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As used in this quarterly report on Form 6-K (tiaiarterly Report”), unless the context otherwiegquires, references to
“Pacific Drilling,” the “Company,” “we,” “us,” “ouf and words of similar import refer to Pacific Diflg S.A. and its subsidiaries. Unless
otherwise indicated, all references to “U.S. $” &btlin this report are to, and amounts are repnese in, United States dollars.

The information and the unaudited condensed cateteld financial statements in this Quarterly Repbauld be read in
conjunction with our Annual Report on Form 20-F floe year ended December 31, 2013 (our “2013 AnRegbrt”) filed with the Securities
and Exchange Commission (“SEC”) on March 4, 2014.Mépare our unaudited condensed consolidatedcialsstatements in accordance
with generally accepted accounting principles mthmited States of America (“GAAP”).
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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 per share information) (uitedg

Three Months Ended
September 30,

Nine Months Ended Septembe
30,

2014 2013 2014 2013
Revenues
Contract drilling $ 279,63 $ 193,24( $ 766,05 $ 545,02
Costs and expenses
Contract drilling (116,85() (82,719 (335,78() (246,64)
General and administrative expenses (16,467 (13,080 (42,777 (35,65¢)
Depreciation expense (50,187 (36,64¢) (142,790 (109,75)
(183,509 (132,444 (521,349 (392,05)
Operating income 96,13: 60,79¢ 244,71 152,97
Other expense
Costs on interest rate swap termination — — — (38,189
Interest expense (35,62¢) (23,79 (90,25¢) (68,257
Total interest expense (35,62¢) (23,79) (90,25  (106,44)
Costs on extinguishment of debt — — — (28,429
Other expense (870 (842 (3,270 (94€)
Income before income taxes 59,63’ 36,15¢ 151,18t 17,16:
Income tax expense (11,53¢) (5,829 (30,97Y) (17,350
Net income (loss) $ 48,10 $ 30,327 $ 120,21 $ (18¢)
Earnings (loss) per common share, basic (Note 9) $ 0.2z $ 014 $ 05t $ —
Weighted-average number of common shares, basic () 217,34« 216,96¢ 217,25: 216,94«
Earnings (loss) per common share, diluted (Note 9) $ 02z $ 014 $ 05t $ —
Weighted-average number of common shares, dilutedNpte 9) 217,54° 217,15 217,45! 216,94«

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

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

Three Months Ended September

30, Nine Months Ended September 3(
2014 2013 2014 2013
Net income (loss) $ 48,100 $ 30,327 $ 120,21 % (18¢)
Other comprehensive income (loss):
Unrecognized gain (loss) on derivative instruments 3,42 (7,589 (12,687 (479
Reclassification adjustment for loss on derivatharuments realized in
net income (Note 6) 2,67¢ 1,18t 5,047 46,53¢
Total other comprehensive income (loss) 6,10(C (6,39¢) (7,639 46,05¢
Total comprehensive income $ 5420 $ 2392¢ $ 112,57¢ $  45,86¢

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) (unaudited)

See accompanying notes to unaudited condensedlidasd financial statements.

September 30,
2014 December 31, 2013
Assets:
Cash and cash equivalents 132,35¢ $ 204,12:
Accounts receivable 184,29: 206,07¢
Materials and supplies 92,09¢ 65,70¢
Deferred financing costs, current 13,87: 14,857
Deferred costs, current 31,68t¢ 48,20:
Prepaid expenses and other current assets 25,06( 13,88¢
Total current assets 479,36t 552,85¢
Property and equipment, net 5,105,91. 4,512,15.
Deferred financing costs 43,63¢ 53,30(
Other assets 48,60¢ 45,72¢
Total assets 5,677,520 $ 5,164,04
Liabilities and shareholders’ equity:
Accounts payable 41,33, $ 54,23t
Accrued expenses 50,39¢ 66,02¢
Long-term debt, current 349,16° 7,50C
Accrued interest 37,73: 21,98¢
Derivative liabilities, current 9,04: 4,98¢
Deferred revenue, current 90,12: 96,65¢
Total current liabilities 577,79 251,38
Long-term debt, net of current maturities 2,436,96! 2,423,33
Deferred revenue 128,35! 88,46¢
Other long-term liabilities 14,197 927
Total long-term liabilities 2,579,51 2,512,72!
Commitments and contingencies
Shareholders’ equity:
Common shares, $0.01 par value per share, 5,008/@0@s authorized, 232,770 and 224,100 sh
issued and 217,391 and 217,035 shares outstanglimigSeptember 30, 2014 and December 31
2013, respectively 2,17¢ 2,17(
Additional paid-in capital 2,366,56! 2,358,85!
Accumulated other comprehensive loss (16,19 (8,557)
Retained earnings 167,66t 47,45
Total shareholders’ equity 2,520,20! 2,399,92.
Total liabilities and shareholders’ equity 5,677,520 $ 5,164,04
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

Condensed Consolidated Statements of Shareholdguity
(in thousands) (unaudited)

Accumulated

Common Shares Additional Other Total
Treasury Paid-In Comprehensive Retained Shareholders'
Shares Amount Shares Capital Loss Earnings Equity
Balance at December 31, 2013 217,03} $ 2,17( 7,06t $ 2,358,85 $ (8,557 $ 47,45: $ 2,399,92.
Shares issued under share-
based compensation plan 35¢€ 4 (35€) 17C — — 174
Issuance of common shares to
treasury — — 8,67( — — — —
Share-based compensation — — — 7,532 — — 7,53:
Other comprehensive loss — — — — (7,639 — (7,639
Net income — — — — — 120,21 120,21:
Balance at September 30, 2014 217,39. $ 2,27« 1537¢ $ 2,366,56/ $ (16,19) $ 167,66t $ 2,520,20

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

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

Cash flow from operating activities:
Net income (loss)
Adjustments to reconcile net income to net caskigeal by operating activities:
Depreciation expense
Amortization of deferred revenue
Amortization of deferred costs
Amortization of deferred financing costs
Amortization of debt discount
Write-off of unamortized deferred financing costs
Costs on interest rate swap termination
Deferred income taxes
Share-based compensation expense
Changes in operating assets and liabilities:
Accounts receivable
Materials and supplies
Prepaid expenses and other assets
Accounts payable and accrued expenses
Deferred revenue
Net cash provided by operating activities
Cash flow from investing activities:
Capital expenditures
Decrease in restricted cash
Net cash used in investing activities
Cash flow from financing activities:
Proceeds from shares issued under share-based nsetipa plan
Proceeds from long-term debt
Payments on long-term debt
Payment for costs on interest rate swap termination
Payments for financing costs
Net cash provided by (used in) financing activities
Decrease in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

See accompanying notes to unaudited condensedlidatsd financial statements.

Nine Months Ended September 3l

2014 2013
$ 12021 $ (18¢)
142,79( 109,75:
(83,32 (52,336
39,64: 29,14’
7,46¢ 8,31¢
582 257
— 27,64
— 38,18«
3,38( (2,505)
7,53z 6,96¢
21,78 21,04’
(26,38)) (9,755)
(40,370) (11,897
21,82¢ 1,66¢
108,73 27,28
323,87 193,58
(749,68) (772,249
— 172,18
(749,68() (600,06

174 —

360,000  1,497,25
(5,625  (1,458,12)
— (41,999
(500) (62,682
354,04 (65,557)
(71,769  (472,03)
204,12 605,92
$ 132,35¢ $ 133,88




Table of Contents

PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statengemaudited)

Note 1 — Nature of Business

Pacific Drilling S.A. and its subsidiaries (“PacifDrilling,” the “Company,” “we,” “us” or “our”) isan international offshore drilling
contractor committed to becoming the preferred jgievof offshore drilling services to the oil andtaral gas industry through the use of
high-specification floating rigs. Our primary busgs is to contract our higpecification rigs, related equipment and work a:gpvimarily or
a dayrate basis, to drill wells for our clients. @fsSeptember 30, 2014 , we were operating sixstliifls under client contract and had two
drillships under construction at Samsung Heavy s$triles (“SHI").

Note 2 — Significant Accounting Policies

Basis of Presentation— Our accompanying unaudited condensed consolidetadcial statements have been prepared in aceoeda
with generally accepted accounting principles & thited States of America (“GAAP”) for interim &ncial information and Article 10 of
Regulation S-X of the Securities and Exchange Casimin. Pursuant to such rules and regulationse tfiesncial statements do not include
all disclosures required by GAAP for complete fioiah statements. The unaudited condensed consatidetancial statements reflect all
adjustments that are, in the opinion of managenmaaessary for a fair presentation of financialtpms results of operations and cash flows
for the presented interim periods. Such adjustmar@sonsidered to be of a normal recurring nataftess otherwise identified. Operating
results for the three and nine months ended SeptieBtl) 2014 are not necessarily indicative of #selts that may be expected for the year
ending December 31, 2014 or for any future pefida: accompanying unaudited condensed consolidatadcdial statements and notes
should be read in conjunction with the audited otidated financial statements and notes of the Gomyor the year ended December 31,
2013.

Principles of Consolidation— The unaudited condensed consolidated financiadstamts include the accounts of Pacific Drilling £
and consolidated subsidiaries that we control bgership of substantially all voting interest. Werghate all intercompany transactions and
balances in consolidation.

We currently are party to a Nigerian joint ventupacific International Drilling West Africa Limite@iPIDWAL”), 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 nomizolling interests. In addition to the joint varg agreement, we are a party to marketing
and logistic services agreements with Derotechaamdffiliated company of Derotech. During the tha@el nine months ended September 30,
2014 , we incurred fees of $4.8 million and $11i8iom , respectively, under the marketing and kiigi services agreements. During the three
and nine months ended September 30, 2013 , wer@tttees of $2.7 million and $7.1 million , respeely, under the marketing and logistic
services agreements.

Recently Issued Accounting Standards

Revenue Recognition— On May 28, 2014, the Financial Accounting Staddd@oard (“FASB”) issued ASU No. 2014-(Revenue
from Contracts with Customers, which requires an entity to recognize the amadimevenue to which it expects to be entitled for transfer
of promised goods or services to customers. The willWeplace most existing revenue recognitiondguice in U.S. GAAP when it becomes
effective. The new standard will become effectioeds on January 1, 2017. Early application ispestitted. The standard permits the us
either the retrospective or cumulative effect tithmis method. We are evaluating the effect that AZ114-09 will have on our consolidated
financial statements and related disclosures. We hat yet selected a transition method, nor hawel@termined the effect of the standarc
our ongoing financial reporting.




Table of Contents
PACIFIC DRILLING S.A. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statenfeimaudited) - Continued

Note 3 — Property and Equipment

Property and equipment consists of the followingfas

September 30,
2014 December 31, 2013
(in thousands)
Drillships and related equipment $ 480824 $ 4,020,79
Assets under construction 716,72( 769,13:
Other property and equipment 10,35 10,26(
Property and equipment, cost 5,535,32 4,800,18
Accumulated depreciation (429,409 (288,029
Property and equipment, net $ 510591 $ 4,512,15

On March 16, 2012 and January 25, 2013, we entateaontracts with SHI for the construction of facific Meltem and thePacific
Zonda , respectively. The contracts for tRacific Meltem and thePacific Zonda provide for an aggregate purchase price of apprataém $1.(
billion, payable in installments during the constion process, of which we have made payments mfosgmately $358.7 million through
September 30, 2014. With respect to these two wedtetl vessels, we anticipate making installmegtpnts of approximately $329.8
million during the remainder of 2014 and approxiehat336.4 million in 2015.

During the three and nine months ended Septemh&03@ , we capitalized interest costs of $13.6ioniland $51.0 million ,
respectively, on assets under construction. Dufieghree and nine months ended September 30,,204 8apitalized interest costs of $20.2
million and $59.3 million , respectively, on asseteler construction.

Note 4 — Debt

A summary of debt follows:

September 30,
2014 December 31, 2013

(in thousands)

Due within one year:

2015 Senior Unsecured Bonds $ 300,000 $ —
Senior Secured Credit Facility 41,66 —
2018 Senior Secured Term Loan B 7,50( 7,50C
Total current debt 349,16° 7,50(

Long-term debt:
2015 Senior Unsecured Bonds $ — 3 300,00t
2017 Senior Secured Notes 498,24t 497,89:
Senior Secured Credit Facility 458,33: 140,00(
2018 Senior Secured Term Loan B 730,39( 735,44!
2020 Senior Secured Notes 750,00( 750,00(
Total long-term debt 2,436,96! 2,423,33
Total debt $ 2,786,130 $ 2,430,83

2015 Senior Unsecured Bonds

In February 2012, we completed a private placerae$i800.0 million in aggregate principal amounB8d25% senior unsecured U.S.
dollar denominated bonds due 2015 (the “2015 Sdnnsecured Bonds”). The bonds bear interest a®8.2&r annum, payable semiannually
on February 23 and August 23, and mature on Fepa8r2015.

As of September 30, 2014 , we were in compliandhk ali 2015 Senior Unsecured Bonds covenants.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statenfeimaudited) - Continued

2017 Senior Secured Notes

In November 2012, Pacific Drilling V Limited (“PDV; an indirect, wholly-owned subsidiary of the Canpg, and the Company, as
guarantor, completed a private placement of $560l@n in aggregate principal amount of 7.25% serdecured notes due 2017 (the “2017
Senior Secured Notes”). The 2017 Senior SecuredsNeére sold at 99.483% of par. The 2017 Senianr8dd\otes bear interest at
7.25% per annum, payable semiannually on June Dandmber 1, commencing on June 1, 2013, and matubBecember 1, 2017.

The 2017 Senior Secured Notes are secured byt-gfficsity security interest (subject to certairceptions) in théacific Khamsin ,
and substantially all of the other assets of PD¥luding an assignment of earnings and insurameepds related to thacific Khamsin .

As of September 30, 2014 , we were in compliangk all 2017 Senior Secured Notes covenants.

Senior Secured Credit Facility Agreement

On February 19, 2013, Pacific Sharav S.a r.l. awifie Drilling VII Limited (collectively, the “SSE Borrowers”) and the Company,
as guarantor, entered into a senior secured deaiity agreement, as amended and restated (tBEFD), to finance the construction,
operation and other costs associated witHPgmfic Sharav and thePacific Meltem (the “SSCF Vessels”). The SSCF consists of twoqipad
tranches: (i) a Commercial Tranche of $500.0 miljwovided by a syndicate of commercial banks @hd Garanti — Instituttet for
Eksportkreditt (“GIEK”) Tranche of $500.0 milliorugranteed by GIEK, comprised of two sub-tranchesail Eksportkreditt Norge AS
(“EKN”") sub-tranche of $250.0 million and (y) a basub-tranche of $250.0 million.

Prior to delivery of each SSCF Vessel, the SSQffimarily secured on a first priority basis by Beon the construction contracts and
refund guarantees for the SSCF Vessels and a ptddbe equity of each of the SSCF Borrowers. Ugelivery of each SSCF Vessel, the
SSCF will be primarily secured on a first prioriigsis by liens on such vessel, and by an assignofiearnings and insurance proceeds
relating thereto.

Borrowings under the Commercial Tranche bear isteaeLIBOR plus a margin of 3.5%. Borrowings untteyr EKN sub-tranche bear
interest, at the Company’s option, at (i) LIBORgmimargin of 1.25% (which margin may be reset @y BIL, 2019) or (ii) at a Commercial
Interest Reference Rate of 2.37%. Borrowings utttdebank sub-tranche bear interest at LIBOR plomggin of 1.25%. Borrowings under
both sub-tranches will also be subject to a guamfee of 2% per annum. Undrawn commitments uldeSECF bear a fee equal to (i) in the
case of the Commercial Tranche, 40% of the maigirsdich tranche and (ii) in the case of the GIEKrEhe, 40% of the applicable margin
for such tranche. In addition, the GIEK Trancherbeacommitment fee equal to 40% of the guarameelhterest is payable quarterly.

The Commercial Tranche will mature on May 31, 2Q1®ans made with respect to each vessel under & Granche mature twelve
years following the delivery of the applicable vws3he GIEK Tranche contains a put option exebides# the Commercial Tranche is r
refinanced or renewed on or before February 28921he GIEK Tranche put option is exercised,lre&SCF Borrower must prepay, in full,
the portion of all outstanding loans that relatéh® GIEK Tranche, on or before May 31, 2019, withany premium, penalty or fees of any
kind. Amortization payments under the SSCF areutaled on a 12 year repayment schedule and mustlde every six months following
the delivery of the relevant vessel.

As of September 30, 2014 , we were in compliangk all SSCF covenants.

Project Facilities Agreement Refinancing Transactias

On September 9, 2010, certain of our subsidiarnésred into a project facilities agreement to ficeathe costs associated with the
Pacific Bora, thePacific Mistral , thePacific Scirocco and thePacific Santa Ana (the “PFA”).

On June 3, 2013, we completed three related btihciginancing transactions totaling $2.0 billioFhe transactions included (i) a
$750.0 million private placement of 5.375% senixrwed notes due 2020 (the “2020 Senior SecureesNo(ii) a $750.0 million senior
secured institutional term loan with a 2018 mayufibe “Senior Secured Term Loan B”) and (iii) 20$3 million senior secured revolving
credit facility maturing in 2018, as amended (tB813 Revolving Credit Facility”). A portion of theet proceeds from the 2020 Senior
Secured Notes and the Senior Secured Term Loarr@&uwsed to fully repay the outstanding borrowingdar the PFA, after which the PFA
was terminated and all related collateral relegdesl“PFA Refinancing”).

10
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statenfeimaudited) - Continued

2020 Senior Secured Notes

The 2020 Senior Secured Notes were sold at par208@ Senior Secured Notes bear interest at 5.3#%nnum, payable
semiannually on June 1 and December 1, and matudare 1, 2020.

The 2020 Senior Secured Notes are guaranteed hysehsidiary of the Company that owns Baeific Bora, thePacific Mistral , the
Pacific Scirocco or thePacific Santa Ana (the “Shared Collateral Vessels”), each subsidiaay owns equity in a Shared Collateral Vessel-
owning subsidiary, certain other subsidiaries #ratparties to charters in respect of the Shardldt€@l Vessels and in the future will be
guaranteed by certain other future subsidiaries. itlenture for the 2020 Senior Secured Notes alfowthe issuance of up to $100.0 mill
of additional notes provided no default is conthguand the Company is otherwise in compliance walitapplicable covenants.

The 2020 Senior Secured Notes are secured, onuah &ud ratable, first priority basis, with theightions under the Senior Secured
Term Loan B, the 2013 Revolving Credit Facility azattain future obligations (together with the 2@hior Secured Notes, the “Pari Passu
Obligations”), subject to payment priorities in ¢aof lenders under the 2013 Revolving Credit Fgaiursuant to the terms of an
intercreditor agreement (the “Intercreditor Agreatiie by liens on the Shared Collateral Vesselslealge of the equity of the entities that
own the Shared Collateral Vessels, assignmentarafregs and insurance proceeds with respect tShiaeed Collateral Vessels, and certain
other assets of the subsidiary guarantors (colielgti the “Shared Collateral”).

As of September 30, 2014 , we were in compliangk all 2020 Senior Secured Notes covenants.

2018 Senior Secured Institutional Term LoanTerm Loan B

The Senior Secured Term Loan B was issued at 96584 face value and bears interest, at the Cowipaection, at either
(1) LIBOR, which will not be less than a floor dfdlplus a margin of 3.5% per annum, or (2) a rat@tefest per annum equal to the highest
of (i) the prime rate for such day, (ii) the sumtloé federal funds rate plus 0.5% and (iii) 1% gr@mum above the one-month LIBOR, in each
case plus a margin of 2.5% per annum. Interesayslple quarterly. The Senior Secured Term LoangBires quarterly amortization
payments of $1.9 million and matures on June 38201

The Senior Secured Term Loan B has an accordidgargethat would permit additional loans to be egthso long as the Company’s
total outstanding obligations in connection witk Benior Secured Term Loan B and the 2020 Senimur&é Notes do not exceed $1.7
billion.

The Senior Secured Term Loan B is secured by tlaeeShCollateral and subject to the terms and piawssof the Intercreditor
Agreement.

As of September 30, 2014 , we were in compliangk all Senior Secured Term Loan B covenants.

2013 Revolving Credit Facility

Borrowings under the 2013 Revolving Credit Faciligar interest, at the Company’s option, at ei(het IBOR plus a margin ranging
from 2.5% to 3.25% based on the Compargverage ratio, or (2) a rate of interest peuamequal to the highest of (i) the prime rate faoch
day, (ii) the sum of the federal funds rate plis¥®and (iii) 1% per annum above the one-month LIB@Rach case plus a margin ranging
from 1.5% to 2.25% based on the Company’s leverati@. Undrawn commitments accrue a fee ranginmf@o7% to 1% per annum based
on the Company’s leverage ratio. Interest is payghhrterly.

The 2013 Revolving Credit Facility, as amendednpesrloans to be extended up to a maximum subbf®300.0 million and permits
letters of credit to be issued up to a maximumisibbf $300.0 million, subject to a $500.0 milli@verall facility limit. Outstanding but
undrawn letters of credit accrue a fee at a rabaltg the margin on LIBOR loans minus 1%. The 2B&¥olving Credit Facility has a
maturity date of June 3, 2018.

The 2013 Revolving Credit Facility is secured by 8hared Collateral and subject to the provisidriseintercreditor Agreement.
As of September 30, 2014 , no amounts were outstgnohder the 2013 Revolving Credit Facility anghagpximately $192.6 million of
letters of credit were issued under the 2013 ReénglCredit Facility as credit support for temporanport bonds issued in favor of the

Government of Nigeria Customs Service.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statenfeimaudited) - Continued

As of September 30, 2014 , we were in compliandk all 2013 Revolving Credit Facility covenants.

Note 5 — Share-Based Compensation

On March 4, 2014, the Board approved an amendmahetCompany’s 2011 Omnibus Stock Incentive Plaa (2011 Plan”)
increasing the number of common shares reservedaildble for issuance from 7.2 million to 15.9lion.

Stock Options

During the nine months ended September 30, 20ie fair value of the options granted was calculatgdg the following weighted

average assumptions:

2014
Stock Options
Expected volatility 46.2%
Expected term (in years) 6.25
Expected dividends —
Risk-free interest rate 1.8%
A summary of option activity under the 2011 Plarohand for the nine months ended September 303} &04s follows:
Weighted-Average Aggregate
Number of Shares Weighted-Average Remaining Intrinsic
Under Option Exercise Price Contractual Term Value
(in thousands) (per share) (in years) (in thousands)
Outstanding — January 1, 2014 524¢ % 9.91
Granted 49¢ 10.81
Exercised (84) 10.01
Cancelled or forfeited (629 9.8¢
Outstanding — September 30, 2014 502¢ $ 10.0C 7.€ —
Exercisable — September 30, 2014 2,90 $ 9.97 6.3 —

The weighted-average grant-date fair value of otigranted during the nine months ended Septenth@034 was $5.10 . As of
September 30, 2014 , total compensation costerktatnonvested option awards not yet recognized &€.3 million and are expected to be

recognized over a weighted average period of 2aBsye

Restricted Stock Units

A summary of restricted stock units activity untes 2011 Plan as of and for the nine months endpteSber 30, 2014 is as follows:

Number of Weighted-Average
Restricted Grant-Date Fair
Stock Units Value

(in thousands)

(per share)

Nonvested — January 1, 2014 1,02t $ 9.9:
Granted 1,06¢ 10.5¢
Vested (359) 9.9(C
Cancelled or forfeited (79 10.0¢

Nonvested —September 30, 2014 1,661 ¢ 10.3¢

12
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Notes to Condensed Consolidated Financial Statenfeimaudited) - Continued

As of September 30, 2014 , total compensation eefdted to nonvested restricted stock units nbtgeognized were $11.5 million
and are expected to be recognized over a weightdge period of 2.6 years.

Note 6 — Derivatives

We are currently exposed to market risk from changeénterest rates. From time to time, we may reinte a variety of derivative
financial instruments in connection with the mamagat of our exposure to fluctuations in interegtsaWe do not enter into derivative
transactions for speculative purposes; howeverdoounting purposes, certain transactions mayneet the criteria for hedge accounting.

On May 30, 2013, we entered into an interest natgpsas a cash flow hedge against future fluctuatiol.IBOR with an effective date
of June 3, 2013. The interest rate swap has amati@lue of $712.5 million, does not amortize amatures on December 3, 2017. On a
guarterly basis, we pay a fixed rate of 1.56% auive the maximum of 1% or three-month LIBOR.

On June 10, 2013, we entered into an interesswdp as a cash flow hedge against future fluctoatio LIBOR with an effective date
of July 1, 2014. The interest rate swap has a natigalue of $400.0 million, does not amortize amatures on July 1, 2018. On a quarterly
basis, we pay a fixed rate of 1.66% and receiveetimonth LIBOR.

The table below provides data about the fair vabfeterivatives that are designated as hedge im&ints as of September 30, 2@t
December 31, 2013 :

September 30,
Derivatives Designated as Hedaing Instruments Balance Sheet Location 2014 December 31, 2013
(in thousands)
Long-term—Interest rate swaps Other assets $ 9,91 $ 9,72¢
Short-term—Interest rate swaps Derivative liabilities, current (9,049 (4,989
Total $ 87C $ 4,74z

The Company has elected not to offset the fairevaliuderivatives subject to master netting agree¢spémnit to report them gross on its
condensed consolidated balance sheets.

The following table summarizes the cash flow heglgias and losses for the three months ended Septe86b2014 and 2013 :

Amount recognized

Amount of loss in income (ineffective
reclassified from portion and amount
Amount of gain (loss) accumulated OCI excluded from
recognized in equity for into income for the effectiveness testing)
the three months ended three months ended for the three months
Derivatives in cash flow hedging relationships September 30, September 30, ended September 30,
2014 2013 2014 2013 2014 2013

(in thousands)

Interest rate swaps $ 6,10C $ (6,399 $ 2,67¢ $ 1,18t % — 3 —
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The following table summarizes the cash flow heglgias and losses for the nine months ended Septe86b2014 and 2013 :

Amount recognized

Amount of loss in income (ineffective

reclassified from portion and amount

Amount of gain (loss) accumulated OCI excluded from

recognized in equity for into income for the effectiveness testing)

the nine months ended nine months ended for the nine months
Derivatives in cash flow hedging relationships September 30, September 30, ended September 30,
2014 2013 2014 2013 2014 2013

(in thousands)
Interest rate swaps $ (7,639 $  46,05¢ $ 5047 $ 46,53* $ — $ —

As of September 30, 2014 , the estimated amounéblosses associated with derivative instruméraswould be reclassified from
accumulated comprehensive loss to earnings dunmgéxt twelve months is $9.8 million . During theee and nine months ended
September 30, 2014 , we reclassified losses of ®2l®dn and $4.5 million to interest expense a@d2million and $0.6 million to
depreciation from accumulated other comprehensiveme, respectively. During the three and nine morhded September 30, 2013 , we

reclassified losses of $1.0 million and $46.0 miilio interest expense and $0.2 million and $016amito depreciation from accumulated
other comprehensive income, respectively.
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Note 7 — Fair Value Measurements

We estimated fair value by using appropriate vadmaiethodologies and information available to nggemaent as of September 30,
2014 and December 31, 2013 . Considerable judgimeatiuired in developing these estimates, andrdowly, estimated values may differ
from actual results.

The estimated fair value of accounts receivablep@aets payable and accrued expenses approxima&iesainrying value due to their
short-term nature. The estimated fair value of ®BCF debt approximates carrying value becausedttigle rates approximate current
market rates. The following table presents theyaagrvalue and estimated fair value of our otheéigkterm debt instruments:

September 30, 2014 December 31, 2013
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value
(in thousands)

2015 Senior Unsecured Bonds $ 300,000 $ 303,000 $ 300,000 $ 313,50(
2017 Senior Secured Bonds 498,24¢ 506,25( 497,89:. 540,00(
2020 Senior Secured Notes 750,00( 680,62! 750,00( 756,56:
2018 Senior Secured Term Loan B 737,89( 720,22! 742,94! 758,91(

We estimate the fair values of our variable-ratg faxed-rate debt using quoted market prices tcetktent available and significant
other observable inputs, which represent Leveira/&ue measurements.

The following table presents the carrying value astimated fair value of our financial instrumergsognized at fair value on a
recurring basis:

September 30, 2014

Fair Value Measurements Using

Carrying
Value Level 1 Level 2 Level 3
(in thousands)
Assets:
Interest rate swaps $ 9,91 — $ 9,91t —
Liabilities:
Interest rate swaps $ (9,049 — $ (9,049 —
December 31, 2013
Fair Value Measurements Using
Carrying
Value Level 1 Level 2 Level 3
(in thousands)
Assets:
Interest rate swaps $ 9,72¢ — $ 9,72¢ —
Liabilities:
Interest rate swaps $ (4,989 — $ (4989 —

We use an income approach to value assets anlitigshior outstanding interest rate swaps. Thesgracts are valued using a
discounted cash flow model that calculates thegmtegalue of future cash flows under the termsefdontracts using market information as
of the reporting date, such as prevailing interats. The determination of the fair values abogeriporated various factors, including the
impact of the counterparty’s non-performance risthwespect to the Company’s financial assets badompany’s non-performance risk
with respect to the Company’s financial liabilities

Refer to Note 6 for further discussion of the Comps use of derivative instruments and their failues.
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Note 8 — Commitments and Contingencies

Commitments — As of September 30, 2014 , Pacific Drilling hadmaterial commitments other than commitments edl&ab high-
specification drillship construction purchase cotments discussed in Note 3.

Our liquidity fluctuates depending on a numberaxtbrs, including, among others, our revenue efficy and the timing of collecting
accounts receivable as well as amounts paid faratipg costs. We believe that our cash on handcast flows generated from operating
activities and existing credit facilities will prie sufficient liquidity over the next twelve mostto fund our working capital needs,
amortization payments on our lotgrm debt, repayment of the 2015 Senior UnsecumaiBdue February 23, 2015, capital expenditure:
any cash distributions to shareholders up to tfe2Elmillion previously approved by shareholders.

Letters of Credit —As of September 30, 2014 , we were contingendlglé under certain performance, bid and custom $and
letters of credit totaling approximately $277.9lrail issued as security in the normal course oftusiness.

Contingencies— It is to be expected that we and our subsidiaxiide routinely involved in litigation and dispes arising in the
ordinary course of our business. On April 16, 20lrdnsocean filed a complaint against us in theddn$tates District Court for the South
District of Texas alleging infringement of theirawactivity patents. Transocean subsequently fileéamended complaint against us on May
13, 2013. In its amended complaint, Transoceanssesdief in the form of a permanent injunction, geEnsatory damages, enhanced dam:
court costs and fees. On May 31, 2013, we filedamswer to the amended complaint and our counterslseeking declaratory judgments
that we do not infringe the asserted Transoceanpaand that such patents are invalid and unezdbte. On April 15, 2014, the Court hel
claim construction hearing, and the parties ardtawahe Court’s claim construction order. We dut believe that ultimate liability, if any,
resulting from any such pending litigation will lea& material adverse effect on our financial cémwljtresults of operations or cash flows.

Note 9 — Earnings per Share

The following reflects the income and the shara dsted in the basic and diluted earnings per sitanputations:

Three Months Ended September

30, Nine Months Ended September 3(
2014 2013 2014 2013
(in thousands, except per share information)

Numerator:
Net income (loss), basic and diluted $ 48,10 $ 30,327 $ 120,210 $ (18¢)
Denominator:
Weighted-average number of common shares outstgyloisic 217,34« 216,96 217,25: 216,94«
Effect of share-based compensation awards 20s 18¢ 201 —
Weighted-average number of common shares outstgndiinted 217,54 217,15 217,45! 216,94
Earnings (loss) per share:
Basic $ 02z $ 014 $ 0.5t $ —
Diluted $ 02z $ 014 $ 0.5 $ =

The following table presents the share effectshafs-based compensation awards excluded from oopuitions of diluted earnings
per share as their effect would have been anttiddfor the periods presented:

Three Months Ended September  Nine Months Ended September
30, 30,

2014 2013 2014 2013

(in thousands) (in thousands)
Share-based compensation awards 6,48¢ 6,17t 6,49( 6,36°
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Note 10 — Income Taxes

We recognize tax benefits from an uncertain taxtjpomsonly if it is more likely than not that thegition will be sustained upon
examination by taxing authorities based on therteth merits of the position. The amount recognizetthe largest benefit that we believe
greater than a 50% likelihood of being realizedrupettlement. As of September 30, 2014 and DeceB8he2013 we had $3.4 million and
$0.7 million , respectively, of unrecognized taxbfits (excluding interest and penalties) whicheviecluded in other long-term liabilities on
our consolidated balance sheet. The entire balahgerecognized tax benefits as of September 304 2buld favorably impact our effective
tax rate if recognized. Included on our balanceeshe of September 30, 2014 and December 31, 26088%0.9 million and $0.2 million ,
respectively, of interest and penalties relatedni@cognized tax benefits. Our statement of opmatior the three months and nine months
ended September 30, 2014 included $0.1 million&hd million , respectively, of interest and peiealias a component of income tax
expense.

Note 11 — Supplemental Cash Flow Information

Within our condensed consolidated statements d¢f flaws, capital expenditures represent expenditioewhich cash payments were
made during the period. These amounts exclude edaapital expenditures, which are capital expenelit that were accrued but unpaid.
During the nine months ended September 30, 2012@1h8 , changes in accrued capital expenditures §g7.7) million and $12.5 million ,
respectively.

During the nine months ended September 30, 2012618 , non-cash amortization of deferred finandosts and accretion of debt
discount totaling $4.0 million and $5.1 million veecapitalized to property and equipment, respegtiveccordingly, these amounts are
excluded from capital expenditures in our condertsetsolidated statements of cash flows for the mpaths ended September 30, 2014 and
2013.

Note 12 — Subsequent Events

2014 Revolving Credit Facility

On October 29, 2014, we entered into a new revglenedit facility with an aggregate principal ambohup to $500.0 million (the
“2014 Revolving Credit Facility”), for pre-deliverglelivery and post-delivery financing of tRecific Zonda and other general corporate
purposes. At closing, no amounts were drawn uriteR014 Revolving Credit Facility.

The 2014 Revolving Credit Facility provides for hgaup to a maximum of $500.0 million; however, lpamexcess of $350.0 million
are subject to the delivery of tRacific Zonda and the Company's entry into a satisfactory dglidontract with respect to tiacific Zonda .
A satisfactory drilling contract must provide far mitial duration of at least one year and a munimdayrate of $425,000 or must be
otherwise acceptable to the lenders.

Prior to delivery of thé acific Zonda , the 2014 Revolving Credit Facility is primarilgaured on a first priority basis by liens on the
construction contract and refund guarantee foPtmEfic Zonda and a pledge of the equity of one of the subsidigigrantors. Upon delivery
of thePacific Zonda , the 2014 Revolving Credit Facility will be prinilgrsecured on a first priority basis by liens &we Pacific Zonda and by
assignments of earnings and insurances relateetther

Borrowings under the 2014 Revolving Credit Facibigar interest, at the Company’s option, at ei(bhet IBOR plus a margin ranging
from 1.75% to 2.5% based on the Compargverage ratio, or (2) a rate of interest peuamequal to the highest of (i) the prime rate faoch
day, (ii) the sum of the federal funds rate pliE®and (iii) 1% per annum above the 1-month LIB@Rgach case plus a margin ranging
from 0.75% to 1.50% based on the Company’s leveraii@ Undrawn commitments accrue a fee rangiomf0.5% to 0.8% per annum
based on the Company’s leverage ratio. Intergstyable quarterly.

The 2014 Revolving Credit Facility has a maturiadof five years after the delivery of tRacific Zonda . Mandatory commitment
reductions under the 2014 Revolving Credit Facdity calculated on a 12-year amortization schealudebegin six months following the
delivery date of th@acific Zonda .
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Item 2 — Operating and Financial Review and Prospds
Overview

We are an international offshore drilling contractommitted to becoming the preferred providerfidlwre drilling services to the oil
and natural gas industry through the use of higtcigigation floating rigs. Our primary businesgascontract our high-specification rigs,
related equipment and work crews, primarily on yrate basis, to drill wells for our clients. Led &yeam of seasoned professionals with
significant experience in the oil services and kégkcification drilling sectors, we specialize le technically demanding segments of the
offshore drilling business.

We are focused on the high-specification segmettiefloating rig market. The term “high-specificat,” as used in the floating rig
drilling industry to denote a particular segmenthef market, can vary and continues to evolve withnological improvements. We gener.
consider high-specification requirements to includs in water depths of more than 7,500 feet ojguts requiring advanced operating
capabilities, such as high hook-loads (>800 tdasye accommodations (200+ beds), increased muagg@nd pumping capacity, and high
deck-load and space capabilities. While not culyemtore focus for our business, our drillships also capable of operating in harsh
environment areas, where there are typically rougba conditions.

Our Fleet

Rig Name Delivery/Expected Delivery Water Depth (in feet) Drilling Depth (in feet) Customer
Pacific Bora 2010 10,00( 37,50( Chevron
Pacific Scirocco 2011 12,00( 40,00( Total
Pacific Mistral 2011 12,00( 37,50( Petrobras
Pacific Santa Ana 2011 12,00( 40,00( Chevron
Pacific Khamsin 2013 12,00( 40,00( Chevron
Pacific Sharav 2014 12,00( 40,00( Chevron
Pacific Meltem November 2014 12,00( 40,00C  Available
Pacific Zonda Second Quarter 2015 12,00( 40,00C  Available

Drilling Contracts for our Fleet

The current status of our contracted drillshipgsgollows:

« ThePacific Bora entered service in Nigeria on August 26, 2011 uladéaree-year contract with a subsidiary of Chevron
Corporation (“Chevron”). In August 2014, the pastagreed to extend the contract term to August 2016

« ThePacific Scirocco entered service in Nigeria on December 31, 201®uadne-year contract with a subsidiary of Total. S
(“Total™). In April 2012, Total exercised an initiane-year option; in April 2013, Total exercisedubsequent ongear option; an
in April 2014, Total exercised its final two-yegstmn extending the contract term to January 2017.

« ThePacific Mistral entered service in Brazil on February 6, 2012 umadéree-year contract with Petrdleo Brasileiro.S.A
Negotiations to extend the existing contract argoamg.

* ThePacific Santa Ana entered service in the U.S. Gulf of Mexico on May@12 under a five-year contract with a subsidary
Chevron.

*  ThePacific Khamsin entered service in Nigeria on December 17, 201&uadwoyear contract with a subsidiary of Chevi

*  ThePacific Sharav entered service in the U.S. Gulf of Mexico on AugRig, 2014 under a five-year contract with a sulasjdof
Chevron.

Newbuild Drillships

ThePacific Meltem and thePacific Zonda are currently under construction at SHI and are=eteul to be delivered in November 2014
and in the second quarter of 2015, respectively.
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Significant Developments

On October 29, 2014, we entered into a new revglenedit facility with an aggregate principal ambohup to $500.0 million (the
“2014 Revolving Credit Facility”), for pre-deliverglelivery and post-delivery financing of tRecific Zonda and other general corporate
purposes. At closing, no amounts were drawn uriteR014 Revolving Credit Facility.

The 2014 Revolving Credit Facility provides for hgaup to a maximum of $500.0 million; however, lpamexcess of $350.0 million
are subject to the delivery of tRacific Zonda and the Company's entry into a satisfactory dglidontract with respect to tiacific Zonda .
A satisfactory drilling contract must provide far mitial duration of at least one year and a munimdayrate of $425,000 or must be
otherwise acceptable to the lenders.

Prior to delivery of thé?acific Zonda , the 2014 Revolving Credit Facility is primarilgaured on a first priority basis by liens on the
construction contract and refund guarantee foPtmEfic Zonda and a pledge of the equity of one of the subsidigugrantors. Upon delivery
of thePacific Zonda , the 2014 Revolving Credit Facility will be prinilgrsecured on a first priority basis by liens & Pacific Zonda and by
assignments of earnings and insurances relateetther

Borrowings under the 2014 Revolving Credit Faciligar interest, at the Company’s option, at ei(het IBOR plus a margin ranging
from 1.75% to 2.5% based on the Compargverage ratio, or (2) a rate of interest peuamequal to the highest of (i) the prime rate faoch
day, (ii) the sum of the federal funds rate plE®and (iii) 1% per annum above the 1-month LIB@Rsach case plus a margin ranging
from 0.75% to 1.50% based on the Company’s leveraiie Undrawn commitments accrue a fee rangiomf0.5% to 0.8% per annum
based on the Company’s leverage ratio. Intergstyable quarterly.

The 2014 Revolving Credit Facility has a maturitalof five years after the delivery of tRacific Zonda . Mandatory commitment
reductions under the 2014 Revolving Credit Facaitg calculated on a 12-year amortization scheatuliebegin six months following the
delivery date of th@acific Zonda .

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, which are infilbeed by various factors. However, since factorsithpact offshore exploration and
development spending are beyond our control, andemand dynamics can shift quickly, it is diffictdr us to predict future industry
conditions, demand trends or operating results.

Drilling Rig Supply

During the first nine months of 2014, orders wdezed to build 6 additional high-specification sesabmersibles and drillships to be
delivered after the end of 2016. We estimate thezeapproximately 42 high-specification rigs delacor scheduled for delivery from
October 1, 2014 until the end of 2016, 21 of whielre not yet been announced as contracted togliBoe to the long lead times involvec
rig construction, the potential for additional arsléo emerge and for shipyard delays to occur,@aiyeamong yards forecasted to make their
first deliveries during this time frame, the suppfyhigh-specification units through the end of &hn be estimated as a range between 105
and 110. Beyond this time frame, the supply is tageand any projections have diminished predéctialue.

Drilling Rig Demand

Demand for our drillships is a function of the wiwide levels of offshore exploration and developtreggrending by oil and gas
companies, which is influenced by a number of fect®he type of projects that modern drillshipsemake are generally located in deeper
water, more remote locations and are more capitahsive and longer lasting than those of olddess capable drilling rigs. This makes tr
projects less sensitive to short-term oil pricetiations. Therefore, dayrates and utilizationnfimdern drillships are typically less sensitive to
short-term oil price movements than those of otitdess capable drilling rigs. Furthermore, long¥teexpectations about future oil and
natural gas prices have historically been a keyedfior deepwater and high-specification exploratod development spending.

Our clients’ drilling programs are also affectedtbg global economic and political climate, acdesguality drilling prospects,
exploration success, perceived future availabditg lead time requirements for drilling equipmembphasis on deepwater and high-
specification exploration and production versusotireas and advances in drilling technology. Dutire third quarter of 2014, there were
material adverse changes to regulations or otls¢ricgons affecting our ability to operate in cties where we currently, or in the future
may, operate.

The third quarter of 2014 saw oil and global noisLhatural gas prices decline significantly, buiteswed above the levels needed for
sufficient return on most deepwater investmentftorclients. While questions remain regarding kergn oil and natural gas prices, GDP
growth continued to be positive but slowed in keyeeging markets and North America.
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Overall, the third quarter of 2014 saw a reducezkgar high-specification tendering activity comgarto recent years resulting from
the various factors impacting drilling rig demand.

Supply and Demand Balance

In the first nine months of 2014, there was gemgratight supply-demand balance for modern drfishwith near 100% utilization.
However, several major exploration and productiompanies are proceeding with slower year-over-geawth for 2014 capital expenditure
budgets, or, in some cases, declines. As we d#e2d15 budget cycle for many of these compani@gsglobal oil prices below where they
were at this time last year, we do not expect tossdstantial increases, and may potentially seeedses from some major oil companies, in
capital expenditure budgets year over year.

We estimate that from October 1, 2014 until the @n2l014, approximately 1-2 high-specification rigdl be available to commence
operations but do not currently have confirmedntleontracts. Additionally, multiple older, lowepexification ultra-deepwater and mid-
water drillships and semisubmersibles have recemthgpleted contracts without follow-on contractshil& we believe that the demand for
high-specification drillships like those in ourdtewill meet or exceed supply in aggregate in thraiog years, the recent developments have
exerted some pricing pressure on the market andrezajt in temporary periods of mismatch of supptd demand and lead to lower dayr
than have been available over the past few years.

For more information on this and other risks to business and our industry, please read “Risk Fsiciio our 2013 Annual Report.

Contract Backlog

Our contract backlog includes firm commitments omifich are represented by signed drilling conaés of November 1, 2014, our
contract backlog was approximately $2.7 billion avab attributable to revenues we expect to generateePacific Bora, thePacific
Scirocco , thePacific Mistral , thePacific Santa Ana , the Pacific Khamsin and thePacific Sharav under drilling contracts with Chevron, Total
and Petrobras. We calculate our contract backlognblyiplying the contractual dayrate by the minimaomber of days committed under the
contracts (excluding options to extend), assumirigutilization, and also including mobilizationds, upgrade reimbursements and other
revenue sources, such as the standby rate durgrgadgs, as stipulated in the applicable contract.

The actual amounts of revenues earned and thd aetiads during which revenues are earned magwifobm the amounts and
periods shown in the table below due to variousofac including shipyard and maintenance projetdgyntime and other factors. Our
contracts customarily provide for termination a giection of the client with an “early terminatipayment” to be paid to us if a contract is
terminated prior to the expiration of the fixedneiHowever, under certain limited circumstanceshsas destruction of a drilling rig, our
bankruptcy, sustained unacceptable performances loy delivery of a rig beyond certain grace antifpridated damages periods, an early
termination payment is not required to be paid.gkdingly, the actual amount of revenues earned Imessubstantially lower than the backlog
reported.

The commitments that comprise our $2.7 billion cacitbacklog as of November 1, 2014, are as follows

Average

Contract

Backlog

Revenue Actual Expected

Contracted Contract Contractual Per Contract Contract

Rig Location Client Backlog © Dayrate ® Day @ Commencement Duration
Pacific Bora Nigeria Chevron $  399,570,00 $ 585,86(  $ 602,00 August 26, 2011 5 years
Pacific Scirocco Nigeria Total $  397,894,00 $ 494,95( © $ 495000 © December 31,2011 5 years and 8 day’
Pacific Mistral Brazil Petrobras  $ 49,062,00 $ 458,000 $ 511,00( February 6, 2012 3 years
Pacific Santa Ana U.S. Gulfof Mexico ~ Chevron ~$  502,618,00 $ 489,53( $ 552,00( March 21, 2012 5 years and 38 days
Pacific Khamsin Nigeria Chevron $  307,337,00 $ 660,000 $ 750,00 December 17, 2012 2 years
Pacific Sharav U.S. Gulfof Mexico ~ Chevron ~ $ 1,075,602,00 $ 558,42(  $ 611,00( August 27, 2014 5 years

(a) Rounded to the nearest $1,000. Based on signéaglcbntracts and signed commitments as furtheciileed abowv:

(b) Based on current contractual dayrate amounts, cullgi@ny applicable escalation provisic

(c) The contractual dayrate for tRecific Scirocco is currently $494,950, which is the average contoacklog revenue per day through
January 7, 2015. Starting on January 8, 2015,dh&actual dayrate and average contract backlogneey per day will be $498,990
through the two-year period ending January 2017.
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Results of Operations
Three Months Ended September 30, 2014 Compared to Three Months Ended September 30, 2013

The following table provides an analysis of ourdensed consolidated results of operations forttreetmonths ended September 30,
2014 and 2013 :

Three Months Ended September 30,

2014 2013 Change % Change
(in thousands, except percentages)

Revenues

Contract drilling $ 279,63 $ 193,24 $ 86,391 45%
Costs and expenses

Contract drilling (116,85() (82,719 (34,13) 41%

General and administrative expenses (16,467 (13,080 (3,387 26%

Depreciation expense (50,187 (36,64¢) (13,54) 37%

(183,509 (132,44Y (51,059 39%

Operating income 96,13: 60,79t 35,33¢ 58%
Other expense

Interest expense (35,62¢) (23,797 (11,829 50%

Other expense (870) (842) (28) 3%
Income before income taxes 59,63: 36,15¢ 23,48 65%

Income tax expense (11,53¢) (5,829 (5,707%) 98%
Net income $ 48,10 $ 30,327 $ 17,77¢ 59%

Revenues. Revenues were $279.6 million for the three montided September 30, 2014 , compared to $193.2 miitinthe three
months ended September 30, 2013 . The increasgémues during the three months ended Septemb20B0,resulted from a full quarter of
operations from our five operating drillships, iding thePacific Khamsin , which commenced earning revenues on Decemb&013, and
a partial quarter of operations from our sixthldhip, thePacific Sharav, which commenced operations on August 27, 201vhpered to the
same quarter of 2013, during which we were opeagaiimy four drillships.

During the three months ended September 30, 20GAqperating fleet of drillships achieved an agereevenue efficiency of 94.4%
compared to 96.9% achieved during the three mamted September 30, 2013 . Revenue efficiencyfisetdkas the actual contractual
dayrate revenue (excludes mobilization fees, upgraombursements and other revenue sources) dibigléte maximum amount of total
contractual dayrate revenue that could have besmeéaluring such period. The decline in revenuieieficy resulted primarily from the
shakedown of th@acific Sharav in the third quarter of 2014.

Contract drilling revenue for the three months eh8eptember 30, 2014 and 2013 also included aratidizof deferred revenue of
$27.3 million and $18.2 million and reimbursableewues of $9.7 million and $6.2 million , respeelv The increase in amortization of
deferred revenue was primarily due to addition&ded revenue related to tRacific Khamsin and thePacific Sharav . Reimbursable
revenues represent the gross amount earned rédatedts for the purchase of supplies, equipmemsgnnel services and other services
provided at the request of our clients that areohéythe initial scope of the drilling contract. Tinerease in reimbursable revenues was the
result of corresponding increases in reimbursabdgscincurred.

Contract drilling costs. Contract drilling costs were $116.9 million for ttheee months ended September 30, 2014 , compaf&8Pt7
million for the three months ended September 3@320The increase in contract drilling costs wamarily due to operations from our six
operating drillships for the three months ended&aper 30, 2014 , as compared to the comparabiedpef the prior year, during which we
were operating only four drillships.
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The following table summarizes contract drillingsto

Three Months Ended September 30,

2014 2013

(in thousands)
Direct rig related operating expenses, net $ 86,69¢ $ 60,14(
Reimbursable costs 8,35¢ 6,14¢
Shore-based and other support costs 8,911 6,59(
Amortization of deferred costs 12,88t 9,84(
Total $ 116,85( $ 82,71¢

Reimbursable costs are not included under the sobte drilling contract’s initial dayrate, buteasubject to reimbursement from our
clients. Reimbursable costs can be highly variableveen quarters. Because the reimbursement a&f tusss by our clients is recorded as
additional revenue, they do not generally negatiafect our margins. Excluding the impact of reimdmable costs, direct rig related opera
expenses and shore-based and other support casksdlby the number of operating rig days wereotlews:

Three Months Ended September 30,

2014 2013
(in thousands, amounts per operating rig per day)
Direct rig related operating expenses, net $ 175 $ 163.¢
Shore-based and other support costs 18.C 17.€
Total $ 193t $ 181.:

The increase in direct rig related operating expemiuring the three months ended September 30,,2dompared to the same
period in 2013 was attributable to customary anooat escalations and an increased level of mantmspending.

General and administrative expenses . General and administrative expenses were $18lmiior the three months ended
September 30, 2014 , compared to $13.1 millioriferthree months ended September 30, 2013 . Theaise in general and administrative
expenses was primarily related to planned emplbgeelcount additions required to support our expandperating fleet and annual
compensation increases. Additionally, general atmdiaistrative expenses for the three months endpdetber 30, 2014 include $1.8 mill
in lease termination costs and office relocatiopesses associated with our Houston office move.

Depreciation expense . Depreciation expense was $50.2 million for the¢tmonths ended September 30, 2014 , compare36t6 $
million for the three months ended September 3Q320The increase in depreciation expense relatedépreciation expense incurred on the
Pacific Khamsin and thePacific Sharav .

Interest expense . Interest expense was $35.6 million for the thmemths ended September 30, 2014 , compared to $#lliéh for the
three months ended September 30, 2013 .

The following table summarizes interest expense:

Three Months Ended September 30,

2014 2013

(in thousands)
Interest $ (46,766) $ (43,00¢)
Realized losses on interest rate swaps (2,477 (1,020
Capitalized interest 13,611 20,22¢
Interest expense $ (35,620 $ (23,79)

The increase in interest expense for the quartedSeptember 30, 2014 , as compared to the saind p€2013 , was primarily due
to a reduction in capitalized interest from exific Khamsin and thePacific Sharav , which commenced operations on December 17, 2013
and August 27, 2014, respectively.

Other expense . Other expense was approximately $0.9 milliontfigrthree months ended September 30, 2014 , cothfzacther



expense of $0.8 million for the three months enSledtember 30, 2013 .

22




Table of Contents

Income taxes. In accordance with GAAP, we estimate the fulltyeffective tax rate from continuing operations apgly this rate to
our year-to-date income from continuing operatidnsaddition, we separately calculate the tax impéanusual or infrequent items, if any.
For the three months ended September 30, 2014Gi81, Dur effective tax rate was 19.3% and 16.18spectively.

The relationship between our provision for or bérfedm income taxes and our pre-tax book income ey significantly from period
to period considering, among other factors, (a)averall level of pre-tax book income, (b) changethe blend of income that is taxed based
on gross revenues versus pre-tax book income ami(cig operating structures. Consequently, oaoime tax expense does not necessarily
change proportionally with our pre-tax book incor8gnificant decreases in our pre-tax book incoypéctlly result in higher effective tax
rates, while significant increases in pre-tax bomome can lead to lower effective tax rates, suttijethe other factors impacting income tax
expense noted above. The increase in our effeiveate for the three months ended September@@} @s compared to the three months
ended September 30, 2013 primarily related to erease in the blend of income taxed based on gevssiues versus pre-tax book income.

Nine Months Ended September 30, 2014 Compared to Nine Months Ended September 30, 2013

The following table provides an analysis of ourdensed consolidated results of operations for ithe months ended September 30,
2014 and 2013:

Nine Months Ended September 30,

2014 2013 Change % Change
(in thousands, except percentages)

Revenues
Contract drilling $ 766,05 $ 545,02¢ $ 221,02¢ 41%
Costs and expenses
Contract drilling (335,78() (246,64) (89,139 36%
General and administrative expenses 42,777 (35,659 (7,115 20%
Depreciation expense (142,790 (109,75) (33,039 30%
(521,34) (392,05) (129,29 33%
Operating income 244,71 152,97 91,733 60%
Other expense
Costs on interest rate swap termination — (38,189 38,18¢ 10C%
Interest expense (90,25¢) (68,257 (21,999 32%
Total interest expense (90,25¢) (106,445 16,18t 15%
Costs on extinguishment of debt — (28,429 28,42¢ 10C%
Other expense (3,270 (94€) (2,329 24€%
Income before income taxes 151,18t 17,16: 134,02t 781%
Income tax expense (30,979 (17,35() (13,62% 79%
Net income (loss) $ 120,21: $ (18¢) $ 120,40: 64,04%

Revenues. Revenues were $766.1 million for the nine montrdedrSeptember 30, 2014 , compared to $545.0 miiothe nine
months ended September 30, 2013 . The increasgémues during the nine months ended Septemb@034@,is attributable to a full nine
months of operations from our five operating dhifss, including thdacific Khamsin , which commenced earning revenues on December 17
2013, and a partial quarter of operations fromsixth drillship, thePacific Sharav , which commenced operations on August 27, 2014, as
compared to the same period of 2013, during whielw&re operating only four drillships.

During the nine months ended September 30, 2004 gerating fleet of drillships achieved an averegyenue efficiency of 91.7%
compared to 92.7% achieved during the nine momtese September 30, 2013 .

Contract drilling revenue for the nine months en8egtember 30, 2014 and September 30, 2013 alsmli@tcamortization of deferred
revenue of $83.3 million and $52.3 million and rbumsable revenues of $21.9 million and $15.3 millisgespectively. The increase in
amortization of deferred revenue was primarily ttuadditional deferred revenue related
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to thePacific Khamsin . The increase in reimbursable revenues was thdt ifscorresponding increases in reimbursablesciogturred.

Contract drilling costs. Contract drilling costs were $335.8 million for theme months ended September 30, 2014 , compa&2¥t 6
million for the nine months ended September 30320The increase in contract drilling costs wasarily due to operations from our six
operating drillships for the period ended Septen3@®12014 , as compared to the same period ofribeyear, during which we were
operating only four drillships.

The following table summarizes contract drillingstso

Nine Months Ended September 30,

2014 2013
(in thousands)
Direct rig related operating expenses, net $ 250,30¢ $ 184,11!
Reimbursable costs 19,47¢ 15,32¢
Shore-based and other support costs 26,35: 18,05(
Amortization of deferred costs 39,64 29,147
Total $ 335,78( $ 246,64:

Reimbursable costs are not included under the sobte drilling contract’s initial dayrate, buteasubject to reimbursement from our
clients. Reimbursable costs can be highly varibbleveen quarters. Because the reimbursement @ thoests by our clients is recorded as
additional revenue, they do not generally negatiafect our margins. Excluding the impact of reimdmable costs, direct rig related opera
expenses and shore-based and other support casksdlby the number of operating rig days wereotlews:

Nine Months Ended September 30,

2014 2013
(in thousands, amounts per operating rig per day)
Direct rig related operating expenses, net $ 178.¢ $ 168.¢
Shore-based and other support costs 18.¢ 16.5
Total $ 1977 % 185.1

The increase in direct rig related operating expemtring the nine months ended September 30, 284 4ompared to the same period
in the prior year, was attributable to customanguai cost escalations and an increased level aifter@nce spending.

General and administrative expenses . General and administrative expenses were $42l@mnfior the nine months end&eptember 3
2014 , compared to $35.7 million for the nine merghded September 30, 2013 . The increase in damefadministrative expenses was
primarily related to planned employee headcounitad required to support our expanding operatiegt and annual compensation
increases. Additionally, general and administraéxpenses for the nine months ended Septembef328,i@clude $1.8 million in lease
termination costs and office relocation expenses@ated with our Houston office move.

Depreciation expense . Depreciation expense was $142.8 million for tmemonths ended September 30, 2014 , comparetD@& &
million for the nine months ended September 303201he increase in depreciation expense relatddpoeciation expense incurred on the
Pacific Khamsin and thePacific Sharav .

Interest expense . Interest expense was $90.3 million for the nirenths ended September 30, 2014 , compared to $tigh for the
nine months ended September 30, 2013 .
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The following table summarizes interest expense:

Nine Months Ended September 30,

2014 2013
(in thousands)
Costs on interest rate swap termination $ — 3 (38,189
Interest (136,765 (117,444
Realized losses on interest rate swaps (4,489 (10,085
Capitalized interest 50,99: 59,27
Interest expense $ (90,256 $ (106,44.)

The decrease in interest expense for the nine mamttied September 30, 2014 , as compared to thepind of 2013, was primarily
due to the PFA Refinancing in June 2013. In conaeratith the PFA Refinancing, we terminated ceriaberest rate swaps and their related
liabilities. As a result, we reclassified $38.2 il of losses on the hedge designated portiohe@ftFA interest rate swaps previously
recognized in accumulated other comprehensive iedonmterest expense.

Other expense . Other expense was approximately $3.3 milliortfigr nine months ended September 30, 2014 , compargter
expense of $0.9 million for the nine months endept&mber 30, 2013 . The increase in other expemseayily related to currency exchange
fluctuations.

Income taxes. In accordance with GAAP, we estimate the full-yeffiective tax rate from continuing operations apgls this rate to
our year-to-date income from continuing operationsaddition, we separately calculate the tax imp&cinusual or infrequent items, if any.
For the nine months ended September 30, 2014 al®®] 20r effective tax rate was 20.5% and 101.1éspectively.

The relationship between our provision for or bérfedm income taxes and our pre-tax book income ey significantly from period
to period considering, among other factors, (a)averall level of pre-tax book income, (b) changethe blend of income that is taxed based
on gross revenues versus pre-tax book income,@rali rig operating structures. Consequently,income tax expense does not necessarily
change proportionally with our pre-tax book incor@gnificant decreases in our pre-tax book incoypéctlly result in higher effective tax
rates, while significant increases in pre-tax bowome can lead to lower effective tax rates, suttijethe other factors impacting income tax
expense noted above. The tax rate for the ninelmarided September 30, 2013 was significantly iteplazy the costs of the PFA Interest
Rate Swap Termination and extinguishment of ddbted to the PFA Refinancing. Without the impacthafse costs, the effective tax rate for
the nine months ended September 30, 2013 was 20.7%.

The decrease in our effective tax rate for the nioeiths ended September 30, 2014 , as comparkd torte months ended
September 30, 2013 (excluding the impact of theemfientioned PFA Refinancing), was primarily theutesf an increase in pre-tax book
income without a proportional increase in tax. teerease was partially offset by an increase ifmkaed of income taxed based on gross
revenues versus pre-tax book income. The effetdixeate for nine months ended September 30, 2@k4als0 negatively impacted by the
recognition of a liability for an unrecognized tagnefit including interest and penalties of $3.8iam associated with a tax position taken in
prior years.

Liquidity and Capital Resources

Liquidity

As of September 30, 2014 , we had $132.4 millionasth and cash equivalents. In addition, we hasgadle and undrawn capacity of
$400.0 million under our SSCF, $300.0 million undar 2013 Revolving Credit Facility, and $350.0lmil under our new 2014 Revolving
Credit Facility entered into on October 29, 2014 Wil also have access to an incremental $100lUmavailable under our SSCF and an
incremental $150.0 million available under our ri28t4 Revolving Credit Facility, provided that sktigory drilling contracts are signed for
Pacific Meltem andPacific Zonda in accordance with terms under the SSCF and 20¥4IiReg Credit Facility, respectively. Our liquigfit
requirements include meeting ongoing working capi¢éeeds, repaying our outstanding indebtednesguamating anticipated capital
expenditures, which are largely comprised of oogpess payments for our high-specification drifssbonstruction projects, and maintaining
adequate credit facilities or cash balances to emsate for the effects of fluctuations in operatiagh flows. Our ability to meet these
liquidity requirements will depend in large partaur future operating and financial performancémBry sources of funds for our short-term
liquidity needs will be cash flow generated fromeogting and financing activities, which includesidability under the facilities outlined
above. Our liquidity fluctuates depending on a namtf factors, including, among others, our reveeffieiency and the timing of collecting
accounts receivable as well as payments for operatists.
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We believe that our cash on hand and cash flowsrgésd from operating activities and our existingdd facilities will provide sufficient
liquidity over the next twelve months to fund ouonking capital needs, amortization payments onlaug-term debt, repayment of the 2015
Senior Unsecured Bonds due February 23, 2015 ata&pipenditures and any cash distributions to $tedders up to the $152.0 million
previously approved by shareholders. We expeairid bur long-term liquidity requirements from ogérg and financing activities.

Capital Expenditures and Working Capital Funding

The SHI contracts for thieacific Meltem and thePacific Zonda provide for an aggregate purchase price of apprateéim $1.0 billionfor
the acquisition of these two vessels, payablestalments during the construction process, of Wiwe have made payments of
approximately $358.7 million through SeptemberZm 4 . With respect to these two undelivered vess& anticipate making payments of
approximately $329.8 million during the remaindé2614 and $336.4 million in 2015 .

We expect the project cost for tRacific Meltem and thePacific Zonda to be approximately $627.8 million and $634.1 roilli,
respectively, or $1.3 billion in total. The estima&{f the project costs includes commissioning astrig and other costs related to the
drillships, but excludes capitalized interest. ASeptember 30, 2014 , there were approximatelyl &7iillion of remaining project costs for
the Pacific Meltem and thePacific Zonda of which approximately $666.2 million is remainingntractual commitments to SHI. We intend to
finance approximately $349.0 million in remainingject costs for th@acific Meltem with available borrowings under the SSCF. We expect
to fund the $422.9 million in remaining project tfor thePacific Zonda with a combination of our 2014 Revolving Credit Hiag existing
cash balances and future operating cash flows. [¥¢ehave $300.0 million in available borrowings andur 2013 Revolving Credit Facility,
which can be used to fund project costs.
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Sources and Uses of Cash

The following table provides an analysis of ourtcéiew from operating activities for the nine mosthnded September 30, 2014 and
2013:

Nine Months Ended September 30,

2014 2013 Change
(in thousands)

Cash flow from operating activities:

Net income (loss) $ 120,21: $ (18¢) $ 120,40:
Depreciation expense 142,79( 109,75: 33,03¢
Amortization of deferred revenue (83,329 (52,336 (30,989
Amortization of deferred costs 39,64 29,14% 10,49¢
Amortization of deferred financing costs 7,46¢ 8,31¢ (859)
Amortization of debt discount 582 252 33C
Write-off of unamortized deferred financing costs — 27,64« (27,649
Costs on interest rate swap termination — 38,18¢ (38,189
Deferred income taxes 3,38( (2,505 5,88¢
Share-based compensation expense 7,532 6,96¢ 56¢
Changes in operating assets and liabilities, net 85,59¢ 28,35! 57,24:

Net cash provided by operating activities $ 323,87 $ 193,58 $ 130,28

The increase in net cash provided by operatingitie8 was primarily due to increased revenuesassiciated collections from our
clients, including the impact of thacific Khamsin commencing operations on December 17, 2013, asa@upo the comparable period of
the prior year, during which we were operating diolyr drillships.

The following table provides an analysis of ourlcliew from investing activities for the nine mostanded September 30, 2014 and
September 30, 2013 :

Nine Months Ended September 30,

2014 2013 Change
(in thousands)

Cash flow from investing activities:

Capital expenditures $ (749,680 $ (772,249 % 22,56:
Decrease in restricted cash — 172,18« (172,18
Net cash used in investing activities $ (749,68 $ (600,06H) $ (149,62))

The decrease in capital expenditures resulted pitinfeom lower payments to SHI for our drillshipsder construction during the first
nine months of 2014 as compared to the same pigrid@l13. The payments in 2013 included the finginpant for thePacific Khamsin at
delivery and progress payments for Baeific Sharav , thePacific Meltem and thePacific Zonda . The payments in 2014 included the final
payment for thé®acific Sharav at delivery and milestone payments for Baeific Zonda . The change in restricted cash is the result@Ph/A
Refinancing on June 3, 2013, which released theigtisns on certain of our cash accounts.
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The following table provides an analysis of ourtcéiew from financing activities for the nine mostended September 30, 2014 and
2013:

Nine Months Ended September 30,

2014 2013 Change
(in thousands)

Cash flow from financing activities:

Proceeds from shares issued under share-based nsatipa plan $ 174 % — 3 174
Proceeds from long-term debt 360,00( 1,497,25! (1,137,251
Payments on long-term debt (5,625 (1,458,12) 1,452,501
Payment for costs on interest rate swap termination — (41,999 41,99¢
Payments for financing costs (500 (62,689 62,18¢

Net cash provided by (used in) financing activities $ 354,04¢ $ (65,557 $ 419,60:

The increase in cash from financing activities dgrthe nine months ended September 30, 2014 magaced to the same period of
2013, resulted primarily from the $360.0 millioBSF drawdown for the final payment of tRacific Sharav . During the nine months ended
September 30, 2013, we paid $62.7 million in deféfinancing costs related to the closing of teai& Secured Credit Facility Agreement,
the 2020 Senior Secured Notes, the Senior Secuaed Toan B and the 2013 Revolving Credit Facility.

During the nine months ended September 30, 20Etmade $5.6 million in principal repayments on outstanding long-term debt.

Description of Indebtedness

8.25% Senior Unsecured Bonds due 2015 . In February 2012, we completed a private placerme®300.0 million in aggregate princig
amount of 8.25% senior unsecured U.S. dollar denated bonds due 2015. The 2015 Senior UnsecuredsBaear interest at 8.25% per
annum, which is payable semiannually on FebruargrZBAugust 23, and mature on February 23, 2015.

7.25% Senior Secured Notes due 2017 . In November 2012, Pacific Drilling V Limited, andirect, wholly-owned subsidiary of the
Company, completed a private placement of $500ldomin aggregate principal amount of 7.25% semsiecured U.S. dollar denominated
notes due 2017. The 2017 Senior Secured Notessaltat 99.483% of par, bear interest at 7.25%apaum, which is payable semiannually
on June 1 and December 1, and mature on DecemBed7,

Senior Secured Credit Facility Agreement. On February 19, 2013, Pacific Sharav S.a r.l. aaxifie Drilling VII Limited, and the
Company, as guarantor, entered into a senior sgcueglit facility agreement with a group of lenderginance the construction, operation
and other costs associated with Baeific Sharav and thePacific Meltem.

5.375% Senior Secured Notes due 2020 . On June 3, 2013, we completed a private placeofedit50.0 million in aggregate principal
amount of 5.375% Senior Secured Notes due 2020208@ Senior Secured Notes were sold at par, hesest at 5.375% per annum, which
is payable semiannually on June 1, and Decemtmrdlimature on June 1, 2020.

Senior Secured Term Loan B due 2018 . On June 3, 2013, the Company entered into a §7#8lion senior secured term loan. The
maturity date for the Senior Secured Term Loan Buise 3, 2018.

2013 Revolving Credit Facility . On June 3, 2013, we entered into a senior secax@iving credit facility with an aggregate pripal
amount of up to $500.0 million.

See Note 4 to the unaudited condensed consolifiatattial statements.

2014 Revolving Credit Facility . On October 29, 2014, we entered into a revoleirglit facility with an aggregate principal amooht
up to $500.0 million. See Item 2, "Operating andaficial Review and Prospects—Significant Develogsidn this Quarterly Report.
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Letters of Credit

As of September 30, 2014 , we were contingentlyldiainder certain performance, bid and custom banddetters of credit totaling
approximately $277.9 million related to letterscoddit issued as security in the normal courseuotboisiness. See Note 8 to the unaudited
condensed consolidated financial statements.

Derivative Instruments and Hedging Activities

We may enter into derivative instruments from timéime to manage our exposure to fluctuationsfarest rates. We do not enter i
derivative transactions for speculative purposesidver, for accounting purposes, certain transastinay not meet the criteria for hedge
accounting. See Note 6 to the unaudited condersesbtidated financial statements.

Off-Balance Sheet Arrangements

Currently, we do not have any off-balance sheergements.

Contractual Obligations

The table below sets forth our contractual obliyagias of September 30, 2014 :

Remaining
three months For the years ending December 31,
Contractual Obligations 2014 2015-2016 2017-2018 Thereafter Total
(in thousands)
Long-term debf’ $ 22,70¢ $ 398,337 $ 1,307,08 $ 1,062,500 $ 2,790,62!
Interest on long-term deft 44.,40: 304,11° 224,01. 65,891 638,42¢
Operating leases 631 4,68( 4,34z 12,30¢ 21,95¢
Purchase obligatior$ 124,70¢ 74,60( — — 199,30¢
High-specification drillship$’ 329,78 336,38: — — 666,17(
Total contractual obligatior® $ 522,23t $ 1,118,211 $ 1,535,431 $ 1,140,70. $ 4,316,49

(@ Includes current maturities of lotgrm debt. Amounts are based on principal balaexeliding debt discoun

(b) Interest payments are based on our existitgtanding borrowings. It is assumed there is nefiaancing of existing long-term debt
and there are no prepayments. For fixed rate debtest has been calculated using stated ratesafiable rate LIBOR based debt,
interest has been calculated using current LIBOBf &eptember 30, 2014 and includes the impacupbatstanding interest rate
swaps. Interest on the SSCF is based on existitsgamaling borrowings of $500.0 million as of Sepbem30, 2014 . As such, interest
on long-term debt as presented in the table abxsledes the impact of additional interest under$I&CF that will be incurred as the
remaining $500.0 million is borrowed. Under our 3evolving Credit Facility, we record interest erpe for fees on undrawn
commitments and unused letter of credit capacppraximately $307.4 million as of September 30,20&hile our outstanding lette
of credit, approximately $192.6 million as of Sepber 30, 2014 , accrue interest at a different faterest on long-term debt as
presented in the table above excludes the impaadditional interest that will be incurred under 8013 Revolving Credit Facility if
the Company issues additional letters of credii@rows under the $300.0 million revolving sub-imi

(c) Purchase obligations are agreements to pueal@sds and services that are enforceable andyldayadling, that specify all significant
terms, including the quantities to be purchasedeprovisions and the approximate timing of tlgactions, which includes our
purchase orders for goods and services enteredhitih@ normal course of business.

(d)  Amounts for higtspecification drillships include amounts due undarstruction contract

(e) Contractual obligations do not include appmediely $4.3 million of liabilities from unrecognidéax benefits related to uncertain tax
positions, inclusive of interest and penaltiesiuded on our condensed consolidated balance sheétSeptember 30, 2014 . We are
unable to specify with certainty the future peria@usvhich we may be obligated to settle such amaunt

Some of the figures included in the table abovebased on estimates and assumptions about thegatmsis, including their duration
and other factors. The contractual obligations Weagtually pay in future periods may vary fronotte reflected in the tables because the
estimates and assumptions are subjective.
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Critical Accounting Estimates and Policies

The preparation of unaudited condensed consolidatadcial statements in conformity with GAAP reggs management to make
certain estimates and assumptions. These estimadegssumptions impact the reported amounts ofsaaisd liabilities, the disclosures of
contingent assets and liabilities at the balaneetstiate and the amounts of revenues and expetsemized during the reporting period. On
an ongoing basis, we evaluate our estimates awndnggi®ns, including those related to allowancedoubtful accounts, financial instruments,
depreciation of property and equipment, impairnanong-lived assets, income taxes, share-basegensation and contingencies. We base
our estimates and assumptions on historical expegiand on various other factors we believe arsorezble under the circumstances, the
results of which form the basis for making judgnsesibout the carrying values of assets and liadslithat are not readily apparent from other
sources. Actual results could differ from suchresates.

Our critical accounting estimates are importartheportrayal 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
unaudited condensed consolidated financial statesnehich could be material, if we used differesg@mptions or estimates. We have
discussed the development and selection of oucalréiccounting estimates with our Board of Direstand the Board of Directors has
reviewed the disclosure of our critical account@stimates. During the three and nine months endpteBiber 30, 2014 , we have not made
any material changes in accounting methodology.

For a discussion of the critical accounting pobcaad 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 2013
Annual Report. During the three and nine monthsedrseptember 30, 2014 , there have been no mathkéafes to the judgments,
assumptions and estimates upon which our criticadanting estimates are based. Significant accogipidlicies and recently issued
accounting standards are discussed in Note 2 tarmawdited condensed consolidated financial statesmie this Quarterly Report and in N
2 to our consolidated financial statements incluideolur 2013 Annual Report.
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FORWARD-LOOKING STATEMENTS

This Quarterly Report contains forward-looking staénts that involve risks and uncertainties. Wheseforward-looking statement
includes a statement about the assumptions or baskeslying the forward-looking statement, we cawthat, while we believe these
assumptions or bases to be reasonable and madedrfajth, assumed facts or bases almost alwaysfr@n the actual results, and the
differences between assumed facts or bases aral ezsults can be material, depending upon theistances. Where, in any forward-
looking statement, our management expresses amtaxipa or belief as to future results, such exgian or belief is expressed in good faith
and is believed to have a reasonable basis. Weotassure you, however, that the statement of éapec or belief will result or be achieved
or accomplished. These statements relate to arsadysother information that are based on foreaddtgure results and estimates of
amounts not yet determinable. These statementselige to our future prospects, developments aisthbss strategies. Forward-looking
statements can be identified by their use of taantsphrases such as “anticipate,” “believe,” “cguldstimate,” “expect,” “forecast,”
“intend,” “may,” “might,” “plan,” “predict,” “project,” “subject to,” “will” and similar terms and phses, and negatives of such terms and
phrases, including references to assumptions. Fddwaking statements involve risks and uncertaintias may cause actual future activit
and results of operations to be materially difféfeom those suggested or described in this QugiReport. These risks include the risks that
are identified in the “Risk Factors” section of @@13 Annual Report, and also include, among othistes associated with the following:

” ” o ” w ”ou ”ou ” o,

« our ability to enter into and negotiate favoraldarts for future client contracts or extensi

» the oil and gas market and its impact on denfandur services, including supply and demand fband gas and expectations
regarding future energy prices;

e oversupply of rigs competing with our ri

e our limited number of assets and small numberiehtd

e delays and cost overruns in construction projentsray deliveries

e operating hazards in the oilfield services indu

e unplanned downtime or repairs of our drillsh

e competition within our industr

e our substantial level of indebtedn

e termination of our client contrac

* non-compliance with the Foreign Corrupt Practiéet or any other anbiribery laws

* noncompliance with governmental, tax, permitting, @omimental and safety regulatio
« reduced expenditures by oil and natural gas exiporand production compani

» restrictions on offshore drillin

« strikes and work stoppag

e timely access to spare parts equipment or persaaqeired to maintain and service our fl

e corruption, militant activities, political indtdity, public health threats, ethnic unrest andioaalism in Nigeria and other countries
where we may operate;

« changes in tax laws, treaties or regulati
e our ability to incur additional indebtedness anthpiance with restrictions and covenants in ourt@gseement

« our levels of operating and maintenance c



our ability to attract and retain skilled workers @ommercially reasonable teri
general global economic conditions and conditionthe oil and natural gas indus
our dependence on key person

adequacy of insurance coverage in the event ofastraphic ever

our ability to obtain indemnity from clien

regulatory or other required approv
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e our ability to make distributions to shareholdessaad when and in the amount foreca:
< the volatility of the price of our common sha
« effects of new products and new technology in adustry

e our incorporation under the laws of Luxembound ¢he limited rights to relief for shareholderattimay be available compared to
other countries, including the United States; and

e potential conflicts of interest between our coriingl shareholder and our public shareholc

Any forward-looking statements contained in thisa@Qerly Report should not be relied upon as pramistof future events. No
assurance can be given that the expectations esgut@s any forward-looking statements will provébtocorrect. Actual results could differ
materially from expectations expressed in the fedAlaoking statements if one or more of the undagyassumptions or expectations proves
to be inaccurate or is not realized. You shoulddhghly read this Quarterly Report with the undamsling that our actual future results may
be materially different from and worse than whatexpect. Other sections of this Quarterly Repatuide additional factors that could
adversely impact our business and financial perémee. Moreover, we operate in an evolving enviramm®@ome important factors that co
cause actual results to differ materially from #hasthe forward-looking statements are, in certiagtances, included with such forward-
looking statements and in “Risk Factois”our 2013 Annual Report. Additionally, new riskctors and uncertainties emerge from time to
and it is not possible for our management to ptediaisk factors and uncertainties, nor can waeas the impact of all factors on our busil
or the extent to which any factor, or combinatidéfiactors, may cause actual results to differ mallgrfrom those contained in any forward-
looking statements. We qualify all of the forwambking statements by these cautionary statements.

Readers are cautioned not to place undue reliamtieecforward-looking statements contained in @ugrterly Report, which represent
the best judgment of our management. Such statepesiimates and projections reflect various astongmade by us concerning
anticipated results, which are subject to businessnomic and competitive uncertainties and costieges, many of which are beyond our
control and which may or may not prove to be cdridte undertake no obligation to update or revisgfarwardiooking statements, whett
as a result of new information, future events beowise.
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Item 3 — Quantitative and Qualitative Disclosure alout Market Risk

We are exposed to certain market risks arising fitoenuse of financial instruments in the ordinasyrse of business. These risks arise
primarily as a result of potential changes in thie fharket value of financial instruments that wbrdsult from adverse fluctuations in interest
rates and foreign currency exchange rates as disduzelow. We have entered, and in the future mssrgnto derivative financial instrume
transactions to manage or reduce market risk, kui@vnot enter into derivative financial instrumegansactions for speculative or trading
purposes.

Interest Rate Risk We are exposed to changes in interest ratesghrour variable rate long-term debt. We use intesde swaps to
manage our exposure to interest rate risks. Irttess swaps are used to convert floating rate deligations to a fixed rate in order to
achieve an overall desired position of fixed amafing rate debt. See Note 6 and Note 7 to theditelicondensed consolidated financial
statements. As of September 30, 2014 , our netsexpdo floating interest rate fluctuations on outstanding debt was $128.1 million, based
on floating rate debt of $1,240.6 million less $1£112.5 million notional principal of our floatirtg fixed interest rate swaps. Our net
exposure to floating interest rate fluctuationsleses the 2013 Revolving Credit Facility as no antewvere borrowed under the facility
subject to floating interest rates as of SepterBbeR014 . A 1% increase or decrease to the oveadhble interest rate charged to us on our
net floating interest rate exposure would increasgecrease our interest expense by approximate8/fillion on an annual basis as of
September 30, 2014 .

Foreign Currency Exchange Rate RiskWe are exposed to foreign exchange risk assalcigith our international operations. For a
discussion of our foreign exchange risk, see Iténi'Quantitative and Qualitative Disclosures AbMadrket Risk” in our 2013 Annual
Report. There have been no material changes te firesiously reported matters during the threerand months ended September 30, 2014
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PART Il — OTHER INFORMATION
Item 1 — Legal Proceedings

See Note 8 to the unaudited condensed consolifiatattial statements.

Iltem 1A — Risk Factors

In addition to the other information set forth mstreport, you should carefully consider the faétors previously disclosed under
Item 3, “Risk Factors” in our 2013 Annual Reporhigh could materially affect our business, finahcandition or future results. Additional
risks and uncertainties not currently known to uthat we currently deem to be immaterial may ahserially adversely affect our business,
financial condition or future results.

Any significant cyber-attack or interruption in netork security could materially disrupt our operatis and adversely affect our
business.

We have become increasingly dependent upon digithhologies to conduct and support our offshoeratpns and we rely on our
operational and financial computer systems to condimost all aspects of our business. Threatsitandormation technology systems
associated with cybersecurity risks and incidentstiacks continue to grow. Any failure of our camgr systems, or those of our customers,
vendors or others with whom we do business, cowterially disrupt our operations and could resulihie corruption of data or unauthorized
release of proprietary or confidential data conicgrour company, business operations and activitieents or employees. Computers and
other digital technologies could become impairedmavailable due to a variety of causes, includamgpng others, theft, design defects,
terrorist attacks, utility outages, human errocaemplications encountered as existing systems aiptained, repaired, replaced or upgraded.
Any cyber-attack or interruption could have a mateadverse effect on our operations, financialditon, cash flows and reputation.

Item 2 — Unregistered Sales of Equity Securities ahUse of Proceeds

None.

Item 3 — Defaults Upon Senior Securities

None.

Item 4 — Mine Safety Disclosures

Not applicable.

Item 5 — Other Information

None.

Iltem 6 — Exhibits

None.
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SIGNATURES

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

Pacific Drilling S.A.

(Registrant)
Dated: November 5, 2014 By /s/Kinga E. Doris
Kinga E. Doris

Vice President, General Counsel and Secretary
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