantees of the Company and its subsidiaries and the
mortgages and security interests on its three vessels (M/V Free Goddess, M/V Free Hero and M/V Free Jupiter) as
well as all assignments in favor of Credit Suisse will be released. The closing of such transaction is contingent upon
the Company being able to raise capital towards making such payment.

·On February 3, 2014, the Company paid the amount of $201 to fully unwind the two interest rate swap agreementswith Credit Suisse.

· On February 6, 2014, the Company issued 67,476 shares of common stock to Asher Enterprises, Inc. (“Asher”) uponconversion of $75 principal of a convertible promissory note dated July 29, 2013 plus accrued interest.

·On February 7, 2014, the Company issued 53,700 shares of common stock to Asher upon conversion of theremaining principal of $53.5 convertible promissory note dated July 29, 2013 plus accrued interest.

·

On December 31, 2013, Charterers, Transbulk submitted a claim against the Company for a balance of hire of
M/V Free Knight relating to alleged period of off-hire, other deductions from hire and various expenses incurred on
Company’s account in the sum of $265 and obtained a court arrest order. On February 6, 2014 the Charterers agreed
to accept $200 all inclusive in full and final settlement of all claims under the Charterparty and M/V Free Knight was
released.

·On February 18, 2014 the Company sold the M/V Free Knight, a 1998-built, 24,111 dwt Handysize dry bulk carrier
for a gross sale price of $3.6 million and the vessel was delivered to her new owners. The Company recognized an
impairment charge of $24 million in the consolidated statement of operations for the year ended December 31, 2013,
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incorporated herein by reference.

·

On February 22, 2014, the Company and certain of its subsidiaries entered into terms with NBG for settlement of its
obligations arising from the Loan Agreement with the Bank. Pursuant to the terms, NBG agreed to accept a cash
payment of $22,000 in full and final settlement of all of the Company’s obligations to the NBG and NBG would
forgive the remaining outstanding balance of approximately $3,700. Upon payment, all of the existing
corporate guarantees of the Company and its subsidiaries and the mortgages and security interests on its two vessels
(M/V Free Impala and M/V Free Neptune) as well as all assignments in favor of NBG will be released. The closing
of such transaction is contingent upon the Company being able to raise capital towards making such payment.

·On February 28, 2014, pursuant to the deferral interest payment agreement with Credit Suisse, the Company paid thedeferred interest of $115.

2
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Our Corporate History	

We were incorporated on April 23, 2004 under the name “Adventure Holdings S.A.” pursuant to the laws of the
Republic of the Marshall Islands to serve as the parent holding company of our ship-owning entities. On April 27,
2005, we changed our name to “FreeSeas Inc.”

We became a public reporting company on December 15, 2005, when we completed a merger with Trinity Partners
Acquisition Company Inc., or Trinity, a blank check company formed to serve as a vehicle to complete a business
combination with an operating business, in which we were the surviving corporation. At the time of the merger we
owned three drybulk carriers. We currently own seven vessels, each of which is owned through a separate wholly
owned subsidiary.

In January 2007, Ion G. Varouxakis purchased all of the common stock owned by our two other co-founding
shareholders. He simultaneously sold a portion of the common stock owned by him to FS Holdings Limited, an entity
controlled by the Restis family, and to certain other investors. Immediately following these transactions, our Board of
Directors appointed Ion G. Varouxakis Chairman of the Board and President, our two other co-founding shareholders
and one other director resigned from the Board of Directors, and two new directors were appointed to fill the
vacancies.

On September 30, 2010, our shareholders approved a one-for-five reverse split of our outstanding common stock
effective October 1, 2010. On January 22, 2013, the Company’s Board of Directors authorized a reverse stock split at a
ratio of 1 for 10, which was effective on February 14, 2013. On November 14, 2013, the Company’s Board of
Directors authorized a reverse stock split at a ratio of 1 for five, which was effective on December 2, 2013.

As of April 29, 2014, we had outstanding 25,675,044 shares of our common stock.

Our common stock currently trades on The NASDAQ Capital Market under the trading symbol “FREE.”

Our Executive Offices

Our principal executive offices are located at 10, Eleftheriou Venizelou Street (Panepistimiou Ave.), 10671, Athens,
Greece and our telephone number is 011-30-210-452-8770.
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THE OFFERING

Securities Being
Offered:

Up to [*] shares of our convertible preferred stock (convertible into [*] shares of our
common stock) and warrants to purchase up to an additional [*] shares of our common
stock in this offering (and the shares of common stock underlying the preferred stock and
warrants).  Each share of convertible preferred stock will be accompanied by a warrant to
purchase up to [*] shares of common stock.

Offering Price: Each share of convertible preferred stock and warrant will be sold at a negotiated price of
$1,000.

Offering Period: The securities are being offered for a period not to exceed 180 days.

Use of Proceeds*:
We currently intend to use the majority of the net proceeds to reduce our debt obligations to
Credit Suisse and NBG, including closing on the proposed settlement agreements, if
possible, as well as for general corporate purposes.

Number of Shares of
Common Stock
Outstanding Before the
Offering:

25,675,044 as of the date of this prospectus.

Number of Shares
Outstanding After the
Offering**:

[*] if all of the shares of convertible preferred stock and warrants offered hereunder are sold
and are fully converted or exercised, as applicable, into shares of common stock.

NASDAQ Stock
Symbol: FREE

Risk Factors:

An investment in our common stock involves a high degree of risk. You should carefully
consider the information set forth in this prospectus and, in particular, the specific factors
set forth in the “Risk Factors” section beginning on page 5 of this prospectus before deciding
whether or not to invest in shares of our common stock.

* We will retain the proceeds from the sale of any of the offered shares, and funds will not be returned to investors. It
is possible that no proceeds will be received by the Company or that if any proceeds are received, that such proceeds
will not be sufficient to cover the costs of the offering. See “Use of Proceeds” below for further information.

** There is no minimum number of shares that must be sold in the offering and the issue is not underwritten. Assumes
no shares are issued between the date of this prospectus and the consummation of the offering.
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RISK FACTORS

An investment in our common stock involves a high degree of risk. In addition to those risks described in our
Annual Report on Form 20-F for the fiscal year ended December 31, 2013 filed with the SEC, you should consider
carefully the risks described below, together with the other information contained in this prospectus before making
a decision to invest in our common stock.

Risk Factors Relating to FreeSeas

At December 31, 2013, FreeSeas’ current liabilities exceeded its current assets, which could impair its ability to
successfully operate its business and could have material adverse effects on its revenues, cash flows and
profitability and its ability to comply with its debt covenants and pay its debt service and other obligations.

As a result of the historically low charter rates for drybulk vessels which have been affecting the Company for over
four years, and the resulting material adverse impact on the Company’s results from operations, the consolidated
financial statements for the year ended December 31, 2013, incorporated herein by reference, have been prepared on a
going concern basis. The Company currently has cash and cash equivalents of $125 and based on its cash flow
projections for the remaining of 2014, the Company will not be able to make debt repayments scheduled as of
December 31, 2013, interest payments as well as cover operating expenses and capital expenditure requirements for at
least twelve months from the balance sheet date.

The Company has incurred net losses of approximately $48,705, $30,888 and $88,196 during the years ended
December 31, 2013, 2012 and 2011, respectively. As of December 31, 2013 and 2012, the Company had working
capital deficits of approximately, $59,041 and $70,973, respectively. All of the above raises substantial doubt
regarding the Company’s ability to continue as a going concern. Management plans to continue to provide for its
capital requirements by issuing additional equity securities and debt in addition to executing their business plan. The
Company’s ability to continue as a going concern is dependent upon its ability to obtain the necessary financing to
meet its obligations and repay its liabilities arising from normal course of business operations when they come due
and to generate profitable operations in the future.

In January and April 2013, the Company received notifications from FBB that the Company is in default under its
loan agreements as a result of the breach of certain covenants and the failure to pay principal and interest due under
the loan agreements. Effective May 13, 2013, the bank’s deposits and loans other than the loans in definite delay and
the bank’s network of nineteen branches were transferred to the National Bank of Greece (“NBG”). The license of FBB
was revoked and the bank was placed under special liquidation. The Company’s loan facility and deposits have been
transferred to NBG. In January 2014, the Company received notification from NBG that the Company has not paid the
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aggregate amount of $10,045 constituting repayment installments and accrued interest due in December 2013. The
Company has entered into an agreement with the NBG to settle the outstanding payments upon a cash payment of a
portion of the outstanding amount, whereby the NBG would forgive the remaining balance. The closing of such
transaction is contingent upon the Company raising the necessary funds. See “Company Information – Recent
Developments” for more information.

In 2013, the Company did not pay the interest due in an aggregate amount of $354 or interest rate swap amounts in an
aggregate of $256 pursuant to the Credit Suisse facility. On February 3, 2014, the Company paid the amount of $201
to fully unwind the two interest rate swap agreements with Credit Suisse. The Company received several reservation
of right letters in 2013 stating that Credit Suisse may take any actions and may exercise all of their rights and remedies
referred in the security documents. The Company has entered into a term sheet with Credit Suisse to settle the
outstanding payments upon a cash payment of a portion of the outstanding amount, whereby Credit Suisse would
forgive the remaining balance. The closing of such transaction is contingent upon the Company raising the necessary
funds. See “Company Information – Recent Developments” for more information.

If the Company is not able to raise the capital necessary to complete the agreements reached with the NBG and Credit
Suisse or if the Company is unable to comply with its restructured loan terms, this could lead to the acceleration of the
outstanding debt under its debt agreements. The Company’s failure to satisfy its covenants under its debt agreements,
and any consequent acceleration and cross acceleration of its outstanding indebtedness would have a material adverse
effect on the Company’s business operations, financial condition and liquidity.

Generally accepted accounting principles require that long-term debt be classified as a current liability when a
covenant violation gives the lender the right to call the debt at the balance sheet date, absent a waiver. As a result of
the actual breaches existing under the Company’s credit facilities with NBG and Credit Suisse, acceleration of such
debt by its lenders could result. Accordingly, as of December 31, 2013, the Company is required to reclassify its long
term debt and derivative financial instrument liability (interest rate swaps) as current liabilities on its consolidated
balance sheet since the Company has not received waivers in respect of the breaches discussed above.

Management is currently seeking and will continue to seek to restructure the Company’s indebtedness and obtain
waivers on covenant violations. If the Company is not able to obtain the necessary waivers and/or restructure its debt,
this could lead to the acceleration of the outstanding debt under its debt agreements. The Company’s failure to satisfy
its covenants and payment obligations under its debt agreements, and any consequent acceleration and cross
acceleration of its outstanding indebtedness would have a material adverse effect on the Company’s business
operations, financial condition and liquidity.

5
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The Company is currently exploring several alternatives aiming to manage its working capital requirements and other
commitments, including offerings of securities through structured financing agreements, disposition of certain vessels
in its current fleet and additional reductions in operating and other costs.

The consolidated financial statements as of December 31, 2013, incorporated herein by reference, were prepared
assuming that the Company would continue as a going concern. Accordingly, the financial statements did not include
any adjustments relating to the recoverability and classification of recorded asset amounts, the amounts and
classification of liabilities, or any other adjustments that might result in the event the Company is unable to continue
as a going concern, except for the current classification of debt and derivative financial instrument liability.

We received a report from our independent registered public accounting firm with an explanatory paragraph for
the year ended December 31, 2013 with respect to our ability to continue as a going concern.  The existence of such
a report may adversely affect our stock price and our ability to raise capital.  There is no assurance that we will not
receive a similar report for our year ended December 31, 2014.

In their report dated March 24, 2014, our independent registered public accounting firm expressed substantial doubt
about our ability to continue as a going concern as we have incurred recurring operating losses, have a working capital
deficiency, have failed to meet scheduled payment obligations under our loan facilities and have not complied with
certain covenants included in our loan agreements with banks. Furthermore, if we were forced to liquidate our assets,
the amount realized could be substantially lower than the carrying value of these assets. Our ability to continue as a
going concern is subject to our ability to obtain necessary funding from outside sources, including obtaining additional
funding from the sale of our securities, obtaining loans from various financial institutions or lenders where possible
and restructuring outstanding debt obligations that are currently in default. Our continued net operating losses increase
the difficulty in meeting such goals and there can be no assurances that such methods will prove successful.

We have been in breach of certain loan covenants contained in our loan agreements. If we are not successful in
obtaining a waiver with respect to covenants breached, our lenders may declare an event of default and accelerate
our outstanding indebtedness under the relevant agreement, which would impair our ability to continue to conduct
our business, which raises substantial doubt about our ability to continue as a going concern.

Our loan agreements require that we comply with certain financial and other covenants. As a result of the drop in our
drybulk asset values we were not in compliance with the NBG facility covenants relating to vessel values as of
December 31, 2013. In addition, we were in breach of interest cover ratios, leverage and minimum liquidity covenants
with the NBG facility not previously waived. As well, we were in breach of the interest coverage ratio for our loan
agreement with Credit Suisse. A violation of these covenants constitutes an event of default under our credit facilities,
which would, unless waived by our lenders, provide our lenders with the right to require us to post additional
collateral, increase our interest payments and/or pay down our indebtedness to a level where we are in compliance
with our loan covenants. Furthermore, our lenders may accelerate our indebtedness and foreclose their liens on our
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vessels, in which case our vessels may be auctioned or otherwise transferred which would impair our ability to
continue to conduct our business. As a result of these breaches, our total indebtedness is presented within current
liabilities in the December 31, 2013 consolidated balance sheet.

In January and April 2013, the Company received notifications from FBB that the Company is in default under its
loan agreements as a result of the breach of certain covenants and the failure to pay principal and interest due under
the loan agreements. Effective May 13, 2013, the bank’s deposits and loans other than the loans in definite delay and
the bank’s network of nineteen branches were transferred to NBG. The license of FBB was revoked and the bank was
placed under special liquidation. The Company’s loan facility and deposits have been transferred to NBG. In January
2014 the Company received notification from NBG that the Company has not paid the aggregate amount of $10,045,
constituting repayment installments and accrued interest due in December 2013. The Company has entered into an
agreement with the NBG to settle the outstanding payments upon a cash payment of a portion of the outstanding
amount, whereby the NBG would forgive the remaining balance. The closing of such transaction is contingent upon
the Company raising the necessary funds. See “Company Information – Recent Developments” for more information.

On January 31, 2013 the Company did not pay the interest due of $124 and the interest rate swap amounts of $52 and
$28 due on March 5, 2013 and April 2, 2013, respectively, with the Credit Suisse facility. On April 26, 2013, the
Company paid the interest of $124 due on January 31, 2013. On April 30 and July 31, 2013 the Company did not pay
the interest due of $117 and $119, respectively. Also, the Company did not pay the interest rate swap amounts of $48,
$25, $43 and $22 due on June 5, 2013, July 2, 2013, September 5, 2013 and October 2, 2013, respectively, with the
Credit Suisse facility. In addition, on October 31, 2013, the Company did not pay the interest due of $118 with the
Credit Suisse facility. As well, the Company did not pay the interest rate swap amounts of $38 due on December 5,
2013 and $19 due on January 2, 2014 with the Credit Suisse facility. On February 3, 2014, the Company paid the
amount of $201 to fully unwind the two interest rate swap agreements with Credit Suisse. The Company received
reservation of right letters on August 9, 2013, October 4, 2013 and November 1, 2013 stating that Credit Suisse may
take any actions and may exercise all of their rights and remedies referred in the security documents. The Company
has entered into a term sheet with Credit Suisse to settle the outstanding payments upon a cash payment of a portion of
the outstanding amount, whereby Credit Suisse would forgive the remaining balance. The closing of such transaction
is contingent upon the Company raising the necessary funds. See “Company Information – Recent Developments” for
more information.
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If the Company is not able to raise the capital necessary to complete the agreements reached with the NBG and Credit
Suisse or if the Company is unable to comply with its restructured loan terms, this could lead to the acceleration of the
outstanding debt under its debt agreements. The Company’s failure to satisfy its covenants under its debt agreements,
and any consequent acceleration and cross acceleration of its outstanding indebtedness would have a material adverse
effect on the Company’s business operations, financial condition and liquidity.

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

If the drybulk market remains depressed or further declines, we may require further waivers and/or covenant
amendments to our loan agreements relating to our compliance with certain covenants for certain periods of time. The
waivers and/or covenant amendments may impose additional operating and financial restrictions on us and modify the
terms of our existing loan agreements. Any such waivers or amendments, if needed, could contain such additional
restrictions and might not be granted at all.

Our loan agreements require that we maintain certain financial and other covenants. The low drybulk charter rates and
drybulk vessel values have previously affected, and may in the future affect, our ability to comply with these
covenants. A violation of these covenants constitutes an event of default under our credit facilities and would provide
our lenders with various remedies, including the right to require us to post additional collateral, enhance our equity
and liquidity, withhold payment of dividends, increase our interest payments, pay down our indebtedness to a level
where we are in compliance with our loan covenants, sell vessels in our fleet, or reclassify our indebtedness as current
liabilities. Our lenders could also accelerate our indebtedness and foreclose their liens on our vessels. The exercise of
any of these remedies could materially adversely impair our ability to continue to conduct our business. Moreover, our
lenders may require the payment of additional fees, require prepayment of a portion of our indebtedness to them,
accelerate the amortization schedule for our indebtedness and increase the interest rates they charge us on our
outstanding indebtedness.

As a result of our loan covenants, our lenders have imposed operating and financial restrictions on us. These
restrictions may limit our ability to:

· incur additional indebtedness;

· create liens on our assets;

· sell capital stock of our subsidiaries;
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· make investments;

· engage in mergers or acquisitions;

· pay dividends;

· make capital expenditures;

· change the management of our vessels or terminate or materially amend our management agreements; and

· sell our vessels.

The Sixth Supplemental agreement dated May 31, 2012 with Credit Suisse does allow us to pay dividends after March
31, 2014 provided: i) that at the time of such payment no default has occurred or would occur as a result of such
payment; ii) at the time of such payment the market value of the aggregate fair market value of the financed vessels is
not less than 135% of the outstanding loan balance at such time plus the swap exposure minus the aggregate amount,
if any, standing to the credit of the operating accounts, the retention account and any bank accounts of the Company
opened with the bank; iii) between May 31, 2012 and the date of such payment of dividend or distribution, a part of
the loan which is not less than $11,300 has been prepaid and a part of the commitment which is not less than $11,300
has been permanently reduced; and iv) the amount of such dividends in respect of a financial year does not exceed
50% of the consolidated net profit of the Company for that financial year. If we need covenant waivers, our lenders
may impose additional restrictions and may require the payment of additional fees, require prepayment of a portion of
our indebtedness to them, accelerate the amortization schedule for our indebtedness, and increase the interest rates
they charge us on our outstanding indebtedness. We may be required to use a significant portion of the net proceeds
from any future capital rasing to repay a portion of our outstanding indebtedness. This provision does not apply to the
proceeds from sales of our common stock under equity line facilities. These potential restrictions and requirements
may limit our ability to pay dividends to you, finance our future operations, make acquisitions or pursue business
opportunities.
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Once the payment holidays agreed to by one of our two lenders expire, we will again be obligated to make
significant payments to service our debt.

As a result of amendments to our loan facility agreed in 2012 with Credit Suisse, we have substantially reduced our
current debt repayment obligations. These amendments provide for deferred principal repayments until June 30, 2014.
Following this deferral period, however, our payment obligations increase significantly and we will have a balloon
payment due in December 2015 under the Credit Suisse facility. This required payment will limit funds otherwise
available for working capital, capital expenditures and other purposes. Our inability to service our debt could lead to
acceleration of our debt and foreclosures of our fleet. We may not be able to generate cash flow in amounts that are
sufficient for these purposes.

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

We have historically derived a significant part of our revenue from a small number of charterers. During the year
ended December 31, 2013, we derived approximately 44% of our gross revenue from two charterers, and during the
same period in 2012, we derived approximately 32% of our gross revenues from two charterers. If we do remain
dependent, in large part, on a small number of charterers, if one or more of our charterers is unable to perform under
one or more charters with us, if we are not able to find appropriate replacement charterers, or if a charterer exercises
certain rights to terminate its charter, we could suffer a loss of revenues that could materially adversely affect our
business, financial condition and results of operations.

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

We employ our vessels in a highly competitive market that is capital intensive and highly fragmented. Competition
arises primarily from other vessel owners, some of which have substantially greater resources than we do.
Competition for the transportation of drybulk cargo by sea is intense and depends on price, customer relationships,
operating expertise, professional reputation and size, age, location and condition of the vessel. Due in part to the
highly fragmented market, additional competitors with greater resources could enter the drybulk shipping industry and
operate larger fleets through consolidations or acquisitions and may be able to offer lower charter rates than we are
able to offer, which could have a material adverse effect on our fleet utilization and, accordingly, our profitability.

We currently rely on our Manager to manage and charter our fleet.
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We currently have no employees and contract all of our financial, accounting, including our financial reporting and
internal controls, and other back-office services, and the management of our fleet, including crewing, maintenance and
repair, through Free Bulkers, S.A., our Manager. We rely on our Manager to provide the technical management of our
fleet and to attract charterers and charter brokers. The loss of its services or failure to perform its obligations could
reduce our revenues and net income and adversely affect our operations and business if we are not able to contract
with other companies to provide these services or take over these aspects of our business directly. FreeSeas has no
control over our Manager. Our Manager is not liable to us for any losses or damages, if any, that may result from its
management of our fleet unless the same shall have resulted from willful misconduct or gross negligence of our
Manager or any person to whom performance of the management services has been delegated by our Manager.
Pursuant to its agreement with us, our Manager’s liability for such acts, except in certain limited circumstances, may
not exceed ten times the annual management fee payable by the applicable subsidiary to our Manager. Although we
may have rights against our Manager, if our Manager defaults on its obligations to us, we may have no recourse
against our Manager. Further, we will need approval from our lenders if we intend to replace our Manager as our fleet
manager.

We and one of our executive officers have affiliations with our Manager that could create conflicts of interest
detrimental to us.

Our Chairman, Chief Executive Officer and President, Ion G. Varouxakis, is also the controlling shareholder and
officer of our Manager. These dual responsibilities of our officer and the relationships between the two companies
could create conflicts of interest between our Manager and us. Each of our operating subsidiaries has a nonexclusive
management agreement with our Manager. Although our Manager currently serves as manager for vessels owned by
us, our Manager is not restricted from entering into management agreements with other competing shipping
companies. Our Manager could also allocate charter and/or vessel purchase and sale opportunities to others. There can
be no assurance that our Manager would resolve any conflicts of interest in a manner beneficial to us.

Management and service fees are payable to our Manager, regardless of our profitability, which could have a
material adverse effect on our business, financial condition and results of operations.

The management and service fees due from us to our Manager are payable whether or not our vessels are employed,
and regardless of our profitability. We have no ability to require our Manager to reduce the management fees and
service fees if our profitability decreases, which could have a material adverse effect on our business, financial
condition and results of operations.

8

Edgar Filing: FREESEAS INC. - Form F-1/A

31



Our Manager is a privately held company, and there is little or no publicly available information about it.

The ability of our Manager to continue providing services for our benefit will depend in part on its own financial
strength. Circumstances beyond our control could impair our Manager’s financial strength. Because our Manager is
privately held, it is unlikely that information about its financial strength would become public or available to us prior
to any default by our Manager under the management agreement. As a result, an investor in us might have little
advance warning of problems that affect our Manager, even though those problems could have a material adverse
effect on us.

As part of its services to us, our Manager must continue to upgrade its operational, accounting and financial
systems, and add more staff. If our Manager cannot upgrade these systems or recruit suitable additional employees,
its services to us and, therefore, our performance may suffer.

Our current operating, internal control, accounting and financial systems are provided by our Manager and may not be
adequate if our Manager’s efforts to improve those systems may be ineffective. If our Manager cannot continue to
upgrade its operational and financial systems effectively or recruit suitable employees, its services to us and, therefore,
our performance may suffer and our ability to expand our business further will be restricted.

We and our Manager may be unable to attract and retain key executive officers with experience in the shipping
industry, which may reduce the effectiveness of our management and lower our results of operations.

Our success depends to a significant extent upon the abilities and efforts of our and our Manager’s executive officers.
The loss of any of these individuals could adversely affect our business prospects and financial condition. Our success
will depend on retaining these key members of our and our Manager’s management team. Difficulty in retaining our
executive officers, and difficulty in our Manager retaining its executive officers, could adversely affect our results of
operations and ability to pay dividends. We do not maintain “key man” life insurance on any of our officers.

We intend to continue to charter most of our vessels in the spot market, and as a result, we will be exposed to the
cyclicality and volatility of the spot charter market.

Since we intend to continue to charter our vessels in the spot market, we will be exposed to the cyclicality and
volatility of the spot charter market, and we may not have long term, fixed time charter rates to mitigate the adverse
effects of downturns in the spot market. We cannot assure you that we will be able to successfully charter our vessels
in the future at rates sufficient to allow us to meet our obligations. The supply of and demand for shipping capacity
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strongly influences freight rates. 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 also
unpredictable.

Factors that influence demand for drybulk vessel capacity include:

• demand for and production of drybulk products;

•global and regional economic and political conditions including developments in international trade, fluctuations inindustrial and agricultural production and armed conflicts;

• the distance drybulk cargo is to be moved by sea;

• environmental and other regulatory developments; and

• changes in seaborne and other transportation patterns.

• The factors that influence the supply of drybulk vessel capacity include:

• the number of newbuilding deliveries;

• port and canal congestion;

• the scrapping rate of older vessels;

• vessel casualties; and

•the number of vessels that are out of service, i.e., laid-up, drydocked, awaiting repairs or otherwise not available forhire.
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In addition to the prevailing and anticipated freight rates, factors that affect the rate of newbuilding, scrapping and
laying-up include newbuilding prices, availability of financing for dry-bulk vessel acquisition and building,
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.

We anticipate that the future demand for our drybulk carriers will be dependent upon economic growth in the world’s
major industrialized economies, as well as emerging economies including in particular China, Japan and India,
seasonal and regional changes in demand, changes in the capacity of the global drybulk carrier fleet and the sources
and supply of drybulk cargo to be transported by sea. The capacity of the global drybulk carrier fleet seems likely to
increase, and we can provide no assurance as to the timing or extent of future economic growth. Adverse economic,
political, social or other developments could have a material adverse effect on our business, results of operations, cash
flows and financial condition. Should the drybulk market strengthen significantly in the future, we may enter into
medium to long term employment contracts for some or all of our vessels.

With the exception of the M/V Free Impala which is in cold lay-up, we employ our vessels predominantly in the spot
market with charters that typically last one to two months. If the rates in the charter market fall significantly during
2014, it will affect the charter revenue we will receive from our vessels, which would have an adverse effect on our
revenues, cash flows and profitability, as well as our ability to comply with our debt covenants.

When our charters in the spot market end, we may not be able to replace them promptly, and any replacement
charters could be at lower charter rates, which may materially, adversely affect our earnings and results of
operations.

We will generally attempt to recharter our vessels at favorable rates with reputable charterers. All of our vessels
currently operate in the spot market. If the drybulk shipping market is in a period of depression when our vessels’
charters expire, it is likely that we may be forced to re-charter them at reduced rates, if such charters are available at
all. In the event charter rates fall below our costs to operate a vessel or for any other strategic or operational matter, we
may determine not to recharter a vessel until such time as the charter rates increase or such strategic or operational
matter ceases to exist. We cannot assure you that we will be able to obtain new charters at comparable or higher rates
or with comparable charterers, that we will be able to obtain new charters at all or that we may decide not to charter a
vessel at all. The charterers under our charters have no obligation to renew or extend the charters. We will generally
attempt to recharter our vessels at favorable rates with reputable charterers as our charters expire. Failure to obtain
replacement charters at rates comparable to our existing charters and our decision not to charter vessels will reduce or
eliminate our revenue and will adversely affect our ability to service our debt. Further, we may have to incur lay-up
expenses or reposition our vessels without cargo or compensation to deliver them to future charterers or to move
vessels to areas where we believe that future employment may be more likely or advantageous. Laying up expenses
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and reactivating expenses would increase our vessel operating expenses. Repositioning our vessels would increase our
vessel operating costs. If any of the foregoing events were to occur, our revenues, net income and earnings may be
materially adversely affected.

Further declines in charter rates and other market deterioration could cause us to incur impairment charges.

We evaluate the recoverable amounts of our vessels to determine if events have occurred that would require an
impairment of their carrying amounts. The recoverable amount of vessels is reviewed based on events and changes in
circumstances that would indicate that the carrying amount of the assets might not be recovered. The review for
potential impairment indicators and future undiscounted net operating cash flows related to the vessels is complex and
requires us to make various estimates including future charter rates and earnings from the vessels which have been
historically volatile.

When our estimate of future undiscounted net operating cash flows for any vessel is lower than the vessel’s carrying
value, the carrying value is written down, by recording a charge to operations, to the vessel’s fair market value if the
fair market value is lower than the vessel’s carrying value. The carrying values of our vessels may not represent their
fair market value because the market prices of secondhand vessels tend to fluctuate with changes in charter rates and
the cost of newbuildings. Any impairment charges incurred as a result of declines in charter rates could have a
material adverse effect on our business, results of operations, cash flows and financial condition.

Our charterers may terminate or default on their charters, which could adversely affect our results of operations
and cash flow.

The ability of each of our charterers to perform its obligations under a charter will depend on a number of factors that
are beyond our control. These factors may include general economic conditions, the condition of the drybulk shipping
industry, the charter rates received for specific types of vessels, hedging arrangements, the ability of charterers to
obtain letters of credit from its customers, cash reserves, cash flow considerations and various operating expenses.
Many of these factors impact the financial viability of our charterers. Charterers may not pay or may attempt to
renegotiate charter rates. Should a charterer fail to honor its obligations under its agreement with us, it may be difficult
for us to secure substitute employment for the affected vessel, and any new charter arrangements we secure in the spot
market or on a time charter may be at lower rates.
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We lose a charterer or the benefits of a charter if a charterer fails to make charter payments because of its financial
inability, disagreements with us or otherwise, terminates the charter because we fail to deliver the vessel within the
time specified in the charter, the vessel is lost or damaged beyond repair, there are serious deficiencies in the vessel or
prolonged periods of off-hire, default under the charter or the vessel has been subject to seizure for more than a
specified number of days.

Pursuant to a charterparty dated November 8, 2012, the Company chartered the M/V Free Neptune to Tramp Maritime
Enterprises Ltd. ("TME"). TME failed to pay outstanding hire in the amount of US$356. On April 2, 2013, the
Company therefore commenced arbitration proceedings against TME under the charterparty.

If our charterers fail to meet their obligations to us, we would experience material adverse effects on our revenues,
cash flows and profitability and our ability to comply with our debt covenants and pay our debt service and other
obligations. 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 acquire 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 impair our ability to implement our business strategy.

Charter rates are subject to seasonal fluctuations, which may adversely affect our operating results.

Our fleet consists of Handysize and Handymax drybulk carriers that operate in markets that have historically exhibited
seasonal variations in demand and, as a result, in charter rates. This seasonality may result in quarter-to-quarter
volatility in our operating results. The energy markets primarily affect the demand for coal, with increases during hot
summer periods when air conditioning and refrigeration require more electricity and towards the end of the calendar
year in anticipation of the forthcoming winter period. Grain shipments are driven by the harvest within a climate zone.
Because three of the five largest grain producers (the United States, Canada and the European Union) are located in
the northern hemisphere and the other two (Argentina and Australia) are located in the southern hemisphere, harvests
occur throughout the year and grains require drybulk shipping accordingly. As a result of these and other factors, the
drybulk shipping industry is typically stronger in the fall and winter months. Therefore, we expect our revenues from
our drybulk carriers to be typically weaker during the fiscal quarters ending June 30 and September 30 and,
conversely, we expect our revenues from our drybulk carriers to be typically stronger in fiscal quarters ending
December 31 and March 31. Seasonality in the drybulk industry could materially affect our operating results.

The aging of our fleet may result in increased operating costs in the future, which could adversely affect our ability
to operate our vessels profitably.
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The majority of our vessels were acquired second-hand, and we estimate their useful lives to be 28 years from their
date of delivery from the yard, depending on various market factors and management’s ability to comply with
government and industry regulatory requirements. As of December 31, 2013, the average age of the vessels in our
current fleet was 16.3 years. Part of our business strategy includes the continued acquisition of second hand vessels
when we find attractive opportunities.

In general, expenditures necessary for maintaining a vessel in good operating condition increase as a vessel ages.
Second hand vessels may also develop unexpected mechanical and operational problems despite adherence to regular
survey schedules and proper maintenance. Cargo insurance rates also tend to increase with a vessel’s age, and older
vessels tend to be less fuel-efficient than newer vessels. While the difference in fuel consumption is factored into the
freight rates that our older vessels earn, if the cost of bunker fuels were to increase significantly, it could
disproportionately affect our vessels and significantly lower our profits. In addition, changes in governmental
regulations, safety or other equipment standards may require:

• expenditures for alterations to existing equipment;

• the addition of new equipment; or

• restrictions on the type of cargo a vessel may transport.

We cannot give assurances that future market conditions will justify such expenditures or enable us to operate our
vessels profitably during the remainder of their economic lives.

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

Unless we set aside reserves or are able to borrow funds for vessel replacement, at the end of a vessel’s useful life
our revenue will decline, which would adversely affect our business, results of operations and financial condition.

Unless we maintain reserves or are able to borrow or raise funds for vessel replacement, we may be unable to replace
the vessels in our fleet upon the expiration of their useful lives, which we expect to be 28 years from their date of
delivery from the yard. Our cash flows and income are dependent on the revenues earned by the chartering of our
vessels to customers. If we are unable to replace the vessels in our fleet upon the expiration of their useful lives, our
business, results of operations, financial condition and ability to pay dividends will be materially and adversely
affected. Any reserves set aside for vessel replacement may not be available for dividends.
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If any of our vessels fail to maintain their class certification and/or fail any annual survey, intermediate survey,
dry-docking or special survey, that vessel would be unable to carry cargo, thereby reducing our revenues and
profitability and violating certain loan covenants of our third-party indebtedness.

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.

A vessel must undergo annual surveys, intermediate surveys, dry-dockings 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. Our vessels are on special survey cycles for hull inspection and continuous survey
cycles for machinery inspection. Every vessel is also required to be dry-docked every two to three years for inspection
of the underwater parts of such vessel.

If any vessel does not maintain its class and/or fails any annual survey, intermediate survey, dry-docking or special
survey, the vessel will be unable to carry cargo between ports and will be unemployable and uninsurable, thereby
reducing our revenues and profitability. That could also cause us to be in violation of certain covenants in our loan
agreements. In addition, the cost of maintaining our vessels’ classifications may be substantial at times and could result
in reduced revenues.

Our vessels may suffer damage and we may face unexpected dry-docking costs, which could affect our cash flow
and financial condition.

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

Our growth depends on the growth in demand for and the shipping of drybulk cargoes.
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Our growth strategy focuses on the drybulk shipping sector. Accordingly, our growth depends on growth in world and
regional demand for and the shipping of drybulk cargoes, which could be negatively affected by a number of factors,
such as declines in prices for drybulk cargoes or general political and economic conditions.

Reduced demand for and the shipping of drybulk cargoes would have a material adverse effect on our future growth
and could harm our business, results of operations and financial condition. In particular, Asian Pacific economies and
India have been the main driving force behind the past increase in seaborne drybulk trade and the demand for drybulk
carriers. The negative change in economic conditions in any Asian Pacific country, but particularly in China or Japan,
as well as India, may have a material adverse effect on our business, financial condition and results of operations, as
well as our future prospects, by further reducing demand and resultant charter rates.

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

We will continue exploring expansion opportunities as our financial resources permit. Our growth will depend on:

• locating and acquiring suitable vessels;

• placing newbuilding orders and taking delivery of vessels;

• identifying and consummating acquisitions or joint ventures;

• integrating any acquired vessel successfully with our existing operations;

• enhancing our customer base;

• managing our expansion; and

• obtaining the required financing.

If our financial resources permit, we could face risks in connection with growth by acquisition, such as undisclosed
liabilities and obligations and difficulty experienced in obtaining additional qualified personnel, managing
relationships with customers and suppliers, and integrating newly acquired operations into existing infrastructures.
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We cannot give any assurance that we will be successful in executing our growth plans or that we will not incur
significant expenses and losses in connection with the execution of those growth plans.

Our ability to successfully implement our business plan depends on our ability to obtain additional financing, which
may affect the value of your investment in us.

We plan to continue to explore expansion opportunities. We will require substantial additional financing to fund any
acquisitions of additional vessels and to implement our business plan. We cannot be certain that sufficient financing
will 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 you may lose some or all of your investment in us.

While we expect that a significant portion of the financing resources needed to acquire vessels, if any, will be through
long-term debt financing, we may raise additional funds through additional equity offerings. New equity investors
may dilute the percentage of the ownership interest of our existing shareholders. Sales or the possibility of sales of
substantial amounts of shares of our common stock in the public markets could adversely affect the market price of
our common stock.

The market values of our vessels have declined and may further decrease, and we may incur losses when we sell
vessels or we may be required to write down their carrying value, which may adversely affect our earnings and our
ability to implement our fleet renewal program.

The market values of our vessels will fluctuate depending on general economic and market conditions affecting the
shipping industry and prevailing charter hire rates, competition from other shipping companies and other modes of
transportation, the types, sizes and ages of our vessels, applicable governmental regulations and the cost of
newbuildings.

If a determination is made that a vessel’s future useful life is limited or its future earnings capacity is reduced, it could
result in an impairment of its carrying amount on our financial statements that would result in a charge against our
earnings and the reduction of our shareholders’ equity. If for any reason we sell our vessels at a time when prices have
fallen, the sale price may be less than the vessels’ carrying amount on our financial statements, and we would incur a
loss and a reduction in earnings. During the year ended December 31, 2013, we incurred an aggregate impairment loss
of $27,455 of which $3,477 related to the vessels formerly “held for sale” (M/V Free Hero, M/V Free Jupiter,
M/V Free Impala and M/V Free Neptune) subsequently classified to “held and used” as of December 31, 2013 and the
amount of $23,978 as a result of the sale of M/V Free Knight on February 18, 2014.
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We have incurred secured debt under loan agreements for all of our vessels. The market value of our vessels is based,
in part, on charter rates and the stability of charter rates over a period of time. As a result of global economic
conditions, volatility in charter rates, generally declining charter rates, and other factors, we have recently experienced
a decrease in the market value of our vessels. Due to the decline of the market value of our fleet, we were not in
compliance with certain covenants of our existing loan agreements that relate to maintenance of asset values and, as a
result, we may not be able to refinance our debt or obtain additional financing. There can be no assurances that charter
rates will stabilize or increase, that the market value of our vessels will stabilize or increase or that we will regain
compliance with the financial covenants in our loan agreements or that our lenders will agree to waivers or
forbearances.

If we fail to sell our vessels at prices acceptable to us, it could have a material adverse effect on our competitiveness
and business operations.

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 a vessel for unsatisfied debts, claims or damages. In many jurisdictions, a maritime lien holder,
such as our lenders, 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.

In addition, in some jurisdictions, such as South Africa, under the “associated vessel” 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 or managed by the same manager. Claimants could try to assert “associated
vessel” liability against one of our vessels for claims relating to another of our vessels or a vessel managed by our
Manager.
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Economic conditions and regulatory pressures impacting banks in Greece may cause disruptions to one of our
lenders, which may cause an increase in the cost of our borrowings from that lender.

On May 11, 2013 the Bank of Greece announced that the operating license of one of our Greek-based Lenders, FBB -
First Business Bank had been revoked and that the bank would be split into a “good bank” to be absorbed by the
National Bank of Greece and a “bad bank” consisting of the loans characterized under ‘permanent default’ to be handed
over to a specially appointed liquidator for the purpose of the extraordinary liquidation of its assets. Effective May 13,
2013, the bank’s deposits and loans other than the loans ‘under permanent default’ as well as the bank’s network of
nineteen branches were transferred to the NBG. As a result, the Company’s loan facility and deposits have been
transferred to the NBG. We cannot estimate how this situation will affect our relationship with the bank and how
cooperative it will be with regards to our non-compliance with financial and other covenants and our non-payment of
overdue interest and principal.

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 are known to 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 and financial condition.

Rising fuel prices may adversely affect our profits.

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. In addition, although we rarely deploy our vessels on voyage charters, fuel is a significant, if not the largest,
expense that we would incur with respect to vessels operating on voyage charter. As a result, an increase in the price
of fuel may adversely affect our profitability. The price and supply of fuel is volatile and fluctuates based on events
outside our control, including geopolitical developments, supply and demand for oil and gas, actions by OPEC and
other oil and gas producers, war and unrest in oil producing countries and regions, regional production patterns and
environmental concerns and regulations.

We are subject to regulation and liability under environmental laws 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. This could require significant expenditures and reduce our cash
flows and net income.
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Our business and the operation of our vessels are materially affected by government regulation in the form of
international conventions and 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, including those governing the management
and disposal of hazardous substances and wastes, the cleanup of oil spills and other contamination, air emissions, and
water discharges and ballast water management. We are also required by various governmental and
quasi-governmental agencies to obtain certain permits, licenses and certificates with respect to our operations.
Because such conventions, laws, regulations and permit requirements are often revised, or the required additional
measures for compliance are still under development, we cannot predict the ultimate cost of complying with such
conventions, laws, regulations or permit requirements, 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 business, financial condition
and results of operations.

Environmental requirements can also affect the resale prices or useful lives of our vessels or require reductions in
cargo capacity, ship modifications or operational changes or restrictions. Failure to comply with these requirements
could lead to decreased availability of or more costly insurance coverage for environmental matters or result in the
denial of access to certain jurisdictional waters or ports, or detention in certain ports. Under local, national and foreign
laws, as well as international treaties and conventions, we could incur material liabilities, including cleanup
obligations and claims for natural resource, personal injury and property damages in the event that there is a release of
petroleum or other hazardous materials from our vessels or otherwise in connection with our operations. The 2010
explosion of the Deepwater Horizon and the subsequent release of oil into the Gulf of Mexico or similar events may
result in further regulation of the shipping industry, including modifications to statutory liability schemes.

The operation of our vessels is affected by the requirements set forth in the International Safety Management, or ISM
Code. The failure of a shipowner or bareboat charterer to comply with the ISM Code may subject such party to
increased liability, may decrease available insurance coverage for the affected vessels, and/or may result in a denial of
access to, or detention in, certain ports.

The European Union is currently considering proposals to further regulate vessel operations. Individual countries in
the European Union may also have additional environmental and safety requirements. It is difficult to predict what
legislation or regulation, if any, may be adopted by the European Union or any other country or authority.

The International Maritime Organization or other regulatory bodies may adopt additional regulations in the future that
could adversely affect the useful lives of our vessels as well as our ability to generate income from them or resell them
at attractive prices.
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The United States Oil Pollution Act of 1990, or OPA, established an extensive regulatory and liability regime for the
protection and clean-up of the environment from oil spills. Under OPA, vessel owners, operators and bareboat
charterers are “responsible parties” and are jointly, severally and strictly liable (unless the spill results solely from the
act or omission of a third party, an act of God or an act of war) for all containment and clean-up costs and other
damages arising from discharges or threatened discharges of oil from their vessels, including bunkers (fuel).

Violations of, or liabilities under, environmental or other applicable laws and regulations can result in substantial
penalties, fines and other sanctions, including, in certain instances, seizure or detention of our vessels. Events of this
nature could have a material adverse effect on our business, financial condition and results of operations.

Technological innovation related to existing or new vessels could reduce the competitiveness of our older vessels
and therefore the value of such vessels in the chartering and secondhand resale markets.

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 drybulk carriers are built that are more
efficient or more flexible or have longer physical lives than our older vessels, competition from these more
technologically advanced vessels could adversely affect the competitiveness of our older vessels, and, in turn, the
amount of charter hire payments we receive for our older vessels once their initial charters expire, and the resale value
of our older vessels could significantly decrease.

Our vessels are exposed to inherent operational risks that may not be adequately covered by our insurance.

The operation of any vessel includes risks such as mechanical failure, collision, fire, contact with fixed or floating
objects, cargo or property loss or damage and business interruption due to political circumstances in foreign countries,
piracy, terrorist attacks, armed hostilities and labor strikes. 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 vessel’s bulkheads leading to the loss of a vessel. If we are unable to 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 and results of operations.
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Further, 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. In the past, political conflicts have also resulted in attacks on vessels, mining of waterways and other efforts
to disrupt international shipping, particularly in the Arabian Gulf region. Acts of terrorism and piracy have also
affected vessels trading in regions such as the South China Sea and the Gulf of Aden and Indian Ocean off the coast of
Somalia and Kenya. If these attacks and other disruptions result in areas where our vessels are deployed being
characterized by insurers as “war risk” zones or Joint War Committee “war, strikes, terrorism and related perils” listed
areas, as the Gulf of Aden currently is, premiums payable for such coverage could increase significantly and such
insurance coverage may be more difficult or impossible to obtain. In addition, there is always the possibility of a
marine disaster, including oil spills and other environmental damage. Although our vessels carry a relatively small
amount of the oil used for fuel (“bunkers”), a spill of oil from one of our vessels or losses as a result of fire or explosion
could be catastrophic under certain circumstances.

We may not be adequately insured against all risks, and our insurers may not pay particular claims. With respect to
war risks insurance, which we usually obtain for certain of our vessels making port calls in designated war zone areas,
such insurance may not be obtained prior to one of our vessels entering into an actual war zone, which could result in
that vessel not being insured. 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. Under the terms of our credit facilities, we will be subject to
restrictions on the use of any proceeds we may receive from claims under our insurance policies. Furthermore, in the
future, we may not be able to maintain or obtain adequate insurance coverage at reasonable rates for our fleet. We may
also be subject to calls, or premiums, in amounts based not only on our own claim records but also the claim records
of all other members of the protection and indemnity associations through which we receive indemnity insurance
coverage for tort liability. Our insurance policies also contain deductibles, limitations and exclusions which, although
we believe are standard in the shipping industry, may nevertheless increase our costs in the event of a claim or
decrease any recovery in the event of a loss. If the damages from a catastrophic oil spill or other marine disaster
exceeded our insurance coverage, the payment of those damages could have a material adverse effect on our business
and could possibly result in our insolvency.

In addition, we may not carry loss of hire insurance. Loss of hire insurance covers the loss of revenue during extended
vessel off-hire periods, such as those that occur during an unscheduled drydocking due to damage to the vessel from
accidents. Accordingly, any loss of a vessel or any extended period of vessel off-hire, due to an accident or otherwise,
could have a material adverse effect on our business, financial condition and results of operations.
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We may be subject to increased premium payments because we obtain some of our insurance through protection
and indemnity associations.

We may be subject to increased premium payments, or calls, in amounts based not only on our and our Manager’s
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 protection and indemnity
associations may not have enough resources to cover claims made against them. 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 and financial condition.

Our operations expose us to global political risks, such as wars and political instability that may interfere with the
operation of our vessels causing a decrease in revenues from such vessels.

We are an international company and primarily conduct our operations outside the United States. Changing economic,
political and governmental conditions in the countries where we are engaged in business or where our vessels are
registered will affect us. In the past, political conflicts, particularly in the Middle East, resulted in attacks on vessels,
mining of waterways and other efforts to disrupt shipping in the area. For example, recent political and governmental
instability in Egypt, Syria and Libya may affect vessels trading in such regions. In addition, future political and
governmental instability, revolutions and wars in regions where our vessels trade could affect our trade patterns and
adversely affect our operations by causing delays in shipping on certain routes or making shipping impossible on such
routes, thereby causing a decrease in revenues.

During a period of war or emergency, 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. A government could also requisition our
vessels for hire, when a government takes control of a vessel and effectively becomes the charterer at dictated charter
rates. Government requisition of one or more of our vessels could reduce our revenues and net income.

Because our seafaring employees are covered by collective bargaining agreements, failure of industry groups to
renew those agreements may disrupt our operations and adversely affect our earnings.

All of the seafarers employed on the vessels in our fleet are covered by collective bargaining agreements that set basic
standards. We cannot assure you that these agreements will prevent labor interruptions. Any labor interruptions could
disrupt our operations and harm our financial performance.
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Crew costs are a significant expense for us under our charters. Recently, the limited supply of and increased demand
for well-qualified crew, due to the increase in the size of the global shipping fleet, has created upward pressure on
crewing costs, which we generally bear under our period time and spot charters. Increases in crew costs may adversely
affect our profitability.

Increases in interest rates would reduce funds available to purchase vessels and service debt.

We have purchased, and may purchase in the future, vessels with loans that provide for periodic interest payments
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 decrease the number of additional vessels that
we could acquire and adversely affect our financial condition and results of operations and may adversely affect our
ability to service debt.

We may enter into derivative contracts to hedge our exposure to fluctuations in interest rates, which could result in
higher than market interest rates and charges against our income.

We previously entered into two interest rate swaps for purposes of managing our exposure to fluctuations in interest
rates applicable to indebtedness under two of our credit facilities with Credit Suisse, which provided for a floating
interest rate based on LIBOR. On February 3, 2014, the Company paid the amount of $201 to fully unwind the two
interest rate swap agreements with Credit Suisse. In the future, we may enter into new interest rate swap or other
derivative contracts to hedge against fluctuation in interest rates. Our hedging strategies, however, may not be
effective and we may incur substantial losses if interest rates move materially differently from the fixed rates agreed to
in our derivative contracts. Future derivative contracts may not qualify for treatment as hedges for accounting
purposes, therefore, we would be required to recognize fluctuations in the fair value of such contracts in our income
statement. In addition, our financial condition could be materially adversely affected since we currently do not hedge
our exposure to interest rate fluctuations under our financing arrangements. Any hedging activities we engage in may
not effectively manage our interest rate exposure or have the desired impact on our financial conditions or results of
operations.

From time to time in the future, we may take positions in derivative instruments including freight forward agreements,
or FFAs. FFAs 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 time period, the seller of the FFAs 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. If we take
positions in FFAs or other derivative instruments and do not correctly anticipate charter rate movements over the
specified route and time period, we could suffer losses in the settling or termination of the FFA. This could adversely
affect our results of operation and cash flow. As of the date of this prospectus, we had no FFAs outstanding.
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Because we generate all of our revenues in U.S. dollars but will incur a portion of our expenses in other
currencies, exchange rate fluctuations could have an adverse impact on our results of operations.

We generate all of our revenues in U.S. dollars, but we expect that portions of our future expenses will be incurred in
currencies other than the U.S. dollar. This difference could lead to fluctuations in our net income due to changes in the
value of the dollar relative to the other currencies, in particular the Euro. Expenses incurred in foreign currencies
against which the dollar falls in value can increase, decreasing net income. For the year ended December 31, 2013 and
2012, the fluctuation in the value of the dollar against foreign currencies did not have a material impact on us.

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

Under the laws of the Countries of the Company and its subsidiaries incorporation and/or vessels’ registration, the
Company is not subject to tax on international shipping income; however, they are subject to registration and tonnage
taxes, which have been included in Vessel operating expenses in the accompanying consolidated statement of
operations. Pursuant to the Internal Revenue Code of the United States (the “Code”), U.S. source income from the
international operations of ships is generally exempt from U.S. tax if the company operating the ships meets both of
the following requirements, (a) the Company is organized in a foreign country that grants an equivalent exemption to
corporations organized in the United States, and (b) either (i) more than 50% of the value of the Company’s stock is
owned, directly or indirectly, by individuals who are “residents” of the Company’s country of organization or of another
foreign country that grants an “equivalent exemption” to corporations organized in the United States (the “50%
Ownership Test”) or (ii) the Company’s stock is “primarily and regularly traded on an established securities market” in its
country of organization, in another country that grants an “equivalent exemption” to United States corporations, or in the
United States (the “Publicly-Traded Test”).

To complete the exemption process, the Company’s shipowning subsidiaries must file a U.S. tax return, state the basis
of their exemption and obtain and retain documentation attesting to the basis of their exemptions. The Company’s
subsidiaries completed the filing process for 2013 on or prior to the applicable tax filing deadline. All the Company’s
ship-operating subsidiaries currently satisfy the Publicly-Traded Test based on the trading volume and the widely-held
ownership of the Company’s shares, but no assurance can be given that this will remain so in the future, since
continued compliance with this rule is subject to factors outside the Company’s control. In addition, the Company’s
vessels did not call on any U.S. ports during the year ended December 31, 2013 and thus the Company’s shipowning
subsidiaries have no tax obligations despite the exemptions. Based on its U.S. source Shipping Income for 2011 and
2012, the Company would be subject to U.S. federal income tax of approximately $93 and $25, respectively, in the
absence of an exemption under Section 883.

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

Based on our currently anticipated operations, we do not believe that we will be a PFIC with respect to any taxable
year. In this regard, we intend to treat the gross income we derive or are deemed to derive from our time chartering
activities as services income, rather than rental income. Accordingly, we believe that our time chartering activities
does not constitute “passive income,” and the assets that we own and operate in connection with the production of that
income do not constitute passive assets.

There is, however, no direct legal authority under the PFIC rules addressing our proposed method of operation, and a
federal court decision has characterized income received from vessel time charters as rental rather than services
income for U.S. tax purposes. Accordingly, no assurance can be given that the U.S. Internal Revenue Service, or IRS,
or a court of law will accept our position, and there is a risk that the IRS or a court of law could determine that we are
a PFIC. Moreover, no assurance can be given that we would not constitute a PFIC for any future taxable year if there
were to be changes in the nature and extent of our operations.

If the IRS were to find that we are or have been a PFIC for any taxable year, our U.S. shareholders will face adverse
U.S. tax consequences. Under the PFIC rules, unless those shareholders make an election available under the Code
(which election could itself have adverse consequences for such shareholders), such shareholders would be liable to
pay United States federal income tax at the then prevailing income tax rates on ordinary income plus interest upon
excess distributions and upon any gain from the disposition of our common stock, as if the excess distribution or gain
had been recognized ratably over the shareholder’s holding period of our common stock.
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Risk Factors Relating to the Drybulk Shipping Industry

The international drybulk shipping industry is cyclical and volatile and charter rates have decreased significantly
and may further decrease in the future, which may adversely affect our earnings, vessel values and results of
operations.

The drybulk shipping industry is cyclical with volatility in charter hire rates and profitability. The degree of charter
hire rate volatility among different types of drybulk vessels has varied widely. Since the middle of the third quarter of
2008, charter hire rates for drybulk vessels have decreased substantially, they may remain volatile for the foreseeable
future and could continue to decline further. Additionally, charter rates have been particularly volatile. As a result, our
charter rates could further decline significantly, resulting in a loss and a reduction in earnings.

We anticipate that the future demand for our drybulk vessels will be dependent upon existing conditions in the world’s
economies, seasonal and regional changes in demand, changes in the number of drybulk vessels being ordered and
constructed, particularly if there is an oversupply of vessels, changes in the capacity of the global drybulk fleet and the
sources and supply of drybulk cargo to be transported by sea. Adverse economic, political, social or other
developments could have a further material adverse effect on drybulk shipping in general and on our business and
operating results in particular.

Our ability to re-charter our drybulk vessels upon the expiration or termination of their current time charters, the
charter rates payable under any renewal or replacement charters will depend upon, among other things, the current
state of the drybulk shipping market. If the drybulk shipping market is in a period of depression when our vessels’
charters expire, it is likely that we may be forced to re-charter them at reduced rates, including rates whereby we incur
a loss, which may reduce our earnings or make our earnings volatile.

In addition, because the market value of our vessels may fluctuate significantly, we may incur losses when we sell
vessels, which may adversely affect our earnings. If we sell vessels at a time when vessel prices have fallen and before
we have recorded an impairment adjustment to our financial statements, the sale may be at less than the vessel’s
carrying amount on our financial statements, resulting in a loss and a reduction in earnings.

The drybulk carrier charter market remains significantly below its high in the middle of 2008 and the average rates
achieved in the five prior years, which has and may continue to adversely affect our revenues, earnings and
profitability and our ability to comply with our loan covenants and repay our indebtedness.
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The drybulk shipping industry is cyclical with attendant volatility in charter hire rates and profitability. The degree of
charter hire rate volatility among different types of dry bulk vessels has varied widely; however, the continued
downturn in the drybulk charter market has severely affected the entire dry bulk shipping industry and charter hire
rates for drybulk vessels have declined significantly from historically high levels. The Baltic Dry Index (the “BDI”),
which is published daily by the Baltic Exchange Limited, a London-based membership organization that provides
daily shipping market information to the global investing community, is a daily average of charter rates in selected
shipping routes measured on a time charter and voyage basis covering Handysize, Supramax, Panamax and Capesize
drybulk carriers. The BDI has long been viewed as the main benchmark to monitor the movements of the dry bulk
vessel charter market and the performance of the entire drybulk shipping market. The BDI declined 94% in 2008 from
a peak of 11,793 in May 2008 to a low of 663 in December 2008 and remained volatile during 2009, ranging from a
low of 772 in January 2009 to a high of 4,661 in November 2009. The BDI continued its volatility in 2012 and 2013,
reaching a high of 1,738 in January 2012 and a low of approximately 647 in February 2012 and a high of 2,337 in
December 2013 and a low of 698 in January 2013.

As of April 28, 2014, the BDI was 961. The decline and volatility in charter rates has been due to various factors,
including the lack of trade financing for purchases of commodities carried by sea, which had resulted in a significant
decline in cargo shipments. The decline and volatility in charter rates in the drybulk market also affects the value of
our drybulk vessels, which follows the trends of drybulk charter rates, and earnings on our charters, and similarly,
affects our cash flows, our ability to repay our indebtedness and compliance with the covenants contained in our loan
agreements.

Economic recession and disruptions in world financial markets and the resulting governmental action in the
United States and in other parts of the world could have a further material adverse impact on our results of
operations, financial condition and cash flows.

We face risks resulting from changes in economic environments, changes in interest rates and instability in the
banking, energy, commodities and securities markets around the world, among other factors. Major market
disruptions, the adverse changes in market conditions and the regulatory climate in the United States and worldwide
may adversely affect our business, impair our ability to borrow amounts under our existing credit facility or any credit
facilities we enter into. In addition, the economic environment in Greece, which is where our operations are based,
may have adverse impacts on us. We cannot predict how long the current market conditions will last. However, these
economic and governmental factors, together with the concurrent decline in charter rates, could have a significant
effect on our results of operations and could affect the price of our common stock.
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An economic slowdown in the Asia Pacific region could exacerbate the effect of recent slowdowns in the economies
of the European Union and may have a material adverse effect on our business, financial condition and results of
operations.

We anticipate a significant number of the port calls made by our vessels will continue to involve the loading or
discharging of drybulk commodities in ports in the Asia Pacific region. As a result, any negative changes in economic
conditions in any Asia Pacific country, particularly in China, may exacerbate the effect of recent slowdowns in the
economies of the European Union and may have a material adverse effect on our business, financial condition and
results of operations, as well as our future prospects. Before the global economic financial crisis that began in 2008,
China had one of the world’s fastest growing economies in terms of gross domestic product (“GDP”) which had a
significant impact on shipping demand. The growth rate of China’s GDP decreased to approximately 7.8% for the year
ended December 31, 2012, as compared to 9.3% and 10.4% for the years ended December 31, 2011 and 2010,
respectively, and continues to remain below pre-2008 levels. It is possible that China and other countries in the Asia
Pacific region will continue to experience slowed or even negative economic growth in the near future. Moreover, the
current economic slowdown in the economies of the European Union and other Asian countries may further adversely
affect economic growth in China and elsewhere. Our business, financial condition and results of operations, as well as
our future prospects, will likely be materially and adversely affected by a further economic downturn in any of these
countries.

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

The Chinese economy differs from the economies of most countries belonging to the Organization for Economic
Cooperation and Development, or OECD, in such respects as structure, government involvement, level of
development, growth rate, capital reinvestment, allocation of resources, rate of inflation and balance of payments
position. Since 1978, increasing emphasis has been placed on the utilization of market forces in the development of
the Chinese economy. 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.
Although limited price reforms were undertaken, with the result that prices for certain commodities are principally
determined by market forces, many of the reforms are experimental and may be subject to change or abolition. We
cannot assure you that the Chinese government will continue to pursue a policy of economic reform. The level of
imports to and exports from China could be adversely affected by changes to these economic reforms, as well as by
changes in political, economic and social conditions or other relevant policies of the Chinese government, such as
changes in laws, regulations or export and import restrictions, all of which could, adversely affect our business,
financial condition and operating results.

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

Edgar Filing: FREESEAS INC. - Form F-1/A

55



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

• crew strikes and/or boycotts;

• marine disaster;

• piracy;

• environmental accidents;

• cargo and property losses or damage; and

•business interruptions caused by mechanical failure, human error, war, terrorism, political action in various countries,labor strikes or adverse weather conditions.

The involvement of any of our vessels in an environmental disaster may harm our reputation as a safe and reliable
vessel operator. Any of these circumstances or events could increase our costs or lower our revenues.

The M/V Free Goddess was hijacked by Somali pirates on February 7, 2012 while transiting the Indian Ocean
eastbound. On October 11, 2012, we announced that all 21 crew members of the M/V Free Goddess were reported
safe and well after the vessel’s release by the pirates. At the time of the hijacking the vessel was on time charter in
laden condition. Since the release from the pirates, the vessel has been laying at the port of Salalah, Oman,
undertaking repairs funded mostly by Insurers. The repairs of the vessel were completed, and notice of readiness was
tendered to her Charterers for the resumption of the voyage. The Charterers repudiated the Charter and we accepted
Charterers' repudiation and terminated the fixture reserving our right to claim damages and other amounts due to us.
The Tribunal previously constituted will hear our claim for (amongst others) unpaid hire and damages from the
Charterers. In the meantime, cargo interests have commenced proceedings under the Bills of Lading although they
have not yet particularized their claims.  At the same time, all options are being explored for
the commercial resolution of the situation arising from Charterers refusal to honor their obligations, including the
further contribution by Insurers and cargo interests towards the completion of the voyage and recovery of amounts
due. The Company is working for a diligent solution in order to complete the voyage without further delays. In case
no commercially reasonable solution may be found the company will explore its strategic alternatives with respect to
this vessel.
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An oversupply of drybulk vessel capacity may lead to reductions in charter rates and profitability.

As of December 31, 2013, newbuilding orders had been placed for an aggregate of approximately 17% of the total
DWT of the then-existing global drybulk fleet, with deliveries expected mainly during the succeeding 36 months,
although available data with regard to cancellations of existing newbuilding orders or delays of new build deliveries
are not always accurate. As of December 31, 2012, newbuilding orders had been placed for an aggregate of
approximately 18% of the total DWT of the then-existing global drybulk fleet, with deliveries expected mainly during
the succeeding 36 months, although available data with regard to cancellations of existing new build orders or delays
of new build deliveries are not always accurate. An over-supply of drybulk carrier capacity may result in a reduction
of charter hire rates. 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 also unpredictable.

Factors that influence demand for vessel capacity include:

•supply and demand for energy resources, commodities, semi-finished and finished consumer and industrial products;

•changes in the exploration or production of energy resources, commodities, semi-finished and finished consumer andindustrial products;

• the location of regional and global exploration, production and manufacturing facilities;

•the location of consuming regions for energy resources, commodities, semi-finished and finished consumer andindustrial products;

• the globalization of production and manufacturing; global and regional economic and political conditions,
including armed conflicts, terrorist activities, embargoes and strikes;

• developments in international trade;

• changes in seaborne and other transportation patterns, including the distance cargo is transported by sea;

• environmental and other regulatory developments;

• currency exchange rates; and weather.
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The factors that influence the supply of vessel capacity include:

• the number of newbuilding deliveries;

• port and canal congestion;

• the scrapping rate of older vessels;

• vessel casualties; and

• the number of vessels that are out of service.

We anticipate that the future demand for our drybulk carriers will be dependent upon continued economic growth in
the world’s economies, including China and India, seasonal and regional changes in demand, changes in the capacity
of the global drybulk carrier fleet and the sources and supply of drybulk cargoes to be transported by sea. The capacity
of the global drybulk carrier fleet seems likely to increase and economic growth may not continue. Adverse economic,
political, social or other developments could have a material adverse effect on our business and operating results.

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

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

Since the terrorist attacks of September 11, 2001, there has been a variety of limitations intended to enhance vessel
security.

Regulations by the U.S. Coast Guard (“USCG”) and rules pursuant to the International Convention for the Safety of Life
at Sea have imposed increased compliance costs on vessel owners and charterers. These costs include certification
costs imposed by relevant agencies and bonding costs under U.S. Customs and Border Protection, as well as potential
delays in transit due to increased security procedures regulating the entry into harbors or the discharge of cargo.
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It is possible that changes to inspection procedures could impose additional financial and legal obligations on us.
Furthermore, changes to inspection procedures could also impose additional costs and obligations on our customers
and may, in certain cases, render the shipment of certain types of cargo uneconomical or impractical. Any such
changes or developments may have a material adverse effect on our business, results of operations, cash flows,
financial condition and ability to pay dividends.

Risks Related to Our 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:

· quarterly variations in our results of operations;

· our lenders’ willingness to extend our loan covenant waivers, if necessary;

· changes in market valuations of similar companies and stock market price and volume fluctuations generally;

· changes in earnings estimates or publication of research reports by analysts;

· speculation in the press or investment community about our business or the shipping industry generally;

· strategic actions by us or our competitors such as acquisitions or restructurings;

· the thin trading market for our common stock, which makes it somewhat illiquid;

· the current ineligibility of our common stock to be the subject of margin loans because of its low current marketprice;

· regulatory developments;
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· additions or departures of key personnel;

· general market conditions; and

· domestic and international economic, market and currency factors unrelated to our performance.

The stock markets in general, and the markets for drybulk shipping and shipping stocks in particular, have
experienced extreme volatility that has sometimes been unrelated to the operating performance of individual
companies. These broad market fluctuations may adversely affect the trading price of our common stock.

As long as our stock price remains below $5.00 per share, our shareholders will face restrictions in using our
shares as collateral for margin accounts.

The closing price of our common stock on the NASDAQ Capital Market on April 28, 2014 was $1.28 per share. If the
market price of our shares of common stock remains below $5.00 per share, under Federal Reserve regulations and
account maintenance rules of many brokerages, our shareholders will face restrictions in using such shares as
collateral for borrowing in margin accounts. These restrictions on the use of our common stock as collateral may lead
to sales of such shares creating downward pressure on and increased volatility in, the market price of our shares of
common stock. In addition, many institutional investors will not invest in stocks whose prices are below $5.00 per
share.

If our common stock is delisted from The NASDAQ Stock Market, we would be subject to the risks relating to
penny stocks.

If our common stock were to be delisted from trading on The NASDAQ Stock Market and the trading price of the
common stock were below $5.00 per share on the date the common stock were delisted, trading in our common stock
would also be subject to the requirements of certain rules promulgated under the Securities Exchange Act of 1934, as
amended. These rules require additional disclosure by broker-dealers in connection with any trades involving a stock
defined as a "penny stock" and impose various sales practice requirements on broker-dealers who sell penny stocks to
persons other than established customers and accredited investors, generally institutions. These additional
requirements may discourage broker-dealers from effecting transactions in securities that are classified as penny
stocks, which could severely limit the market price and liquidity of such securities and the ability of purchasers to sell
such securities in the secondary market. A penny stock is defined generally as any non-exchange listed equity security
that has a market price of less than $5.00 per share, subject to certain exceptions.
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As a foreign private issuer whose shares are listed on the NASDAQ Capital Market, we may follow certain home
country corporate governance practices instead of certain NASDAQ requirements and are not required to obtain
shareholder approval for the sale of shares under the Investment Agreement.

As a foreign private issuer whose shares are listed on the NASDAQ Capital Market, we are permitted to follow certain
home country corporate governance practices instead of certain requirements of the NASDAQ Marketplace Rules. For
example, we may follow home country practice with regard to, among other things, the composition of the board of
directors, compensation of officers, director nomination process and quorum at shareholders’ meetings. In addition, we
may follow home country practice instead of the NASDAQ requirement to obtain shareholder approval for certain
dilutive events, such as for the establishment or amendment of certain equity-based compensation plans, a stock
issuance that will result in a change of control of the company, certain transactions other than a public offering
involving issuances of a 20% or more interest in the company and certain acquisitions of the stock or assets of another
company. In particular, we are not required to obtain shareholder approval for our sale of shares pursuant to the
Investment Agreement, which may result in the issuance of shares totaling more than 20% of our outstanding shares.
Accordingly, our shareholders may not be afforded the same protections as provided under NASDAQ’s corporate
governance rules.

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

Issuance of a substantial number of shares of our common stock in public or private offerings, including pursuant to
the Investment Agreement, or in payment of obligations due, or the perception that these issuances could occur, may
depress the market price for our common stock. These issuances could also impair our ability to raise additional
capital through the sale of our equity securities in the future. We may issue additional shares of our common stock in
the future and our shareholders may elect to sell large numbers of shares held by them from time to time. Also, we
may need to raise additional capital to achieve our business plans.

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 amended and restated articles of incorporation and by-laws and by the Marshall
Islands Business Corporations Act, or BCA. The provisions of the BCA resemble provisions of the corporation laws
of a number of states in the United States. However, there have been few judicial cases in the Republic of the Marshall
Islands interpreting the BCA. The rights and fiduciary responsibilities of directors under the law of the Republic of the
Marshall Islands are not as clearly established as the rights and fiduciary responsibilities of directors under statutes or
judicial precedent in existence in certain U.S. jurisdictions. Shareholder 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
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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.

It may not be possible for investors to enforce U.S. judgments against us.

We, and all our subsidiaries, are or will be incorporated in jurisdictions outside the U.S. and substantially all of our
assets and those of our subsidiaries and will be located outside the U.S. In addition, most of our directors and officers
are or will be non-residents of the U.S., and all or a substantial portion of the assets of these non-residents are or will
be located outside the U.S. As a result, it may be difficult or impossible for U.S. investors to serve process within the
U.S. upon us, our subsidiaries, or our directors and officers, or to enforce a judgment against us for civil liabilities in
U.S. courts. In addition, you should not assume that courts in the countries in which we or our subsidiaries are
incorporated or where our or the assets of our subsidiaries are located would enforce judgments of U.S. courts
obtained in actions against us or our subsidiaries based upon the civil liability provisions of applicable U.S. federal
and state securities laws or would enforce, in original actions, liabilities against us or our subsidiaries based on those
laws.

We can issue shares of preferred stock without shareholder approval, which could adversely affect the rights of
common shareholders.

Our articles of incorporation permit us to establish the rights, privileges, preferences and restrictions, including voting
rights, of future series of our preferred stock and to issue such stock without approval from our stockholders. The
rights of holders of our common stock may suffer as a result of the rights granted to holders of preferred stock that we
may issue in the future. In addition, we could issue preferred stock to prevent a change in control of our company,
depriving common shareholders of an opportunity to sell their stock at a price in excess of the prevailing market price.
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Our stockholder rights plan may discourage a takeover.

In January 2009, our Board of Directors authorized shares of Series A Participating Preferred Stock in connection
with its adoption of a stockholder rights plan, under which we issued rights to purchase Series A Preferred Stock to
holders of our common stock. Upon certain triggering events, each Right entitles the registered holder to purchase
from us one one-thousandth of a share of Preferred Stock at an exercise price of $90.00, subject to adjustment. Our
stockholder rights plan may generally discourage a merger or tender offer involving our securities that is not approved
by our Board of Directors by increasing the cost of effecting any such transaction and, accordingly, could have an
adverse impact on stockholders who might want to vote in favor of such merger or participate in such tender offer.
Our stockholder rights plan expires in January 2019.

Provisions in our organizational documents, our management agreement and under Marshall Islands corporate
law could make it difficult for our shareholders to replace or remove our current Board of Directors or have the
effect of discouraging, delaying or preventing a merger or acquisition, which could adversely affect the market
price of our common stock.

Several provisions of our amended and restated articles of incorporation and by-laws, and certain provisions of the
Marshall Islands corporate law, could make it difficult for our shareholders to change the composition of our Board of
Directors in any one year, preventing them from changing the composition of management. In addition, these
provisions may discourage, delay or prevent a merger or acquisition that shareholders may consider favorable. These
provisions include:

· authorizing our Board of Directors to issue “blank check” preferred stock without shareholder approval;

· providing for a classified Board of Directors with staggered, three year terms;

· prohibiting cumulative voting in the election of directors;

·authorizing the removal of directors only for cause and only upon the affirmative vote of the holders of a two-thirdsmajority of the outstanding shares of our common shares, voting as a single class, entitled to vote for the directors;

· limiting the persons who may call special meetings of shareholders;

·establishing advance notice requirements for election to our Board of Directors or proposing matters that can be actedon by shareholders at shareholder meetings; and
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· limiting our ability to enter into business combination transactions with certain shareholders.

Pursuant to the terms of our management agreement, our Manager is entitled to a termination fee if such agreement is
terminated upon a “change of control,” which term includes, but is not limited to, the election of a director not
recommended by the then-current Board of Directors, any person or entity or group of affiliated persons or entities
that becomes a beneficial owner of 15% or more of our voting securities, a merger of FreeSeas where less than a
majority of the shares of the resulting entity are held by the FreeSeas shareholders or the sale of all or substantially all
of FreeSeas’ assets. The termination fee as of December 31, 2013 would have been $91,314. In addition, we have
implemented a shareholder rights plan pursuant to which the holders of our common stock receive one right to
purchase one one-thousandth of a share of our Series A Participating Preferred Stock at an exercise price of $90.00 per
share, subject to adjustment. The rights become exercisable upon the occurrence of certain change in control events.
These provisions and our shareholder rights plan 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 shares and
your ability to realize any potential change of control premium.

Risks Relating to this Offering

We will have immediate and broad discretion over the use of the net proceeds from this offering.

There is no minimum offering amount required as a condition to closing this offering and therefore net proceeds from
this offering will be immediately available to us to use at our discretion.  We intend to use the net proceeds to reduce
our debt obligations to Credit Suisse and NBG, including closing on the proposed settlement agreements, if possible,
as well as for general corporate purposes.  Our judgment may not result in positive returns on your investment and you
will not have an opportunity to evaluate the economic, financial, or other information upon which we base our
decisions.
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Future sales by our stockholders may adversely affect our stock price and our ability to raise funds in new stock
offerings.

Sales of our common stock in the public market following this offering could lower the market price of our common
stock.  Sales may also make it more difficult for us to sell equity securities or equity-related securities in the future at a
time and price that our management deems acceptable or at all.

You will experience immediate and substantial dilution as a result of this offering and may experience additional
dilution in the future.

You will incur immediate and substantial dilution as a result of this offering.  After giving effect to the sale by us of
up to [*] shares of convertible preferred stock and accompanying warrants to purchase an additional [*] shares of our
common stock, and after deducting estimated offering fees and expenses payable by us, investors in this offering can
expect an immediate dilution of $[*] per share, or [*]%, at the public offering price, assuming no exercise of the
warrants.  In addition, in the past, we issued options and warrants to acquire shares of common stock.  To the extent
these options are ultimately exercised, you will sustain future dilution. 

There is no public market for the convertible preferred stock or the warrants being offered in this offering.

There is no established public trading market for the convertible preferred stock or the warrants being offered in this
offering, and we do not expect a market to develop.  In addition, we do not intend to apply for listing the convertible
preferred stock or the warrants on any securities exchange.  Without an active market, the liquidity of the convertible
preferred stock and the warrants will be limited.

Because there is no minimum required for the offering to close, investors in this offering will not receive a refund
in the event that we do not sell an amount of securities sufficient to pursue the business goals outlined in this
prospectus.

We have not specified a minimum offering amount nor have or will we establish an escrow account in connection
with this offering. Because there is no escrow account and no minimum offering amount, investors could be in a
position where they have invested in our company, but we are unable to fulfill our objectives or proceed with our
operations due to a lack of interest in this offering. If this were to occur, we may be forced to curtail our operations
with a loss to investors who purchase securities under this prospectus. Further, because there is no escrow account in
operation and no minimum investment amount, any proceeds from the sale of securities offered by us will be available
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for our immediate use, despite uncertainty about whether we would be able to use such funds to effectively implement
our business plan. Investor funds will not be returned under any circumstances whether during or after the offering.

Our management might not use the proceeds of this offering effectively.

Our management has broad discretion over the use of proceeds of this offering. Accordingly, it is possible that our
management may allocate the proceeds in ways that do not improve our operating results. In addition, cash proceeds
received in the offering may be temporarily used to purchase short-term, low-risk investments, and such investments
might not be invested to yield a favorable rate of return.

We are selling the securities offered in this prospectus without an underwriter and may not be able to sell any of
the shares offered herein.

We have engaged Dawson James Securities to act as a placement agent in connection with this offering. While
Dawson James will use its reasonable best efforts to arrange for the sale of the securities, it is under no obligation to
purchase any of the securities. As a result, there are no firm commitments to purchase any of the securities in this
offering. Consequently, there is no guarantee that we will be capable of selling all, or any, of the securities being
offered hereby.
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PRICE RANGE OF OUR PUBLICLY TRADED SECURITIES

Our common stock began trading on the NASDAQ Capital Market on February 19, 2013 under the trading symbol
“FREE.” Prior to that time, our common stock was traded on the NASDAQ Global Market under the symbol “FREE.”

 The high and low sales prices of our common stock as reported by the NASDAQ Stock Market, for the years,
quarters and months indicated, are as follows (adjusted to give effect of our one share for five share reverse stock split
that was effective on October 1, 2010, our one share for ten share reverse split that was effective on February 14, 2013
and our one share for five share reverse stock split that was effective on December 2, 2013):

Common Stock
For the Years Ended: High Low
December 31, 2009 $872.50 $292.50
December 31, 2010 397.50 180.50
December 31, 2011 194.50 20.00
December 31, 2012 92.50 3.50
December 31, 2013 29.00 0.85

Common Stock
For the Quarters Ended: High Low
June 30, 2012 $92.50 $31.50
September 30, 2012 33.00 10.50
December 31, 2012 12.00 3.50
March 31, 2013 29.00 3.10
June 30, 2013 7.20 1.70
September 30, 2013 4.65 0.85
December 31, 2013 4.20 1.00
March 31, 2014 2.44 1.55

Common Stock
For the Months Ended: High Low
November 30, 2013 $ 2.23 $ 1.43
December 31, 2013 3.10 1.00
January 31, 2014 2.44 1.65
February 28, 2014 2.12 1.55
March 31, 2014 2.33 1.55
April 30, 2014 1.77 1.16

DIVIDEND POLICY
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In light of a lower freight environment and a highly challenging financing environment, which has adversely affected
our results of operations and our compliance with our debt obligations, our Board of Directors, beginning in February
2009, suspended the cash dividend on our common stock. Our dividend policy will be assessed by our Board of
Directors from time to time; however, it is not likely that we will reinstate the payment of dividends until market
conditions significantly improve. In addition, our loan agreements do not allow us to pay dividends without the prior
written approval of our lenders. Therefore, there can be no assurance that, if we were to determine to resume paying
cash dividends, our lenders would provide any required consent.

USE OF PROCEEDS

We estimate that the net proceeds to us from the sale of the securities offered under this prospectus, after deducting
our estimated offering expenses, including placement agent fees, will be approximately $[*] million if we sell the
maximum amount of convertible preferred stock and warrants offered hereby.  Because there is no minimum offering
amount required as a condition to closing this offering, we may sell fewer than all of the securities offered hereby,
which may significantly reduce the amount of proceeds received by us.

We currently intend to use the majority of the net proceeds to reduce our debt obligations to Credit Suisse and NBG,
including closing on the proposed settlement agreements with debt forgiveness as described in the “Recent
Developments” section above, as well as, if possible, for general corporate purposes.  At this time we cannot estimate
the allocation of the net proceeds of this offering among these anticipated uses.  The amounts and timing of the
expenditures may vary significantly depending on numerous factors, including the net proceeds to us from the sales of
the securities offered under this prospectus and our need for and ability to raise additional capital to continue
operations.  We reserve the right to change the use of proceeds as a result of certain contingencies, such as those
discussed above and any future opportunities to evaluate, negotiate and complete one or more strategic or partnering
transactions.  Accordingly, our management will have broad discretion in the application of the net proceeds of this
offering.  Pending use of the net proceeds, we intend to invest the net proceeds in short-term, interest-bearing,
investment-grade securities.
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CAPITALIZATION

The following table sets forth our capitalization as of December 31, 2013:

·on an actual basis;

·

on a pro forma basis to give effect to our sale of [*] shares of convertible preferred stock in this offering, and
issuance of [*] shares of common stock upon conversion of the convertible preferred stock, less the placement agent’s
fees and our estimated offering expenses, and assuming the convertible preferred stock does not carry an embedded
conversion feature.

You should read this table in conjunction with the section of this prospectus entitled “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and with our consolidated financial statements and the
notes thereto as of December 31, 2013, which are incorporated by reference in this prospectus.

As of December
31, 2013
(unaudited)

Actual Pro
Forma

Preferred stock, $0.001 par value; 5,000,000 shares authorized; 56,000 Series C Convertible
Preferred stock issued and outstanding at December 31, 2013 $— [*]

Common stock, $0.001 par value; 250,000,000 shares authorized; 22,753,868 shares issued and
outstanding at December 31, 2013; [*] shares issued and outstanding pro forma; 23 [*]

Additional paid-in capital 185,009 [*]

Accumulated deficit (172,239) [*]

Total stockholders’ equity $12,793 $ [*]

The outstanding shares information in the table above excludes:

·2,800,000 shares of common stock issuable upon the conversion of 56,000 shares of Series C Preferred Stock issued
in the financing we entered in November 2013, at a conversion price of $2.00 per share. These shares were issued in
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January 2014;

·67,476 shares of common stock issued to Asher on February 6, 2014 upon conversion of $75 principal of aconvertible promissory note dated July 29, 2013 plus accrued interest;

·53,700 shares of common stock issued to Asher on February 7, 2014 upon conversion of the remaining principal of$53.5 convertible promissory note dated July 29, 2013 plus accrued interest;

·7,500,000 shares of common stock issuable upon the exercise of outstanding warrants issued in the financing weentered in November 2013, at an exercise price of $2.60 per share; and

·[*] shares of our common stock issuable upon the exercise of warrants to be issued to the purchasers in this offering,at an exercise price of $[*] per share.
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DILUTION

If you invest in the securities being offered by this prospectus, you will suffer immediate and substantial dilution in
the net tangible book value per share of common stock.  Our net tangible book value as of December 31, 2013 was
approximately $12,793, or approximately $0.56 per share of common stock.  Net tangible book value per share is
determined by dividing our net tangible book value, which consists of our total tangible assets less total liabilities, by
the number of shares of our common stock outstanding on that date.

Dilution in net tangible book value per share represents the difference between the price per share paid by purchasers
in this offering and the net tangible book value per share of our common stock immediately after this offering. 
Without taking into account any other changes in the net tangible book value after December 31, 2013, other than to
give effect to our receipt of the estimated proceeds from the sale of [*] shares of convertible preferred stock and
accompanying warrants to purchase [*] shares of our common stock in this offering at an offering price of $1,000, or
[*] shares of common stock issuable upon conversion of the convertible preferred stock at an effective acquisition
price of $[*], per share of common stock, less our estimated offering expenses, our net tangible book value as of
December 31, 2013, after giving effect to the items above, would have been approximately $[*] million, or
approximately $[*] per share of common stock.  This represents an immediate increase of $[*] in net tangible book
value per share to our existing stockholders and an immediate dilution of $[*] per share to purchasers of securities in
this offering.  The following table illustrates this per share dilution:

Assumed public offering price per share (unaudited) $[*]
Net tangible book value per share as of December 31, 2013 $0.56
Increase in net tangible book value per share attributable to this offering (unaudited) $[*]
Pro forma net tangible book value per share as of December 31, 2013 (unaudited) $[*]
Dilution in pro forma net tangible book value per share to new Investors in this offering (unaudited) $[*]

The above table is based on 22,753,868 shares of our common stock outstanding as of December 31, 2013 (as
adjusted [*] shares of common stock to be issued in this offering), and excludes:

·
2,800,000 shares of common stock issuable upon the conversion of 56,000 shares of Series C Preferred Stock issued
in the financing we entered in November 2013, at a conversion price of $2.00 per share. These shares were issued in
January 2014;

·67,476 shares of common stock issued to Asher on February 6, 2014 upon conversion of $75 principal of aconvertible promissory note dated July 29, 2013 plus accrued interest;

·
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53,700 shares of common stock issued to Asher on February 7, 2014 upon conversion of the remaining principal of
$53.5 convertible promissory note dated July 29, 2013 plus accrued interest;

·7,500,000 shares of common stock issuable upon the exercise of outstanding warrants issued in the financing weentered in November 2013, at an exercise price of $2.60 per share; and

·[*] shares of our common stock issuable upon the exercise of warrants to be issued to the purchasers in this offering,at an exercise price of $[*] per share.

To the extent that any options or warrants are exercised, new options or other equity awards are issued under our
equity incentive plan, or we otherwise issue additional shares of common stock in the future, there will be further
dilution to new investors.
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SELECTED HISTORICAL FINANCIAL INFORMATION AND OTHER DATA

The following summary financial information and data were derived from our audited consolidated financial
statements for the years ended December 31, 2013, 2012, 2011, 2010 and 2009. The information is only a summary
and should be read in conjunction with our historical consolidated financial statements and related notes and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” incorporated herein by
reference. The historical data included below and elsewhere in this prospectus are not necessarily indicative of our
future performance.

All amounts in the tables below are in thousands of U.S. dollars, except for share data, per share data and per diem
amounts.

Year Ended December 31,
2013 2012 2011 2010 2009

Statement of Operations Data:
Operating revenues $6,074 $14,260 $29,538 $57,650 $57,533
Voyage expenses (2,669 ) (2,835 ) (807 ) (1,887 ) (1,394 )
Commissions (517 ) (874 ) (1,777 ) (3,357 ) (3,089 )
Vessel operating expenses (10,865 ) (10,868 ) (14,563 ) (18,607 ) (17,813 )
Depreciation expense (5,728 ) (5,729 ) (8,664 ) (15,365 ) (16,006 )
Amortization of deferred charges (199 ) (988 ) (915 ) (1,888 ) (1,742 )
Management fees to a related party (1,490 ) (2,404 ) (1,900 ) (1,978 ) (1,874 )
General and administrative expenses (3,904 ) (4,443 ) (4,734 ) (4,494 ) (4,156 )
Provision and write-offs of insurance claims and bad
debts (1,215 ) (1,675 ) (133 ) (1,250 ) —

Gain on sale of vessel — — 1,561 807 —
Vessel impairment loss (27,455 ) (12,480 ) (69,998 ) (26,631 ) —
Impairment of advances for vessels under construction — — (11,717 ) — —
Income / (loss) from operations $(47,968 ) $(28,036 ) $(84,109 ) $(17,000 ) $11,459
Interest and finance costs (2,381 ) (2,583 ) (4,003 ) (4,375 ) (4,323 )
Loss on derivative instruments (40 ) (85 ) (178 ) (465 ) (111 )
Loss on settlement of liability through stock issuance (3,914 ) — — — —
Gain on settlement of payable 1,149 — — — —
Other income / (expense) (5,184 ) (50 ) 94 19 (166 )
Gain on debt extinguishment 9,633 — — — —
Loss on debt extinguishment — (134 ) — — —
Net income / (loss) $(48,705 ) $(30,888 ) $(88,196 ) $(21,821 ) $6,859
Basic earnings / (loss) per share $(7.46 ) $(184.48 ) $(679.99 ) $(172.81 ) $67.34
Diluted earnings / (loss) per share $(7.46 ) $(184.48 ) $(679.99 ) $(172.81 ) $67.34
Basic weighted average number of shares 6,527,240 167,435 129,701 126,272 101,855
Diluted weighted average number of shares 6,527,240 167,435 129,701 126,272 101,855
Dividends per share $— $— $— $— $—
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Year Ended December 31 ,
2013 2012 2011 2010 2009

Balance Sheet Data:
Current assets, including cash $15,798(E) $35,583 (G) $52,675 (A) $27,691 (B) $22,125
Vessels, net 71,834 75,690 81,419 213,691 270,701
Total assets 87,632 114,359 134,980 250,984 297,321
Total current liabilities, including current portion
of long-term debt 74,839(H) 106,556(F) 99,861 (D) 29,819 (C) 29,488

Derivative financial instruments, net of current
portion — — — 538 684

Long-term debt, including shareholder loans net of
current   portion — — — 97,437 122,559

Total liabilities 74,839 106,556 99,861 127,794 152,869
Total shareholders’ equity 12,793 7,803 35,119 123,190 144,452

(A)Includes vessels held for sale in the amount of $45,272.
(B) Includes a vessel held for sale in the amount of $13,606.
(C) Includes the estimated loan prepayment amount of $8,760 relating to the vessel held for sale.

(D)Includes the amounts of long-term debt and interest rate swaps amounting to $88,946 and $760, respectively,classified as current at December 31, 2011.
(E) Includes vessel held for sale in the amount of $3,465.

(F) Includes the amounts of long-term debt and interest rate swaps amounting to $89,169 and $2,446, respectively,classified as current at December 31, 2012.
(G)Includes vessels held for sale in the amount of $32,792.  

(H)Includes the amounts of long-term debt and interest rate swaps amounting to $59,687 and $200, respectively,classified as current as of December 31, 2013.
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Year Ended December 31 ,
2013 2012 2011 2010 2009

Other Financial Data:
Net cash provided by (used in) operating activities $(3,978 ) $(2,025) $4,470 $20,802 $21,391
Net cash provided by (used in) investing activities — — 18,422 (2,819 ) (11,302)
Net cash provided by (used in) financing activities 11,530 1,723 (26,255) (20,630) (7,126 )

Year Ended December 31 ,
2013 2012 2011 2010 2009

Performance Indicators:
Adjusted EBITDA(1) $(18,513) $(7,092) $5,833 $26,834 $30,337
Fleet Data:
Average number of vessels(2) 7.00 7.02 8.21 9.65 9.35
Ownership days(3) 2,555 2,562 2,998 3,523 3,414
Available days(4) 1,068 2,529 2,960 3,430 3,373
Operating days(5) 887 2,337 2,865 3,329 3,294
Fleet utilization(6) 83.1 % 92.4 % 97 % 97 % 98 %
Average Daily Results:
Average TCE rate(7) $3,256 $4,515 $9,408 $15,742 $16,105
Vessel operating expenses(8) 4,252 4,242 4,858 5,282 5,218
Management fees(9) 583 726 634 561 549
General and administrative expenses(10) 1,528 1,494 1,538 1,117 1,073
Total vessel operating expenses(11) 4,835 4,968 5,491 5,843 5,767

(1)Adjusted EBITDA represents net earnings before taxes, depreciation and amortization, amortization of deferred
revenue, back log asset, (gain)/loss on derivative instruments, stock-based compensation expense, vessel
impairment loss, impairment of advances for vessels under construction, interest and finance cost net, loss on debt
extinguishment, provision and write-offs of insurance claims and bad debts, (gain)/loss on sale of vessel, gain on
settlement of payable, loss on settlement of liability through stock issuance and gain on debt extinguishment.
Under the laws of the Marshall Islands, we are not subject to tax on international shipping income. However, we
are subject to registration and tonnage taxes, which have been included in vessel operating expenses. Accordingly,
no adjustment for taxes has been made for purposes of calculating Adjusted EBITDA. Adjusted EBITDA is a
non-GAAP measure and does not represent and should not be considered as an alternative to net income or cash
flow from operations, as determined by U.S. GAAP, and our calculation of Adjusted EBITDA may not be
comparable to that reported by other companies. The shipping industry is capital intensive and may involve
significant financing costs. FreeSeas uses Adjusted EBITDA because it presents useful information to management
regarding FreeSeas’ ability to service and/or incur indebtedness by excluding items that it does not believe are
indicative of its core operating performance, and therefore is an alternative measure of its performance. FreeSeas
also believes that Adjusted EBITDA is useful to investors because it is frequently used by securities analysts,
investors and other interested parties in the evaluation of companies in its industry. Adjusted EBITDA has
limitations as an analytical tool, however, and should not be considered in isolation or as a substitute for analysis of
FreeSeas’ results as reported under U.S. GAAP. Some of these limitations are: (i) Adjusted EBITDA does not
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reflect changes in, or cash requirements for, working capital needs; and (ii) although depreciation and amortization
are non-cash charges, the assets being depreciated and amortized may have to be replaced in the future, and
Adjusted EBITDA does not reflect any cash requirements for such capital expenditures.

29

Edgar Filing: FREESEAS INC. - Form F-1/A

77



Year Ended December 31 ,
2013 2012 2011 2010 2009

Net income (loss) $(48,705) $(30,888) $(88,196) $(21,821) $6,859
Depreciation and amortization 5,927 6,717 9,579 17,253 17,748
Amortization of deferred revenue — — (136 ) (1,034 ) (81 )
Back log asset — — — — 907
Stock-based compensation expense 42 122 122 559 494
Vessel impairment loss 27,455 12,480 69,998 26,631 —
Impairment of advances for vessels under construction — — 11,717 — —
(Gain) / Loss on derivative instruments 40 85 178 465 111
Interest and finance cost, net of interest income 2,381 2,583 3,999 4,338 4,299
(Gain) on sale of vessel — — (1,561 ) (807 ) —
Provision and write-offs of insurance claims and bad debts 1,215 1,675 133 1,250 —
Loss on debt extinguishment — 134 — — —
Gain on settlement of payable (1,149 ) — — — —
Loss on settlement of liability through stock issuance 3,914 — — — —
Gain on debt extinguishment (9,633 ) — — — —

Adjusted EBITDA $(18,513) $(7,092 ) $5,833 $26,834 $30,337

(2)
Average number of vessels is the number of vessels that constituted our fleet for the relevant period, as measured
by the sum of the number of days each vessel was a part of our fleet during the period divided by the number of
calendar days in the period.

(3)
Ownership days are the total number of days in a period during which the vessels in our fleet have been owned by
us, including days of vessels in lay-up. Ownership days are an indicator of the size of our fleet over a period and
affect both the amount of revenues and the amount of expenses that we record during a period.

(4)

Available days are the number of ownership days less the aggregate number of days that our vessels are off-hire
due to major repairs, dry-dockings or special or intermediate surveys or days of vessels in lay-up. The shipping
industry uses available days to measure the number of ownership days in a period during which vessels should be
capable of generating revenues.

(5)
Operating days are the number of available days less the aggregate number of days that our vessels are off-hire due
to any reason, including unforeseen circumstances. The shipping industry uses operating days to measure the
aggregate number of days in a period during which vessels could actually generate revenues.

(6)

We calculate fleet utilization by dividing the number of our fleet’s operating days during a period by the number of
available days during the period. The shipping industry uses fleet utilization to measure a company’s efficiency in
properly operating its vessels and minimizing the amount of days that its vessels are off-hire for any unforeseen
reasons.

(7)Time charter equivalent, or TCE, is a non-GAAP measure of the average daily revenue performance of a vessel on
a per voyage basis. Our method of calculating TCE is consistent with industry standards and is determined by
dividing operating revenues (net of voyage expenses and commissions) by operating days for the relevant period.
Voyage expenses primarily consist of port, canal and fuel costs that are unique to a particular voyage, which would
otherwise be paid by the charterer under a time charter contract. TCE is a standard shipping industry performance
measure used primarily to compare period-to-period changes in a shipping company’s performance despite changes

Edgar Filing: FREESEAS INC. - Form F-1/A

78



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:

Year Ended December 31 ,
2013 2012 2011 2010 2009

Operating revenues $6,074 $14,260 $29,538 $57,650 $57,533
Voyage expenses and commissions (3,186) (3,709 ) (2,584 ) (5,244 ) (4,483 )

Net operating revenues $2,888 $10,551 $26,954 $52,406 $53,050
Operating days 887 2,337 2,865 3,329 3,329

Time charter equivalent daily rate $3,256 $4,515 $9,408 $15,742 $16,105

(8)
Average daily vessel operating expenses, which includes crew costs, provisions, deck and engine stores, lubricating
oil, insurance, maintenance and repairs, is calculated by dividing vessel operating expenses by ownership days for
the relevant time periods:
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Year Ended December 31 ,
2013 2012 2011 2010 2009

Vessel operating expenses $10,865 $10,868 $14,563 $18,607 $17,813
Ownership days 2,555 2,562 2,998 3,523 3,414

Daily vessel operating expenses $4,252 $4,242 $4,858 $5,282 $5,218

(9)
Daily management fees are calculated by dividing total management fees (excluding stock-based compensation
expense and gain on shares issued to the Manager) paid on ships owned by ownership days for the relevant time
period.

(10)
Average daily general and administrative expenses are calculated by dividing general and administrative expenses
(excluding stock-based compensation expense and gain on shares issued to the Manager) by ownership days for
the relevant period.

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

OTHER INFORMATION ABOUT THE COMPANY

Additional information regarding our business, assets, loan facilities, legal proceedings, our results of operations,
liquidity and capital resources, quantitative and qualitative disclosures about market risk, our directors and executive
officers, compensation of management and our directors, security ownership of certain beneficial owners and
management, and certain relationships and related transactions, as well as our consolidated financial statements at
December 31, 2013, 2012 and 2011 and for the years then ended are incorporated in this prospectus by reference to
our Annual Report on Form 20-F for the fiscal year ended December 31, 2013 filed on March 24, 2014. Please see
“Incorporation of Certain Information by Reference,” below.

Except as set forth herein, there have been no material changes in our affairs that have occurred since December 31,
2013 that have not been described in our Form 20-F or in a Form 6-K filed under the Exchange Act.
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DESCRIPTION OF CAPITAL STOCK

We have summarized below the material features of our capital stock. This summary is not a complete discussion of
our organizational documents and other instruments that create the rights of our shareholders. We urge you to
carefully read those documents and instruments. Please see “Where You Can Find Additional Information” for
information on how to obtain copies of those documents and instruments.

Our authorized capital stock consists of 250,000,000 shares of common stock, par value, $.001 per share, and
5,000,000 shares of blank check preferred stock, par value, $.001 per share, of which no shares are outstanding. All of
our shares of stock must be in registered form.

Common Stock

As of April 29, 2014, 25,675,044 shares of common stock were outstanding out of 250,000,000 shares authorized to
be issued.

Each outstanding share of common stock entitles the holder to one vote on all matters submitted to a vote of
shareholders. Subject to preferences that may be applicable to shares of preferred stock that may be issued in the
future, holders of shares of common stock are entitled to receive dividends, if any, declared by our Board of Directors
out of funds legally available for dividends. Holders of common stock do not have conversion, redemption or
preemptive rights to subscribe to any of our securities. All outstanding shares of common stock are fully paid and
nonassessable. The rights, preferences and privileges of holders of common stock are subject to the rights of the
holders of any shares of preferred stock that FreeSeas may issue in the future.

Preferred Stock

As of the date of this prospectus, we are authorized to issue up to 5,000,000 shares of “blank check” preferred stock. Our
Board of Directors can determine the rights, designations and preferences of the preferred stock, and authorize the
issuance of shares of preferred stock without any further vote or action by our shareholders.

We have entered into a shareholders rights agreement with American Stock Transfer & Trust Company, LLC effective
January 14, 2009 and declared a dividend of one purchase right, or a Right, to purchase one one-thousandth of a share
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of our Series A Participating Preferred Stock, par value $0.001 per share, for each outstanding share of our common
stock. The dividend was paid on January 23, 2009 to our shareholders of record on that date. In addition, we
authorized the issuance of one Right in respect of each share of common stock that shall become outstanding at any
time between January 23, 2009 and the earliest of the “distribution date,” the “redemption date” or the “final expiration
date,” as such terms are defined in the shareholders rights agreement, including shares of common stock that become
outstanding upon the exercise or conversion of options, warrants or convertible securities as long as they are
outstanding on the “distribution date.” Each Right entitles the registered holder, upon the occurrence of certain events, to
purchase from us one one-thousandth of a share of Preferred Stock at an exercise price of $90.00, subject to
adjustment. The Rights become exercisable under certain circumstances set forth in the shareholders rights agreement.

Other Securities

Warrants

On November 3, 2013, in connection with the Purchase Agreement with Crede, we issued Series A Warrants and
Series B Warrants.  The Series A Warrants are initially exercisable for 5,000,000 shares of our Common Stock at an
initial exercise price of $2.60 per share and will have a 5-year term. The Series B Warrants are initially exercisable for
2,500,000 shares of our Common Stock at an initial exercise price of $2.60 per share and will expire on the one year
anniversary of the Initial Closing.

Crede may exercise the Warrants by paying cash or electing to receive a cash payment from us equal to the Black
Scholes value of the number of shares Crede elects to exercise. We may elect to treat such request for a cash payment
as a cashless exercise of the Warrants so long as (i) we are in compliance in all material respects with our obligations
under the transaction documents, (ii) the Registration Statement is effective and (iii) our Common Stock is listed or
designated for quotation on an eligible market. In the event that our Common Stock trades at or above $3.25 for a
period of 20 consecutive trading days, the average daily dollar volume of our Common Stock equals at least $1
million during such period and various equity conditions are also satisfied during such period, we may, at our election,
require Crede to exercise the Warrants for cash.

The exercisability of the Warrants may be limited if, upon exercise, the holder thereof or any of its affiliates would
beneficially own more than 9.9% of our Common Stock. The Warrants contain customary weighted-average
anti-dilution protection.

Employee Options

None.
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Other Matters

Our Amended and Restated Articles of Incorporation and By-Laws

Our purpose, as stated in section 3.B. of our amended and restated articles of incorporation, is to engage in any lawful
act or activity for which corporations may now or hereafter be organized under the Marshall Islands Business
Corporations Act, or BCA. Our amended and restated articles of incorporation and by-laws do not impose any
limitations on the ownership rights of our shareholders.

Under our by-laws, annual shareholders’ meetings will be held at a time and place selected by our Board of Directors.
The meetings may be held in or outside of the Republic of the Marshall Islands. Special meetings may be called by the
Board of Directors, by our Chairman or by our President. Our Board of Directors may set a record date between 15
and 60 days before the date of any meeting to determine the shareholders that will be eligible to receive notice and
vote at the meeting.

Directors

Our directors are elected by a plurality of the votes cast at a meeting of the shareholders by the holders of shares
entitled to vote in the election. There is no provision for cumulative voting. The Board of Directors has the authority
to fix the amounts that shall be payable to the members of our Board of Directors for attendance at any meeting or for
services rendered to us. Our by-laws provide, generally, that the vote to authorize a transaction by a director who has a
financial interest in such transaction, or is an officer or director of the opposite party to the transaction, will be
counted if, the material facts of the relationship or interest have been disclosed, and the transaction is approved by the
appropriate number of our disinterested directors or by our shareholders.

Anti-Takeover Provisions of Amended and Restated Articles of Incorporation and By-Laws

Several provisions of our amended and restated articles of incorporation and by-laws and our shareholder rights plan
may have anti-takeover effects. These are intended to avoid costly takeover battles, lessen our vulnerability to a
hostile change of control, and enhance the ability of our Board of Directors to maximize shareholder value in
connection with any unsolicited offer to acquire FreeSeas. These anti-takeover provisions, however, could also
discourage, delay or prevent (1) the merger or acquisition of FreeSeas by means of a tender offer, a proxy contest or
otherwise, that a shareholder may consider in its best interest and (2) the removal of incumbent directors and officers.
These provisions are summarized below.
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Blank Check Preferred Stock

Our Board of Directors has the authority, without any further vote or action by our shareholders, to issue up to
5,000,000 shares of blank check preferred stock. Our Board of Directors may issue shares of preferred stock on terms
calculated to discourage, delay or prevent a change of control of FreeSeas or the removal of our management.

Classified Board of Directors

Our directors serve staggered, three-year terms. Approximately one-third of our directors are elected each year. The
classification of the directors could discourage a third party from making a tender offer for our stock or attempting to
obtain control of FreeSeas. It could also delay shareholders who do not agree with the policies of the Board of
Directors from removing a majority of the Board of Directors for two years.

Supermajority Director Voting Requirement to Change Number of Directors

Our Board of Directors may only change the size of the board by a vote of not less than 66-2/3% of the directors then
in office. This provision makes it more difficult to increase the number of directors in an attempt to gain a majority of
directors through the addition of more directors.

Election and Removal of Directors

Cumulative voting in the election of directors is not permitted. Our amended and restated by-laws require parties other
than the Board of Directors to give advance written notice of nominations for the election of directors. Our amended
and restated articles of incorporation provide that directors may be removed only for cause and only upon the
affirmative vote of either the holders of at least 66-2/3% of our issued and outstanding voting stock or by our Board of
Directors. They also require advance written notice of any proposals by shareholders to remove a director. These
provisions may discourage, delay or prevent the removal of incumbent directors and/or officers.

Limited Actions by Shareholders
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The BCA provides that any action required or permitted to be taken by our shareholders must be done at an annual
meeting or special meeting of shareholders or by the unanimous written consent of the shareholders. Our by-laws
provide that only our Board of Directors, the Chairman or the President may call special meetings of shareholders.
The BCA provides that the business that can be transacted at a special meeting of shareholders must be related to the
purpose or purposes stated in the notice of the meeting.
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Other Supermajority Voting Requirements

Our shareholders can make, alter, amend or repeal our by-laws only upon the affirmative vote of 66-2/3% of the
outstanding shares of capital stock entitled to vote generally in the election of directors. The provisions of our
amended and restated articles of incorporation with respect to directors and our by-laws can only be amended by the
affirmative vote of 66-2/3% of the outstanding shares of capital stock entitled to vote generally in the election of
directors. Such supermajority voting requirements make these provisions more difficult to change and thus may
discourage, delay or prevent the removal of incumbent directors and/or officers.

Shareholder Rights Plan

We have implemented a shareholder rights plan pursuant to which the holders of our common stock receive one right
to purchase one one-thousandth of a share of our Series A Participating Preferred Stock at an exercise price of $90.00,
subject to adjustment. The rights become exercisable upon the occurrence of certain change in control events. These
anti-takeover provisions and our shareholder rights plan 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 shares and
your ability to realize any potential change of control premium.

Our Transfer Agent

The transfer agent for our common stock is American Stock Transfer & Trust Company, LLC.

Limitations on Liability and Indemnification of Directors and Officers

Our Amended and Restated By-Laws provide that any person who is or was one of our directors or officers, or is or
was serving at our request as a director or officer of another corporation, partnership, joint venture, trust or other
enterprise, shall be entitled to be indemnified by us upon the same terms, under the same conditions, and to the same
extent as authorized by Section 60 of the Business Corporations Act (Part I of the Associations Law) of the Republic
of the Marshall Islands, if he acted in good faith and in a manner he reasonably believed to be in or not opposed to our
best interests, and, with respect to any criminal action or proceeding, had no reasonable cause to believe his conduct
was unlawful.
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There is currently no pending material litigation or proceeding involving any of our directors, officers or employees
for which indemnification is sought.

DESCRIPTION OF SERIES D CONVERTIBLE PREFERRED STOCK AND WARRANTS

The convertible preferred stock and warrants we are offering will be issued pursuant to the terms of the placement
agent agreement between us and Dawson James Securities, pursuant to which the investors will be third-party
beneficiaries.  We urge you to review the placement agent agreement, form of certificate of designation authorizing
the convertible preferred stock and the form of warrant, which will be filed as exhibits to the registration statement of
which this prospectus forms a part, for a complete description of the terms and conditions applicable to the
convertible preferred stock and warrants.  The following brief summary of the material terms and provisions of the
convertible preferred stock and warrants is subject to, and qualified in its entirety by, the certificate of designation
authorizing the convertible preferred stock and the form of warrant.  This prospectus also relates to the offering of the
shares of our common stock upon the conversion of the convertible preferred stock and exercise of the warrants
issued to the investors in this offering.

Series D Convertible Preferred Stock

We are authorized to issue [*] shares of Series D Convertible Preferred Stock, par value $0.001 per share, pursuant to
the Certificate of Designation of Preferences, Rights and Limitations of Series D Convertible Preferred Stock we will
file with the Registrar of Corporations of the Republic of the Marshall Islands.  This certificate of designation will be
authorized by our board of directors without approval by our stockholders pursuant to the authority vested in the board
of directors under our articles of incorporation.

The Series D Convertible Preferred Stock will be convertible at the option of the holder at any time into shares of our
common stock at a conversion ratio determined by dividing the stated value of the convertible preferred stock, or
$1,000, by a conversation price of $[*] per share.  The conversion price is subject to adjustment in the case of stock
splits, stock dividends, combinations of shares and similar recapitalization transactions.  The Series D Convertible
Preferred Stock will also contain customary weighted-average anti-dilution protection for one year after issuance.
Subject to limited exceptions, a holder of shares of Series D Convertible Preferred Stock will not have the right to
convert any portion of its Series D Convertible Preferred Stock if the holder, together with its affiliates, would
beneficially own in excess of 9.9% of the number of shares of our common stock outstanding immediately after giving
effect to its conversion.

The Series D Convertible Preferred Stock is entitled to receive dividends (on an “as converted to common stock” basis)
to and in the same form as dividends actually paid on shares of our common stock.
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Except as required by law, holders of our Series D Convertible Preferred Stock are not entitled to voting rights, except
that the affirmative vote of the holders of 67% of the outstanding shares of convertible preferred stock is required to
take certain actions that may adversely affect the rights or preferences of the holders of convertible preferred stock,
including authorizing any class of stock ranking as to dividends, redemption or distribution of assets upon a
liquidation, dissolution or winding up of our company senior to, or otherwise pari passu with, the Series D Convertible
Preferred Stock and increasing the number of authorized shares of Series D Convertible Preferred Stock. 

We will be prohibited from issuing any shares of our common stock or any equity or debt securities convertible into
our common stock for a period of 90 days after the closing of this offering.

We do not intend to list our Series D Convertible Preferred Stock on any securities exchange or automated quotation
system.

Warrants

The warrants to the investors will have an exercise price of $[*] per share of our common stock. The warrants are
exercisable on or after the date of issuance and will terminate on the fifth anniversary of the date of issuance. The
exercise price and number of shares of common stock issuable upon exercise is subject to appropriate adjustment in
the event of stock dividends, stock splits, reorganizations or similar events affecting our common stock and the
exercise price.

There is no established public trading market for the warrants, and we do not expect a market to develop. We do not
intend to apply to list the warrants on any securities exchange. Without an active market, the liquidity of the warrants
will be limited.

Holders of the warrants may exercise their warrants to purchase shares of our common stock on or before the
termination date by delivering an exercise notice, appropriately completed and duly signed, and payment of the
exercise price for the number of shares for which the warrant is being exercised in cash. In the event that among other
things, the registration statement relating to the shares of common stock is not effective, a holder of warrants also will
have the right, in its sole discretion, to exercise its warrants for a net number of warrant shares pursuant to the cashless
exercise procedures specified in the warrants. Warrants may be exercised in whole or in part, and any portion of a
warrant not exercised prior to the termination date shall be and become void and of no value. The absence of an
effective registration statement or applicable exemption from registration does not alleviate our obligation to deliver
common stock issuable upon exercise of a warrant.
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Each warrant also allows the holder the ability, at any time after 90 days from the issuance of the warrant through its
expiration, to put the warrant back to us in exchange for shares of our common stock equal to the value of the warrant
at the time of the exchange based on a negotiated Black-Scholes formula. Under certain circumstances, the holder may
receive cash in lieu of such shares of common stock.

Under certain circumstances after 90 days from the issuance of the warrant, in the event that our common stock trades
at a price that is 20% or more above the exercise price of the warrants for a period of twenty consecutive trading days
(with an average daily volume equal to or greater than $350,000), we may require the holder of the warrants to
exercise the warrants for cash.

Upon the holder’s exercise or exchange of a warrant, we will issue the shares of common stock issuable upon exercise
or exchange of the warrant within three trading days of our receipt of notice of exercise and payment of the aggregate
exercise price.

The shares of common stock issuable on exercise or exchange of the warrants are duly and validly authorized and will
be, when issued, delivered and paid for in accordance with the warrants, issued and fully paid and non-assessable. We
will authorize and reserve at least that number of shares of common stock equal to the number of shares of common
stock issuable upon exercise or exchange of all outstanding warrants.

If, at any time a warrant is outstanding, we consummate any fundamental transaction, as described in the warrants and
generally including any consolidation or merger into another corporation, or the sale of all or substantially all of our
assets, or other transaction in which our common stock is converted into or exchanged for other securities or other
consideration, the holder of any warrants will thereafter receive, the securities or other consideration to which a holder
of the number of shares of common stock then deliverable upon the exercise or exchange of such warrants would have
been entitled upon such consolidation or merger or other transaction.

The exercisability or exchangeability of the warrants may be limited in certain circumstances if, after giving effect to
such exercise or exchange, the holder or any of its affiliates would beneficially own (as determined pursuant to
Section 13(d) of the 1993 Act and the rules and regulations promulgated thereunder) more than 9.9% of our total
common stock issued and outstanding.

THE HOLDER OF A WARRANT WILL NOT POSSESS ANY RIGHTS AS A STOCKHOLDER UNDER THAT
WARRANT UNTIL THE HOLDER EXERCISES THE WARRANT. THE WARRANTS MAY BE
TRANSFERRED INDEPENDENT OF THE COMMON STOCK WITH WHICH THEY WERE ISSUED, SUBJECT
TO APPLICABLE LAWS.
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PLAN OF DISTRIBUTION

Placement Agent Agreement

In connection with this offering, we will enter into a placement agent agreement with Dawson James Securities,
Inc., pursuant to which Dawson James Securities, Inc. will agree to act as our exclusive placement agent on a best
efforts basis in connection with the sale of our preferred stock and warrants. The placement agent will not purchase or
sell any securities offered by us under this prospectus for its own account, nor will it be required to arrange the
purchase or sale of any specific number or dollar amount of the securities, but the placement agent will agree to act as
our agent and to use its reasonable best efforts to arrange for the sale of all of the securities in this offering. The
placement agent may engage selected dealers to assist in the placement of the securities. There is no required
minimum number of preferred stock and warrants that must be sold as a condition to completion of this offering.

The placement agent agreement will provide that the obligations of the placement agent are subject to certain
conditions precedent, including, among other things, the absence of any material adverse change in our business and
the receipt of customary legal opinions, letters and certificates. In addition, we will make certain representations and
warranties in the placement agent agreement and we will agree to certain covenants in the placement agent agreement.

It is our intent that each purchaser in this offering be an intended third party beneficiary of the representations and
warranties we make in the placement agent agreement, as well as for certain of the covenants and agreements we
make in the placement agent agreement, in each case as if each purchaser was a party to the placement agent
agreement. As an intended third party beneficiary, a purchaser would have the right to enforce the foregoing
provisions and to pursue damages that may arise from any breach by us of one or more representations and warranties
we make in the placement agent agreement, or the failure by us to comply with one or more of the covenants and
agreements made by us in the placement agent agreement that are subject to the third party beneficiary provision. The
form of placement agent agreement has been filed as an exhibit to the registration statement of which this prospectus
forms a part and may be reviewed at www.sec.gov.

Notwithstanding our intent, inclusion of a third party beneficiary provision in the placement agent agreement is novel
and the legal enforceability of the provision is not certain, and it is possible that a court may not permit purchasers in
this offering to enforce the third party beneficiary provision as intended or may not allow purchasers in this offering to
seek damages from us thereunder if we breach the representations or warranties in the placement agent agreement or if
we fail to honor the covenants and agreements that are subject to the third party beneficiary provision in the placement
agent agreement.
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We currently anticipate that the closing of the sale of the preferred stock and warrants offered hereby will take place
on or about [*], 2014.

Upon closing, we will deliver to each purchaser delivering funds the number of shares of preferred stock and warrants
purchased by such purchaser in physical format.

Fees and Expenses

We will pay the placement agent a fee equal to the sum of 2% of the aggregate purchase price paid by Crede and 5%
of the aggregate purchase price paid by all other purchasers introduced to us by the placement agent and its selected
dealers. In addition, subject to the limitat
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