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As used in this quarterly report, unless the caméxerwise requires, references to “Pacific Drdli” the “Company,” “we,” “us,” “our”

and words of similar import refer to Pacific Dnil§ S.A. and its subsidiaries. Unless otherwisecegid, all references to “US$” and “$” in this
report are to, and amounts are represented inetlSitates dollars.

The information and the unaudited consolidated easdd financial statements in this Report shouldkhd in conjunction with the
consolidated condensed financial statements aatetehotes and the Operating and Financial Revigl\Paospects contained in our Annual
Report on Form 26~ for the year ended December 31, 2011 filed withSecurities and Exchange Commission on MarcR@12, or our 201
Annual Report. We prepare our condensed consotidatancial statements in accordance with generadbepted accounting principles in the
United States of America (“GAAP").



PART | — FINANCIAL INFORMATION
Item 1 — Financial Statements (Unaudited)
Unaudited Condensed Consolidated Financial Statemén

PACIFIC DRILLING S.A. AND SUBSIDIARIES

Condensed Consolidated Statements of Operations

(in thousands, except share and per share infamdtinaudited)

Three Months EndedSeptember 30

Nine Months Ended September 3C

2012 2011 2012 2011

Revenues

Contract drilling $ 171,98t $ 17,03( $  446,16( $ 17,03(
Costs and expense

Contract drilling (96,190 (9,690 (244,56:) (9,690

General and administrative expen (10,506 (13,13) (33,750 (36,947

Depreciation expens (36,129 (3,240 (91,239 (3,556

(142,82)) (26,06)) (369,549 (50,189

Loss of hire insurance recove — — 23,67 —
Operating income (loss; 29,16 (9,03)) 100,28: (33,159
Other income (expense)

Equity in earnings of Joint Ventu — — — 18,95¢

Interest income from Joint Ventu — — — 49t

Interest expens (26,997) (2,607%) (71,939 (2,90¢)

Other income 35 1,271 3,85¢ 2,43
Income (loss) before income taxe 2,20¢ (10,367 32,20: (14,189

Income tax expens (4,180 (687) (14,679 (279)
Net income (loss $ (1,97¢) $ (11,049 $ 17,52« $  (14,45)
Earnings (loss) per common share, basic (Note 1 $ (0.0) $ (0.05) $ 0.0¢ $ (0.0¢)
Weighted average number of common shares, basic (¢ol1) 216,902,00 210,000,00 216,900,66 189,340,66
Earnings (loss) per common share, diluted (Note 1. $ (0.0) $ (0.05) $ 0.0¢ $ (0.0¢)
Weighted average number of common shares, dilutedNpte 11 216,902,00 210,000,00 216,902,56 189,340,66

See accompanying notes to unaudited condensedlitiated financial statements.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

Condensed Consolidated Statements of Compreheinsiome (Loss)
(in thousands) (unaudited)

Three Months Ended September 3C

Nine Months Ended September 3C

2012 2011 2012 2011
Net income (loss $ (1,97¢ % (11,049 $ 17,52 $ (14,45)
Other comprehensive income (los
Unrecognized gain on Joint Venture derivative instents — — — 72C
Reclassification adjustment for loss on Joint Veaderivative
instruments realized in net incor — — — 2,99¢
— — — 3,71¢
Unrecognized loss on derivative instrume (8,519 (34,897 (23,18%) (60,28%)
Reclassification adjustment for loss on derivatharuments
realized in net incom 5,763 — 12,14 —
(2,756 (34,89 (11,03¢) (60,28¢)
Total other comprehensive lo (2,75€) (34,897) (11,039 (56,577)
Total comprehensive income (lo¢ $ (4,73) % (45,930 $ 6,48¢€ $ (71,029

See accompanying notes to unaudited condensedlitiated financial statements.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

Condensed Consolidated Balance Sheets
(in thousands, except par value and share amounts)

September 3C December 31
2012 2011
(unaudited;
Assets:
Cash and cash equivale $ 153,51. $ 107,27¢
Restricted cas 100,67! 168,68:
Accounts receivabl 134,70t 62,57¢
Materials and supplie 48,67: 42,98¢
Deferred financing cos 15,81t 15,12«
Current portion of deferred mobilization co 46,48¢ 54,52
Prepaid expenses and other current a: 23,75¢ 10,37¢
Total current asse 523,62¢ 461,54t
Property and equipment, r 3,680,23. 3,436,01
Restricted cas 202,40: 208,28
Deferred financing cos 25,56 32,38t
Other asset 62,18 46,06(
Total asset $4,494,01 $4,184,28'
Liabilities and shareholders’ equity:
Accounts payabl $ 26,46( $ 26,84
Accrued expense 43,07: 39,09:
Current portion of lon-term debt 218,75( 218,75(
Accrued interest payab 17,05 12,09¢
Derivative liabilities, curren 22,05¢ 20,46¢
Current portion of deferred reven 74,46: 28,82¢
Total current liabilities 401,85 346,08
Long-term debt, net of current maturiti 1,646,87! 1,456,25!
Deferred revenu 110,51! 73,11(
Other lon¢-term liabilities 50,32¢ 34,77
Total lon¢-term liabilities 1,807,71! 1,564,13;
Commitments and contingenci
Shareholder equity:
Common shares, $0.01 par value, 5,000,000,000shathorized, 224,100,000 shares issuec

216,902,000 and 216,900,000 shares outstandinhSeptember 30, 2012 and December !

2011, respectivel 2,16¢ 2,16¢
Additional paic-in capital 2,348,101 2,344,22
Accumulated other comprehensive I (71,327 (60,28¢)
Retained earnings (accumulated defi 5,48¢ (12,039

Total shareholde’ equity 2,284,43 2,274,07.
Total liabilities and sharehold¢ equity $4,494,01 $4,184,28

See accompanying notes to unaudited condensedlitiated financial statements.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

Condensed Consolidated Statements of Shareholdquity
(in thousands, except share amounts) (unaudited)

Accumulated Retained
Additional other earnings
Common shares Treasury paid-in comprehensivi (accumulatec Total
Shares Amount Shares capital loss deficit) equity
Balance at December 31, 2011 216,900,00 $2,16¢ 7,200,000 $2,344,221 $ (60,289 $ (12,03¢) $2,274,07.
Shares issued under share-based
compensation plar 2,00(¢ — (2,000 — — — —
Sharebased compensatic — — — 3,88( — — 3,88(
Other comprehensive lo — — — — (11,039 — (11,039
Net income — — — — — 17,52¢ 17,52«
Balance at September 30, 2( 216,902,00 $2,16¢ 7,198,000 $2,348,100 $ (71,32) $ 5,48t $2,284,43

See accompanying notes to unaudited condensedlidatsd financial statements.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

Condensed Consolidated Statements of Cash Flows
(in thousands) (unaudited)

Nine Months Ended September 3(C

2012 2011
Cash flow from operating activities:
Net income (loss $ 17,52 $ (14,45
Adjustments to reconcile net income to net caskigeml by (used in) operating activitie
Interest income from Joint Ventu — (495)
Depreciation expens 91,23¢ 3,55¢
Equity in earnings of Joint Ventu — (18,95Y
Amortization of deferred revent (69,219 (2,210
Amortization of deferred mobilization cos 52,03 1,16
Amortization of deferred financing cos 10,23¢ 27C
Deferred income taxe 2,451 (2,740
Sharebased compensation expel 3,88( 3,53:
Changes in operating assets and liabilit
Accounts receivabl (72,129 (26,967)
Materials and supplie (5,687 (27,599
Prepaid expenses and other as (77,956 (72,179
Accounts payable and accrued expet 28,22: 28,33t
Deferred revenu 152,26( 80,091
Net cash provided by (used in) operating activi 132,85( (48,649
Cash flow from investing activities:
Capital expenditure (344,12%) (1,113,73)
Decrease (increase) in restricted ¢ 73,89( (122,42
Net cash used in investing activiti (270,23)) (1,236,16)
Cash flow from financing activities:
Proceeds from issuance of common shares — 575,48!
Proceeds from lor-term debi 300,00( 681,00(
Payments on lor-term debt (109,37) (25,000
Deferred financing cos (7,007%) (6,807%)
Proceeds from relat-party loan — 142,20!
Net cash provided by financing activiti 183,62: 1,366,88
Increase in cash and cash equival 46,23¢ 82,08:
Cash and cash equivalents, beginning of pe 107,27¢ 40,30
Cash and cash equivalents, end of pe $ 153,51. $ 122,38

See accompanying notes to unaudited condensedlidatsd financial statements.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statenemaudited)

Note 1 — Nature of Business

Pacific Drilling S.A. and its subsidiaries (“Pacifdrilling,” the “Company,” “we,” “us” or “our”) isan international offshore drilling
company committed to becoming the preferred pravidelltra-deepwater drilling services to the agidanatural gas industry through the use o
high-specification rigs. Our primary business isémtract our ultra-deepwater rigs, related equipraed work crews, primarily on a dayrate
basis, to drill wells for our customers. As of Sapber 30, 2012, the Company operates four recdetiyered drillships under customer
contract and has three drillships under constroaicSamsung Heavy Industries (“SHI"), one of whikinder customer contract.

Pacific Drilling S.A. was formed on March 11, 205k, a Luxembourg corporation under the form séeété anonymi® act as an
indirect holding company for its predecessor, Ragfilling Limited (our “Predecessor”), a compaasganized under the laws of Liberia, and
its subsidiaries in connection with a corporatagaaization completed on March 30, 2011, refercedst the “Restructuring.” In connection
with the Restructuring, our Predecessor was cartgibto a wholly owned subsidiary of the Companytsubsidiary of Quantum Pacific
International Limited, a British Virgin Islands c@any and parent company of an investment holdingsg(the “Quantum Pacific Group”).
The Company did not engage in any business or atttasities prior to the Restructuring except imnection with its formation and the
Restructuring.

In 2007, our Predecessor entered into various agrets with Transocean Ltd. (“Transocean”) andutss@iaries, which culminated in
the formation of a joint venture company, TransacRacific Drilling Inc. (“TPDI” or the “Joint Vente”), which was owned 50% by our
Predecessor and 50% by a subsidiary of Transo@aMarch 30, 2011, in connection with the Restriioty our Predecessor assigned its
equity interest in TPDI to another subsidiary af fuantum Pacific Group, which is referred to &“#PDI Transfer,” to enable the Company
to focus on the operation and marketing of the Caomyfs wholly-owned fleet. As a result, neither empany nor any of its subsidiaries
owned any interest in TPDI following March 30, 2011

Note 2 — Significant Accounting Policies

Basis of Presentation— Our accompanying unaudited condensed consolidetadcial statements have been prepared in accoeda
with generally accepted accounting principles & thnited States of America (“GAAP”) for interim &ncial information and Article 10 of
Regulation S-X of the Securities and Exchange Casimn. Pursuant to such rules and regulationse tfieancial statements do not include alll
disclosures required by GAAP for complete finanstatements. The unaudited condensed consolidateacfal statements reflect all
adjustments, which are, in the opinion of managdénmatessary for a fair presentation of financ@ipon, results of operations and cash fl
for the presented interim periods. Such adjustmamsonsidered to be of a normal recurring naiatess otherwise identified. Operating
results for the three and nine months ended Septiedtlh 2012 are not necessarily indicative of #sults that may be expected for the year
ending December 31, 2012 or for any future pefida: accompanying unaudited condensed consolidatadcdial statements and notes shoulc
be read in conjunction with the audited consoliddieancial statements and notes of the Companthtoyear ended December 31, 2011.

Principles of Consolidation— The unaudited condensed consolidated finana#tstents include the accounts of Pacific Drilling.S
and consolidated subsidiaries that we control bgership of a majority voting interest. We apply #wiity method of accounting for
investments in entities when we have the abilitgxtercise significant influence over an entity thaés not meet the variable entity criteria or
meets the variable interest entity criteria, butvihich we are not deemed to be the primary beizeficWe eliminate all intercompany
transactions and balances in consolidation.

The Restructuring was a business combination lartibeentities that were all under the control & @uantum Pacific Group and its
affiliates, and, as such, the Restructuring was@aied for as a transaction between entities ucal®mon control. Accordingly, the unaudited
condensed consolidated financial statements ofiPdilling S.A. are presented using the histoticalues of the Predecessor’s financial
statements on a combined basis prior to the Resting. The financial statements for the three aim@ months ended September 30, 2011
present the results of the Company and its subvgdias if Pacific Drilling S.A. was formed and tRestructuring was completed on January 1
2011.

We currently are party to a Nigerian joint ventupagific International Drilling West Africa Limite@@PIDWAL"), which is fully
controlled and 90% owned by us with 10% owned byofeh Offshore Services Limited (“Derotech”), & ptely-held Nigerian registered
limited liability company. Derotech will not accrtiee economic benefits of its interest in PIDWALasgs and until it satisfies certain
outstanding obligations to us and a certain plasigancelled by us. Accordingly, we consolidatePADWAL interests and no portion of
PIDWAL's operating results is allocated to the namizolling interests. In addition to the joint varg agreement, we currently have marketing
and logistic services agreements with Derotechaamdffiliated company of Derotech. During the tha@el nine months ended September 30,
2012, we incurred fees of $2.6 million and $5.4liovil under the marketing and logistic services agrents, respectively. During the three anc
nine months ended September 30, 2011, we incueeidf $0.2 million and $0.9 million under the neditkg and logistic services agreements,
respectively.



PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statenfeimaudited) - Continued
Subsequent Events— We evaluate subsequent events through the daisswe our financial statements.
Recently Issued Accounting Standards

Fair Value Measurements and Disclosures— In May 2011, the FASB issued an accounting statsdapdate that changes the wording
used to describe many of the requirements in GAgRrfeasuring fair value and for disclosing inforioatabout fair value measurements.
Some of the amendments included in this updateseaded to clarify the application of existingrfaalue measurement requirements. We
adopted the accounting standards update effedivealy 1, 2012 with no material impact to our ficiahstatements or notes to the
consolidated financial statements.

Presentation of Comprehensive Income— In June and December 2011, the FASB issued asuating standards update on the
presentation of comprehensive income. This guidatfio@nates a previously permitted option to refhter comprehensive income and its
components in the statement of changes in equiitg.guidance also originally required presentatioreclassification adjustments from other
comprehensive income to net income on the fackeofihancial statements. Except for the requireneptresent reclassification adjustments
from other comprehensive income to net income erfdbe of the financial statements that has betarréde pending further deliberation by
FASB, this guidance is effective for fiscal yeansi anterim periods beginning after December 15,120%¥e adopted the effective portions of
the FASB accounting standards update on Janu@@1P, with no material impact on our financial sta¢ats or notes to the consolidated
financial statements.

Balance Sheet Offsetting— In December 2011, the FASB issued an accountangdards update that expands the disclosure
requirements for the offsetting of assets andliis related to certain financial instruments aedivative instruments. The update requires
disclosures of gross and net information for firiahinstruments and derivative instruments thatedigible for net presentation due to a righ
offset, an enforceable master netting arrangemesitralar agreement. The accounting standards egdatffective for interim and annual
periods beginning on or after January 1, 2013. \WW/aat expect that our adoption of this update halle a material effect on our financial
statements or notes to the consolidated finantgsents.

Note 3 — Property and Equipment
Property and equipment consists of the followingfas

September 3C December 31
2012 2011
(In thousands

Drillships and related equipme $3,769,27! $3,435,66!
Other property and equipme 13,91( 12,44
Property and equipment, cc 3,783,18! 3,448,101
Accumulated depreciatic (102,95) (12,096
Property and equipment, r $3,680,23. $3,436,01

On March 15, 2011, we entered into two contracth 8HI for the construction of our fifth and sixtew advanced-capability, ultra-
deepwater drillships, theacific Khamsirand thePacific Sharay, which are expected to be delivered to us athifgyard in the second quarter
and fourth quarter of 2013, respectively. On M&at6h2012, we entered into an additional contratt 8HI for the construction of tHeacific
Meltem, our seventh advanced-capability, ultra-deepwari#iship, which is expected to be delivered toatishe shipyard in the second quartel
of 2014. The construction contract for thacific Meltemalso includes an option for an eighth newbuildishib on the same terms and
conditions as those for thiRacific Meltem The option was originally valid until June 15,120and was subsequently extended through
December 15, 2012 at no cost.

The SHI contracts for theacific Khamsin thePacific Sharavand thePacific Meltenprovide for an aggregate purchase price of
approximately $1.5 billion for the acquisition biese three vessels, payable in installments dtinegonstruction process, of which we have
made payments of $299 million through SeptembeB802. We anticipate making payments of approxitp&i@5 million during the
remainder of 2012, approximately $797 million irl3tand approximately $330 million in 2014.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statenfeimaudited) - Continued

During the three and nine months ended Septemhe&03@, we capitalized interest costs of $6.7 omlland $23.4 million, respectively,
on assets under construction. During the threenar@months ended September 30, 2011, we capifalierest costs of $17.0 million and
$53.3 million, respectively, on assets under caomsion.

Note 4 — Investment In and Notes Receivable from it Venture

Our Predecessor owned a 50% interest in TPDI thatrecorded in our unaudited condensed consolidiagucial statements through
the date of assignment to a subsidiary of the Qumariacific Group on March 30, 2011. The TPDI Jdehture was formed with Transocean
Offshore International Ventures Limited (“TOIVL"ptconstruct, own, and operate or charter two detpwaillships, named thBhirubai
Deepwater KG(* KG1") and Dhirubai Deepwater KG2* KG27). Until the formation of the Joint Venture in 2ZDboth drillships under
construction were owned by Pacific DrillingG1 started operating in July 2009 a2 started operating in March 2010.

We determined that the Joint Venture met the caitefr a variable interest entity (“VIE") as TPDIgjuity investment at risk was not
sufficient for the entity to finance its activiti@sthout additional subordinated financial supp¥ve also determined that Transocean was the
primary beneficiary for accounting purposes sincanfocean a) had the power to direct the markeimgigoperating activities, which were the
activities that most significantly impact TPDI'semmic performance and b) had the obligation t@dbksses or the right to receive benefits
that could potentially be significant to the VIEs A result, we accounted for TPDI as an equity otethvestment in our unaudited condensed
consolidated financial statements.

At inception, the Joint Venture shareholders enténto promissory note agreements with TPDI to fthnelformation of the Joint
Venture. The promissory notes accrued interestBOR plus 2% per annum with semi-annual interegtipents.

The Joint Venture entered into interest rate swapgh are designated as cash flow hedges of thedfinterest payments on variable
rate borrowings under its bank credit facilitieséduce the variability of cash interest paymeRtific Drilling recorded our 50% share on
these interest rate swaps in our unaudited condesm®solidated financial statements.

In April 2010, Transocean and Pacific Drilling ene# into a letter of credit fee agreement wheretan3ocean agreed to provide a letter
of credit as needed for purposes of TPDI's comgkanith the terms under TPDI's bank credit facility return, Pacific Drilling agreed to pay
Transocean our 50% share of a 4.2% per annum féeeaequired letter of credit amount. During theee and nine months ended
September 30, 2011, Pacific Drilling incurred $@ &9.3 million, respectively, of fees related tstagreement that is recorded as interest
expense in our unaudited condensed consolidatehstat of operations. We did not incur these feggd the three and nine months ended
September 30, 2012.

On March 30, 2011, the Company assigned its interesTPDI’s equity, notes receivable from Jointn@e and accrued interest on
promissory notes from Joint Venture to a subsidadrhe Quantum Pacific Group. The TPDI interestgehbeen assigned on March 31, 2011,
which date was used for convenience after our csimh that there were no material intervening taatisns between March 30, 2011 and
March 31, 2011. The assignment was recorded arsetpied as a dividend in-kind within our consoliddigancial statements.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statenfeimaudited) - Continued

Balance shee
Current assetl
Property and equipment, r
Other asset
Total asset
Current liabilities

Long-term liabilities
Shareholder equity

Total liabilities and sharehold¢ equity

Income statemen
Operating revenue
Operating expenst
Operating incom:
Interest expense, n
Other expens
Income before income tax
Income tax expens
Net income

Summarized TPDI consolidated balance sheet infoomats of March 31, 2011 is as follows:

March 31,
2011
(In thousands

$ 193,47¢
1,421,21!
8,957
$1,623,65.
$ 275,02.
1,216,01
132,61¢

Summarized TPDI consolidated results of operatinftsmation for the three months ended March 31,128 as follows:

For the three

months ended
March 31, 201:
(In thousands

$ 90,41
35,49:
54,92:

(13,959

(99)

40,86¢
4,16¢

$__ 36,69¢
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PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statenfeimaudited) - Continued

Note 5 — Debt
A summary of debt is as follows:

September 3C December 31
2012 2011
(In thousands

Due within one yeal

Bora Term Loar $ 50,00( $ 50,00(
Mistral Term Loar 62,50( 62,50(
Scirocco Term Loal 43,75( 43,75(
Santa Ana Term Loa 62,50( 62,50(
Total current dek 218,75( 218,75(
Long-term debt:
Bora Term Loar $ 325,00( $ 350,00(
Mistral Term Loar 356,25( 387,50(
Scirocco Term Loal 309,37! 331,25(
Santa Ana Term Loa 356,25( 387,50(
8.25% Senior Unsecured Bor 300,00( —
Total lon¢-term debt 1,646,87! 1,456,25!
Total debt $1,865,62! $1,675,00!

Project Facilities Agreement

On September 9, 2010, Pacific Bora Ltd., Pacifistkil Ltd., Pacific Scirocco Ltd., and Pacific SaAna Ltd. (collectively, the
“Borrowers”), and Pacific Drilling Limited (the “Garantor”) (collectively, the “Borrowing Group”) egred into a project facilities agreement
with a group of lenders to finance the construgtmperation and other costs associated withPtafic Bora, thePacific Mistral, thePacific
Sciroccoand thePacific Santa Ana (as amended on November 16, 2010, as amende@stated on March 30, 2011 and as further amendec
and restated on March 30, 2012, the “Original Ritdf@cilities Agreement”). On April 19, 2012, inraeection with the Temporary Import
Bond Facilities described below, the Borrowing Gr@amended and restated the Original Project Hasilkgreement by entering into the Tt
Amended and Restated Project Facilities Agreenthat‘Project Facilities Agreement” or “PFA”).

The Project Facilities Agreement includes a teramlwith respect to theacific Bora, a term loan with respect to tRacific Mistral, a
term loan with respect to thacific Sciroccaand a term loan with respect to thacific Santa Angeach, a “Term Loan” and, collectively, the
“Term Loans” or the “Term Loan Facility”). Each Terl.oan consists of three tranches: one provided $yndicate of nine commercial banks
(the “Commercial Tranche”), one provided by the Miry of Trade and Industry of the Norwegian goveemt (and guaranteed by the
Norwegian Guarantee Institute for Export Credits “GIEK Tranche”) and one provided by The Export-ImipBank of Korea (the “KEXIM
Tranche”).

In November 2010, we borrowed $450 million under Bora Term Loan. During 2011, we borrowed $450iom) $375 million and
$450 million under the Mistral Term Loan, the Scito Term Loan and the Santa Ana Term Loan, respdgtiUnder the Scirocco Term Loe
$75 million of the aggregated amount available waxscelled, resulting in our collective final boriogs equaling $1.725 billion under the
Project Facilities Agreement.

Borrowings under the Term Loans bear interestattindon Interbank Offered Rate (“LIBOR”) plus grpcable margin. Prior to the
effective date of the first drilling contract inspgect of a Borrower’s drillship, the applicable giarunder the relevant Term Loan is 4% per
annum. Subsequent to the effective date of thediikling contract in respect of such Borrowerislidhip and until 12 months after delivery of
all four drillships, the applicable margin is 3.5%r annum. Subsequent to 12 months after the dglofeall four drillships, the applicable
margin is based on the Borrowing Group’s histordsiht service coverage ratio. If the ratio is netager than 125%, the applicable margin is
3.5% per annum. If the ratio is greater than 12886 applicable margin is 3% per annum. Intereptigable every three months.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statenfeimaudited) - Continued

During the three and nine months ended Septemh&03@, we incurred $15.8 million and $49.7 milliohinterest expense on the Term
Loans of which $0 and $8.7 million was recordegroperty and equipment as capitalized interespe@svely. During the three and nine
months ended September 30, 2011, we incurred $i#lion and $41.1 million of interest expense oe ffierm Loans of which $13.4 million
and $39.4 million was recorded to property and pap@nt as capitalized interest, respectively.

The Commercial Tranche under the Term Loan Fagitigtures on October 31, 2015, and the GIEK Traacltethe KEXIM Tranche
each mature on October 31, 2019. Each Term Loanresga residual debt payment of $200 million aturity of the Commercial Tranche.
The GIEK Tranche and the KEXIM Tranche each conpainoptions exercisable if the Commercial Tranish®ot refinanced on terms
acceptable to GIEK and/or KEXIM, respectively.HetGIEK Tranche put option or the KEXIM Tranche pption is exercised, each Borrov
must prepay, in full, the portion of all outstanglioans that relate to the GIEK Tranche and/oiB&IM Tranche, as applicable, on the
maturity date of the Commercial Tranche, without premium, penalty or fees of any kind.

Borrowings under the Commercial Tranche may begiceim whole or in part with a 1% penalty on thecamt prepaid if such
prepayment takes place within one year after thigaty of the fourth drillship, and no penalty tleafter. Borrowings under the GIEK Tranche
and the KEXIM Tranche may be prepaid in whole gpamt with a 0.5% penalty.

We are required to make ten amortization paymemthe term loan relating to tiacific Boraof $25.0 million each, every six months
commencing in April 2011, with the residual debymp@nt of $200 million due in October 2015. Withpest to the term loans relating to the
Pacific Mistral, thePacific Sciroccaand thePacific Santa Anawe are required to make eight amortization paymeach of $31.3 million,
$21.9 million and $31.3 million, respectively, eysix months commencing in April 2012, with theidesl debt payment of $200 million each
due in October 2015.

The indebtedness under the Project Facilities Agese is guaranteed by the Guarantor. The obligatxfrihe Borrowers under the Term
Loan Facility are joint and several. The Projeatiktées Agreement is secured by several collateaamhponents, which are usual and customat
for such financings. The security provided to teders is cross-collateralized across all Term E@atl comprises assignments of refund
guarantees, shipbuilding contracts and insurarectist preferred mortgage over each Borrower'sthip and other types of collateral.

The Project Facilities Agreement requires compkawith certain affirmative and negative covenahtd tire customary for such
financings. These include, but are not limitedréstrictions on (i) the ability of each of the Bmrers to pay dividends to its shareholder or sel
assets and (ii) the ability of the Borrowing Grdopncur additional indebtedness or liens, makeatments or transact with affiliates (except
for certain specified exceptions). The Borroweksm@stricted in their ability to transfer their @sisets to the Guarantor, whether in the form o
dividends, loans or advances. As of September @Y and December 31, 2011, the Borrowing Group $i&lé billion and $1.5 billion of
restricted net assets, respectively.

The Guarantor (through the Borrowing Group) is atsguired to (i) enter into and maintain drillingntracts for each drillship (except as
permitted pursuant to an executed waiver lettéy)m@intain cash account balances reserved for siatvice payments, (iii) maintain Guarar
liquidity and (iv) maintain contributed equity almuertain levels and to meet a required level dataral maintenance whereby the aggregate
appraised collateral value must not be less thaartain percentage of the total outstanding bakace commitments under the Project
Facilities Agreement.

The Project Facilities Agreement also requires dampe by the Guarantor with the following finara@avenants: (i) a projected
(looking forward over the following twelve monthdgbt service coverage ratio of at least 1.1x thinaiiughe 30, 2012 and 1.2x thereatter; (ii) a
historical (looking back over the preceding twetwenths) debt service coverage ratio of at least thibugh December 31, 2013 and 1.2x
thereatfter; (iii) a maximum leverage ratio of 658@div) a minimum liquidity of $50 million (held ia restricted and pledged account with the
Security Trustee) after the delivery of all fouilldhips. We were in compliance with all covenaassof September 30, 2012.

Each Borrower is also required under the Projectliias Agreement to hedge 75% of outstanding available balances against floating
interest rate exposure.

The Project Facilities Agreement contains evenidedfult that are usual and customary for a fimagof this type, size and purpose.
Upon the occurrence of an event of default, bomgwiunder the Project Facilities Agreement areesatltp acceleration.
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8.25% Senior Unsecured Bonds

In February 2012, we completed a private placeroB8t25% senior unsecured U.S. dollar denominatedis due 2015 (the “Senior
Unsecured Bonds”) in aggregate principal amour3@0 million to eligible purchasers. The bonds hetarest at 8.25% per annum, payable
semiannually on February 23 and August 23, and main February 23, 2015.

The Senior Unsecured Bonds are general unsecumeidy ®bligations that rank: (i) senior in rightpdyment to all of the Company’s
subordinated indebtedness, if any; (ii) pari passight of payment with any of the Company’s exigtand future unsecured indebtedness the
is not by its terms subordinated to the Senior Dassd Bonds; (iii) effectively junior to the Compes existing and future senior debt facilities
(including the Project Facilities Agreement, thamperary Import Bond Facilities (as defined beloany future customary senior secured deb
facilities provided by banks and/or financial itistions and any future first priority senior seaib®nd financing obtained to finance our fleet,
including any refinancing, amendments or replacdamehthe debt facilities).

The Company may acquire Senior Unsecured Bondwiopen market, or otherwise, at any time withestriction. Within 60 days after
notification of a specified change in control evesasich bondholder has the right to exercise ay egpayment option at a price equal to 101%
of par, plus accrued interest.

During the three and nine months ended Septemh&032, we incurred $6.2 million and $14.9 millioninterest expense on the Senior
Unsecured Bonds of which $6.2 million and $11.3ionlwas recorded to property and equipment adalg®d interest, respectively. We did
not incur interest expense on the Senior UnsedBosdls during the three and nine months ended Séeied®, 2011.

The Senior Unsecured Bonds contain provisionslifmitt with certain exceptions, the ability of ti@mpany and our subsidiaries to
(i) merge or demerge, (ii) dispose of assets,ifigur financial indebtedness and (iv) pay divideedceeding 50% of consolidated net income
for the preceding fiscal year, provided, howeveat such restriction does not apply for dividengmants through December 31, 2012 up to
$100 million in the aggregate if the Company grbag a minimum liquidity of $50 million immediatefigliowing such dividend. The Senior
Unsecured Bonds also require compliance with firdroovenants including (i) a minimum equity ratib35%, (i) a minimum liquidity of $2
million and (iii) a leverage restriction limitindpé¢ outstanding secured and unsecured borrowingsconsolidated basis (excluding Temporary
Import Bond Facilities) to an average of $475 nilliper drillship. The Senior Unsecured Bonds contgents of default that are usual and
customary for a financing of this type, size andppge. Upon the occurrence of an event of defaatrtowings under the Senior Unsecured
Bonds are subject to acceleration. We were in campé with all Senior Unsecured Bond covenants &eptember 30, 2012.

Temporary Import Bond Facilities

As part of the standard Nigerian importation reguients for equipment, we are required to eithepnnihe vessel into Nigeria on a
permanent basis and pay import duties or applaféemporary Importation (“T1”) permit and put ufpand for the value of the import duties
instead. On July 13, 2011, we entered into a teargdtandby Letter of Credit (“SBLC") facility wit@itibank, N.A. to support a Tl bond for
the Pacific Boraas required in Nigeria (the “Bora Tl Bond”). On [@eaber 6, 2011, we entered into separate tempoBing Sacilities with
each of Citibank, N.A. and Standard Charter Banbutgport a Tl bond for thieacific Sciroccaas required in Nigeria (collectively, the
“Scirocco Tl Bond” and, together with the Bora Tofl, the “TI Bonds”).

Under the SBLC facility for th@acific Bora, Citibank, N.A., as issuing bank, issued a latfezredit for the benefit of Citibank Nigeria
denominated in the Nigerian currency, Naira, inaheunt of approximately $99.8 million. This lettércredit provided credit support for the
Bora Tl Bond that was issued by Citibank Nigeridamor of the Government of Nigeria Customs SerfarehePacific Bora.

Under the temporary SBLC facilities for tRacific Sciroccqg Citibank, N.A. and Standard Charter Bank, asimgsbanks, each issued a
letter of credit for the benefit of Citibank Nigarand Standard Charter Bank Nigeria, respectigggpminated in Naira in the collective
amount of approximately $109.5 million. These lettef credit provided credit support for the Scaod| Bond that was issued by Citibank
Nigeria and Standard Charter Bank Nigeria, respelsti in favor of the Government of Nigeria Custo8ervice for thePacific Scirocca

On April 19, 2012, the temporary SBLC facilities fbePacific Boraand thePacific Sciroccavere each replaced by a Letter of Credit
Facility and Guaranty Agreement. Under the Letfe€@dit Facility and Guaranty Agreement for ther®@1 Bond (the “Bora Tl Facility”),
Citibank, N.A., as administrative agent, issuinglband arranger, has issued a letter of credith@ibenefit of Citibank Nigeria in the amount
of 14,884,342,426 Naira or approximately $94.5innillas of April 19, 2012. This letter of credit pides credit support for the Bora Tl Bond
that was issued by Citibank Nigeria in favor of evernment of Nigeria Customs Service for Baeific Bora.
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Under the Letter of Credit Facility and Guarantyrégment for the Scirocco Tl Bond (the “Sciroccd=akility,” and, together with the
Bora Tl Facility, the “Tl Facilities”), Citibank, M., as administrative agent, issuing bank andngreg has issued letters of credit for the
benefit of Citibank Nigeria and Standard CharteniBAligeria in the collective amount of 17,280,82RNaira or approximately $109.7
million as of April 19, 2012. These letters of dtqutovide credit support for the Tl bonds that éssued by Citibank Nigeria and Standard
Charter Bank Nigeria, respectively, in favor of thRevernment of Nigeria Customs Service for Baific Scirocca

Each letter of credit issued pursuant to the Bdraakility and Scirocco Tl Facility will expire aft a one-year period and will be
renewable for up to two additional one-year termsdd on the initial contract term of each vessatonnection with the placement of the Bora
TI Facility and the Scirocco Tl Facility, our raésted cash deposit obligations were lowered frof Bllion and $99 million under the former
SBLC facilities to $10.7 million and $12.3 milliorespectively, resulting in a release of approxetya$126 million of cash collateral. The
restricted cash balance required is subject tafhatmons in the US$ to Naira currency exchangesrate

The TI Facilities require the Company to pay féesddition to customary fronting fees, calculabeded on outstanding balances of the
TI1 Bonds and each outstanding letter of creditskaethe Tl Facilities are primarily based on 2&8the U.S. dollar equivalent of outstanding
balances of the Bora Tl Facility and the Sciroct&-dcility. During the three and nine months en8egitember 30, 2012, we incurred $1.7
million and $3.8 million, respectively, in interestpense on the Tl Facilities. During the three aingé months ended September 30, 2011, we
incurred $0.3 million in interest expense on thd-atilities.

Maturities of Long-Term Debt

For purposes of preparing our scheduled matumtieiebt, borrowings under the GIEK Tranche andiBXIM Tranche are presented
assuming an exercise of the option by GIEK and K¥&Xd accelerate the maturity date to October 31520aturities of long-term debt for
each of the five years ending after September @02 2re as follows:

(In thousand:
Twelve months ended September 3!
2013 $ 218,75(
2014 218,75(
2015 518,75(
2016 909,37!

2017 —

Note 6 — Share-Based Compensation

On March 31, 2011, the Board approved the creatidhe Pacific Drilling S.A. 2011 Omnibus Stock émtive Plan (the “2011 Stock
Plan”), which provides for issuance of common stoptions, as well as share appreciation rightsricésd shares, restricted share units and
other equity based or equity related awards tactbirs, officers, employees and consultants. Thedakso resolved that 7.2 million common
shares of Pacific Drilling S.A. be reserved anchatized for issuance pursuant to the terms of @l Stock Plan. During the three and nine
months ended September 30, 2012, compensation xpecognized related to share-based arrangen@risdotaled $1.5 million and $3.9
million, respectively, and is recorded in generad administrative expenses in our consolidate@stants of operations. During the three and
nine months ended September 30, 2011, compensagmEnse recognized related to share-based arranggmaets totaled $0.9 million and
$3.5 million, respectively.

Stock Options

On March 31, 2012, the Company granted 1,294,84thuan stock options to certain members of our Beéidirectors, executives and
employees pursuant to the 2011 Stock Plan. The @pti@n grants vest 25% annually over four yeate Z012 option grants were issued a
exercise price of $10.12 and have a 10-year caothterm.

The fair value of each option award is estimatedhendate of grant using the Black-Scholes optimination model utilizing the
assumptions noted in the table below. Given theffitsent historical data available regarding th@atility of the Company’s traded share
price, expected volatility of the Company’s sharieg@does not provide a reasonable basis for estigngolatility. Instead, the expected
volatility utilized in our Black-Scholes valuatianodel is based on implied volatilities from the egged

14



PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statenfeimaudited) - Continued

volatility of a representative group of our publidisted industry peer group. Additionally, givdretlack of historical data available, the
expected terms of the options is calculated ugiegimplified method because the historical opérercise experience of the Company does
not provide a reasonable basis for estimating eérpderm. The risk free interest rates are detexchirsing the implied yield currently availa
for zero-coupon U.S. government issues with a reimgiterm equal to the expected life of the options

The fair value of the 2012 stock option grantsfaglarch 31, 2012, the date of grant, was calculatgdg the following assumptions:

2012
stock options
Expected volatility 48.5%
Expected term (in year 6.2t
Expected dividend —
Risk-free interest rat 1.4(%

A summary of option activity under the 2011 Stot¢ikrPas of and for the nine months ended Septenthez(@.2 is as follows:

Weighted-
Weighted- average
Number of average remaining Aggregate
shares unde exercise price contractual term intrinsic value
option (per share) (in years) (in thousands
Outstanding — January 1, 2012 2,788,59 $ 10.0¢
Grantec 1,294,84 10.12
Exercisec — —
Cancellec — —
Forfeited or expirel (82,009) 10.0¢
Outstandinc— September 30, 201 4,001,42 $ 10.0¢ 8.4 —
Exercisable— September 30, 201 1,147,21 $ 10.0¢ 7.5 —

The weighted-average grant-date fair value of oystigranted during the nine months ended Septenth@032 was $4.85. As of
September 30, 2012, total compensation costs cefateonvested option awards not yet recogniz&€d 1s9 million and is expected to be
recognized over a weighted average period of 26&bsy

Restricted Stock Units

On March 31, 2012, the Company granted 297,18@ ctest stock units to certain members of our Ba#rBirectors, executives and
employees pursuant to the 2011 Stock Plan. Thegdcted stock units will be settled in shares af stock and will vest over a period of four
years.
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A summary of restricted stock units activity untiee 2011 Stock Plan as of and for the nine montldee@ September 30, 2012 is as
follows:

Weighted-

average grant-
Number of

restricted stock date fair value

units (per share)
Nonvestec— January 1, 2012 12,00( $ 8.5¢4
Grantec 297,18( 10.1z
Vested (2,000 8.5¢
Forfeited (17,49)) 10.1z
Nonvestec— September 30, 201 289,68t $ 10.0

As of September 30, 2012, total compensation ¢etdted to nonvested restricted stock units notgeagnized is $2.5 million and is
expected to be recognized over a weighted averagedpof 3.5 years.

Note 7 — Derivatives

Pacific Drilling is currently exposed to marketkrifsom changes in interest rates. From time to tiwe may enter into a variety of
derivative financial instruments in connection witle management of our exposure to fluctuationistarest rates and to meet our debt
covenant requirements. We do not enter into devigdtansactions for speculative purposes; howdgeigccounting purposes, certain
transactions may not meet the criteria for hedgeaating.

During the first and second quarter of 2011, weksd into interest rate swaps to reduce the vditiabf future cash flows in the interest
payments for the variable-rate debt under the Bréjacilities Agreement. We designated the intenast swaps as cash flow hedges for
accounting purposes. The interest rate swaps fiagarate of interest and receive LIBOR. The fixatérest rate swap rates are 1.83%, 1.¢
1.6% and 2.39% under the Bora Term Loan, Sciro@oILoan, Mistral Term Loan and Santa Ana Term L.oaspectively. As of
September 30, 2012, the notional amount hedges 198%, 84% and 100% of the total outstanding boimgs/under the Bora Term Loan,
Scirocco Term Loan, Mistral Term Loan and Santa Aean Loan, respectively. The interest rate swapére on October 31, 2015.

The table below provides data about the fair vabfeterivatives that are designated as hedge imstnts as of September 30, 2012 and
December 31, 2011:

September 3C December 31
Derivatives designated a: Derivative liabilities
hedging instruments Balance sheet location 2012 2011
(In thousands
Shor-term- Interest rate swag Derivative liabilities, currel $ 22,05¢ $ 20,46¢
Long-term- Interest rate sway Other lon¢-term liabilities $ 35,13 $ 30,76¢
Total $ 57,19 $ 51,23t

As of September 30, 2012, the estimated amoun¢tdbsses associated with derivative instrumeraswlould be reclassified to earnings
during the next twelve months is $22.8 million.
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The following table summarizes the cash flow heglai@s and losses for the three months ended Septe86b2012 and 2011:

Amount recognized in income

Amount of loss reclassified from (ineffective portion and amount
Amount of loss recognized ir accumulated OCI into income for excluded from effectiveness
Derivatives in cash flow equity for the the testing) for the
hedging relationships three months ended September 3( three months ended September 3( three months ended September 3(
2012 2011 2012 2011 2012 2011
(In thousands
Interest rate sway $ (2,756 $ (3489) $ 5,76: $ — $ — $ —

The following table summarizes the cash flow hegaias and losses for the nine months ended Septe86b2012 and 2011:

Amount recognized in income

Amount of loss reclassified from (ineffective portion and amount
Amount of loss recognized ir accumulated OCI into income for excluded from effectiveness
Derivatives in cash flow equity for the the testing) for the
hedging relationships nine months ended September 3! nine months ended September 3! nine months ended September 3(
2012 2011 2012 2011 2012 2011
(In thousands
Interest rate sway $ (11,03) $ (60,28) $ 12,147 $ — $ — $ —

For the three and nine months ended Septembe02@,&hd 2011, there have been no ineffective arsaenbgnized in income resulti
from our hedge effective measurements. There weradesignated hedging derivative instruments &eptember 30, 2012 and
December 31, 2011 nor for the three and nine magrided September 30, 2012 and 2011.

Note 8 — Fair Value Measurements

We have estimated fair value by using appropriataation methodologies and information availablenemagement as of September 30,
2012 and December 31, 2011. Considerable judgreertjuired in developing these estimates, and dicggly, estimated values may differ
from actual results.

The estimated fair value of accounts receivablegats payable and accrued expenses approximaiesanrying value due to their
shortterm nature. Additionally, the estimated fair vabfecurrent and noncurrent restricted cash appratésiits carrying value as it consistt
cash and cash equivalent balances. The estimatefae of our Project Facilities Agreement defyprximates carrying value because the
variable rates approximate current market rateof/Aeptember 30, 2012, we estimated the fair vafumr Senior Unsecured Bonds to be
approximately $309.0 million compared to its camgyivalue of $300.0 million. We estimate the failues of our variable-rate and fixed-rate
debts using significant other observable inputdciviepresent Level 2 fair value measurements.
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The following table presents the carrying value astimated fair value of our financial instrumergsognized at fair value on a recurring
basis:

September 30, 201.
Fair value measurements using

Carrying
value Level 1 Level 2 Level 2
(in thousands
Liabilities:
Interest rate swag $57,19¢ — 57,19¢ —
December 31, 201
Fair value measurements using
Carrying
value Level 1 Level 2 Level 3
(in thousands
Liabilities:
Interest rate sway $51,23¢ — 51,23t —

We use an income approach to value assets anlitigsbior outstanding interest rate swaps. Thes#gracts are valued using a discoul
cash flow model that calculates the present valdetore cash flows under the terms of the consrasing market information as of the
reporting date, such as prevailing interest rates. determination of the fair values above incoapes various factors, including the impact of
the counterparty’s non-performance risk with respethe Company’s financial assets and the Compargnperformance risk with respect
the Company’s financial liabilities. The Companys et elected to offset the fair value amountsgaized for multiple derivative instruments
executed with the same counterparty, but reporhthess on its consolidated balance sheets.

Refer to Note 7 for further discussion of the Compsiuse of derivative instruments and their failues.

Note 9 — Commitments and Contingencies

Commitments—As of September 30, 2012, Pacific Drilling hadmaterial commitments other than commitments reladetbepwater
drillship construction purchase commitments disedss Note 3.

Contingencies—The Company may be the subject of certain clainaslawsuits occurring in the normal course of besi No pending
or known threatened claims, actions or proceedaggsnst us are expected to have a material adeéfese on our consolidated financial
position, results of operations and cash flows.

As part of our hull and machinery policy, we maintiss of hire insurance that becomes effectivel@dgs after an accident or major
equipment failure resulting in a downtime event arténds for 180 days. In the third quarter of 2Qh&Pacific Sciroccaunderwent repairs
and upgrades to ensure engine reliability, whick waovered event under our loss of hire policyiibsulted in the $23.7 million of loss of t
insurance recovery recognized for the nine montide@ September 30, 2012.

Note 10 — Related-Party Transactions

Prior to the Restructuring, we received fundingthimform of a related-party loan from Winter FinarLimited, a subsidiary of the
Quantum Pacific Group. During the nine months erfsiegtember 30, 2011, we borrowed $142.2 millioreuride related-party loan. On
March 23, 2011, all outstanding related—party Ipeincipal and accrued interest, in the amount @258 million, was converted into equity of
Pacific Drilling Limited.

Prior to the TPDI Transfer, the Company entered promissory note agreements with TPDI and Trareote fund TPDI. The
promissory notes accrued interest at LIBOR pluspgg¥annum. As of September 30, 2012 and 2011, gsmmi notes to the Joint Venture and
the accrued interest receivable on these promissutas were $0. We did not record any relgiady interest income from the Joint Venture
the three and nine months ended September 30, RPatihg the three and nine months ended Septenthe?(3 .1, the Company recorded
related-party interest income from the Joint Veatof $0 and $0.5 million on the promissory notespectively.
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On March 30, 2011, we transferred our equity irdeire TPDI, including promissory notes, to a sulasigof the Quantum Pacific Group.
We did not receive any consideration for the trandfh connection with the TPDI Transfer, we endeirdo a management agreement pursuan
to which we provided day-to-day oversight and managnt services with respect to the Quantum PaBiftmip’s equity interest in TPDI for a
fee of $4,000 per drillship per day, or $8,000 gigy. On May 31, 2012, as a result of Quantum Résiflivestiture of their equity position in
TPDI, this management agreement was terminatedn@tire three and nine months ended Septembel03@, Znanagement fee income of $0
and $1.2 million, respectively, was recorded ireotincome within our consolidated statements ofafens. During the three and nine months
ended September 30, 2011, management fee incoBtzdmillion and $1.5 million, respectively, wasoeded in other income within our
consolidated statements of operations.

The joint venture agreements relating to TPDI piledi Quantum Pacific Group with a put option thitveéd it to exchange its 50%
interest in TPDI for shares of Transocean Ltd.ashcat a purchase price based on an appraisa édithvalue of the two vessels owned by
TPDI, subject to various customary adjustmentgsolmunction with the TPDI Transfer and a relateceadment to the Original Project
Facilities Agreement, a subsidiary of the Quantwauifit Group provided the TPDI Put Option Guarantaeconsideration for the TPDI Put
Option Guarantee, we agreed to pay the Quantunfié®&ecbup a fee of 0.25% per annum on the outstambbrrowings on the Project
Facilities Agreement. During the three and nine theended September 30, 2012, guarantee feesasfdb®1.4 million were incurred of whi
$0 and $0.5 million were recorded to property aqdigment as capitalized interest costs, respegtialring the three and nine months ended
September 30, 2011, guarantee fees of $0.6 mélir@h$1.1 million were incurred and recorded to prigpand equipment as capitalized
interest costs, respectively. As of September 8022and December 31, 2011, $0 and $0.8 milliontdu@uantum Pacific Group is included in
accrued interest payable, respectively. On AprilZB12, the Quantum Pacific Group TPDI Put Optiarafantee was terminated and the
Quantum Pacific Group was released from its ohligatthereunder. In connection with the terminatiod release of the TPDI Put Option
Guarantee, we were released from our obligatigratothe Quantum Pacific Group a fee of 0.25% pauamon the outstanding borrowings on
the Project Facilities Agreement and the relateéement was terminated.

In February 2012, the Quantum Pacific Group puretig&l0 million of the Senior Unsecured Bonds isaagegart of our 2012 Bond
Offering. Following their initial purchase, the Quam Pacific Group sold the Senior Unsecured Bgnatshased in our 2012 Bond Offering
unrelated parties. See Note 5 for a descripticdh®fSenior Unsecured Bonds.

Note 11 — Earnings per Share

In computing earnings per common share, the repattare and per share amounts has been retroghgcéstated to reflect the
Restructuring that occurred on March 30, 2011 fierrtine month period ended September 30, 2011fdllogving reflects the income and the
share data used in the basic and diluted earnilgshare computations:

Nine months endec

Three months ended September 3( September 30,
2012 2011 2012 2011
(in thousands, except share and per share informatn)
Numerator:
Net income (loss), basic and dilut $ (1,97¢) $ (11,049 $ 17,52« $  (14,45)

Denominator
Weighted average number of common shares

outstanding, basi 216,902,00 210,000,00 216,900,66 189,340,66
Effect of shar-based compensation awa — — 1,901 —
Weighted average number of common shares

outstanding, dilute: 216,902,00 210,000,00 216,902,56 189,340,66
Earnings (loss) per shal
Basic $ (0.0)) $ (0.05) $ 0.0¢ $ (0.0¢)
Diluted $ (0.0)) $ (0.0%) $ 0.0¢ $ (0.0¢)

For the three and nine months ended Septembe03@,&hd 2011, the computation of diluted earniregscommon share excludes sh:
of potentially dilutive common shares related tcktoptions and restricted stock units since tifecefvould have been anti-dilutive.
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Note 12 — Supplemental Cash Flow Information

Capital expenditures in our consolidated statemeftssh flows include the effect of changes imaed capital expenditures, which are
capital expenditures that were accrued but unpgié@od end. We have included these amounts iowmts payable, accrued expenses and
accrued interest in our consolidated balance slaseté September 30, 2012 and 2011. During the mimeths ended September 30, 2012 and
2011, capital expenditures includes the decreaaedrued capital expenditures of $13.9 million #relincrease in accrued capital expendit
of $0.9 million in our consolidated statements aslt flows, respectively.

During the nine months ended September 30, 2012@hd, non-cash amortization of deferred finandosts totaling $2.9 million and
$10.2 million, respectively, were capitalized toperty and equipment. Accordingly, these amourgsacluded from capital expenditures in
our consolidated statements of cash flows for the months ended September 30, 2012 and 2011.

Note 13 — Liquidity

Our liquidity requirements relate to funding onggpimorking capital needs, amortization payments wnRyoject Facilities Agreement
and anticipated capital expenditures, essentiatigness payments for the Company’s ultra-deepvelitship construction projects and
maintaining adequate cash reserves to compensaédfitts of fluctuations in operating cash flows.

As of September 30, 2012, we have taken delivefgwf of our ultra-deepwater drillships, all of whiare operating under long-term
drilling contracts. Théacific Bora, thePacific Sciroccq thePacific Mistraland thePacific Santa An@ommenced drilling operations on
August 26, 2011, December 31, 2011, February 62 20l May 4, 2012, respectively. Additionally, im& 2012, th@acific Sharawentered
into a five-year drilling contract with Chevron UAS Inc.

Primary sources of funds for our short-term ligtyidieeds will be cash flow generated from operagind financing activities and
available cash balances. Our liquidity fluctuatepehding on a number of factors, including, amahegrs, our revenue efficiency and the
timing of collecting accounts receivable as welbasunts paid for operating costs. Our ability teirliquidity requirements will depend in
large part on our future operating and financiafgrenance, as well as our ability to raise finamgciar the remaining capital expenditures
related to thé?acific Khamsin thePacific Sharavand thePacific Meltem, which is uncommitted at this time. Prior to thadidery of the
Pacific Khamsirin the second quarter of 2013, we intend to emiter @ne or more financing transactions that willised primarily to fund the
capital expenditures for our three drillships undeamstruction.

We currently have an option with SHI to purchaseighth newbuild drillship, which expires on Decemii5, 2012. At this point, we
have not decided whether we will exercise our aptiut if we were to do so, we would incur addiibpayment obligations for which we he
not yet arranged financing.

We believe that our cash on hand and cash flowsrgéad from operating and financing activities wilbvide sufficient liquidity over th
next twelve months to fund the Company’s workingita needs, amortization payments on our Projacilfies Agreement and anticipated
capital expenditures, essentially progress paynfenthe Company’s ultra-deepwater drillship counstion projects.
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Unaudited Pro Forma Condensed Consolidated Financi&tatement

The unaudited pro forma condensed consolidatedmstatit of operations for the nine months ended &de30, 2011 has been derived
from our unaudited historical condensed consoliifiteancial statements of Pacific Drilling S.A. lnded elsewhere in this quarterly report, as
if the Company’s equity interest in TPDI was assigjito a subsidiary of the Quantum Pacific Groupfanuary 1, 2011.

The pro forma adjustments are based on availafdeniation and include assumptions that we belieea@asonable, which are descri
in the accompanying notes.

The unaudited pro forma condensed consolidateddiahstatement is not necessarily indicative efdperating results that would have
been achieved had the assignment of TPDI been etadpas of the date indicated or of the operatisglts that may be obtained in the future.
This unaudited pro forma condensed consolidatexhiial statement and the accompanying notes steutdad together with our unaudited
condensed consolidated financial statements asdfa the nine months ended September 30, 2011.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

Unaudited Pro Forma Condensed Consolidated Statevh@perations

Revenues
Contract drilling

Costs and expenses
Contract drilling
General and administrative expen
Depreciation expens

Loss of hire insurance recove
Operating loss

Other income (expense
Equity in earnings of Joint Ventu
Interest income from Joint Ventu
Interest expens
Other income

Loss before income taxe
Income tax benefi

Net loss

Loss per common share, basic and dilute

Weighted average number of common shares, basic adduted

See accompanying notes to the unaudited pro foondensed consolidated financial statement.

Nine Months Ended September 30, 2011

As Reported
$ 17,03(

(9,690)
(36,94%)
(3,556)
(50,18¢)

(33,159

18,95¢
49E

(2,906)

2,43:
(14,189

(279)

$  (14,45)
$ (0.0¢)
189,340,66
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(in thousands, except share and per share amounts)

Pro Forma
Adjustments

(18,955 (a)
(495)(b)

30%(c)

(19,14%)

$ (19,149

$ (0.10
189,340,66

Pro Forma

$ 17,03(

(9,690)
(36,947
(3,55€)
(50,18¢)

(33,15¢)

(2,609)

2,43¢
(33,32

(279)

$ (33,60
$ (0.19)
189,340,66



Notes to Unaudited Pro Forma Condensed Consolidatdéinancial Statement

(a) Reflects the pro forma elimination of our equitythaal share of earnings from Joint Ventt

(b) Reflects the pro forma elimination of interest immon notes receivable from Joint Vent
(c) Reflects the pro forma elimination of interegpense incurred on a letter of credit agreemetht Wiansocean directly related to the Joint

Venture.
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Item 2 — Operating and Financial Review and Prospds
Overview

We are an international offshore drilling compaynmitted to becoming the preferred provider ofaillieepwater drilling services to the
oil and natural gas industry through the use ohisigecification drilling rigs. Our primary busindsgo contract our ultra-deepwater drilling
rigs, related equipment and work crews, primarityaodayrate basis, to drill wells for our customéed by a team of seasoned professionals
with significant experience in the oil services aftila-deepwater drilling sectors, we specializéhim technically demanding segments of the
offshore drilling business.

We are primarily focused on the ultra-deepwaterketaiThe term “ultra-deepwater,” as used in théidgi industry to denote a particular
sector of the market, can vary and continues tdvewoith technological improvements. We generatipsider ultra-deepwater to begin at
water depths of more than 7,500 feet and to extietige maximum water depths in which rigs are chpabdrilling, which is currently
approximately 12,000 feet. Although we are prinyafiicused on the ultra-deepwater market, our s can operate effectively in water
depths as shallow as 2,000 feet, so we may alspei@o provide services at shallower depths thiaa-deepwater. While not currently a core
focus for our business, our drillships are alscab#g of operating in harsh environment areas, wtienes are typically rougher sea conditions.

Following completion of construction, our fully-deged fleet will consist of seven newly constructéxth and seventh generation ultra-
deepwater drillships, representing one of the yeshgnd most technologically advanced fleets imttidd. Of the seven drillships, four are
operating under customer contracts and three aterwonstruction at Samsung Heavy Industries (“§Hifie of which is under customer
contract. We currently own and operate Baeific Bora, thePacific Sciroccq thePacific Mistraland thePacific Santa Ana ThePacific Bora
entered service in Nigeria on August 26, 2011 uraddiree-year contract with a subsidiary of ChewConporation (“Chevron”). Th@acific
Sciroccoentered service in Nigeria on December 31, 201Euadne-year contract with a subsidiary of Total. $Total”). On April 6, 2012,
Total exercised its option to extend acific Sciroccacontract period to two years. TRacific Mistralentered service in Brazil on
February 6, 2012 under a three-year contract withieidiary of Petréleo Brasileiro S.A. (“PetroBija¥ he Pacific Santa Anantered service
in the U.S. Gulf of Mexico on May 4, 2012 undeinafyear contract with Chevron. Tiacific Khamsirand thePacific Sharavare currently
under construction by SHI, and are scheduled ftvehy in May 2013 and the fourth quarter of 204&spectively. Upon delivery, tHeacific
Sharavis expected to enter service in the U.S. Gulf okMe in the second quarter of 2014 under a fiverygeatract with a subsidiary of
Chevron. We have signed a letter of intent withagamoil company for a drilling contract for tiRacific Khamsin The Company is not
permitted to disclose any further details untiledimitive drilling contract is signed by the padidn addition, there can be no assurance that th
letter of intent will result in a signed drillingontract. In March 2012, we entered into a contwattt SHI for the construction of our seventh
advanced-capability, ultra-deepwater drillship, Baeific Meltem, which is expected to be delivered in the secaratter of 2014.

The construction contract we entered into forRaeific Meltemincludes an option for an eighth newbuild drillsbip the same terms and
conditions as those for thiRacific Meltem The option was originally valid until June 15,120and was subsequently extended through
December 15, 2012, at no cost. We will continuevtaluate the long-term conditions of the deepwarel ultra-deepwater drilling markets to
determine whether to exercise this option.

Significant Developments
New Letter of Intent

In September 2012, we signed a letter of interit &imajor oil company for a drilling contract fbetPacific Khamsin The Company is
not permitted to disclose any further details uafilefinitive drilling contract is signed by therties. In addition, there can be no assurance the
the letter of intent will result in a signed dmil§j contract.

Newbuild Option Extension

The construction contract we entered into in M&0h2 for thePacific Meltemincludes an option for an eighth newbuild drillsbip the
same terms and conditions as those foPtheific Meltem The option was originally valid until June 15120and was subsequently extended
through December 15, 2012, at no cost.

Santa Ana Operations

On June 29, 2012, thHeacific Santa Anavent on downtime to perform repairs to remove soooghness in the seal face of one of the
blowout preventer (“BOP”) doors that could havevargted a consistent seal. These and subsequettmpotrith the BOP negatively affected
third quarter operating results.
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General Industry Trends and Outlook

Historically, operating results in the offshore trawt drilling industry have been cyclical and difg related to the demand for and the
available supply of drilling rigs. However, sinaefors that impact offshore exploration and devalept spending are beyond our control, anc
rig demand dynamics can shift quickly, it is diffitfor us to predict future industry conditiongndand trends or operating results.

Drilling Rig Supply

During the nine months ended September 30, 20igha® drilling contractors placed 33 shipyard osde build additional ultra-
deepwater semi-submersibles and drillships. Wenesti there are approximately 42 ultra-deepwatsrsafpeduled for delivery between now
and the end of 2014, 27 of which have not yet l@@eounced as contracted to customers. Due to tigeléad times involved in rig
construction, rigs to be delivered in 2012, 2018 2614 would need to have been ordered alreadytemefore supply of ultra-deepwater units
through the end of 2014 can be reasonably estintgteed on information about the orders placed lamdime required to complete
construction. Beyond this time frame, the supplyrisertain and any projections have diminishediptied value.

Drilling Rig Demand

Demand for our drillships is a function of the wbwide levels of deepwater exploration and develagrapending by oil and gas
companies, which is influenced by a number of fictDeepwater and ultra-deepwater projects arergkyenore capital intensive and longer
lasting than shallow water programs, which makesétprojects less sensitive to short-term oil dlicgtuations. Therefore, deepwater and
ultra-deepwater rig day rates and utilization gpadally less sensitive to shaetfm oil price variances than shallow water prgjeEixpectation
about future oil and natural gas prices have histly been a key driver for deepwater and ultregleater exploration and development
spending. Additionally, the global economic anditpea! climate, access to quality drilling prospgaxploration success, perceived future
availability and lead time requirements for drijiequipment, emphasis on deepwater exploratiorpesdliction versus other areas and
advances in drilling technology also affect ourton®ers’ drilling programs.

The nine months ended September 30, 2012, sawaiglwbal non-U.S. natural gas prices, as wellagé price expectations, exhibit
considerable volatility while continuing above tbgels needed for sufficient return on investmentdur clients. While questions remain
regarding global economic stability, GDP growth tmmed in positive territory for key emerging matkand North America. Both tendering
activity and deepwater exploratory success continmmst notably in Angola, and there were no matedverse changes to access or
regulations worldwide.

Supply and Demand Balance

These factors resulted in a tight supply-demandriza for ultra-deepwater rigs during the nine merthded September 30, 2012, with
rising dayrates and near 100% utilization. Whileheéeve that these trends will continue to bengdiand that the demand for ultra-deepwate
rigs will continue to meet or exceed supply, ourkets may be adversely affected by industry coodgithat are beyond our control. For more
information on this and other risks to our busiresd our industry, please read “Risk Factors” in2241 Annual Report.

Contract Backlog

Our contract backlog includes firm commitments omifich are represented by signed drilling consrasds of November 1, 2012, our
contract backlog was approximately $2.9 billion avas attributable to revenues we expect to generathePacific Bora, thePacific
Scirocco, thePacific Mistral,the Pacific Santa Anand thePacific Sharawnder firm contracts with Chevron, Total and PetasbWe
calculate our contract backlog by multiplying thentractual dayrate by the minimum number of dayamoitted under the contracts (excluding
options to extend), assuming full utilization, aido include mobilization fees, upgrade reimbursgmand other revenue sources, such as th
standby rate during upgrades, as stipulated icahéract.

Although we currently do not have letters of awara drilling contract for th@acific Khamsiror thePacific Meltem, we have signed a
letter of intent with a major oil company for alltiinig contract for thé?acific Khamsin The Company is not permitted to disclose anyhtnrt
details until a definitive drilling contract is sigd by the parties. In addition, there can be sarasice that the letter of intent will result in a
signed drilling contract. We expect that the loagyt demand for deepwater drilling capacity in dithbd and emerging basins should provide
us with opportunities to contract tRacific Khamsirand thePacific Meltenprior to their delivery dates.

The actual amounts of revenues earned and thel aetiads during which revenues are earned magdifbm the amounts and periods
shown in the table below due to various factorsluiging shipyard and maintenance projects, downtinother factors. For example, the
actual amount of revenues earned byRheific Santa Anavas adversely impacted by the downtime during lirel quarter lost to BOP related
repairs and inspections before the drillship résthoperations on August 15, 2012 as disclosediin o
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second quarter report and this quarterly reporaddition, our contracts customarily provide faomenation at the election of the customer with
an “early termination payment” to be paid to ua dontract is terminated prior to the expirationhaf fixed term. However, under certain
limited circumstances, such as destruction of lirdyirig, our bankruptcy, sustained unacceptal@idgrmance by us or delivery of a rig bey:
certain grace and/or liquidated damages periodsarly termination payment would be paid. Accortimthe actual amount of revenues
earned may be substantially lower than the bacidpgrted.

The firm commitments that comprise our $2.9 billmmtract backlog as of November 1, 2012, are kmsnfs:

Average
Contract
Contractual Backlog Actual/Expected Expected
Contracted Contract Revenue Contract Contract
Rig Location Customer Backlog (©) Dayrate Per Day(©) Commencement Duration
Pacific Bora Nigeria Chevron $ 367,162,000 $474,70( $554,00( August 26, 201 3 years@
Pacific Sciroccc Nigeria Total $ 212,461,00 $474,75( $491,00(® December 31,201 2 years®
Pacific Mistral Brazil Petrobra $ 422,613,00 $458,00( $511,00( February 6, 201 3 years
Pacific Santa Ani U.S. Gulf of Mexict Chevron $ 859,542,00 $481,19( $525,00( March 21, 20149 5 years
Pacific Sharay U.S. Gulf of Mexict Chevron $1,076,430,00 $555,00( $590,00( Second quarter 20 5 years

(@) Contract also provides for two successiv-priced on-year options

(b) The initial primary term of thBacific Sciroccavas one year. On April 6, 2012, Total exerciseajison to extend thBacific Scirocco
contract period to two years. The contract alswiges for one successive one-year option and hduttvo-year option, with escalating
dayrates for the option perioc

(c) Rounded to the nearest $1,000. Based on signéitiglicbntracts

(d) On March 21, 2012, tHeacific Santa Anavas accepted and commenced its five-year contritict@hevron while mobilizing to the
United States Gulf of Mexico. On May 4, 2012, Becific Santa An@ompleted all necessary activities for commencerorgvenue
recognition and placing ttPacific Santa Aniinto service in the United States Gulf of Mexi

(e) Average contract backlog revenue per day fePtrific Sciroccads calculated by dividing the contract backlog mave over the
remaining number of days committed under the twar yentract. Revenues earned and incremental ioastsed directly related to
contract preparation and mobilization along witimfgeursements received for capital expendituresiaferred and recognized over the
primary term of the drilling contract. As a resdéferred revenue and deferred mobilization castsedPacific Sciroccawill be
recognized over the initial one year primary terfithe contract. Consequently, as of November 122@%erage contract backlog reve
per day is approximately $581,000 through Decer8ttef012. On January 1, 2013 through the end dfbeyear contract period, the
average contract backlog revenue per day is $404
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Results of Operations

Three Months Ended September 30, 2012 Comparelré® Months Ended September 30, 2011

The following table provides an analysis of ourdensed consolidated results of operations fortitreetmonths ended September 30,
2012 and 2011:

Three Months Ended September 3C
2012 2011 Change % Change
(In thousands, except percentage:

Revenues

Contract drilling $ 171,98t $ 17,03( $ 154,95t 909.%%
Costs and expenses

Contract drilling (96,190 (9,690 (86,500 892.1%

General and administrative expen (10,506 (13,13) 2,62¢ (20.0%

Depreciation expens (36,129 (3,240 (32,889 1015.%

(142,82 (26,067) (116,769 448.(%

Operating income (loss; 29,16 (9,03)) 38,19: 422.%
Other income (expense)

Interest expens (26,997) (2,609 (24,389 937.(%

Other income 35 1,271 (1,23€) (97.2%
Income (loss) before income taxe 2,20¢ (10,367 12,56° 121.2%

Income tax expens (4,180 (681) (3,499 513.8%
Net income (loss $ (1,97¢) $ (11,049 $ 9,06¢ 82.1%

RevenuesRevenues were $172.0 million for the three montited September 30, 2012, compared to $17.0 miitiothe three months
ended September 30, 2011. Contract drilling revéauthe three months ended September 30, 2012@hd included $26.0 million and $2.2
million, respectively, in amortization of deferreslvenue. The revenue for three months ended Septe36b2011 only included drilling
operations for th€acific Bora, which commenced on August 26, 2011. The increasevenues during the three months ended Septediher
2012 reflects a full quarter of operations from faur drillships.

During the three months ended September 30, 2Qt2yperating fleet of four drillships achieved areige revenue efficiency of 83.1%
in line with the guidance provided at the end &f $econd quarter. Revenue efficiency is defineattisal contractual dayrate revenue (exclt
mobilization fees, upgrade reimbursements and athanue sources) divided by the maximum amoutdtaf contractual dayrate revenue t
could have been earned during such period. Oue ttifi#ships that have operated the longest exabede expectations for revenue efficiency
for the three months ended September 30, 2012P&hiic Bora, thePacific Sciroccaand thePacific Mistralachieved average revenue
efficiency for the quarter ended September 30, 261.97.8%, 99.5% and 94.1% respectively. Reveffiigiency for the three months ended
September 30, 2012 was negatively impacted by#uific Santa Andeing on downtime to perform repairs to remove soooghness in the
seal face of one of the blowout preventer (“BO&3prs that could have prevented a consistent EealBOP repairs and inspections resulte
a total of 45 days of downtime before fhacific Santa Anaestarted operations on August 15, 2012. Duringhhee months ended
September 30, 2012, these and subsequent problgimtherBOP on th@acific Santa Anaesulted in average revenue efficiency of only
42.1%.

Contract drilling costsContract drilling costs were $96.2 million for ttteee months ended September 30, 2012, compa&aito
million for the three months ended September 3Q12The increase in contract drilling costs dutimg three months ended September 30,
2012 compared to the three months ended Septer@h&ri® due to a full quarter of operations from Btaeific Boraand the start-up of the
Pacific Scirocce, thePacific Mistraland thePacific Santa Andrilling operations.

During the three months ended September 30, 20vE2t dig related operating expenses were appraeind70.8 million and shore-
based and other support costs were approximatedyriiion. Additionally, contract drilling costaicluded $18.8 million in amortization of
deferred mobilization costs for the three monthdeghSeptember 30, 2012.

During the three months ended September 30, 2@l@perating expenses for the fleet were adveraibcted primarily by equipment
and maintenance costs for fRacific Santa Anand thePacific Mistral, and personnel costs related to Baeific Boraand thePacific
Scirocco.
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General and administrative expensd3eneral and administrative expenses were $10l®mifior the three months ended September 30,
2012, compared to $13.1 million for the three merghded September 30, 2011. The decrease in ganmeradministrative expenses was
primarily due to the accounting for field suppantecertain rig related expenses, such as crewiniggiduring the three months ended
September 30, 2011. Prior to contract commencerttesge costs were recognized as general and athaiivie expenses during the three
months ended September 30, 2011. Upon contract emicement, the related field support and rig relatgzbnses have been recognized as
contract drilling costs during the three monthsezh8eptember 30, 2012.

Depreciation expenseDepreciation expense was $36.1 million for thre¢hmonths ended September 30, 2012, compared2ariion
for the three months ended September 30, 2011inthease in depreciation expense was primarilytdwefull quarter of depreciation on the
Pacific Boraand the depreciation resulting from the start-uthePacific Sciroccq thePacific Mistraland thePacific Santa Andrilling
operations.

Interest expenselnterest expense was approximately $27.0 millgyrthe three months ended September 30, 2012, @dpo $2.6
million for the three months ended September 3Q,12The increase in interest expense was primduyto interest expensed on borrowings
under our Project Facilities Agreement after Baeific Bora, thePacific Mistral, thePacific Sciroccaand thePacific Santa Anavere placed
into service.

Other income Other income was approximately $0 for the threatins ended September 30, 2012, compared to $lliBmfor the thres
months ended September 30, 2011. The decreasieenintome primarily results from a decrease in TRRnagement fee income. During the
three months ended September 30, 2011, other incwheled management fee income of $0.7 milliomfrday-to-day oversight and
management services with respect to the Quantuific®@coup’s equity interest in TPDI for a fee of $4,000 peliship per day, or $8,000 p
day. As a result of Quantum Pacific Group’s divtesé of their equity position in TPDI, the managetn@greement was terminated on May 31
2012 resulting in $0 in management fee income neizeg in the three months ended September 30, 2012.

Income taxesIn accordance with generally accepted accoumimgiples, we estimate the full-year effective taie from continuing
operations and apply this rate to our year-to-ttateme from continuing operations. In addition, separately calculate the tax impact of
unusual or infrequent items, if any. For the threenths ended September 30, 2012 and 2011, outieffeax rate was 189.7% and 6.6%,
respectively. The effective tax rate for the thmeenths ended September 30, 2012 was negativelycieghdy net operating losses incurred in
jurisdictions where the Company has recorded avhlliation allowance for such net operating logsethe basis the Company believes
more likely than not that it will not be able tacower the benefit of the net operating losses.spmiportionate amount of these net operating
losses were incurred during the three months eBéptember 30, 2012 as compared to net operatingd@xpected for the year ended
December 31, 2012. The effective tax rate for tliee months ended September 30, 2012 was alsavedganpacted by an increase in the
estimated full-year effective tax rate, which waiseh by lower than expected pre-tax book income.

The relationship between our provision for or bérfedm income taxes and our ptax book income can vary significantly from perioc
period considering, among other factors, (a) therall/level of pre-tax book income, (b) changethim blend of income that is taxed based on
gross revenues versus pre-tax book income, araliajg operating structures. Consequently, ouotine tax expense does not change
proportionally with our pre-tax book income. Sigoént decreases in our pi@x book income typically result in higher effeeitax rates, whil
significant increases in ptex book income can lead to lower effective taxesasubject to the other factors impacting incoaxeskpense nott
above. With respect to the annual effective tag caticulation for the three months ended Septe®be2012, a significant amount of our
income tax expense was generated in Nigeria whemie taxes are imposed on deemed profits, whfeltafely are a proportion of gross
revenues, rather than actual profits. Converselypperations in the United States and Brazil, Whinapose tax on a net profits basis, yielded
losses for which a relatively insignificant tax léhis reflected in our tax provision as a resflour operating structures in those jurisdictions.
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Nine Months Ended September 30, 2012 Comparedi® Months Ended September 30, 2011

The following table provides an analysis of our@ensed consolidated results of operations for ithe months ended September 30,
2012 and 2011:
Nine Months Ended September 3C

2012 2011 Change % Change
(In thousands, except percentage:

Revenues
Contract drilling $ 446,16 $ 17,03( $ 429,13( 2519.0%
Costs and expense
Contract drilling (244,569) (9,690 (234,87:) 2423.%
General and administrative expen (33,750) (36,947 3,19: (8.6)%
Depreciation expens (91,239 (3,556) (87,679 2465.%
(369,549 (50,189 (319,36() 636.:%
Loss of hire insurance recove 23,67 — 23,67 10(%
Operating income (loss; 100,28: (33,159 133,44: 402.2%
Other income (expense
Equity in earnings of Joint Ventu — 18,95¢ (18,95%) (100.0%
Interest income from Joint Ventu — 49t (495) (100.0%
Interest expens (71,939 (2,90¢) (69,030 2373.&%
Other income 3,85¢ 2,43 1,42¢ 58.€%
Income (loss) before income taxe 32,20: (14,189 46,38’ 327.(%
Income tax expens (14,679 (279) (14,406 5276.%
Net income (loss $ 17,52« $ (14,45) $ 31,98: 221.2%

RevenuesRevenues were $446.2 million for the nine montrdedrSeptember 30, 2012, compared to $17.0 milbothie nine months
ended September 30, 2011. Contract drilling revéauthe nine months ended September 30, 2012 @bdl cluded $69.2 million and $2.2
million, respectively, in amortization of deferresvenue. The revenue for nine months ended Septe38b2011 only included drilling
operations for th@acific Bora, which commenced on August 26, 2011. The incregasevenues during the nine months ended Septe@ther
2012 reflects a full nine months of operations frilv@Pacific Boraand thePacific Sciroccq thePacific Mistraland thePacific Santa Ana

entering service on December 31, 2011, Februa2p®2 and May 4, 2012, respectively.

During the nine months ended September 30, 20¥Zmerating fleet of four drillships achieved areege revenue efficiency of 85.3%.
Revenues for the nine months ended September 2@,\26re adversely impacted by downtime during s &nd second quarters of 2012
primarily due to subsea equipment design issuesraexqred throughout the fleet. All of our BOPs hae# been upgraded to fully address thi:
design weakness. Additionally, revenue efficiermythe nine months ended September 30, 2012 wainely impacted by thBacific Santa
Anabeing on downtime in the third quarter to perfoepairs to remove some roughness in the seal faoeeobf the BOP doors that could
have prevented a consistent seal. The BOP repairsapections resulted in a total of 45 days efiime before théacific Santa Ana
restarted operations on August 15, 2012. For thieghérom May 4, 2012 through September 30, 20t&s¢ and subsequent problems with the
BOP on thePacific Santa Anaesulted in average revenue efficiency of only %.6

ThePacific Boraand thePacific Sciroccaachieved average revenue efficiency of 92.9% an@®@&luring the nine months ended
September 30, 2012, respectively. For the perioch frebruary 6, 2012, through September 30, 20&Rdkific Mistralrealized an average

revenue efficiency of 80.3%.

Contract drilling costsContract drilling costs were $244.6 million for thme months ended September 30, 2012, compai®@l 7o
million for the nine months ended September 30,120he increase in contract drilling costs during hine months ended September 30, 201
compared to the nine months ended September 2@iLEi® a full nine months of operations from Bexific Boraand the start-up of the
Pacific Scirocce, thePacific Mistraland thePacific Santa Andrilling operations.
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During the nine months ended September 30, 20i&tdig related operating expenses were approgimn&tl74.9 million and shore-
based and other support costs were approximat@s$iillion. Additionally, contract drilling cosiacluded $52.0 million in amortization of
deferred mobilization costs.

During the nine months ended September 30, 204 2peérating expenses were adversely affected phintr equipment and
maintenance costs for the fleet during rig startup.

General and administrative expensé3eneral and administrative expenses were $33l@®mriior the nine months ended September 30,
2012, compared to $36.9 million for the nine morghded September 30, 2011. The decrease in gamefadministrative expenses was
primarily due to the accounting for field suppantecertain rig related expenses, such as crewiriggiduring the nine months ended
September 30, 2011. Prior to contract commencerttezge costs were recognized as general and adhiivis expenses during the nine
months ended September 30, 2011. Upon contract emicement, the related field support and rig relatgrbnses have been recognized as
contract drilling costs during the nine months eh8eptember 30, 2012.

Depreciation expenseDepreciation expense was $91.2 million for theemnonths ended September 30, 2012, compared@artiion
for the nine months ended September 30, 2011.1drease in depreciation expense was primarily dyssicing thePacific Bora, thePacific
Mistral , thePacific Sciroccaand thePacific Santa Ananto service, which resulted in the commencemenhefdepreciation of the drillships.

Loss of hire insurance recovetypcome from loss of hire insurance recovery was %23llion for the nine months ended September 30,
2012, compared to $0 for the nine months endede8dgr 30, 2011. As part of our hull and machinecyg, we maintain loss of hire
insurance which carries a 45-day waiting period améinnual aggregate limit of 180 days. In thedthirarter of 2011, thacific Scirocco
underwent repairs and upgrades to ensure engiailgy, which was a covered event under our lokkire policy and resulted in loss of hire
recoveries of $18.5 million in the second half 812. During the nine months ended September 3®,204 received further proceeds under
the policy that resulted in total cumulative lo$ime insurance recoveries of $42.2 million.

Equity in earnings of the Joint Ventur&quity in earnings of the Joint Venture was $0tifie nine months ended September 30, 2012,
compared to $19.0 million for the nine months enfBledtember 30, 2011. The decrease in equity irregriof TPDI was due to the TPDI
Transfer on March 30, 2011. Neither the Companyamgrof its subsidiaries currently owns any intened PDI and, following the transfer, t
results of operations of TPDI are no longer incti@eour financial results.

Interest income from TPDIInterest income from TPDI was $0 for the nine therended September 30, 2012, compared to $0.Bmill
for the nine months ended September 30, 2011. €beedse in interest income from TPDI was due ta'#Bl Transfer on March 30, 2011,
which included assignment of notes receivable fid?DI. As such, no interest income from TPDI wasrded in our financial results
beginning in the second quarter of 2011.

Interest expenselnterest expense was approximately $71.9 millasrthe nine months ended September 30, 2012, cadpa $2.9
million for the nine months ended September 30,120he increase in interest expense was primaui¢ytd interest expensed on borrowings
under our Project Facilities Agreement after Blaeific Bora, thePacific Mistral, thePacific Sciroccaand thePacific Santa Anavere placed
into service. In February 2012, we completed agte\placement of $300 million in 8.25% Senior Umised Bonds. Interest on the Senior
Unsecured Bonds is capitalized on Breific Khamsin thePacific Sharavand thePacific Meltemat the weighted average cost of the debt
during the period of construction.

Other income Other income was approximately $3.9 million floe hine months ended September 30, 2012, compafi4 million for
the nine months ended September 30, 2011. Theaiselia other income during the nine months endeteSwer 30, 2012 was primarily due
to foreign currency gains. Other income also inetlichanagement income from day-to-day oversightaaaagement services with respect to
the Quantum Pacific Group’s equity interest in TR@Wla fee of $4,000 per drillship per day, or $8@er day. During the nine months ended
September 30, 2012 and 2011, management fee inab#ie2 million and $1.5 million, respectively, waecorded in other income. As a result
of Quantum Pacific Group’s divestiture of their ggyposition in TPDI, the management agreement t@aminated on May 31, 2012.

Income taxesIn accordance with generally accepted accoumimgiples, we estimate the full-year effective taie from continuing
operations and apply this rate to our year-to-ttateme from continuing operations. In addition, separately calculate the tax impact of
unusual or infrequent items, if any. For the ninenths ended September 30, 2012 and 2011, ourigddak rate was 45.6% and 1.9%,
respectively. The effective tax rate for the ninenthis ended September 30, 2012 was negatively ieghdy net operating losses incurred in
jurisdictions where the Company has recorded avhlliation allowance for such net operating logsethe basis the Company believes
more likely than not that it will not be able tacower the benefit of the net operating losses.spmiportionate amount of these net operating
losses were incurred during the nine months enéptetber 30, 2012 as compared to net operatingd@sected for the year ended
December 31, 2012. The effective tax rate for the months ended September 30, 2012 was also welgatnhpacted by an increase in the
estimated full-year effective tax rate, which waiseh by lower than expected pre-tax book income.
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The relationship between our provision for or barfefm income taxes and our ptax book income can vary significantly from perioc
period considering, among other factors, (a) therall/level of pre-tax book income, (b) changethim blend of income that is taxed based on
gross revenues versus pre-tax book income, araliajg operating structures. Consequently, ouotine tax expense does not change
proportionally with our pre-tax book income. Sigoént decreases in our pi@x book income typically result in higher effeeitax rates, whil
significant increases in ptex book income can lead to lower effective taesasubject to the other factors impacting incamxeskpense nott
above. With respect to the annual effective tag caticulation for the nine months ended Septembe2@12, a significant amount of our
income tax expense was generated in Nigeria whemie taxes are imposed on deemed profits, whfeltafely are a proportion of gross
revenues, rather than actual profits. Converselypperations in the United States and Brazil, Whinapose tax on a net profits basis, yielded
losses for which a relatively insignificant tax leéihis reflected in our tax provision as a resiflbur operating structures in those jurisdictions.

Liquidity and Capital Resources

Liquidity

As of September 30, 2012 and December 31, 201hadeb153.5 million and $107.3 million, respectivedf cash and cash equivalents.
Additionally, as of September 30, 2012 and Decer8ie011, we had $303.1 million and $377.0 millispectively, of restricted cash that

primarily consisted of restricted cash accounts méth financial institutions as security for thertowings under the Project Facilities
Agreement and Temporary Import Bond Facilities.

Our liquidity requirements relate to funding onggpimorking capital needs, amortization payments wnRyoject Facilities Agreement
and anticipated capital expenditures, essentiatigness payments for the Company’s ultra-deepvelitship construction projects and
maintaining adequate cash reserves to compensaédfitts of fluctuations in operating cash flo@sir ability to meet our liquidity
requirements will depend in large part on our fataperating and financial performance. Primary sgsiof funds for our short-term liquidity
needs will be cash flow generated from operatirdjfarancing activities and available cash balan@es.liquidity fluctuates depending on a
number of factors, including, among others, ouerme efficiency and the timing of collecting accsureceivable as well as amounts paid for
operating costs. For example, the actual amourdgw@@nues earned by tRacific Santa Anavas adversely impacted by the downtime during
the third quarter lost to BOP related repairs arsppéctions before the drillship restarted operatimmAugust 15, 2012 as disclosed in our
second quarter report and this quarterly reportbéleve that our cash on hand and cash flows getkfrom operating and financing
activities will provide sufficient liquidity oveiie next twelve months to fund our working capite¢ds, amortization payments on our Project
Facilities Agreement and anticipated capital exjtengs, essentially progress payments for our wlrepwater drillship construction projects.
In particular, our ability to meet our liquidityqairements will depend on securing additional friag for thePacific Khamsin thePacific
Sharavand thePacific Meltem, which is uncommitted at this time. Prior to thedidery of thePacific Khamsirin May 2013, we intend to enter
into one or more financing transactions that wéllused primarily to fund the capital expenditu@sdur three drillships under construction.

We currently have an option with SHI to purchaseighth newbuild drillship, which expires on Decamii5, 2012. At this point, we
have not decided whether we will exercise our aptiut if we were to do so, we would incur addiibpayment obligations for which we he
not yet arranged financing.

As the parent company of our operating subsidiaviesare not a party to any drilling contracts ciigand are therefore dependent on
receiving cash distributions from our subsidiar®stplus cash held in our subsidiaries owningRaeific Bora, thePacific Scirocca the
Pacific Mistraland thePacific Santa Anawhich act as borrowers under the Project Faedit\greement, is restricted until January 1, 2014 b
the Project Facilities Agreement from transfer tgicompany loans and/or dividend payments to fter 8anuary 1, 2014, transfers from
these subsidiaries to us are permitted assumingrevin compliance with the provisions of the Projeacilities Agreement. As of
September 30, 2012 and December 31, 2011, ounkiogcsubsidiaries held $1.6 billion and $1.5 bifliof restricted net assets, respectively.
We do not believe these restrictions will prevesiind other non-borrowing subsidiaries from meetimgrespective liquidity needs.

Capital Expenditures and Working Capital Funding

On March 15, 2011, we entered into two contractlh 8HI for the construction of our fifth and sixtew advanced-capability, ultra-
deepwater drillships, theacific Khamsirand thePacific Sharay, which are expected to be delivered to us in Mayand the fourth quarter
of 2013, respectively. On March 16, 2012, we emtéméo an additional contract with SHI for the cyastion of thePacific Meltem, our
seventh advanced-capability, ultra-deepwater Hiplswhich is expected to be delivered to us ingbeond quarter of 2014. The construction
contract for théacific Meltemalso includes an option for an eighth newbuildlship on the same terms and conditions as thosthédtacific
Meltem. The option was originally valid until June 15,120and was subsequently extended through DecerBb@012 at no cost.

The SHI contracts for theacific Khamsin thePacific Sharavand thePacific Meltenprovide for an aggregate purchase price of
approximately $1.5 billion for the acquisition biese three vessels, payable in installments dtinegonstruction process, of which we have
made payments of $299 million through SeptembeB802. We anticipate making SHI installment payraerit
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approximately $75 million during the remainder 612, approximately $797 million in 2013 and appnoaiely $330 million in 2014. We
expect the project cost for our newest three vegsdbe approximately $630 million on average pmsel. The estimate of the project cost
average per vessel includes commissioning anahteatid other costs for thacific Khamsin thePacific Sharavand thePacific Meltem, but
excludes capitalized interest. As of Septembe8@2, we have paid $352.6 million of the projedts@nd intend to fund the remaining
balance of approximately $1.5 billion with existiogsh balances, operating cash flow generatioraddiional indebtedness, which is
uncommitted at this time.
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Sources and Uses of Cash

The following table provides an analysis of ourtciew from operating activities for the nine mostanded September 30, 2012 and
2011:

Nine Months Ended September 3C
2012 2011 Change
(in thousands)

Cash flow from operating activities:

Net income (loss $ 17,52 $ (14,45) $ 31,98
Interest income from Joint Ventu — (49%) 49t
Depreciation expens 91,23t 3,55¢ 87,67¢
Equity in earnings of Joint Ventu — (18,95%) 18,95¢
Amortization of deferred revent (69,219 (2,210 (67,009
Amortization of deferred mobilization cos 52,03 1,16t 50,86¢
Amortization of deferred financing cos 10,23¢ 27C 9,96¢
Deferred income taxe 2,451 (2,740 5,191
Sharebased compensation expel 3,88( 3,53 347
Changes in operating assets and liabilities 24,71( (18,31) 43,02!]

Net cash provided by (used in) operating activi $ 132,85( $ (48,6449  $181,49:

The net cash provided by operating activities duthe nine months ended September 30, 2012 primrasbulted from the start up of
drillship operations that contributed to the ne¢mging cash flow generated.

The following table provides an analysis of ourlciew from investing activities for the nine mostended September 30, 2012 and
2011:

Nine Months Ended September 3C
2012 2011 Change
(in thousands)

Cash flow from investing activities:

Capital expenditure $ (344,12) $ (1,113,73)  $769,60!
Decrease (increase) in restricted c 73,89( (122,42 196,31
Net cash used in investing activiti $ (270,23)) $ (1,236,16)  $965,92:

The decrease in cash used in investing activitiesapily resulted from lower amounts of progresgmants for our drillships under
construction and less spent in capital equipmegtages during the nine months ended Septembel03@, & compared to the nine months
ended September 30, 2011. The decrease in redtdatdh during the nine months ended Septembel03@, @imarily resulted from the
temporary SBLC facilities for theacific Boraand thePacific Sciroccaach being replaced by a Letters of Credit Fadility Guaranty
Agreement on April 19, 2012. As a result of seauitimese facilities, the Company was able to releageoximately $126 million of restricted
cash collateral to cash and cash equivalents.fidrease in restricted cash during the nine monttied September 30, 2011 resulted from the
funding of restricted cash collateral accounts meglunder the Project Facilities Agreement and perary Import Bond Facilities.
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The following table provides an analysis of ourtciews from financing activities for the nine mastended September 30, 2012 and
2011:

Nine Months Ended September 3(C
2012 2011 Change
(in thousands)

Cash flow from financing activities:

Proceeds from issuance of common shares — 575,48! (575,485
Proceeds from lor-term debi 300,00t 681,00( (381,000
Payments on lor-term debt (109,379 (25,000 (84,379
Deferred financing cos (7,009 (6,809 (200)
Proceeds from relat-party loan — 142,20! (142,209

Net cash provided by financing activiti $ 183,62. $ 1,366,88 $(1,183,26))

The decrease in cash provided by financing aatiwiirimarily results from no proceeds from issuafa@mmon shares during the nine
months ended September 30, 2012 compared to neggats of approximately $575.5 million from the &sce of 60,000,000 common shares
in a private offering to international and U.S.astors in April 2011. Additionally, cash provideg financing activities decreased by
approximately $381 million due to lower proceedsyrlong-term debt. During the nine months endedeéeper 30, 2012, borrowings
consisted of $300 million under the Senior UnsedBends. Proceeds from long-term debt for the nioaths ended September 30, 2011
resulted from borrowings under the Mistral Term hp&cirocco Term Loan and Santa Ana Term Loan.rguttie nine months ended
September 30, 2011, we also borrowed $142.2 millimtter a related-party loan agreement. On Marcl2@81, all outstanding related—party
loan principal and accrued interest, in the amofi$t142.8 million, was converted into equity of dnedecessor.

Letters of Credit

As of September 30, 2012, we were contingentlyldiaimder certain performance, bid and custom banddetters of credit totaling
$204.1 million primarily related to our Temporamport Bond Facilities.

Description of Indebtedness

Project Facilities AgreementThe Project Facilities Agreement includes a Bbeam Loan, a Mistral Term Loan, a Scirocco Termiboa
and a Santa Ana Term Loan. See Note 5 to the uralcibndensed consolidated financial statements.

8.25% Senior Unsecured Bondis February 2012, we completed a private placeéroe$f300 million in aggregate principal amount of
8.25% senior unsecured U.S. dollar denominated$dnd 2015 to eligible purchasers. The Senior UnsecBonds bear interest at 8.25% pel
annum, payable semiannually on February 23 and gt2iand mature on February 23, 2015. See Natatetunaudited condensed
consolidated financial statements.

Temporary Import Bond FacilitiesAs part of the standard Nigerian importation lieguents for equipment, we are required to either
import the vessel into Nigeria on a permanent basispay import duties or apply for a Tl permit gnd up a bond for the value of the import
duties instead. We have entered into Letter of iCFeatility and Guaranty Agreements that providedir support for the Tl Bonds issued in
favor of the Government of Nigeria Customs Serwgehe Pacific Bora and the Pacific Scirocc8ee Note 5 to the unaudited condensed
consolidated financial statements.

As of September 30, 2012, we were in complianch alitcovenants related to our Project Facilitiggeement, our Senior Unsecured
Bonds and our Temporary Import Bond Facilities.

Derivative Instruments and Hedging Activities

We may enter into derivative instruments from timéime to manage our exposure to fluctuationgiiarest rates and to meet our debt
covenant requirements. We do not enter into devigdatansactions for speculative purposes; howdgeigccounting purposes, certain
transactions may not meet the criteria for hedgewating. See Note 9 to the unaudited condensesbtidated financial statements.
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Contractual Obligations

As of September 30, 2012, there have been no rabtéidnges from the contractual obligations asipusly disclosed in Item 5,
“Operating and Financial Review and Prospects—@atiial Obligations” in our 2011 Annual Report, eptcas noted below:

Remaining
three months For the years ending December 3.
Contractual Obligation 2012 201:-2014 201£5-2016 Thereatter Total
(in thousands)
Long-term debi® $ 109,37¢ $ 437,50( $1,318,751 $ — $1,865,62!
Interest on lon-term debi® 26,43¢ 186,40: 49,13« — 261,97-
Purchase obligatior® 78,94¢ 87,64 — — 166,58t
Ultra-deepwater drillship© 75,06¢ 1,127,06 — — 1,202,12

Some of the figures included in these tables asedban estimates and assumptions about thesetaigjaincluding their duration and
other factors. The contractual obligations we wailtually pay in future periods may vary from thostected in the tables because the estimats
and assumptions are subjective.

(& Includes current maturities of long-term débtpreparing the scheduled maturities of our dektassume certain holders of debt under
the Project Facilities Agreement will exercise thagitions to accelerate the maturity date to Oat8ie 2015. See Note 5 to the unaud
condensed consolidated financial stateme

(b) Interest payments are based on our existingtauding borrowings. It is assumed there is nefiaancing of existing long-term debt and
there are no prepayments. Interest has been cadulaing the fixed interest rate swap rate of %88 the Bora Term Loan, 1.87% for
the Scirocco Term Loan, 1.60% for the Mistral Tdroan and 2.39% for the Santa Ana Term Loan plusstimated applicable margin
for each of the Term Loans of 3.5%. Interest onSkaior Unsecured Bonds is calculated at the fiaszl of 8.25%

(c) Purchase obligations are agreements to purasis and services that are enforceable and yagalling, that specify all significant
terms, including the quantities to be purchaseidemrrovisions and the approximate timing of tlasactions, which includes our
purchase orders for goods and services enteredhitih@ normal course of busine

(d) Amounts for ultr-deepwater drillships include amounts due undertcoction contracts

Critical Accounting Estimates and Policies

The preparation of unaudited condensed consolidatadcial statements in conformity with GAAP remgas management to make certair
estimates and assumptions. These estimates and@&ss impact the reported amounts of assetsiahilities, the disclosures of contingent
assets and liabilities at the balance sheet dat¢henamounts of revenues and expenses recognizieg) dhe reporting period. On an ongoing
basis, we evaluate our estimates and assumptiuaisding those related to allowance for doubtfudamts, financial instruments, depreciation
of property and equipment, impairment of long-liassets, income taxes, share-based compensatimoatingencies. We base our estimates
and assumptions on historical experience and dowspther factors we believe are reasonable uh@ecircumstances, the results of which
form the basis for making judgments about the d@agryalues of assets and liabilities that are ratlily apparent from other sources. Actual
results could differ from such estimates.

Our critical accounting estimates are importarth®portrayal of both our financial condition ardults of operations and require us to
make difficult, subjective or complex assumptiongstimates about matters that are uncertain. Wedaeport different amounts in our
consolidated financial statements, which could lagemal, if we used different assumptions or est#maWe have discussed the development
and selection of our critical accounting estimatél our Board of Directors and the Board of Digsthas reviewed the disclosure of our
critical accounting estimates. During the nine rhergénded September 30, 2012, we have not made aryiah changes in accounting
methodology.

For a discussion of the critical accounting pobciad estimates that we use in the preparationrafimaudited condensed consolidated
financial statements, see Item 5, “Operating amafdial Review and Prospects—Critical Accountingristes and Policies” in our 2011
Annual Report. During the nine months ended Sepéerd0, 2012, there have been no material changég jadgments, assumptions and
estimates, upon which our critical accounting eates are based. Significant accounting policiesracently issued accounting standards are
discussed in Note 2 to our unaudited condensecdtidated financial statements in this quarterlyarmn Form 6-K and in Note 2 to our
consolidated financial statements included in dir’2Annual Report.
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FORWARD-LOOKING STATEMENTS

Certain statements and information in this QuartBeport on Form 6-K may constitute “forward-loogistatements” within the meaning

of the Private Securities Litigation Reform Acti&#95. The words “believe,” “expect,” “anticipatéglan,” “intend,” “foresee,” “should,”
“WOuld,” “

could” or other similar expressions argeénded to identify forward-looking statements, ethare generally not historical in nature.
These forward-looking statements are based onwuernt expectations and beliefs concerning futenetbpments and their potential effect or
us. While management believes that these forwankiig statements are reasonable as and when nhade dan be no assurance that future
developments affecting us will be those that wécgrate. All comments concerning our expectatiarsfiiture revenues and operating results
are based on our forecasts for our existing opmratand do not include the potential impact of faryre acquisitions. Our forward-looking
statements involve significant risks and uncertasfsome of which are beyond our control) andragsions that could cause actual results to
differ materially from our historical experiencedaour present expectations or projections. Thesse include the risks that are identified in the
“Risk Factors” section of our 2011 Annual Reportdalso include, among others, risks associatdd tvé following:

. our limited operating history

. our limited number of assets and small number efaraers

. our ability to secure a drilling contract for tPacific Khamsirand thePacific Melten;
. downtime of our drillships

. our substantial level of indebtedne

. our need for cash to meet our debt service obtigat

. competition within our industry

. oversupply of rigs comparable to ours or highecHjpation rigs;

. reduced expenditures by oil and natural gas exjidorand production companie

. restrictions on offshore drilling, including the pract of theDeepwater Horizolincident on offshore drilling
. strikes and work stoppage

. corruption, militant activities, political instaliif, ethnic unrest and regionalism in Nigeria atioeo countries where we may
operate

. completion of our drillships under constructit

. delays and cost overruns in construction proje

. our ability to incur additional indebtedness anchptiance with restrictions and covenants in ournt dgjsreements
. our levels of operating and maintenance cc

. availability of skilled workers and the related dalzosts;

. compliance with governmental, tax, environmental aafety regulatior

. any nor-compliance with the Foreign Corrupt Practices Aug, United Kingdor's Anti-Bribery Act or any other ar-bribery laws;
. general economic conditions and conditions in tharad natural gas industr

. effects of new products and new technology in adustry;

. termination of our customer contrac

. our dependence on key personi

. operating hazards in the oilfield services indus

. adequacy of insurance coverage in the event ofesttaphic eveni

. our ability to obtain indemnity from custome

. the volatility of the price of our common shar

. our incorporation under the laws of Luxembourg threlimited rights to relief that may be availabempared to other countries,
including the United State

. potential conflicts of interest between our codingl shareholder and our public shareholders;
. changes in tax laws, treaties or regulatic
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For additional information regarding known matefedtors that could cause our actual results fedifom our projected results, please
see Item 3, “Risk Factors” in our annual repogdibn Form 20-F for the year ended December 311.201

Readers are cautioned not to place undue reliaméerevard-looking statements, which speak only fathe date hereof. We undertake no
obligation to publicly update or revise any forwdodking statements after the date they are matettver as a result of new information,
future events or otherwise.
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Item 3 — Quantitative and Qualitative Disclosure alout Market Risk

We are exposed to certain market risks arising filoeenuse of financial instruments in the ordinasyrse of business. These risks arise
primarily as a result of potential changes in thie fnarket value of financial instruments that wbrdsult from adverse fluctuations in interest
rates and foreign currency exchange rates as disduxlow. We have entered, and in the future msgrgnto derivative financial instrument
transactions to manage or reduce market risk, leui@not enter into derivative financial instrum#ansactions for speculative or trading
purposes.

Interest Rate Risk . We are exposed to changes in interest ratesghrour variable rate long-term debt. We use intaeds swaps to
manage our exposure to interest rate risks. Irttegitss swaps are used to convert floating rate deligations to a fixed rate in order to achieve
an overall desired position of fixed and floatirdger debt. See Note 7 and Note 8 to the unauditedersed consolidated financial statements.
As of September 30, 2012, our net exposure toiflganterest rate fluctuations on our outstandiegtdvas $82.6 million based on our total
interest bearing debt of $1,565.6 million less$iet83.0 million notional principal of our floatirig fixed interest rate swaps. A 1% increas
decrease to the overall variable interest rateggthto us would thus increase or decrease ouesttexpense by approximately $0.8 million or
an annual basis as of September 30, 2012.

Foreign Currency Exchange Rate Risk . We are exposed to foreign exchange risk assaicveith our international operations. For a
discussion of our foreign exchange risk, see Itén'Quantitative and Qualitative Disclosures AbMarket Risk” in our 2011 Annual Report.
There have been no material changes to these padyieported matters during the nine months ei@gatember 30, 2012.
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PART Il — OTHER INFORMATION
Item 1 — Legal Proceedings

It is to be expected that we and our subsidiaridlde routinely involved in litigation and disparising in the ordinary course of our
business. We do not believe that ultimate liahilityany, resulting from any such pending litigatioill have a material adverse effect on our
financial condition or results of operations. Agloé date hereof, we are not involved in any sedallproceedings.

Item 1A — Risk Factors

In addition to the other information set forth mstreport, you should carefully consider the festtors previously disclosed under Iten
“Risk Factors” in our annual report filed on Fori®-R for the year ended December 31, 2011, whicldomaterially affect our business,
financial condition or future results. Additioné&ks and uncertainties not currently known to uthat we currently deem to be immaterial alsc
may materially adversely affect our business, fai@condition or future results.

Item 2 — Unregistered Sales of Equity Securities ahUse of Proceeds
None.

Item 3 — Defaults Upon Senior Securities
None.

Item 4 — Removed and Reserved
None.

Item 5 — Other Information
None.

Iltem 6 — Exhibits
None.
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly caussdréport to be signed on its behalf
the undersigned, thereunto duly authorized.

Pacific Drilling S.A.
(Registrant

Dated: November 8, 201 By /s/ Kinga E. Doris
Kinga E. Doris
Vice President, General Counsel and Secr
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