EDGAROnline

PACIFIC DRILLING S.A.

FORM 6-K

(Report of Foreign Issuer)

Filed 05/06/14 for the Period Ending 03/31/14

Telephone
CIK
Symbol
SIC Code
Industry
Sector
Fiscal Year

NONE

0001517342

PACD

1381 - Drilling Oil and Gas Wells
Oil Well Services & Equipment
Energy

12/31

Powere d By ED‘GA;Rbn]ine

http://www.edgar-online.com
© Copyright 2015, EDGAR Online, Inc. All Rights Reserved.

Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549
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As used in this quarterly report on Form 6-K (ti@aiarterly Report”), unless the context otherwisguires, references to “Pacific
Drilling,” the “Company,” “we,” “us,” “our” and wods of similar import refer to Pacific Drilling S.And its subsidiaries. Unless otherwise
indicated, all references to “U.S. $” and “$” ingheport are to, and amounts are representednited)States dollars.

The information and the unaudited condensed catesteld financial statements in this Quarterly Repbauld be read in conjunction
with our Annual Report on Form 20-F for the yeadesh December 31, 2013 (our “2013 Annual Report&dfivith the Securities and
Exchange Commission (“*SEC”) on March 4, 2014. Weppre our unaudited condensed consolidated finastatements in accordance with
generally accepted accounting principles in theééhStates of Americ* GAAP”).
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PART | — FINANCIAL INFORMATION

Item 1 — Financial Statements (Unaudited)

Unaudited Condensed Consolidated Financial Statemén

Revenues
Contract drilling
Costs and expense
Contract drilling
General and administrative expen
Depreciation expens

Operating income

Other income (expense
Interest expens
Other income (expens

Income before income taxe
Income tax expens

Net income

Earnings per common share, basic

Weighted-average number of common shares, basic

Earnings per common share, diluted

Weighted-average number of common shares, diluted

See accompanying notes to unaudited condensedlidasd financial statements.

PACIFIC DRILLING S.A. AND SUBSIDIARIES

Condensed Consolidated Statements of Operations
(in thousands, except per share information) (uitedd

Three Months Ended March 31,

2014 2013
$ 225590 $ 175,01
(110,96¢) (84,457)
(12,537 (11,02
(46,152 (36,507
(169,65 (131,98)
55,93¢ 43,03
(26,032) (22,76()
(1,169) 197
28,73¢ 20,46¢
(6,506) (5,409)
$ 2223 $ 1506:
$ 0.1C $ 0.07
217,12 216,90;
$ 0.1C $ 0.07
217,46 216,96(
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

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

Net income
Other comprehensive income (los
Unrecognized loss on derivative instrume
Reclassification adjustment for loss on derivatharuments realized in net incor
Total other comprehensive income (lo
Total comprehensive incon

See accompanying notes to unaudited condensedlitiated financial statements.
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Three Months Ended March 31,

2014 2013
$ 2223 $ 15,06:
(7,749 (94)
1,16¢ 5,46¢
(6,579) 5,37¢
$ 1565. $ 20,43
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

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

March 31, December 31
2014 2013
(unaudited’
Assets:
Cash and cash equivalel $ 236,50 $ 204,12
Accounts receivabl 176,39: 206,07¢
Materials and supplie 74,04¢ 65,70¢
Deferred financing cos 14,83( 14,857
Current portion of deferred cos 43,09¢ 48,20:
Prepaid expenses and other current a: 27,11: 13,88¢
Total current asse 571,98. 552,85(
Property and equipment, r 4,582,85  4,512,15
Deferred financing cos 50,16: 53,30(
Other asset 39,63: 45,72¢
Total asset $5,244,62 $5,164,04
Liabilities and shareholders’ equity:
Accounts payabl $ 71,89¢ $ 54,23t
Accrued expense 63,13« 66,02¢
Current portion of lon-term debt 307,50( 7,50(
Accrued interes 34,71¢ 21,98«
Derivative liabilities, curren 6,781 4,98¢
Current portion of deferred reven 94,56¢ 96,65¢
Total current liabilities 578,59 251,38
Long-term debt, net of current maturiti 2,121,76! 2,423,33
Deferred revenu 125,02: 88,46"
Other lon¢-term liabilities 95( 927
Total lon¢-term liabilities 2,247,73 2,512,72
Commitments and contingenci
Shareholder equity:
Common shares, $0.01 par value per share, 5,008(@08s authorized, 232,770 and 224,100 sharexdis
and 217,139 and 217,035 shares outstanding asm@hM\4, 2014 and December 31, 2013, respect 2,171 2,17(
Additional paic¢in capital 2,361,57 2,358,85!
Accumulated other comprehensive |i (15,139 (8,557)
Retained earning 69,68: 47 ,45:
Total shareholde’ equity 2,418,29; 2,399,92.
Total liabilities and sharehold¢ equity $5,244,62; $5,164,04

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

Condensed Consolidated Statements of Shareholdguity

(in thousands) (unaudited)

Accumulated

Additional Other Total
Common Shares Treasury Paid-In Comprehensive Retained Shareholders’

Shares  Amount  Shares Capital Loss Earnings Equity
Balance at December 31, 201 217,03 $2,17C 7,06t $2,358,85! $ (8,557) $47,45:! $2,399,92
Shares issued under sk-based compensation pl 104 1 (1049) 74¢ — — 75C

Issuance of common shares to trea: — — 8,67( — — — —

Shar-based compensatic — — — 1,96¢ — — 1,96¢
Other comprehensive incor — — — — (6,57¢) — (6,57¢)
Net income — — — — — 22,23( 22,23(
Balance at March 31, 201 217,13¢ $2,171 15,63 $2,361,57. $ (15,13Y) $69,68: $2,418,29;

See accompanying notes to unaudited condensedlidasd 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
Adjustments to reconcile net income to net caskigeal by operating activitie:
Depreciation expens
Amortization of deferred revent
Amortization of deferred cos
Amortization of deferred financing cos
Amortization of debt discour
Deferred income taxe
Shar~based compensation expel
Changes in operating assets and liabilii
Accounts receivabl
Materials and supplie
Prepaid expenses and other as
Accounts payable and accrued expei
Deferred revenu
Net cash provided by operating activit
Cash flow from investing activities:
Capital expenditure
Increase in restricted ca

Net cash used in investing activiti

Cash flow from financing activities:
Proceeds from shares issued under -based compensation pl
Proceeds from lor-term debt
Payments on lor-term debt
Payments for financing cos

Net cash used in financing activiti

Increase (decrease) in cash and cash equivi
Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

See accompanying notes to unaudited condensedlitiated financial statements.
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Three Months Ended March 31,

2014 2013
$ 2223 $ 1506:
46,15 36,50
(28,009) (16,85
13,21 9,59¢
2,57¢ 3,681

172 —
(12) (677)
1,96¢ 2,05:
29,68t 34,60
(8,336) (1,409)
(14,600) (3,40/)
(4,682) (17,299
62,47 10,18¢
122,83 72,14
(88,82¢) (134,95
— )
(88,82¢) (134,961
75C —

— 1,00(
(1,875 (54,68
(500) (21,729)
(1,625) (75,41)
32,38 (138,23()
204,12 605,92:
$ 23650 $ 467,69
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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 glevof ultra-deepwater drilling services to theamd natural gas industry through the use
of high-specification rigs. Our primary businesgoisontract our ultra-deepwater rigs, related ganeint and work crews, primarily on a
dayrate basis, to drill wells for our clients. AlsMbarch 31, 2014, we were operating five drillshipgler client contract and have three
drillships under construction at Samsung Heavy s$triles (“SHI”), one of which is under client cordta

Note 2 — Significant Accounting Policies

Basis of Presentation— Our accompanying unaudited condensed consolidetadcial statements have been prepared in accoeda
with generally accepted accounting principles & thnited States of America (“GAAP”) for interim &ncial information and Article 10 of
Regulation S-X of the Securities and Exchange Casimin. Pursuant to such rules and regulationse tfiesncial statements do not include
all disclosures required by GAAP for complete figiah statements. The unaudited condensed consatidatancial statements reflect all
adjustments that are, in the opinion of managenmaaessary for a fair presentation of financialipms results of operations and cash flows
for the presented interim periods. Such adjustmamtsonsidered to be of a normal recurring naiatess otherwise identified. Operating
results for the three months ended March 31, 20&4at necessarily indicative of the results thayrbe expected for the year ending
December 31, 2014 or for any future period. Theagzanying unaudited condensed consolidated finbsizitements and notes should be
read in conjunction with the audited consolidatedricial statements and notes of the Company ®yé#ar ended December 31, 2013.

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

We currently are party to a Nigerian joint ventuPagific International Drilling West Africa Limite@PIDWAL?”), which is fully
controlled and 90% owned by us with 10% owned byofeh Offshore Services Limited (“Derotech”), aptely-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 plesigancelled 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 Derotechaandffiliated company of Derotech. During the thmeenths ended March 31, 2014 and
2013, we incurred fees of $3.0 million and $2.1liovil under the marketing and logistic services agrents, respectively.

8
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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

March 31, December 31
2014 2013
(in thousands

Drillships and related equipme $4,028,18 $4,020,79
Assets under constructic 877,96¢ 769,13:
Other property and equipme 10,72: 10,26(
Property and equipment, cc 4,916,87 4,800,18
Accumulated depreciatic (334,019 (288,029
Property and equipment, r $4,582,85 $4,512,15.

On March 15, 2011, March 16, 2012 and January @3 2we entered into contracts with SHI for thestaction of theéPacific Sharay,
the Pacific Meltemand thePacific Zonda, respectively. The contracts for tRacific Sharay, thePacific Meltemand thePacific Zonda
provide for an aggregate purchase price of appratdéim $1.5 billion, payable in installments durithg construction process, of which we
have made payments of approximately $429.2 miliwough March 31, 2014. With respect to these thretelivered vessels, we anticipate
making installment payments of approximately $758iion during the remainder of 2014 and approxeha$336.4 million in 2015.

During the three months ended March 31, 2014 anctival, 2013, we capitalized interest costs of $h8illion and $18.2 million,
respectively, on assets under construction.

Note 4 — Debt

A summary of debt is as follows:

March 31, December 31
2014 2013
(in thousands

Due within one year:

2018 Senior Secured Term Loar $ 7,50( $ 7,50(
2015 Senior Unsecured Bon 300,00( —
Total current dek 307,50( 7,50(
Long-term debt:
2015 Senior Unsecured Bon $ — $ 300,00(
2017 Senior Secured Bon 498,00° 497,89:
2018 Senior Secured Term Loar 733,75¢ 735,44!
Senior Secured Credit Facili 140,00( 140,00(
2020 Senior Secured Not 750,00( 750,00(
Total lon¢-term debi 2,121,761 2,423,33
Total debt $2,429,26! $2,430,83

2015 Senior Unsecured Bonds

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

As of March 31, 2014, we were in compliance with2@l15 Senior Unsecured Bonds covenants.

9
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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 (“PDY; an indirect, wholly-owned subsidiary of the Canp, completed a private
placement of $500.0 million in aggregate principalount of 7.25% senior secured notes due 2017201 Senior Secured Notes”). The
2017 Senior Secured Notes are fully and unconditipmuaranteed by the Company on a senior unsédasis. The 2017 Senior Secured
Notes were sold at 99.483% of par. The 2017 Se&3eoured Notes bear interest at 7.25% per annurapfggemiannually on June 1 ¢
December 1, commencing on June 1, 2013, and matubBecember 1, 2017.

The 2017 Senior Secured Notes are secured byt-gfisity security interest (subject to certaircegtions) in théacific Khamsin and
substantially all of the other assets of PDV, idafig an assignment of earnings and insurance psaetated to thPacific Khamsin

As of March 31, 2014, we were in compliance with28l17 Senior Secured Notes covenants.

Senior Secured Credit Facility Agreement

On February 19, 2013, Pacific Sharav S.a r.l. adfie Drilling VII Limited (collectively, the “SSE& Borrowers”)and the Company, :
guarantor, entered into a senior secured credlitfeagreement, as amended and restated on SeptetBb2013 and as further amended on
March 27, 2014 (the “SSCF"), to finance the condtam, operation and other costs associated wélP#tific Sharavand thePacific Meltem
(the “SSCF Vessels”). The SSCF consists of twoqguad tranches, one of which is divided into twdgtanches: (i) a Commercial Tranche
of $500.0 million provided by a syndicate of commiarbanks and (ii) a Garanti — Instituttet for pkstkreditt (“GIEK”) Tranche of $500.0
million guaranteed by GIEK, comprised of (x) an gdrtkreditt Norge AS (“EKN”) sub-tranche of $25010llion and (y) a bank sub-tranche
of $250.0 million.

Prior to delivery of each SSCF Vessel, the SSQffimarily secured on a first priority basis by kean 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 prioritgsis by liens on such vessel, by an assignmesdraings and insurance proceeds relating
thereto.

Borrowings under the Commercial Tranche bear isteatLIBOR plus a margin of 3.5%. Borrowings untter EKN sub-tranche bear
interest, at the Company’s option, at (i) LIBORglimargin 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 guarameelfhterest is payable quarterly.

The Commercial Tranche matures on the earlier) div@ years following the delivery of tHeacific Meltemand (ii) May 31, 2019.
Loans made with respect to each vessel under th& Gianche mature twelve years following the deljvef the applicable vessel. The
GIEK Tranche contains a put option exercisablbéf Commercial Tranche is not refinanced or renewedr before February 28, 2019. If the
GIEK Tranche put option is exercised, each SSCkd3aer must prepay, in full, the portion of all ciaisding loans that relate to the GIEK
Tranche, on or before May 31, 2019, without anyvpuen, penalty or fees of any kind. Amortization psnts under the SSCF are calculated
on a 12 year repayment schedule and must be madg €ix months following the delivery of the relevaessel.

As of March 31, 2014, we were in compliance withS8CF covenants.

Project Facilities Agreement Refinancing Transactias

On September 9, 2010, certain of our subsidiamésred into a project facilities agreement to ficeathe costs associated with the
Pacific Bora, thePacific Mistral, thePacific Sciroccand thePacific Santa Andthe “PFA”).

On June 3, 2013, we completed three related btibcliginancing 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 mayuftibe “Senior Secured Term Loan B”) and (iii) 20$3 million senior secured revolving
credit facility maturing in 2018, as amended (tReVolving Credit Facility”). The Revolving CredigEility provides up to $200.0 million in
future incremental funding intended for generapooate purposes, including working

10
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PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statenfeimaudited) — Continued

capital requirements, and the balance of $300.Bomiis provided for the issuance of letters ofditeprimarily anticipated to be used as cr
support for the temporary importation bonds issieeaur vessels working in Nigeria. A portion okthet proceeds from the 2020 Senior
Secured Notes and the Senior Secured Term Loanr® weed to fully repay the outstanding borrowingdar the PFA, after which the PFA
was terminated and all related collateral released.

2020 Senior Secured Notes

The 2020 Senior Secured Notes were sold at par20B@ Senior Secured Notes bear interest at 5.3#%nnum, payable
semiannually on June 1 and December 1, commencirigeocember 1, 2013, and mature on June 1, 2020.

The 2020 Senior Secured Notes are guaranteed hysebsidiary of the Company that owns Beeific Bora, thePacific Mistral, the
Pacific Scirocccor thePacific Santa Andthe “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 conthquand the Company is otherwise in compliance walitapplicable covenants.

The 2020 Senior Secured Notes are secured, onuah angd ratable, first priority basis, with theightions under the Senior Secured
Term Loan B, the Revolving Credit Facility and egmtfuture obligations (together with the 2020 $ei8ecured Notes, the “Pari Passu
Obligations”), subject to payment priorities in ¢awof lenders under the Revolving Credit Facilityguant to the terms of an intercreditor
agreement (the “Intercreditor Agreement”), by liemsthe Shared Collateral Vessels, a pledge oédjuity of the entities that own the Shared
Collateral Vessels, assignments of earnings andanse proceeds with respect to the Shared Calafessels, and certain other assets o
subsidiary guarantors (collectively, the “Sharedl&@eral”).

As of March 31, 2014, we were in compliance with2820 Senior Secured Notes covenants.

2018 Senior Secured Institutional Term Leaherm Loan B

The Senior Secured Term Loan B was issued at 9658 face value and bears interest, at the Cogipaatection, at either
(1) LIBOR, which will not be less than a floor dfalplus 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% g@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 accordidargethat would permit additional loans to be eghso long as the Company’s
total outstanding obligations in connection witle ®enior Secured Term Loan B and the 2020 Senmrr&& Notes do not exceed $1.7
billion.

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

As of March 31, 2014, we were in compliance withSanior Secured Term Loan B covenants.

Revolving Credit Facility

Borrowings under the Revolving Credit Facility b@aterest, at the Company’s option, at either (IB@QR plus a margin ranging from
2.5% to 3.25% based on the Company’s leverage, @ti(2) a rate of interest per annum equal tchighest of (i) the prime rate for such day,
(ii) the sum of the federal funds rate plus 0.5% éii) 1% per annum above the one-month LIBOReath case plus a margin ranging from
1.5% to 2.25% based on the Company’s leverage tdtidrawn commitments accrue a fee ranging frore@ 1% per annum based on the
Company’s leverage ratio. Interest is payable gquigrt

The Revolving Credit Facility permits loans to beéemded up to a maximum sublimit of $200.0 milleamd permits letters of credit to
issued up to a maximum sublimit of $300.0 milli@utstanding but undrawn letters of credit accrieesat a rate equal to the margin on
LIBOR loans minus 1%. The Revolving Credit Facilitgs a maturity date of June 3, 2018.

The Revolving Credit Facility is secured by the i®@daCollateral and subject to the provisions ofltitercreditor Agreement.

11
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PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statenfeimaudited) — Continued

As of March 31, 2014, no amounts were outstandimdputhe Revolving Credit Facility and approximgai$192.6 million of letters of
credit were issued under the Revolving Credit lgcils credit support for temporary import bondsied in favor of the Government of
Nigeria Customs Servic

As of March 31, 2014, we were in compliance withR&volving Credit Facility covenants.

Note 5 — Share-Based Compensation

On March 4, 2014, the Board approved an amendmeahetCompany’s 2011 Omnibus Stock Incentive Pilaa (2011 Plan”)
increasing the number of common shares reservedwithble for issuance from 7.2 million to 15.9lion. On March 7, 2014, we filed a
registration statement with the SEC on Form S-&iding for the registration of the additional 8.7lian shares under the 2011 Plan.

Stock Options

During the three months ended March 31, 2014,dhesflue of the options granted was calculatedgitie following weighted avera
assumptions:

2014
Stock Options
Expected volatility 46.4%
Expected term (in year 6.2¢F
Expected dividend —
Risk-free interest rat 1.%

A summary of option activity under the 2011 Plarohand for the three months ended March 31, 28 B&ifollows:

Weighted-Average Aggregate
Number of Share: Weighted-Average Remaining Intrinsic
Under Option Exercise Price Contractual Term Value
(in thousands (per share (in years) (in thousand:
Outstandinc— January 1, 201 5,24¢ $ 9.91
Granted 492 10.81
Exercisec (84) 10.01
Cancelled or forfeite: (439 9.8
Outstandinc— March 31, 201+ 5,22t $ 10.0¢ 8.1 $ 4,581
Exercisable— March 31, 201+ 3,10( $ 9.9¢ 6.€ $ 2,80:

The weighted-average graméte fair value of options granted during the thmemths ended March 31, 2014 was $5.10. As of Maig
2014, total compensation costs related to nonvegigdn awards not yet recognized were $9.3 miliod are expected to be recognized over
a weighted average period of 2.6 years.

12
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PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statenfeimaudited) — Continued
Restricted Stock Units

A summary of restricted stock units activity untlee 2011 Plan as of and for the three months ehtéedh 31, 2014 is as follows:

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

(in thousand: (per share
Nonvestec— January 1, 201 1,02t $ 9.9:
Granted 85t 10.8(
Vested (227) 9.7:
Cancelled or forfeite: (52 10.0¢
Nonvestec— March 31, 201+ 1,607 $ 10.41

As of March 31, 2014, total compensation costgedl#o nonvested restricted stock units not yetgaized were $12.7 million and are
expected to be recognized over a weighted averagedpof 2.9 years.

Note 6 — Derivatives

We are currently exposed to market risk from charigenterest rates. From time to time, we may reint® 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 napsas 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
quarterly 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 fluctostio 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 vabfederivatives that are designated as hedge im&inis as of March 31, 2014 and
December 31, 2013:

March 31, December 31
Derivatives Designated a:
Hedging Instruments Balance Sheet Locatior 2014 2013
(in thousands
Long-term—Interest rate sway Other asset $ 9,10¢ $ 9,72¢
Shor-term—Interest rate swag Derivative liabilities, curren (6,78)) (4,989
Total $ 2,32/ $ 4,74

The Company has elected not to offset the fairevaluderivatives subject to master netting agree¢spénit to report them gross on its
condensed consolidated balance sheets.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statenfeimaudited) — Continued

The following table summarizes the cash flow hegai@s and losses for the three months ended Mdrch(34 and 2013:

Amount Recognized in
Income (Ineffective

Amount of Loss Portion and
Amount of Gain Reclassified from Amount Excluded
(Loss) Recognized Equity into Income from Effectiveness
in Equity for the for the Three Testing) for the
Derivatives in Cash Flow Three Months Months Ended Three Months
Hedging Relationships Ended March 31, March 31, Ended March 31,
2014 2013 2014 2013 2014 2013
(in thousands
Interest rate sway $(6,57¢) $5,372 $1,16: $5466 $ — $ —

As of March 31, 2014, the estimated amount of oetés associated with derivative instruments tlatdvbe reclassified from
accumulated comprehensive loss to earnings dunmgext twelve months is $7.6 million. During theee months ended March 31, 2014
2013, we reclassified losses of $1.0 million andB$&illion to interest expense and $0.2 million &@d2 million to depreciation from
accumulated other comprehensive income, respegtivel

Note 7 — Fair Value Measurements

We estimated fair value by using appropriate vadmatmethodologies and information available to nggemaent as of March 31, 2014
and December 31, 2013. Considerable judgment isinegtjin developing these estimates, and accorgliegtimated values may differ from
actual results.

The estimated fair value of accounts receivablegacts payable and accrued expenses approximaiesainrying value due to their
short-term nature. The estimated fair value of ®BCF debt approximates carrying value becausedttiagle rates approximate current
market rates. The following table presents theyaagrvalue and estimated fair value of our otheéigkterm debt instruments:

March 31, December 31
2014 2013
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value
(in thousands

2015 Senior Unsecured Bon $300,00( $312,00( $300,00( $313,50(
2017 Senior Secured Bon 498,00 541,25( 497,89: 540,00(
2020 Senior Secured Not 750,00( 746,25( 750,00( 756,56
2018 Senior Secured Term Loar 741,25¢ 751,87! 742,94! 758,91(

We estimate the fair values of our variable-rate faed-+ate debt using quoted market prices to the exteaitable and significant oth
observable inputs, which represent Level 2 faingaheasurements.

14



Table of Contents

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

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

March 31, 2014

Carrying Fair Value Measurements Usinc
Value Level 1 Level 2 Level 2
(in thousands
Assets:
Interest rate sway $ 9,10¢ — $ 9,10t —
Liabilities:
Interest rate swaf $(6,78)) — $ (6,78) —
December 31, 201
Carrying Fair Value Measurements Using
Value Level 1 Level 2 Level 2
(in thousands
Assets:
Interest rate sway $ 9,72¢ — $ 9,72¢ —
Liabilities:
Interest rate sway $(4,989) — $ (4,989 —

We use an income approach to value assets antitigshior outstanding interest rate swaps. Thes#racts 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 haddompany’s non-performance risk
with respect to the Company’s financial liabilities

Refer to Note 6 for further discussion of the Compsi use of derivative instruments and their falues.

Note 8 — Commitments and Contingencies

Commitments— As of March 31, 2014, Pacific Drilling had no reaal commitments other than commitments relatediepwater
drillship construction purchase commitments disedss Note 3.

Our liquidity fluctuates depending on a numberagftbrs, including, among others, our revenue eifficy and the timing of collecting
accounts receivable as well as amounts paid faratipg costs. We believe that our cash on hanccast flows generated from operating
financing activities will provide sufficient liquity over the next twelve months to fund our workirapital needs, amortization payments on
our long-term debt and capital expenditures.

Letters of Credit —As of March 31, 2014, we were contingently liableler certain performance, bid and custom bonddedteis of
credit totaling approximately $277.7 million issugsisecurity in the normal course of our business.

Contingencies— It is to be expected that we and our subsidiamdsoe routinely involved in litigation and dispas 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 theiralwactivity patents. Transocean seeks relief ifohm of a permanent injunction,
compensatory damages, enhanced damages, couranddises. We do not believe that ultimate liayilit any, resulting from any such
pending litigation will have a material adversesetfon our financial condition, results of operasi@r cash flows.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statenfeimaudited) — Continued

Note 9 — Earnings per Share

The following reflects the income and the sharadesed in the basic and diluted earnings per stangutations:

Three Months Ended March 31,
2014 2013
(in thousands, except p
share amount:

Numerator:

Net income, basic and dilutt $ 22,23( $ 15,06
Denominator:

Weightec-average number of common shares outstanding, 217,12: 216,90:
Effect of shar-based compensation awa 343 64
Weightec-average number of common shares outstanding, di 217,46: 216,96¢
Earnings per share:

Basic $ 0.1C $ 0.07
Diluted $ 0.1C $ 0.07

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

Three Months Ended March 31,
2014 2013
(in thousands
Shar+-based compensation awal 6,48¢ 5,32¢

Note 10 — Supplemental Cash Flow Information

Capital expenditures in our condensed consolidstie#ments of cash flows include the effect of geann accrued capital
expenditures, which are capital expenditures tlatvaccrued but unpaid at period end. We havededihese amounts in accounts payable,
accrued expenses and accrued interest in our ceadeonsolidated balance sheets as of March 34, &@d. 2013. During the three months
ended March 31, 2014 and 2013, capital expenditlwasot include the impact of an increase in aateapital expenditures of $26.6 million
and $4.1 million, respectively, in our condensedsmbidated statements of cash flows.

During the three months ended March 31, 2014 ai® 2fon-cash amortization of deferred financing€asd accretion of debt
discount totaling $1.2 million and $1.5 million veecapitalized to property and equipment, respegtiveccordingly, these amounts are
excluded from capital expenditures in our condersetsolidated statements of cash flows for thesthmenths ended March 31, 2014 and
2013.
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Item 2 — Operating and Financial Review and Prospds
Overview

We are an international offshore drilling contraatommitted to becoming the preferred providerlofudeepwater drilling services to
the oil and natural gas industry through the udaigti-specification rigs. Our primary businessoi€tntract our ultra-deepwater rigs, related
equipment and work crews, primarily on a dayrat@dydo drill wells for our clients. Led by a tearfhseasoned professionals with significant
experience in the oil services and ultra-deepwdtifing sectors, we specialize in the technicalgmanding segments of the offshore drilling
business.

We are primarily focused on the ultra-deepwatensayg of the rig market. The term “ultra-deepwatasused in the drilling industry
denote a particular segment of the market, can aadycontinues to evolve with technological improeats. We generally consider ultra-
deepwater to begin at water depths of more tha®07&et and to extend to the maximum water deptlvghich rigs are capable of drilling,
which is currently approximately 12,000 feet. Otlships are all equipped to operate in ultra-deafer. In addition, our drillships can and
do operate effectively in water depths as shalle&,800 feet, and have advanced operational cépebhthat make them attractive to clients
in shallower water depths. While not currently aecfvcus for our business, our drillships are abpable of operating in harsh environment
areas, where there are typically rougher sea dondit

Our Fleet
Water Depth Drilling Depth

Rig Name Expected Delivery (in feet) (in feet) Customer
Pacific Bora Delivered 10,00( 37,50( Chevron
Pacific Sciroccc Delivered 12,00( 40,00( Total
Pacific Mistral Delivered 12,00( 37,50( Petrobra
Pacific Santa Ani Delivered 12,00( 40,00( Chevron
Pacific Khamsir Delivered 12,00( 40,00( Chevron
Pacific Shara\ May 2014 12,00( 40,00( Chevron
Pacific Melterr Early Third Quarter 201 12,00( 40,00( Available
Pacific Zonde First Quarter 201 12,00( 40,00( Available

Drilling Contracts for our Fleet
The current status of our contracted drillshipasgollows:

» ThePacific Boraentered service in Nigeria on August 26, 2011 urdiaree-year contract with a subsidiary of Chevron
Corporation (“Chevron”). A signed conditional contment has been entered into to extend the curmeritact on théacific Bore
for an additional two years through August 201 @ject only to approval from our client’s local pagt. There is no assurance or
guarantee that our client will receive this appto

e ThePacific Scirocceentered service in Nigeria on December 31, 201kuadne-year contract with a subsidiary of Total. S
(“Total”). In April 2012, Total exercised an initiane-year option; in April 2013, Total exercisedubsequent one-year option;
and in April 2014, Total exercised its final t-year option extending the contract term to Janaadyr.

» ThePacific Mistralentered service in Brazil on February 6, 2012 uddwre~year contract with Petroleo Brasileiro S

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

» ThePacific Khamsirentered service in Nigeria on December 17, 201&uadw-year contract with a subsidiary of Chevr

» Upon delivery, th@acific Sharavs expected to enter service in the U.S. Gulf okMe in the third quarter of 2014 under a five-
year contract with a subsidiary of Chevr

Newbuild Drillships

ThePacific Sharay, thePacific Meltemand thePacific Zondaare currently under construction at SHI and areduated for delivery in
May 2014, early third quarter 2014 and in the fipgarter of 2015, respectively.

Significant Developments

On April 14, 2014, Total exercised its final twoayeption to extend the firm contract term for Beific Sciroccdo January 2017. Tl
additional two-year term increased our contracklmarby approximately $364 million.
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General Industry Trends and Outlook

Historically, operating results in the offshore trawt drilling industry have been cyclical and difg related to the demand for and the
available supply of drilling rigs, which are infilveed by various factors. However, since factorsithpact offshore exploration and
development spending are beyond our control, andemand dynamics can shift quickly, it is difficfdr us to predict future industry
conditions, demand trends or operating results.

Drilling Rig Supply

During the first three months of 2014, offshordlithg contractors placed 4 shipyard orders to baddlitional ultra-deepwater semi-
submersibles and drillships. We estimate ther@ppeoximately 59 ultra-deepwater rigs deliveredareduled for delivery from April 1,
2014 until the end of 2016, 32 of which have ndtheen announced as contracted to clients. Dugettohg lead times involved in rig
construction, the potential for additional ordereterge and for shipyard delays to occur, espgeiaiong yards forecasted to make their
first deliveries during this time frame, the suppfyultra-deepwater units through the end of 2016 can bmattd as a range between 185
195. Beyond this time frame, the supply is uncargaid any projections have diminished predictieea

Drilling Rig Demand

Demand for our drillships is a function of the wawide levels of offshore exploration and developtsgending by oil and gas
companies, which is influenced by a number of fisctdhe type of projects that modern drillships entake 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 keyedffior deepwater and ultra-deepwater exploratimhdevelopment spending. Our clients’
drilling programs are also affected by the glolmreomic and political climate, access to qualifylidg prospects, exploration success,
perceived future availability and lead time regmiemnts for drilling equipment, emphasis on deepweaeloration and production versus ot
areas and advances in drilling technology.

The first three months of 2014 saw oil and glolmai+.S. natural gas prices exhibit a level of vibtgtcomparable to historical norms
while continuing above the levels needed for sidfitreturn on investment for our clients. Whileegtions remain regarding global economic
stability, GDP growth continued to be positive gylemerging markets and North America. Deepwatetggng activity continued, albeit a
reduced pace from recent quarters, and there veeneaterial adverse changes to regulations or e#s¢rictions affecting our ability to
operate in countries where we currently, or inftitare, may operate.

Supply and Demand Balance

The foregoing factors resulted in a generally tgipply-demand balance for modern drillships infitet three months of 2014, with
near 100% utilization. However, several major exaion and production companies have announcecdeslgear-over-year growth for 2014
capital expenditure budgets, or, in some casesindecWe estimate that from April 1, 2014 untiéthnd of 2014, approximately 17 ultra-
deepwater rigs will be available to commence opemnat 10 of which have confirmed client contraétdditionally, several older, lower-
specification deepwater and mid-water drillshipd aamisubmersibles have recently completed costgagir to engaging new ones. While
we believe that the demand for high specificatitratdeepwater drillships like those in our fleall wontinue to meet or exceed supply, these
developments appear to have exerted some pricagspre on the market. For more information onaht$ other risks to our business and
industry, please read “Risk Factors” in our 201314& Report.

Contract Backlog

Our contract backlog includes commitments only,chitare represented by signed agreements. As ofiM2914, our contract backlog
was approximately $3.3 billion and was attributableevenues we expect to generate orPthefic Bora, thePacific Sciroccg thePacific
Mistral , thePacific Santa AnathePacific Khamsirand thePacific Sharawnder drilling contracts with Chevron, Total andrBbras. We
calculate our contract backlog by multiplying tlentractual dayrate by the minimum number of daysrmitted under the contracts
(excluding unexercised options to extend), assurhihgitilization, and also including mobilizatidees, upgrade reimbursements and other
revenue sources as stipulated in the applicableamin

The actual amounts of revenues earned and thel aetiads during which revenues are earned magdifbm the amounts and periods
shown in the table below due to various factorsluiging shipyard and maintenance projects, downangkother factors. Our contracts
customarily provide for termination at the electafrthe client with an “early termination paymetd”be paid to us if a contract is terminated
prior to the expiration of the fixed term. Howevender certain limited circumstances, such as detstn of a drilling rig, our bankruptcy,
sustained unacceptable performance by us or dglofea rig beyond certain grace and/or liquidatathdges periods, an early termination
payment is not required to be paid. Accordinglg, #dttual amount of revenues earned may be suladbaifdiver than the backlog reported.
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The commitments that comprise our $3.3 billion cacitbacklog as of May 1, 2014, are as follows:

Average
Contract
Backlog
Revenue
Contractual Actual/Expected Expected
Contracted Contract Per Contract Contract
Rig Location Client Backlog @ Dayrate Day @) Commencement Duration
Pacific Bora Nigeria Chevron $ 526,351,00 $ 474,70 $566,00(°) August 26, 201 5 years®)
Pacific Sciroccc Nigeria Total $ 488,965,00 $ 494,95(© $495,00(©) December 31, 201 5 years and 8 dax©
Pacific Mistral Brazil Petrobra $ 143,099,00 $ 458,000  $511,00( February 6, 201 3 years
Pacific Santa Ani U.S. Gulf of Mexica Chevron $ 600,506,00 $ 489,53(  $552,00( March 21, 201: 5 years and 38 da
Pacific Khamsir Nigeria Chevron $ 445,264,00 $ 660,000  $750,00( December 17, 201 2 years
Pacific Sharax U.S. Gulf of Mexico Chevron $1,075,875,00 $ 555,000  $590,00( Third Quarter 201 5 years

(8) Rounded to the nearest $1,000. Based on signéidgligbntracts and signed commitments as furthecideed below

(b) A signed conditional commitment was entered totextend the current contract of #&cific Borafor an additional two-year period at
a dayrate of $615,000 following the expirationtué initial three-year term. The twear extension remains subject to approval fromn
client’s local partner, and there is no assuramgguarantee that our client will receive this ap@adoAs of May 1, 2014, the contractual
dayrate is $474,700 and average contract backiante per day is approximately $566,000 throughusug5, 2014. Subject to the
aforementioned approval, on August 26, 2014 thrahghwo-year additional contract period, the cactinal dayrate will be $615,000
and average contract backlog revenue per day wilgproximately $628,000. In the event the apprisvabt obtained, our contract
backlog could be reduce

(c) The contractual dayrate for tRacific Sciroccas currently $494,950, which is the average contoacklog revenue per day through
January 7, 2015. Starting on January 8, 2015,dh#ractual dayrate and average contract backlognues per day will be $498,990
through the tw-year period ending January 20.

Results of Operations
Three Months Ended March 31, 2014 Compared to Thieeths Ended March 31, 2013

The following table provides an analysis of ourdensed consolidated results of operations forttreetmonths ended March 31, 2014
and 2013:

Three Months Ended March 31,
2014 2013 Change % Change
(in thousands, except percentac

Revenues

Contract drilling $ 22559. $ 175,01t $50,57¢ 2%%
Costs and expenses

Contract drilling (110,969 (84,45) (26,519 31%

General and administrative expen (12,539 (12,029 (1,505 14%

Depreciation expens (46,159 (36,507) (9,65)) 26%

(169,657 (131,98) (37,670 2%%

Operating income 55,93¢ 43,03: 12,90t 30%
Other income (expense)

Interest expens (26,03) (22,76() (3,277 14%

Other income (expens (1,169 192 (1,367 (709)%
Income before income taxes 28,73¢ 20,46: 8,27: 4C0%

Income tax expens (6,50¢) (5,407%) (1,109 20%
Net income $ 2223( $ 15,060 $ 7,16¢ 48%

RevenuesRevenues were $225.6 million for the three montited March 31, 2014, compared to $175.0 milliontfierthree months
ended March 31, 2013. The increase in revenuenglthie three months ended March 31, 2014 resuftethgly from a full quarter of
operations from our five operating drillships, imding thePacific Khamsin which commenced earning revenues on Decemb&013, as
compared to the same period of 2013, during whiehlwsre operating only four drillships.
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During the three months ended March 31, 2014, peraiing fleet of drillships achieved an averagenee efficiency of 82.7%
compared to 90.3% during the three months endediMat, 2013. Revenue efficiency is defined as tteah contractual dayrate revenue
(excludes mobilization fees, upgrade reimbursemamdsother revenue sources) divided by the maxiraomount of total contractual dayrate
revenue that could have been earned during suabdper

The decline in revenue efficiency as compared éditist quarter of 2013 resulted primarily from lemthan expected revenue efficiency
during shakedown of theacific Khamsirduring the first quarter of 2014 which reduced awerage revenue efficiency by approximately
10.7%.

Contract drilling revenue for the three months ehiflarch 31, 2014 and 2013 also included amortinatiodeferred revenue of $28.0
million and $16.9 million and reimbursable revena&$6.9 million and $4.7 million, respectively. &ncrease in amortization of deferred
revenue was primarily due to additional deferracereie related to theacific Khamsin Reimbursable revenues represent the gross amount
earned related to costs for the purchase of sup@guipment, personnel services and other serpicesded at the request of our clients that
are beyond the initial scope of the drilling cootra he increase in reimbursable revenues wassthétrof corresponding increases in
reimbursable costs incurred.

Contract drilling costsContract drilling costs were $111.0 million for ttheee months ended March 31, 2014, compared t®b$84
million for the three months ended March 31, 2008 increase in contract drilling costs was priflgatue to a full quarter of operations fr.
our five operating drillships for the three mon#msled March 31, 2014, as compared to the compapahiled of the prior year, during which
we were operating only four drillships.

During the three months ended March 31, 2014 anctiMa1, 2013, direct rig related operating expemga® approximately $89.4
million and $69.3 million, respectively, includimgimbursable costs of $6.7 million and $5.0 millicespectively. These reimbursable costs
are not included under the scope of the drillingtcact’s initial dayrate, but are subject to reimdgmment from our clients. Reimbursable costs
can be highly variable between quarters. Becawsesimbursement of these costs by our clientscisrded as additional revenue, they do not
generally negatively affect our margins. During theee months ended March 31, 2014 and March 313, 2fbntract drilling costs also
included approximately $8.4 million and $5.6 mitliof shore-based and other support costs, respsctixcluding the impact of
reimbursable costs, direct rig related operatingeeses and shore-based and other support cosipgrating rig per day were as follows:

Three Months Ended March 31,

2014 2013
(in thousands, amounts per operating rig per

Direct rig related operating expenses, $ 183.¢ $ 178.¢

Shorebased and other support cc 18.€ 15.5

Total $ 202.¢ $ 194.1

The increase in direct rig related operating expsiper operating rig per day excluding reimbursabss during the three months
ended March 31, 2014 as compared to the same paribd prior year was attributable to customamyuai cost escalations and an increa:s
shore based support in our Nigerian office to suppaohird vessel operating in Nigeria in 2014.

Contract drilling costs for the first quarter of120and 2013 additionally included $13.2 million &816 million in amortization of
deferred costs, respectively. The increase in it@rézation of deferred costs was due to additi@ests related to tHeacific Khamsin

General and administrative expensé3eneral and administrative expenses were $14llmior the three months ended March 31,
2014, compared to $11.0 million for the three merghded March 31, 2013. The increase in generahdmdhistrative expenses was
primarily related to planned employee headcounitadd required to support our expanding fleet.

Depreciation expenseDepreciation expense was $46.2 million for the¢hmonths ended March 31, 2014, compared to $8#i6n
for the three months ended March 31, 2013. Thesaser in depreciation expense related to a fulltquaf depreciation expense incurred on
the Pacific Khamsin

Interest expenselnterest expense was $26.0 million for the thremths ended March 31, 2014, compared to $22.8milbr the three
months ended March 31, 20:



The following table summarizes interest expense:

Three Months Ended

March 31,
2014 2013
(in thousands
Interest $(44,287) $(35,63))
Realized losses on interest rate sw (997) (5,309
Capitalized interes 19,25: 18,17¢
Interest expens $(26,03) $(22,76()

The increase in interest expense for the quar@edMarch 31, 2014 as compared to the same pefi@2@l@ was primarily due to an
increase in our overall level of indebtedness.

Other income (expensepther expense was approximately $1.2 milliortiier three months ended March 31, 2014, compareth&y
income of $0.2 million for the three months endeardh 31, 2013. The increase in other expense pijnratated to currency exchange
fluctuations.
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Income taxesIn accordance with GAAP, we estimate the fulltyeffective tax rate from continuing operations apgly this rate to
our year-to-date income from continuing operationsaddition, we separately calculate the tax impéanusual or infrequent items, if any.
For the three months ended March 31, 2014 and 20k Fffective tax rate was 22.6% and 26.4%, raspy.

The relationship between our provision for or bé@rfefm 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 bomome can lead to lower effective tax rates, suttijfethe other factors impacting income tax
expense noted above. The decrease in our effdativate for the three months ended March 31, 281¢ompared to the three months ended
March 31, 2013 was primarily the result of an isg®in predax book income without a proportional increaseai which was partially offs
by an increase in the blend of income taxed basegt@ss revenues versus pre-tax book income.

Liquidity and Capital Resources

Liquidity

As of March 31, 2014, we had $236.5 million of casld cash equivalents. Our liquidity requirementdude funding ongoing working
capital needs, repaying our outstanding indebtesdard anticipated capital expenditures, whichamgely comprised of our progress
payments for our ultra-deepwater drillship condinrcprojects, and maintaining adequate creditifaas or cash balances to compensate for
the effects of fluctuations in operating cash flowsir ability to meet these liquidity requirementi depend in large part on our future
operating and financial performance. Primary sosiafefunds for our short-term liquidity needs vii# cash flow generated from operating
and financing activities, which includes availdilunder our Revolving Credit Facility and SSCF aund available cash balances. Our
liquidity fluctuates depending on a number of fastincluding, among others, our revenue efficieaoy the timing of collecting accounts
receivable as well as payments for operating ctéesbelieve that our cash on hand and cash flowsrgéed from operating and financing
activities, including availability under our Revailg Credit Facility and our SSCF, will provide dafént liquidity over the next twelve
months to fund our working capital needs, amoriirapayments on our long-term debt and anticipataital expenditures for our ultra-
deepwater drillship construction projects. Ouriaptb meet our long-term liquidity requirementdivdepend in part on our ability to secure
additional financing, which is uncommitted at ttilme, before repaying the 2015 Senior UnsecureddB@md taking delivery of tHeacific
Zondain the first quarter of 2015.

Capital Expenditures and Working Capital Funding

In March 2011, we entered into a contract with &ithe construction of our sixth advanced-capghililtra-deepwater drillship, the
Pacific Sharan. In March 2012, we entered into a contract witH &I the construction of our seventh advanced-baipg ultra-deepwater
drillship, thePacific Meltem, and in January 2013, we entered into an additioovatract with SHI for the construction of our leig advanced-
capability, ultra-deepwater drillship, tRacific Zonda

The SHI contracts for theacific Sharay, thePacific Meltemand thePacific Zondgprovide for an aggregate purchase price of
approximately $1.5 billion for the acquisition biese three vessels, payable in installments dtinegonstruction process, of which we have
made payments of approximately $429.2 million tigtodarch 31, 2014. With respect to our three uedelied vessels, we anticipate mal
payments of approximately $756.3 million during teenainder of 2014 and $336.4 million in 2015.

We expect the project cost for tRacific Sharay, thePacific Meltemand thePacific Zondaunder construction to be approximately
$662.9 million, $627.8 million and $634.1 milliorespectively, or $1.9 billion in total. The estimalf the project costs includes
commissioning and testing and other costs relateke drillships, but excludes capitalized interdst of March 31, 2014, there were
approximately $1.3 billion of remaining project tofor thePacific Sharay, thePacific Meltemand thePacific Zondaof which approximatel
$1.1 billion is remaining contractual commitmerdsSHI. We intend to finance the approximately $758illion in remaining project costs
for thePacific Sharawand thePacific Meltemby borrowing funds under the SSCF. We expect tarfoe the $543.4 million in remaining
project costs for thPacific Zondawith a combination of our existing cash balancesjre operating cash flows and additional financing
which is uncommitted at this time. We have $200illion in available borrowings under our Revolvigedit Facility, which can also be
used to fund project costs.
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Sources and Uses of Cash

The following table provides an analysis of ourtcliew from operating activities for the three miasiended March 31, 2014 and 2013:

Three Months Ended
March 31,

2014 2013 Change
(in thousands

Cash flow from operating activities:

Net income $ 22,23( $ 15,06: $ 7,16¢
Depreciation expens 46,15« 36,50: 9,651
Amortization of deferred revent (28,009 (16,857 (11,157
Amortization of deferred cos 13,21( 9,59¢ 3,611
Amortization of deferred financing cos 2,57¢ 3,68 (1,109
Amortization of debt discour 178 — 17z
Deferred income taxe (12 (677) 66E
Shar-based compensation expel 1,96¢ 2,05: (87)
Changes in operating assets and liabilities 64,54 22,77 41,77(

Net cash provided by operating activit $122,83. $72,14% $ 50,68¢

The increase in net cash provided by operatingitie8 was primarily due to increased collectior®f our clients, including the impact

of thePacific Khamsircommencing operations on December 17, 2013, asa@upo the comparable period of the prior yeatindguvhich
we were operating only four drillships.

The following table provides an analysis of ourtcliew from investing activities for the three mbatended March 31, 2014 and
March 31, 2013:

Three Months Ended
March 31,
2014 2013 Change
(in thousands

Cash flow from investing activities:

Capital expenditure $(88,82¢) $(134,959) $46,13:
Increase in restricted ca — (7) 7
Net cash used in investing activiti $(88,826) $(134,96¢6) $46,14(

The decrease in capital expenditures resulted pifinfeom fewer payments for our drillships undemstruction during the first quarter
of 2014 as compared to the same period in 2013.
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The following table provides an analysis of ourtciew from financing activities for the three mbstended March 31, 2014 and 2013:

Three Months Ended March 31,
2014 2013 Change
(in thousands

Cash flow from financing activities:

Proceeds from shares issued under -based compensation p/  $ 75C $ — $ 75C
Proceeds from lor-term debt — 1,00(¢ (2,000
Payments on lor-term debt (1,875 (54,687 52,81:
Payments for financing cos (500) (21,729 21,22¢

Net cash used in financing activiti $ (1,625 $  (75,41)  $73,78¢

The decrease in cash used in financing activitiesd the three months ended March 31, 2014 as ameddo the same period of 2013
resulted from the change in the Company’s debtyrmeat profile attributable to the refinancing tracisons completed in June 2013 and the
elimination of quarterly amortization payments negd under the PFA. During the three months endadcch!31, 2013, we made $54.7
million in principal repayments on the PFA and pd&i.4 million in deferred financing costs relatedhe closing of the SSCF.

During the three months ended March 31, 2014, waen$4..9 million in principal repayments on our tamsling long-term debt.

Description of Indebtedness

8.25% Senior Unsecured Bonds due 20kbFebruary 2012, we completed a private placeérme$300.0 million in aggregate principal
amount of 8.25% senior unsecured U.S. dollar denatad bonds due 2015 to eligible purchasers. Th& 3@nior Unsecured Bonds bear
interest at 8.25% per annum, which is payable semuially on February 23 and August 23, and maturEebruary 23, 2015. See Note 4 to
the unaudited condensed consolidated financiad rstits.

7.25% Senior Secured Notes due 20¥November 2012, Pacific Drilling V Limited, amdirect, 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 to eligible purchasers. The 201H68ecured Notes were sold at 99.483% of par, inéarest at 7.25% per annum, which is
payable semiannually on June 1 and December Imatare on December 1, 2017. See Note 4 to the iteduzbndensed consolidated
financial statements.

Senior Secured Credit Facility Agreemedh February 19, 2013, Pacific Sharav S.a r.I. aamifié Drilling VII Limited, and the
Company, as guarantor, entered into a senior secueglit facility agreement with a group of lenderginance the construction, operation
and other costs associated with Bazific Sharavand thePacific Meltem See Note 4 to the unaudited condensed consdlifiatncial
statements.

5.375% Senior Secured Notes due 2020 June 3, 2013, we completed a private placenfe$it50.0 million in aggregate principal
amount of 5.375% Senior Secured Notes due 202ligible purchasers. The 2020 Senior Secured Notre wold at par, bear interest at
5.375% per annum, which is payable semiannuallyume 1, and December 1, and mature on June 1, 3@2Mote 4 to the unaudited
condensed consolidated financial statements.

Senior Secured Term Loan B due 20Th June 3, 2013, the Company entered into a §#6lion senior secured term loan. The
maturity date for the Senior Secured Term Loan Buise 3, 2018. See Note 4 to the unaudited condexsesolidated financial statements.

Revolving Credit Facility On June 3, 2013, we entered into a senior secaxadving credit facility with an aggregate pripal amount
of up to $500.0 million (permits loans to be extetdip to a maximum sublimit of $200.0 million aretmits letters of credit to be issued up
to a maximum sublimit of $300.0 million). See Ndté the unaudited condensed consolidated finastaséments.

23



Table of Contents

Letters of Credit

As of March 31, 2014, we were contingently liabfelar certain performance, bid and custom bonddeiteds of credit totaling
approximately $277.7 million related to letterscofdit 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 titméime to manage our exposure to fluctuationsiiarest rates. We do not enter into
derivative transactions for speculative purposesidver, for accounting purposes, certain transastioay not meet the criteria for hedge
accounting. See Note 6 to the unaudited condermesbtidated financial statements.

Off-Balance Sheet Arrangements

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

Contractual Obligations
The table below sets forth our contractual oblmyagias of March 31, 2014:

Remaining

nine months For the years ending December 3!
Contractual Obligations 2014 201£-2016 2013-2018 Thereafter Total

(in thousands)

Long-term debi®) $ 5,62t $315,00( $1,223,751 $890,00( $2,434,37!
Interest on lon-term debi®) 123,81« 282,93¢ 210,40! 65,24¢ 682,40:
Operating lease 1,02: 2,171 1,82¢ 1,60(C 6,61¢
Purchase obligatior() 160,51t 49,60( — — 210,11¢
Ultra-deepwater drillship(@) 756,33 336,38: — — 1,092,72,
Total contractual obligatior(®) $1,047,31°  $986,09( $1,435,97' $956,84( $4,426,23.

(@ Includes current maturities of long-term débthe table above, the outstanding borrowingsla@fi0 million under the SSCF as of
March 31, 2014 are included under the column extitThereafter.” We intend to borrow an additio&860.0 million under the SSCF
and amortization payments will be established moiiprincipal repayments every six months based @@-year repayment schedule
following the delivery of the relevant vess

(b) Interest payments are based on our existingtanding 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 rates.afiable rate LIBOR based debt,
interest has been calculated using current LIBOBf&sarch 31, 2014 and includes the impact of autstanding interest rate swaps.
Interest on the SSCF is based on existing outstgratirrowings of $140.0 million as of March 31, 20As such, interest on long-term
debt as presented in the table above excludesnp&ct of additional interest under the SSCF th#itheiincurred as the remaining
$860.0 million is borrowed, which we anticipate Maitcur in full on or before the delivery of tRacific Meltemcurrently expected in
the early part of the third quarter of 2014. Under Revolving Credit Facility, we record interexpense for fees on undrawn
commitments and unused letter of credit capacfipreximately $307.4 million as of March 31, 2014ile our outstanding letters of
credit, approximately $192.6 million as of March 2014, accrue interest at a different rate. Irsteoa long-term debt as presented in
the table above excludes the impact of additiamalrest that will be incurred under our Revolvingdit Facility if the Company issues
additional letters of credit or borrows under tl20@.0 million revolving su-limit.

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

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

(e) Contractual obligations do not include appraadety $0.9 million of liabilities from unrecognizeax benefits related to uncertain tax
positions, inclusive of interest and penaltiesiuded on our condensed consolidated balance skeét\arch 31, 2014. We are unable
to specify with certainty the future periods in afhiwe may be obligated to settle such amot

Some of the figures included in the table abovebased on estimates and assumptions about thegatasis, including their duration
and other factors. The contractual obligations \iltagtually 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 remgs 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 expartsmized during the reporting period. On
an ongoing basis, we evaluate our estimates amndnggi®ns, including those related to allowancedoubtful accounts, financial instruments,
depreciation of property and equipment, impairnaniong-lived assets, income taxes, share-basegensation and contingencies. We base
our estimates and assumptions on historical expegiand on various other factors we believe arsoresble under the circumstances, the
results of which form the basis for making judgnsesibout the carrying values of assets and liadslitihat are not readily apparent from other
sources. Actual results could differ from suchraates.

Our critical accounting estimates are importartheportrayal of both our financial condition amrdults 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 differepg@mptions or estimates. We have
discussed the development and selection of oucardiccounting estimates with our Board of Direstand the Board of Directors has
reviewed the disclosure of our critical accountsgmates. During the three months ended MarcR@&14, we have not made any material
changes in accounting methodology.

For a discussion of the critical accounting pobciad estimates that we use in the preparationrafimaudited condensed consolidated
financial statements, see Item 5, “Operating amafdial Review and Prospects—Critical Accountingristes and Policies” in our 2013
Annual Report. During the three months ended M&iH2014, there have been no material changeg toadgments, assumptions and
estimates, upon which our critical accounting eates are based. Significant accounting policiesraoently issued accounting standards are
discussed in Note 2 to our unaudited condensecbtidated financial statements in this Quarterly &¢pnd in Note 2 to our consolidated
financial statements included in our 2013 Annugbéte
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FORWARD-LOOKING STATEMENTS

This Quarterly Report contains forward-looking staénts that involve risks and uncertainties. Wiaeseforward-looking statement
includes a statement about the assumptions or baskeslying the forward-looking statement, we ocawthat, while we believe these
assumptions or bases to be reasonable and madedrfajth, assumed facts or bases almost alwaysfi@n the actual results, and the
differences between assumed facts or bases aral egsults can be material, depending upon theicistances. Where, in any forward-
looking statement, our management expresses actakipe or belief as to future results, such exgtamh or belief is expressed in good faith
and is believed to have a reasonable basis. Weotasaure you, however, that the statement of ¢afiea or belief will result or be achieved
or accomplished. These statements relate to arsadyskother 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 teantsphrases such as “anticipate,” “believe,” “cguldstimate,” “expect,” “i " “may,”

intend,
“might,” “plan,” “predict,” “project,” “subject to; “will” and similar terms and phrases, and negasiwf such terms and phrases, including

references to assumptions. Forward-looking staté&riewnolve risks and uncertainties that may causes future activities and results of
operations to be materially different from thosggested or described in this Quarterly Report. &hiesks include the risks that are identified
in the “Risk Factors” section of our 2013 AnnuapR#, and also include, among others, risks astatiaith the following:

» the oil and gas market and its impact on denfandur services, including supply and demandoiband gas and expectations
regarding future energy price

» our limited number of assets and small numberiefnts;

» delays and cost overruns in construction projectsray deliveries

» our ability to enter into and negotiate favoraldirts for future client contracts or extensic
» operating hazards in the oilfield services indus

e unplanned downtime or repairs of our drillshi

» competition within our industry

» oversupply of rigs competing with our rig

» our substantial level of indebtedne

+ termination of our client contract

» nor-compliance with the Foreign Corrupt Practices Acaioy other an-bribery laws;

* nor-compliance with governmental, tax, permitting, @amimental and safety regulatiol

» restrictions on offshore drillin

» strikes and work stoppage

» timely access to spare parts equipment or persaaqeired to maintain and service our fle

« corruption, militant activities, political irebility, ethnic unrest and regionalism in Nigerradather countries where we may
operate

» changes in tax laws, treaties or regulatic

» our ability to incur additional indebtedness anthpiance with restrictions and covenants in ourt @gseements
» our levels of operating and maintenance cc

e our ability to attract and retain skilled workers @ommercially reasonable tern

» reduced expenditures by oil and natural gas exgborand production companie

» general global economic conditions and conditionthée oil and natural gas indust
» our dependence on key personi

» adequacy of insurance coverage in the event ofesttaphic eveni

e our ability to obtain indemnity from client

» regulatory or other required approve

» the volatility of the price of our common shar

» effects of new products and new technology in adustry;

» ourincorporation under the laws of Luxemboang the limited rights to relief for shareholddrattmay be available compared to



other countries, including the United States;

» potential conflicts of interest between our coringl shareholder and our public sharehold
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Any forward-looking statements contained in thisaQerly Report should not be relied upon as pregfistof future events. No
assurance can be given that the expectations eegut@s any forward-looking statements will provdb®correct. Actual results could differ
materially from expectations expressed in the fodalaoking statements if one or more of the undegyassumptions 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 Repatiide 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 ptedicisk factors and uncertainties, nor can waeas the impact of all factors on our busii
or the extent to which any factor, or combinatidtfiactors, 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 coetieges, 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 tieowise.
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Item 3 — Quantitative and Qualitative Disclosure alout Market Risk

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

Interest Rate Risk . We are exposed to changes in interest ratesghrour variable rate long-term debt. We use intawae 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 améfing rate debt. See Note 6 and Note 7 to theditelicondensed consolidated financial
statements. As of March 31, 2014, our net exposufleating interest rate fluctuations on our oagting debt was $171.9 million, based on
floating rate debt of $884.4 million less the $BL&illion notional principal of our floating to fed interest rate swaps. Our net exposure to
floating interest rate fluctuations excludes thedeing Credit Facility as no amounts were borroweder the facility subject to floating
interest rates as of March 31, 2014. A 1% incresskecrease to the overall variable interest rateged to us would thus increase or decr
our interest expense by approximately $1.7 milboren annual basis as of March 31, 2014.

Foreign Currency Exchange Rate Risk . We are exposed to foreign exchange risk assaicveith our international operations. For a
discussion of our foreign exchange risk, see Iténi'Quantitative and Qualitative Disclosures AbMarket Risk” in our 2013 Annual
Report. There have been no material changes te firesiously reported matters during the three iroetded March 31, 2014.
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PART Il — OTHER INFORMATION
Item 1 — Legal Proceedings

See Note 8 to the unaudited condensed consolifiatattial statements.

Item 1A — Risk Factors

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

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.

ltem 6 — Exhibits

None.
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SIGNATURES

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

Pacific Drilling S.A.
(Registrant

Dated: May 6, 201. By /s/ Kinga E. Dori¢
Kinga E. Doris
Vice President, General Counsel and Secre
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