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FORWARD-LOOKING STATEMENTS

This annual report contains forward-looking statete¢hat involve risks and uncertainties. Where famyardiooking statement includs
a statement about the assumptions or bases undgthg forward-looking statement, we caution thétile we believe these assumptions or
bases to be reasonable and made in good faithmassiacts or bases almost always vary from theaho#isults, and the differences between
assumed facts or bases and actual results cantbaahalepending upon the circumstances. Wheranynforward-looking statement, our
management expresses an expectation or belieffatite results, such expectation or belief is egped in good faith and is believed to have
reasonable basis. We cannot assure you, howeag¢ththstatement of expectation or belief will fesube achieved or accomplished. These
statements relate to analyses and other informétitnare based on forecasts of future resultseaticthates of amounts not yet determinable.
These statements also relate to our future prospgetvelopments and business strategies. Forwakihlp statements can be identified by theil
use of terms and phrases such as “anticipate,fe\s®l’ “could,” “estimate,” “expect,” “intend,” “mg” “might,” “plan,” “predict,” “project,”
“will” and similar terms and phrases, includingerefnces to assumptions. Forward-looking statenievd$ve risks and uncertainties that may
cause actual future activities and results of dpmra to be materially different from those suggdstr described in this annual report. These
risks include the risks that are identified in It8nfRisk Factors” of this annual report, and dfsdude, among others, risks associated with th
following:

” ow ” ow ” o« " ow ” o« ” o«

» the oil and gas market and its impact on demanddosservices, including supply and demand foaoid gas and expectations
regarding future energy price

* our limited number of assets and small numberiehts;

» delays and cost overruns in construction projectsray deliveries

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

e unplanned downtime or repairs of our drillshi

e 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 Acammy other an-bribery laws;

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

» restrictions on offshore drilling

» strikes and work stoppage

» timely access to spare parts equipment or perseageired to maintain and service our fl¢

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

» changes in tax laws, treaties or regulatic

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

e our ability to attract and retain skilled workers commercially reasonable tern
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reduced expenditures by oil and natural gas exjidorand 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

our relatively limited operating histor

our ability to obtain indemnity from client

our ability to pay dividends or make distributiasand when and in the amount forecas
the volatility of the price of our common shar

effects of new products and new technology in adustry;

our incorporation under the laws of Luxembourg #redlimited rights to relief for shareholders thady be available compared to
other countries, including the United States;

potential conflicts of interest between our codingl shareholder and our public sharehold

Any forward{ooking statements contained in this annual reploould not be relied upon as predictions of fuewents. No assurance ¢
be given that the expectations expressed in anyafo-looking statements will prove to be correattual results could differ materially from
expectations expressed in the forwdrdking statements if one or more of the underlyasgumptions or expectations proves to be inaczol
is not realized. You should thoroughly read thiawal report with the understanding that our actutaire results may be materially different
from and worse than what we expect. Other sectibtisis annual report include additional factorattbould adversely impact our business an
financial performance. Moreover, we operate in\aiéng environment. Some important factors thatldacause actual results to differ
materially from those in the forward-looking statamts are, in certain instances, included with $ookard-looking statements and Item 3,
“Risk Factors” in this annual report. Additionallyew risk factors and uncertainties emerge frone timtime and it is not possible for our
management to predict all risk factors and unaatitss, nor can we assess the impact of all factorsur business or the extent to which any
factor, or combination of factors, may cause aatesililts to differ materially from those containedny forward-looking statements. We
qualify all of the forward-looking statements by#e cautionary statements.

Readers are cautioned not to place undue reliamtieecforward-looking statements contained in &meual report, which represent the
best judgment of our management. Such statemestiisiades and projections reflect various assumptinade by us concerning anticipated
results, which are subject to business, econondacampetitive uncertainties and contingencies, nafrwhich are beyond our control and
which may or may not prove to be correct. We urakerino obligation to update or revise any forwlaaking statements, whether as a rest
new information, future events or otherwise.

PART |

As used in this annual report, unless the contirdravise requires, references to “Pacific Drillihthe “Company,” “we,” “us,” “our’and
words of similar import refer to Pacific Drilling.S. and its subsidiaries. Unless otherwise indidasd! references to “$” in this report are to,
and amounts are represented in, United States ()8llars.

ITEM 1.

IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISE RS

Not applicable.
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ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not applicable.

ITEM 3. KEY INFORMATION
A. SELECTED FINANCIAL DATA

You should read the following selected consoliddieaincial data in conjunction with Item 5, “Opergt Results” and our historical
consolidated financial statements and related ribergto included elsewhere in this annual refddré financial information included in this
annual report may not be indicative of our futursults of operations, financial condition and ciais.

Pacific Drilling S.A. was formed as a Luxembourgrg@any under the form ofsociété anonym® act as an indirect holding company
its predecessor, Pacific Drilling Limited (our “Elexessor”), a company organized under the lawsbefrla, and its subsidiaries in connection
with a corporate reorganization completed on M&@h2011 (referred to in this annual report as'Bestructuring”). In connection with the
Restructuring, our Predecessor was contributedatbaly-owned subsidiary of the Company by a suiasidof Quantum Pacific International
Limited, a British Virgin Islands company and pareampany of an investment holdings group (the “‘Qum Pacific Group”). The Company
did not engage in any business or other activiiies to the Restructuring except in connectiorhviié formation and the Restructuring. The
Restructuring was limited to entities that wereualtler the control of the Quantum Pacific Group iémdffiliates, and, as such, the
Restructuring was accounted for as a transactiobmdas entities under common control. As a resit,donsolidated financial statements of
Pacific Drilling S.A. are presented using the hisi@l values of the Predecessofinancial statements on a combined basis. How#velissue:
share capital of Pacific Drilling S.A. is retrospeely reflected for all periods in the selectedtbrical consolidated financial data to reflect the
150,000,000 common shares held by the Quantumi®&aibup at the completion of the Restructuringe Tinancial information relating to t
Company and its subsidiaries has been prepareztor@ance with generally accepted accounting plesiin the United States (“GAAP”) and
isin U.S. dollars.

In 2007, our Predecessor entered into various agrets with Transocean Ltd. (“Transocean”) andutss@iaries, which culminated in
the formation of a joint venture company, TransacRacific Drilling Inc. (“TPDI” or the “Joint Vente"), which was owned 50% by our
Predecessor and 50% by a subsidiary of Transo@aMarch 30, 2011, in connection with the Restriioty our Predecessor assigned its
equity interest in TPDI to another subsidiary af thuantum Pacific Group for no consideration, whscreferred to in this annual report as the
“TPDI Transfer,” to enable the Company to focustos operation and marketing of the Company’s whollsned fleet. As a result, neither the
Company nor any of its subsidiaries currently oanyg interest in TPDI and, beginning in the seconartgr of 2011, the results of operations
of TPDI are no longer included in the financialuks of the Company.

7
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Set forth below are (i) selected historical corgatied financial data as of December 31, 2013 at@ 26d for the years ended
December 31, 2013, 2012 and 2011, which have beswved from our audited consolidated financialexstagnts included elsewhere in this
annual report and (ii) selected historical consibd financial data as of December 31, 2011, 208?809 and for the years ended
December 31, 2010 and 2009, which have been defiwedour audited consolidated financial statemewtsincluded in this annual report.

Statement of operations data:
Revenues
Contract drilling
Costs and expense
Contract drilling
General and administrative expen
Depreciation expens

Loss of hire insurance recove

Operating income (loss

Other income (expense)
Costs on interest rate swap termina
Interest expense, oth

Total interest expens

Costs on extinguishment of de
Equity in earnings of Joint Ventu
Interest income from Joint Ventu
Other income (expens

Income (loss) before income taxe
Income tax benefit (expens

Net income (loss)

Earnings (loss) per common share, basic

Weighted-average number of common shares, basi¢
Earnings (loss) per common share, diluted
Weighted-average number of common shares, dilute@®

Balance sheet data

Working capital®

Property and equipment, r

Investment in and notes to Joint Vent
Total asset

Long-term debt®

Relate«-party loan

Accrued interest payable on rele-party loan

Shareholder equity

Years Ended December 31

2013 2012 2011 2010 2009
(in thousands, except per share amount:
$ 745,57 $ 638,05( $ 65,43 $ = $ —
(337,27) (331,49) (32,14%) - -
(48,612 (45,386 (52,612 (19,719 (8,829
(149,46 (127,699 (11,619 (395) (134
(535,35() (504,579 (96,375 (20,110 (8,95¢)
— 23,67 18,50( — —
210,21¢ 157,14: (12,449 (20,110) (8,959
(38,189 — — — _
(94,027 (104,68 (10,384 (85€) -
(132,21) (104,68!) (10,389 (85€) —
(28,429 - - - -
— — 18,95t 56,30 4,291
— — 49E 1,97: 2,141
(1,559 3,24¢ 3,67¢ (62 274
48,02t 55,70: 297 37,25( (2,257
(22,529 (21,719 (3,200 49 (31)
$ 2550. $ 33,98 $ (2909 $ 37,29¢ $ (2,289
$ 01z $ 016 $ (©0) $ 0282 $ (0.0
216,96 216,90: 195,44 150,00( 150,00(
$ 01z $ 016 $ (©0) $ 0282 $ (0.0
217,42 216,90: 195,44 150,00( 150,00(
Years Ended December 31
2013 2012 2011 2010 2009
(in thousands)

$ 301,47: $ 522,39( $ 115,46:. $ 14,48 $ 4,00¢
4,512,15. 3,760,42. 3,436,01! 1,893,42! 927,55¢
— — — 186,71 147,85
5,164,04! 4,893,92! 4,184,28! 2,271,94! 1,087,29.
2,430,83 2,253,70: 1,675,00! 450,00( —
— — — — 832,64:
— — — — 39,01¢
2,399,92. 2,315,24: 2,274,07. 1,775,20 207,74¢
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(1) Retrospectively adjusted for all periods to refléhet issued share capital of Pacific Drilling Stéllowing the Restructuring
(2) Working capital is defined as current assets mawrsent liabilities.
(3) Includes current maturities of lo-term debt

B. CAPITALIZATION AND INDEBTEDNESS
Not applicable.

C. REASONS FOR THE OFFER AND USE OF PROCEEDS
Not applicable.

D. RISK FACTORS

An investment in our common shares involves a tggjiee of risk. You should consider carefully thkodving risk factors, as well as the
other information contained in this annual repdy&fore making an investment in our common shaneg oAthe risk factors described below
could significantly and negatively affect our besig, financial condition or operating results, whimay reduce our ability to pay dividends or
make distributions and lower the trading price af common shares. You may lose part or all of youestment.

Risks Related to Our Business

The demand for our services depends on the levedtivity in the offshore oil and natural gas indtry, which is significantly affected
by, among other things, volatile oil and natural ggrices and may be materially and adversely a#ecby a decline in the offshore oil and
gas industry.

The offshore contract drilling industry is cyclicaid volatile. The demand for our services dependbe level of activity in oil and
natural gas exploration, development and produdtimffshore areas worldwide. The availability afadjty drilling prospects, exploration
success, relative production costs, the stagesefveir development and political and regulatoryiemments affect clients’ drilling programs.
Oil and natural gas prices and market expectatdpstential changes in these prices also sigmiflgaaffect this level of activity and demand
for drilling units.

Oil and natural gas prices are extremely volatilg are affected by numerous factors beyond ourabimcluding the following:

» worldwide production and demand for oil and natgi@d and any geographical dislocations in suppdydemand

» the cost of exploring for, developing, producingl aelivering oil and natural gas, and the relatiost of onshore production or
importation of natural ga:

» expectations regarding future production and prifesil and natural gas
» advances in exploration, development and produ¢dohnology:

» the ability of the Organization of the PetroleunpBsting Countries (“OPEC”) to set and maintain prctibn levels and affect
pricing;

» the level of production in n-OPEC countries
» international and U.S. government regulations asiities regarding exploration and development baod natural gas reserve

9



Table of Contents

* local and international political and economic dtiods;
» domestic and foreign tax policie
» the development and exploitation of alternativergnaources; an

» the worldwide social and political environment,limting uncertainty or instability resulting from ascalation or additional
outbreak of armed hostilities, insurrection or ottréses in the Middle East, Africa, South Amerareother geographic areas or
further acts of terrorism in the United Stateselsewhere

Declines in oil and gas prices for an extendedogeoi time, or market expectations of potentialrdases in these prices, could negati
affect our business in the offshore drilling secBuistained periods of low oil prices typicallyuksn reduced exploration and drilling. These
changes in commodity prices can have a dramatcedn rig demand, and periods of low demand casecaxcess rig supply and intensify
competition in the industry which often resultgiilling units, particularly older and lower teckal specification drilling units, being idle for
long periods of time. For example, several majgri@ation and production companies have announiogees year over year growth in 2014
capital expenditure budgets, or even declines inescases. Additionally, several older, lower-speaifon deepwater and mid-water drillships
and semisubmersibles have recently completed adstpaior to engaging new ones. These developnagqsar to have exerted some pricing
pressure on our market, which may at times be adlyeaffected by industry conditions beyond ourtoanWe cannot predict the future level
of demand for our services or future conditionthie oil and gas industry. Any decrease in explonatiievelopment or production expenditure:
by oil and gas companies could reduce our reveanésnaterially harm our business and results ofatioss.

In addition to oil and natural gas prices, thelodf® drilling industry is influenced by additiorfattors, including:
» the availability of competing offshore drilling \&eds and the level of newbuilding activity for drigy vessels
» the level of costs for associated offshore oilfiaidl construction service
» the discovery of new oil and gas reserves and th&itive production cost
» the relative cost of n-conventional energy sources; ¢
» regulatory restrictions on offshore drillin

Any of these factors could reduce demand for orrices and adversely affect our business and sesfitbperations.

We have a limited asset base and currently relytloree client accounts. The loss of any client ogsificant downtime on any drillship
attributable to unplanned maintenance, repairs other factors could adversely affect our financiabodition and results of operations.

As a result of our relatively small fleet of drilips, we anticipate revenues will depend on cotgraith a limited number of clients. We
currently have eight drillships, five of which avperating under client contract. Three of our opegadrillships, thePacific Bora,the Pacific
Santa Anand thePacific Khamsirare working for subsidiaries of Chevron Corporatfidhevron”). In addition, one of our drillships der
construction, th&acific Sharay, is also under contract with a subsidiary of CbaviThePacific Sciroccds operating with a subsidiary of
Total S.A. (“Total”) and thé”acific Mistralis operating with a subsidiary of Petroleo Brasies.A. (“Petrobras”).

Our financial condition, results of operations asle flows could be materially adversely affecteany one of these clients was to
interrupt or curtail its activities in the U.S. Gof Mexico, Nigeria or Brazil, fail to pay for thgervices that have been performed, terminate it
contract with us, fail to extend or renew its erigtcontract with us or refuse to award new congré@ us and we are unable to enter into
contracts with new clients on comparable terms. [dhe of Chevron, Total or Petrobras as a clientdchave a material adverse effect on our
financial condition, results of operations and cfeWs. In addition, our limited number of drillgs makes

10
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us more susceptible to incremental loss in the tewedowntime on any one operating unit. If any efieur drillships becomes inactive for a
substantial period of time and is not otherwisaiegy contractual revenues, it could have a matadakrse impact on our operations and
financial condition.

Delays in the construction of new drillships or threodifications of existing drillships could adverseaffect our business. These risks
are concentrated because all of our drillships cantly on order and under construction are being biuly Samsung Heavy Industries
(“SHI") in South Korea.

As of February 19, 2014, we had a total of threetdeepwater newbuild drillships under construttiitnePacific Sharay, thePacific
Meltemand thePacific Zonda). We may enter into agreements to commence newvpuijects in the future as part of our growthtsigg. Sucl
construction projects are subject to risks of délmerent in any large construction project, inahgdcosts or delays resulting from the
following:

» shipyard availability

» unexpected delays in delivery times for, or sharsagf, key equipment, parts and materi

» shortages of skilled labor and other shipyard persbnecessary to perform the wa

» shortages or unforeseen increases in the cosugragnt, labor and raw materials, particularly kt

» unforeseen design and engineering problems, inuttiose relating to the commissioning of newlyigiesd equipment
e unanticipated actual or purported change orc

» work stoppages and labor disput

« latent damages or deterioration to hull, equipnagit machinery in excess of engineering estimatésassumptions
» delays in, or inability to obtain, access to finiagg

» failure or delay of thir-party service providers and labor dispu

» disputes with shipyards and supplie

» our requests for changes to the original rig spetibns;

» delays and unexpected costs of incorporating jpadsmaterials needed for the completion of proje

» financial or other difficulties at shipyards angpliers;

» adverse weather conditions or storm dam

« inability to obtain required permits or approvasg

» defective construction and the resultant needdoradial work

These factors may contribute to cost variancesdatad/s in the delivery of our newbuild units. Oisks are concentrated because all of
our drillships currently on order and under consinn are being built by SHI in South Korea.

We have entered into a drilling contract for tecific Sharavand we intend to enter into drilling contracts tioe Pacific Meltemand the
Pacific Zondeprior to their delivery if market conditions permiith respect to the contracts we have or mayrénte with respect to these
drillships prior to delivery, any delays in the idety of our drillships would result in a loss @vwenue and may subject us to penalties due to
delays in contract commencement and may resuttrmibation or shortening of the term of the drilicontract for the rig by the client
pursuant to applicable late delivery clauses. Wenet receive any material increase in revenue or

11



Table of Contents

cash flow from new or modified drillships until ghare placed in service and clients enter into ibipérrangements for the use of such
drillships. In the event of termination of one bése contracts, we may not be able to secure @aerpkent contract on as favorable terms, or a
all. If we experience delays and costs overruriteénconstruction of our drillships due to any of factors listed above, our financial condition,
results of operations or cash flows could be mallgradversely affected.

Failure to secure drilling contracts prior to depjanent of our remaining newbuild drillships or forwr currently operating drillships
after the expiration of existing contracts could kia a material adverse effect on our financial cotidn, results of operations or cash flows.

We have not yet secured drilling contracts forRiaeific Meltemor thePacific Zonda, which are being built by SHI and are schedulat
delivery in the early part of the third quarter28f14 and the first quarter of 2015, respectivehye @rilling contract for th@acific Sciroccds
scheduled to terminate on January 7, 2015, unletd Thooses to exercise its two-year option obafore April 2014. In addition, the three-
year drilling contract for thPacific Mistralwith Petrobras is scheduled to terminate on Fepreia015. Our ability to obtain drilling contracts
for these drillships will depend on market condigand our clients’ drilling programs. If the ultlaepwater drilling market is experiencing
overcapacity prior to delivery of tHeacific Meltemor thePacific Zondaor near the expiration of the contracts for ourently operating
drillships, we may not be able to secure contrimtthese drillships on favorable terms, or at@llr failure to secure drilling contracts for our
uncontracted drillships or currently operatingldhips after the expiration of existing contraasiid have a material adverse effect on our
financial condition, results of operations and cfielvs. In addition, the failure to secure a dnifficontract for th@acific Meltemprior to its
delivery will decrease our borrowing capacity untter Senior Secured Credit Facility Agreement gfted below) by an estimated amoun
approximately $95 million.

Our business and the industry in which we operate@dlve numerous operating hazards which, if theycac, may cause a material
adverse effect to our business.

Our operations are subject to the usual hazarageénhin the drilling and operation of oil and rratugas wells, such as blowouts,
reservoir damage, loss of production, loss of weiitrol, craterings, fires, explosions, spills gmdlution. The occurrence of any of these ev
could result in the suspension of our drilling coguction operations, claims by the operator, 'damage to, or destruction of, the property
and equipment involved, injury or death to drillingit personnel and environmental and natural nessudamage. Our operations could be
suspended as a result of these hazards whethfauthés ours or that of a third party. In certaincumstances, governmental authorities may
suspend drilling operations as a result of thegarks, and our clients may cancel or terminate twitracts. We may also be subject to
personal injury and other claims of drilling undrponnel as a result of our drilling operationst Gperations also may be suspended becat
machinery breakdowns, abnormal operating condititaikire of subcontractors to perform or supplypds or services and personnel shorte

In addition, our operations will be subject to fepeculiar to marine operations, including capgjzigrounding, collision and loss or
damage from severe weather. Severe weather couddehmaterial adverse effect on our operations.diiliing units could be damaged by
high winds, turbulent seas or unstable sea bottmmditions which could potentially cause us to dudperations for significant periods of time
until such damages are repaired.

Our current backlog of contract drilling revenue nyanot be fully realized.

As of February 19, 2014, we had a contract bac&lothePacific Bora,the Pacific Sciroccothe Pacific Mistral, thePacific Santa Ana
the Pacific Khamsirand thePacific Sharawf approximately $3.1 billion (including the conidital commitment on thBacific Bora). We
calculate our contract backlog by multiplying tlentractual dayrate by the minimum number of dayaroitted under the contracts (excluding
options to extend), assuming full utilization, aaido include mobilization fees, upgrade reimbursgmand other revenue
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sources, such as the standby rate during upgrasiasipulated in the contracts. The actual amaoeintsvenues earned and the actual periods
during which revenues are earned may differ froenaimounts and periods shown in the tables providddm 4, “Business Overview—
Contract Backlog” of this annual report due to gas factors, including shipyard and maintenancgpts, downtime during the shakedown
period for new drilling units and other factors.eTtontractual dayrate used to calculate averagaaet contract backlog per day is higher
than other rates that may be in effect at certairg under the contract, including the standby esat®aiting on weather rate, the repair rate or
the force majeure rate. We may not be able tozedlie full amount of our contract backlog duevterd¢s beyond our control. In addition, so
of our clients may experience liquidity issues, erhtould worsen if commodity prices declined to dowevels for an extended period of time.
Liquidity issues could lead our clients to seekgpudiate, cancel or renegotiate these agreemam¥sifious reasons, as described under “—
Our drilling contracts may be terminated early émtain circumstances” below. Our inability to realthe full amount of our contract backlog
could have a material adverse effect on our firempmsition, results of operations or cash flows.

We may experience unplanned downtime as a resulimécheduled repairs or maintenance, human errogfdctive or failed
equipment or delays waiting for replacement parts.

Unscheduled repairs or maintenance, human errfactile or failed equipment or delays waiting feplacement parts on our drillships
may cause us to experience unanticipated operatiomantime, which may have an adverse effect onresults of operations.

In addition, we rely on certain third parties t@yide supplies and services necessary for our aféstrilling operations, including, but
not limited to, drilling equipment, catering andchaery suppliers. Mergers in our industry haveucsd the number of available suppliers,
resulting in fewer alternatives for sourcing kepplies. Such consolidation, combined with a highukee of drilling units under construction,
may result in a shortage of supplies and serviotangially inhibiting the ability of suppliers taetiver on time, or at all. These delays may hav
a material adverse effect on our results of opanatand result in downtime, and delays in the regga maintenance of our drillships.

We have substantial obligations to fund contractsdaother arrangements related to the constructiohomr newbuild drillships. If we
fail to meet these obligations or construction dfetse newbuild drillships is not completed, suchldiaé could have a material adverse effe
on our financial condition, results of operationsna cash flows and could adversely affect our alyilio meet our other obligations.

We have significant contractual commitments to Hited to our drillships currently under constintt thePacific Sharay, thePacific
Meltemand thePacific Zonda, totaling approximately $1.1 billion as of Febyd®, 2014. The SHI contracts for tRacific Sharay, the
Pacific Melterrand thePacific Zondgprovide for an aggregate purchase price of apprataiy $1.5 billion, payable in installments durihg
construction process, of which we have made paysrafr$429.2 million through February 19, 2014. Widdpate making payments of
approximately $756.3 million during the remaindé2014 and approximately $336.4 million in 2015 akidition, we will need to secure
additional financing, which is uncommitted at thime, before repaying outstanding borrowings uraerprivate placement of $300.0 million
in aggregate principal amount of 8.25% senior umsstU.S. dollar denominated bonds due in Febrd@typ (the “2015 Senior Unsecured
Bonds”) and taking delivery of tHeacific Zondan the first quarter of 2015.

In the event that we order additional drillship® will also need to secure funding for constructiésuch vessels. The final terms and
availability of any additional financing will be tigmined by, among other factors, current finaneiatket conditions, our creditworthiness :
drilling industry conditions. We may be unable twain or arrange any additional financing on satiiry terms. Also, our current and future
drillships under construction could be delayedtbeownise not delivered by the shipyard. This cchdde a material adverse effect on our
financial condition, results of operations and ciaivs.

13



Table of Contents

We have entered into a drilling contract for teific Sharavand we intend to enter into drilling contracts tioe Pacific Meltemand the
Pacific Zondeprior to their delivery, if market conditions petnif any of these newbuild drillships are delayeancelled or not delivered as
expected for any reason upon completion of constmucwe will not be able to deliver the drillship our client under the drilling contract
entered into for such drillship and for which weyide a performance guarantee. In such event, Wea&ad to find a replacement unit that is
acceptable to our client. If we are unable to @glan acceptable replacement, we will lose angigatied income from the employment of s
unit and may be held liable for the client’s potaihlamages, including, but not limited to, anyrgase in rates between our current drilling
contract with the client and any substitute drglicontract such client may obtain. If we were tgelall or a portion of our investment, includ
any anticipated revenue from the operation of bstiip, or become liable to a client for such daegmgur financial condition, results of
operations and cash flows could be materially ashlgraffected.

The contract drilling industry is highly competitex. Compared to companies with greater resourcespvag be at a competitive
disadvantage.

The offshore contract drilling industry is highlgrapetitive with numerous industry participants, @@ which has a dominant market
share. Drilling contracts are traditionally awardeda competitive bid basis. The proposed pricingfien the primary factor in determining
which qualified contractor is awarded a contrakthaaugh rig availability and the quality and teotadicapability of service and equipment are
also important factors. Other key factors includmatractor’s reputation for service, safety recamvironmental record, technical and
engineering support and long-term relationshipf wétional and international oil and natural gamganies. Our competitors in the offshore
contract drilling industry generally have largegna diverse fleets, longer operating histories watablished safety and environmental record
over a measurable period of time, long-term retesfiops with clients and appreciably greater finahand other resources and assets than we
do. Similarly, some of these competitors are sigaiftly better capitalized than we are, which makenthem preferable to us to the extent the
client is concerned about our ability to cover paitgly significant liabilities. As a result, oupmpetitors have competitive advantages that me
adversely affect our efforts to contract our dhifs on favorable terms, if at all, and correspogh)i negatively impact our financial condition,
results of operations or cash flows. Additionallig are at a competitive disadvantage to those ctitmysethat are better capitalized because
they are in a better position to withstand thea#®f a downturn in our industry.

An oversupply of rigs competing with our rigs couttbpress the demand and contract prices for ultegwater rigs and could
adversely affect our financial condition, resultd operations or cash flows.

There are numerous rigs currently under contraatdastruction in the industry worldwide. We estimthere are approximately 66 ultra-
deepwater rigs scheduled for delivery between Jgriua2014 and the end of 2016, 32 of which areymebtontracted to clients. The entry into
service of these new units will increase supply emdd curtail a strengthening, or trigger a reguctin dayrates as rigs are absorbed into the
active fleet. Any increase in construction of dinidj units could negatively impact utilization analydates. Lower utilization and dayrates could
require us to enter into lower dayrate contract®adle one or more of our drillships, which colldve a material adverse effect on our
financial condition, results of operations and cfi@lvs or result in the recognition of impairmetiacges on our drillships.

Our substantial indebtedness could adversely affeet financial condition and business prospects.

As of February 19, 2014, we and our subsidiariasa oonsolidated basis, had approximately $2.#hitbf debt, comprised of (i) $750.0
million under our 5.375% Senior Secured Notes di#0Zthe “2020 Senior Secured Notes”), (ii) $74@ifion under our senior secured
institutional term loan (the “Senior Secured Teroah B”), (iii) $140.0 million under our SSCF (adided below), (iv) $500.0 million from
our private placement of $500.0 million in aggregatincipal amount of 7.25% senior secured U.Saddenominated notes due in 2017 (the
“2017 Senior Secured Notes”) and (v) $300.0 millioder our 8.25% Senior Unsecured Bonds due 2Gich (@escribed in further detail in
Item 5, “Liquidity and Capital Resources—Descriptiaf Indebtedness”
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and Note 4 to the Company’s Consolidated Finargfalements in this annual report). Our level otlteédness, and the terms of the
agreements that govern such indebtedness, mayithgeetant consequences on our business such as:

* requiring us and our subsidiaries to use a subatgmdrtion of our cash flow from operations to paterest and principal on the
debt, which would reduce the funds available forkingy capital, capital expenditures and other galhewrporate purpose

» limiting our ability to obtain additional financinfgr working capital, capital expenditures, acdigsis and other investments, whi
may limit our ability to execute our business &gyt

* heightening our vulnerability to downturns in biesis or the general economy and restricting us &xpfoiting business
opportunities or making acquisitior

» placing us at a competitive disadvantage comparedit competitors that may have proportionately hsbt;

» limiting our ability to return cash to our sharetheils;

» limiting our flexibility in planning for, or reaatig to, changes in our business and the industmhinh we operate; ar
» higher interest expense if interest rates incréasthe portion of our indebtedness that has nehldeedgec

Each of these factors may have a material and a€e\affect on our financial condition and businesspects. We may also incur
additional indebtedness in the future. If we inadditional indebtedness, the related risks thahewe face would intensify and could exacer!
the risks associated with our current leverage. dbility to service our debt depends upon, amohgrathings, our future financial and
operating performance, which is affected by préwgieconomic conditions and financial, businesgulaory and other factors, some of which
are beyond our control. If our cash flows from @tiems are not sufficient to service our currenfudure indebtedness, we will be forced to
take actions such as postponing or reducing digtdbs, reducing or delaying our business actigjtecquisitions, investments or capital
expenditures, selling assets, restructuring onagfting our debt, or seeking additional equity @duir bankruptcy protection. We may not be
able to effect any of these remedies on satisfa¢ésms, or at all.

We could be adversely affected by violations of th&. Foreign Corrupt Practices Act and similar feign anti-bribery laws.

The United States Foreign Corrupt Practices Ae (FBCPA”), the Nigerian Corrupt Practices and OtRetated Offenses Act of 2000,
Brazil’s Anti Corruption Law of 2014 and similar wdwide anti-bribery laws generally prohibit compesand their intermediaries from
making, offering or authorizing improper paymemson-U.S. government officials for the purposelffaining or retaining business. We
operate in several countries where strict compéanith anti-bribery laws may conflict with localstoms and practices. Violations of or any
non-compliance with current and future anti-bribkenys (either due to our acts or our inadvertencgcts of our agents) may result in criminal
and civil sanctions and could subject us to otfadilities in the U.S. and elsewhere. Even allegatiof such violations could disrupt our
business and result in a material adverse effecuomusiness and operations. We may be subjecimpetitive disadvantages to the extent
our competitors are able to secure business, kseomisother preferential treatment by making paysngovernment officials and others in
positions of influence or using other methods tha&. and foreign laws and regulations and our ouwlities prohibit us from using.

In order to effectively compete in some foreigrigdictions, we utilize local agents and/or estdibj@nt ventures with local operators or
strategic partners. For example, in Nigeria, weehestablished the Pacific International Drilling $%&frica Limited (“PIDWAL”) joint
venture, which is 90% owned by us and 10%
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owned by Derotech Offshore Services Limited (“Deott’), a privately-held Nigerian registered limitébility company. PIDWAL is party to
the contracts with subsidiaries of Chevron forRaeific Boraand thePacific Khamsirand the contract with a subsidiary of Total for the
Pacific Sciroccc. Derotech is also performing marketing servicedPiWAL. In addition, we entered into an agreemaith a marketing
agent in Brazil and have agreements with agerttetin Nigeria and Brazil, pursuant to which the ageamong other activities, process visas,
customs clearance of routine shipments of equipnmeaterials and supplies and process temporaryriaipm permits, extensions and
renewals. One of our logistics and supply-chaimég Nigeria is an affiliate of Derotech. All ifese activities involve interaction by our
agents with non-U.S. government officials. Everutijfio some of our agents and partners may not theessbe subject to the FCPA or other
non-U.S. anti-bribery laws to which we may be saobj# our agents or partners make improper paymenhon-U.S. government officials in
connection with engagements or partnerships withvescould be investigated and potentially fourathlé for violation of such anti-bribery
laws and could incur civil and criminal penaltieglaother sanctions, which could have a materiakesdveffect on our business, financial
position, results of operations and cash flows.

Our drilling contracts may be terminated early iregain circumstances.

Our contracts with clients may be terminated atapigon of the client upon payment of an early t@ation fee, which is typically a
significant percentage of the dayrate or the stamdte under the drilling contract for a speciffgatiod of time. Such payments may not,
however, fully compensate us for the loss of thatreat. Our contracts also provide for terminatiyrthe client without the payment of any
termination fee, under various circumstances, sipiéncluding, but not limited to, our non-perfoamce, as a result of downtime or impaired
performance caused by equipment or operationat$ssar sustained periods of downtime due to foragune events. Many of these events ar
beyond our control. During periods of depressedketazonditions, we are subject to an increasedafiglur clients seeking to terminate their
contracts, including through claims of non-perfonma Our clients’ ability to perform their obligatis under their drilling contracts with us
may also be negatively impacted by continuing dl@eanomic uncertainty. If our clients terminatengoof our contracts, and we are unable t
secure new contracts on a timely basis and on auttieity similar terms, or if payments due under contracts are suspended for an extendec
period of time or if a number of our contracts emeegotiated, our financial condition, results pémations or cash flows could be materially
adversely affected.

Our contract drilling operations may be adverselffected by various laws and regulations in countié which we operate relating to
the equipment and operation of drilling units, aéind natural gas exploration and development and ionpand export activities.

Governments in some foreign countries have beeeasingly active in regulating and controlling thenership of concessions and
companies holding concessions, the exploratiowifaand natural gas and other aspects of the dilretural gas industries in their countries,
including local content requirements for participgtin tenders for certain drilling contracts. Maggvernments favor or effectively require t
drilling contracts be awarded to local contractmrsequire foreign contractors to employ citizefisoo purchase supplies from, a particular
jurisdiction. These practices may result in inéfficies or put us at a disadvantage when we biddotracts against local competitc

In addition, the shipment of goods, services aptnelogy across international borders subject® extensive trade laws and regulatic
Our import and export activities are governed bigua customs laws and regulations in each of thtties where we operate. Moreover,
many countries control the import and export ofaiargoods, services and technology and imposéetklmport and export recordkeeping and
reporting obligations. Governments also may imm@s@omic sanctions against certain countries, psrand other entities that may restrict ol
prohibit transactions involving such countries,go@s and entities, and we are also subject to t8eduti-boycott law.
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The laws and regulations concerning import and ebguivity, recordkeeping and reporting, importlagxport control and economic
sanctions are complex and constantly changing.éltaes and regulations may be enacted, amendeatcedfor interpreted in a manner
materially impacting our operations. A global econmodownturn may increase some foreign governmegifstts to enact, enforce, amend or
interpret laws and regulations as a method to asge@evenue. Shipments can be delayed and denpedtior export for a variety of reasons,
some of which are outside our control and someto€lwmay result from failure to comply with exiggitegal and regulatory regimes. Shipp
delays or denials could cause unscheduled opeahtifovntime. Any failure to comply with these applble legal and regulatory obligations
also could result in criminal and civil penaltiesdasanctions, such as fines, imprisonment, debarfran government contracts, seizure of
shipments and loss of import and export privileges.

We may also incur losses as a result of an inghditcollect revenues because of a shortage ofertible currency available in the
country of operation, controls over currency exg®ar controls over the repatriation of income aypital.

Our business is subject to numerous governmentaldaand regulations, including environmental requirgeents that may impose
significant costs and liabilities on u

Our operations are subject to federal, state, ladlforeign or international laws and regulatitred may require us to obtain and
maintain specific permits or other governmentalrapals to control the discharge of oil and othemtaminants into the environment or
otherwise relating to environmental protection. Qtoies where we operate have environmental lawsegulations governing our discharge of
oil and other contaminants and imposing stringtamdards on our activities that are protectivehefénvironment. Any operations and
activities that we conduct in the United States issterritorial waters also will be subject to nemaus environmental laws, including the Oil
Pollution Act of 1990 (“OPA"), the Outer Continehhelf Lands Act (“OCSLA"), the Comprehensive Biovimental Response,
Compensation, and Liability Act (“CERCLA”) and teternational Convention for the Prevention of Btitin from Ships (“MARPOL"), as
each has been amended from time to time, and ana®iate laws. Failure to comply with these lawgulations and treaties may result in the
assessment of administrative, civil and criminaigiges, the imposition of remedial obligations ttenial or revocation of permits or other
authorizations and the issuance of injunctions iy limit or prohibit some or all of our operatforiaws and regulations protecting the
environment have become more stringent in receartsy@nd may in certain circumstances impose $attity, rendering us liable for
environmental and natural resource damages cayseithérs or for acts that were in compliance wittapplicable laws at the time the acts
were performed. The application of these laws &galations, the modification of existing laws oguéations or the adoption of new laws or
regulations that curtail exploratory or developna¢dtilling for oil and natural gas could matenaliimit future contract drilling opportunities
materially increase our costs, including our cagitgenditures.

The imposition of stringent restrictions or prohitions on offshore drilling by a governing body mdmave a material adverse effect on
our business.

Catastrophic events in past years resulting ing¢hease of oil or other contaminants offshore Heightened environmental and
regulatory concerns about the oil and natural gdastry, which concerns may have a direct advenpact on the demand for our services. Fo
example, in response to the April 2010 fire and@sipn aboard the Deep Water Horizon drilling rigdaesulting oil spill from the Macondo
well operated by a third party in ultra-deep watkthe U.S. Gulf of Mexico, the federal governmeatting through the U.S. Department of the
Interior (“DOI") and its implementing agencies thgtve since evolved into the present day Bureddoefan Energy Management (“‘BOEM”)
and Bureau of Safety and Environmental Enforcerf@8EE"), have issued various rules, Notices todees and Operators (“NTLs") and
temporary drilling moratoria that impose or resnladded environmental and safety measures up@ndihatural gas exploration,
development and production operators in the U.3 @Mexico, some of whom are our clients. Thesgulatory initiatives may serve to
effectively slow down the pace of drilling and puation operations in the
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U.S. Gulf of Mexico due to adjustments in operagimgcedures and certification requirements as aglhcreased lead times to obtain
exploration and production plan reviews. We cowdddme subject to fines, penalties or orders raggius to modify or suspend our operation:s
in the U.S. Gulf of Mexico if we fail to comply witthese requirements. For example, BSEE has exdatslegulatory enforcement reach to
include contractors as well as offshore lease ¢pexaConsequently, the BSEE may elect to holdrectirs, including drilling contractors,
liable for alleged violations of law arising in tBSEE's jurisdictional area. Any one or more ofsh@ncertainties could result in increased
future operating costs, including insurance cagtsch we may not be able to pass through to oentdi

The U.S. Gulf of Mexico represents a significanttjpm of the industry’s existing deepwater driligldemand. The regulations and other
regulatory initiatives effected by DOI, BOEM and BS have created significant uncertainty regardirgrequirements to perform offshore
drilling activity in the U.S. Gulf of Mexico and peible implications for regions outside of the USsilf of Mexico. If the regulations, operati
procedures and possibility of increased legal liigtére viewed by our current or future clientsaasignificant impairment to expected
profitability on drilling projects in the U.S. Guiff Mexico, deepwater drillships and other floathigs could depart the U.S. Gulf of Mexico,
which would likely affect the global supply and demd balance for such drillships and rigs, resulimipwer dayrates and/or utilization and a
more competitive and challenging business envirgrrimethe international sector.

Our business could be affected adversely by unigspdtes and strikes or work stoppages by our emedésy In addition, our labor cos
and the operating restrictions under which we optaould increase as a result of collective bargagnnegotiations and changes in labor
laws and regulations.

Some of our employees working in Nigeria and Bramd#l represented by unions, and some of our caettdabor work under collective
bargaining agreements. Many of these representiddnals are working under agreements that argestibp annual salary negotiations. We
cannot guarantee the results of any such collebtivgaining negotiations or whether any such nagotis will result in a work stoppage. In
addition, employees may strike for reasons unréltdeur union arrangements. Any future work stagpeould, depending on the affected
operations and the length of the work stoppagee laamaterial adverse effect on our business, finhposition, results of operations or cash
flows. In addition, we could enter markets otharmtBrazil or Nigeria, which also contain unions aodld result in higher costs.

These negotiations could result in higher persoarpénses, other increased costs or increasecdtiopataestrictions. Although our U.S.
employees are not covered by a collective barggiagreement, the marine services industry has taegated by maritime labor unions in an
effort to organize U.S. Gulf of Mexico employeas.alddition, legislation has been introduced inwh®. Congress that could encourage
additional unionization efforts in the United Statas well as increase the chances that suchsffiocteed. A significant increase in the wage:
paid by competing employers or the unionizatioowf U.S. Gulf of Mexico employees could result ireduction of our skilled labor force,
increases in the wage rates that we must pay,tbr Bdditional unionization efforts, if successfal, new collective bargaining agreements
could materially increase our labor costs.

Shortages of equipment, spare parts and ancillagy\sces could have a negative impact on our operas.

Our operations rely on the timely supply of equipinend spare parts to maintain and repair our.fl&egtalso rely on the supply of
ancillary services, including, among others, sugyugts, helicopter services, catering serviceseagiheering and technical services. Shorti
in materials, delays in the delivery of necessagres parts, equipment or other materials, or tlavaifability of ancillary services could
negatively impact our operations and result inéases in rig downtime and delays in the repairmathtenance of our fleet.
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Our global operations may be adversely affectecpbiitical and economic circumstances in the courgsiin which we operate. A
significant portion of our business is conducted Migeria, which exposes us to risks of war, locabaomic instabilities, corruption, politice
disruption and civil disturbance in that region.

A primary component of our business strategy isgerate in global oil and natural gas producinggrgVe are subject to a number of
risks inherent in any business that operates dipbatluding:

political, social and economic instability, warrguy and acts of terrorisr

potential seizure, expropriation or nationalizatafrassets

damage to our equipment or violence directed aeaysloyees, including kidnapping
increased operating cos

complications associated with supplying, repaidmg replacing equipment in remote locatic
repudiation, modification or renegotiation of cauts;

limitations on insurance coverage, such as waraimgknamed windstorm coverage in certain ai
impori-export quotas

confiscatory taxatior

work stoppages

unexpected changes in regulatory requireme

wage and price control

imposition of trade barrier:

imposition or changes in interpretation and enforest of local content laws, such as those we murséotly comply with in
Nigeria and Brazil

restrictions on currency or capital repatriatic

solicitation by government officials for impropesyments or other forms of corruptic
currency fluctuations and devaluations; i

other forms of government regulation and econoroitdiions that are beyond our conti

These risks may be higher in developing countiie$ s Nigeria, where thacific Bora, thePacific Sciroccaand thePacific Khamsin
currently operate. Countries in West Africa havpegienced political and economic instability in fheest and such instability may continue in
the future. Additionally, during the period from@Dto 2014, more Foreign Corrupt Practice Act \tiolss were prosecuted in Nigeria than in
any other jurisdiction worldwide. Furthermore, thare significant sectarian tensions in Nigeriamgnitie numerous different ethnic and tribal
groups, which have resulted in sporadic violendsruptions may occur in the future, and losses@aiby these disruptions may not be
covered by insurance.
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Our 2020 Senior Secured Notes, our Senior Securednt Loan B, our Revolving Credit Facility, our 201Senior Unsecured Bonds,
our 2017 Senior Secured Notes and the Senior SeduCeedit Facility Agreement impose significant oging and financial restrictions on
certain of our subsidiaries, which may prevent usin capitalizing on business opportunities and tagisome actions.

Our 2020 Senior Secured Notes, our Senior Secuzend Loan B and our senior secured revolving criaditity with an aggregate
principal amount of up to $500.0 million, which pets loans to be extended up to a maximum subbir®200.0 million and permits letters of
credit to be issued up to a maximum sublimit of 80million (the “Revolving Credit Facility”), coain several restrictions on our activities.
These restrictions limit our ability to, among atti@ngs:

* make certain types of loans and investme

* make dividends or other payments, redeem or repgechtock, prepay, redeem or repurchase othepdeirke other restricted
payments

* incur or guarantee additional indebtedn:

» create or incur liens

» sell assets or consolidate or merge with or inkeotompanies
* engage in transactions with affiliates; ¢

* enter into new lines of busine:

The Revolving Credit Facility also contains finaala@ovenants that impose significant restrictionaus, including requirements to
maintain certain liquidity levels and financialicet

Our 2015 Senior Unsecured Bonds contain provigibatlimit, with certain exceptions, the ability the Company and our subsidiarie
(i) merge or demerge, (ii) dispose of assets,ifigur financial indebtedness and (iv) pay dividend make distributions. The bonds also
require compliance with financial covenants. Th&®28enior Unsecured Bonds contain events of defiaafitare usual and customary for a
financing of this type, size and purpose. Uponabeurrence of an event of default, borrowings utder2015 Senior Unsecured Bonds are
subject to acceleration.

The 2017 Senior Secured Notes contain provisicaslithit, with certain exceptions, the ability o&étfic Drilling S.A., Pacific Drilling
VII Limited as the Issuer and Pacific Drilling S:&\other restricted subsidiaries to (i) pay dividemor make distributions, purchase or redeem
Pacific Drilling S.A.’s capital stock or subordieatindebtedness of the Issuer or any guarantoa&erather restricted payments, (ii) incur or
guarantee additional indebtedness or issue prefstoek, (iii) create or incur liens, (iv) createrestricted subsidiaries, (v) enter into
transactions with affiliates, (vi) enter into newnds of business, (vii) transfer or sell fhacific Khamsirand other related assets and (viii) m
or demerge.

The Senior Secured Credit Facility Agreement, asradad and restated (the “SSCF”), contains cerégtrictions on our activities (as
guarantor thereunder), including our ability to pkyidends or make distributions and transact affiiates. The SSCF also contains several
restrictions on the activities of our subsidiarieacific Sharav S.a r.l. and Pacific Drilling Vlinhited (each of which is a borrower under the
SSCF), including, among other things, restrictiongheir ability to:

* make certain types of loans and investme

e incur or guarantee additional indebtedn:

» create or incur liens

* make dividends or distribution

» sell assets or consolidate or merge with or int@otompanies
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* engage in transactions with affiliates; ¢
* enter into new lines of busine:

The SSCF also contains a number of financial cavisrthat impose significant restrictions on us|uding requirements that we maint
certain liquidity levels and financial ratios.

The restrictions and covenants contained in out agteements may prevent us from taking actionsvthaelieve would be in our best
interest and may make it difficult for us to sucfally execute our business strategy or effectiwalgnpete with companies that are not
similarly restricted. We may also incur future debtigations that could subject us to additionatnietive covenants, which could affect our
financial and operational flexibility. Our abilitp comply with these restrictions and covenaniduiing meeting financial ratios and tests, |
be affected by events beyond our control. The ref@ny of these covenants and restrictions coegdlt in a default under the agreements
governing our debt, as described in “—An eventefadIt may be triggered by the occurrence of evient®nnection with our other
indebtedness.” The occurrence of an event of defeuder any of our debt agreements could causeetbeant debt holders to accelerate our
indebtedness. In the event of any debt acceleratiermay not be able to repay our outstanding itetiiess, which could lead such debt
holders to initiate bankruptcy or liquidation predings.

An event of default may be triggered by the occunte of events in connection with our other indebiess.

Our indebtedness consists of a number of diffepelijations, each governed by a separate agreePersLiant to the terms of the
agreements governing our indebtedness, an evaetfadlt may be triggered by the occurrence of sonal of the following events in
connection with our other indebtedness: (i) failtorenake payments when due or upon maturity, ¢€eteration of other indebtedness and
(iii) events of default due to breaches of covesantotherwise under the agreements governing attlebtedness. An event of default under
any of our debt agreements could permit some ofiethéers to declare all amounts borrowed from tdeand payable. In addition, debt
under other debt agreements that contain crosdeaation or cross-default provisions may also beeberated and become due and payable. |f
any of these events occur, our assets might nsuffieient to repay in full all of our outstandimebtedness, and we may not be able to find
alternative financing. Even if we could obtain afi@ive financing, such financing might not be emis that are favorable or acceptable. If we
were unable to repay amounts borrowed, the holafetee debt could initiate a bankruptcy or liquidatproceeding. See Item 1,itjuidity and
Capital Resources—Description of Indebtedness’Nwig 4 to the Company’s Consolidated Financiale®t&nts in this annual report for a
description of the restrictions and covenants applie to our 2020 Senior Secured Notes, the S&soured Term Loan B, the Revolving
Credit Facility, the 2015 Senior Unsecured Bonlds,2017 Senior Secured Notes and the SSCF.

Operating and maintenance costs will not necessafilictuate in proportion to changes in operatingvenues.

We do not expect operating and maintenance coslisctoiate in direct proportion to changes in ogiegarevenues. The principal
components of our operating costs are, among titirgs, direct and indirect costs of labor and fiesienaintenance and spare parts and
insurance. Operating revenues may fluctuate ascifuin of changes in dayrates. However, costs fperating a drillship are generally fixed or
only semi-variable regardless of the dayrate beanged. In addition, should one of our drillshipsur idle time between contracts, we would
typically maintain the crew to prepare the drilfsfar its next contract and would not reduce ctsisorrespond with the decrease in revenue.
During times of moderate activity, reductions irstsomay not be immediate, as the crew may be mdjtir prepare the drillship for stacking,
after which time the crew will be reduced to a lavecessary to maintain the drillship in workinghddion with the extra crew members
assigned to active drillships or dismissed. In toldj as drillships are mobilized from one geogiapbcation to another, the labor and other
operating and maintenance costs can vary signtficaBquipment maintenance expenses fluctuate dépgrupon the type of activity a
drillship is performing and the age and conditidéth@ equipment. Contract preparation expenseshasgd on the scope and length of con
preparation required and the duration of the fiontcactual period over which such expendituresaanertized.
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An inability to retain a sufficient number of skitd workers on commercially reasonable terms couédjatively affect our operations.

We require skilled personnel to operate and protédhnical services to, and support for, our drifis. In periods of increasing activity
and when the number of operating units in our aoaperation increases, either because of newticani®n, re-activation of idle units or the
mobilization of units into the region, shortagesjaéalified personnel could arise, creating upwassbsgure on wages, higher turnover and
difficulty in staffing. A shortage of qualified pswnnel, the inability to obtain and retain quadifigersonnel or a reduction in the experience
level of our personnel as a result of increasedoer could negatively affect the quality and time$s of our work and lead to higher
downtime and more operating incidents, which imttwuld decrease revenues and increase costsréfiged competition for labor were to
intensify in the future, we may experience increasecosts or limits on operations. In additions, ahility to expand operations depends in par
upon our ability to increase the size of our sKillabor force.

An inability to obtain visas and work permits fouo employees on a timely basis could negativelyeaffour operations and have an
adverse effect on our business.

Our ability to operate worldwide depends on oufightio obtain the necessary visas and work perfoit®ur personnel to travel in and
out of, and to work in, the jurisdictions in whiale operate. Governmental actions in some of thiedigtions in which we operate may make it
difficult for us to move our personnel in and ofittltese jurisdictions by delaying or withholdingtapproval of these permits. If we are not
able to obtain visas and work permits for the eiypés we need for operating our drillships on alrhasis, we might not be able to perform
our obligations under our drilling contracts, whabuld allow our clients to cancel the contradteur clients cancel some of our contracts, an
we are unable to secure new contracts on a tinedisland on substantially similar terms, our finaih@ondition, results of operations or cash
flows could be materially adversely affected.

We may be required to make significant capital ergéures to maintain our competitiveness and to qagwith laws and the
applicable regulations and standards of governmdraathorities and organizations, which would negagly affect our financial condition,
results of operations and cash flows.

Changes in offshore drilling technology, clientuggments for new or upgraded equipment and cotimqretivithin our industry may
require us to make significant capital expenditumesrder to maintain our competitiveness. Our cetitprs may have greater financial and
other resources than we have, which may enable thenake technological improvements to existingigapent or replace equipment that
becomes obsolete. In addition, changes in govertahmyulations, safety or other equipment starglaad well as compliance with standards
imposed by maritime self-regulatory organizatiangay require us to make additional unforeseen dagxtgenditures. For example, we may be
required to make significant capital expenditu@saiterations or the addition of new equipmendgatisfy requirements of the U.S. Coast Gi
and the American Bureau of Shipping. As a resudt/may be required to take our vessels out of seffeicextended periods of time, with
corresponding losses of revenues, in order to reakh alterations or to add such equipment. Inuhgé, market conditions may not justify
these expenditures or enable us to operate our widsels profitably during the remainder of tle@ionomic lives.

If we are unable to fund these capital expendituigis cash flow from operations, we may either inadditional borrowings or raise
capital through the sale of debt or equity seesitOur ability to access the capital marketsuture offerings may be limited by our financial
condition at the time, by changes in laws and ripds (or interpretation thereof) and by adverseket conditions resulting from, among
other things, general economic conditions and ogeticies and uncertainties that are beyond ouralotftwe raise additional funds by issu
additional equity securities, existing shareholdeay experience dilution. Our failure to obtain theds for necessary future capital
expenditures would limit our ability to continuedperate some of our vessels and could have aiala@dverse effect on our business and on
our financial condition, results of operations @agh flows.
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Worldwide economic and financial problems may maédly reduce our revenue, profitability and cashoflvs.

Worldwide economic and financial problems may rediine availability of liquidity and credit to furmlisiness operations worldwide and
could adversely affect our clients, suppliers arlers. The global recession caused a reductimorilwide demand for energy. Demand for
our services depends on activity in the oil andirstgas industry and capital expenditure levedsheof which is directly affected by trends in
oil and natural gas demand. Any prolonged redudtiaril and natural gas demand would further deptlks current levels of exploration,
development and production activity. Perception®wkr oil and natural gas prices by oil and ndtges companies over the long-term can
similarly reduce or delay major expenditures. Lolesels of activity may result in a correspondirggiihe in the demand for our services,
which could have a material adverse effect on mantcial condition, results of operations and dishs.

Technology disputes involving us, our supplierssarb-suppliers could negatively impact our operatsor increase our costs.

Drilling units and drilling rig operations use pated or otherwise proprietary technology and, cqueatly, involve a potential risk of
infringement of third party rights. In the evenathwve or one of our suppliers or sub-suppliers beinvolved in a dispute over infringement
of intellectual property rights relating to equipmh@wned or used by us, we may lose access torregices or replacement parts, or we ¢t
be required to cease use of some equipment. Wd etsd be required to pay royalties for the ussuch equipment. Any technology disputes
involving us or our suppliers or sub-suppliers doativersely affect our financial results and openat

We have been sued for patent infringement whichadversely determined, could result in us beingded to pay significant royalties
Transocean or to make indemnity payments to ouenls.

On April 16, 2013, Transocean filed a complaintiagiaus alleging infringement of their dual actvtatents. We are currently in the
claim construction and discovery phase of our latwsith Transocean. The patents in question are e subject of pending actions in the
United States against Maersk Drilling (“Maersk™daBtena Drilling. Transocean sued Maersk for igfirig Transocean’s U.S. patents
involving dual activity on drilling assemblies. April 2011, a jury determined that Maersk had rsitiblished that the asserted patent claims
were invalid, that Maersk had infringed those ckiend awarded Transocean $15 million for Maersikringement. On June 30, 2011, the
judge presiding over the case entered a Final Jadgdisregarding the jury award and entering judgnreMaers's favor, determining as a
matter of law that the asserted patent claims weaid for obviousness and lack of enablementthiatl Maersk had not infringed. On July 27,
2011, the judge issued an Amended Final Judgmgain dnolding that Maersk did not infringe the ats@iclaims and that the asserted claims
were invalid. Transocean appealed this judgmentiandovember 2012, prevailed on appeal. In Jangats, Maersk filed a petition for par
rehearing and rehearing en banc before the coappdéals, which was denied. Subsequently, in B 2Maersk filed a petition for certiorari
with the U.S. Supreme Court, which remains pendiing Stena Drilling case has not yet gone to thiaur lawsuit with Transocean is
adversely determined, we could be forced to payifsigint royalties to Transocean or make indemp#dyments to our clients.

Dual gradient drilling techniques may not result ithe currently expected benefits and, as a resdéimand may not develop for these
capabilities.

Several of our drillships have, or upon completigt have, dual gradient drilling capabilities sabj to certain modifications to be made
to the drillships. Th&acific Santa Anés currently capable of dual gradient drilling. Dgeadient drilling is a technology that allows two
different pressure gradients to be maintainedeénvibll (one in the drilling riser and one in thelMoelow the mudline) by a process of
replacing mud from the drilling riser with a seagratlensity fluid. Although dual gradient drillingahnology was technically proven ten years
ago, thePacific Santa Ands the first rig to deploy this technology for corarnial application. Dual gradient drilling may mesult in expected
savings in cost and time per well, higher flow sat@d greater access to “undrillable” reserves asid, result, demand may not develop for
these capabilities.
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The dual gradient drilling concept being deploygdhe Pacific Santa Ands disclosed in patents assigned to Chevron, faclmve have
been granted a license as of February 1, 2014.ifedsving been granted a license, a court cou&tpnet that we are only permitted to use
license for dual gradient drilling operations irr auilling units if our drilling contracts with Clveon for thePacific Santa Anar thePacific
Sharav(or any subsequent dual gradient capable rig) neinaéffect. In the event that the ongoing comnadrapplication of dual gradient
drilling does not result in expected benefits to dients, demand does not develop for these chjpebior our license with Chevron is found to
be invalid, this technology may not result in therently expected benefits.

There may be limits on our ability to mobilize dships between geographic areas, and the time aostg of such mobilizations may be
material to our business.

The offshore contract drilling market is generallglobal market as drilling units may be mobiliZezm one area to another. However,
the ability to mobilize drilling units can be imgad by several factors including, but not limited governmental regulation and customs
practices, the significant costs to move a drillimigt, weather, political instability, civil unresnilitary actions and the technical capability of
the drilling units to operate in various environrsei\dditionally, while a drillship is being mokikd from one geographic market to another,
we may not be paid by the client for the time thatdrillship is out of service. Also, we may masl a drillship to another geographic market
without a client contract, which will result in desiot reimbursable by future clients.

We are a holding company and are dependent uporhdé®w from subsidiaries to meet our obligationd.dur operating subsidiaries
experience sufficiently adverse changes in theirdncial position or results of operations, or wehetrwise become unable to pay our debt
they become due and obtain further credit, we macbme subject to Luxembourg insolvency proceedings.

As we currently conduct our operations through, mmodt of our assets are owned by, our subsidiasigspperating income and cash f
are generated by our subsidiaries. As a resullh, wasobtain from our subsidiaries is the princgalirce of funds necessary to meet our
obligations. Contractual provisions or laws, ashaelour subsidiaries’ financial condition, opangtrequirements and debt requirements, may
limit our ability to obtain cash from subsidiarigsat we require to pay our expenses or meet oweuor future debt service obligations.
Applicable tax laws may also subject such payments by subsidiaries to further taxation.

If our operating subsidiaries experience suffidieatlverse changes in their financial positionesults of operations, or we otherwise
become unable to pay our debts as they becomenduetdain further credit, we may enter a stateesbation of paymentséssation de
paiements) and lose our commercial creditworthinegb(anlement de credjt which could result in the commencement of insaby
proceedings in Luxembourg. Such proceedings woane fla material adverse effect on our financial @¢and results of operations or cash
flows and could have a significant negative imgacthe market price of our common shares.

The loss of some of our key executive officers amdployees could negatively impact our business.

Our future operational performance depends torfgignt degree upon the continued service of keynimers of our management as v
as marketing, sales and operations personnel.08seof one or more of our key personnel could lzaveterial adverse effect on our business
We believe our future success will also dependigd part upon our ability to attract, retain amdHer motivate highly skilled management,
marketing, sales and operations personnel. We xpgrience intense competition for personnel, ananag not be able to retain key
employees or be successful in attracting, assimgatnd retaining personnel in the future.

Our insurance may not be adequate in the event afagastrophic loss.

Damage to the environment could result from ouratpens, particularly through oil spillage or ex¢are uncontrolled fires. We may also
be subject to property, environmental, natural wes® and other damage claims by oil and naturatgagpanies, other businesses operating
offshore and in coastal areas, environmental
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conservation groups, governmental entities andrdtiiel parties. Insurance policies and contractigdits to indemnity may not adequately
cover losses, and we may not have insurance caveragghts to indemnity for all risks. Moreovenlition and environmental risks generally
are not fully insurable.

As a result of the number of catastrophic eventhénoffshore drilling industry in recent years¢isas hurricanes in the U.S. Gulf of
Mexico and thédeepwater Horizowlrilling rig incident, insurance underwriters hamereased insurance premiums and increased restsct
on coverage. In particular, hurricane losses iemegears have impacted named windstorm insuramgerage, rates and availability for U.S
Gulf of Mexico area exposures.

Losses caused by the occurrence of a significasriteagainst which we are not fully insured, or eaulsy a number of lesser events
against which we are insured but are subject tetanbial deductibles, aggregate limits and/or seéired amounts, could materially increase
our costs and impair our profitability and finaraandition. Our policy limits for property, castlliability and business interruption
insurance, including coverage for severe weatkemtist acts, war, civil disturbances, pollutianemvironmental damage, may not be adequa
should a catastrophic event occur related to copgnty, plant or equipment, or our insurers mayhaste adequate financial resources to
sufficiently or fully pay related claims or damag®éhen any of our coverage expires, adequate replant coverage may not be available,
offered at reasonable prices or offered by insusétfs sufficient financial resources.

We have a relatively limited operating history, vehimakes it more difficult to accurately forecastiofuture results and may make it
difficult for investors to evaluate our business dmour future prospects, both of which will increasiee risk of your investment in our
common shares.

We began to recognize operating revenue wheR#odic Boracommenced drilling operations on August 26, 201e Racific
Scirocco, thePacific Mistral, thePacific Santa Anand thePacific Khamsircommenced drilling operations and began generaiiggating
revenues on December 31, 2011, February 6, 2012 4M2012 and December 17, 2013, respectivelyolartig shipyard construction,
commissioning and testing, tRacific Sharay, thePacific Meltemand thePacific Zondaare expected to be delivered to us at the shipyard
the early part of the second quarter 2014, in trty @art of the third quarter of 2014 and thetfgsarter of 2015, respectively. Upon delivery,
the Pacific Sharaus expected to enter service in the U.S. Gulf okide in the third quarter of 2014 under a fiyear contract with a subsidic
of Chevron.

Because of our relatively limited operating histome lack extensive historical financial and opiersl data, making it more difficult for
an investor to evaluate our business, forecastuture revenues and other operating results aresasbe merits and risks of an investment in
our common shares. This lack of information wilti@ase the risk of your investment in our commareshy Moreover, investors should
consider and evaluate our prospects in light ofigles and uncertainties frequently encountereddsgpanies with a limited operating history.
These risks and difficulties include challengeadourate financial planning as a result of limitéstorical data and the uncertainties resulting
from having had a relatively limited time periodvihich to implement and evaluate our businesseggias as compared to older companies
with longer operating histories. If we are not afolsuccessfully meet these challenges, our fiduwoindition, results of operations and cash
flows could be materially adversely affected.

Our clients may be unable or unwilling to indemnifys.

Consistent with standard industry practice, owerdé generally assume, and indemnify us againditcamtrol and subsurface risks under
our dayrate contracts. These risks are associathdhe loss of control of a well, such as blowoutratering, the cost to regain control or
redrill the well and associated pollution. Howewaur indemnification may not cover all damagesinataor losses to us or third parties, and th
client may not have sufficient resources to cofieirtindemnification obligations or the client megntest their obligation to indemnify us.
Also, in the interest of maintaining good relatiavith our key clients, we may

25



Table of Contents

choose not to assert certain indemnification claimsddition, from time to time, we may be unafolenegotiate contracts containing indemi
provisions that obligate our clients to indemnify/far such damages and risks.

Our financial condition may be adversely affectddne fail to successfully integrate acquired assétsnt venture partners or
businesses we acquire, or are unable to obtain fineng for acquisitions on acceptable terms.

We believe that acquisition or joint venture oppaities may arise from time to time, and any sumdjuésition or joint venture could be
significant. At any given time, discussions witheasr more potential sellers or partners may béffrent stages. However, any such
discussions may not result in the consummationtodrasaction, and we may not be able to identifgamplete any transactions. We cannot
predict the effect, if any, that any announcememomsummation of such a transaction would havtherirading price of our common shares.

Any future acquisitions or joint ventures couldg®at a number of risks, including:
» the risk of using management time and resourcpsiteue acquisitions that are not successfully cetagt
» the risk of incorrect assumptions regarding tharitesults of acquired operatio
» the risk of failing to integrate the operationsmanagement of any acquired operations or assetessfally and timely; an
» the risk of diversion of managem'’s attention from existing operations or other piies.

If we are unsuccessful in integrating any acquissior joint ventures in a timely and cost-effeetimanner, our financial condition,
results of operations or cash flows could be mallgradversely affected.

Our potential purchase of existing vessels carriesks associated with the quality of those vessels.

In the future, we may acquire existing vesselsasyyof renewing and expanding our fleet. Unlikevhailds, existing vessels typically
do not carry warranties with respect to their ctindi While we would inspect any existing vessébpto purchase, such an inspection would
normally not provide us with as much knowledgetsftiondition as we would possess if the vessebleat built for us and operated by us
during its life. Repairs and maintenance costefisting vessels are difficult to predict and maynhore substantial than for vessels that we
have operated since they were built. These cosisl ctecrease our profits and reduce our liquidity.

We may suffer losses as a result of foreign currgriluctuations.

A significant portion of the contract revenues of éoreign operations will be paid in U.S. Dollangwever, some payments are made in
foreign currencies. As a result, we are exposeuitrency fluctuations and exchange rate risksraswat of our foreign operations. To minim
the financial impact of these risks when we arel jjaforeign currency, we attempt to match the ency of operating costs with the currency
of contract revenue. If we are unable to substiytizatch the timing and amounts of these paymentg,increase in the value of the
U.S. Dollar in relation to the value of applicaideeign currencies could adversely affect our ofegaresults when translated into U.S. Doll

We are exposed to the credit risks of our clier#gad nonpayment by our clients could adversely affear financial condition, results
of operations or cash flows.

We are subject to risks of loss resulting from reympent or nonperformance by our clients. Any materonpayment or nonperformance
by our clients and certain other third parties dadversely affect our financial condition, resat®perations or cash flows. If any of our
clients or other parties default on their obligatido
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us, our financial condition, results of operationgash flows could be adversely affected. Furtlieensome of our clients and other parties
may be highly leveraged and subject to their owerajing and regulatory risks.

Terrorist attacks, piracy, increased hostilities war could lead to further economic instability, ineased costs and disruption of our
business.

Terrorist attacks, piracy and other current or fetimternational conflicts may adversely affect business, operating results, financial
condition, ability to raise capital and future gtbwContinuing hostilities in the Middle East maadl to additional armed conflicts or to further
acts of terrorism and civil disturbance in the @diStates, or elsewhere, which may contribute tibidn economic instability and disruption of
oil production and distribution, which could resmtreduced demand for our services.

In addition, oil facilities, shipyards, vesselspglines and oil and natural gas fields could bgetarof future terrorist attacks and our
vessels could be targets of pirates or hijackeny. guch attacks could lead to, among other thibgdily injury or loss of life, vessel or other
property damage, increased vessel operational,dnsbsding insurance costs, and the inabilityremsport oil and natural gas to or from cer
locations. Terrorist attacks, war, piracy or oteeents beyond our control that adversely affeciptioeluction of oil could entitle our clients to
terminate our drilling contracts, which would havenaterial adverse effect on our financial conditi@sults of operations and cash flows.

Risks Related to Our Common Shares

The rights and responsibilities of our shareholdesise governed by Luxembourg law and differ in somespects from the rights and
responsibilities of shareholders under other juristions, including the United States, and shareheldights under Luxembourg law may
not be as clearly established as shareholder rigimsler the laws of other jurisdictions.

Our corporate affairs are governed by our artiofesssociation, as amended from time to time (duti¢les”), and by the laws governir
companies incorporated in Luxembourg. The rightsuwfshareholders and the responsibilities of mesbkour board of directors (ouBbarc
of Directors”) under Luxembourg law may not be Esdy established as shareholder rights undelathie of other jurisdictions. We anticipate
that all of our shareholder meetings will take plat Luxembourg.

In addition, the rights of shareholders as thegtesto, for example, the exercise of shareholdgatsiare governed by Luxembourg law
and our Articles and differ from the rights of sélaolders under other jurisdictions, including thateld States. The holders of our common
shares may have more difficulty in protecting theierests in the face of actions by the Board iné®ors than if we were incorporated in the
United States.

Because we are incorporated under the laws of Luxemarg, shareholders may face difficulty protectitigeir interests, and their
ability to protect their rights through other interational courts, including courts in the United Stes, may be limited.

We are incorporated under the laws of Luxembound,the majority of our assets are located outsideUnited States. As a result, it n
be difficult for investors to effect service of pass within certain jurisdictions, including theitéd States, in a way that will permit a court in
such country to have jurisdiction over us, or téoere judgments against us obtained in the U.Srtspimcluding judgments predicated upon
the civil liability provisions of the U.S. federahd state securities laws. Please read Item 1(of€sability of Civil Liabilities.”

We are controlled by a single shareholder, whichutresult in potential conflicts of interest witbur public shareholders.

An entity controlled by the Quantum Pacific Groupsithe beneficial owner of approximately 69.1% wf @utstanding common shares
as of February 19, 2014 and is in a position tdrobactions that require the
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consent of our shareholders, including the eleatiodirectors, amendment of our Articles and anygeeor sale of substantially all of our
assets. In addition, three of our eight Board oEBtiors members are also employees of affiliataheQuantum Pacific Group, including
Mr. Ron Moskovitz, the Chairman of our Board of &itors.

There are no restrictions on the ability of the @uen Pacific Group to compete with us. In additipatential conflicts of interest exist or
could arise in the future for our directors who also officers of Quantum Pacific (UK) LLP with pest to a number of areas relating to the
past and ongoing relationships of the Quantum RaGifoup and us. Although the affected directory mastain from voting on matters in
which our interests and those of the Quantum RaGifoup are in conflict, the presence of potertiadctual conflicts could affect the process
or outcome of the deliberations of our Board ofddtors and may have an adverse effect on our psiticeholders.

Our controlling shareholder, Quantum Pacific (Gibitar) Limited, has pledged a significant portion @S shares in our company to
secure a loan facility. A default under this loam€ility could result in another person acquiring significant voting interest in the Compar
and could adversely affect the market price of aammon shares.

Our controlling shareholder, Quantum Pacific (Gltard Limited, has pledged a significant portionitsfshares in the Company to secure
a loan facility. This loan facility requires QuantPacific (Gibraltar) Limited to pledge cash cadiat if the market value of the pledged share:
falls below a certain threshold. As of February 2®14, Quantum Pacific (Gibraltar) Limited has @&gr¢o pledge approximately 39.5% of our
outstanding common shares to secure the loantfacluantum Pacific (Gibraltar) Limited may fronmi to time in the future obtain additio
loans that are secured by a pledge of additionatyemterests in the Company.

A number of factors could cause our share prigtetdine, including those risks described in thigtisa, “Risk Factors,” and a decline in
the market value of our common shares could trigggngin calls for these loan facilities. Failuredetay by Quantum Pacific (Gibraltar)
Limited to promptly meet any margin call or othgeets of default under these financing arrangemesitd result in the sale or other
disposition of some or all of the pledged shardsckvcould result in one or more persons other fBaantum Pacific (Gibraltar) Limited
acquiring the pledged shares and thereby acquargignificant voting interest in the Company. Farthore, due to Quantum Pacific (Gibral
Limited’s significant interest in the Company, tfisposition of a portion or all of its pledged stmby the lender under the loan facility or a
subsequent holder of the pledged shares may adiveffect prevailing market prices of our sharese &iem 3, “Risk Factors—Risks Related
to Our Common Shares—Sales of our common sharée ipublic market could lower our share price, angd additional capital raised by us
through the sale of equity or convertible secuwsitigay dilute our investor's ownership interestsi’'u

Our inability to pay dividends or make distributisras and when and in the amount forecasted couldda material negative impact
on our share price.

The payment of dividends or distributions to shateérs is at the discretion of our Board of Direst@and subject to shareholder appr
as well as other requirements of Luxembourg lawy Aividend payment or distribution is dependentrupar earnings, capital requirements,
financial condition, general market conditions ameiherous other factors. Under the terms of our Z2dior Unsecured Bonds, we are
restricted from paying dividends or making disttibns exceeding 50% of our consolidated net incéonéhe preceding fiscal year. Under the
terms of the 2017 Senior Secured Notes, the 208S8ecured Notes and the Senior Secured Term Bpauobject to certain exceptions, we
are limited in our ability to pay dividends or madistributions, purchase or redeem our capitalkstwanake other restricted payments
exceeding 50% of our consolidated net income stw®ber 1, 2012. The terms of the Revolving CrEditility permit us to pay dividends or
make distributions so long as we are not in defidngiteunder and we are in pro forma compliance aithmaximum leverage and minimum
liquidity tests after giving effect to such dividkpayment. The terms of the SSCF allow
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for the payment of dividends or distributions ta shareholders under certain conditions more f&#iyforth therein, whereby we may distrit
up to 50% of our net income per year for the yédrand thereafter. See Item 5, “Liquidity and @apgResources—Description of
Indebtedness” and Note 4 to the Company’s CondelidBinancial Statements in this annual reporaforore detailed description of the terms
of our debt financings. If we are unable to payidbnds or make distributions to our common shadrslas and when and in the amount
forecasted, the share price of our common shargsmanaterially adversely affected.

Sales of our common shares in the public market lower our share price, and any additional caplitaised by us through the sale
of equity or convertible securities may dilute omvestor's ownership interest in us.

We may sell additional common shares in subsequeriic offerings. We may also issue additional canmshares or convertible
securities. As of February 19, 2014, we had 217lllomissued and outstanding common shares.

As of February 19, 2014, Quantum Pacific Group avib®0.0 million shares, or approximately 69.1% wf twtal outstanding common
shares. On November 16, 2011, we entered intoistraion rights agreement with Quantum Pacifich@ltar) Limited which requires us to
effect the registration of its common shares inaiercircumstances.

In April 2011, we issued 60.0 million common shairea private offering to international and U.Svéstors (the “2011 Private
Placement”). Subsequent to the 2011 Private Platgmer common shares were traded on the NorwegieD List.

In November 2011, we completed an initial publifedhg of 6.0 million common shares. In Decembet 2Ghe underwriters purchased
an additional 0.9 million common shares pursuariéofull exercise of an over-allotment option. Ht@res sold in our initial public offering
and pursuant to the underwriters’ over-allotmeritarpare listed on the New York Stock Exchange (th¥SE”).

As of February 19, 2014, approximately 57.5 millmmmmon shares had migrated from the Norwegian OiFto the NYSE and are
now freely trading in the U.S. public market.

In March 2012, we filed a registration statemerthwhe U.S. Securities and Exchange Commission“8E€”) on Form S-8 providing
for the registration of 7.2 million common sharesuied or reserved for issuance under our stocktireeplan. Subject to the satisfaction of
vesting conditions, common shares registered uthiteregistration statement on Form S-8 are aviglfdy resale immediately in the public
market without restriction.

We cannot predict the size of future issuancesiotommon shares or the effect, if any, that futsseances and sales of our common
shares will have on the market price of our commslmares. Sales of substantial amounts of our conghares (including any common shares
registered pursuant to the registration rights emment with Quantum Pacific (Gibraltar) Limited, astyares transferred by shareholders on the
Norwegian OTC to the NYSE, any common shares regidton Form -8, any shares issued in connection with an adtprisbr any other
sales of common shares in the public market), @ppirception that such sales could occur, may adleaffect prevailing market prices of our
common shares.

We are a “foreign private issuer” and “controlledampany” under the NYSE rules, and as such, we antiteed to exemption from
certain NYSE corporate governance standards, anddstors may not have the same protections afforttestockholders of companies that
are subject to all of the NYSE corporate governarreguirements.

We are a “foreign private issuer” under the semsitaws of the United States and the rules oNK&8E. Under the NYSE rules, a
“foreign private issuer” is subject to less stringeorporate governance requirements than a doerigstier. Subject to certain exceptions, the
rules of the NYSE permit a “foreign private issuay”
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follow its home country practice in lieu of thetiigy requirements of the NYSE. In addition, QuantBacific Group controls a majority of our
outstanding common shares. As a result, we arddsmes! a “controlled company” within the meaninglod NYSE corporate governance
standards. Under the NYSE rules, a company of wimole than 50% of the voting power is held by aaptompany or group is a “controlled
company” and may elect not to comply with certaM3¥ corporate governance requirements, includifgh@ requirement that a majority of
the board of directors consist of independent thmsg (2) the requirement that the nominating cotteaibe composed entirely of independent
directors and have a written charter addressingdh@mittee’s purpose and responsibilities, (3)régiirement that the compensation
committee be composed entirely of independent tlire@nd have a written charter addressing the dtigeis purpose and responsibilities anc
(4) the requirement of an annual performance etialuaf the nominating and corporate governancecampensation committees. As
permitted by these exemptions, as well as by olaws/and the laws of Luxembourg, we currently hawmard of directors with a majority of
non-independent directors, an audit committee cmagrsolely of four independent directors and aeamsation committee with one or more
non-independent directors serving as committee neesnlAs a result, non-independent directors, mayra other things, fix the
compensation of our management, make common shdremion awards and resolve governance issuesdiagaour company. Accordingly,
in the future, investors may not have the sameeptimins afforded to stockholders of companiesdhatsubject to all of the NYSE corporate
governance requirements.

As a “foreign private issuer,” we are exempt fromraimber of rules under the U.S. securities laws aze permitted to file less
information with the SEC than U.S. public companie®his may limit the information available to holds of our common shares.

As a “foreign private issuer,” we are not subjecall of the disclosure requirements applicabledmpanies organized within the United
States. For example, we are exempt from certagsruhder the Securities Exchange Act of 1934, &nded (the “Exchange Act”), that
regulate disclosure obligations and proceduraliremqents related to the solicitation of proxiespgents or authorizations applicable to a
security registered under the Exchange Act. Intaadiour officers and directors are exempt from thporting and “short-swing” profit
recovery provisions of Section 16 of the Exchangeakd related rules with respect to their purchasal sales of our securities. Moreover, w
are not required to file periodic reports and ficiahstatements with the SEC as frequently or amptly as U.S. public companies.
Accordingly, there may be less information conaegmour company publicly available than there iso®. public companies.

Tax Risks

Changes in tax laws, treaties or regulations or adse outcomes resulting from examination of our teeturns could adversely affect
our financial results.

Our future effective tax rates could be adverséfigcted by changes in tax laws, treaties and reiguis, both in the United States and
internationally. Tax laws, treaties and regulatians highly complex and subject to interpretati@ansequently, we are subject to changing ta
laws, treaties and regulations in and between ci@snn which we operate or are resident. Our ine¢ax expense is based upon the
interpretation of the tax laws in effect in varia@untries at the time that the expense was induikehange in these tax laws, treaties or
regulations, or in the interpretation thereof, corgsult in a materially higher tax expense orghér effective tax rate on our worldwide
earnings. If any country successfully challengeasimeome tax filings based on our structure, avéf otherwise lose a material tax dispute, out
effective tax rate on worldwide earnings could @age substantially and our financial results cbeldnaterially adversely affected.

We may not be able to make distributions withoubgcting our shareholders to Luxembourg withholdirtgx.

If we are not successful in our efforts to makéritiations, if any, through a withholding tax fresduction of share capital or share
premium (the absence of withholding on such diatidns is subject to certain
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requirements), then any dividends paid by us vaheyally be subject to a Luxembourg withholdingata rate of 15% (17.65% if the divide
tax is not withheld from the shareholder) (subjedhe reductions/exceptions discussed under I@Taxation—Material Luxembourg Tax
Considerations for Holders of Common Shares—Exemgdtom Luxembourg Withholding Tax”). The withhotdj tax must be withheld from
the gross distribution and paid to the Luxemboasgauthorities. Under current Luxembourg tax laweduction of share capital or share
premium is not subject to Luxembourg withholding peovided that certain conditions are met, inahgglifor example, the condition that we
not have distributable reserves or profits. Howgthere can be no assurance that our shareholdéepprove such a reduction in share caj
or share premium, that we will be able to meetatier legal requirements for a reduction in shaggtal or share premium, or that
Luxembourg tax withholding rules will not be chadde the future. In addition, over the long terime amount of share capital and share
premium available for us to use for capital redutdiwill be limited. If we are unable to make ardisition through a withholding tax free
reduction in share capital or share premium, we ntybe able to make distributions without subjagtur shareholders to Luxembourg
withholding taxes.

U.S. tax authorities could treat us as a “passiwdign investment company,” which could have adwetd.S. federal income tax
consequences to U.S. holders.

A foreign corporation will be treated as a “pasdiwmeign investment company,” or PFIC, for U.S.deal income tax purposes if either
(1) at least 75% of its gross income for any tagatalar consists of certain types of “passive incoong2) at least 50% of the average value of
the corporation’s assets for any taxable year predu are held for the production of those typepatsive income.” For purposes of these
tests, “passive incomeéficludes dividends, interest and gains from the salexchange of investment property and rentgayualties other tha
certain rents and royalties that are received foonmelated parties in connection with the activeduan of a trade or business, but does not
include income derived from the performance of e, U.S. shareholders of a PFIC are subjectiisamivantageous U.S. federal income tax
regime with respect to the income derived by theECPEhe distributions they receive from the PFI6d éhe gain, if any, they derive from the
sale or other disposition of their interests in BdC.

We believe that we are not a PFIC for the curraxable year and will not be a PFIC during any fetisxable year. Based on our
operations described herein, all or a substantieglgn of our income from offshore contract dritliservices should be treated as services
income and not as passive income, and thus albabsatantial portion of the assets that we ownag@gtate in connection with the production
of that income should not constitute passive asgmatpurposes of determining whether we are a PH@wvever, this involves a facts and
circumstances analysis and it is possible thatRISewould not agree with this conclusion. See lign“Taxation—Material U.S. Federal
Income Tax Considerations for Holders of Commonr&ha- U.S. Holders—Passive Foreign Investment Compares.”

ITEM 4. INFORMATION ON THE COMPANY
A. HISTORY AND DEVELOPMENT OF THE COMPANY
The Company

Pacific Drilling S.A. was formed on March 11, 205k, a Luxembourg company in the form cfogiété anonymender the Luxembourg
law of 10 August 1915 on commercial companies nasraled, to act as an indirect holding company forRyedecessor. Our common shares
have been trading on the Norwegian OTC List sinpel®011 and on the NYSE since November 2011. @incipal executive offices are
located at 8-10, Avenue de la Gare, L-1610 Luxemdpand our telephone number is +352 27 85 81 3%5.a@ent in Luxembourg is Centralis
S.A.

History and Business Development

Our Predecessor was formed in Liberia in 2006 asdependent operating subsidiary of a predecdesbe Quantum Pacific Group.
The principals of the Quantum Pacific Group hagmificant holdings in various global industries Bw&s energy, oil refining, transportation
and commodities.
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Our initial investment in the ultra-deepwater dhidj industry in 2006 was through the purchase drfiliship under construction by SHI
and the later exercise of an option for a secoiildip.

In 2007, we formed TPDI with Transocean, and the dwllships then under construction were transféinto TPDI. We formed a
construction management team to oversee activitidg SHI shipyard that was then seconded to Di@een, who assumed responsibility for
management of construction and operation of theRDI drillships through a contract with TPDI.

In 2008, a decision was made to expand our a&sviti the ultra-deepwater segment to include ojperand marketing of drilling
services for our other drillships, tReacific Boraand thePacific Mistral, for which construction contracts were acquire@97 and were not
included in TPDI. As part of this strategy, we aicgd additional contracts with SHI to construct tmore ultra-deepwater drillships, the
Pacific Scirocccand thePacific Santa Ana

In the beginning of 2011, we determined that it lddaenefit us to reincorporate in a better recogthiand more attractive jurisdiction for
potential investors with a more developed and adedmody of law. On March 30, 2011, we completedRstructuring and in connection
with the Restructuring, Quantum Pacific Group citmitied our Predecessor to us. In the beginnin@af 2we also determined that it was in
our best interest to focus on the operation andketiaug of our wholly-owned fleet. On March 30, 209 completed the TPDI Transfer,
pursuant to which all of our equity interest in TIRias transferred to a wholly-owned subsidiarytef Quantum Pacific Group for no
consideration. As a result, neither the Companyamgrof its subsidiaries currently owns any intened PDI.

Since establishing our initial fleet of the fouilldhips discussed above, we have ordered fourtiaddi drillships, secured six drilling
contracts and placed five of the eight drillshipmiservice. For more information on our fleet anitling contracts, see Item 4, “Business
Overview—Contract Backlog” and “Property, Plant &glipment—Our Fleet.”

Debt and Equity Financings

In September 2010, we entered into the Projeclifi@siAgreement (“PFA”with a group of lenders to finance the construgtmperatior
and other costs associated with Bezific Bora, thePacific Mistral, thePacific Sciroccaand thePacific Santa AnaDuring 2010 and 2011,
we borrowed an aggregate of $1.725 billion undemRFRA.

In April 2011, we completed the 2011 Private Plaeatof 60.0 million common shares for net procesdspproximately $575.5 millior
As a result of this offering, our common sharesamegading on the Norwegian OTC List on April 5120

In November 2011, we completed an initial publifedhg of 6.0 million common shares. In Decembet 2Ghe underwriters purchased
an additional 0.9 million common shares pursuarnhéofull exercise of an over-allotment option. Thiéial public offering resulted in net
proceeds of approximately $50.3 million. As a resfithis offering, our common shares began tradinghe NYSE on November 11, 2011
under the ticker symbol “PACDAs of February 19, 2014, approximately 57.5 millafrour common shares had migrated from the Norar
OTC List to the NYSE.

In February 2012, we completed a private placera&#i800.0 million in aggregate principal amounB8d25% senior unsecured U.S.
dollar denominated bonds due in 2015.

In November 2012, we completed a private placerae$500.0 million in aggregate principal amounZa25% senior secured U.S. dol
denominated notes due in 2017. In connection \kithgrivate placement, we listed the 2017 Senicu&sal Notes on the Global Exchange
Market of the Irish Stock Exchange.
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In February 2013, we signed the $1 billion SSCHhwiigroup of lenders to finance the constructigeration and other expenses
associated with thBacific Sharavand thePacific Meltem As of February 19, 2014, we had borrowings of@@4nillion outstanding under t
SSCF. We expect to borrow the remaining $860.0onilinder the SSCF on or before the estimated etgliof thePacific Meltemcurrently
expected in the early part of the third quarte2@4.

In June 2013, we completed three related but disfinancing transactions totaling $2.0 billion.€eltransactions included (i) $750.0
million in 5.375% senior secured notes due 2020a$750.0 million senior secured institutionaihtdoan with a 2018 maturity and (iii) a
$500.0 million senior secured revolving credit fiaigialso maturing in 2018. A portion of the nebpeeds from the senior secured notes an
senior secured institutional term loan were usedltp repay the outstanding borrowings under tifé&\Fthe “PFA Refinancing”). The senior
secured revolving credit facility provides up td®20 million in future incremental funding intendidl general corporate purposes, including
working capital requirements, and the balance 60%3 million is provided for the issuance of lestef credit.

Capital Expenditures

During the three most recent fiscal years, the Gomjs capital expenditures were $2.9 billion. We funttegke capital expenditures w
net proceeds of the debt and equity financingaudised above and contributions from the QuantunfiP&ioup and operating cash flows. We
expect the project cost for our drillships undemsteuction, thdacific Sharay, thePacific Meltemand thePacific Zonda, 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 commissiol
and testing and other costs related to the dnikshiut excludes capitalized interest. As of Deam®, 2013, there were approximately $1.4
billion of remaining project costs for tiRacific Sharay, the Pacific Meltemand thePacific Zondaof which approximately $1.1 billion is
remaining contractual commitments to SHI. We inteméinance the approximately $807.3 million in @@ning project costs for theacific
Sharavand thePacific Meltenby borrowing funds under the SSCF. The estimatdideatg of thePacific Zondaoccurs at nearly the same time
as our 2015 Senior Unsecured Bonds come due, amdeasilt, we will need to secure additional firagcWe expect to finance the $555.0
million in remaining project costs for tiacific Zondawith a combination of our existing cash balancesre operating cash flows and
additional financing. We have $200.0 million in &&hle borrowings under our Revolving Credit Fagiliwhich can also be used to fund
project costs or repayment of our 2015 Senior UmsetBonds. For more information on our capitabiieements, see Item 5, “Liquidity and
Capital Resources.”

B. BUSINESS OVERVIEW

We are an international offshore drilling contraatommitted to becoming the preferred provider loudeepwater drilling services to
the oil and natural gas industry through the udagti-specification rigs. Our primary businessoigtntract our ultra-deepwater rigs, related
equipment and work crews, primarily on a dayratgiddo drill wells for our clients. Led by a teaiseasoned 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-deepwaterketaiThe term “ultra-deepwater,” as used in théidgi industry to denote a particular
sector of the market, can vary and continues tdvewoith technological improvements. We generatipsider ultra-deepwater to begin at
water depths of more than 7,500 feet and to extetide maximum water depths in which rigs are chpabdrilling, which is currently
approximately 12,000 feet. Although we are prinyafiiicused on the ultra-deepwater market, our thijs can operate effectively in water
depths as shallow as 2,000 feet, so we may alspeinto provide services at shallower depths thisa-deepwater. While not currently a core
focus for our business, our drillships are alscab#g of operating in harsh environment areas, wtienes are typically rougher sea conditions.
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Drilling Contracts for our Fleet

The current status of our contracted drillshipasgollows:

The Pacific Boraentered service in Nigeria on August 26, 2011 uadidaree-year contract with a subsidiary of Chevrfosigned
conditional commitment has been entered into terekthe current contract on tRacific Borafor an additional two years through
August 2016, subject only to approval from ourmt’s local partnet

ThePacific Sciroccaentered service in Nigeria on December 31, 201Euadne-year contract with a subsidiary of TdtalApril
2012, Total exercised an initial one-year optiard & April 2013, Total exercised a subsequent yee-option extending the
contract term to January 201

ThePacific Mistralentered service in Brazil on February 6, 2012 uadiire-year contract with Petrobre

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

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

Upon delivery, thdPacific Sharavs expected to enter service in the U.S. Gulf okie in the third quarter of 2014 under a five-
year contract with a subsidiary of Chevr

Newbuild Drillships

The Pacific Sharavthe Pacific Meltemand thePacific Zondaare all currently under construction at SHI, anel stheduled for delivery in
the early part of the second quarter 2014, in ity art of the third quarter of 2014 and in thetfquarter of 2015, respectively.

Offshore Dirilling Industry

Because our drillships are highly mobile, our fiedt operate in a single, global market segmentifi@ provision of contract drilling
services to the deepwater and ultra-deepwater eta and production industry. Deepwater and wdi#apwater drillships typically compete
in many of the same geographies as high-specificattmi-submersible rigs. However, newer ultra-dexder drillships like those in our fleet
generally have greater load capacity and are motglenthan semi-submersible rigs, making them bsttéed for drilling in remote locations
where re-supply is more difficult and for exploaatiprograms that require frequent rig relocatiolhoAour drillships are self-propelled and
dynamically positioned and have large carrying cédpaWe believe the long-term prospects for degpwdrilling are positive given the
expected growth in oil and gas consumption fromettgying nations, limited growth in crude oil suggsliand high depletion rates of mature oil
and gas fields. Recent exploration successes pvmdder basins, improving access to promising detmpveaeas and new, more efficient
technologies, are expected to be catalysts folotig-term exploration and development of deepwiidas. The location of our drillships and
the allocation of resources to build or upgrads rigl be determined by the activities and needswfclients. Currently, our five completed
drillships are operating in the deepwater regidritts® U.S. Gulf of Mexico, Brazil and Nigeria, whiare the three most active deepwater
basins in the world.

As of December 31, 2013, tiRacific Bora, thePacific Sciroccaand thePacific Khamsinvere located offshore Nigeria, tRacific
Mistral was located offshore Brazil and tRacific Santa Anavas located offshore the United States. Pheific Sharay, thePacific Meltem
and thePacific Zondawere located in South Korea, where they are unolestcuction by SHI.
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During the years ended December 31, 2013, 2012@and, the percentage of revenues earned by geagranga, based on drilling
location, is as follows:

Years Ended December 31

2013 2012 2011
Nigeria 52.1% 63.6% 10C%
Gulf of Mexico 26.1% 14.2% —
Brazil 21.8% 22.1% —

Our Business Strategies

Our principal business objective is to increaseeda@der value through becoming the preferred plewvof ultra-deepwater drilling
services to the oil and natural gas industry. Waeekto achieve this objective through the follogvsirategies:

Establish position as the preferred u-deepwater drilling contractor with newly built Higspecification unitsHigh-specification
drilling units are specifically designed to meet tequirements of our clients for drilling wellsdeepwater basins and complex
geological formations and for drilling wells withallenging profiles. In addition, we believe thar mew drilling units have a
competitive advantage over older units due to tingoroved safety and environmental protection festugreater efficiency and
enhanced mobility. We believe that we can devetopraduring competitive advantage through the coathlin of high-quality
assets, focus on deepwater operations, excellarmgeirational performance and a w-class management syste

Capitalize on increased exploration and developnaetivity in offshore basiné\s demand for hydrocarbons increases and matur:
producing basins naturally decline, we believedheill be an increasing emphasis on offshore egpion and development in
deeper waters to exploit new and attractive prasp&ecent major discoveries in deepwater basigether with technological
advances that make offshore exploratory and dewsdop activities more economical, have increasedmiial development
opportunities for advanced drilling services. Wééwe that the water-depth and advanced drillingatslities of our ultra-
deepwater drilling units will further our abilitp secure lon-term ultre-deepwater contracts in the futu

Develop strategic relationships with h-quality clientsWe expect to derive a significant portion of outufie revenue from
contracts with major international and nationalosimpanies and large well-capitalized independepioeation and production
companies. These clients tend to take a long-t@mnoach to the development of substantial hydraoafimds with multi-year
development programs as well as multi-year capipenditure commitments, which we believe will emtethe likelihood of our
securing attractive long-term drilling contracts.November 2012, we entered into an Internationastelr Service Agreement
(“IMA™) with Chevron. The IMA governs our relatiohgp with Chevron for thé@acific Khamsin contains provisions for future
requirements and simplifies the process of entdritgnew drilling contracts, which increases tittelihood of securing future
drilling contracts with Chevror

Company Strengths
We have a number of strengths that we believehailh us to successfully execute our business gteste

New and technologically advanced fleOur fleet is comprised of some of the newest andt@zhnologically advanced drillships
in the world. Each of our premium, high-specifioatdrillships is designed to operate in water depthup to 12,000 feet.
Furthermore, our ultra-deepwater drillships arépeadpelled, dynamically positioned and suitableddlling in remote locations.
Our high-specification drillships are expected ¢biave faster drilling and shorter transportatiomes between locations relative to
older units in the marke
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Strong backlog with credit-worthy counterpartigée have and are continuing to develop a strongweyéacklog that currently
consists of contracts for four of our drillshipgthva subsidiary of Chevron and contracts for tweeodrillships with subsidiaries of
Total and Petrobras. As of February 19, 2014, outract backlog on theacific Bora, thePacific Scirocca thePacific Mistral,
thePacific Santa AnathePacific Khamsirand thePacific Sharawnder these contracts was approximately $3.1 hilNge believe
these hig-quality client commitments will provide us with table cash flow for the next several yei

Uniformity of assets supports competitive costctme and optimal revenue captuiéhe uniformity of our assets enables efficient
and streamlined labor, maintenance, supply chadno@erating support systems, which we believealliiw us to develop and
maintain a competitive cost structure and maxinizerevenue capture. The similarity of our shipigies allows for interoperabili
among our crews and operating systems, which shalldel members of our crew to serve interchangeahlany of our drillships.
Additionally, our drillships’ consistent technicgpecifications and equipment make spare partscim@geable, which reduces the
capital requirements associated with keeping sparts in stock, lowering maintenance and supplyncbests.

Demonstrated ability to maintain relationships wittue chip clientsWe have continued to maintain strong relationshijls our
clients, as demonstrated by the four separaténdyitiontracts we have entered into with subsidéanieChevron and the extensions
by Total and Chevron. We believe that our abildyrtaintain relationships with blue chip clients dhe long-term demand for
deepwater drilling capacity in established and gingrbasins will provide us with opportunities mmnéract our drillships under
construction and maintain the utilization of ouillghips in the future

Experienced and international management teOur management team has extensive industry experigmerating in locations
worldwide and in the offshore drilling industry.i@rto joining us, certain members of our senionagement team have worked at
Transocean Ltd., Schlumberger Limited, Noble Caafion, Ensco plc and Pride International Inc. Idiadn to the members of the
management team, we have an experienced staffemiegsconstruction of theacific Sharay, thePacific Meltemand thePacific
Zondaand highly trained personnel operating our fivélglrips that have commenced operations. We betleateour management
team’s significant experience, technical expetaise strong client relationships, and the functialegdth throughout our
organization, enhance our ability to deliver supesirvice to our clients and effectively operateagglobal basis

Risk Factors

We face a number of risks associated with our ssimnd industry and must overcome a variety dfestges to utilize our strengths a
implement our business strategies. These riskierdlaamong others, changes in the offshore cordréling industry, including supply and
demand, utilization rates, dayrates, client dijlgrograms and commodity prices; a downturn ingliobal economy; hazards inherent in our
industry and operations resulting in liability feersonal injury or loss of life, damage to or dastion of property and equipment, pollution or
environmental damage; inability to comply with coaats in our debt agreements; inability to finacapital projects; and inability to
successfully employ our drillships.

Readers should carefully consider the followingggjghose other risks described in Item 3, “Risktbis” and the other information in
this annual report:

We have a limited asset base and currently rethme client accounts. The loss of any client gni§icant downtime on any
drillship could adversely affect our financial catiwh and results of operatior

We may not be able to secure future drilling cart8ar extensions to existing drilling contractscmmmercially favorable terms or
at all.

The contract drilling industry is highly competigivCompared to companies with greater resourcemayebe at a competitive
disadvantage
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* The demand for our services depends on the leattofity in the offshore oil and natural gas inatyswhich is significantly
affected by oil and natural gas prices and othetofa beyond our contrc

*  Our current backlog of contract drilling revenueymmat be fully realized

Clients

Offshore exploration and production is a capitémsive, high-risk industry. Operating and purswpgortunities in deepwater basins
significantly increases the amount of capital reegiito effectively conduct such operations. Assalte a significant number of the most active
participants in this segment of the offshore exqtion and production industry are either natiorlat@mpanies, major oil and gas companie
well-capitalized large independent oil and gas canigs. We expect that our future clients will bdlwapitalized companies, including state-
owned national oil and gas companies, major intedrail and gas companies and large independentdefipanies.

During the years ended December 31, 2013, 2012@hd, the percentage revenues earned from outslieas as follows:

Years Ended December 31

2013 2012 2011
Chevron 55.6% 45.(% 10C%
Total 22.6% 32.% —
Petrobras 21.6% 22.1% —

Contract Backlog

Our contract backlog includes firm commitments omiich are represented by signed agreements. Relwuary 19, 2014, our contract
backlog was approximately $3.1 billion and wasilattable to revenues we expect to generate oRdoedic Bora, thePacific Scirocca the
Pacific Mistral, thePacific Santa AnathePacific Khamsirand thePacific Sharawnder drilling contracts with Chevron, Total andrBeras.
We calculate our contract backlog by multiplying ttontractual dayrate by the minimum number of daysmitted under the contracts
(excluding options to extend), assuming full uéiibn, and also including mobilization fees, upgragimbursements and other revenue
sources, such as the standby rate during upgrasissipulated in the applicable contract.

The actual amounts of revenues earned and thel petieds during which revenues are earned magmdifbm the amounts and periods
shown in the table below due to various factorsluiging shipyard and maintenance projects, downtmgother 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 liquidatachdges periods, an early termination
payment is not required to be paid. Accordinglg, #ttual amount of revenues earned may be sulzdbafdiver than the backlog reported.

37



Table of Contents

The firm commitments that comprise our $3.1 billmmtract backlog as of February 19, 2014, arelsis:

Average

Contract

Backlog Actual/Expected Expected

Contracted Contract Contractual Revenue Contract Contract

Rig Location Client Backlog (@) Dayrate Per Day @ Commencement Duration
Pacific Bora Nigeria Chevron $ 565,127,00 $ 474,70®) $ 566,00(®) — August 26, 201: 5 years
Pacific Sciroccc Nigeria Total $ 159,374,00 $  494,95(°) $ 495,00(C) December 31,201 3years and 8 daX®
Pacific Mistral Brazil Petrobras $ 179,385,00 $ 458,000 $ 511,00( February 6, 201 3 years
Pacific Santa Ani U.S. Gulf of Mexicc Chevron $ 642,712,00 $ 489,53( $ 552,00( March 21, 201 5 years and 38 da
Pacific Khamsir Nigeria Chevron $ 489,486,00 $ 660,000 $ 750,00( December 17, 201 2 years
Pacific Shara\ U.S. Gulf of Mexicc Chevron $ 1,075,875,00 $ 555,000 $ 590,00( Third Quarter 201 5 years

(&) Rounded to the nearest $1,000. Based on signédidglcbntracts

(b) A signed conditional commitment has been edtarto to extend the current contract of Becific Borafor an additional tworear perioc
at a dayrate of $615,000 following the expiratidnhe initial three-year term. The two-year extensiemains subject to approval from
our client’s local partner. Consequently, as ofridaby 19, 2014, the initial contractual dayrat&434,700 and average contract backlog
revenue per day is approximately $566,000 throughust 26, 2014. Subject to the aforementioned a@jhron August 27, 2014 throuy
the two-year additional contract period, the carttral dayrate will be $615,000 and average contracklog revenue per day will be
approximately $628,00(

(c) The contract for thBacific Sciroccqrovides for a further two-year option, which exgiin April 2014, with a contractual dayrate of
$498,990

Drilling Contracts

We provide drilling services on a “dayrate” contraasis. We do not provide “turnkey” or other risksed drilling services. Under
dayrate contracts, the drilling contractor providedrilling rig and rig crews and charges the dleefixed amount per day regardless of the
number of days needed to drill the well. The cliesars substantially all of the ancillary costgofistructing the well and supporting drilling
operations, as well as the economic risk relativihé success of the well. In addition, dayrateremts usually provide for a lump sum amount
for mobilizing the rig to the well location andeduced dayrate when drilling operations are intged or restricted by equipment breakdowns
adverse weather conditions or other conditions beyhe contractor’s control. A dayrate drilling ¢@tt generally covers either the drilling of
a single well or group of wells or has a statethtéFhese contracts may generally be terminatedéylient in the event the drilling unit is
damaged, destroyed or lost or if drilling operasi@ne suspended for an extended period of timeesuit of a breakdown of equipment, “force
majeure” events beyond the control of either partypon the occurrence of other specified condstidn addition, drilling contracts with
certain clients may be cancelable, without causth, Mtle or no prior notice but are usually sutfjéo early termination payments. In some
instances, the dayrate contract term may be extelngléhe client exercising options for the drillinfadditional wells or for an additional
length of time at fixed or mutually agreed ternmgluding dayrates.

Our drilling contracts are the result of negotiaiavith our clients and have been awarded upon etitive bidding. Our existing drilling
contracts contain, among others, the following caruial terms: (i) contract duration extending ogespecific period of time; (ii) term
extension options in favor of our client, generalpon advance notice to us, at mutually agreeaxed or fixed rates; (iii) provisions
permitting early termination of the contract if ttielling unit is lost or destroyed, if operatioase suspended for an extended period of time
to breakdown of major rig equipment, unsatisfacfpeyformance or “force majeure” events beyond awmtrol and the control of the client;
(iv) provisions allowing early termination of therttract by the client without cause with a spediarly termination fee in the form of a
reduced rate for a specified period of time; (\Qvisions requiring us to reimburse the client fsgonable costs to obtain a replacement dr
unit in the event of termination for cause, subjec cap which decreases with the duration ofraectit(vi) payment of compensation to us
(generally in U.S. dollars although some contraetgiire a portion of the compensation to be paidéal currency) on a “dayratdsasis (lowe!
rates or no compensation generally apply duringpgsrof
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equipment breakdown and repair or in the eventaijwars are suspended or interrupted by other spdaibnditions, some of which may be
beyond our control); (vii) payment by us of the @iig expenses of the drilling unit, includingwriabor and incidental rig supply costs;
(viii) provisions allowing us to recover certairbtar and other operating cost increases from oantdithrough dayrate adjustment or otherw
(ix) provisions requiring us to provide a perforrnamguarantee; and (x) indemnity provisions betweeand our clients in respect of third pz
claims and risk allocations between us and ountdieslating to damages, claims or losses to usgl@nts or third parties. Our indemnificati
may not cover all damages, claims or losses ta thsim parties, and the indemnifying party may hate sufficient resources to cover its
indemnification obligations. See also Item 3, “Riskctors—Risks Related to Our Business—Our clierag be unable or unwilling to
indemnify us.”

Our drilling contracts provide for varying leveltindemnification from our clients and in most caseay require us to indemnify our
clients. Under our drilling contracts, liability thirespect to personnel and property is customas$jgned on a “knock-for-knockiasis, whicl
means that we and our clients assume liabilityoforrespective personnel and property. Howeveseitain drilling contracts we assume
liability for damage to our client’s property anther third-party property on the rig resulting fremrvices provided under the contract, subjec
to negotiated caps per occurrence, and in othdraxis we are not indemnified by our clients fomdae to their property and, accordingly,
could be liable for any such damage under applkckhl. In addition, our clients typically indemnifig for damage to our equipment down-
hole, and in some cases our subsea equipment alfgrigased on replacement cost minus some levéépfeciation.

Our clients typically assume responsibility for andemnify us from any loss or liability resultifiggm pollution or contamination,
including clean-up and removal and thpdrty damages, arising from operations under tiéract and originating below the surface of thel
or water, including as a result of blow-outs orterig of the well. In some drilling contracts, hewer, we may have liability for damages
resulting from such pollution or contamination caai®y our gross negligence, or, in some caseqamdnegligence. The indemnification
provisions typically found in our drilling contracis only a summary as of the date hereof andrisrgéin nature. The terms of our drilling
contracts may change in the future. In addition,itfdemnification provisions of our drilling contta may be subject to differing
interpretations, and enforcement of those provssioay be limited by public policy and other conséidiens.

Competition

The contract drilling industry is highly competigivDemand for contract drilling and related serviseinfluenced by a number of factors,
including the current and expected prices of odl aatural gas and the expenditures of oil and ahgas companies for exploration and
development of oil and natural gas. In additiormdad for drilling services remains dependent oaréety of political and economic factors
beyond our control, including worldwide demand ddrand natural gas, the ability of OPEC to set araintain production levels and pricing,
the level of production of no®PEC countries, local infrastructure and humanuess constraints, and the policies of the vargmsernment
regarding exploration and development of theimoil natural gas reserves.

We are primarily focused on the ultra-deepwaterketabut may also compete to provide services @tmhier depths than ultra-
deepwater. Our competition ranges from large irtttonal companies offering a wide range of drillangd other oilfield services to smaller,
locally owned companies. Competition for offshor#lidg rigs is usually on a global basis, as theffehore drilling rigs are highly mobile and
may be moved from one region to another in resptmdemand.

Drilling contracts are generally awarded on a catitipe bid or negotiated basis. Pricing is ofter girimary factor in determining which
qualified contractor is awarded a job; however aigilability, capabilities, age and each contréstsafety performance record and reputation
for quality also can be key factors in the deteation. Operators also may consider crew experigacanical and engineering support, rig
location and efficiency, as well as long-term rielaships with major international oil companies aadional oil companies.
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We believe that the market for drilling contractd wontinue to be highly competitive for the foeeable future. We believe that our fleet
of newly constructed premium high-specificatiorllghips provides us with a competitive advantagermompetitors with older fleets, as high-
specification drilling units are generally betteited to meet the requirements of clients for igjlin deepwater, complex geological formati
with challenging well profiles. However, certainngpetitors may have greater financial resources Weado, which may enable them to better
withstand periods of low utilization and competermeffectively on the basis of price.

Seasonality

In general, seasonal factors do not have a sigmifidirect effect on our business as most of aillindy units are contracted for periods of
at least 12 months.

Insurance

The contract drilling industry is subject to hazaitherent in the drilling of oil and natural gaslls, including blowouts and well fires,
which could cause personal injury, suspend drilbpgrations, or seriously damage or destroy théeatgnt involved. Offshore drilling
operations are also subject to hazards particalararine operations including capsizing, groundaadljsion and loss or damage from severe
weather. While we maintain insurance to protectdyiliships in the areas in which we operate, éenalitical risks and other environmental
risks are not fully insurable. We maintain insumucoverage that includes coverage for hull and maciy, marine liabilities, third party
liability, workers’ compensation and employer'shiiity, general liability, vessel pollution and @thcoverages.

Our insurance coverage includes deductibles thahust pay or absorb. Our hull and machinery deblects $5 million, except as may
be required by our drilling contracts. The insuagdounts for the drillships are determined by mamage and reevaluated annually. The
minimum insured values are determined by the requénts of our financing agreements and at theatisorof management. As of February
19, 2014, the combined insured values ofRheific Bora, thePacific Sciroccq thePacific Mistral, thePacific Santa Anand thePacific
Khamsinwas approximately $3.5 billion. We also maintaisd@f hire insurance which carries a 45-day waitiegod and an annual aggregate
limit of 180 days. We also maintain protection amdemnity (P&I) coverage for an aggregate amour&sf0.0 million with the Gard P&l Clt
for our drillships operating outside the U.S. GafliMexico. The deductible for P&I-related claimg&10,000 and $250,000 per event for
claims brought before foreign and U.S. jurisdictiprespectively. For theacific Santa Anaperating in the U.S. Gulf of Mexico, we have
procured a primary maritime employers liability ageheral liability program. We schedule our maltiabilities (other than the P&I and the
general liability with the Gard P&I Club) to an ess liability program for a limit of $650.0 millidior thePacific Santa Analn addition, we
have procured insurance coverage for onshore gdradnitity, employer’s liability, auto liability ad non-owned aircraft liability, with
customary deductibles and coverage. These polieremsy annually and are scheduled to our excesstiigirogram.

Our insurance is subject to exclusions and linotatj and our insurance coverage may not adequatatigct us against liability from all
potential consequences and damages. We believeuthatsurance coverage is customary for the imgw@std adequate for our business.
However, there are risks that such insurance willatequately protect us against or may not bdablaito cover all of the liability from all of
the consequences and hazards we may encounter @pexations.

Environmental and Other Regulatory Issues

Our operations are subject to stringent and congmrsilie federal, state, local and foreign or intéomal laws and regulations including
those governing the discharge of oil and otheramitiants into the environment or otherwise relatmmgnvironmental protection.
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United States

Applicable laws in the United States with which mest comply include the OPA, OCSLA, CERCLA, Fedé&kéiter Pollution Control
Act (commonly referred to as the Clean Water AGWA”") and MARPOL, as each has been amended frora tortime. Numerous
governmental agencies, which in the United Statelside, among others, the DOI, BOEM, BSEE, U.S.s€Guard and U.S. Environmental
Protection Agency (“EPA”)issue regulations to implement and enforce enviemtal laws, which often require difficult and cgstbmpliance
measures that carry substantial administrativél, @nd criminal penalties or may result in injunetirelief for failure to comply. Moreover, it is
possible that changes in these environmental lamfgegulations or any enforcement policies thatasgpadditional or more restrictive
requirements or claims for damages to personsgptyymatural resources or the environment cowsdltén substantial costs and liabilities to
us. We believe that we are in substantial compéamith currently applicable environmental laws aegulations.

The OPA and regulations promulgated pursuant théngbose a variety of regulations on “responsiladips” related to the prevention
and/or reporting of oil spills and liability for deages resulting from such spills in waters of timitédl States. Under OPA, the “responsible
party” includes the owner or operator of an onshtiacdity, pipeline or vessel or the lessee or péea of the area in which an offshore facility
is located. OPA assigns liability to each respdesiarty for oil removal costs and a variety of jiwlnd private damages. Under OPA, “tank
vessels” of over 3,000 gross tons that carry odtber hazardous materials in bulk as cargo aresuto liability limits of (i) for a singleaulled
vessel, the greater of $3,200 per gross ton oi5$2dlion or (ii) for a tank vessel other than agle-hulled vessel, the greater of $2,000 per
gross ton or $17.1 million. “Tank vessels” of 3,aff@ss tons or less are subject to liability linafgi) for a single-hulled vessel, the greater of
$3,200 per gross ton or $6.4 million or (ii) fotamk vessel other than a single-hulled vesselgtbater of $2,000 per gross ton or $4.3 million.
For any vessels, other than “tank vessdlgt are subject to OPA, the liability limits ahetgreater of $1,000 per gross ton or $854,400arky
cannot take advantage of liability limits if thellspras caused by gross negligence or willful misdoct or resulted from violation of a federal
safety, construction or operating regulation. & tharty fails to report a spill or to cooperatéyfih the cleanup, the liability limits likewise do
not apply and certain defenses may not be availdbdeeover, OPA imposes on responsible partieséesl for proof of financial responsibil
to cover at least some costs in a potential sfile OPA also imposes ongoing requirements on ansdgle party, including preparedness and
prevention of oil spills and preparation of angplll response plan.

The OCSLA authorizes regulations relating to saéetgt environmental protection applicable to lesseespermittees operating on the
Outer Continental Shelf, some of whom are our téieimcluded among these are regulations that redjué preparation of spill contingency
plans and establish air quality standards for degallutants, including particulate matter, vdrganic compounds, sulfur dioxide, carbon
monoxide and nitrogen oxides. Specific design gretational standards may apply to Outer Continesitalf vessels, rigs, platforms, vehicles
and structures. Violations of lease conditionsegutations related to the environment issued putswathe OCSLA can result in substantial
civil and criminal penalties, as well as potentialirt injunctions curtailing operations and canweleases, including those of our offshore
clients, which developments could have a matedaéese effect on the demand for our services.

The CWA and analogous state laws prohibit the @iggd of oil, hazardous substances, or other polisiiato water of the United States
and analogous state waters without a permit andsegtrict liability in the form of penalties fonauthorized discharges. Our drilling
operations may require authorization and be sulbjecdrresponding restrictions to discharge wastesvdrilling fluids, and other substances
into the U.S. Gulf of Mexico under the National Btdnt Discharge Elimination System (“NPDES") petrgriogram. NPDES authorization
requires advance notification to governmental atties, monitoring and recordkeeping practices, aray restrict practices other than
discharges to water. For example, NPDES authoozatvailable to many oil and gas exploration fée#iin the U.S. Gulf of Mexico under
NPDES General Permit GMG290000 also includes requeénts applicable to cooling water intake strugtu@ffshore facilities must als
implement plans addressing spill prevention cordral countermeasures. In addition, the CWA regsildigcharges incidental to
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the normal operation of vessels in U.S. waterduifing discharges of ballast water. Operators giile#ted vessels are required to obtain
“Vessel General Permits” from the EPA, which penmiis reissued by the agency on March 28, 2013anideffect on December 19, 2013 for
a period of five years. The Vessel General Pemmitdises requirements including effluent limits, sfi@corrective actions, inspections and
monitoring, recordkeeping and reporting on cerc@mimmercial vessels of a specified length that dpeaa a means of transportation upon the
waters of the United States but not extending bdyba limit of the territorial seas of the Unitethtes. We believe that our vessels are in
substantial compliance with applicable Vessel Galnéermit requirements.

The CERCLA, also known as the “Superfund” law, andlogous state law impose liability without regerdault or the legality of the
original conduct on certain classes of personsatatonsidered to have contributed to the relebia¢’hazardous substance” into the
environment. These persons include the currenast @qwners or operators of a site where the releeasred and companies that disposed or
arranged for the disposal of the hazardous sulessdioand at a particular site. Under CERCLA, swedponsible parties may be subject to join
and several liabilities for the cost of cleaningthp hazardous substances that have been relegselda environment and for damages to
natural resources. It is not uncommon for thirdiparto file claims for personal injury and proyettamage allegedly caused by the hazardous
substances released into the environment. We gerand handle wastes and other substances indhreanr course of our operations that may
be classified as hazardous substances.

The Resource Conservation and Recovery Act reguthegeneration, transportation, storage, treatarahdisposal of hazardous and
nonhazardous wastes and requires states to dguelgmams to ensure the safe disposal of wastesmrnection with routine operations, we
generate nonhazardous wastes and small quantitiezardous wastes. We believe that all of the egatstat we generate are handled in
substantial compliance with the Resource Consemvatnd Recovery Act and analogous state statutes.

The United States is one of approximately 170 merabentries to the International Maritime Organiaat(“IMQ”), a specialized agen
of the United Nations that is responsible for depelg measures to improve the safety and secufrityt@ernational shipping and to prevent
marine pollution from ships. Among the various inional conventions negotiated by the IMO is MARP MARPOL imposes
environmental standards on the shipping industatirg to oil spills, management of garbage, thedtiag and disposal of noxious liquids,
harmful substances in packaged forms, sewage aednsions. Annex VI to MARPOL sets limits on smlflioxide and nitrogen oxide
emissions from ship exhausts and prohibits deltkezenissions of ozone depleting substances. Anmexdéred into force on May 19, 2005,
and applies to all ships, fixed and floating dnifjirigs and other floating platforms. Annex VI alsgposes a global cap on the sulfur content o
fuel oil and allows for specialized areas to balgd&thed internationally with more stringent cofgron sulfur emissions. For vessels 400 gross
tons and greater, platforms and drilling rigs, Axi imposes various survey and certification regmients. Annex VI came into force in the
United States on January 8, 2009. Moreover, on JuA010, amendments to Annex VI to the MARPOL Gantion took effect requiring the
imposition of progressively stricter limitations salfur emissions from ships. As a result, limiat imposed on sulfur emissions will require
that marine fuels of vessels in covered Emissiontf@bAreas (“ECAS”) contain no more than 1% sulfur August 2012, the North American
ECA became enforceable. The North American ECAuiet areas subject to the exclusive sovereigntyeof)nited States and extends up to
200 nautical miles from the coasts of the Uniteatest, which area includes parts of the U.S. GuMexkico. Consequently, beginning on
January 1, 2012, limits on marine fuel used to postéps in non-ECA areas were capped at 3.5% saifdr on August 1, 2012, when the
North American ECA became effective, the sulfurilim marine fuel was capped at 1%, which is thepeal amount for all other ECA are
effective January 1, 2012. These capped amounitsheil decrease progressively until they reach g%anuary 1, 2020 for non-ECA areas
and 0.1% by January 1, 2015 for ECA areas, inclyttie North American ECA. The amendments also Bskabew tiers of stringent nitrogen
oxide emissions standards for new marine engiregsemtling on their date of installation. In additiMARPOL Annex VI, Chapter 4,
introduced two mandatory mechanisms, effective dgni, 2013, intended to ensure an energy effigistendard for ships, which are the
Energy Efficiency Design Index (EEDI) for new shigrsd the
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Ship Energy Efficiency Management Plan (SEEMP)albships. We do not anticipate that continued clienpe with MARPOL or Annex VI
to MARPOL will have a material adverse effect om msults of operations or financial position.

Due to concern over the risk of climate changeetes been a broad range of proposed or promdigatéonal, state and foreign or
international laws or regulatory initiatives foaugion greenhouse gas (GHG) reduction. Regulatamdworks adopted, or being considered
for adoption, to reduce GHG emissions include capteade regimes, carbon taxes, restrictive pangitincreased efficiency standards, and
incentives or mandates for renewable energy. Aljhatiis not possible at this time to predict hagiklation or new regulations that may be
adopted to address GHG emissions in the Unitee 8tatld impact our business, any such future lavasragulations that require reporting of
GHGs or otherwise limit emissions of GHGs fromanild gas exploration and production operators, safradiom are our clients, could requ
such operators to incur increased costs, lengtht@agt implementation times, and adversely affechdnd for the oil and natural gas that they
produce, which could decrease demand for our ssvieurthermore, one of the asserted ltmg: physical effects of climate change may b
increase in the severity and frequency of adveesather conditions, such as hurricanes, which mayade our drillship and other facilities,
increase our insurance costs or risk retentiont lmsurance availability or reduce the areas iricivhor the number of days during which, our
clients would contract for our vessels in genena i the U.S. Gulf of Mexico in particular. We anerrently unable to predict the manner or
extent of any such effect.

Nigeria
Environmental laws that affect our operations uridigierian jurisdiction include, but are not nece#gdimited to, the laws described
below. While we believe that we are in substamtiahpliance with the current environmental laws eaglilations, there is no assurance that

compliance with current laws and regulations or aaeel or newly adopted laws and regulations candiatained in the future or that future
expenditures required to comply with all such lams regulations in the future will not be material.

We, as an independent drilling contractor, areestttip Petroleum (Drilling and Production) AmendinBegulations 1988 (the
“Regulations”) which require us to be accreditethwhe Department of Petroleum Resources (the “DPRie Guidelines and Application
Form for Oil & Gas Industry Service Permit issugcdtive DPR (the “DPR Guidelines”) require that we accredited and issued with a permit
by the DPR (the “DPR Permit”) in order to carry the services in the industry. We have receivednaust annually renew the DPR permit in
accordance with the DPR Guidelines. In additioth®DPR permit, under the Local Content Act (asnaef below), we are required to be
registered with the Joint Qualification System (Y2 The Nigerian Petroleum Exchange (“NIPEXgministers the JQS. NIPEX is require
pre-qualify companies and categorize them intdéditmbase as a prerequisite for any company intgridinffer services in the industry and
forms the basis for an invitation to tender for traats. Under the Regulations we are also requérettain a valid license prior to operating a
drilling rig (a “Drilling Rig Permit”). A Drilling Rig Permit is granted by the Minister of PetroleRasources (“Minister”) or any other public
officer in the Ministry authorized by the Ministerwriting in that regard.

Our operations are also subject to the provisidriieEnvironmental Guidelines and Standards ferRetroleum Industry of Nigeria
(“EGASPIN” or the “Guidelines”) which establish aitorm monitoring and control program in relatiandischarges arising from oil
exploration and development in Nigeria.

The Nigerian Oil and Gas Industry Content Developtect, 2010 (the “Local Content Actiyas enacted to provide for the developrr
implementation and monitoring of Nigerian contamttie oil and gas industry and places particulgsheamsis on the promotion of Nigerian
content among companies bidding for contractsénathand gas industry rather than the equity ithistion of the relevant companies. The
Local Content Act requires contractors within tlleand gas industry to comply with the minimum Nigeé Content specified for each
particular project item, service or product speeifion as set out in Schedule A of the Local Canden
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(the “Schedule”). The Schedule provides the parameind minimum level/percentages to be utilizedieitermining and measuring Nigerian
Content in the composite human, material resounndsservices applied by operators and contraatcaiay project in the industry. The most
relevant categories under the Schedule for usifader the headings of “Well and Drilling Servicestfdleum Technology” and “Exploration,
Subsurface, Petroleum Engineering and Seismic.”attigities listed therein include: “Producing Diri Services” and “Drilling Rigs Semi-
submersibles/Jack ups/others” which both applystd-or offshore drilling services within the abaegerenced categories the minimum
required Nigerian Content for the provision of sgelvices provided in the Schedule is stated imdesf “Manhours” (i.e. human resources);
and is 85% and 55%, respectively. In the evengtieinsufficient Nigerian capacity to satisfy ténimum percentages prescribed in the
Schedule, the Minister may authorize the continogabrtation of the relevant item or personnel fenaximum period of three-years from the
commencement of the Local Content Act. This impliedt the Minister may grant a waiver for up to aamum of three-years from the
commencement of the Local Content Act (i.e. by 2088bject to any amendments to the Local Contentand/or guidelines issued by the
Nigerian Content Monitoring Boar“NCMB”) clarifying certain provisions of the Loc&ontent Act, all entities must comply with the
provisions of the Local Content Act.

We are required to submit a proposed Nigerian GarEgecution Plan and will provide a Monthly NigatiContent Report, a document
that details the amount of Nigerian content utdize the performance of the contract.

In addition to the above Nigerian Content requiretagNigerian subsidiaries of international comparare required to demonstrate th
minimum of 50% of the equipment deployed for exErubf works is owned by the Nigerian subsidiary.

The Local Content Act also requires that our Nigesubsidiary place 100% of its insurance poligigk local Nigerian insurers and that
local capacity must have been exhausted beforénanyance risk is placed with foreign insurers ang offshore placement of insurance must
be with prior approval of the National Insurancer@aission.

Brazil

Brazilian oil and gas business is subject to exten®gulations by several governmental agenanedding the National Agency for Oil
and Gas (“ANP"), the Brazilian Navy and the BramiliAuthority for Environmental Affairs and Renewallesources (“IBAMA”). Onshore
environmental, health and safety conditions apple#o our onshore base are controlled by stateerahan by federal authorities. Failure to
comply may subject us to administrative, criminad @ivil liability, with strict liability in adminstrative and civil cases.

An environmental license from IBAMA is a legal réiqument for any activity considered hazardous,udirlg offshore drilling. The main
piece of legislation concerning environmental Isieg at federal level is Law No. 6,938/1981, whilgtals with the Environmental National
Policy and provides for licenses for the instatlatand operation of oil and gas platforms withi@ Brazilian territory. Such licenses are usu
required from the oil and gas companies, howeverasea drilling contractor, are jointly and sevigriable with the oil and gas companies for
any environmental damage arising out of drilling\aties.

The oil and gas companies must present to the ARBbcumentation of Operational Safety (“DSO”) étirdrilling facilities not later
than ninety days prior to the expected date of centament of operations. The DSO approval from tN® As required prior to
commencement of operations. Any violations of tiéPAregulations are subject to the penalties desdiifo ANP Regulation No. 234/03,
namely: (i) warning; (i) fine; (iii) temporary spension of exploration and production activitieg) femporary suspension of the right to take
part in ANP bids; (v) interdiction; (vi) seizurené (vii) termination of the concession contractttescase may be. Violations of safety
regulations subject oil and gas companies to forescribed by Law No. 9,847/99
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ranging between 5,000 Brazillian Reais (“R$") to5R¥00,000. In the event of risk to equipment arilifees as well as to the environment and
to human life, operations may be suspended foriagheanging from one to 180 months. The termimatibthe concession contract may take
place in the event the situation is not rectifiethim the deadline set out by the ANP. In suchuinstances, the oil and gas company is
prevented from taking part in ANP bids for up teefiyears, as set forth in ANP Regulation No. 243/03

Law No. 9,605/98 is the main Brazilian legislatjproviding for criminal and administrative liabik for environmental damage. We, as
well as our officers, directors and employees magubject to criminal liability and penalties whidelude but are not limited to
imprisonment, fines of up to R$50,000,000, suspensf activities, prohibition to enter into any agment with the Brazilian government
(including Petrobras) or to receive any public sdies or incentives for up to ten years. The adstiative penalties contemplated by Law
No. 9,605/95 also include seizure of assets, ssgmpeof activities, revocation of licenses, protidr to enter into any agreement with
Government (including Petrobras) for up to threargeand cancellation or suspension of financingreyements with state-owned banking
institutions.

Our Brazilian operations are exposed to adminisand criminal sanctions, including warningsegrand closure orders for non-
compliance with the environmental regulations. Awities such as IBAMA and ANP routinely inspect dacilities, and may impose fines,
restrictions on operations, or other sanctionsrasiged in the applicable legislation.

Other Jurisdictions

Our operations outside the United States, NigerthBrazil are also subject to various foreign lasggulations or other enforceable
requirements including legal requirements relatmthe importation of and operation of drilling signd equipment, currency conversions and
repatriation, oil and natural gas exploration aadedopment, environmental protection, taxationftgtere earnings and earnings of expatriate
personnel, the use of local employees and supfiiefareign contractors and duties on the imparstatind exportation of drilling rigs and ot
equipment. New environmental or safety laws andleggpns could be enacted, which could adversdicabur ability to operate in certain
foreign jurisdictions. While we believe that we amesubstantial compliance with the current envin@mtal laws and regulations, there is no
assurance that compliance with current laws andlatigns or amended or newly adopted laws and agigals or other governmental regula
initiatives can be maintained in the future or thatire expenditures required to comply with atlsiaws and regulations in the future will not
be material. Moreover, governments in some foreigmtries have become increasingly active in ragand controlling the ownership of
concessions and companies holding concessionsxgieration for oil and natural gas and other atgpetthe oil and natural gas industries in
their countries. In some areas of the world, tligegnmental activity has adversely affected theamof exploration and development work
done by major oil and natural gas companies andaoaginue to do so. Operations in less developedtcies can be subject to legal systems
that are not as mature or predictable as thoseone aeveloped countries, which can lead to greateertainty in legal matters and proceedi

C. ORGANIZATIONAL STRUCTURE

For a full listing of our subsidiaries, see Exhidit. All subsidiaries are, indirectly or directiyholly-owned by us, other than PIDWAL.
See “Joint Venture, Agency and Sponsorship Relatigns” below.

As of February 19, 2014, Quantum Pacific Group avib®0.0 million shares, or approximately 69.1% wf twtal outstanding common
shares. The common shares owned by the QuanturficRaup are held by Quantum Pacific (Gibraltainited, a wholly-owned subsidiary
of Quantum Pacific International Limited, the iralit ultimate owner of which is a trust in which aidafer and certain members of his family
are the primary beneficiaries.

45



Table of Contents

Joint Venture, Agency and Sponsorship Relationships

In some areas of the world, local customs and jse&or governmental requirements necessitate timesfioon of joint ventures with local
participation. Local laws or customs in some acfabe world also effectively mandate establishredra relationship with a local agent or
sponsor. When appropriate in these areas, we mtérénto agency or sponsorship agreements. Foe mfisrmation regarding the regulations
in the countries in which we currently are contealcto operate, see Item 4, “Business Overview—©Bnwirental and Other Regulatory Issues.’

We currently are party to a Nigerian joint ventUréDWAL, which is fully controlled and 90% owned kg with 10% owned by
Derotech, a privately-held Nigerian registered fediliability company. Derotech will not accrue #@nomic benefits of its interest in
PIDWAL unless and until it satisfies certain outgting obligations to us and a certain pledge icebed by us. Derotech is also performing
marketing services for PIDWAL and an affiliate ofidtech acts as one of PIDWAL'’s logistics agentsj&ct to the terms of our shareholder’
agreement with Derotech, Derotech will have thatrig purchase up to a 50% ownership interestIWPAL at a fair market value price and
subject to additional mutually agreed upon termsAuigust 2012, we transferred 10% of the ownershipacific Scirocco Ltd. to PIDWAL as
an initial step towards satisfying our prior cormment to the Nigerian Content Development and MaimitpBoard. In September 2013, we
transferred an additional 10% of the ownershipaxdific Scirocco Ltd. to PIDWAL.

In addition, we have retained a marketing agelraril and have agreements with agents in Brazyant to which the agents, among
other activities, process visas, customs clearahogutine shipments of equipment, materials amgpbeas and process temporary importation
permits, extensions and renewals.

D. PROPERTY, PLANT AND EQUIPMENT
Our Fleet

Our fleet consists of some of the newest and nea$inologically advanced drillships in the worldabling us to offer ultra-deepwater
drilling services to clients worldwide. Our fleetliwon the basis of our current contracts, consfstight sixth and seventh generation ultra-
deepwater drillships constructed based on a prdesign from SHI using well-established advancellimyisystems from National Oilwell
Varco (“NOV”).

46



Table of Contents

The following table sets forth certain informatimgarding our fleet as of February 19, 2014:

Date Delivered/ Water Depth Drilling Depth

Rig Expected Delivery Capacity (in feet’ Capacity (in feet Status
Pacific Bora@@ October 201( 10,00( 37,50( Operating

Pacific Sciroccc® April 2011 12,00( 40,00( Operating

Pacific Mistral @ June 201: 12,00( 37,50( Operating

Pacific Santa Ani®)Xc) December 201 12,00( 40,00( Operating

Pacific Khamsir®)c) August 2013 12,00( 40,00( Operating

Pacific Sharaw®)c) Early Second Quarter 20 12,00( 40,00( Under constructic
Pacific Meltenr®)) Early Third Quarter 201 12,00( 40,00( Under constructic
Pacific Zondz®)) First Quarter 201 12,00( 40,00( Under constructic

(8) These drillships have an off-line stand buiiggystem, which permits sections (stands) of tilkestiing and casing to be assembled and
racked for future use while drilling operations arg@rogress on the main well center without iniption or delay

(b) These drillships have, or upon completion Wdle, dual load path capability, which allows twiblidg stations under a single derrick to
simultaneously conduct lifting operatio!

(c) These drillships have, or can be upgraded ve hdual gradient drilling capabilities. Dual grawti drilling is a technology that allows two
different pressure gradients to be maintainedeénvibll (one in the drilling riser and one in thelMoelow the mudline) by a process of
replacing mud from the drilling riser with a seas-density fluid.

(d) Maximum water depth could be extended to up tod®2f@et with drillship modifications

Five of our drillships have, or upon completionlviihve, dual gradient drilling capabilities. Duaidient drilling is a technology that
allows two different pressure gradients to be nzaietd in the well (one in the drilling riser andean the well below the mudline) by a process
of replacing mud from the drilling riser with a sester-density fluid. Pursuant to our drilling catt with Chevron for the use of tRacific
Santa Ang we have been granted a non-exclusive, world-winlglty-free license to use the technical inforioratdata, and knowledge made
available by Chevron for not only tiRacific Santa Andéut also for our non-dual gradient drilling opeoas on all of our other drilling units.
Our license permits us to use this informationadatd knowledge in any manner (presumably includireg gradient drilling operations) on
any of our drilling units, subject to certain angtomary conditions. Although dual gradient drilitechnology was technically proven ten
years ago, thPacific Santa Anés the first rig to deploy this technology for coraroial application and the dual gradient drillirapcepts that
are being deployed by thrRacific Santa Anare disclosed in patents assigned to Chevron. \Wevbdhat many operators may become
interested in deploying dual gradient drilling taology for deepwater wells because it enables bet# control, reduces the required number
of casing strings, and allows for larger wellboréosal depth and larger production liner. Thesdigcal benefits may result in savings in cost
and time per well and higher flow rates, enablimg ¢perator to drill wells that would have beensidared uneconomic or “undrillable” and
book reserves that would have not been otherwiskdzb However, there is no certainty that we wgliave these expected benefits from our
dual gradient drilling capabilities. See Item 3jsiRFactors— Risks Related to Our Business—Dualigrd drilling techniques may not result
in the currently expected benefits and, as a redeihand may not develop for these capabilities.”

In March 2011, we entered into two contracts with 8r the construction of thBacific Khamsirand thePacific Sharav. ThePacific
Khamsinwas delivered to us in the third quarter of 2018 trePacific Sharaus expected to be delivered to us at the shipyatte early part
of the second quarter of 2014. On March 16, 20RJamuary 25, 2013, we entered into additionalreats for the construction of tiRacific
Meltemand thePacific Zonda, which are expected to be delivered to us athigyard in the early part of the third quarter 6fl2 and the first
quarter of 2015, respectively. The SHI contractglie Pacific Sharay, thePacific Meltemand thePacific Zondgprovide for an aggregate
purchase price of approximately $1.5 billion foe #cquisition of
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these three vessels, payable in installments diinegonstruction process, of which we have magenpats of approximately $429.2 million
through December 31, 2013. With respect to ourthredelivered vessels, we anticipate making paysnarapproximately $756.3 million in
2014 and approximately $336.4 million in 2015.

We expect the project cost for tRacific Sharay, thePacific Meltemand thePacific Zondao be approximately $662.9 million, $627.8
million and $634.1 million, respectively, or $1.8libn in total. The estimate of the project costsludes commissioning and testing and other
costs related to the drillships, but excludes edipéd interest. As of December 31, 2013, thereeve@proximately $1.4 billion of remaining
project costs for thPacific Sharay, thePacific Meltemand thePacific Zondaof which approximately $1.1 billion is remainingntactual
commitments to SHI. We intend to finance the appnately $807.3 million in remaining project costs thePacific Sharawand thePacific
Meltemby borrowing funds under the SSCF. We expect @anfae the $555.0 million in remaining project cdetshe Pacific Zondawith a
combination of our existing cash balances, futyrerating cash flows and additional financing. Weeh$200.0 million in available borrowin
under our Revolving Credit Facility, which can alsused to fund project costs. See Item 3, “Ratdrs—Risks Related to Our Business—
Our substantial indebtedness could adversely affigctinancial condition and business prospects!’ i@m 3, “Risk Factors—Risks Related to
Our Business—Our 2020 Senior Secured Notes, oupfS8acured Term Loan B, our Revolving Credit Failour 2015 Senior Unsecured
Bonds, our 2017 Senior Secured Notes and the SBemured Credit Facility Agreement impose signiftoaperating and financial restrictions
on certain of our subsidiaries, which may preventram capitalizing on business opportunities akihg some actions.”

There are risks of delay and cost overruns inheéneahy major shipyard project, including thoseutiésg from adverse weather
conditions, work stoppages, disputes and finaraidl other difficulties encountered by the shipyémdrder to mitigate some of these risks,
have selected a high-quality shipyard with a rejoneaor on-time completions. In addition, eachoof construction contracts is based on a
fixed fee and backed by a refund guarantee if tlieisi ultimately not finished or accepted by usngompletion. Deliveries by the shipyard
beyond a certain point in time are subject to ggrmEyments to us and also give us a right of déatam.

The indebtedness under our 2020 Senior SecuredNbteSenior Secured Term Loan B, the Revolviregi€iFacility and certain future
obligations are collateralized by a first prefermadrtgage over thBacific Bora, thePacific Sciroccq thePacific Mistraland thePacific Sante
Ana. The indebtedness under our 2017 Senior Securtgbosecured by a first-priority security intér@sibject to exceptions) in thacific
Khamsin. The indebtedness under our Senior Secured Gradility Agreement will, upon delivery, be secut®da first-priority security
interest (subject to exceptions) in thacific Sharavand thePacific Meltem See Item 5, “Liquidity and Capital Resources—Digdion of
Indebtedness” and Note 4 to the Company’s Congelilinancial Statements in this annual reporaforore detailed description of the terms
of our debt financings. Additionally, the utilizati of our drillships may be impacted by a numbegmfironmental and regulatory issues. See
Item 4, “Business Overview—Environmental and OtRegulatory Issues.”

Properties

We maintain our principal executive office and cegistered office in Luxembourg and our operatidreddquarters in Houston, Texas.
We also provide technical, operational and adnrigiiste support from our offices in Singapore, Brazid Nigeria.

ITEM 4A. UNRESOLVED STAFF COMMENTS

There are no written comments provided by the sifafiie SEC regarding our periodic reports thata@nunresolved as of the date of the
filing of this Form 20-F with the SEC.

48



Table of Contents

ITEMS5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The following discussion and analysis should beli@aconjunction with Item 3, “Selected Financiahfa” and the accompanying
financial statements and related notes includedvelere in this annual report. In addition, pleasad the introduction to the financi
statements in Item 18, “Financial Statements” fimpiortant information relating to our presentatiohfimancial information in this annual
report and concerning the financial statements egldted notes included elsewhere in this annuabref he following discussion contains
forward-looking statements that reflect our future plagstimates, beliefs and expected performance. Theufd-looking statements are
dependent upon events, risks and uncertaintiesttlagtbe outside our control. Our actual resultsldadiffer materially from those discussed
in these forward-looking statements. Please readri¥ard-Looking Statements” and Item 3, “Risk Fatdnn light of these risks,
uncertainties and assumptions, the forward-looléngnts discussed may not occur.

A. OPERATING RESULTS
Overview

We are an international offshore drilling contractommitted to becoming the preferred providerlofudeepwater drilling services to
the oil and natural gas industry through the udaigti-specification rigs. Following completion afrestruction, our fully-deployed fleet will
consist of eight newly constructed sixth and sdvgm@neration ultra-deepwater drillships, represgntine of the most contemporary and
technologically advanced fleets in the world. Ag~ebruary 19, 2014, we were operating five drif)shand had three drillships under
construction at SHI, one of which is under clieomitact.

Our primary business is to contract our ultra-desgpwdrilling rigs, related equipment and work csewrimarily on a dayrate basis, to
drill wells for our clients. In conducting our busss activities, we believe that we have a respiitgito our employees, partners and the
communities in which we work to maintain a commitrne health, safety, environment, security anditjua

Safety Performance

One of our primary objectives is the safety of employees and contractors. We run comprehensiiertggprograms to ensure that our
employees are well-versed on all of the our padicied processes and prepared to act when neceSsatgam supervises all of our safety
training and operational processes to ensure thatre operating in line with industry best practice

All personnel working for us, or on our behalf, arapowered to stop work (provided it is safe tsdbthat causes any concern related t
health, safety and security or environmental patutOur employees and contractors are expectstbfany activity under this obligation,
including those performed by other employees, tliepresentatives, contractors or management. Trerao repercussions for any individual
that stops work with genuine concern for risk,spective of the final outcome.

During 2013, we continued our focus on safety gentmce, achieved safety results in excess of indstandards and accomplished
several milestone events as follows:

*  We accomplished a Lost Time Injury Frequency (“L)I6f zero. LTIF is defined by the International #iation of Drilling
Contractors“IADC") as the number of lost time injurie“LTI"), fatalities plus lost work day cases, per 1,000@0€k hours.

» ThePacific Boraachieved three years without an LTI and one ye#irout a recordable incident. Total Recordable leotd
(“TRIs") is defined by the IADC as the sum of fatalitiestlavork case days, restricted work day cases anlicaldreatment case
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» ThePacific Scirocccand thePacific Mistralachieved two years without an L~
» ThePacific Santa Aniachieved one year without an LTI and one year witlzorecordable incider

Factors Affecting Comparability of Historical Financial Results of Operations to Future Financial Redts of Operations

We have a limited operating history. Our historiegdults of operations reflect the limited peridaperations from our fleet of the five
drillships placed into service to date. In additioar results for the year ended December 31, 26fldct three months of operations from our
disposed investment in TPDI. Our future resultepérations may not be comparable to the historesllts of operations for the periods
presented, primarily for the reasons describedvizelo

* We did not begin to recognize operating revenueair any material operating expenses untilRaeific Boracommenced drilling
operations on August 26, 2011. With the commencé¢miethe Pacific Sciroccq thePacific Mistral, thePacific Santa Anand the
Pacific Khamsirdrilling operations on December 31, 2011, Febr@&r3012, May 4, 2012 and December 17, 2013, relspdctwe
have seen a substantial increase in our revenpegting expenses and operating income duringehesyended December 31,
2013 and 2012 as compared to prior years. We exipest increases to continue as we complete caotistiof thePacific Sharay,
thePacific Melterrand thePacific Zondeand place these drillships into servi

* We do not recognize interest expense in our stateofeperations until all the activities necessarprepare the qualifying asset
for its intended use are complete. There has begémva expect to continue to see a substantialaseré interest expenses in our
results of operations as a result of completingdviliships under construction and placing theno iservice

* On March 30, 2011, we completed the TPDI Transfewhich we transferred our interest in TPDI to bsidiary of the Quantum
Pacific Group in connection with the RestructuriAg.a result, our results of operations do notudelthe equity investment in
TPDI after March 30, 201:

Factors Affecting our Results of Operations
The primary factors that have affected our hiswraperating results and are expected to impacfuture operating results include:
e the number of drillships in our flee
» dayrates earned by our drillshij
» utilization rates of our drillships
» operating expenses of our drillshi|
* administrative expense
» interest and other financial items; ¢
+ tax expense:

Our revenues are derived primarily from the operatf our drillships at fixed daily rates, whichpd@d principally upon the number and
availability of our drillships, the dayrates reaivand the number of days utilized. We recognizemees from drilling contracts as services
performed upon contract commencement.

Additionally, we may also receive revenues for pragion and mobilization of equipment and persownédr capital improvements to
rigs. Revenues earned and incremental costs inttdirectly related to contract preparation and rimdtion are deferred and recognized over
the primary term of the drilling contract.
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Amortization of deferred revenue is recorded otraight-line basis over the primary drilling cordtderm, which is consistent with the general
pace of activity, level of services being providetl dayrates being earned over the life of theraontReimbursements received for capital
expenditures are deferred and recognized overrthmapy contract term of the drilling project. Thet@al cost incurred for capital expenditur
depreciated over the estimated useful life of fmet We may also receive fees upon completiondodlang contract that are conditional based
on the occurrence of an event, such as demobdizati a rig. These conditional fees and relateceasps are reported in income upon
completion of the drilling contract. If receipt sdfich fees is not conditional, they are recognizebaenue over the primary term of the drilling
contract.

Our expenses consist primarily of contract drillexpenses, depreciation, administrative expensesest and other financial expenses
and tax expenses. Contract drilling expenses iecttid remuneration of offshore crews and onshagrersision staff, as well as expenses for
onshore support offices, repairs and sustainingnt@aance.

Depreciation expenses are based on the histosalo our drillships and other property and equéptand recorded on a straight-line
basis over the estimated useful lives of each daassets. The estimated useful lives of ourdthifls and their related equipment ranges from
15 to 35 years. We begin recording depreciatiorergps once all activities necessary to preparasbet for its intended use are complete,
which is typically upon the date of contract comeement for our recently delivered drillships.

General and administrative expenses include theeictdcosts of management and administration ottmpany, such as the labor costs
of our corporate employees and remuneration ofloectors.

Interest expenses primarily depend on our oveza#llof indebtedness and interest rates. Intesestpitalized based on the costs of new
borrowings attributable to qualifying new constiantor at the weighted-average cost of debt outtanduring the period of construction. We
capitalize interest costs for qualifying new coustion from the point borrowing costs are incurfedthe qualifying new construction and
cease when substantially all the activities necgssaprepare the qualifying asset for its intended are complete, which is typically the date
of contract commencement.

Our tax expenses reflect current and deferredxprreses. In general, our income tax expenses i@suarily from the taxable income
on our drillship operations.
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Results of Operations
Year ended December 31, 2013 compared to Year dbeleeimber 31, 2012
The following table provides an analysis of our smlidated results of operations for the years emstember 31, 2013 and 2012:
Years Ended December 31

2013 2012 Change % Change
(in thousands, except percentage:

Revenues
Contract drilling $ 745,57: $ 638,05( $107,52: 17%
Costs and expense
Contract drilling (337,27 (331,49) (5,782 2%
General and administrative expens (48,619 (45,386 (3,22¢) 7%
Depreciation expens (149,469 (127,699 (21,767 17%
(535,35¢) (504,579 (30,77 6%
Loss of hire insurance recove — 23,67 (23,679 (2100%
Operating income 210,21¢ 157,14. 53,07¢ 34%
Other income (expense
Costs on interest rate swap termina (38,189 — (38,189 10C%
Interest expense, oth (94,027 (104,68 10,65¢ (10)%
Total interest expens (132,21) (104,68 (27,52¢) 26%
Costs on extinguishment of de (28,429 — (28,429 10C%
Other income (expens (1,559 3,24¢ (4,799 (148)%
Income before income taxe 48,02¢ 55,70: (7,677 (14)%
Income tax expens (22,529 (21,719 (810 4%
Net income $ 25,50. $ 33,98¢ $ (8,48)) (25)%

RevenuesRevenues were $745.6 million for the year endecebder 31, 2013, compared to $638.1 million forytbar ended
December 31, 2012. The revenue for the year enéedrbber 31, 2012 reflected a full year of operativom only thePacific Boraand the
Pacific Scirocccand a partial period of operations from fPecific Mistraland thePacific Santa Anawhich commenced operations on
February 6, 2012 and May 4, 2012, respectively.ifibeease in revenues during the year ended Deae3ih@013 resulted primarily from
improvements in operating efficiency of the fleag inclusion of a full year of operations from tacific Mistraland thePacific Santa Ana
and thePacific Khamsircommencing to earn revenues on December 17, 203inErease in revenue was also partially offsed bgcrease in
amortization of deferred revenue.

During the year ended December 31, 2013, our dpgrieet of drillships achieved an average revesiftieiency of 93.5% compared to
88.0% during the year ended December 31, 2012.

The improvement in revenue efficiency was a resullbwer downtime in the year ended December 313285 compared to the year
ended December 31, 2012. During the year endednile=e31, 2012, all of our drillships were in thglirakedown period, which typically has
lower operational uptime.

During the year ended December 31, 2013, reverfisgeety was negatively impacted by planned ungédadvout preventer (“BOP”)
maintenance on tHeacific Boraand thePacific Sciroccaand approximately 20 days of non-compensated tonéhe completion of
contractually required BOP upgrades onRaeific Mistral. These items resulted in approximately 2.3% ddtftevenue efficiency loss in the
year ended December 31, 20
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Contract drilling revenue for the years ended Ddmam31, 2013 and 2012 also included amortizatiotedérred revenue of $72.5 milli
and $95.8 million and reimbursable revenues of&2dillion and $7.2 million, respectively. The dease in the amortization of deferred
revenue was primarily due to the expiration ofittigal one-year primary term of tHeacific Sciroccaon January 7, 2013, as the drillship
reached the end of the amortization period fomtlodilization, contract preparation and asset upgcferred revenue. Reimbursable revenue
represent the gross amount earned related tofoodte purchase of supplies, equipment, persasgmwices and other services provided at the
request of our clients that are beyond the ing@lpe of the drilling contract. The increase imfmirsable revenues was the result of
corresponding increases in reimbursable costsriedur

Contract drilling costsContract drilling costs were $337.3 million for thear ended December 31, 2013, compared to $33lliGmfior
the year ended December 31, 2012. The increasmniract drilling costs was primarily due to a fy#lar of operations from tHeacific Mistral
and thePacific Santa Anan the year ended December 31, 2013 andPtmfic Khamsircommencing operations on December 17, 2013 as
opposed to the year ended December 31, 2012 wiyhadiull year of operations from theacific Boraand thePacific Sciroccaand a partial
period of operations from tHeacific Mistraland thePacific Santa Ana however, the increase in contract drilling cakising the year ended
December 31, 2013 was largely offset by lower egaipt and maintenance costs as compared to thegydad December 31, 2012, which
included rig startup costs for the fleet.

During the years ended December 31, 2013 and 2{E2¢ rig related operating expenses were appratdiy $272.4 million and $238.6
million, respectively, which included reimbursabtests of $20.8 million and $6.2 million, respeclivd hese reimbursable costs are not
included under the scope of the drilling contraatiial dayrate, but are subject to reimbursenish our clients. Reimbursable costs can be
highly variable between periods. Because the reiggient of these costs by our clients is recordeatlditional revenue, they do not genet
negatively affect our margins. During the yearseshBecember 31, 2013 and 2012, contract drillilgicalso included approximately
$25.4 million and $22.2 million of shore-based afiter support costs, respectively. Excluding thpdots of reimbursable costs, direct rig
related operating expenses and shore-based andsafbyort costs per operating rig per day werebais:

Years Ended December 31

2013 2012
(in thousands, amounts per operating rig per
Direct rig related operating expenses, $ 170.¢ $ 178.:
Shorebased and other support cc 17.2 17.C
Total $ 187.¢ $ 195.:

The decrease in direct rig related operating exgepsr operating rig per day excluding reimbursabsts during the year ended
December 31, 2013 was attributable to lower equigrard maintenance costs as compared to the ydad &ecember 31, 2012, which
included rig startup costs for tiacific Bora, thePacific Sciroccq thePacific Mistraland thePacific Santa Ana

Contract drilling costs for the years ended Decamdfie 2013 and 2012 additionally included $39.5iotiland $70.7 million in
amortization of deferred mobilization costs, resjpety. The decrease in the amortization of defémebilization costs in the year ended
December 31, 2013 as compared to the year endeshibec 31, 2012 was primarily due to the expiratibthe initial oneyear primary term c
the Pacific Sciroccoon January 7, 2013, the period over which the deflemobilization costs are fully amortized.

General and administrative expensé3eneral and administrative expenses were $48li@mior the year ended December 31, 2013,
compared to $45.4 million for the year ended Decam®, 2012. The increase in general and admitiisraxpenses related to planned
employee headcount additions required to suppart ou
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expanding fleet. The increase in the year ende@@ber 31, 2013 was partially offset by $2.1 millinregal fees incurred during the year
ended December 31, 2012 to make amendments td-thénPorder to facilitate improvements in our corgie structure.

Depreciation expenseDepreciation expense was $149.5 million for tharyended December 31, 2013, compared to $127lidmfibr
the year ended December 31, 2012. The increasspiredation expense was primarily due to a fullrydaperations in 2013 from tteacific
Mistral and thePacific Santa Analong with the commencement of depreciation orPtefic Khamsiron December 17, 2013.

Loss of hire insurance recovemuring the year ended December 31, 2013, we hadaaoone from loss of hire insurance recovery as
compared to $23.7 million in income from loss akhinsurance during the year ended December 32. Z&lpart of our hull and machinery
policy, we maintain loss of hire insurance whichries a 45day waiting period and an annual aggregate limit8ff days. In the third quarter
2011, thePacific Sciroccainderwent repairs and upgrades to ensure engiabiliéy, which was a covered event under our lokkire policy.

Interest expenseDuring the years ended December 31, 2013 and, 20tE2 interest expense was approximately $132lliomand
$104.7 million, which consisted of costs of inténege swap termination of $38.2 million and $0 atiter interest expense of $94.0 million
$104.7 million, respectively. The costs of intenede swap termination of $38.2 million were dug¢h® PFA Refinancing. During 2010 and
2011, we entered into four separate interest rags to reduce the variability of future cash flawshe interest payments for the variable-rate
debt under the PFA. In connection with the PFA Rafcing, on May 28, 2013, we terminated the PFArkgt Rate Swaps and their related
liabilities. As a result, we reclassified $38.2lioih of losses on the hedge designated portioh@PA Interest Rate Swaps previously
recognized in accumulated other comprehensive iedonmnterest expense.

The following table summarizes other interest expess follows:

Years Ended December 31

2013 2012
(in thousands
Interest $(161,44)) $(114,059)
Realized losses on interest rate sw (11,109 (23,879
Capitalized interes 78,52: 33,24
Interest expense, oth $ (94,02 $(104,68))

The increase in interest during the year ended mbee 31, 2013 as compared to the year ended Dec&hpR012 resulted primarily
from borrowings under the 2017 Senior Secured Naelscommitment fees under the Senior Secured (JFadility entered into in November
2012 and February 2013, respectively. Prior ta¢heination of the PFA Interest Rate Swaps, we wegeired to make quarterly settlements
on the interest rate swaps that resulted in thlednifpsses incurred during the year ended DeceBhet012. During the year ended
December 31, 2013, realized losses on the PFAdstt&ate Swaps were included in other interestresgothrough their termination on May
2013 (the “PFA Interest Rate Swap Termination”)eTilcrease in capitalized interest during the pealed December 31, 2013 as compared t
the year ended December 31, 2012 resulted primfaoily increases attributable to our drillships unclenstruction.

Costs of debt extinguishmend/e incurred debt extinguishment costs of $28 Mianiduring the year ended December 31, 2013. The
costs of debt extinguishment were primarily duéh®write-off of $27.6 million in unamortized defed financing costs and prepayment
penalties incurred as a result of the PFA Refinamnci

Other income (expenseDther expense was approximately $1.6 milliontfi@r year ended December 31, 2013, compared tan§iBi@n
in other income for the year ended December 3122Dliring the years ended December 31, 2013 ang, 206thl foreign exchange gains and
(losses) were $(2.1) million and $2.4 million,
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respectively. The decrease in other income primagilated to currency exchange fluctuations andaehse in management income. Other
income included management income from day-to-d&ysight and management services with respecet@tiantum Pacific Group’s equity
interest in TPDI for a fee of $4,000 per drillsipier day, or $8,000 per day. During the year endeceber 31, 2012, management fee incom
of $1.2 million was recorded in other income. A®sult of Quantum Pacific Group’s divestiture ofitrequity position in TPDI, the
management agreement was terminated on May 31, 2012

Income taxesIncome tax expense was approximately $22.5 millar the year ended December 31, 2013, compar$atd million for
the year ended December 31, 2012. The increasedmie tax expense was primarily due to the commmeantof operations of theacific
Khamsinon December 17, 2013 and a full year of operatimm thePacific MistralandPacific Santa Ana

The relationship between our provision for or barfefm income taxes and our ptax book income can vary significantly from perioc
period considering, among other factors, (a) therallevel of pre-tax book income, (b) changethimblend of income that is taxed based on
gross revenues versus pre-tax book income, aralifajg operating structures. Consequently, ouotine tax expense does not change
proportionally with our pre-tax book income. Sigoént decreases in our pi@x book income typically result in higher effeeitax rates, whil
significant increases in ptex book income can lead to lower effective taesasubject to the other factors impacting incomxeskpense nott
above. For the years ended December 31, 2013 dritj @0r effective tax rate was 46.9% and 39%, espdy. The tax rate for the year ent
December 31, 2013 was negatively impacted by tetsaif the PFA Interest Rate Swap Termination asidguishment of debt related to the
PFA Refinancing. Without the impact of these caits,effective tax rate for the year ended DecerBhef013 was 19.6%. The decrease ir
effective tax rate for the year ended DecembefB13 (excluding the costs of the PFA Interest Fat@ap Termination and extinguishment of
debt related to the PFA Refinancing) as compareddgear ended December 31, 2012 primarily relededhigher portion of pre-tax earnings
from jurisdictions taxing based on a deemed pruofitich effectively are a portion of gross revenuather than actual profits.

Year ended December 31, 2012 compared to Year édgleeimber 31, 2011
The following table provides an analysis of our smlidated results of operations for the years emdstember 31, 2012 and 2011:

Years Ended
December 31,
2012 2011 Change % Change
(In thousands, except percentage:

Revenues
Contract drilling $ 638,05( $ 65,43: $ 572,61 87%
Costs and expenses
Contract drilling (331,499 (32,149 (299,35)) 931%
General and administrative expen (45,38¢) (52,619 7,22¢ (14)%
Depreciation expens (127,699 (11,619 (116,079 99(%
(504,579 (96,379 (408,209 424%
Loss of hire insurance recove 23,67 18,50( 5,171 28%
Operating income (loss; 157,14. (12,449 169,58t 1,36%
Other income (expense
Equity in earnings of Joint Ventu — 18,95¢ (18,95%) (100%
Interest income from Joint Ventu — 49t (495) (100%
Interest expens (104,685 (10,389 (94,309 90&%
Other income 3,24¢ 3,67¢ (430 (12)%
Income (loss) before income taxe 55,70: 297 55,40: (18,655%
Income tax expens (21,717 (3,200 (18,517) 57%
Net income (loss $ 33,98¢ $ (2,907%) $ 36,89: 1,271%
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RevenuesRevenues were $638.1 million for the year endecebder 31, 2012, compared to $65.4 million for tharyended
December 31, 2011. Contract drilling revenue ferybars ended December 31, 2012 and 2011 incl@®8 #illion and $8.6 million,
respectively, in amortization of deferred reverilige revenue for the year ended December 31, 20 lirariuded drilling operations for the
Pacific Bora, which commenced on August 26, 2011. The incregasevenues during the year ended December 31, &8lE2ts a full year of
operations for th@acific Boraand thePacific Sciroccq which entered service on December 31, 2011. Aalditly, the year ended
December 31, 2012 saw an increase in revenuestfrestart of operations of thRacific Mistraland thePacific Santa Anan February 6, 20:
and May 4, 2012, respectively.

During the year ended December 31, 2012, our apgrfieet of four drillships achieved an averageeraue efficiency of 88.0% as all of
our drillships were in their shakedown period. Rexes for the year ended December 31, 2012 werasalyémpacted by downtime during
first and second quarters of 2012 primarily dusubsea equipment design issues experienced throutteofleet. Additionally, revenue
efficiency for the year ended December 31, 2012 neggmtively impacted by tHeacific Santa An&eing on downtime in the third quarter to
perform repairs on the seal face of one of the BO@&'s that could have prevented a consistent ralBOP repairs and inspections resulte
a total of 45 days of downtime before fhacific Santa Anaestarted operations on August 15, 2012.

Contract drilling costsContract drilling costs were $331.5 million for thear ended December 31, 2012, compared to $3Hiamfor
the year ended December 31, 2011. The increagsmninact drilling costs during the year ended Decen®i, 2012 compared to the year ende
December 31, 2011 is due to a full year of openatior thePacific Boraand thePacific Sciroccaand the start of operations of tRacific
Mistral and thePacific Santa Anan February 6, 2012 and May 4, 2012, respectively.

During the year ended December 31, 2012, direcgetafed operating expenses were approximately $288lion and shore-based and
other support costs were approximately $22.2 nmilliddditionally, contract drilling costs included@7 million in amortization of deferred
mobilization costs.

During the year ended December 31, 2012, rig opeyaixpenses were adversely affected primarilydyiggment and maintenance costs
as all of our drillships were in their shakedowmniqe.

General and administrative expensé3eneral and administrative expenses were $43libmnfior the year ended December 31, 2012,
compared to $52.6 million for the year ended Decan®, 2011. The decrease in general and admitigtrexpenses was primarily due to the
accounting for field support and certain rig reteéxpenses, such as crew training, during the gieded December 31, 2011. Prior to contract
commencement, these costs were recognized as gandradministrative expenses during the year efgs@dmber 31, 2011. Upon contract
commencement, the related field support and rateel expenses have been recognized as contrdicigdeibsts during the year ended
December 31, 2012.

Depreciation expenseDepreciation expense was $127.7 million for tharyended December 31, 2012, compared to $11.@®mnfitir the
year ended December 31, 2011. The increase in@apo® expense was primarily due to placingPacific Bora, thePacific Mistral, the
Pacific Scirocccand thePacific Santa Ananto service, which resulted in the commencemenhefdepreciation of the drillships.

Loss of hire insurance recovetpcome from loss of hire insurance recovery was B23llion for the year ended December 31, 2012,
compared to $18.5 million for the year ended Deaan®i, 2011. As part of our hull and machinery glwe maintain loss of hire insurance
which carries a 45-day waiting period and an anaggkegate limit of 180 days. In the third quadE2011, thePacific Sciroccainderwent
repairs and upgrades to ensure engine reliabilitych was a covered event under our loss of hitigypand resulted in loss of hire recoveries
of $18.5 million during the year ended December2®1l,1. During the year ended December 31, 2012ew@ved further proceeds under the
policy in an amount of $23.7 million that resuliedotal cumulative loss of hire insurance recoeeif $42.2 million.
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Equity in earnings of Joint VenturdEquity in earnings of the Joint Venture was $0tfe year ended December 31, 2012, compared to
$19.0 million for the year ended December 31, 20hk decrease in equity in earnings of TPDI wastduke TPDI Transfer on March 30,
2011. Neither the Company nor any of its subsid&adurrently owns any interest in TPDI and, follogvithe transfer, the results of operations
of TPDI are no longer included in our financialuks.

Interest income from TPDIInterest income from TPDI was $0 for the yeareghBecember 31, 2012, compared to $0.5 millioriter
year ended December 31, 2011. The decrease ieshiacome from TPDI was due to the TPDI TransfeMarch 30, 2011, which include
assignment of notes receivable from TPDI. As suchinterest income from TPDI was recorded in onafficial results beginning in the second
quarter of 2011.

Interest expenselnterest expense was approximately $104.7 mifi@rthe year ended December 31, 2012, compargdGat million fol
the year ended December 31, 2011. The increasgeirest expense was primarily due to interest esgpen borrowings under our PFA after
Pacific Bora, thePacific Mistral, thePacific Sciroccand thePacific Santa Anavere placed into service. Before start of senvitrest
expense on the PFA borrowings were capitalized.

Other income Other income was approximately $3.2 million floe tyear ended December 31, 2012, compared to $Bidnhnfor the yea
ended December 31, 2011. The decrease in othanadaring the year ended December 31, 2012 wasighndue to a decrease in
management income. Other income included manageimamhe from day-to-day oversight and managememtcgs with respect to the
Quantum Pacific Group’s equity interest in TPDI #ofee of $4,000 per drillship per day, or $8,0@0¢gay. During the years ended
December 31, 2012 and 2011, management fee incbBlemillion and $2.2 million, respectively, weecorded in other income. As a result
of Quantum Pacific Group’s divestiture of their ggyoosition in TPDI, the management agreementt@asinated on May 31, 2012.

Income taxesIncome tax expense was approximately $21.7 millar the year ended December 31, 2012, compar#$d.million for
the year ended December 31, 2011. The increasedmie tax expense was primarily due to a full ygaperations for th€acific Boraand
the Pacific Sciroccan Nigeria, as well as the commencement of opematin 2012 of théacific Mistraland thePacific Santa Anan Brazil
and the United States, respectively. In 2011, oly operations consisted of a partial year of ofi@na by thePacific Borain Nigeria.

The relationship between our provision for or barfefm income taxes and our ptax book income can vary significantly from perioc
period considering, among other factors, (a) therall/level of pre-tax book income, (b) changethim blend of income that is taxed based on
gross revenues versus pre-tax book income, aralifajg operating structures. Consequently, ouotine tax expense does not change
proportionally with our pre-tax book income. Sigoént decreases in our pi@x book income typically result in higher effeeitax rates, whil
significant increases in ptex book income can lead to lower effective taesasubject to the other factors impacting incomxeskpense nott
above. Our effective tax rate was 39.0% for the yealed December 31, 2012 as compared to 1,07 badhd year ended December 31, 2011
The decrease in 2012 is the result of a signifid@ease in pre-tax book income without a propoii increase in income tax expense. With
respect to our effective tax rate for the year éndecember 31, 2012, a significant amount of ocoine tax expense was generated in Nigeri:
where income taxes are imposed on deemed profitishveffectively are a proportion of gross revenuather than actual profits. Conversely,
our operations in the United States and Brazil cwlinpose tax on a net profits basis, yielded lo$sewhich a relatively insignificant tax
benefit is reflected in our tax provision as a tesfiour operating structures in those jurisdingoFor the year ended December 31, 2011, our
only operations were in Nigeria where, as discusdeye, we are taxed on a deemed profits basisdgoently, our 2011 income tax expense
had no relationship to pre-tax book income.
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CRITICAL ACCOUNTING ESTIMATES AND POLICIES

The preparation of consolidated financial stateméntonformity with GAAP requires management tdkemaertain estimates and
assumptions. These estimates and assumptions ithgaeported amounts of assets and liabilitiesdibclosures of contingent assets and
liabilities at the balance sheet date and the atsafrrevenues and expenses recognized duringpueting period. On an ongoing basis, we
evaluate our estimates and assumptions, inclutioggtrelated to allowance for doubtful accountgrfcial instruments, depreciation of
property and equipment, impairment of long-livededs, income taxes, shdrased compensation and contingencies. We basetimiates an
assumptions on historical experience and on vaitiesr factors we believe are reasonable undezitbemstances, the results of which form
the basis for making judgments about the carryalges of assets and liabilities that are not rgaparent from other sources. Actual results
could differ from such estimates.

Our critical accounting estimates are importarth®portrayal of both our financial condition ardults of operations and require us to
make difficult, subjective or complex assumptiongstimates about matters that are uncertain. Wedaeport different amounts in our
consolidated financial statements, which could lagemial, if we used different assumptions or estizsaWe have discussed the development
and selection of our critical accounting estimatéh our Board of Directors and the Board of Dimsthas reviewed the disclosure presented
below. During the past three fiscal years, we haatanade any material changes in accounting metbggo

We believe that the following is a summary of thiéical accounting polices used in the preparatibour consolidated financial
statements.

Revenues and operating expense3ontract drilling revenues are recognized asexirbased on contractual dayrates. In connectitn wi
drilling contracts, we may receive fees for preparaand mobilization of equipment and personndboicapital improvements to rigs. Fees
and incremental costs incurred directly relatedantract preparation and mobilization along wittmteursements received for capital
expenditures are deferred and amortized to revenelethe primary term of the drilling contract. Thetual cost incurred for reimbursed cag
expenditures are depreciated over the estimatddlliée of the asset. We may also receive feesnupampletion of a drilling contract that are
conditional based on the occurrence of an evenh as demobilization of a rig. These conditionaksfand related expenses are reported in
income upon completion of the drilling contractréteipt of such fees is not conditional, theyraognized as revenue over the primary term
of the drilling contract. Amortization of deferreevenue and deferred mobilization costs are recbotiea straight-line basis over the primary
drilling contract term, which is consistent witretgeneral pace of activity, level of services bgingvided and dayrates being earned over the
life of the contract.

Property and equipmentDeepwater drillships are recorded at cost of tangon, including any major capital improvemenéss
accumulated depreciation and impairment. Othergntgmand equipment are recorded at cost and caofgistrchased software systems,
furniture, fixtures and other equipment. Plannedomaaintenance, ongoing maintenance, routine re@aid minor replacements are expense
as incurred.

Interest is capitalized based on the costs of nawotvings attributable to qualifying new constroctior at the weighted-average cost of
debt outstanding during the period of constructitie. capitalize interest costs for qualifying newnstuction from the point borrowing costs
are incurred for the qualifying new constructior @ease when substantially all the activities nemgsto prepare the qualifying asset for its
intended use are complete.

Property and equipment are depreciated to theiagalvalue on a straighihe basis over the estimated useful lives of edabs of asset
Our estimated useful lives of property and equipinaea as follows:

Years
Drillships and related equipment 15-35
Other property and equipme 2-7
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Long-lived assets We review our long-lived assets, including prép@nd equipment, for impairment when events ongea in
circumstances indicate that the carrying amountsiofassets held and used may not be recoveraittential impairment indicators include
rapid declines in commodity prices and related mbcknditions, actual or expected declines in filigation, increases in idle time,
cancellations of contracts or credit concerns igints. We assess impairment using estimated undised cash flows for the long-lived assets
being evaluated by applying assumptions regardibgé operations, market conditions, dayrateszatibn and idle time. An impairment loss
is recorded in the period if the carrying amounthaf asset is not recoverable.

Contingencies We record liabilities for estimated loss contingies when we believe a loss is probable and treuiatof the probable
loss can be reasonably estimated. Once establigleealdjust the estimated contingency loss accaraltfanges in facts and circumstances tha
alter our previous assumptions with respect tdikatihood or amount of loss.

We recognize loss of hire insurance recovery oraézed or contingencies related to the realizghbdlf the amount earned are resolved.

Income taxes Income taxes are provided based upon the taxdadsates in the countries in which our subsidgare registered and
where their operations are conducted and income=gpenses are earned and incurred, respectivelye@dgnize deferred tax assets and
liabilities for the anticipated future tax effectstemporary differences between the financialestegnt basis and the tax basis of our assets an
liabilities using the applicable enacted tax ratesffect the year in which the asset is realizethe liability is settled. A valuation allowance
for deferred tax assets is established when iigertikely than not that some portion or all of teferred tax assets will not be realized.

We recognize tax benefits from an uncertain taxtjposonly if it is more likely than not that thegition will be sustained upon
examination by taxing authorities based on thertieth merits of the position. The amount recognizetihe largest benefit that we believe has
greater than a 50% likelihood of being realizedrupettlement. Actual income taxes paid may vargnfestimates depending upon changes in
income tax laws, actual results of operations aedinal audit of tax returns by taxing authoritiéée recognize interest and penalties relate
uncertain tax positions in income tax expense.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

Please refer to Note 2 to the Company’s ConsolitlRteancial Statements in this annual report fdisaussion of recent accounting
pronouncements and their anticipated impact.

B. LIQUIDITY AND CAPITAL RESOURCES

We operate in a capital intensive industry. Throkgbruary 19, 2014, our principal sources of ligyilave been provided through a
combination of contributions from the Quantum Fad#roup, proceeds from the 2011 Private Placenpeateeds from the initial public
offering of our common shares, borrowings from easi debt financings, each as described in “—Desonpf Indebtedness” below and Note
4 to the Company’s Consolidated Financial Statemignthis annual report. In the future, we expkat bur investment in newbuild ultra-
deepwater drillships will be financed through ouaitable cash balances, additional debt financimgj @ash flow from operations.

We centrally manage our funding and treasury d@&in accordance with corporate policies to emsyapropriate levels of liquidity,
comply with debt covenants, maintain adequate seoElnsurance and balance exposures to market &&sh and cash equivalents are held
mainly in United States Dollars, Nigerian NairaaBitian Real and Singapore Dollars. Most of ourtcant drilling revenues will be received
monthly in arrears and most of our operating caditdbe paid on a monthly basis.
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As of December 31, 2013, we had $204.1 millionasftcand cash equivalents. Our liquidity requiresertlude funding ongoing
working capital needs, repaying our outstandinglddness and anticipated capital expenditureshadre largely comprised of our progress
payments for our ultra-deepwater drillship condinrcprojects, and maintaining adequate credififaas or cash balances to compensate for
the effects of fluctuations in operating cash flo@sir ability to meet these liquidity requiremewntfi depend in large part on our future
operating and financial performance. Primary sasiafefunds for our short-term liquidity needs viaé cash flow generated from operating anc
financing activities, which includes availabilitpder our Revolving Credit Facility and Senior SecL€redit Facility Agreement and our
available cash balances. Our liquidity fluctuatepehding on a number of factors, including, amahgrs, our revenue efficiency and the
timing of collecting accounts receivable as welpagments for operating costs. We believe thattash on hand and cash flows generated
from operating and financing activities, includiagailability under our Revolving Credit Facility dour Senior Secured Credit Facility
Agreement, will provide sufficient liquidity ovehé next twelve months to fund our working capitaéds, amortization payments on our long-
term debt and anticipated capital expenditurestorultra-deepwater drillship construction proje€sir ability to meet our long-term liquidity
requirements will depend in part on our abilitysezure additional financing, which is uncommittéthé time, before repaying the 2015
Senior Unsecured Bonds and taking delivery ofRheific Zondain the first quarter of 2015. See Item 3, “Risk téas—Risks Related to Our
Business.”

We may review from time to time possible expansjoimt venture or acquisition opportunities relgtito our business, which may
include the construction or acquisition of additibrigs or acquisitions of other businesses. Ansigien to construct or acquire additional rigs
for our fleet will be based on our assessment aketaonditions and opportunities existing at stigte, including the availability of long-term
contracts with attractive dayrates and the relatobgs of building or acquiring new rigs with adead capabilities compared with the costs of
retrofitting or converting existing rigs to providemilar capabilities. The timing, size or succekany additional acquisition, joint venture or
construction efforts and the associated potenéipital commitments are unpredictable. We may sedilatd all or part of any such efforts with
proceeds from debt and/or equity issuances. Debfjoity financing may not, however, be availableigaat that time due to a variety of fact
including, among others, general industry condgjareneral macro-economic conditions, perceptidéns and credit rating agency opinions of
our outstanding debt.

Capital Expenditures and Working Capital Funding

In March 2011, we entered into two contracts withl 8r the construction of our fifth and sixth ased-capability, ultra-deepwater
drillships, thePacific Khamsirand thePacific Sharav In March 2012, we entered into a contract witH & the construction of our seventh
advanced-capability, ultra-deepwater drillship, Bzeific Meltem and in January 2013, we entered into an additicoaract with SHI for the
construction of our eighth advanced-capabilityraiteepwater drillship, theacific Zonda

During the year ended December 31, 2013, we phaf tie remaining SHI project costs on fhacific Khamsirupon its delivery. The
SHI contracts for th@acific Sharay, thePacific Meltemand thePacific Zondaprovide for an aggregate purchase price of appratdéim $1.5
billion for the acquisition of these three vessplyable in installments during the constructiomcess, of which we have made payments of
approximately $429.2 million through December 3112 With respect to our three undelivered vess@santicipate making payments of
approximately $756.3 million in 2014 and approxieiai$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 commissiol
and testing and other costs related to the dndisHiut excludes capitalized interest. As of Deaan®i, 2013, there were approximately $1.4
billion of remaining project costs for thacific Sharay, thePacific Meltemand thePacific Zondaof which approximately $1.1 billion is
remaining contractual commitments to SHI. We inteméinance the approximately $807.3 million in @@ning project costs for tHeacific
Sharavand thePacific Meltenby borrowing funds
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under the SSCF. We expect to finance the $555Itbmih remaining project costs for tiRacific Zondawith a combination of our existing
cash balances, future operating cash flows andiaddi financing. We have $200.0 million in avaialborrowings under our Revolving Cre
Facility, which can also be used to fund projectso

Sources and Uses of Cash
Year ended December 31, 2013 compared to Year édeleeimber 31, 2012
The following table provides an analysis of our ceeth provided by operating activities for the geamded December 31, 2013 and 2012

Years Ended December 31,
2013 2012 Change
(in thousands)

Cash flow from operating activities:

Net income $ 25,50: $ 33,98¢ $ (8,487
Depreciation expens 149,46! 127,69¢ 21,76%
Amortization of deferred revent (72,519 (95,75() 23,23t
Amortization of deferred cos 39,47¢ 70,66( (31,18)
Amortization of deferred financing cos 10,10¢ 13,92¢ (3,820
Amortization of debt discour 44~ — 44%
Provision for materials and supplies obsolesct 1,11¢ — 1,11¢
Write-off of unamortized deferred financing co 27,64« — 27,644
Costs on interest rate swap termina 38,18 — 38,18¢
Deferred income taxe (3,119 (3,76€) 647
Sharebased compensation expel 9,31t 5,31¢ 3,991
Changes in operating assets and liabilities 4,96¢ 32,92: (27,95)

Net cash provided by operating activit $ 230,58 $ 184,99¢ $ 45,58¢

The increase in net cash provided by operatingitie§ was primarily due to a full year of operaisofrom thePacific Bora, thePacific
Scirocco, thePacific Mistraland thePacific Santa Andor the year ended December 31, 2013, as opposeflibyear of operations from the
Pacific Boraand thePacific Sciroccaand a partial period of operations from tecific Mistraland thePacific Santa Andor the year ended
December 31, 2012.

The following table provides an analysis of our ceeth used in investing activities for the yeadeginDecember 31, 2013 and 2012:

Years Ended December 31
2013 2012 Change
(in thousands)

Cash flow from investing activities:

Capital expenditure: $(876,14) $(449,95) $(426,19)
Decrease in restricted ca: 172,18« 204,78 (32,600
Net cash used in investing activitis $(703,95%) $(245,16°) $(458,79)
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The increase in capital expenditures resulted piiyniom increases in payments for our drillshipgder construction, including the final
SHI payment for th€acific Khamsimat delivery and progress payments for Baeific Sharay thePacific Meltemand thePacific Zonda The
decrease in restricted cash resulted primarily fieenrefinancing of the PFA and the terminationhef Letter of Credit Facility and Guaranty
Agreement (collectively, the “Tl Facilities”) onde 3, 2013, each of which had imposed restrictmmsertain of our cash accounts. The
decrease in restricted cash during the year endedrbber 31, 2012 resulted from temporary stanegrlof credit facilities for thBacific
Boraand thePacific Sciroccaeach being replaced by the Tl Facilities on Ap8i] 2012. As a result of securing these facilitthe, Company
was able to release approximately $126.0 millionestricted cash collateral to cash and cash elgmiga Additionally, the decrease in
restricted cash resulted from an amendment to Fi#ei® December 2012, which resulted in the reledsgpproximately $77.7 million in
restricted cash.

The following table provides an analysis of our cesh provided by financing activities for the yeeanded December 31, 2013 and 20172

Years Ended December 31
2013 2012 Change
(in thousands)

Cash flow from financing activities:

Proceeds from lor-term debt $ 1,656,25! $ 797,41! $ 858,83!
Payments on lor-term debt (1,480,00) (218,75() (1,261,25I)
Payment for costs on interest rate swap termini (41,999 — (41,999
Deferred financing cos (62,68/) (19,857 (42,83)

Net cash provided by financing activiti $ 7157 $ 558,81 $ (487,239

During the year ended December 31, 2013, proceedslbng-term debt primarily resulted from drawd@mf $140.0 million under the
SSCF, borrowings of $750.0 million under the 2020i6r Secured Notes and net proceeds of $746.®Bmillom the Senior Secured Term
Loan B. During the year ended December 31, 2013nade $109.4 million in principal repayments on kA and repaid the $1,347.0 milli
remaining debt in connection with the PFA Refinagdn June 2013. Additionally, in connection witletPFA Refinancing, we paid $42.0
million to terminate each of the four PFA InterBsitte Swaps and their related liabilities. During ylear ended December 31, 2013, deferred
financing costs of $62.7 million were incurred tder into the Senior Secured Credit Facility Agreeinthe 2020 Senior Secured Notes, the
Senior Secured Term Loan B and the Revolving Cieafility.

During the year ended December 31, 2012, borrowdongsisted of $300.0 million under the 2015 Sehinsecured Bonds and $500.0
million under the 2017 Senior Secured Notes. Paysn@mlong-term debt consisted of PFA amortizafiagments.
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Year ended December 31, 2012 compared to Year dbeleeimber 31, 2011

The following table provides an analysis of our ceeth provided by (used in) operating activitiestfie@ years ended December 31, 2012
and 2011:

Years Ended December 31

2012 2011 Change
(in thousands)

Cash flow from operating activities:

Net income (loss $ 33,98¢ $ (2,909 $ 36,89:
Interest income from Joint Ventu — (495) 49t
Depreciation expens 127,69¢ 11,61¢ 116,07¢
Equity in earnings of Joint Ventu — (18,955 18,95¢
Amortization of deferred revent (95,750) (8,56¢€) (87,189
Amortization of deferred mobilization cos 70,66( 4,28¢ 66,37-
Amortization of deferred financing cos 13,92¢ 1,067 12,85¢
Deferred income taxe (3,76€) (3,169 (597)
Shar-based compensation expel 5,31¢ 4,471 847
Changes in operating assets and liabilities 32,92{ (51,68¢) 84,61!

Net cash provided by (used in)
operating activitie: $ 184,99¢ $ (64,33) $249,32¢

The increase in net cash provided by operatingities primarily resulted from the continued rampaf drillship operations as the year
ended December 31, 2012 reflects a full year ofatpms for thePacific Boraand thePacific Sciroccg which entered service on
December 31, 2011. Additionally, the year endeddb@mer 31, 2012 saw an increase in net cash probiglegerating activities from the start
of operations of th@acific Mistraland thePacific Santa Anan February 6, 2012 and May 4, 2012, respectively.

The following table provides an analysis of our ceth used in investing activities for the yeadeginDecember 31, 2012 and 2011

Years Ended December 31
2012 2011 Change
(in thousands)

Cash flow from investing activities:

Capital expenditure $(449,95) $(1,539,63)) $1,089,67'
Decrease (increase) in restricted ¢ 204,78 (315,286 520,07(
Net cash used in investing activiti $(245,16°) $(1,854,91) $1,609,74

The decrease in cash used in investing activitiesapily resulted from lower amounts of progresgmants for our drillships under
construction and less spent in capital equipmegtages during the year ended December 31, 201@nagazed to the year ended
December 31, 2011. The decrease in restricteddiaréing the year ended December 31, 2012 resulted femporary stand-by letter of credit
facilities for thePacific Boraand thePacific Sciroccceach being replaced by the Tl Facilities on Ap8i) 2012. As a result of securing these
facilities, the Company was able to release apprately $126.0 million of restricted cash collateamtash and cash equivalents. Additionally,
the decrease in restricted cash resulted from amdment to the PFA in December 2012, which resiittéde release of approximately $77.7
million in restricted cash. The increase in resddcecash during the year ended December 31, 2@Lited from the funding of restricted cash
collateral accounts required under the PFA and ¢earp stand-by letter of credit facilities.
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The following table provides an analysis of our ceeth provided by financing activities for the yeanded December 31, 2012 and 2011

Years Ended December 31

2012 2011 Change
(in thousands)

Cash flow from financing activities:

Proceeds from issuance of common shares $ — $ 625,81t $ (625,81
Proceeds from lor-term debi 797,41! 1,275,00! (477,585
Payments on lor-term debt (218,75() (50,000 (168,75()
Deferred financing cos (19,857 (6,809 (13,050
Proceeds from relat-party loan — 142,20! (142,209

Net cash provided by financing activiti $ 558,81: $1,986,21. $(1,427,40)

The decrease in cash provided by financing aatiwiirimarily results from no proceeds from issuafa@mmon shares during the year
ended December 31, 2012 compared to net proceespodximately $575.5 million from the issuancé6f0 million common shares in a
private offering to international and U.S. investar April 2011 and approximately $50.3 million finche issuance of 6.9 million common
shares in connection with our initial public offegiin November 2011. Additionally, cash providedfimancing activities decreased by
approximately $477.6 million due to lower proce&dsn long-term debt. During the year ended Decenie2012, borrowings consisted of
$300.0 million under the 2015 Senior Unsecured Barttl $500.0 million under the 2017 Senior SecM@@s. Proceeds from long-term debt
for the year ended December 31, 2011 resulted fromowings under the PFA. Payments on long-ternt iheibeased due to increased
amortization payments under the terms of the PR&irg the year ended December 31, 2011, we alsowed $142.2 million under a related-
party loan agreement. On March 23, 2011, all onttey relatedparty loan principal and accrued interest, in thant of $142.8 million, we
converted into equity of our Predecessor.

Description of Indebtedness

8.25% Senior Unsecured Bonds due 20bFebruary 2012, we completed a private placeme$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 semially on February 23 and August 23, and maturEebruary 23, 2015. See Note 4 to the
Company’s consolidated financial statements.

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 $500llomin aggregate principal amount of 7.25% semiecured U.S. dollar denominated
notes due 2017 to eligible purchasers. The 201E8ecured Notes were sold at 99.483% of par, iméarest at 7.25% per annum, which is
payable semiannually on June 1 and December Imatgre on December 1, 2017. See Note 4 to the Quytpeonsolidated financial
statements.

Senior Secured Credit Facility Agreemedh February 19, 2013, Pacific Sharav S.a r.l. aaxifié 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 tRacific Sharawand thePacific Meltem See Note 4 to the Company’s consolidated findistédements.

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 202lgible purchasers. The 2020 Senior Secured Notgs wold at par, bear interest at
5.375% per annum, which is payable semiannuallyume 1, and December 1, and mature on June 1, 382MNote 4 to the Company’s
consolidated financial statements.

64



Table of Contents

Senior Secured Term Loan B due 20Gh June 3, 2013, the Company entered into a 8#B0lion senior secured term loan. The
maturity date for the Senior Secured Term Loan Buige 3, 2018. See Note 4 to the Company’s corastidinancial statements.

Revolving Credit Facility On June 3, 2013, we entered into a senior secaxedving credit facility with an aggregate pripal amount
of up to $500.0 million (permits loans to be extedidip to a maximum sublimit of $200.0 million arefmits letters of credit to be issued up to
a maximum sublimit of $300.0 million). See Noteo4lie Company’s consolidated financial statements.

Letters of Credit

As of December 31, 2013, we were contingently &alohder certain performance, bid and custom bonddedters of credit totaling
approximately $284.5 million related to letterscoédit issued as security in the normal courseuohbaisiness. See Note 11 to the Company’s
consolidated financial statements.

Derivative Instruments and Hedging Activities

We may enter into derivative instruments from titméime to manage our exposure to fluctuationgiiarest rates and to meet our debt
covenant requirements. We do not enter into devigdtansactions for speculative purposes; howdaeigccounting purposes, certain
transactions may not meet the criteria for hedgewaating. See Note 9 to the Company'’s consolidfiteahcial statements.

C. RESEARCH AND DEVELOPMENT, PATENTS AND LICENSES, ETC.

We do not undertake any significant expenditureasearch and development. Additionally, we havsignificant interests in patents or
licenses.

D. TREND INFORMATION

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 influeed 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 year ended December 31, 2013, offshollend contractors placed 16 shipyard orders tddadditional ultra-deepwater
semi-submersibles and drillships. We estimate thezeapproximately 66 ultra-deepwater rigs deligayescheduled for delivery from
January 1, 2014 until the end of 2016, 32 of wiiakie not yet been announced as contracted to<liboe to the long lead times involved in
rig construction, the potential for additional arsléo emerge and for shipyard delays to occur,calbheamong yards forecast to make their
first deliveries during this time frame, the suppfyultra-deepwater units through the end of 20416 loe estimated as a range between 185 an
200. Beyond this time frame, the supply is uncaréaid any projections have diminished predictieea

Drilling Rig Demanc

Demand for our drillships is a function of the wiwide levels of offshore exploration and developtsgending by oil and gas
companies, which is influenced by a number of fect®he type of projects that modern drillships emake 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 these
projects less sensitive to
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short-term oil price fluctuations. Therefore, dagsaand utilization for modern drillships are tygilg less sensitive to short-term oil price
movements than those of older or less capabléngritigs. Furthermore, long-term expectations alfiotutre oil and natural gas prices have
historically been a key driver for deepwater artcadtleepwater exploration and development spendingclients’ drilling programs are also
affected by the global economic and political clieyaccess to quality drilling prospects, explamsuccess, perceived future availability and
lead time requirements for drilling equipment, ergilk on deepwater exploration and production vesther areas and advances in drilling
technology.

The year ended December 31, 2013 saw oil and ghlabalJ.S. natural gas prices exhibit a level ofatitity comparable to historical
norms while continuing above the levels neededddficient return on investment for our clients. NMghguestions remain regarding global
economic stability, GDP growth continued to be pesiin key emerging markets and North America.lB@indering activity and deepwater
exploratory success continued, most notably intl& Gulf of Mexico and West Africa, and there watematerial adverse changes to access
or regulations worldwide.

Supply and Demand Balance

The foregoing factors resulted in a generally tgipply-demand balance for modern drillships in20tith steady dayrates and near
100% utilization. However, several major exploratand production companies have announced sloveeroyer year growth for 2014 capital
expenditure budgets, or even declines in some cAsdedionally, several older, lower-specificatideepwater and mid-water drillships and
semisubmersibles have recently completed contpaitis to engaging new ones. While we believe thatdemand for high specification ultra-
deepwater drillships like those in our fleet witintinue to meet or exceed supply, these develomragear to have exerted some pricing
pressure on our market, which may at times be adilyeaffected by industry conditions that are belyouar control. For more information on
this and other risks to our business and our imgusée Item 3, “Risk Factors—Risks Related to Buginess.”

E . OFF BALANCE SHEET ARRANGEMENTS
Currently, we do not have any off-balance sheargements.
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F. TABULAR DISCLOSURE OF CONTRACTUAL OBLIGATIONS

The table below sets forth our contractual oblmyadias of December 31, 2013:

Contractual Obligations 2014 201£-2016 2017-2018 Thereafter Total
(in thousands)

Long-term debi® $  7,50( $315,00( $1,233,75! $890,00( $2,436,25!
Interest on lon-term debi® 164,98: 283,22t 210,62: 65,25¢ 724,08!
Operating lease 1,162 2,16¢ 1,82¢ 1,60( 6,75:<
Purchase obligatior® 210,52¢ 48,54( — — 259,06!
Ultra-deepwater drillship©) 756,33¢ 336,38: — — 1,092,72.
Total contractual obligatior® $1,140,50:i $990,31! $1,466,19 $956,85! $4,533,87!

(@)

(b)

()

(d)
(e)

Includes current maturities of long-term déitthe table above, the outstanding borrowingsl@fs0 million under the SSCF as of
December 31, 2013 are included under the columtieshtThereafter."We intend to borrow an additional $860.0 milliordenthe SSC
and amortization payments will be established mogiiprincipal repayments every six months based @@-year repayment schedule
following the delivery of the relevant vess

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 debtiaatdnas been calculated using stated rates. Fabi@arate LIBOR based debt, interest
has been calculated using current LIBOR rates &eoémber 31, 2013 and includes the impact of atstanding interest rate swaps.
Interest on the SSCF is based on existing outstgratirrowings of $140.0 million as of December 3113. As such, interest on long-
term debt as presented in the table above excthéampact of additional interest under the SSGIt Will be incurred 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 Bewvolving Credit Facility, we record interest experfor fees on undrawn commitments
and unused letter of credit capacity, approxima®@@1.8 million as of December 31, 2013, while outstanding letters of credit,
approximately $198.2 million as of December 31,20dccrue interest at a different rate. Interedbag-term debt as presented in the
table above excludes the impact of additional @dethat will be incurred under our Revolving Ctddicility if the Company issues
additional letters of credit or borrows under tl20@.0 million revolving su-limit.

Purchase obligations are agreements to purdwsis and services that are enforceable and yagallling, 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 enteredhitihe normal course of busine

Amounts for ultr-deepwater drillships include amounts due undertcoction contracts

Contractual obligations do not include apprcdaty $0.9 million of liabilities from unrecognizeax benefits related to uncertain tax
positions, inclusive of interest and penaltiesiuded on our consolidated balance sheet as of Deeegl, 2013. We are unable to
specify with certainty the future periods in whiglke may be obligated to settle such amot

Some of the figures included in the table abovebareed on estimates and assumptions about thegatihis, 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.

G. SAFE HARBOR

The safe harbor provided in Section 27A of the 8ea Act and Section 21E of the Exchange Actlstyaply to forward-looking

information provided pursuant to Items 5E and 5khaf annual report. See “Forward-Looking Statersieint this annual report.
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ITEM 6. DIRECTORS, SENIOR MANAGEMENT AND EMPLOYEES
A. DIRECTORS AND SENIOR MANAGEMENT
Senior Management

We rely on the senior management of our principarating subsidiaries to manage our business. €lioismanagement team is
responsible for the day-to-day management of oeraifpns. Members of our senior management areiepodrom time to time by vote of
the Board of Directors and hold office until a sessor is elected and qualified. The current memdfensir senior management are:

Name Age Position

Christian J. Beckett 45  Chief Executive Office

Paul T. Rees 44  Chief Financial Officer (effective February 28, 20.
Cees Van Dieme 60  Senior Vice President, Chief Operating Offi

Robert F. MacChesne 56  Senior Vice President, Chief Marketing Offic

Kinga E. Doris 44  Vice President, General Counsel and Secre

William J. Restrept 54  Chief Financial Officer (resigned as of February 2814)

Christian J. Beckett Mr. Beckett has served as our Chief Executivéd®fffsince April 2008 and as a member of our Badiidirectors
since March 11, 2011. Mr. Beckett has over 20 yehexperience in the energy industry. Prior tmijog us, he led the Strategic Business
Development and Planning group at Transocean tddh £004 to 2008. Mr. Beckett served at McKinse€&mpany, Inc. from 2001 to 2004,
where he provided strategic and operating adviggdbal energy companies and governments, and @80 to 2001 at Schlumberger Limit
in a series of international management roles imitheasing responsibilities. Mr. Beckett holds aiBzlor of Science in Exploration
Geophysics from University College London and a tdissof Business Administration from Rice Univeysit

Paul T. Reese Mr. Reese joined Pacific Drilling in October 2088d was appointed to his current position of CRiafincial Officer in
February 2014. Prior to his current position, MeeRe served as our Vice President, ControllerRdese has been a finance professional i
oilfield services and E&P space for over 15 yeBr#or to joining Pacific Drilling, he was Controtléor the global Exploration and
Development divisions at BHP Billiton Petroleumoffr 1995 to 2007, Mr. Reese served in various fiilgmeanagement roles at Transocean,
including Finance Director for the North and SoAtherica Business Unit, Assistant Vice-Presidentfaodit and Advisory Services and
Finance Manager for the Asia & Australia and SoMtierica Regions, with international posts in Asia &entral and South America. Prior to
joining Transocean, Mr. Reese was an auditor irHibeston offices of Arthur Andersen LLP. Mr. Reésdds a Bachelor of Arts in Economi
and Managerial Studies and a Masters of Accouritorg Rice University.

Cees Van DiemenMr. Van Diemen joined Pacific Drilling in Febrya2009 and was appointed to his current positioSexfior Vice
President, Chief Operating Officer in August 20R8or to his current position, Mr. Van Diemen sehas our Vice President of Operations.
Mr. Van Diemen has over 35 years of experienc@émiobile offshore drilling industry and extensesgerience in deepwater drilling from -
early days of 600 feet water depth activity in 187 Tecent operations in 9,200 feet water deptior Bw joining us, he served at Noble Drilling
Corporation, and its predecessor Neddrill, as Wresident & Division Manager Brazil from 2005 tot@er 2008 and Vice President &
Division Manager Mobiles Europe from 2000 to 200B. Van Diemen’s career started offshore in theitranal drill positions from Floorman
to Offshore Installation Manager, before takingmereasing responsibility in onshore managememisrélom rig manager in West Africa, the
Mediterranean and the North Sea, to district manggine North Sea and Vice President & Divisionridger in Europe and more recently in
Brazil. Mr. Van Diemen holds a Bachelor of Scieitéutomotive Engineering from the University of &ljdoorn in the Netherlands.
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Robert F. MacChesneyMr. MacChesney joined Pacific Drilling in Septeeni2008 and was appointed to his current positiddemior
Vice President, Chief Marketing Officer in Augu&t13. Prior to his current position, Mr. MacChessewed as our Chief Operations Officer.
Mr. MacChesney has over 30 years of experiencedrtilling industry. Prior to joining us, he sedvat Transocean from 2000 to 2008 and at
Schlumberger Limited, and offshore drilling subaigi Sedco Forex Limited, from 1979 to 2000. Dutiig tenure with Transocean and
Schlumberger Limited, he held a variety of posiigm Operations Management and Marketing, includiogntry Manager in Malaysia, India,
Brazil and the United Kingdom, Region Manager ia kiddle East and India and Corporate Director,i»eger Marketing. Mr. MacChesney
holds a Bachelor of Science in Engineering fromtBanpton University in the United Kingdom.

Kinga E. Doris. Ms. Doris has served as our Vice President, Gé@ounsel and Secretary since September 2010DMss has over 15
years of experience advising global energy comsaang is a frequent speaker on FCPA anc-corruption issues. Prior to joining us, she
served as Chief Counsel for Pride International frean 2006 to 2010, where she was responsibléeffl affairs of the global operations and
strategic planning groups. From 1999 to 2006, Mwifserved as Associate General Counsel of Cdperatories N.V. Prior to joining Core
Laboratories, Ms. Doris was an attorney in the Housffices of Akin Gump Strauss Hauer & Feld LLidd_eBoeuf, Lamb, Greene, and
MacRae LLP. Ms. Doris holds a Bachelor of Arts andliris Doctorate from Texas Tech University.

William J. Restrepa Mr. Restrepo served as our Chief Financial Offfcem February 2011 to February 2014. Mr. Restneps the
Chief Financial Officer for Smith International,dnfrom October 2009 until the date of its mergéhvchlumberger Limited on August 27,
2010. From 2005 to 2009, Mr. Restrepo was the Firgdncial Officer for Seitel, Inc., a leading pider of seismic data for the North
American oil and gas industry. From 1985 to 2005, Restrepo held financial and operational posgianSchlumberger Limited, including
Regional General Manager for Continental Europefanthe Arabian Gulf, Corporate Treasurer, andeMiigesident of Finance for the pres:
pumping and directional drilling business unitsthainternational posts in Europe, South America tredMiddle East. In September 2008,
Mr. Restrepo was appointed to the board of dirsoddiProbe, Inc., a manufacturer of wireline loggéguipment and currently serves as the
Chairman of its Finance and Audit Committee. MrsfRepo holds a Bachelor of Arts in Economics froomr@ll University, a Bachelor of
Science in Civil Engineering from the UniversityMfami and a Masters of Business AdministratiomfrGornell University.

Board of Directors

In accordance with Luxembourg law, our Board ofeBiors is responsible for administering our affainsl for ensuring that our
operations are organized in a satisfactory manner.

Our Articles and Luxembourg law provide that ouraBbof Directors shall have no fewer than three st The minimum number of
directors that may sit on our Board of Directorsyrha changed by an amendment of our Articles apgatdoy resolution passed at an
extraordinary general meeting of our shareholdelogest to a minimum of three members. Pursuanttdfsticles, the directors will be elected
by a general meeting of the shareholders. Resokiidopted at a general meeting of shareholdessndieie the number of directors compris
our Board of Directors, the remuneration of the rhers of our Board of Directors and the term of edioctor's mandate. Directors may not
be appointed for a term of more than six yearsabaieligible for reelection at the end of their term. Directors maydiaoved at any time, wi
or without cause, by a resolution adopted at argéneeeting of shareholders. If the office of aedibr becomes vacant, the other members of
our Board of Directors, acting by a simple majgrityay fill the vacancy on a provisional basis uatilew director is appointed at the next
general meeting of shareholders.
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The current members of our Board of Directors aréoflows:

Name Age Position

Ron Moskovitz 51 Chairman

Christian J. Becke 45  Executive Director, Chief Executive Offic
Laurence N. Charne 66 Director

Jeremy Ashe 55  Director

Sami Iskande 48 Director

Robert Schwei 64 Director

Paul Wolff 66 Director

Cyril Ducau 35 Director

Elias Sakellis 37 Director

Ron Moskovitz Mr. Moskovitz was appointed as a director of @@mpany in March 2011. Mr. Moskovitz is the ChiefeEutive Officer
of Quantum Pacific (UK) LLP, a member of the QuantRacific Group, and serves as Chairman of IsragbClsrael’s largest holding
company with its core holdings focused on industtiet meet basic human, industrial and econongdsiée.g., fertilizers and specialty
chemicals, energy, shipping and transportation)clwiay be considered an affiliate of the Idan @éenily. From July 2008 until December
2012, Mr. Moskovitz served as Chief Executive Gffiof Quantum Pacific Advisory Limited. From Jul§@2 until November 2007,

Mr. Moskovitz served as Senior Vice President ah@fOFinancial Officer of Amdocs Limited. From 1988til July 2002, he served as Vice
President of Finance at Amdocs. Between 1994 af8,1dr. Moskovitz held various senior financial films at Tower Semiconductor Ltd.
and served on its board of directors from 2007ept&mber 2011. Mr. Moskovitz is a CPA in Israel anttls a BA in Accounting and
Economics from Haifa University and an Master osBess Administration from Tel Aviv University.

Laurence N. Charney Mr. Charney was appointed as a director of thea@any in April 2011. Mr. Charney retired from Erdstoung
LLP (“Ernst & Young”) in June 2007, where, over ttaurse of his more than 35-year career, he sasé&thrtner, Practice Leader and Senior
Advisor. Since his retirement from Ernst & Youngs.NLharney has served as a business strategi§inandial advisor to boards, senior
management and investors of early stage ventureate businesses and small to mid-cap public aatpms across the consumer products,
energy, real estate, high-tech/software, mediaf@mtenent, and noprofit sectors. His most recent affiliations hameluded board tenures w
Marvel Entertainment, Inc., Pure BioFuels, Inc. sMFields Original Cookies and Iconix Brand Grolng. He was appointed to the board of
TG Therapeutics, Inc. in April 2012. Mr. Charneaigraduate of Hofstra University with a Bachelbegree in Business Administration
(Accounting), and he also completed an Executivetita program at Columbia University. Mr. Charnegintains active membership with t
American Institute of Certified Public Accountaatsd New York State Society of Certified Public Acntants.

Jeremy Asher Mr. Asher was appointed as a director of the Camygn April 2011. Mr. Asher is currently ChairmahAgile Energy
Limited, a privately held energy investment compadlgairman of Tower Resources plc, an oil & gad@gtion company; a director of Gulf
Keystone Petroleum Ltd, an oil & gas exploratiod @noduction company; and a director of Oil RefiegiLimited, an independent refiner and
petrochemicals producer. Until 2008, he serveddiseator of Process Systems Enterprise Limitedkseloper of process simulation software.
Between 2001 and the present, Mr. Asher has atsede@s a director and financial investor in vasiother enterprises. From 1998 until 2001,
Mr. Asher served as the Chief Executive OfficePéf Consulting Group, where he oversaw ®4lobalization and growth from 2,500 to ne
4,000 employees, and negotiated and managed gggation of PA’s acquisition of Hagler Bailly, InBetween 1990 and 1997 he acquired,
developed and sold the 275,000 bbl/d Beta oil esfirat Wilhelmshaven in Germany. Prior to thathia late 1980’s, Mr. Asher ran the global
oil products trading business of what is now GleacdG and, prior to that, spent several years@maultant at what is now Oliver Wyman.
Mr. Asher is a graduate of the London
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School of Economics and holds an Master of BusiAessinistration from Harvard Business School. Hal& a member of the London
Business School’s Global Advisory Council and seras a member of the Engineering Advisory Boarangferial Innovations plc, the
commercial arm of Imperial College.

Sami Iskander. Mr. Iskander was appointed as a director of tbem@any in September 2013. Mr. Iskander is the GhaErating Officer
at BG Group and has served as a board member @&rig#@yy Holdings Limited and BG International Lintdtsince September 2009. He was
appointed to the BG Group Executive Committee ig 2009 and previously served BG Group in the raleExecutive Vice President,
Operations and Senior Vice President, Operatiod€evelopments in BG Advance. Prior to joining B&@ in 2008, Mr. Iskander spent his
career with Schlumberger and fulfilled a numbek®f leadership roles with them. Mr. Iskander h@d3S in Mechanical Engineering from
American University in Cairo, Egypt.

Robert Schwed Mr. Schwed was appointed as a director of the @ in May 2013. Mr. Schwed has approximately dé@rg of
experience working with private equity firms aneittportfolio companies in corporate finance tramisas. Since 2002, Mr. Schwed has be
partner in the Corporate Practice Group of theriratgonal law firm Wilmer Cutler Pickering Hale aBarr LLP. From 1982 until 2002,

Mr. Schwed was a partner of Reboul MacMurray, a Nerk law firm specializing in private equity anénture capital matters. Since 2009,
Mr. Schwed has served as an Adjunct Professoeabtorge Washington University School of Law. Mth®ed holds a Bachelor of Arts in
Economics from Williams College and a Juris Docterfaom Harvard Law School.

Paul Wolff . Mr. Wolff was appointed as a director of the Camypin April 2011. Since 2006, Mr. Wolff has senaslan independent
director and private investor in different finarl@ad industrial companies. From 1971 to 2006, beked in the banking sector in which he
held various responsibilities in corporate and gévbanking. He served as a Managing Director acddvigierson, headed the Trust Busines:
was Head of Private Banking and Asset ManagementWlff has a degree in Commercial Engineeringrfrdniversity of Louvain, a
Masters of Business Administration from INSEAD Faintbleau, and completed the Advanced Managemegtdm from Harvard.

Cyril Ducau . Mr. Ducau was appointed as a director of the Gamgpn April 2011. Mr. Ducau joined the Quantum ila&roup in 200¢
and is currently a Managing Director Finance andiBess Development of Quantum Pacific Ventures teichiMr. Ducau was appointed to
board of directors of Quantum Pacific Shipping =% Pte. Ltd. in December 2012 and of Ansonia g&iB.V. and Jelany Corporation
N.V. in January 2014. He was previously Head ofiBess Development of Quantum Pacific Advisory Lediin London. Prior to joining tk
Quantum Pacific Group, Mr. Ducau was Vice Presidetihe investment banking division of Morgan Sean& Co. International Ltd. in
London and during his tenure there from 2000 to320@ held various positions in the Capital Markeesseraged Finance and Mergers and
Acquisitions teams. Prior to that, Mr. Ducau gaieagerience in consultancy working for Arthur Dttld in Munich and investment
management with Credit Agricole Ul Private EquityHaris. Mr. Ducau graduated from ESCP Europe Bgsischool (Paris, Oxford, Berlin)
and holds a Master of Science in business admatistrand a Diplom Kaufmann.

Elias Sakellis. Mr. Sakellis was appointed as a director of teenany in June 2012. Mr. Sakellis joined QuanturifRaAdvisory
Limited in May 2012 as Managing Director. He wap@ipted Managing Director of Business Developmér@wantum Pacific (UK) LLP in
January 2013. Prior to joining Quantum Pacific (UKP, Mr. Sakellis worked at Goldman, Sachs & GolLondon from 2000 to 2012. During
his tenure at Goldman, Sachs & Co., he held vanmsitions, including Executive Director of LeveegigFinance & Restructuring in the
Investment Banking Division, Executive Director aBidsiness Unit Manager in the Investment Bankingdion, and Financial Analyst and
Associate in the Equities Division. Prior to joigieoldman, Sachs & Co., Mr. Sakellis gained expegdn the banking sector by working as
an analyst for Lehman Brothers in London from 1899000. Mr. Sakellis is a graduate of Imperiall€gé London with a Master of Scienct
Finance and a Master of Engineering in Mechanicajiieering. He also holds a Master of Business Adstration from INSEAD.
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B. COMPENSATION
Senior Management

Members of our senior management receive compenstati the services they provide. The aggregatke campensation paid to all
members of senior management as a group was apm@tely $4.2 million for the fiscal year ended Detem31, 2013. In addition, under the
Pacific Drilling S.A. 2011 Omnibus Stock IncentiRé&n (the “2011 Stock Plan,” as described in mataitiunder “—Equity Compensation
Plans” below), we granted in 2013 an aggregateafiiillion options to purchase our common sharesémbers of our senior management
team at an exercise price of $9.58 per share dnnhillion restricted share units with a grant dedtue of $9.58 per share.

The cash compensation for each member of senioageanent is principally comprised of base salarytmomls. The compensation that
we pay to our senior management is evaluated @maunal basis considering the following primary éast individual performance during the
prior year, market rates and movements and theithdil's anticipated contribution to us and ourwgtte. Members of our senior management
team are also eligible to participate in our retiemt savings plans, described below under “—BeRddihs and Programs.” In addition,
members of our senior management are eligible tiicgEate in welfare benefit programs made avaédablour U.S. workforce generally,
including medical, dental, life insurance and dikiglbenefits. We believe that the compensatiormaled to our senior management is
consistent with that of our peers and similarlyaied companies in the industry in which we operate

Directors

During the year ended December 31, 2013, we paabgregate of approximately $0.3 million in direstdees to the independent
members of the Board of Directors. In addition, StesAsher, Charney and Wolff each received an &wh8,352 restricted stock units with a
grant date value of $9.58 per share. We have algbgm aggregate of approximately $0.2 millionimectors’ fees to the non-independent
members of the Board of Directors affiliated witbh@tum Pacific Group. We pay these directors’ thesctly to Quantum Pacific Group.
Members of our Board of Directors who are alsoeuployees or employees of our subsidiaries doaw#ive any additional compensation for
their service on our Board of Directors. We beliévat our director fee structure is customary aabonable for companies of our kind and
consistent with that of our peers and similarlyaied companies in the industry in which we operEtese fees may be increased from time t
time by a resolution of the general meeting of shalders.

Equity Compensation Plans

The 2011 Stock Plan provides for the granting o€lstoptions, stock appreciation rights, restrictbdres, restricted share units and othe
equity-based or equity-related awards to direcwifs;ers, employees and consultants. Subject justdent as provided, 7.2 million common
shares of Pacific Drilling S.A. are reserved anthatized for issuance pursuant to the terms o2l Stock Plan. The Compensation
Committee of our Board of Directors approves paénts and, subject to the provisions of the 20tbtISPlan, determines the terms and
conditions of awards under the 2011 Stock Plan.

Under the 2011 Stock Plan, a total of 5.2 millignions and 1.0 million restricted share units arstanding, of which 4.4 million optio
and 0.2 million restricted share units were grattechembers of senior management. The exercise pfithe stock options range from $9.58
to $10.12 per share. The options expiration datege from March 31, 2021 to March 31, 2023. Thaiotsd share units were granted at a
range of $9.58 to $10.12 per share. We also haagten awards of 60,000 options and 49,056 redfr&tieck units under the 2011 Stock Plan
to certain independent members of our Board ofddims. The exercise price of the stock optionslid. $2 per share. The options expire on
March 31, 2022. The restricted share units weratgdhat a range of $8.54 to $10.12 per share. ptiers and restricted share units granted
generally vest 25% annually over four years fromdate of grant.
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Benefit Plans and Programs

Pacific Drilling sponsors a defined contributiotimement plan covering substantially all U.S. enygles (the “U.S. Savings Plan”) and ar
international savings plan (the “International $&s Plan”). Under the U.S. Savings Plan, the Compaatches 100% of employee
contributions up to 6% of eligible compensation participant. Under the International Savings Plaa contribute 6% of base compensation
(limited to a contribution of $15,000 per partiaipa During the years ended December 31, 2013, 20822011, our total employer
contributions to both plans amounted to $4.5 milli$3.7 million and $2.8 million, respectively.

We have established an annual bonus plan for kejogmes whose decisions, activities and perform&iase a significant impact on
business results. Target bonus levels are detednoinen individual basis and take into accountvidial performance, competitive pay
practices and external market conditions. Achievdroébonus payment is based on the achievemahedfompany’s financial target and
individual goals.

C. BOARD PRACTICES

See Item 10, “Memorandum and Articles of AssociatioVoting Rights—Appointment and Removal of Dirastofor a detailed
description regarding the appointment and remof/alio Board of Directors.

On May 13, 2013, at our annual general meetindrafeholders, Mr. Schwed was appointed to the BoBRirectors for a one-year term
ending at our 2014 annual general meeting to b dreMay 12, 2014 (the “2014 AGM”), and each of then current directors was also re-
appointed for an additional one-year term throdgh2014 AGM.

On September 2, 2013, we held an extraordinaryrgeéneeeting of our shareholders to appoint Mr. t&lex to the Board of Directors
through the 2014 AGM.

There are no service contracts between us andfanyr directors providing for benefits upon terntina of their service.

Committees of the Board of Directors

Our Board of Directors has an Audit Committee, anPensation Committee and a Nominating Committee, raay have such other
committees as the Board of Directors shall deteerfiiom time to time. Each of the standing commétefour Board of Directors has the
composition and responsibilities described below.

Audit Committee

The members of our Audit Committee are Messrs. AsBlearney, Schwed and Wolff, each of whom our Ba#rDirectors has
determined is financially literate. Mr. Charneythie Chairman of the Audit Committee. Our Board @afbtors has determined that each of the
members of our Audit Committee is “independent” emnthe standards of the NYSE and SEC rules. Irtiaddiour Board of Directors has
determined that Mr. Charney is an Audit Commitiearicial expert.

The Audit Committee’s primary responsibilities émeassist the Board of Directors’ oversight of: aacounting practices; the integrity of
our financial statements; our compliance with leyad regulatory requirements; the qualificatioesedtion, independence and performance o
our independent registered public accounting fang the internal audit function. We have adoptediadit Committee charter defining the
committee’s primary duties in a manner consistdttt the rules of the SEC and the NYSE or marketddads.
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Compensation Committee

The members of our Compensation Committee are lgle&sher, Charney and Moskovitz. Mr. Asher is ti@i@nan of our
Compensation Committee. The purpose of this coremit to oversee the discharge of the responabilitf our Board of Directors relating to
compensation of our executive officers. Our Compéoa Committee also administers our incentive censation and benefit plans. We have
adopted a Compensation Committee charter defitiagommittee’s primary duties in a manner consisigth the rules of the SEC and the
NYSE or market standarc

No member of our Compensation Committee has beanyatime an employee of ours. None of our exeeutificers serve on the board
of directors or compensation committee of a comghayhas an executive officer that serves on mar® of Directors or Compensation
Committee. No member of our Board of Directorsriseaecutive officer of a company in which one of executive officers serves as a
member of the board of directors or compensationraiitee of that company.

Nominating Committee

Our Board of Directors has established a Nominafioghmittee. The members of our Nominating CommisieeMessrs. Asher,
Iskander, Moskovitz and Sakellis. Mr. Moskovitzli® Chairman of our Nominating Committee.

The purpose of the Nominating Committee is to assesBoard of Directors in identifying individuagsialified to become members of
Board of Directors and to provide advice to the Blaaf Directors regarding its composition and cotbeeis. The Committee plans to adopt a
formal charter at its initial meeting.

Corporate Governance

Our Board of Directors is empowered to take anipaatecessary or desirable in view of carrying@ut corporate objective, except for
the powers specifically allocated to the generadting of shareholders by law and/or by our Articles

Our Articles provide that our day-to-day managenamt the power to represent us in such mattershaalelegated to one or more
directors, officers or other agents. The day-to-aa@nagement has been delegated to our Chief Exeddfficer, Christian J. Beckett, and Ron
Moskovitz, the Chairman of our Board of Directagach of whom are authorized to represent us indahig in this regard. However, certain
matters may not be delegated by our Board of Darscincluding approval of our accounts, approvalw annual budget, approval of our
policies and approval of recommendations made lpycammittee of our Board of Directors.

Our Articles further provide that we are bound todeathird parties in all matters by the joint siima of a majority of our Board of
Directors. In addition, we are also bound towahiigitparties by the joint or single signature oy @erson to whom special signatory powers
have been delegated pursuant to our Articles.

All decisions to be taken by our Board of Directars subject to a quorum and vote of a majoritthefdirectors. A Chairman of the
Board is elected from the members of the Board.Jha&irman has a casting vote in the event of edie. Our Chairman of the Board is Ron
Moskovitz, who was re-elected at our Annual Meetih@hareholders in 2013 for a subsequent onetgearexpiring at the 2014 AGM.

The Board must make all decisions in our best @stisrand each director must notify the Board off@ssible conflicts between his/her
personal interests and ours. A director must nefitim participating in any deliberation or decisiavolving such a conflict. A special report
on the relevant conflict of interest transactiofl i submitted to the shareholders at the nexéggmeeting before any shareholder vote on
the matter.
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As a foreign private issuer we are exempt fromatentequirements of the NYSE that are applicablg.®. listed companies. For a listing
and further discussion of how our corporate govecegractices differ from those required of U.Snpanies on the NYSE, see Item 16G or
visit the corporate governance section of our weksi www.pacificdrilling.com.

D. EMPLOYEES
Employees
As of December 31, 2013, we and our subsidiaridsahimtal of 942 employees and 359 subcontracttrsse employees consisted of:
e 137 employees and subcontractors in constructiaragement
* 942 employees and subcontractors in engineeringpeditions; an

» 222 employees and subcontractors in finance, giyated business development, sales and marketohgthaer administrative
functions.

As of December 31, 2013, approximately 333 of aupleyees were located in the United States, 11& ‘emated in South Korea, 578
were located in Nigeria and 208 were located ireBr&he remainder of our employees were in variother locations around the world.

As of December 31, 2012, we and our subsidiaridsahiatal of 603 employees and 403 subcontracitrsse employees consisted of:
» 92 employees and subcontractors in constructioragement
» 809 employees and subcontractors in engineeringpeditions; an

« 105 employees and subcontractors in finance, giyaed business development, sales and marketohgtaer administrative
functions.

As of December 31, 2012, approximately 291 of aupleyees were located in the United States, 91 Wweated in South Korea, 393
were located in Nigeria and 210 were located ireBrahe remainder of our employees were in varioter locations around the world.

As of December 31, 2011, we and our subsidiaridsahiatal of 676 employees and 206 subcontracitrsse employees consisted of:
» 26 employees and subcontractors in constructioragement
» 718 employees and subcontractors in engineeringpeditions; an

» 138 employees and subcontractors in finance, giyated business development, sales and marketohgthaer administrative
functions.

As of December 31, 2011, approximately 101 of aupleyees were located in the United States, 212 Vemated in South Korea, 375
were located in Nigeria and 189 were located ireBrahe remainder of our employees were in varioter locations around the world.

During 2011, we completed the manning of Bezific Boraand thePacific Sciroccarews and continued manning of thacific Mistral
and thePacific Santa Ana

During 2012, we completed the manning of Baeific Mistraland thePacific Santa Anand commenced manning of tRacific Khamsii
and thePacific Sharav

During 2013, we completed the manning of Bezific Khamsin continued manning of tHeacific Sharavand commenced manning of
the Pacific Meltem

75



Table of Contents

We believe that our relations with employees amdgdhe employees of one of our manpower provitteligeria are currently
represented by unions and covered by a collectvgaining agreement. Our employees in Brazil aresatly represented by unions and
covered by a collective bargaining agreement.

E. SHARE OWNERSHIP

The table below shows the number of common shamesflzially owned and the percentage owned of atstanding common shares for
our directors, officers and key employees as oftraty 19, 2014, and the percentage held of thé¢otamon shares in issue. Also shown are
their interests in share options awarded to thedeuthe Pacific Drilling S.A. 2011 Omnibus Stockéntive Plan (the “2011 Stock Plan”). See
Item 6, “Compensation—Equity Compensation Plans’afdescription of the 2011 Stock Plan.

Beneficial Interest in
Common Shares

Number of
shares
(in

Director or Key Employee thousands Percentagt
Christian J. Beckett = =
Paul T. Rees * *
Cees Van Dieme @ @
Robert F. MacChesne * *
Kinga E. Doris * *
William J. Restrept * *
Ron Moskovitz — —
Laurence N. Charne * *
Jeremy Ashe * *
Sami Iskande — —
Robert Schwei — —
Paul Wolff * *
Cyril Ducau — —
Elias Sakellis — —
All officers and directors as a gro@ 2,851 1.2%

* Owned less than 1% based on the total number efanding common shares as of February 19, 2
(&) Includes 2.6 million of common shares issualplen exercise of options that are exercisable widi days of the date of this filing and
0.2 million restricted share units outstanding Hsldur senior management and directors as of kepdd, 2014
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ITEM 7. MA JOR SHAREHOLDERS AND RELATED PARTY TRANSACTIONS
A. MAJOR SHAREHOLDERS

The following table sets forth information as obFeary 19, 2014 for each shareholder whom we krmobeneficially own more than fiy
percent of our outstanding common shares:

Common Shares Helc

Number of
Shares
Identity of Person or Group (in thousand:s Percentagt
Quantum Pacific (Gibraltar) Limite@®@ 150,00( 69.1%

(1) Quantum Pacific (Gibraltar) Limited is a Giliealcompany and wholly-owned subsidiary of QuanRauific International Limited, the
indirect ultimate owner of which is a trust in whitdan Ofer and certain members of his family &eegrimary beneficiaries. The address
of Quantum Pacific (Gibraltar) Limited is 57/63 keiWall Road, Gibraltal

(2) Quantum Pacific (Gibraltar) Limited has agreedlexige a total of 85.7 million common shares heldt lag security for a margin loa

Prior to our issuance of 60.0 million common shaoggsrivate investors in the 2011 Private Placem@otntum Pacific Group owned
100% of our common shares. Immediately after cotigrieof the 2011 Private Placement, Quantum PaGifisup owned approximately 71.4
of our common shares. Following the completionwf initial public offering and the exercise of thederwriter over-allotment option,
Quantum Pacific Group owned approximately 69.2%wfcommon shares. Our major shareholders do et different voting rights than o
other shareholders.

Quantum Pacific (Gibraltar) Limited has entered iatmargin loan arrangement with a financial insitin pursuant to which it has agre
to pledge 85.7 million common shares as collaténahe event of a decline in the value of our sBaa margin call may be triggered. Quantun
Pacific (Gibraltar) Limited’s failure to promptly @et any margin calls or default under these finrameirrangements could result in the sale or
other disposition of some or all of the pledgedrebawhich could result in one or more personsrdtien Quantum Pacific (Gibraltar) Limited
acquiring a significant voting interest in the Cangp.

In December 2011, the Company issued all 7.2 mikiommon shares reserved for issuance under oificH2wlling S.A. 2011
Omnibus Stock Incentive Plan (“Reserve Option S$iqute one of its wholly-owned subsidiaries. Th&serve Option Shares are treated as
issued but not outstanding and are held interdaflypurposes of administering our Pacific DrilliBgA. 2011 Omnibus Stock Incentive Plan.
The Reserve Option Shares will be issued whenfaheé irespective option holders submit a valid praper exercise of their legally vested
options. Prior to issuance to any such option hsldbe Reserve Option Shares do not have votijigsiand do not participate in the earnings
of the Company.

As of February 19, 2014, we had only one sharehafieecord in the United States, Cede & Co. (nhaeinf The Depository Trust
Company) in whose name all shareholdings in theddrbtates are recorded. This single shareholdercofd in the United States represented
approximately 29.8% of the total outstanding comrsbares. The number of beneficial owners of ourrmmomshares in the United States is
significantly larger than the number of record teoklof our common shares in the United States.

B. RELATED PARTY TRANSACTIONS

Please refer to Note 15 to the Company’s Cons@di&tnancial Statements in this annual report fdescription of related party
transactions.
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C. INTERESTS OF EXPERTS AND COUNSEL
Not applicable.

ITEM 8. FINANCIAL INFORMATION
A. CONSOLIDATED STATEMENTS AND OTHER FINANCIAL INFO RMATION
See Item 18, “Financial Statements” within this @alrreport.

Legal Proceedings

It is to be expected that we and our subsidiariéide routinely involved in litigation and dispg@rising in the ordinary course of our
business. On April 16, 2013, Transocean filed aplamt against us in the United States District €éar the Southern District of Texas
alleging infringement of their dual activity patenTransocean seeks relief in the form of a permiaingunction, compensatory damages,
enhanced damages, court costs and fees. We deli@tebthat ultimate liability, if any, resultingdim any such pending litigation will have a
material adverse effect on our financial conditi@sults of operations or cash flows.

Distribution Policy

In February 2014, our Board of Directors resolvedecommend to our shareholders at the 2014 agenaral meeting of shareholders a
distribution to shareholders of up to $152 millionthe aggregate, to be paid in 2015. If the psapcs approved by the shareholders, the formr
and timing of the distribution payments will betla¢ discretion of the Board of Directors. It is dntention that any dividend or distribution
payments to the holders of our common shares withlhde when the Board of Directors determinesptuslent to do so and in amounts the
Board of Directors deems reasonable.

Our decision to pay dividends or make distributiandependent upon numerous factors, includinghbutimited to, committed and
projected capital expenditures, targeted growthmerébrmance metrics, and restrictions imposed uadeexisting debt agreements and any
future debt financing agreements. Additionally, pragment of future dividends, if any, will be deténed by us in light of conditions then
existing, including our earnings, financial conglitj capital requirements, restrictions in existmgl future financing agreements, business
conditions and other factors. The declaration gf@imidend payment or distribution is at the disicne of our Board of Directors and subject to
shareholder approval as well as additional requér@sof Luxembourg law. Dividends may be lawfulbcthred and paid if our net profits and
distributable reserves are sufficient under Luxeangdaw. Under Luxembourg law, at least 5% of oeir profits per year must be allocated to
the creation of a legal reserve until such resbagreached an amount equal to 10% of our issweé shpital. If the legal reserve subsequt
falls below the 10% threshold, at least 5% of nefifs again must be allocated toward the resepube extent the legal reserve is below the
10% threshold. The legal reserve is not availatalfstribution. In the event that we do not hawfisient net profits and distributable resen
Luxembourg law may nevertheless permit us to masteifsltions of share capital or share premiumadtulérs of our common shares. There
can be no assurance that we will make dividend jeaysnor distributions in the amount or within thexipd forecasted.

Under the terms of our 2015 Senior Unsecured Bomdsre restricted from paying dividends or maldigiributions exceeding 50% of
consolidated net income for the preceding fiscary&nder the terms of the 2017 Senior Securedd\tie 2020 Senior Secured Notes and th
Senior Secured Term Loan B, subject to certaingtiaes, we are limited in our ability to pay divitis or make distributions, purchase or
redeem our capital stock or make other restricearents exceeding 50% of consolidated net inconmgDctober 1, 2012. The terms of the
Revolving Credit Facility permit us to pay dividendr make distributions so long as there is nouefaereunder and we are in pro forma
compliance with our maximum leverage and minimuwuilility tests thereunder after giving effect totsdevidend or distribution payment. T
terms of the SSCF
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allow the payment of dividends or distributionsotar shareholders under certain conditions morg &6t forth therein, whereby we may
distribute up to 50% of our net income per yeartfieryear 2013 and thereafter. Please refer to Mlatehe Company’s Consolidated Financia
Statements in this annual report for a more detalkescription of the terms of our debt financings.

B. SIGNIFICANT CHANGES

A signed conditional commitment has been entergdtmextend the current contract on the PacificaBor an additional twgear perioc
at a dayrate of $615,000 following the expiratidnhe initial three-year term on August 26, 201AeTwo-year extension remains subject to
approval from our client’s local partner. The agneet increases the drillship’s contract backlogpgroximately $461.5 million.

ITEM9. THE OFFER AND LISTING
A. OFFER AND LISTING DETAILS

Our common shares have traded on the Norwegian I03tGince April 5, 2011 under the symbol “PDSA.UGcommon shares
commenced trading on the NYSE on November 11, 20itier the symbol “PACD.” The NYSE listing is integalto be the Company’s
primary listing and the Norwegian OTC listing i¢eénded to be the Company’s secondary listing.

On February 19, 2014, the closing price of our camrshares on the NYSE was $10.50 per share.
The following table sets forth, for each full firaal year, high and low intraday sale prices of cummon shares:

Price Per Common Share

NYSE NOTC
High Low High Low
(US$) (US$) (NOK) (NOK)

Fiscal Year Ended December 31,

2013 12.2¢ 8.8¢ 67.6( 49.0(¢

2012 11.47% 7.717 63.0( 46.0(

The following table sets forth, for each full firaal quarter for the two most recent fiscal yeaigh and low intraday sale prices of our
common shares:

Price Per Common Share

NYSE NOTC

High Low High Low

(US$) (US$) (NOK) (NOK)
Fiscal Year Ended December 31, 201
Fourth quarte 12.2¢ 10.6¢ 67.6( 66.7¢
Third quartel 11.2¢ 9.2(C 60.0( 54.0(
Second quarte 10.2: 8.8¢ 54.0( 54.0(
First quarte! 10.71 9.17 52.7¢ 49.0(
Fiscal Year Ended December 31, 2012
Fourth quarte 10.9¢ 9.0¢ 60.7¢ 52.0(
Third quartel 10.7¢ 8.21 55.0( 50.0(
Second quarte 10.4( 1.71 60.0( 46.0(
First quarte! 11.45 8.9t 63.0( 52.5(
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The following table sets forth, for the six mosteat months, high and low intraday sale pricesunfammmon shares:

Price Per Common Share

NYSE NOTC

High Low High Low

(US$) (US$) (NOK) (NOK)
February 2014 (c 10.5C 9.6€ n/e n/e
January 201. 11.2¢ 10.01 66.5( 59.5(
December 201 11.62 10.6¢ n/e n/e
November 201: 12.2¢ 11.07 67.0( 67.0C
October 201 11.8¢ 10.92 67.6( 66.7¢
September 201 11.2¢ 9.61 60.0( 58.0(

(a) February 1, 2014 through February 19, 2014. Ndngadccurred on the NOTC for the peric

B. PLAN OF DISTRIBUTION
Not applicable.

C. MARKETS
Our common shares currently trade on the NYSE had\brwegian OTC under the symbols “PACD” and “PDSaspectively.

D. SELLING SHAREHOLDERS
Not applicable.

E. DILUTION
Not applicable.

F. EXPENSES OF THE ISSUE
Not applicable.

ITEM 10. ADDITIONAL INFORMATION
A. SHARE CAPITAL
Not applicable.

B. MEMORANDUM AND ARTICLES OF ASSOCIATION

Our Amended and Restated Articles of Associatiorevided as Exhibit 3.2 to the Company’s Registmatbtatement on Form F-1
(Registration No. 333-177774), which was filed witle Securities and Exchange Commission on Noveli2011, and are hereby
incorporated by reference into this Annual Report.

Description of Share Capital

The following is a summary of our share capital tralrights of the holders of our common sharesdat@material to an investment in
our common shares. These rights are set forthril\dicles or are provided by applicable Luxembolag, and these rights may differ from
those typically provided to shareholders of U.Snpanies under the corporation laws of the varidates of the United States. This summary
does not contain all information that may be imanttto readers.
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Our share capital is comprised of common sharesfA&gbruary 19, 2014, an aggregate of 217.1 mikiommon shares, accounting par
value $0.01 per share and without nominal valuegwssued and outstanding. Each of our outstanthngmon shares entitles its holder to one
vote at any general meeting of shareholders.

Quantum Pacific (Gibraltar) Limited has enterediatmargin loan arrangement with a financial in§tih pursuant to which it has agre
to pledge 85.7 million common shares as collaténahe event of a decline in the value of our sBaa margin call may be triggered. Quantun
Pacific (Gibraltar) Limited’s failure to promptly @et any margin calls or default under these finrameirrangements could result in the sale or
other disposition of some or all of the pledgedrebawhich could result in one or more personsrdtien Quantum Pacific (Gibraltar) Limited
acquiring a significant voting interest in the Camnp.

To our knowledge, as of February 19, 2014, thenewe additional shareholders’ arrangements oresgeats the implementation or
performance of which could, at a later date, reisudt change in the control of us in favor of adtperson other than the current controlling
shareholder, an entity controlled by the QuantuwifieaGroup.

Our common shares are governed by Luxembourg lawanArticles. More information concerning shareleos’ rights can be found in
the Luxembourg law on commercial companies dateguat10, 1915, as amended from time to time, amd\dicles.

General

We are a Luxembourgpciété anonymg@ joint stock company). Our legal name is “Padiidling S.A.” We were incorporated on
March 11, 2011.

Pacific Drilling S.A. is registered with the Luxemlirg Registry of Trade and Companies under the enfth59658. Our registered
office is located at 8-10, Avenue de la Gare, LA 6Uxembourg, Grand Duchy of Luxembourg.

Our corporate object, as stated in Article 3 (Coap® object) of our Articles, is the following: Tl®mpany’s object is the acquisition of
participations, in Luxembourg or abroad, in any pamy or enterprise in any form whatsoever, andrtheagement of those patrticipations.
Company may in particular acquire, by subscriptifmrchase and exchange or in any other manneistanl, shares and other participation
securities, bonds, debentures, certificates of siepad other debt instruments and, more geneatly securities and financial instruments
issued by any public or private entity. It may fApte in the creation, development, managemethcantrol of any company or enterprise.
Further, it may invest in the acquisition and mamagnt of a portfolio of patents or other intell@dtproperty rights of any nature or origin.

Under our Articles, we may borrow in any form. Waymssue notes, bonds and any kind of debt andyesgurities. We may lend
funds, including, without limitation, the proceeafsany borrowings, to our subsidiaries, affiliammpanies and any other companies. We me
also give guarantees and pledge, transfer, encuonti¢herwise create and grant security over sonadl of our assets to guarantee our own
obligations and those of any other company, andeigdly, for our own benefit and that of any othempany or person. We may not, howe
carry out any regulated financial sector activitihout having obtained the requisite authorizatio

We may use techniques, legal means and instrurteenianage our investment efficiently and to proteaselves against credit risks,
currency exchange exposure, interest rate risko#rat risks.

We may carry out any commercial, financial or irtdas operation and any transaction with respecttd estate or movable property,
which directly or indirectly, favors or relatesdar corporate object.

81



Table of Contents

Share Capital

As of February 19, 2014, our issued share capitaiumted to $2.2 million represented by 224.1 milllommon shares and 217.1 million
common shares issued and outstanding, par val0& $er share and without nominal value. We areaizibd to issue $50.0 million of share
capital (such amount including the currently issslkdre capital of $2.2 million) and are authorifedsue up to 5.0 billion common shares,
having an accounting par value of $0.01 per shadenathout nominal value (such number of sharekiding the 224.1 million common sha
already issued), out of such authorized sharealapit

Under Article 5 of our Articles, our share capitals set on incorporation at $50,000, representeésD800 shares in registered form
without nominal value. On March 30, 2011, the st#lareholder, Quantum Pacific (Gibraltar) Limitedicha general meeting to approve
amending the Company’s Atrticles to authorize thaf8mf Directors, for a period of five years, teue up to $50.0 million of share capital
(inclusive of current share capital of the Compa®@) March 30, 2011, our Board of Directors resdlt@ split the outstanding 50,000 comr
shares into 5.0 million common shares, without m@hvalue. These common shares are held by QuaRaaific (Gibraltar) Limited. In
addition, on March 30, 2011, our Board of Direct@solved for Quantum Pacific (Gibraltar) Limitexltiecome the indirect sole shareholde
all issued common shares of our Predecessor irnegehfor the issuance of 145.0 million of our commsbares. As of March 31, 2011, our
common shares consisted of 150.0 million issuedoastanding common shares, having an accountinggbae $0.01 per share, all of which
are held by an entity controlled by Quantum Pag¢@draltar) Limited. In connection with the 201fivate Placement, we issued 60.0 million
common shares to international and U.S. investargioss proceeds of $600.0 million. Following cdetipn of the 2011 Private Placement,
our share capital consisted of 210.0 million commbares issued and outstanding.

In November 2011, the Company completed an initiddlic offering of 6.0 million common shares. Ind@enber 2011, the underwriters
purchased an additional 0.9 million common shawesyant to the full exercise of an over-allotmepiian. The initial public offering resulted
in net proceeds of approximately $50.3 millionDacember 2011, the Company also issued 7.2 mii@nmon shares to one of our wholly-
owned subsidiaries, which represents 3.3% of otstanding common shares. These common shares|dria lieasury for purposes of
administering our Pacific Drilling S.A. 2011 Omn#&tock Incentive Plan.

As of December 31, 2013, the Company’s share dagtesisted of 5.0 billion common shares authoriaed 217.0 million common
shares issued and outstanding of which approximé®@il % was held by Quantum Pacific (Gibraltar) itéd.

Form and Transfer of Shares

Our shares are issued in registered form only amdreely transferable, subject to any restrictitha may be provided for in our Articles
or in any agreement entered into between sharetsoldexembourg law does not impose any limitationghe rights of Luxembourg or non-
Luxembourg residents to hold or vote our shares.

Issuance of Shares

Pursuant to Luxembourg law, the issuance of oumsomshares requires the approval by the generaimgesf shareholders at the
guorum and vote requirements provided for the ammemd of our Articles. The general meeting of shaléérs may, however, approve an
authorized unissued share capital and authorizBdlaed of Directors to issue shares up to the masirmamount of such authorized unissued
share capital for a maximum period of five yeaosrfrthe date of publication in the Luxembourg offlgjazette of the minutes of the relevant
general meeting. The general meeting may amendwren extend such authorized share capital and&aétion to the Board of Directors to
issue shares.

Pursuant to Article 5.3 of our Articles, our BoarfDirectors is authorized, for a period of fiveaye from the publication of our
incorporation deed on March 11, 2011, to increhsectirrent share capital once or more
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up to $50.0 million by the issue of new shares hg¥he same rights as the existing shares, or wiithoy suchissue. Accordingly, our Board
Directors may issue up to 4.8 billion common shamgd March 11, 2016 against contributions in ¢agintributions in kind or by way of
incorporation of available reserves at such timmek@n such terms and conditions, including thedgsice, as our Board of Directors or its
delegates may in its or their discretion resolvéewvaiving, suppressing or limiting any pre-emptisubscription rights of shareholders
provided for by law to the extent it deems suchwegisuppression or limitation advisable for arsuis or issues of shares within the authorize
share capital.

Under Luxembourg law, our Board of Directors, atudy appointed representative of our Board of Dies; is required to go before a
Luxembourg notary within one month following anriease of our share capital by our Board of Directorrecord the share capital increas
notarial deed.

Under Luxembourg law, shareholders isagiété anonymleave a preferential right to subscribe for shaseséd on the occasion of a
share capital increase, where such shares arestabseribed for in cash. Article 5.3 of our ArtElémits this right in relation to our
shareholders by granting our Board of Directordaxitation to increase the current share capitahbyissue of new shares having the same
rights as the common shares, and to limit or wakdthe shareholders’ preferential subscriptiontsagin such increase. This authorization is
valid for a period of five years from the publieatiof our incorporation deed on March 11, 2011; &esv, such authorization may be renewed
by a resolution passed at an extraordinary gensgating of the shareholders. The general meetisparfeholders also has the power to limit
or withdraw the shareholders’ preferential subsmiprights under certain circumstances as sef fonder Luxembourg law.

Our Articles provide that no fractional shares rhayissued.
Our common shares have no conversion rights, aeré tire no redemption or sinking fund provisiongliapble to our common shares.

We cannot subscribe for our own shares.

Capital Reduction

Our Articles provide that the issued share capitay be reduced, subject to the approval by thergemeeting of shareholders and the
qguorum and vote requirements provided for the ammemd of our Articles.

General Meeting of Shareholders

In accordance with Luxembourg law and our Artickasy regularly constituted general meeting of dhalders represents the entire body
of shareholders of the Company. The general meatisgull power to adopt and ratify all acts an@ragions that are consistent with our
corporate object.

The annual general meeting of shareholders isdtel@®:00 a.m. (Luxembourg time) on the second MygrdaMay of each year in
Luxembourg. If that day is a legal or banking halidthe meeting will be held on the immediatelydwing business day. Other general
meetings of shareholders may be convened at amy tim

Each of our common shares entitles the holderaafrckthereof to attend our general meeting of st@ders, either in person or by pro
to address the general meeting of shareholderdpagxkrcise voting rights, subject to the prowisiof our Articles. Each share entitles the
holder to one vote at a general meeting of shadehsl There is no minimum shareholding requirelet@able to attend or vote at a general
meeting of shareholders.

Luxembourg law provides that our Board of Directisrebligated to convene a general meeting of $iwdders if shareholders
representing, in the aggregate, 10% of the issharbscapital so require in writing with an indicattiof the agenda. In such case, the general
meeting of shareholders must be held within one
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month of the request. If the requested generalinget shareholders is not held within one monttareholders representing, in the aggregate
10% of the issued share capital may petition thepmtent president of the district court in Luxemtgpto have a court appointee convene the
meeting. Luxembourg law provides that shareholdgpsesenting, in the aggregate, 10% of the isshaceapital may request that additional
items be added to the agenda of a general medtsigpoeholders. That request must be made by eegtstmail sent to our registered office at
least five days before the holding of the generagtimg of shareholders.

Voting Rights
Each common share entitles the holder thereof ¢ovoite at a general meeting of shareholders.

Luxembourg law distinguishes between “ordinary” @& meetings of shareholders and “extraordinggrieral meetings of sharehold

Extraordinary general meetings of shareholderganeened to resolve in particular upon an amendmeentr Articles and certain other
limited matters described below and are subjettteéaquorum and vote requirements described beldvather general meetings of
shareholders are ordinary general meetings of khhters.

Ordinary General Meetings of Shareholdehs.an ordinary general meeting of shareholdersetiieno quorum requirement, and
resolutions are adopted by a simple majority ofubies validly cast, irrespective of the numbesludires present or represented. Abstentions
are not considered “votes.”

Extraordinary General Meetings of Shareholdéxa.extraordinary general meeting of shareholdersvened for the purpose of (a) an
increase or decrease of the authorized or issus@ shpital, (b) a limitation or exclusion of prggiwe rights, (c) approving a legal merger or
de-merger of the Company, (d) dissolution of thenpany or (e) except as described immediately bedmwgamendment of our Articles must
have a quorum of at least 50% of our issued shegyitat, except in limited circumstances providedtfg Luxembourg law. If such quorum is
not reached, the extraordinary general meetingpafeholders may be reconvened, pursuant to appteprotification procedures, at a later
date with no quorum requirement applying.

Irrespective of whether the proposed actions desdrin the preceding paragraph will be subjectyota at the first or a subsequent
extraordinary general meeting of shareholders, swtibns are subject to the approval of at leastttvirds of the votes validly cast at such
extraordinary general meeting of shareholders (@xodimited circumstances provided for by Luxembgplaw). Abstentions are not
considered “votes.”

Appointment and Removal of Directokéembers of our Board of Directors may be electedibyple majority of the votes validly cast at
any general meeting of shareholders. Under ouclesdj all directors can be elected for a periodmfo six years with such possible extension
as provided therein, provided that currently eaiobotbr is serving a one-year term set to expirslay 2014. Any director may be removed
with or without cause by a simple majority voteaay general meeting of shareholders. If the offita director becomes vacant, our Articles
provide that the other directors, acting by a sanmphjority, may fill the vacancy on a provisionakks until a new director is appointed at the
next general meeting of shareholders.

Neither Luxembourg law nor our Articles contain aagtrictions as to the voting of our common shageson-Luxembourg residents.

Amendment to Our Articles of Association

Luxembourg law requires an extraordinary generating of shareholders to resolve upon an amendtoanir Articles. The agenda of
the extraordinary general meeting of shareholderstiindicate the proposed amendments to our Asticle
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An extraordinary general meeting of shareholdersvened for the purpose of amending our Articlestrhase a quorum of at least 50%
of our issued share capital. If such quorum isreathed, the extraordinary general meeting of slaéders may be reconvened at a later date
with no quorum according to the appropriate nadificn procedures. Irrespective of whether the pgedamendment will be subject to a vote
at the first or a subsequent extraordinary genaeadting of shareholders, the amendment is suljebetapproval of at least two-thirds of the
votes cast at such extraordinary general meetisthafeholders.

Any resolutions to amend our Articles must be talefore a Luxembourg notary and such amendmentslreysublished in accordance
with Luxembourg law.

Merger and Division

A merger by absorption whereby a Luxembourg compafigr its dissolution without liquidation, traes$ to another company all of its
assets and liabilities in exchange for the issuamtlee shareholders of the company being acquifstiares in the acquiring company, or a
merger effected by transfer of assets to a nevdgriporated company, must, in principle, be apprdwedn extraordinary general meeting of
shareholders of the Luxembourg company to be hefloke a notary. Similarly, the de-merger of a Lukenrg company is generally subject to
the approval by an extraordinary general meetinghafeholders.

Liquidation

In the event of our liquidation, dissolution or wing-up, the assets remaining after allowing fer payment of all liabilities will be paid
out to the shareholders pro rata to their respeaareholdings. The decision to voluntarily ligual dissolve or wind-up require the approval
by an extraordinary general meeting of shareholttebe held before a notary.

No Appraisal Rights
Neither Luxembourg law nor our Articles provide oty appraisal rights of dissenting shareholders.

Distributions

Subject to Luxembourg law, each share is entitbgpiatrticipate equally in distributions if and whaeclared by the general meeting of
shareholders out of funds legally available forrsparposes. Pursuant to our Articles, the geneeatimg of shareholders approves
distributions and our Board of Directors may deeliaterim distributions, to the extent permittedLlmxembourg law.

Declared and unpaid distributions held by us ferabcount of the shareholders shall not bear isitdtender Luxembourg law, claims for
unpaid distributions will lapse in our favor fivears after the date such distribution has beeradt|

Annual Accounts

Each year our Board of Directors must prepare drameunts of Pacific Drilling S.A., that is, arventory of our assets and liabilities,
together with a balance sheet and a profit anddossunt. Our Board of Directors must also preparensolidated management report each
year on the consolidated financial statements@fbmpany. The annual accounts, the consolidateddial statements of the Company,
consolidated management report and the auditgrarte must be available for inspection by sharedrsiét our registered office at least 15
calendar days prior to the date of the annual gémeeeting of shareholders.

The annual accounts, after approval by the anrerméal meeting of shareholders, will need to leslfivith the Luxembourg registry of
trade and companies within seven months of theeaéshe financial year.
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Information Rights

Luxembourg law gives shareholders limited rights&pect certain corporate records 15 calendar piagsto the date of the annual
general meeting of shareholders, including the ahaccounts, the consolidated financial statemefiise Company, a list of directors and
independent auditors, a list of shareholders wisbsges are not fully paid-up, the management ctzdetl report and the auditor’s reports.

The annual accounts, the consolidated financigstants of the Company, the consolidated managemapait and the auditor’s reports
are sent to registered shareholders at the sameasrthe convening notice for the annual generatimgeof shareholders. In addition, any
registered shareholder is entitled to receive  afphese documents free of charge 15 calendas plagr to the date of the annual general
meeting of shareholders upon request.

Under Luxembourg law, it is generally accepted thahareholder has the right to receive responsgsestions concerning items on the
agenda for a general meeting of shareholders if seegponses are necessary or useful for a shasgtioldhake an informed decision
concerning such agenda item, unless a responseltagsiestions could be detrimental to our interests

Transfer Agent and Registrar
The transfer agent and registrar for our commonmeshia American Stock Transfer & Trust Company, LLC

Equity Instruments and Other Arrangements Affectirlgquity

Our Predecessor adopted the 2009 Stock Plan, whiclided for the granting of stock options, stopbraciation rights, restricted shar
restricted share units and other equity-based wityecelated awards to directors, officers, emplyand consultants. In March 2011, we
substituted all outstanding awards under the 2@68k3Plan with new awards of options to purchasarmoon shares under the 2011 Stock F
All options under the 2011 Stock Plan expire ondhdiest of (i) ten years after the date of gréit90 days after the employee ceases to
provide services to us or one of our affiliategiidy 6 months following the employee’s death. Carrent with the Substitution, we terminated
the 2009 Stock Plan and no new awards will be niadier that plan. See Item 6, “Compensation—Equdgnflensation Plans” for additional
information regarding the 2011 Stock Plan.

C. MATERIAL CONTRACTS

The Company has no material contracts other thasetlkntered into in the ordinary course of busiaessthose described in our
description of indebtedness. See Item 5, “Liquiditygl Capital Resources—Description of Indebtednasd’Note 4 to the Company’s
Consolidated Financial Statements in this annyadntefor a more detailed description of the terrhewr debt financings.

D. EXCHANGE CONTROLS

There are no legislative or other legal provisiongently in force in Luxembourg or arising under évrticles that restrict the payment
dividends or distributions to holders of Pacifidlling S.A. shares not resident in Luxembourg, etder regulations restricting the remittance
of dividends, distributions and other paymentsampliance with United Nations and European Uniamcians. There are no limitations, eit
under the laws of Luxembourg or in our Articles,tbe right of non-Luxembourg nationals to hold otevPacific Drilling S.A. shares.
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E. TAXATION
Material Luxembourg Tax Considerations for U.S. Hollers of Common Shares

The following is a summary discussion of certairdrubourg tax considerations that may be applicabld.S. Holders as a result of
owning or disposing of our common shares. This da¢purport to be a comprehensive descriptionllobfethe tax considerations that may be
relevant to any of our common shares, and doepungiort to include tax considerations that ariserfr rules of general application or that ¢
generally assumed to be known to holders. Thisidigon is not a complete analysis or listing ofadlthe possible tax consequences of ¢
transactions and does not address all tax consiitema that might be relevant to particular holdéndight of their personal circumstances or
to persons that are subject to special tax rules.

It is not intended to be, nor should it be constrte be, legal or tax advice. The summary is nbaestive and we strongly encourage
shareholders to consult their own tax advisorsathe Luxembourg tax consequences of the owneasliglisposition of our common shares.
The summary applies only to U.S. shareholders wih@wn our common shares as capital assets and ot apply to other categories of
shareholders, such as dealers in securities, testimsurance companies, collective investmentseband shareholders who have, or who
are deemed to have, acquired their common shardicapital of our common shares by virtue of Hit® or employment.

This discussion is based on the laws of the Grandhl of Luxembourg, including the Income Tax A@e&tember 4, 1967, as amended
the Municipal Business Tax Act of December 1, 188@&mended, and the Net Wealth Tax Act of Octb®et934, as amended, to which we
jointly refer to as the laws of the Gra-Duchy of Luxembourg, including the regulationsmrdgated thereunder, and published judicial
decisions and administrative pronouncements, eadh affect on the date of this annual report athva known future effective date and is
subject to any change in law or regulations or ofpasin interpretation or application thereof (antiish may possibly have a retroactive
effect). However, there can be no assurance that thxembourg tax authorities will not challenge afiyhe Luxembourg tax considerations
described below; in particular, changes in law asrdddministrative practice, as well as changesafevant facts and circumstances, may alte
the tax considerations described below. Prospedtivestors are encouraged to consult their own ggsional advisors as to the effects of s
local or foreign laws and regulations, including®ambourg tax law and regulations, to which they im@pubject.

For purposes of this summary, a “U.S. Holder” meamy investor in our common shares who is a UrBdes resident within the
meaning of Article 4 of the double tax treaty @@il 1996 concluded between Luxembourg and théddrbtates (the “Treaty”) and entitled
to all the benefits of the Treaty pursuant to Aeti2z4 of the Treaty.

Tax Regime Applicable to Realized Capital Gains
U.S. Holders

U.S. Holders will be subject to the following Luxbourg tax treatment in relation to capital gainghia cases described below (among
others):

* Anindividual who is a U.S. Holder of common shaf@sd who does not have a permanent establisha@ermanent
representative or a fixed place of business in mb®urg to which the common shares are attributabilénot be subject to
Luxembourg taxation on capital gains arising upi@pasal of such common shares pursuant to Arti¢l€5) of the Treaty

« A corporate U.S. Holder, which has a permanenbéstanent, a permanent representative or a fixadgbf business in
Luxembourg to which our common shares are attriidatawill be required to recognize capital gainsl@sses as the case may be)
on the sale of such common shares, which will bgesti to Luxembourg corporate income tax and mpaidbusiness tax.
However, gains realized on the sale of the comrhanes may benefit from the exemption provided foAklticle 166 of the
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Luxembourg Income Tax and the Grand-Ducal Decrd@eaember 21, 2001 (as amended) provided thaeairtte of the disposal
of the common shares (a) the corporate U.S. Hgll#ing through its permanent representative @diglace of business in
Luxembourg) of common shares holds a stake reptiageat least 10% of our total share capital oost rice of at least 6,000,000
Euros (“€”) and (b) such qualifying shareholding teeen held for an uninterrupted period of at I&dshonths or the corporate
U.S. Holder (acting through its permanent represterd or fixed place of business in Luxembourg)entakes to continue to own
such qualifying shareholding until such time asdbgorate U.S. Holder (acting through its permamepresentative or fixed place
of business in Luxembourg) has held our commoneshir an uninterrupted period of at least 12 m&rithcertain circumstances,
the exemption may not apply in part or in full; Esample; the capital gains exemption (for gaimsiray on an alienation of the
common shares) does not apply to the amount ofqusly tax deducted expenses and v-offs related to these common sha

* A corporate U.S. Holder, which has no permanemtdishment in Luxembourg to which the common sharesattributable, will
not be subject to Luxembourg taxation on capitaigarising upon disposal of such common sharesuaut to Article 14 (5) of tt
Treaty.

Tax Regime Applicable to Distributions
Luxembourg Withholding Tax

A Luxembourg withholding tax of 15% (17.65% if tHevidend tax is not withheld from the shareholderiue on dividends and similar
distributions to our holders (subject to the exmey discussed under “—Exemption from Luxembourghblding Tax” below). Absent an
exception, we will be required to withhold at suake from distributions to the shareholder and @ash withheld amounts to the Luxembourg
tax authorities.

Exemption from Luxembourg Withholding Tax

Dividends and similar distributions paid to U.S.ltters may be exempt from Luxembourg dividend witdhg tax if: (1) the U.S.
Holder is a qualifying corporate entity holdingtake representing at least 10% of our total shapéal or which acquired the common shares
for at least £,200,000 (or its equivalent amount in a foreigrrency); and (2) the U.S. Holder has either heisl ualifying stake in our capit
for an uninterrupted period of at least 12 monttiha time of the payment of the dividend or unakes to continue to own such qualifying
shareholding until such time as it has held thermomshares for an uninterrupted period of at ldshonths. Based on the above, the U.S.
Holder will be a qualifying corporate entity foretlexemption if it is fully subject to a tax in thimited States that corresponds to Luxembourg
corporate income tax.

Under current Luxembourg tax law, payments to di@ders in relation to a reduction of share captathare premium are not subjec
Luxembourg dividend withholding tax if certain cdtmghs are met, including, for example, the coraditthat we do not have distributable
reserves or profits. If we have, at the time of ghgment to shareholders with respect to their comshares, distributable reserves or profits,
distribution of share capital or share premium Wwélrecharacterized for Luxembourg tax purposesdistribution of such reserves or earnings
subject to withholding tax. Based on this treatmerder Luxembourg law, if certain conditions are,ntecan be expected that a substantial
amount of potential future payments to be madedomay not be subject to Luxembourg withholding tax.

Reduction of Luxembourg Withholding Tax

U.S. corporate Holders may claim application oé@uced Luxembourg dividend withholding tax at & 1@t5% under the conditions
provided for by Article 10 (2) (a) (i) of the Treai.e., shareholding of at least 10% of the vostack of the distributing company without
minimum holding period in relation to these shares.
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Net Wealth Tax
U.S. Holders

Luxembourg net wealth tax will not be levied on &lUHolder with respect to the common shares uthessommon shares are
attributable to an enterprise or part thereof ihaarried on through a permanent establishmeined place of business or a permanent
representative in Luxembourg, in which case an gtim may apply based on Paragraph 60 of the La@atbber 16, 1934 on the valuatior
assets (Bewertungsgesetz),

Registration Tax/Stamp Duty

No registration tax or stamp duty will be payabjeabU.S. Holder of common shares in Luxembourglgalpon the disposal of common
shares by sale or exchange.

Estate and Gift Taxes

No estate or inheritance tax is levied on the fieansf common shares upon the death of a U.S. Hafleommon shares in cases where
the deceased was not a resident of Luxembourgf@ritance tax purposes, and no gift tax is levigdn a gift of common shares if the gift is
not passed before a Luxembourg notary or recondleddieed registered in Luxembourg.

THE LUXEMBOURG TAX CONSIDERATIONS SUMMARIZED ABOVE ARE FOR GENERAL INFORMATION ONLY. EACH
PACIFIC DRILLING S.A. SHAREHOLDER IS ENCOURAGED TO CONSULT HIS OR HER TAX ADVISOR AS TO THE
PARTICULAR CONSEQUENCES THAT MAY APPLY TO SUCH SHAR EHOLDER.

Material U.S. Federal Income Tax Considerations foHolders of Common Shares

The following is a discussion of the material Ue&leral income tax considerations relating to thespase, ownership and disposition of
our common shares. This discussion is based ugoprtvisions of the Internal Revenue Code of 188@&mended (the “Code”), existing and
proposed Treasury Regulations thereunder, jucieitiiority and administrative interpretations, athefdate hereof, all of which are subject to
change, possibly with retroactive effect, or argjsct to different interpretations. There can beassurance that the Internal Revenue Service
(“IRS”) will take a similar view of such conseque&s¢ and we have not obtained, nor do we intenthtaim a ruling from the IRS with respect
to the U.S. federal income tax consequences ghuhehase, ownership and disposition of the comnhamnes. This discussion is limited to
beneficial owners that hold our common shares apital assets” (generally, property held for inuesht).

This discussion does not address all U.S. fedecalne tax considerations that may be relevantp@articular holder based on its
particular circumstances, and you are encouragedrtsult your own independent tax advisor regargimg specific tax situation. For
example, the discussion does not address the tesidayations that may be relevant to U.S. Holdespiecial tax situations, such as:

» dealers in securities or currenci

e insurance companie

» regulated investment companies and real estatstimemt trusts

e tax-exempt organization:

» brokers or dealers in securities or currenciesteattkrs in securities that elect to mark to mat
» certain financial institutions

» partnerships or other pithrough entities and holders of interests thel
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* holders whose functional currency for U.S. fed@rabme tax purposes is not the U.S. dol
* U.S. expatriates
» individual retirement accounts and other tax deféaccounts
» holders that acquired our common shares in companysaansactions
» holders that hold our common shares as part ofigéhestraddle or conversion or other integratenktation; ol
* holders that own, directly, indirectly, or constiuely, 10% or more of the total combined votingyes of the Company
This discussion does not address the alternatimemuim tax consequences of holding common sharesedfer, this discussion does |
address the state, local or ndrs. tax consequences of holding our common shares)y aspect of U.S. federal tax law other tha®. federa
income taxation.
You are a “U.S. Holder” if you are a beneficial avrof our common shares and you are, for U.S. &diecome tax purposes:
» anindividual who is a citizen or resident of theitdd States

* acorporation, or any other entity taxable as p@a@tion, created or organized in or under the lafithe United States or any State
thereof, including the District of Columbi

* an estate, the income of which is subject to Ue8efal income taxation regardless of its sourc

» atrust (a) if a court within the United Stateslide to exercise primary supervision over its adsiiation and one or more United
States persons (as defined in the Code) have theréy to control all of its substantial decisionis(b) that has a valid election in
effect under applicable Treasury Regulations ttrésted as a U.S. persc

You are a “Non-U.S. Holder” for purposes of thisalission if you are a beneficial owner of our comrsloares that is an individual,
corporation, estate or trust that is not a U.Sdeol

If a partnership (or an entity or arrangement @rdats a partnership for U.S. federal income tapgaes) holds our common shares, the
tax treatment of a partner will generally dependrufhe status of the partner and upon the activiifehe partnership. A partner of a
partnership considering the purchase of our comshamnes is encouraged to consult its own independeradvisor.

You are encouraged to consult your own indepen@emadvisor regarding the U.S. federal, state,lland nonU.S. income and other ti
consequences of purchasing, owning and disposingroéommon shares in your particular circumstances

U.S. Holders
Passive Foreign Investment Company Rules

A U.S. Holder generally will be subject to a spgaalverse tax regime that would differ in certaspects from the tax treatment
described below if we are, at any time during th8.Wolder’s holding period with respect to our enam shares, a passive foreign investmen
company (“PFIC”) for U.S. federal income tax purges

In general, we will be a PFIC for any taxable yiéaither (i) at least 75% of our gross incometfoe taxable year is “passive income” or
(ii) at least 50% of the average value of all cgseds (determined on the basis of a quarterly geg¢m@oduce or are held for the production of
passive income. For this purpose, passive
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income generally includes, among other things,dginds, interest, certain rents and royalties, aiesuand gains from assets that produce
passive income. If a foreign corporation owns ast€5% by value of the stock of another corpomatilee foreign corporation is treated for
purposes of the PFIC tests as owning its propatmshare of the assets of the other corporati@haa receiving directly its proportionate
share of the other corporation’s income. Basedwroperations described herein, all or a substgmidion of our income from offshore
contract drilling services should be treated agises income and not as passive income, and thos alsubstantial portion of the assets that
we own and operate in connection with the produatibthat income should not constitute passivetasf® purposes of determining whether
we are a PFIC. However, this involves a facts armimstances analysis and it is possible thatR&would not agree with this conclusion.

We believe that we will not be a PFIC in the cuttaixable year and that we will not become a PRI@ny future taxable year. The
determination of whether a corporation is a PFI@&le annually and thus may be subject to chartggelore, we can give investors no
assurance as to our PFIC status. U.S. Holdersnamueaged to consult their own independent taxsasiabout the PFIC rules, including the
availability of certain elections and reporting uggments (which reporting requirements are eféector tax years ending on or after
December 31, 2013). The remainder of this discusagsumes that we will not be a PFIC for the cuni@rable year or for any future taxable
year.

Taxation of Dividends

Any distributions made with respect to our commbarss (including amounts withheld on account ofifgm taxes) will, to the extent
made from current or accumulated earnings andtpras determined under U.S. federal income taxciplies, constitute dividends for U.S.
federal income tax purposes. To the extent thatdéstyibution exceeds the amount of our currentacammulated earnings and profits, it will
be treated as a non-taxable return of capitaldécettient of the U.S. Holder's adjusted tax basthéncommon shares, and thereafter as capital
gain. Such dividends generally would be treatefibasgn-source income for U.S. foreign tax creditgoses.

Dividends (including amounts withheld on accountas&ign taxes) paid with respect to our commornreshgenerally will be includible
the gross income of a U.S. Holder as ordinary ine@m the day on which the dividends are receivethéyJ.S. Holder. A non-corporate U.S.
Holder would be entitled to a preferential ratdJo®. federal income taxation (with the applicald®hased on the income and filing status of
the U.S. Holder) with respect to any dividends gaicour common shares only if we are a “qualifietfgn corporation.We will be treated
a qualified foreign corporation if the common slsaaee readily tradable on an established secuntgget or if we are eligible for the benefits
of a comprehensive income tax treaty with the Uhi¢ates. As our common shares are traded on ablisbed securities market we are a
qualified foreign corporation and therefore nonpmyate U.S. Holders will be eligible for a prefeiahtax rate if the holders meet certain
holding period and other requirements. A prefeedniéix rate will not apply to amounts that the UH8Ider takes into account as “investment
income,” which may be offset by investment expe®$eidends on our common shares will not be eligifdr the dividendseceived deductia
generally allowed to U.S. corporations under theéCd’ou are encouraged to consult your indeperntderadvisor regarding qualification for a
preferential rate on dividend income and the ruddsted to investment income.

Subject to limitations under U.S. federal incomeltav concerning credits or deductions for forefgres, a Luxembourg withholding tax
imposed on dividends described above under “—Malterixembourg Tax Considerations for Holders of @mon Shares—Tax Regime
Applicable to Distributions—Luxembourg Withholdidgx” generally would be treated as a foreign incomeetaible for credit against a U.
Holder's U.S. federal income tax liability (or atlaS. Holder’s election, may be deducted in cormmutaxable income if the U.S. Holder has
elected to deduct all foreign income taxes fortth@ble year). The rules with respect to foreignaadits are complex and U.S. Holders are
encouraged to consult their independent tax advisgyarding the availability of the foreign taxditeinder their particular circumstances.
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Taxation of Capital Gains

Gain or loss realized by a U.S. Holder on the satehange or other taxable disposition of commameshwill be subject to U.S. federal
income taxation as capital gain or loss in an arheqoal to the difference between the amount redl{including the gross amount of the
proceeds before the deduction of any foreign taxthe sale, exchange or other taxable dispositioinsach U.S. Holder’s adjusted tax basis in
the common shares. The capital gains of a U.S.éfaldht is an individual, estate or trust curremtll} be subject to a reduced rate of U.S.
federal income tax (with the applicable rate bamethe income and filing status of the U.S. Holdethe holder’s holding period for the
common shares exceeded one year as of the tinhe digposition. The deductibility of capital loss@subject to certain limitations. Capital
gain or loss, if any, realized by a U.S. Holdettlom sale, exchange or other taxable dispositiamonfmon shares generally will be treated as
U.S. source income or loss for U.S. foreign taxditrpurposes. Consequently, in the case of a dispo®f shares that is subject to
Luxembourg or other foreign income tax imposedtengdain, the U.S. Holder may not be able to befrgiih the foreign tax credit for that
foreign income tax (i.e., because gain on the disiopm would be U.S. source). Alternatively, theSUHolder may take a deduction for the
foreign income tax if such holder does not takeedlit for any foreign income tax during the taxayéar.

Reporting Requirements Regarding Foreign FinanciAtcounts

Certain U.S. Holders who are individuals and whtitspecified foreign financial assets” (as definedection 6038D of the Code) with
values in excess of certain dollar thresholds,rasquibed by applicable U.S. Treasury Regulatians required to report such assets on IRS
Form 8938 with their U.S. federal income tax resur@pecified foreign financial assets include stoick non-U.S. corporation (such as our
common shares) that is not held in an account =iaied by a “financial institution” (as defined iection 1471(d)(5) of the Code). An
individual who fails to timely furnish the requiréaformation may be subject to a penalty. Additibnan the event a U.S. Holder does not file
the required information, the statute of limitaamay not close until three years after such infdion is filed. Under certain circumstances, al
entity may be treated as an individual for purpasfate foregoing rules. Investors are urged tosotirtheir tax advisor regarding these
reporting requirements and any other reportingirequents that may be applicable to their particaleoumstances.

Additional Medicare Tax on Net Investment Income

For taxable years beginning after December 31, 2@ 2dditional 3.8% Medicare tax is imposed orf‘tiet investment income” of
certain United States citizens and resident akrtson the undistributed “net investment incometeartain estates and trusts. Among other
items, “net investment income” generally includasdibnds and certain net gain from the dispositbproperty, less certain deductions.
Investors are encouraged to consult their indepartd® advisors with respect to this additional tax

Non-U.S. Holders
Dividends

A Non-U.S. Holder generally will not be subjectUdS. federal income tax on dividends received ancommon shares, unless the
dividends are effectively connected with the Holderonduct of a trade or business in the UnitedeStand, if required by an applicable incc
tax treaty, the dividends are attributable to ar@erent establishment maintained by the Holderen thited States or unless the Holder is
subject to backup withholding, as discussed bekweept to the extent otherwise provided under gligable income tax treaty, a Non-U.S.
Holder generally will be taxed in the same manmses &.S. Holder on dividends that are effectivelgriected with the Holder’s conduct of a
trade or business in the United States. Effectigelynected dividends received by a corporate N&@-Holder may also, under certain
circumstances, be subject to an additional “braorofits tax” at a 30% rate (or, if applicable, avkr treaty rate), subject to certain adjustment:
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Taxation of Capital Gains

In general, a Non-U.S. Holder of common sharesmdatlibe subject to U.S. federal income or withhajdiax with respect to any gain
recognized on a sale, exchange or other taxabp@siison of such common shares unless:

» the gain is effectively connected with the Non-Ud8lder’s conduct of a trade or business in the UniteceSt@nd if required by i
applicable income tax treaty, is also attributabla permanent establishment that the Non-U.S. ¢tathintains in the United
States), in which case, the Non-U.S. Holder withgrally be subject to regular graduated ratesérsime manner as a U.S. Holder
and if the Non-U.S. Holder is a corporation, mayshbject to a branch profits tax equal to 30% (mwhdower rate provided by an
applicable income tax treaty) of its effectivelynoected earnings and profits for the taxable ya#ject to certain adjustmen

* the Non-U.S. Holder is an individual who is presenthe United States for 183 or more days in thalble year of the sale,
exchange or other taxable disposition and meetainasther requirements, in which case the gairegsly will be subject to a flat
30% tax that may be offset by U.S. source capitdés (even though the Non-U.S. Holder is not densd a resident of the United
States); o

* the Nor-U.S. Holder is subject to backup withholding, ascdssed belov

Backup Withholding and Information Reporting

In general, dividends on common shares, and theepas of a sale, exchange or other dispositioomihton shares for cash, paid within
the United States or through certain U.S. relaiteahicial intermediaries to a U.S. Holder or a Nois\Holder are subject to information
reporting to the IRS and may be subject to backitiphwlding unless the holder is an exempt recipiesnan exempt foreign person or, in the
case of backup withholding, provides an accuratpager identification number and certifies undenglty of perjury that the holder is a U.S.
person and is not subject to backup withholding.

Backup withholding is not an additional tax. Gefligra holder may obtain a refund of any amountthiaéld under the backup
withholding rules that exceed such holder’s U.8efal income tax liability by timely filing a refdnclaim with the IRS. The amount of any
backup withholding withheld from a payment to adeslwill be allowed as a credit against the holl&l’S. federal income tax liability,
provided that the required information is timelyrfished to the IRS. Holders are encouraged to dbtimir independent tax advisors regarding
the application of information reporting and backvifhholding in their particular situations, theadlability of exemptions and the procedures
for obtaining exemptions.

You are encouraged to consult with your own indepedent tax advisor regarding the application of the US. federal income tax
laws to your particular circumstances, as well asray additional tax consequences resulting from an restment in our common shares,
including the applicability and effect of the tax hws of any state, local or non-U.S. jurisdiction nicluding estate, gift and inheritance tax
laws.

F. DIVIDENDS AND PAYING AGENTS
Not applicable.

G. STATEMENT BY EXPERTS
Not applicable.
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H. DOCUMENTS ON DISPLAY

We are required to file annual and special repamts other information with the SEC. You may read eopy any documents filed by the
Company at the SEC’s public reference room at 18@€&et, N.E., Room 1580, Washington, D.C. 2054ad# call the SEC at 1-800-SEC-
0330 for further information on the public referemoom. The SEC also maintains a website at wwvgegcwhich contains reports and other
information regarding registrants that file eleoioally with the SEC.

I. SUBSIDIARY INFORMATION
Not applicable.

ENFORCEABILITY OF CIVIL LIABILITIES

We are a public limited liability company incorpted under the laws of Luxembourg, and as a resuiay be difficult for investors to
effect service of process within the United Stafesn us or to enforce both in the United Statesatside the United States judgments again:
us obtained in U.S. courts in any action, includittjons predicated upon the civil liability prowiss of the federal securities laws of the
United States. In addition, a majority of our dimgs are residents of jurisdictions other thaninéed States, and all or a substantial portion o
the assets of those persons are or may be locatsid® the United States. As a result, it may figcdlt for investors to effect service of
process within the United States on certain ofditgctors or to enforce against them judgmentsiogtain U.S. courts, including judgments
predicated upon the civil liability provisions dife federal securities laws of the United States.

There is uncertainty as to whether the courts odelmbourg would (i) enforce judgments of U.S. coolitained against us predicated
upon the civil liability provisions of the federsécurities laws of the United States or (ii) emi@roriginal actions brought in Luxembourg
courts against us predicated upon the federal siesuaws of the United States.

We have been advised by our Luxembourg counsethbdtnited States and Luxembourg are not currdigiynd by a treaty providing
for reciprocal recognition and enforcement of juémts, other than arbitral awards rendered in aiwidl commercial matters. According to suct
counsel, an enforceable judgment for the paymeniafies rendered by any U.S. federal or state dias#d on civil liability, whether or not
predicated solely upon the U.S. securities lawsjldvaot directly be enforceable in Luxembourg. Heer a party who received such favor:
judgment in a U.S. court may initiate enforcemeawicpedings in Luxembourg (exequatur) by requestiifigrcement of the U.S. judgment
the District Court (Tribunal d’Arrondissement) puasit to Section 678 of the New Luxembourg Codeiefl  rocedure. The District Court
will authorize the enforcement in Luxembourg of thé. judgment if it is satisfied that all of th@lbwing conditions are met:

» the U.S. judgment is enforceable in the Unitedest;

» the U.S. court awarding the judgment has jurisdicto adjudicate the respective matter under agipléicU.S. federal or state
jurisdictions rules, and that jurisdiction is reaagpd by Luxembourg private international and Idaal;

« the U.S. court has applied to the dispute the anktise law that would have been applied by Luxemgamourts;
» the principles of natural justice have been conaphigth;

« the U.S. judgment does not contravene internatipuahlic policy or order as understood under theslail.uxembourg or has not
been given in proceedings of a criminal nat

» the U.S. court has acted in accordance with its precedural laws; an

« the U.S. judgment was granted following proceedingsre the counterparty had the opportunity to appnd if it appeared, to
present a defens
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In practice, Luxembourg courts now tend not toeawvthe merits of a foreign judgment, although ttigneo clear statutory prohibition of
such review.

ITEM 11. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET 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 iharket value of financial instruments that wbrésult from adverse fluctuations in interest
rates and foreign currency exchange rates as disduxlow. We have entered, and in the future msgrgnto derivative financial instrument
transactions to manage or reduce market risk, keui@vnot enter into derivative financial instrumeansactions for speculative or trading
purposes.

Interest Rate Risk We are exposed to changes in interest ratesghrour variable rate long-term debt. We use intawe swaps to
manage our exposure to interest rate risks. Irttesitss swaps are used to convert floating rate deligations to a fixed rate in order to achieve
an overall desired position of fixed and floatiager debt. As of December 31, 2013, our net expdsuiteating interest rate fluctuations on our
outstanding debt was $173.8 million, based on ifigatate debt of $886.3 million less the $712.9ioml notional principal of our floating to
fixed interest rate swaps. Our net exposure tdifiganterest rate fluctuations excludes the Revgj\Credit Facility as no amounts were
borrowed under the facility subject to floatingergst rates as of December 31, 2013. A 1% increradecrease to the overall variable interest
rate charged to us would thus increase or decmasiaterest expense by approximately $1.7 milbonan annual basis as of December 31,
2013. As of December 31, 2012, our net exposufleating interest rate fluctuations on our outsiagddebt was $70.8 million, based on our
total net interest bearing debt of $1,456.0 milliess the $1,385.0 million notional principal ofrdloating to fixed interest rate swaps. A 1%
increase or decrease to the overall variable isteéage charged to us would thus increase or deemar interest expense by approximately
$0.7 million on an annual basis as of Decembef812. Please read Item 5, “Liquidity and Capitab&®eces—Derivative Instruments and
Hedging Activities” and Notes 9 and 10 to the Comps Consolidated Financial Statements in this ahneport.

Foreign Currency Exchange Rate RiskWe use the U.S. Dollar as our functional currelpegause the substantial majority of our
revenues and expenses are denominated in U.Sr&dNecordingly, our reporting currency is also UD®llars. However, there is a risk that
currency fluctuations could have an adverse effaais as we do earn revenue and incur expensdisanaurrencies. We utilize the payment
structure of client contracts to selectively redaoe exposure to exchange rate fluctuations in eotion with monetary assets, liabilities and
cash flows denominated in certain foreign currendi®e to various factors, including client accap& local banking laws, other statutory
requirements, local currency convertibility and ilmpact of inflation on local costs, actual locatrency needs may vary from those anticip
in the client contracts, resulting in partial exp@sto foreign exchange risk. Fluctuations in fgrecurrencies have not had a material impax
our overall operating results or financial conditio

ITEM 12. DESCRIPTION OF SECURITIES OTHER THAN E QUITY SECURITIES
A. DEBT SECURITIES
Not applicable.

B. WARRANTS AND RIGHTS
Not applicable.

C. OTHER SECURITIES
Not applicable.
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D. AMERICAN DEPOSITORY SHARES
Not applicable.

PART Il
ITEM 13. DEFAULTS, DIVIDEND ARREARAGES AND DELINQUENCIES
None.
ITEM 14. MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURIT Y HOLDERS AND USE OF PROCEEDS

None.

ITEM 15. CONTROLS AND PROCEDURES
(a) Disclosure Controls and Procedures

In accordance with Exchange Act Rules 13a-15 and1B our management, with the participation of Ghref Executive Officer and
Chief Financial Officer, evaluated the effectiveme$ our disclosure controls and procedures aeoéhd of the period covered by this report.
Based on that evaluation, the Chief Executive @ffend Chief Financial Officer concluded that oiscthsure controls and procedures as o
end of the period covered by this report have lim=signed and are effective at the reasonable agsulavel so that the information requiret
be disclosed by us in our periodic SEC filingsdsarded, processed, summarized and reported witaitime periods specified in the SEC’s
rules, regulations and forms and have been acct@dutand communicated to our management, includiegugive and financial officers, as
appropriate, to allow timely decisions regardinguieed disclosures.

(b) Management’s Annual Report on Internal Controtsver Financial Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting for the Company as
defined in Rules 13a-15(e) and 15d-15(e) undeBgwurities Exchange Act of 1934. The Company’sivakecontrol system was designed to
provide reasonable assurance to the Company’s raareag and Board of Directors regarding the religbdf financial reporting and the
preparation of financial statements for externappges in accordance with U.S. generally acceptedusting principles.

Internal control over financial reporting includig controls themselves, monitoring (including intd auditing practices), and actions
taken to correct deficiencies as identified.

There are inherent limitations to the effectivengsisternal control over financial reporting, hovee well designed, including the
possibility of human error and the possible circemtion or overriding of controls. The design ofiaternal control system is also based in |
upon assumptions and judgments made by managebautttae likelihood of future events, and there lbamo assurance that an internal
control will be effective under all potential fueuconditions. As a result, even an effective systémternal controls can provide no more than
reasonable assurance with respect to the fair piasen of financial statements and the procesedsmuwhich they were prepared.

Management assessed the effectiveness of the Ceisgaternal control over financial reporting as afd@mber 31, 2013. In making t
assessment, management used the criteria for ateontrol over financial reporting described iteimal Control-Integrated Framework
(1992) issued by the Committee of Sponsoring Omgdiuns of the Treadway Commission (“COSQ”). Mamaget's assessment included an
evaluation of the design of the Company’s inteamaltrol over financial reporting and testing of terating effectiveness of its internal
control over financial reporting.
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Management reviewed the results of its assessmignttve Audit Committee of the Company’s Board dfdators. Based on this
assessment, management has concluded that, aseihber 31, 2013, the Company’s internal control déwancial reporting was effective.

The Company’s independent auditors, KPMG LLP, asteged public accounting firm, are appointed by #udit Committee of the
Company'’s Board of Directors. KPMG LLP has audiéd reported on the consolidated financial statésnainPacific Drilling S.A. and
subsidiaries, and the Company’s internal contr@rdinancial reporting. The reports of the indepamtdauditors are contained in this annual
report.

(c) Attestation Report of the Registered Public Aaating Firm
The Report of KPMG LLP included in Item 18, “FinagacStatements” of this annual report is incorpedahterein by reference.

(d) Changes in Internal Control over Financial Repiing

There were no changes in these internal controisglthe period covered by this annual report tteate materially affected, or are
reasonably likely to materially affect, our interoantrols over financial reporting.

ITEM 16. RESERVED
ITEM 16A. AUDIT COMMITTEE FINANCIAL EXPERT

Our Board of Directors has determined that Mr. @bgr Chairman of the Audit Committee, is an indejeem Director and is an Audit
Committee Financial Expert. See Item 6, “Directansl Senior Management” for a description of Mr. @ley’s listing of relevant experience.

ITEM 16B. CODEOF ETHICS

The Company has adopted a Code of Business CoadddEthics applicable to our employees, directodsafficers that meets the
standards of the NYSE. In addition, our Board afeldiors has adopted a Financial Code of EthicedoChief Executive Officer, Chief
Financial Officer, Controller and other senior fical officers. Any changes to, or waiver from, #iaancial Code of Ethics will be made only
by the Board of Directors, or a committee theraof] appropriate disclosure will be made promptlgénordance with the rules and regulat
of the SEC and the NYSE.

We have posted a copy of our Financial Code ofdstbn our website at www.pacificdrilling.com.

ITEM 16C. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The following table sets forth the aggregate feesdiegories specified below in connection withtaiarprofessional services renderec
KPMG LLP, an independent registered accounting &imd our principal external auditors, for the pdsiindicated.

Years ended December 3.

2013 2012
(In thousands
Audit fees® $ 1,60( $ 1,40(
Audit-related fee:®) — —
Tax fees) — —
All other fees@ — —
Total $ 1,60( $ 1,40(C

(a) Audit fees represent professional servicesermutifor the audit of our annual consolidated faalnstatements and services provided by
the principal accountant in connection with statyiand regulatory filings or engagemer
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(b) Audit-related fees consist of assurance arated|services rendered by the principal accoumgdaited to the performance of the audit or
review of our consolidated financial statementsiciwihave not been reported under audit fees al

(c) Tax fees represent fees for professional serveedared by the principal accountant for tax conmgka tax advice and tax plannit

(d) All other fees include services other than audisfeaud-related fees and tax fees set forth ab

Audit Committee’s Pre-Approval Policies and Proceds

The Audit Committee’s primary responsibilities émeassist the Board of Directors’ oversight of: aacounting practices; the integrity of
our financial statements; our compliance with leayad regulatory requirements; the qualificatiom$estion, independence and performance o
our independent auditors; and the internal audittion. The Audit Committee has adopted in its tdraa policy of pre-approval of audit and
permissible non-audit services provided by its petelent auditors.

Under the policy, the Audit Committee pre-approaktsudit services to be provided to the Comparhetiver provided by the principal
auditors or other firms, and all other servicesige, attest and non-audit) to be provided to teenfany by the independent auditors;
provided, however, that de minimis nandit services may instead be approved in accoedaitb applicable rules and regulations. All seeg
provided by the principal external auditors for ylears ended December 31, 2013, 2012 and 2011appreved by the Audit Committee
pursuant to the pre-approval policy.

ITEM 16D. EXEMPTIONS FROM THE LISTING STANDARDS FOR AUDIT COM MITTEES

Not applicable.

ITEM 16E. PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AFFILIATED PURCHASERS
Not applicable.

ITEM 16F. CHANGE IN REGISTRANT 'S CERTIFYING ACCOUNTANT
Not applicable.

ITEM 16G. CORPORATE GOVERNANCE

We are a “foreign private issuer” under the semsitaws of the United States and the rules oNK&E. Under the NYSE rules, a
“foreign private issuer” is subject to less stringeorporate governance requirements than a doerisstier. Subject to certain exceptions, the
rules of the NYSE permit a “foreign private issuter’follow its home country practice in lieu of th&ting requirements of the NYSE. The
significant differences between our corporate goance practices and the NYSE standards applicallisted U.S. companies are set forth
below.

Executive SessionsThe NYSE requires that non-management directerst megularly in executive sessions without managenThe
NYSE also requires that all independent directoeginin an executive session at least once a yeam@-management directors have
regularly held executive sessions without managénadthough we do not have a specific requiremsrtbahe frequency of such sessions.

Nominating/Corporate Governance Committe&he NYSE requires that a listed U.S. company fameminating/corporate governance
committee of independent directors and a commdieeter specifying the
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purpose, duties and evaluation procedures of theritiee. However, as permitted under Luxembourgdada our Articles, our nominating
committee is not independent and is not comprisetlsively of independent directors.

In addition, we have a shareholder that contratsagority of our outstanding common shares. As alteae are a “controlled company”
within the meaning of the NYSE corporate governastaadards. Under the NYSE rules, a company oflwimiore than 50% of the voting
power is held by another company or group is atiadled company” and may elect not to comply widrtain NYSE corporate governance
requirements, including (1) the requirement thatsgority of the board of directors consist of indagent directors, (2) the requirement that th
compensation committee be composed entirely offieddent directors and have a written charter adirg$he committee’s purpose and
responsibilities and (3) the requirement of an ahperformance evaluation of the nominating angbaate governance and compensation
committees.

ITEM 16H. MINE SAFETY DISCLOSURE
Not Applicable.

PART Il
ITEM 17. FINANCIAL STATEMENTS
See Item 18 below.

ITEM 18. FINANCIAL STATEMENTS
Historical Consolidated Financial Stateme!

Pacific Drilling S.A. was formed as a Luxembourgrg@any under the form ofsociété anonym® act as an indirect holding company
our Predecessor. In connection with the Restruggunur Predecessor was contributed to a whollyemasubsidiary of the Company by the
Quantum Pacific Group. The Company did not engagay business or other activities prior to thetRiesuring except in connection with its
formation and the Restructuring. The Restructuvirag limited to entities that were all under thetooof the Quantum Pacific Group and its
affiliates, and, as a result, the Restructuring a@ounted for as a transaction between entitiderutommon control. As a result, the
consolidated financial statements of Pacific DrliS.A. are presented using the historical valfiéseoPredecessor’s financial statements on ¢
combined basis prior to the Restructuring. Howetrez issued share capital of Pacific Drilling Si#\retrospectively reflected for all periods to
reflect the 150.0 million common shares held by@uantum Pacific Group at the completion of thetResuring. The financial information
relating to the Company and its subsidiaries haenlprepared in accordance with U.S. GAAP andrate$. dollars.

TPDI Financial Statements

The Company determined that Transocean was theapribeneficiary of TPDI for accounting purposeq],aas a result, accounted for
TPDI as an equity method investment in our conatdid financial statements. The audited financakstents of TPDI as of March 31, 2011
and for the three months ended March 31, 2011udlveg the applicable notes thereto, have been pedpa accordance with U.S. GAAP and
are presented in U.S. dollars.
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The following financial statements listed below fiked as part of this annual report on Form 20-F:

Pacific Drilling S.A.

Consolidated Financial Statemet

Report of Independent Registered Public AccourfEing F-1
Consolidated Statements of Operati F-3
Consolidated Statements of Comprehensive Incomss{ F-4
Consolidated Balance She F-5
Consolidated Statements of Sharehol Equity F-6
Consolidated Statements of Cash Fle F-7
Notes to Consolidated Financial Stateme F-8

Transocean Pacific Drilling Inc.

Consolidated Financial Stateme—March 31, 2011

Report of Independent Registered Public Accourfding F-37
Consolidated Statement of Operatit F-38
Consolidated Statement of Comprehensive Inc F-39
Consolidated Balance She F-4C
Consolidated Statement of Sharehol’ Equity F-41
Consolidated Statement of Cash Flc F-42
Notes to Consolidated Financial Stateme F-43
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ITEM 19. EXHIBITS

Exhibit
Number

1.1

1.2

21

2.2

2.3

2.4

4.1

4.2

4.3

4.4

4.5

4.6

Description
Articles of Association of Pacific Drilling S.A.r{torporated by reference to Exhibit 3.1 to our Regtion Statement on
Form F-1, File No. 33-177774).

Form of Amended and Restated Articles of AssoamtibPacific Drilling S.A. (incorporated by refe@nto Exhibit 3.2 to
our Registration Statement on Forr-1, File No. 33-177774).

Registration Rights Agreement between Pacific DiglIS.A. and Quantum Pacific (Gibraltar) Limite@teld November 16,
2011 (incorporated by reference to Exhibit 2(aj¢ldpur Annual Report on Form 20-F filed March 2@12, File No. 001-
35345).

Bond Agreement, dated February 23, 2012, betweetfid®Brilling S.A. and Norsk Tillitsmann ASA (inacporated by
reference to Exhibit 2(b)(1) to our Annual Repantkorm 2(-F filed March 27, 2012, File No. 0-35345).

Indenture, dated as of November 28, 2012, amonii®Beilling V Limited, Pacific Drilling S.A. andeach subsidiary
guarantor from time to time party thereto, as gotanas, and Deutsche Bank Trust Company America$rastee and
Collateral Agent (incorporated by reference to Bit9.1 to our Report on Form 6-K, filed DecembeR012, File No.
001-35345).

Form of Note (incorporated by reference to Exhéi8it2 to our Report on Form 6-K, filed December®l 2, File No. 001-
35345).

Amendment and Restatement Agreement in Respeled?rivject Facilities Agreement and the Intercoedigreement,
dated March 30, 2011, among Pacific Bora Ltd., fRaMistral Ltd., Pacific Scirocco Ltd. and Pacif8anta Ana Ltd., as
Borrowers, Pacific Drilling Limited, as Guarantand the arrangers, lenders and agents named tlgrenporated by
reference to Exhibit 10.1 to our Registration Stant on Form -1, File No. 33-177774).

Second Amendment and Restatement Agreement in Btesfthe Project Facilities Agreement and therereditor
Agreement, dated March 30, 2012, among Pacific Btida Pacific Mistral Ltd., Pacific Scirocco Ltdas the Borrowers,
Pacific Santa Ana Ltd., as the Resigning Borroweagific Drilling Limited, as Guarantor, Pacific SarAna S.ar.l., as the
Acceding Borrower and the arrangers, lenders ardtaghamed therein (incorporated by reference tobitxd.1 to our
Report on Form-K, filed May 31, 2012, File No. 0(-35345).

Third Amendment and Restatement Agreement in Résp¢lae Project Facilities Agreement and the loteditor
Agreement, dated April 19, 2012, among Pacific Bdrh, Pacific Mistral Ltd., Pacific Scirocco Ltcand Pacific Santa
Ana S.ar.l., as the Borrowers, Pacific Drillingrited, as Guarantor, Pacific Bora Ltd., Pacificr&oto Ltd., Pacific
Drilling Limited, Pacific International Drilling W&t Africa Limited, Pacific Drilling (Gibraltar) Lirted, and Pacific
Drilling S.A., as the Tl Bond Facility Obligors amtide arrangers, lenders and agents named themeirjorated by
reference to Exhibit 4.2 to our Report on For-K, filed May 31, 2012, File No. 0(-35345).

Letter of Credit Facility and Guaranty Agreement&andby Letter of Credit, dated as of April 1012, among Pacific
Scirocco Ltd., Pacific Drilling (Gibraltar) LimitedPacific Drilling Limited and Pacific Drilling S.Aand the arrangers,
lenders and agents named therein (incorporatedfbyence to Exhibit 4.3 to our Report on Form &iléd May 31, 2012,
File No. 00:-35345).

Letter of Credit Facility and Guaranty Agreement$tandby Letter of Credit, dated as of April 1012, among Pacific
Bora Ltd., Pacific Drilling (Gibraltar) Limited, R#ic Drilling Limited and Pacific Drilling S.A. ad the arrangers, lenders
and agents named therein (incorporated by referenEghibit 4.4 to our Report on Form 6-K, filed 81, 2012, File No.
001-35345).

Termination Agreement, dated as of April 19, 20®png Pacific Drilling (Gibraltar) Limited, Pacifi@rilling S.A and
Citibank N.A. (incorporated by reference to Exhibi® to our Report on Form 6-K, filed May 31, 20E#e No. 001-
35345).
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Exhibit

Number

4.7

4.8

4.9

4.10

411

4.12

4.13

4.14

4.15

4.16

4.17

4.18

4.19

4.20

Description

Termination Agreement, dated as of April 19, 2(®png Pacific Drilling (Gibraltar) Limited, QuantuRacific
International Limited and Citibank N.A (incorpordtby reference to Exhibit 4.6 to our Report on F6HI, filed May 31,
2012, File No. 00-35345).

Termination Agreement, dated as of April 24, 20dRpng Pacific Drilling (Gibraltar) Limited and St#ard Chartered Bank
(incorporated by reference to Exhibit 4.7 to oup&# on Form -K, filed May 31, 2012, File No. 0(-35345).

Agreement for Standby Letter of Credit, dated aguby 7, 2011, between Pacific Drilling (Gibraltaijnited and Citibank,
N.A. (incorporated by reference to Exhibit 10.2to Registration Statement on Forr-1, File No. 33-177774).

Guaranty, dated as of July 7, 2011, by Quantunfiedoternational Limited, as guarantor, in favdrQitigroup Inc. and
each subsidiary or affiliate thereof (incorporabgdreference to Exhibit 10.3 to our Registratioat&mnent on Form F-1, File
No. 33-177774).

Pledge Agreement, dated as of June 27, 2011, betRecific Drilling (Gibraltar) Limited, as pledgand Citibank, N.A.
(incorporated by reference to Exhibit 10.4 to oegRtration Statement on Forr-1, File No. 33-177774).

Pacific Drilling S.A. 2011 Omnibus Stock IncentiRéan (incorporated by reference to Exhibit 10.5u0 Registration
Statement on Form-1, File No. 33-177774).

Agreement for Standby Letter of Credit, dated all@fember 29, 2011, between Pacific Drilling (Gitag Limited and
Citibank, N.A (incorporated by reference to Exhiié to our Annual Report on Form 20-F filed Mag&h 2012, File No.
001-35345).

Guaranty, dated as of November 29, 2011, by Pdoifiting S.A., as guarantor, in favor of Citigrolpc. and each
subsidiary or affiliate thereof (incorporated bference to Exhibit 4.7 to our Annual Report on F@®@AF filed March 27,
2012, File No. 00-35345).

Pledge Agreement, dated as of November 29, 201&/eglea Pacific Drilling (Gibraltar) Limited, as plgdr, and Citibank,
N.A., as amended by that letter agreement datedl Recember 9, 2011 (incorporated by referencextulit 4.8 to out
Annual Report on Form :-F filed March 27, 2012, File No. 0-35345).

Letter of Credit Reimbursement Agreement, datedf &ecember 6, 2011, between Pacific InternatiMabt Africa
Limited and Standard Chartered Bank (incorporateteference to Exhibit 4.9 to our Annual ReportFarm 20-F filed
March 27, 2012, File No. 0-35345).

Assignment of Cash Collateral Account, dated a3exfember 6, 2011, between Pacific Drilling (Gitaglt_imited and
Standard Chartered Bank (incorporated by referemé&shibit 4.10 to our Annual Report on Form 20HEd March 27,
2012, File No. 00-35345).

Second Amendment Agreement in Respect of the Rrbgilities Agreement, dated December 28, 201 ranPacific
Bora Ltd., Pacific Mistral Ltd., Pacific Sciroccdd., and Pacific Santa Ana S.ar.l., as the Borrewacific Drilling
Limited, as Guarantor, Pacific International Dritli West Africa Limited, Pacific Drilling (Gibraltatimited and the
arrangers, lenders and agents named therein (im@dgal by reference to Exhibit 4.18 to our Annuap&t on Form 20-F
filed February 28, 2013, File No. C-35345).

Senior Secured Credit Facility Agreement, datedfd®bruary 19, 2013, among Pacific Sharav S.amd. Pacific Drilling
VIl Limited, as Borrowers, Pacific Drilling S.A.saGuarantor, and the arrangers, lenders and agamisd therein
(incorporated by reference to Exhibit 99.1 to tlep®&t on Form -K, filed February 25, 2013, File No. C-35345).

Indenture, dated as of June 3, 2013, among Paxifiing S.A., the guarantors party thereto and 3ebe Bank Trust
Company Americas, as Trustee (incorporated by eafsr to Exhibit 99.1 to the Report on Form 6-Kedilune 7, 2013, File
No. 00-35345).
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Exhibit
Number

4.21

4.22

4.23

4.24

4.25

4.26

8.1*

12.1*
12.2*

13.1*%*
13.2*%*
15.1*
15.2*
101.INS*
101.SCH’
101.CAL*
101.DEF*
101.LAB*
101.PRE?

Description

Term Loan Agreement, dated as of June 3, 2013, grReanific Drilling S.A., as Borrower, Various Lendeand Citibank,
N.A., as Administrative Agent, Citigroup Global Mats, Inc., Goldman Sachs Lending Partners LLC t&e Banl
Securities Inc. and Barclays Bank PLC, as Jointll&aangers, Joint Bookrunners and Joint Syndicafigents and ABN
AMRO Securities (USA) LLC, Credit Agricole Secueisi (USA) Inc., ING Financial Markets LLC, NordeanBaDanmark
A/S, Pareto Securities AS, RS Platou Markets Asti&capital (USA) Inc., Skandinaviska Enskilda Bam AB (Publ.),
Standard Chartered Bank and NIBC Bank N.V., as @otilmentation Agents and Co-Syndication Agents fipaated by
reference to Exhibit 99.3 to the Report on ForK, filed June 7, 2013, File No. 0-35345).

Credit Agreement, dated as of June 3, 2013, amangi®Drilling S.A., as Borrower, Various Lendeard Citibank, N.A.,
as Administrative Agent and Issuing Lender, Citig@slobal Markets Inc., Goldman Sachs Bank USARadtsche Bank
Securities Inc., as Joint Lead Arrangers and Bdaukrunners, Barclays Bank PLC, as Joint Bookrusiaed Citigroup
Global Markets Inc., as Syndication Agent (incogied by reference to Exhibit 99.4 to the ReporForm 6K, filed June 7
2013, File No. 00-35345).

Intercreditor Agreement, dated as of June 3, 2B Z&nd among Citibank, N.A., as Pari Passu Colatkgent for the Pari
Passu Secured Parties, Citibank, N.A., as admatiiaeragent for the Revolving Credit Agreement $eduwParties, Citibank,
N.A., as administrative agent for the Term LoanuBed Parties, the Trustee, as trustee under thentack, the Compar
and each other Grantor and other party signat@metb or that has executed a Joinder Consent Agnatefimcorporated by
reference to Exhibit 99.5 to the Report on ForK, filed June 7, 2013, File No. 0-35345).

Amendment No. 1 to Senior Secured Credit Faciligye®ment (incorporated by reference to Exhibit @.the Report on
Form €K, filed November 7, 2013, File No. 0-35345).

Amended and Restated Senior Secured Credit Fasijtgement, dated as of September 13, 2013, amacifid®Sharav S.a
r.l. and Pacific Drilling VII Limited, as Borrower#®acific Drilling S.A., as Guarantor, and the agers, lenders and agents
named therein (incorporated by reference to Ex8i®if to the Report on Form 6-K, filed Novembe2@13, File No. 001-
35345).

Amendment No. 1 to Senior Secured Revolving Creddility (incorporated by reference to Exhibit 983he Report on
Form €K, filed November 7, 2013, File No. 0-35345).

Subsidiaries of Pacific Drilling S./

Rule 13-14(a)/15¢14(a) Certification of Principal Executive Office
Rule 13i-14(a)/15¢14(a) Certification of Principal Financial Office

Certificate of Chief Executive Officer pursuant3ection 906 of Sarbar-Oxley Act of 2002
Certificate of Chief Financial Officer pursuant3ection 906 of Sarbar-Oxley Act of 2002
Consent of Independent Registered Public Accourking.

Consent of Independent Registered Public Accourking.

XBRL Instance Documen

XBRL Taxonomy Extension Schema Documg

XBRL Taxonomy Extension Calculation Linkbase Docutn

XBRL Taxonomy Extension Definition Linkbase Docurhe

XBRL Taxonomy Extension Label Linkbase Docum

XBRL Taxonomy Extension Presentation Linkbase Doeni

* Filed herewith
**  Furnished herewitt
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SIGNATURES

The registrant hereby certifies that it meets fithe requirements for filing on Form 20-F and thdttas duly caused and authorized the
undersigned to sign this annual report on its Behal

PACIFIC DRILLING S.A.

By: /sl__CHRISTIAN J. BECKETT
Name: Christian J. Beckett
Title: Chief Executive Officer

Date: March 3, 201
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
Pacific Drilling S.A.:

We have audited the accompanying consolidated balsineets of Pacific Drilling S.A. and subsidiafigg® Company) as of December 31,
2013 and 2012, and the related consolidated statsméoperations, comprehensive income (lossyesiwdders’ equity, and cash flows for
each of the years in the three year period endeember 31, 2013. These consolidated financialrstatés are the responsibility of the
Company’s management. Our responsibility is to egpran opinion on these consolidated financia¢stants based on our audits. We did not
audit the financial statements of Transocean RaPifilling Inc. (TPDI — a 50% owned unconsolidatedestee company). The Company’s
investment in TPDI at December 31, 2011 was $0,@rehuity in earnings of TPDI was $18,955,000tfer year ended December 31, 2011.
The financial statements of TPDI were audited theotwuditors whose report has been furnished tangspur opinion, insofar as it relates to
the amounts included for TPDI, is based solelyrenreport of other auditors.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighafBioUnited States). Those standard:s
require that we plan and perform the audit to abtaasonable assurance about whether the finataieiments are free of material
misstatement. An audit includes examining, on Blasis, evidence supporting the amounts and digds in the financial statements. An a
also includes assessing the accounting princied and significant estimates made by managenenelaas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, based on our audits and the repfattie other auditors, the consolidated finandialesnents referred to above present fairly, in
all material respects, the financial position o€ifla Drilling S.A. and subsidiaries as of DecemBéar 2013 and 2012, and the results of their
operations and their cash flows for each of thes/@athe three year period ended December 31,,20®nformity with U.S. generally
accepted accounting principles.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), the Company’s
internal control over financial reporting as of Betber 31, 2013, based on criteria establishédt@mnal Control — Integrated Framework
(1992) issued by the Committee of Sponsoring Omgdiuns of the Treadway Commission (COSO), andeport dated March 3, 2014
expressed an unqualified opinion on the effectigsra the Company’s internal control over financégorting.

/sl KPMG LLP

Houston, Texas
March 3, 2014
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
Pacific Drilling S.A.:

We have audited Pacific Drilling S.A. and subsiiiar (the Company) internal control over finanaigporting as of December 31, 2013, basec
on criteria established imternal Control — Integrated Framewo(k992) issued by the Committee of Sponsoring Omgdiuns of the

Treadway Commission (COSO). The Company’s manageisieasponsible for maintaining effective internahtrol over financial reporting
and for its assessment of the effectiveness offriatecontrol over financial reporting, includedtive accompanying Management’s Annual
Report on Internal Controls over Financial Repariimitem 15b of Form 20-F. Our responsibility ésexpress an opinion on the Company’s
internal control over financial reporting basedoam audit.

We conducted our audit in accordance with the staigdof the Public Company Accounting OversightriBq&nited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal corix@r financial reporting, assessing the risk
that a material weakness exists, and testing aald&ing the design and operating effectivenesstefnal control based on the assessed risk.
Our audit also included performing such other pdoces as we considered necessary in the circunestave believe that our audit provides a
reasonable basis for our opinion.

A company'’s internal control over financial repodiis a process designed to provide reasonableaassuregarding the reliability of financial
reporting and the preparation of financial statets:iéor external purposes in accordance with gelyesatepted accounting principles. A
company’s internal control over financial reportingludes those policies and procedures that (&ajmeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettfansactions and dispositions of the assetseofdmpany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@anith generally accepted accounting
principles, and that receipts and expenditureh®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasanabsurance regarding prevention or timely detecfainauthorized acquisition, use, or
disposition of the company’s assets that could lzanweterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of any
evaluation of effectiveness to future periods agject to the risk that controls may become inadegibecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, the Company maintained, in all maleespects, effective internal control over figal reporting as of December 31, 2013,
based on criteria establishedimernal Control — Integrated Framewo(#992) issued by the Committee of Sponsoring Omgditns of the
Treadway Commission.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), the consolidated
balance sheets of Pacific Drilling S.A. and sulzsids as of December 31, 2013 and 2012, and thgdetonsolidated statements of operat
comprehensive income (loss), shareholders’ eqaitg,cash flows for each of the years in the thesse-period ended December 31, 2013, anc
our report dated March 3, 2014 expressed an urigghéipinion on those consolidated financial stagats.

/sl KPMG LLP

Houston, Texas
March 3, 2014
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Revenues
Contract drilling
Costs and expenses
Contract drilling
General and administrative expen
Depreciation expens

Loss of hire insurance recove
Operating income (loss)
Other income (expense
Costs on interest rate swap terminal
Interest expense, oth
Total interest expens
Costs on extinguishment of de
Equity in earnings of Joint Ventu
Interest income from Joint Ventu
Other income (expens
Income before income taxe
Income tax expens

Net income (loss

Earnings (loss) per common share, basic (Note

PACIFIC DRILLING S.A. AND SUBSIDIARIES

Consolidated Statements of Operations
(in thousands, except per share amounts)

Weighted-average number of common shares, basic (Note

Earnings (loss) per common share, diluted (Note ¢

Weighted-average number of common shares, diluted (Note .

See accompanying notes to consolidated financssients.
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Years Ended December 31

2013 2012 2011
$74557.  $638,05(  $ 65,43
(337,27) (331,49Y) (32,14
(48,619 (45,38¢) (52,619
(149,461 (127,699 (11,619
(535,35) (504,57 (96,379
— 23,67 18,50(
210,21 157,14 (12,444)

(38,189 — —
(94,02) (104,68Y) (10,389
(132,21) (104,68%) (10,389
(28,429 — —
— — 18,95¢
— — 49E
(1,55/) 3,24¢ 3,67¢
48,02 55,70: 297
(22,529 (21,719 (3,200
$ 2550:  $ 33,98 $ (2,909
$ 01z $ 016 $ (0.0)
216,96 216,90 195,44
$ 01z $ 016 $ (0.0)
217,42: 216,90 195,44
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

Consolidated Statements of Comprehensive Incomss{Lo
(in thousands)

Net income (loss
Other comprehensive income (los
Unrecognized gain on Joint Venture derivative instents

Reclassification adjustment for loss on Joint Vemtlerivative instruments realized in net

income

Unrecognized gain (loss) on derivative instrume

Reclassification adjustment for loss on derivatharuments realized in net income (Note

Total other comprehensive income (lo
Total comprehensive income (lo:

See accompanying notes to consolidated financgtsients.
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Years Ended December 31

2013 2012 2011
$25,50. $33,98 $ (2,909
— — 72C
— — 2,99¢
— — 3,71¢
2,13¢  (22,55) (62,086
47,72( 24,41¢ 1,807
49,85¢ 1,86¢ (60,289
49,85¢ 1,86¢ (56,569
$75,36° $3585  $(59,47)
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

Consolidated Balance Sheets
(in thousands, except par value)

December 31

2013 2012
Assets:
Cash and cash equivalel $ 204,12 $ 605,92:
Restricted cas — 47,44
Accounts receivabl 206,07¢ 152,29¢
Materials and supplie 65,70¢ 49,62¢
Deferred financing cos 14,857 17,707
Current portion of deferred cos 48,20: 37,51¢
Prepaid expenses and other current a: 13,88¢ 13,93(
Total current asse 552,85¢ 924 ,44¢
Property and equipment, r 4,512,15. 3,760,42.
Restricted cas — 124,74(
Deferred financing cos 53,30( 32,15%
Other asset 45,72¢ 52,16¢
Total asset $5,164,04 $4,893,92
Liabilities and shareholders’ equity:
Accounts payabl $ 54,23t $ 30,23(
Accrued expense 66,02¢ 39,34
Current portion of lon-term debt 7,50( 218,75(
Accrued interes 21,98¢ 29,59
Derivative liabilities, curren 4,98¢ 17,99¢
Current portion of deferred reven 96,65¢ 66,14
Total current liabilities 251,38 402,05¢
Long-term debt, net of current maturiti 2,423,33 2,034,95!
Deferred revenu 88,46¢ 97,01«
Other lon¢-term liabilities 927 44,65:
Total lon¢-term liabilities 2,512,72! 2,176,62.
Commitments and contingenci
Shareholder equity:
Common shares, $0.01 par value per share, 5,008(@¢0@s authorized, 224,100 shares issued and
217,035 and 216,902 shares outstanding as of Dexre®ih2013 and December 31, 2012,
respectively 2,17( 2,16¢
Additional paic-in capital 2,358,85! 2,349,54.
Accumulated other comprehensive i (8,557) (58,416
Retained earning 47 45! 21,95;
Total shareholde’ equity 2,399,92. 2,315,224
Total liabilities and sharehold¢ equity $5,164,04 $4,893,92i

See accompanying notes to consolidated financgsients.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES

Consolidated Statements of Shareholders’ Equity
(in thousands)

Accumulated Retained
Common Shares Other Earnings Total
Treasury Agc;iit(ijo;:]al Comprehensive (Accumulated Shareholders’
Shares Amount Shares Capital Loss Deficit) Equity
Balance at January 1, 201: 1921 $ 2 — $1,697,600 $ (13,459 $ 91,05¢ $1,775,20
Restructuring share issuance, 148,07! 1,49¢ — (1,499 — — —
Issuance of common shares, 66,90( 66< — 625,14° — — 625,81t
Issuance of common shares to trea: — — 7,20( — — — —
Contribution from sharehold: — — 142,75¢ — — 142,75¢
Other comprehensive income from Joint
Venture — — — — 3,71¢ — 3,71¢
Net income prior to Joint Venture intere
assignmen — — — — — 9,13¢ 9,13¢
Joint Venture interests assigned to
shareholde — — — (124,92() 9,74 (100,190 (215,36%)
Share-based compensation liability
modification — — — 2,29( — — 2,29(
Sharebased compensatic — — — 2,84( — — 2,84(
Other comprehensive lo — — — — (60,289 — (60,289
Net loss subsequent to Joint Venture
interest assignme! — — — — — (12,039 (12,039
Balance at December 31, 2011 216,90( 2,16¢ 7,20( 2,344,222 (60,284 (12,039  2,274,07.
Shares issued under share-based
compensation plar 2 — 2 — — — —
Shar+-based compensatic — — — 5,31¢ — — 5,31¢
Other comprehensive lo — — — — 1,86¢ — 1,86¢
Net income — — — — — 33,98¢ 33,98¢
Balance at December 31, 201 216,90: 2,16¢ 7,19¢ 2,349,54. (58,416 21,95: 2,315,24:
Shares issued under sf-basec
compensation pla 13z 1 (139) (@D} — — —
Sharebased compensatic — — — 9,31t — — 9,31¢
Other comprehensive incor — — — — 49,85¢ — 49,85¢
Net loss — — — — — 25,50: 25,50
Balance at December 31, 2013 217,03}  $2,17( 7,06t $2,358,85¢ $ (8,557 $ 47,45! $2,399,92.

See accompanying notes to consolidated financssients.
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Cash flow from operating activities:
Net income (loss

PACIFIC DRILLING S.A. AND SUBSIDIARIES

Consolidated Statements of Cash Flows
(in thousands)

Years Ended December 31

Adjustments to reconcile net income (loss) to meshcprovided by (used in)

operating activities
Depreciation expens

Amortization of deferred revent

Amortization of deferred cos

Amortization of deferred financing cos

Amortization of debt discour

Provision for materials and supplies obsolesc:t
Write-off of unamortized deferred financing co
Costs on interest rate swap terminal

Deferred income taxe

Sharebased compensation expel
Equity in earnings of Joint Ventu
Interest income from Joint Ventu
Changes in operating assets and liabilit

Accounts receivabl
Materials and supplie

Prepaid expenses and other as
Accounts payable and accrued expei

Deferred revenu

Net cash provided by (used in) operating activi

Cash flow from investing activities:
Capital expenditure
Decrease (increase) in restricted ¢

Net cash used in investing activiti

Cash flow from financing activities:

Proceeds from issuance of common shares

Proceeds from lor-term debi
Payments on lor-term debt

Payment for costs on interest rate swap termini

Deferred financing cos
Proceeds from relat-party loan

Net cash provided by financing activiti

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

Cash and cash equivalents, end of pe

2013 2012 2011
$ 25,50 $ 33,98 $ (2,909
149,46t 127,69 11,61¢
(72,519 (95,75() (8,566)
39,47¢ 70,66( 4,28¢
10,10¢ 13,92¢ 1,067
44E — —
1,11¢ — —
27,64 — —
38,18 — —
(3,119 (3,766) (3,169
9,31¢ 5,31¢ 4,471
— — (18,95
— — (495)
(53,779 (89,72) (45,05
(17,199 (6,640) (35,03)
(30,84 (61,54¢) (108,59))
12,30: 33,86 39,43
94,48: 156,96° 97,55(
230,58 184,99 (64,33)
(876,14 (449,95)) (1,539,63)
172,18« 204,78« (315,280)
(703,95} (245,16 (1,854,91)
— — 625,81
1,656,25! 797,41 1,275,001
(1,480,00) (218,75() (50,000)
(41,99) — —
(62,68 (19,85 (6,809)
— — 142,20
71,57 558,81 1,986,21.
(401,799 498,64: 66,97
605,92: 107,274 40,307
$ 204,12 $ 605,92 $ 107,27

See accompanying notes to consolidated financssients.
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PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
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 businessdsontract our ultraleepwater rigs, related equipment and work crevisigpily on a dayrat
basis, to drill wells for our clients. As of Deceent81, 2013, we were operating five drillships undent contract and have three drillships
under construction at Samsung Heavy Industries ($Bine of which is under client contract.

Pacific Drilling S.A. was formed on March 11, 205k,a Luxembourg company under the form sbeiété anonym® act as an indirect
holding company for its predecessor, Pacific DrglLimited (our “Predecessor”), a company organizeder the laws of Liberia, and its
subsidiaries in connection with a corporate reoimgdion completed on March 30, 2011, referred tthas‘Restructuring.” In connection with
the Restructuring, our Predecessor was contriltotadvholly-owned subsidiary of the Company by bssdiary of Quantum Pacific
International Limited, a British Virgin Islands c@any and parent company of an investment holdings(the “Quantum Pacific Group”).
The Company did not engage in any business or atttasities prior to the Restructuring except imnection with its formation and the
Restructuring.

Note 2—Significant Accounting Policies

Principles of Consolidation—The consolidated financial statements includeasitmunts of Pacific Drilling S.A. and consolidated
subsidiaries that we control by ownership of a mgjwoting interest. We apply the equity methodactounting for investments in entities
when we have the ability to exercise significarfiLience over an entity that does not meet the kbaiantity criteria or meets the variable
interest entity criteria, but for which we are deemed to be the primary beneficiary. We elimi@ditentercompany transactions and balances
in consolidation.

The Restructuring was a business combination lartibeentities that were all under the control & @uantum Pacific Group and its
affiliates, and, as a result, the Restructuring a@unted for as a transaction between entitiderutommon control. Accordingly, the
consolidated financial statements for the year didlecember 31, 2011 are presented using the liatmélues of the Predecessor’s financial
statements on a combined basis prior to the Resting as if Pacific Drilling S.A. was formed arfietRestructuring was completed on
January 1, 2011.

We currently are party to a Nigerian joint ventupagific International Drilling West Africa Limite@PIDWAL"), which is fully
controlled and 90% owned by us with 10% owned byofeh Offshore Services Limited (“Derotech”), & ptely-held Nigerian registered
limited liability company. Derotech will not accrtiee economic benefits of its interest in PIDWALass and until it satisfies certain
outstanding obligations to us and a certain plaesigancelled by us. Accordingly, we consolidatePADWAL interests and no portion of
PIDWAL's operating results is allocated to the namizolling interests. In addition to the joint varg agreement, we are a party to marketing
and logistic services agreements with Derotechamdffiliated company of Derotech. During the yemrded December 31, 2013, 2012 and
2011, we incurred fees of $9.4 million, $7.0 mitliand $3.1 million under the marketing and logistevices agreements, respectively.

Accounting Estimates—The preparation of consolidated financial stateméntonformity with generally accepted accountnigiciples
in the United States (“GAAP”) requires managemenntke certain estimates and assumptions. Thassatest and assumptions affect the
reported amounts of assets and liabilities, thelalsires of contingent assets and liabilities attthlance sheet date and the amounts of rev
and expenses
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PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Consolidated Financial Statements — Contired

recognized during the reporting period. On an omgdiasis, we evaluate our estimates and assumpiiahsding those related to allowance
doubtful accounts, financial instruments, deprémmbf property and equipment, impairment of longedl assets, income taxes, share-based
compensation and contingencies. We base our esmad assumptions on historical experience andgous other factors we believe are
reasonable under the circumstances, the resulihioh form the basis for making judgments aboutdieying values of assets and liabilities
that are not readily apparent from other sourcesu@ results could differ from such estimates.

Revenues and Operating Expenses-Contract drilling revenues are recognized as ehrp&sed on contractual dayrates. In connection
with drilling contracts, we may receive fees foeparation and mobilization of equipment and persbonfor capital improvements to rigs.
Fees and incremental costs incurred directly réladecontract preparation and mobilization alonthweimbursements received for capital
expenditures are deferred and amortized to revenelethe primary term of the drilling contract. Thetual cost incurred for reimbursed cag
expenditures are depreciated over the estimatddlliée of the asset. We may also receive feesnupampletion of a drilling contract that are
conditional based on the occurrence of an evenh aa demobilization of a rig. These conditionakfand related expenses are reported in
income upon completion of the drilling contractréteipt of such fees is not conditional, theyrammgnized as revenue over the primary term
of the drilling contract. Amortization of deferregvenue

and deferred mobilization costs are recorded dnaight-line basis over the primary drilling cordtaerm, which is consistent with the general
pace of activity, level of services being provided! dayrates being earned over the life of theraont

Cash and Cash Equivalents—Cash equivalents are highly liquid investmentwitiginal maturities of three months or less trat
readily convertible to known amounts of cash.

Accounts Receivable—We record trade accounts receivable at the amaernnvoice our clients. We provide an allowancedoubtful
accounts, as necessary, based on a review of oditstareceivables, historical collection informatiand existing economic conditions. We do
not generally require collateral or other secuiatyreceivables. As of December 31, 2013 and 20&2had no allowance for doubtful accoul

Materials and Supplies—Materials and supplies held for consumption arei@@ at average cost, net of allowances for exoess
obsolete materials and supplies of $1.1 million $0dis of December 31, 2013 and 2012, respectively.

Property and Equipment —Deepwater drillships are recorded at cost of goitibn, including any major capital improvemenss
accumulated depreciation and impairment. Othergntgmnd equipment is recorded at cost and corsfigisrchased software systems,
furniture, fixtures and other equipment. Plannedomaaintenance, ongoing maintenance, routine re@aid minor replacements are expense
as incurred.

Interest is capitalized based on the costs of nawolvings attributable to qualifying new constroctior at the weighted-average cost of
debt outstanding during the period of constructidie. capitalize interest costs for qualifying newstuction from the point borrowing costs
are incurred for the qualifying new constructior @ease when substantially all the activities nemgsto prepare the qualifying asset for its
intended use are complete.

Property and equipment are depreciated to its galvalue on a straight-line basis over the estichaseful lives of each class of assets.
Our estimated useful lives of property and equipinaee as follows:

Years
Drillships and related equipment 15-35
Other property and equipme 2-7
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PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Consolidated Financial Statements — Contired

Long-Lived Assets—We review our long-lived assets, including propemd equipment, for impairment when events or gharin
circumstances indicate that the carrying amountsiofassets held and used may not be recoveratttential impairment indicators include
rapid declines in commodity prices and related mbcknditions, actual or expected declines in filigation, increases in idle time,
cancellations of contracts or credit concerns igints. We assess impairment using estimated undised cash flows for the long-lived assets
being evaluated by applying assumptions regardibgé operations, market conditions, dayrateszatibn and idle time. An impairment loss
is recorded in the period if the carrying amounthaf asset is not recoverable. During 2013, 2022811, there were no long-lived asset
impairments.

Deferred Financing Costs—Deferred financing costs associated with long-tdeht are carried at cost and are amortized toesitte
expense using the effective interest rate methed e term of the applicable long-term debt.

Foreign Currency Transactions—The consolidated financial statements are statéi$ dollars. We have designated the U.S. do#i
the functional currency for our foreign subsidiarie international locations because we contratt alients, purchase equipment and finance
capital using the U.S. dollar. Transactions in otherencies have been translated into U.S. doflatise rate of exchange on the transaction
date. Any gain or loss arising from a change irhexge rates subsequent to the transaction dateligled as an exchange gain or loss.
Monetary assets and liabilities denominated inengies other than U.S. dollars are reported atates of exchange prevailing at the end of
reporting period. During 2013, 2012 and 2011, tf@edign exchange gains and (losses) were $(2.0ipmi$2.4 million and $1.4 million,
respectively, and recorded in other income (expenghin our consolidated statements of operations.

Earnings per Share—Basic earnings (loss) per common share (“EPSEpmputed by dividing the net income (loss) by tredghited-
average number of common shares outstanding fqrahed. Basic and diluted EPS are retrospectimdjysted for the effects of stock
dividends or stock splits. Diluted EPS reflects plo¢ential dilution from securities that could shar the earnings of the Company. Anti-
dilutive securities are excluded from diluted EPS.

Fair Value Measurements—We estimate fair value at the price that woulddxmeived to sell an asset or paid to transferkliliain an
orderly transaction between market participanth@principal market for the asset or liability. Quluation techniques require inputs that are
categorized using a three-level hierarchy as fdtoid) unadjusted quoted prices for identical assetiabilities in active markets (“Level 17),
(2) direct or indirect observable inputs, includopgpted prices or other market data, for similaeg&sor liabilities in active markets or identical
assets or liabilities in less active markets (“Le@ and (3) unobservable inputs that require Sigant judgment for which there is little or no
market data (“Level 3"). When multiple input levelse required for a valuation, we categorize th&efair value measurement according to
the lowest level input that is significant to theasurement even though we may have also utilizgdfisiant inputs that are more readily
observable.

Share-Based Compensatior—The grant date fair value of share-based awaristgd to employees is recognized as an employee
compensation expense over the requisite serviéedoen a straight-line basis. The amount of compgos expense recognized is adjusted to
reflect the number of awards for which the relatesting conditions are expected to be met. The ataiucompensation expense ultimately
recognized is based on the number of awards thatedt the vesting conditions at the vesting dateth€ extent the share-based awards were
to be settled in cash upon exercise, the awards a@ounted for as a liability. The liability wasnweasured at each reporting date and any
changes in the fair value of the liability wereagnized as employee compensation expense. All 4fesed compensation awards accounted
for as liabilities were cancelled and replaced aard 31, 2011.
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Derivatives—We apply cash flow hedge accounting to interetst savaps that are designated as hedges of thdwisyiaf future cash
flows. The derivative financial instruments areareted in our consolidated balance sheet at fairevab either assets or liabilities. Changes in
the fair value of derivatives designated as cash fiedges, to the extent the hedge is effectiweremognized in accumulated other
comprehensive income until the hedged item is neizegl in earnings.

Hedge effectiveness is measured on an ongoing tmasissure the validity of the hedges based omefagive cumulative changes in fair
value between the derivative contract and the hebitgen over time. Any change in fair value resgtirom ineffectiveness is recognized
immediately in earnings. Hedge accounting is difoord prospectively if it is determined that trexidative is no longer effective in offsettil
changes in the cash flows of the hedged item.

For interest rate hedges related to interest deggithin the construction of fixed assets, othenpoehensive income is released to
earnings as the asset is depreciated over itsldgefuror all other interest rate hedges, othmmprehensive income is released to earnings as
interest expense is accrued on the underlying debt.

Contingencies—We record liabilities for estimated loss contingies when we believe a loss is probable and theuataf the probable
loss can be reasonably estimated. Once establiglgealdjust the estimated contingency loss accaosaitfanges in facts and circumstances the
alter our previous assumptions with respect tdikatihood or amount of loss.

We recognize loss of hire insurance recovery oaaézed or contingencies related to the realizghilf the amount earned are resolved.

Income Taxes—Income taxes are provided based upon the taxdaggates in the countries in which our subsidsaaie registered and
where their operations are conducted and incomeapenses are earned and incurred, respectivelye@dgnize deferred tax assets and
liabilities for the anticipated future tax effecstemporary differences between the financialestegnt basis and the tax basis of our assets an
liabilities using the applicable enacted tax ratesffect the year in which the asset is realizethe liability is settled. A valuation allowance
for deferred tax assets is established when itigertikely than not that some portion or all of teferred tax assets will not be realized.

We recognize tax benefits from an uncertain taxitjpmsonly if it is more likely than not that thevgition will be sustained upon
examination by taxing authorities based on therteeth merits of the position. The amount recognizetthe largest benefit that we believe has
greater than a 50% likelihood of being realizedrupettlement. Actual income taxes paid may vargfestimates depending upon changes in
income tax laws, actual results of operations aedinal audit of tax returns by taxing authoritiége recognize interest and penalties relate
uncertain tax positions in income tax expense.

Investment Accounted for Using the Equity Method—Our Predecessor had a 50% ownership in Transdeeific Drilling Inc.
(“TPDI” or the “Joint Venture”), a joint venture ogany formed with Transocean Ltd. (“Transocean’ &s subsidiaries. The investment was
accounted for using the equity method based upatetrel of ownership and our ability to exercigméficant influence over the operating and
financial policies of the investee. The investmwas adjusted periodically to recognize our propoiie share of the investee’s net income or
losses. On March 30, 2011, our Predecessor assigneguity interest in TPDI to a subsidiary of tgantum Pacific Group.
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Interest Income from Joint Venture —Interest income from the Joint Venture was eamregromissory notes based on stated interest
rates.

Recently Issued Accounting Standards

Presentation of Comprehensive Income—In February 2013, the Financial Accounting Stadd@Board (“FASB”) issued an accounting
standards update on the reporting of amounts mafitsts out of accumulated other comprehensive ireeohhis guidance requires an entity to
provide information about the amounts reclassifiatiof accumulated other comprehensive income bypoment. In addition, an entity is
required to present, either on the face of thenfina statements or in the notes, significant an®ueclassified out of accumulated other
comprehensive income by the respective line itehmebincome, but only if the amount reclassifisdequired to be reclassified in its entirety
in the same reporting period. For amounts thahateequired to be reclassified in their entiretyhet income, an entity is required to cross-
reference to other disclosures that provide aduifidetails about those amounts. We adopted theuating standards update effective
January 1, 2013. The adoption of the accountingdstals update concerns presentation and discloslyend did not have an impact on our
consolidated financial position or results of opierss.

Balance Sheet Offsetting—In December 2011, the FASB issued an accountinglatads update that expands the disclosure requits
for the offsetting of assets and liabilities rethte certain financial instruments and derivativstiuments. The update requires disclosures of
gross and net information for financial instrumegutsl derivative instruments that are eligible fet presentation due to a right of offset, an
enforceable master netting arrangement or simjezeament. We adopted the accounting standardseupffattive January 1, 2013. The
adoption of the accounting standards update coagersentation and disclosure only and did not avienpact on our consolidated financial
position or results of operations.

Note 3—Property and Equipment
Property and equipment consisted of the following:

December 31

2013 2012
(in thousands
Drillships and related equipme $4,020,79:; $3,278,86.
Assets under constructic 769,13: 613,76
Other property and equipme 10,26( 7,02¢
Property and equipment, cc 4,800,18 3,899,64
Accumulated depreciatic (288,029 (139,22)
Property and equipment, r $4,512,15. $3,760,42

On March 15, 2011, March 16, 2012 and January @53 2we entered into contracts for the construabiotihe Pacific Sharay, the
Pacific Melterrand thePacific Zonda, respectively. The SHI contracts for tRacific Sharay, thePacific Meltemand thePacific Zonda
provide for an aggregate purchase price of appratéim $1.5 billion for the acquisition of thesedhlrvessels, payable in installments during
construction process, of which we have made paysrarapproximately $429.2 million through DecemBg&r 2013. With respect to our three
undelivered vessels, we anticipate making paymafrapproximately $756.3 million in 2014 and approately $336.4 million in 2015.
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During the years ended December 31, 2013, 2012@hd, we capitalized interest costs of $78.5 mmlli$33.2 million and $71.0 millio
respectively, on assets under construction.

Note 4—Debt
Debt consisted of the following:
December 31

2013 2012
(in thousands

Due within one year:

Project Facilities Agreeme $ — $ 218,75l
2018 Senior Secured Term Loar 7,50( —
Total current dek 7,50( 218,75(
Long-term debt:
Project Facilities Agreeme $ — $1,237,50
2015 Senior Unsecured Bon 300,00 300,00
2017 Senior Secured Bon 497,89 497,45¢
2018 Senior Secured Term Loar 735,44! —
Senior Secured Credit Facili 140,00( —
2020 Senior Secured Not 750,00 —
Total lon¢-term debt 2,423,33 2,034,95!
Total debt $2,430,83 $2,253,70:

Project Facilities Agreement and Temporary Import Bond Facilities (Terminated)
Project Facilities Agreement

On September 9, 2010, certain of our subsidianesRacific Drilling Limited, as the guarantor, emieinto a project facilities agreement
with a group of lenders to finance the construgtmperation and other costs associated withPtiafic Bora, thePacific Mistral, thePacific
Sciroccoand thePacific Santa Angthe “Project Facilities Agreement” or “PFA”). Dag 2010 and 2011, we borrowed an aggregate $1.725
billion under the PFA.

Borrowings under the PFA bore interest at the Lonkhberbank Offered Rate (“LIBOR”) plus an applitainargin ranging from 3% to
4% per annum and were due to mature on Octob&?@®B. Under the PFA we made quarterly principal @dizettion payments of $54.7
million.

Prior to termination, we incurred $19.6 million,466 million and $57.2 million of interest expengetbe PFA, of which $0, $8.7 million
and $51.5 million was recorded to property and pap@nt as capitalized interest during the years@i@ember 31, 2013, 2012 and 2011,
respectively.

Temporary Import Bond Facilities

For each of our vessels operating in Nigeria, loegllations require us to either (i) permanentiport the vessel into Nigeria and pay
import duties or (ii) apply for a Temporary Impdita (“TI”) permit and put up a bond in favor ofeNigeria Customs Service for the value of
the import duties.

F-13



Table of Contents

PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Consolidated Financial Statements — Contired

On April 19, 2012, we entered into a Letter of Gré&ecility and Guaranty Agreement for both tacific Boraand thePacific Scirocco
(collectively, the “TI Facilities”). Under the Tldgilities, we issued letters of credit (to suppbe required bonds) in an amount equal to the
value of the import duties for tHacific BoraandPacific Scirocca

Prior to termination, we incurred $2.2 million, $5nillion and $0.7 million in interest expense be 1 Facilities during the years ended
December 31, 2013, 2012 and 2011, respectively.

PFA and TI Facilities Refinancing

On June 3, 2013, we completed a private placenfez20 Senior Secured Notes (as defined below)eatered into a Senior Secured
Term Loan B (as defined below). A portion of the peceeds from the 2020 Senior Secured Notesten8énior Secured Term Loan B were
used to repay existing borrowings under the Prdjecilities Agreement, after which it was termirthéand all related collateral released (the
“PFA Refinancing”). In addition, in connection withe PFA Refinancing and in accordance with thengeof the Revolving Credit Facility (as
defined below), the Tl Facilities were also term@thand the letters of credit then outstanding utite Tl Facilities were deemed to be
automatically re-issued under the Revolving CrEditility. As a result of the PFA Refinancing, weagnized $28.4 million in costs on
extinguishment of debt in our statement of operatifmr year ended December 31, 2013, of which $Rifllon was a non-cash write off of
unamortized deferred financing costs as refleatenlir statement of cash flows.

2015 Senior Unsecured Bonds

In February 2012, we completed a private placeraE$i800.0 million in aggregate principal amounBd25% 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.

During the years ended December 31, 2013 and 204 fcurred $24.8 million and $21.1 million, respegly, of interest expense on t
2015 Senior Unsecured Bonds, of which $24.5 mildod $17.0 million, respectively, was recordedraperty and equipment as capitalized
interest. We did not incur interest expense or2fiEs Senior Unsecured Bonds during the year endegmber 31, 2011.

The 2015 Senior Unsecured Bonds are general ureskaenior obligations that rank: (i) senior irhtigf payment to all of the
Company’s subordinated indebtedness, if any; &) passu in right of payment with any of the Compa existing and future unsecured
indebtedness that is not by its terms subordinttelde 2015 Senior Unsecured Bonds; (iii) effedtiyenior to the Company’s existing and
future senior debt facilities, any future customseyior secured debt facilities provided by bamid/ar financial institutions and any future f
priority senior secured bond financing obtainefitance our fleet, including any refinancing, amesahts or replacements of the debt
facilities.

The Company may acquire 2015 Senior Unsecured Biorttie open market, or otherwise, at any time eutirestriction. Within 60 day
after notification of a specified change in congwént, each bondholder has the right to exercissady repayment option at a price equal to
101% of par, plus accrued interest.

The 2015 Senior Unsecured Bonds contain providieuslimit, with certain exceptions, the ability the Company and our subsidiarie
(i) merge or demerge, (ii) dispose of assets,ifigur financial indebtedness and (iv) pay dividend make distributions exceeding 50% of
consolidated net income for the preceding fiscakye
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The 2015 Senior Unsecured Bonds also require camg#i with financial covenants including (i) a minim equity to total assets ratio of
35%, (ii) a minimum liquidity of $25.0 million anii) a leverage restriction limiting the outstandisecured and unsecured borrowings on a
consolidated basis to an average of $475.0 mipendrillship. The 2015 Senior Unsecured Bondsaiargvents of default that are usual and
customary for a financing of this type, size andppse. Upon the occurrence of an event of defaattowings under the 2015 Senior
Unsecured Bonds are subject to acceleration.

As of December 31, 2013, we were in compliance aitl2015 Senior Unsecured Bonds covenants.

2017 Senior Secured Notes

In November 2012, Pacific Drilling V Limited (“PDYV; an indirect, wholly-owned subsidiary of the Canp, completed a private
placement of $500 million in aggregate principaloamt of 7.25% senior secured notes due 2017 (t8&7'Senior Secured Notes”). The 2017
Senior Secured Notes are fully and unconditiongllgranteed by Pacific Drilling S.A. on a senioramged basis.

The 2017 Senior Secured Notes were sold at 99.483%r. The 2017 Senior Secured Notes bear intatés25% per annum, payable
semiannually on June 1 and December 1, commencidgiee 1, 2013, and mature on December 1, 2017.

During the years ended December 31, 2013 and 204 fcurred $36.7 million and $3.4 million, respeely, of interest expense on the
2017 Senior Secured Notes, of which $35.2 millind 3.4 million, respectively, was recorded to grbyp and equipment as capitalized
interest. We did not incur interest expense o2/ Senior Secured Notes during the year endedrbleer 31, 2011.

The 2017 Senior Secured Notes are secured byt-gfisity security interest (subject to certairceptions) 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 December 31, 2013, PDV had no subsidiaries. fiture subsidiary of PDV that holds or will hatlte Pacific Khamsiror certain
related assets, or is or becomes party to a dyilontract in respect of tlgacific Khamsin will guarantee the notes on a senior securedbasi
No other subsidiary of the Company will be guarestaf the 2017 Senior Secured Notes. The 2017 E8eicured Notes and the n
guarantees will be PDV’s and each guarantor sudogidi senior obligation, respectively, will rankuzd in right of payment to all existing and
future senior indebtedness of PDV and such guaraamal will rank senior in right of payment to altisting and future subordinated
indebtedness of PDV and such guarantor.

On or after December 1, 2015, PDV has the optioedeem the 2017 Senior Secured Notes, in whale jpart, at one time or from time
to time, at the redemption prices plus accruedumpaid interests and additional amounts, if angcBg@d in the indenture for the Notes. Prior
to December 1, 2015, PDV may redeem all or anyigronf the 2017 Senior Secured Notes at a redemptige equal to 100% of the princi
amount of the outstanding notes plus accrued apdidrnterest and additional amounts, if any, ®rdemption date, plus a “make-whole”
premium. In addition, prior to December 1, 2015\PMay, at its option, on one or more occasionsegdap to 35% of the aggregate original
principal amount of the 2017 Senior Secured Notiéls thie net cash proceeds from certain equity offgr of the Company at a redemption
price of 107.25% of the principal amount of thestamding notes plus accrued and unpaid interesaddiional amounts, if any, to the
redemption date. PDV may also, prior to Decemb@015, redeem up to 10% of the original aggregateipal amount of the 2017 Senior
Secured Notes in any 12 month period at a redemptice equal to 103% of the aggregate principalamhthereof plus accrued and unpaid
interest and additional amounts, if any, to theeregtion date.
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The 2017 Senior Secured Notes contain provisicaslithit, with certain exceptions, the ability o&étfic Drilling S.A., PDV and Pacific
Drilling S.A.’s other restricted subsidiaries tp gay dividends, make distributions, purchase deeen Pacific Drilling S.A.’s capital stock or
subordinated indebtedness of PDV or any guaramtoradke other restricted payments, provided thalpisg as there is no default under the
indenture for the Notes and the Company meets ®002L®M consolidated interest coverage ratio thstCompany may pay dividends and make
other restricted payments in a cumulative amouaitdibes not exceed 50% of the Company’s consotidegeincome for the period beginning
October 1, 2012 and ending on last day of the Coryipanost recently ended fiscal quarter for whisteinal financial statements are available
at the time of such dividend or distribution (subj® certain adjustments), (ii) incur or guararddéitional indebtedness or issue preferred
stock, (iii) create or incur liens, (iv) create astricted subsidiaries, (v) enter into transactioiib affiliates, (vi) enter into new lines of
business, (vii) transfer or sell tRacific Khamsirand other related assets and (viii) merge or deendiigese covenants are subject to
exceptions and qualifications set forth in the imdee for the Notes, including the ability to inaeartain amounts of secured indebtedness to
finance the construction of additional drillships.

As of December 31, 2013, we were in compliance aitl2017 Senior Secured Notes covenants.

Senior Secured Credit Facility Agreement

On February 19, 2013, Pacific Sharav S.a r.l. aaxifie Drilling VII Limited (collectively, the “SSE Borrowers”) and the Company, as
guarantor, entered into a senior secured credlitfaagreement to finance the construction, ogeraaind other costs associated with Rtaeific
Sharavand thePacific Meltem(the “SSCF Vessels”) and on September 13, 2013;rédit facility was amended and restated (the ‘S$CThe
SSCF consists of two principal tranches, one ottving divided into two sub-tranches: (i) a Commargiranche of $500.0 million provided by
a syndicate of commercial banks and (ii) a Garantnstituttet for Eksportkreditt (“GIEK”) Trancheugranteed by GIEK, comprised of (x) the
Eksportkreditt Norge AS (“EKN”) Sub-Tranche and {e Bank Sub-Tranche.

The EKN Sub-Tranche is a $250.0 million trancheltsi EKN, available solely to finance costs asgedavith the construction of the
Pacific Melterrand the Bank Sub-Tranche is a $250.0 million tranteéld by commercial lenders available solely taffice costs associated
with the construction of thBacific Sharav. As a result of amending and restating the SS@&Haduced the margin on the GIEK Tranche from
1.50% to 1.25%.

The table below summarizes the current composafdhe SSCF:

Amount Finance Purpose
(in thousands
Commercial Tranch $ 500,00( ThePacific Sharavand thePacific Melterr
GIEK Tranche
EKN Sut-Tranche $ 250,00( ThePacific Meltenr
Bank Sul-Tranche 250,00( The Pacific Sharay
Total $1,000,00!

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 and by and other customary types of codhte
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Borrowings under the SSCF are available upon ttisfaetion of customary conditions precedent, idahg, without limitation, a
maximum amount borrowed under the SSCF relatitke@amount contributed by the Company for each S%€¥sel. Initially, the maximum
debt threshold is set at 65% of total project edsth will increase to 72% on the first date thiabathe following conditions shall have been
satisfied: (i) thePacific Sharawhas been delivered, (ii) a drilling contract hasrentered into for thRacific Meltemsuch that, when combined
with the contract for thPacific Sharay, there is an aggregate original duration of agtlayears with a minimum average rate of at least
$500,000 per day and (iii) the aggregate princgmbunt under the SSCF, the 2020 Senior Secured ldateéthe Senior Secured Term Loan B
does not exceed 65% of the value of the SSCF \&easel the Shared Collateral Vessels (as definexhiel

Borrowings under the Commercial Tranche bear isteaeLIBOR plus a margin of 3.5%. Borrowings untter EKN Sub-Tranche bear
interest, at our option, at (i) LIBOR plus a marginl.25% (which margin may be reset on May 31,9@ (ii) at a Commercial Interest
Reference Rate of 2.37%. Borrowings under the Btk Tranche bear interest at LIBOR plus a margib.#5%. Borrowings under both sub-
tranches will also be subject to a guarantee f@%oper annum. Undrawn commitments under the SS@aFdfee equal to (i) in the case of
Commercial Tranche, 40% of the margin for suchdh&nand (ii) in the case of the GIEK Tranche, 40%e applicable margin for such
tranche. In addition, the GIEK Tranche bears a cament fee equal to 40% of the guarantee fee. déstds payable quarterly.

The Commercial Tranche matures on the earlier) div@ years following the delivery of tHeacific Meltemand (ii) May 31, 2019. Loar
made with respect to each vessel under the GIEKch@mature twelve years following the deliventhaf applicable vessel. The GIEK
Tranche contains a put option exercisable if thenf@ercial Tranche is not refinanced or renewed dmefore February 28, 2019. If the GIEK
Tranche put option is exercised, each SSCF Borrowest prepay, in full, the portion of all outstamglioans that relate to the GIEK Tranche,
on or before May 31, 2019, without any premium,gignor fees of any kind. Amortization payments enthe SSCF are calculated on a 12
year repayment schedule and must be made evemyasiths following the delivery of the relevant vds

During the year ended December 31, 2013, we indwangl capitalized interest expense, including guasmand commitment fees, of
$12.2 million on the SSCF. We did not incur int¢egense on the SSCF during the years ended Dece3hp2012 and 2011.

Borrowings under the SSCF may be prepaid in whpola part at any time, without any premium or pénather than LIBOR or CIRR
breakage payments, as applicable.

The SSCF requires compliance with certain affirmeatind negative covenants that are customary @r imancings. These include, but
are not limited to, restrictions on (i) the abildafthe Company to pay dividends or make distrimsito its shareholders or transact with
affiliates (except for certain specified exceptioasd (ii) the ability of the SSCF Borrowers toun@additional indebtedness or liens, sell asset:
make investments or transact with affiliates (exd¢epcertain specified exceptions).

The SSCF also requires maintenance by the Comgdalilyao$1.0 billion consolidated tangible net whrii) a net debt to EBITDA (as
defined in the SSCF) ratio no greater than 5.5@0 beginning on December 31, 2013 5.00 to 1.0thduhe period from June 30, 2014
through December 31, 2014, 4.50 to 1.00 duringotiréod from March 31, 2015 through September 30252@.00 to 1.00 during the period
from December 31, 2015 and thereafter, each olathelay of any fiscal quarter, (iii) a projectezbtiservice coverage ratio for the next twelve
months of at least 1.125x beginning on Decembe313 and stepping up to 1.25x on March 31, 20t¥labx on March 31, 2015, (iv) a total
debt to total capitalization ratio of 3.0 to 5.@) fninimum liquidity for the Company and its subaiies of $50.0 million and (vi) a required
level of collateral maintenance
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whereby the aggregate appraised collateral valust mat be less than a certain percentage of taédatstanding balances under the SSCF
debt (as defined in the SSCF) excludes (i) temydmaportation bond indebtedness and (ii) prior ecBmber 31, 2014, SSCF indebtedness.

The SSCF contains events of default that are wwhktustomary for a financing of this type, sizd parpose. Upon the occurrence of ar
event of default, borrowings under the SSCF argestito acceleration.

As of December 31, 2013, we were in compliance aitlisSCF covenants.

Project Facilities Agreement Refinancing Transactias

On June 3, 2013, we completed three related btihcliginancing transactions totaling $2.0 billicFhe transactions included (i) a $750.0
million private placement of 5.375% senior secutetes due 2020 (the “2020 Senior Secured Notag§'g $750.0 million senior secured
institutional term loan with a 2018 maturity (th&e€nior Secured Term Loan B”) and (iii) a $500.0lionl senior secured revolving credit
facility maturing in 2018 (the “Revolving Credit €ility”). The Revolving Credit Facility provides up $200.0 million in future incremental
funding intended for general corporate purposeduding working capital requirements, and the bedaof $300.0 million is provided for the
issuance of letters of credit, primarily anticighte be used as credit support for the temporapoitation bonds issued for our vessels worl
in Nigeria as a replacement to the Tl Facilitiegpdktion of the net proceeds from the 2020 Senemuged Notes and the Senior Secured Tern
Loan B were used to fully repay the outstandingdwwings under the PFA, after which the PFA and adikties were terminated and all rela
collateral released.

2020 Senior Secured Notes

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.ifitienture for the 2020 Senior Secured Notes alfowthe issuance of up to $100.0 million
of additional notes provided no default is conthguand the Company is otherwise in compliance wlitapplicable covenants.

The 2020 Senior Secured Notes are secured, onuah &ud ratable, first priority basis, with theightions under the Senior Secured
Term Loan B, the Revolving Credit Facility and edémtfuture obligations (together with the 2020 $ei@ecured Notes, the “Pari Passu
Obligations”), subject to the terms of an interdt@dagreement (the “Intercreditor Agreement”),llgns on the Shared Collateral Vessels, a
pledge of the equity of the entities that own thergd Collateral Vessels, assignments of earningsrsurance proceeds with respect to the
Shared Collateral Vessels, and certain other as$éte subsidiary guarantors (collectively, thddged Collateral”).

The 2020 Senior Secured Notes were sold at par20B@ Senior Secured Notes bear interest at 5.3#%nnum, payable semiannui
on June 1 and December 1, commencing on DecemB@&d3, and mature on June 1, 2020.

During the year ended December 31, 2013, we ind$28.3 million of interest expense on the 2020i@e®ecured Notes. We did not
incur interest expense on the 2020 Senior SecuoéelsNiuring the years ended December 31, 2012@i 2
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On or after June 1, 2016, the Company has themtioedeem the 2020 Senior Secured Notes, in wirdke part, at one time or from
time to time, at the redemption prices (expresseagescentages of principal amount) set forth bgdtwg accrued and unpaid interests and
additional amounts, if any, on the notes redeerifieedeemed during the twelve-month period begigron June 1 of the years indicated
below:

Year

2016 104.03%
2017 102.680%
2018 101.34%
2019 and thereaftt 10C%

Prior to June 1, 2016, the Company may redeent alhy portion of the notes at a redemption priagaétp 100% of the principal amot
of the outstanding notes plus accrued and unp#dest and additional amounts, if any, to the rqutean date, plus a “make-whole” premium.

In addition, prior to June 1, 2016, the Company ha&yts option, on one or more occasions redeeto 38% of the aggregate original
principal amount of the notes (including any aduditil notes) with the net cash proceeds from ceegirity offerings at a redemption price of
105.375% of the principal amount of the outstandintes plus accrued and unpaid interest and addltamounts, if any, to the redemption
date.

The Company may also, prior to June 1, 2016, redgeto 10% of the original aggregate principal amaf the notes in any 12-month
period at a redemption price equal to 103% of thgregate principal amount thereof plus accruedwenpaid interest and additional amount:
any, to the redemption date.

The Company may from time to time issue additioraes under the indenture for the 2020 Senior echiptes in an aggregate amount
not to exceed $100.0 million, which additional reovéll have identical terms and conditions as ttigival notes, other than issue date, issue
price and, in certain circumstances, the date frdnch interest will accrue.

The indenture for the 2020 Senior Secured Notetamcovenants that, among other things, limigsGompany’s and its restricted
subsidiaries’ ability to (i) pay dividends, maksatiibutions, purchase or redeem the Company’saagiibck or its or its subsidiary guarantors’
subordinated indebtedness or make other resthiatgohents, provided that, so long as there is naultefinder the indenture and the Company
meets a 2.0 to 1.0 consolidated interest coverati@test, the Company may pay dividends and m#ier oestricted payments in a cumulative
amount that does not exceed 50% of the Companyisadiolated net income for the period beginning Getdl, 2012 and ending on the last
day of the Company’s most recently ended fiscattgudor which internal financial statements araitable at the time of such dividend or
distribution (subject to certain adjustments madg/fdescribed in the indenture), (ii) incur or gaatee additional indebtedness or issue
preferred stock, (iii) create or incur liens, (oreate unrestricted subsidiaries, (v) enter iraagactions with affiliates, (vi) enter into newdin
of business and (vii) transfer or sell assets t&rento mergers.

These covenants are subject to important excepéindgjualifications set forth in the indenturetfoe 2020 Senior Secured Notes,
including the ability to incur certain amounts etared indebtedness to finance the constructi@aaditional drillships. Many of these
covenants will cease to apply to the 2020 Seniouf®el Notes during any period that the Notes havestment grade ratings from both
Moody'’s Investors Service, Inc. and Standard & PoBatings Group, Inc. and no default has occuarediis continuing under the Indenture.

The indenture for the 2020 Senior Secured Notetagmevents of default that are usual and custpfioaa financing of this type, size
and purpose. Upon the occurrence of an event aluttethe 2020 Senior Secured Notes are subjestdeleration.

As of December 31, 2013, we were in compliance aitl2020 Senior Secured Notes covenants.
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2018 Senior Secured Institutional Term Leafierm Loan B

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

The Senior Secured Term Loan B was issued at 961584 face value and bears interest, at the Coyipatection, at either (1) LIBOR,
which will not be less than a floor of 1% plus argia of 3.5% per annum, or (2) a rate of interestgnnum equal to the highest of (i) the
prime rate for such day, (ii) the sum of the fetirads rate plus 0.5% and (iii) 1% per annum abitnecone-month LIBOR, in each case plus «
margin of 2.5% per annum. Interest is payable guigrt

The Senior Secured Term Loan B requires quartenigriization payments of $1.9 million and maturesiane 3, 2018.

During the year ended December 31, 2013, we indu$2®€.3 million of interest expense on the Senggused Term Loan B. We did not
incur interest expense on the Senior Secured Ter—n B during the years ended December 31, 2012@htl

The Senior Secured Term Loan B also has an aceofeature that would permit additional loans teekéended so long as the
Company’s total outstanding obligations in conratiivith the Senior Secured Term Loan B and the Zxftlor Secured Notes do not exceed
$1.7 billion.

Borrowings under the Senior Secured Term Loan B beagrepaid, on or prior to June 3, 2014, so langwech prepayments are, in the
event of a refinancing or reduction in the pricofghe Senior Secured Term Loan B, accompaniedfrgpayment fee equal to 1% of the
aggregate principal amount of such prepayment.rAftee 3, 2014, borrowings under the Senior Seclieeth Loan B may be prepaid without
any premium or penalty.

The Senior Secured Term Loan B requires complianittecertain affirmative and negative covenantg tira customary for such
financings. These include, but are not limitedréstrictions on the Company’s and its restrictdubgliaries’ ability to (i) pay dividends, make
distributions, purchase or redeem the Company’galagiock or its or its subsidiary guarantors’ sudinated indebtedness or make other
restricted payments, provided that, so long astfeeno default under the Senior Secured Term [Bband the Company meets a 2.0 to 1.0
consolidated interest coverage ratio test, the Gompnay pay dividends and make other restrictedneays in a cumulative amount that does
not exceed 50% of the Company’s consolidated roeinire for the period beginning October 1, 2012 arding on the last day of the
Company’s most recently ended fiscal quarter foictvinternal financial statements are availablthattime of such dividend or distribution
(subject to certain adjustments), (ii) incur or gudee additional indebtedness or issue prefetoatk s(iii) create or incur liens, (iv) create
unrestricted subsidiaries, (v) enter into transatiwith affiliates, (vi) enter into new lines aisiness and (vii) transfer or sell assets or enter
into mergers. These covenants are subject to impexceptions and qualifications set forth in$emior Secured Term Loan B, including the
ability to incur certain amounts of secured inddhtss to finance the construction of additiondlsthips.

The Senior Secured Term Loan B contains eventgfaiudt that are usual and customary for a finanoifidpis type, size and purpose.
Upon the occurrence of an event of default, bomgwiunder the Senior Secured Term Loan B are dutbj@cceleration.

As of December 31, 2013, we were in compliance waitisenior Secured Term Loan B covenants.
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Revolving Credit Facility
The Revolving Credit Facility is secured by the i®ldaCollateral and subject to the provisions ofltitercreditor Agreement.

Borrowings under the Revolving Credit Facility b@sterest, at the Company’s option, at either (BQR plus a margin ranging from
2.5% to 3.25% based on the Company’s leverage, @ti@) a rate of interest per annum equal tchigbest of (i) the prime rate for such day,
(i) the sum of the federal funds rate plus 0.5% @ii) 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 froret@ 1% per annum based on the
Company’s leverage ratio. Interest is payable guigrt

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

As of December 31, 2013, no amounts were outstgndider the Revolving Credit Facility and approxietg $198.2 million of letters «
credit were issued under the Revolving Credit Fgals credit support for temporary import bondsuisd in favor of the Government of Nige
Customs Service.

During the year ended December 31, 2013, we indu#4e7 million of interest expense on the Revoh@redit Facility. We did not incur
interest expense on the Revolving Credit Facilityiy the years ended December 31, 2012 and 2011.

Borrowings under the Revolving Credit Facility mag prepaid, and commitments under the Revolvingli€Facility may be reduced, in
whole or in part at any time, without any premiunpenalty other than LIBOR breakage payments.

The Revolving Credit Facility requires compliancighacertain affirmative and negative covenants #iratcustomary for such financings.
These include, but are not limited to, restrictions(i) the Company’s ability to pay dividends cake distributions to its shareholders (except
for certain specified exceptions, including tha @ompany may pay dividends or make distributianbsg as there is no default under the
Revolving Credit Facility and the Company is in fsama compliance with the leverage ratio and mimmliquidity tests described below ai
giving effect to such dividend or distribution) afiijl the Company’s and its subsidiaries’ abilityihcur additional indebtedness or liens, sell
assets, make investments or engage in transagtitmaffiliates (except for certain specified extieps, including the ability to incur certain
amounts of secured indebtedness to finance tharaotien of additional drillships).

The Revolving Credit Facility also requires the Qamy to maintain (i) a leverage ratio (adjusteddwdit to adjusted EBITDA) no gree
than 5.75 to 1.00 during the period from Decemider2®13 through March 31, 2014, 5.25 to 1.00, dutive period from June 30, 2014 and
December 31, 2014, 4.75 to 1.00, during the pdrimth March 31, 2015 through September 30, 2015 th21.00, during the period from
December 31, 2015 and thereafter, each on thddgsof any fiscal quarter; and (i) minimum liquidiof $100.0 million (including undrawn
capacity for loans under the Revolving Credit FQil provided that, if at any time following thepayment in full of the SSCF entered into by
subsidiaries of the Company to finance the constmcoperation and other costs associated withPtwfic Sharavand thePacific Meltermo
non-U.S. dollar denominated letters of credit arstanding, then such amount will be reduced taG&dllion.
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The Revolving Credit Facility contains events ofaddt that are usual and customary for a finanahthis type, size and purpose. Upon
the occurrence of an event of default, (i) committeend letters of credit under the Revolving QrEdrility will be subject to termination,
(ii) borrowings under the Revolving Credit Facilitgll be subject to acceleration, and (iii) outdary letters of credit will be subject to cash
collateralization.

As of December 31, 2013, we were in compliance waittiRevolving Credit Facility covenants.

Maturities of Long-Term Debt
As of December 31, 2013, the aggregate maturifiesiodebt, including net unamortized discount$®# million, was as follows:

(in thousands

Years ending December 31
2014 $  7,50(
2015 307,50(
2016 7,50(
2017 507,50(
2018 716,25(
Thereaftel 890,00(
Total $2,436,25!

Note 5—Income Taxes

Pacific Drilling S.A., a holding company and Luxeming resident, is subject to Luxembourg corpona¢eiine tax and municipal
business tax at a combined rate of 29.2% commereingary 1, 2013. For the years ended Decemb&032,and 2011, the combined
Luxembourg corporate income tax and municipal bessrtax rate was 28.8%. Qualifying dividend inc@mné capital gains on the sale of
qualifying investments in subsidiaries are exemminfLuxembourg corporate income tax and municipairess tax. Consequently, Pacific
Drilling S.A. expects dividends from its subsidesiand capital gains from sales of investmentsiaubsidiaries to be exempt from
Luxembourg corporate income tax and municipal bessrtax.

Income taxes have been provided based on the ladvsages in effect in the countries in which ouergtions are conducted or in which
our subsidiaries are considered residents for imctam purposes. Our income tax expense or bemefigsafrom our mix of pretax earnings or
losses, respectively, in the international taxgdiGtions in which we operate. Because the coumimievhich we operate have different statutor
tax rates and tax regimes with respect to one angthere is no expected relationship between theigion for income taxes and our income
loss before income taxes.

Income / (loss) before income taxes consisted efdlowing:

Years ended December 3!

2013 2012 2011
(in thousands
Luxembourg $55,90¢ $(24,45)) $(1,28))
United State: 20¢€ (444) (2,759
Other Jurisdiction (8,08%) 80,59 4,331
Total $48,02¢ $ 55,70: $ 297
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The components of income tax (provision) / beregitsisted of the following:

Years ended December 3.
2013 2012 2011
(in thousands

Current income tax expense:

Luxembourg $ (81¢€) $ (535 $ —
United State: (1,885 (4,40 (164)
Other Foreigr (22,94) (20,540 (6,205
Total curreni $(25,647) $(25,479 $(6,369)

Deferred tax benefit:

Luxembourg $ (32 $ 32 $ —
United State: 2,05:¢ 4,64¢ 782
Other Foreigr 1,09¢ (912) 2,38
Total deferrec $ 3,11¢ $ 3,76¢ $ 3,16¢
Income tax expens $(22,529) $(21,71) $(3,200)

A reconciliation between the Luxembourg statut@terof 29.2% for the year ended December 31, 288 28.8% for the years ended
2012 and 2011) and our effective tax rate is devid:

Years ended December 3.

2013 2012 2011

Statutory rate 29.2% 28.8% 28.&%
Effect of tax rates different than the Luxembouajgtory tax

rate 27.1% 6.6% 108.5%

Change in valuation allowan: (9.0% 3.4% 934.1%

Adjustments related to prior yez (0.9% — 6.C%

Effective tax rate 46.% 39.(% 1,077.%

The components of deferred tax assets and liasiltonsisted of the following:

December 31
2013 2012
(in thousands

Deferred tax assets

Net operating loss carryforwar $ 26,40: $ 4,671
Accrued payroll expense 7,04¢ 4,64
Deferred revenu 6,18¢ 5,592
Other 13 23
Deferred tax asse 39,647 14,93(
Less: valuation allowanc (14,999 (4,479
Total deferred tax asse $ 24,64¢ $10,45¢
Deferred tax liabilities:
Depreciation and amortizatic $ (959 $(1,129)
Deferred expense (22,309 (2,029
Deferred expense (32 —
Total deferred tax liabilitie $(13,299 $(3,149
Net deferred tax asse $ 11,34¢ $ 7,30¢

F-23



Table of Contents

PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Consolidated Financial Statements — Contired

As of December 31, 2013 and 2012, the Company hasbgleferred tax assets of $26.4 million and $#llfon, respectively, related to
loss carry forwards in various worldwide tax juicdibns. The majority of the loss carry forwardvéao expiration.

A valuation allowance for deferred tax assets fal#shed when it is more likely than not that squoetion or all of the deferred tax
assets will not be realized. As of December 31328d 2012, the valuation allowance for deferredassets was $15.0 million and $4.5
million, respectively. The increase in our valuatadlowance primarily resulted from losses incurire@razil and Luxembourg, for which we
believe it is more likely than not that a tax bénefll not be realized.

We consider the earnings of certain of our subs&Bao be indefinitely reinvested. Accordingly, Wwave not provided for taxes on these
unremitted earnings. Should we make a distributiom the unremitted earnings of these subsidiaviesywould be subject to taxes payable to
various jurisdictions. At December 31, 2013, theoant of indefinitely reinvested earnings was appr@tely $5.4 million. If all of these
indefinitely reinvested earnings were distributed,would be subject to estimated taxes of approain&0.3 million as of December 31,
2013.

We recognize tax benefits from an uncertain taxtjpmsonly if it is more likely than not that thevgition will be sustained upon
examination by taxing authorities based on thertieth merits of the position. The amount recognizetthe largest benefit that we believe has
greater than a 50% likelihood of being realizedrupettlement. As of December 31, 2013, we had $@llibn of unrecognized tax benefits
which was included in other long-term liabilities our consolidated balance sheet, of which $0.Hanilvould impact our consolidated
effective tax rate if realized. For the year enBedember 31, 2013, we recognized interest and penaf $0.2 million related to uncertain tax
positions in income tax expense. A reconciliatibthe beginning and ending amount of unrecognia&denefits for the years ended
December 31, 2013 and 2012 is as follows:

December 31

2013 2012
(in thousands
Balance, beginning of ye $ — $—
Increases in unrecognized tax benefits as a rebtdk positions taken
during prior year: 73€ —
Balance, end of ye: $ 73¢€ $—

The Company is subject to taxation in various U@eign, and state jurisdictions in which it cootiubusiness. Tax years as early as
2009 remain subject to examination. As of Decen¥iei2013, the Company’s only ongoing tax auditsewemigeria and there were no other
known pending tax audits.

The Federal Inland Revenue Service of Nigeria ‘iRS”) is currently auditing the 2011 and 2012 tax yedisuo subsidiaries operatil
in Nigeria. The FIRS has raised several issuesiguhie course of the audits. We are currently udésmussion with the FIRS to resolve all
outstanding issues.

Note 6—Shareholder’'s Equity

As of December 31, 2010, the common stock of Rabifilling Limited consisted of 2.0 million sharasthorized with $0.001 par value
per share of which 1.9 million shares were issued.
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On March 11, 2011, Pacific Drilling S.A. was incorpted under the form ofsociété anonymgoverned by the laws of the Grand Duchy
of Luxembourg with a share capital of $50,000 repreed by 50,000 common shares.

On March 23, 2011, Quantum Pacific Group was assi@il outstanding principal and accrued interést @lated-party loan in the
amount of $142.8 million (see Note 15), which want converted to equity in the Company by meairishafing contributed as additional
consideration for the existing shares held by #@e shareholder of the Company.

On March 30, 2011, in connection with the Restrioty our Predecessor assigned its interests inl"BR&uity, promissory notes to Jc
Venture and accrued interest on promissory notas floint Venture to another subsidiary of the QunPacific Group, which is referred to
the “TPDI Transfer,” to enable the Company to foonghe operation and marketing of the Company’sliyfowned fleet. The assignment
was recorded and presented as a dividend in-kittdnour consolidated financial statements. Assalteneither the Company nor any of its
subsidiaries owned any interest in TPDI followingui¢h 30, 2011.

Additionally, on March 30, 2011, the Board of PaxDrilling S.A. resolved to split the 50,000 inporation common shares into
5.0 million common shares. The Board also resofeeQuantum Pacific (Gibraltar) Limited to beconhe indirect sole shareholder of all
issued Pacific Drilling Limited common shares irckeange for the issuance of 145.0 million commoneshaf Pacific Drilling S.A. Further, on
March 30, 2011, the Company'’s Articles were amertdealithorize the Board of Directors, for a periddive years, to issue up to $50.0
million of share capital (inclusive of current sbanapital of the Company).

On April 5, 2011, Pacific Drilling completed a paite placement of 60.0 million common shares fopneteeds of approximately
$575.5 million.

In November 2011, the Company completed an intiddlic offering of 6.0 million common shares. Ind@enber 2011, the underwriters
purchased an additional 0.9 million common shatgsyant to the full exercise of an over-allotmeptian. The initial public offering resulted
in net proceeds of approximately $50.3 million.

In December 2011, the Company also issued 7.2amitommon shares to one of our wholly-owned suasik. These common shares
are held in treasury for purposes of administeaangPacific Drilling S.A. 2011 Omnibus Stock IncieetPlan.

As of December 31, 2013, the Company’s share dapitssisted of 5.0 billion common shares authori#8d01 par value per share,
224.1 million common shares issued and 217.0 mikiommon shares outstanding of which approxima®@l}% is held by Quantum Pacific
(Gibraltar) Limited.
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Note 7—Share-Based Compensation
We recorded share-based compensation expenselarsdiax benefit within our statement of operatias follows:

Years Ended December 31

2013 2012 2011
(in thousands
Contract drilling cost $ 2,087 $ — $ —
General and administrative expen 7,22¢ 5,31¢ 4,471
Sharebased compensation expel 9,31t 5,31¢ 4,471
Tax benefit@ (2,119 (1,360 (1,050
Total $ 7,207 $ 3,95¢ $ 3,421

€) The effects of tax benefits from share-basedpamsation expense are included within income tpemse in our
consolidated statements of operatic

Stock Options

On April 24, 2009, the Board of our Predecessor@m the creation of the Pacific Drilling Limit@909 Omnibus Stock Incentive Plan
(the “2009 Stock Plan”), which provided for issuarmf common stock options, as well as share apgirenirights, restricted shares, restricted
share units, and other equity based or equityaeélatvards to directors, officers, employees andwitents of Pacific Drilling. During 2010 a
2009, awards of common stock options were madertaio executives and employees. Pursuant to thestef the options granted, our
Predecessor could elect to settle the stock optipoa exercise in cash instead of issuing sharesrofommon stock. The Company
anticipated settling any of the 2010 and 2009 stmations in cash. As such, the stock options weceanted for as liability awards at fair
value.

On March 31, 2011, as part of the Restructuring,Gbmpany cancelled the 2009 Stock Plan. Furthe3bard approved the creation of
the Pacific Drilling S.A. 2011 Omnibus Stock IndgstPlan (the “2011 Stock Plan”), which provides issuance of common stock options, as
well as share appreciation rights, restricted shaesstricted share units and other equity basedjwity related awards to directors, officers,
employees and consultants. The Board also restihed.2 million common shares of Pacific DrilliBgA. be reserved and authorized for
issuance pursuant to the terms of the 2011 Staak Pl

In conjunction with the Restructuring and cance@labf stock option grants under the 2009 Stock Pdlae Company issued 1.5 million
common stock options in Pacific Drilling S.A. aseplacement of the 2010 and 2009 stock options.réplacement awards were recorded as
modification of an existing award. As exercisesegflacement awards will be settled in common shanes$2.3 million liability for stock
options issued under the 2009 Stock Plan on treeafanodification was extinguished and the balaectassified to additional paid-in capital.
Additionally, on March 31, 2011, the Company grante3 million common stock options to certain exa@s and employees pursuant to the
2011 Stock Plan.

The 2009 replacement option grants vested 50%, 253@5% on March 31, 2011, 2012, and 2013, res@dgtiThe 2010 replacement
option grants and the 2011 option grants vest 268tially over four years commencing on March 31,128i4d March 31, 2012, respectively.
The 2009 replacement option grants, 2010 replaceopion grants and the 2011 option grants wengeidst an exercise price of $10.00 and
have a 10-year contractual term.

F-26



Table of Contents

PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Consolidated Financial Statements — Contired

The fair value of each option award is estimatedhendate of grant using the Black-Scholes optimination model utilizing the
assumptions noted in the table below. Given theffitgent historical data available regarding thaatility of the Company’s traded share
price, expected volatility of the Company’s sharieg@does not solely provide a reasonable basisdtimating volatility. Instead, the expected
volatility utilized in our Black-Scholes valuationodel is based on the volatility of the Companyésled share price for the period available
following the initial public offering of our sharemd the implied volatilities from the expectedatdity of a representative group of our
publicly listed industry peer group for prior pedg Additionally, given the lack of historical dataailable, the expected terms of the options i
calculated using the simplified method becauséisimrical option exercise experience of the Conypdoes not provide a reasonable basis fo
estimating expected term. Options granted genevaly 25% annually over four years, have a 10-geatractual term and will be settled in
shares of our stock. The risk free interest rateslatermined using the implied yield currentlyitalde for zero-coupon U.S. government
issues with a remaining term equal to the expdifedf the options.

The fair value of the 2011, 2010 and 2009 stockoopgrants as of March 31, 2011, the date of medlifon and grant, was calculated
using the following assumptions:

2011 2010 2009
Stock Options Stock Options Stock Options
Expected volatility 52.2% 52.71% 53.2%
Expected term (in year 6.2% 6.0C 5.7t
Expected dividend — — —
Risk-free interest rat 2.7% 2.6% 2.5%

During the years ended December 31, 2013 and 204 2air value of the options granted was calcdlaiging the following weighted-
average assumptions:

2013 2012
Stock Options Stock Options
Expected volatility 47.2% 48.5%
Expected term (in year 6.25 6.2F
Expected dividend — —
Risk-free interest rat 1.2% 1.4%

A summary of option activity under the 2011 Sto¢&rPas of and for the year ended December 31, B048 follows:

Weighted-Average

Number of Share: Weighted-Average Aggregate
Remaining Intrinsic
Under Option Exercise Price Contractual Term Value
(in thousands (per share (in years) (in thousand:
Outstandinc— January 1, 201 3,97¢ $ 10.0¢
Grantec 1,35¢ 9.5¢
Exercisec — —
Cancelled or forfeite: (86) 9.97
Outstandinc— December 31, 201 5,24¢ $ 9.91 7.7 $ 8,121
Exercisable— December 31, 201 2,107 $ 10.0] 6.7 $ 3,05¢
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The weightedaverage grant date fair value of options grantethduhe years ended December 31, 2013, 2012 ahtl ®8s $4.46, $4.¢
and $5.24, respectively. There were no optionsoesed during the years ended December 31, 2012, 20d 2011. As of December 31, 2013,
total compensation costs related to nonvested mpticards not yet recognized was $10.1 million aad expected to be recognized over 2.4
years.

Restricted Stock Units

Pursuant to the 2011 Stock Plan, the Company leaegt restricted stock units to certain membemuoBoard of Directors, executives
and employees. Restricted stock units granted @ timpany will be settled in shares of our stoak generally vest over a period of two to
four years. The fair value of restricted stock siistdetermined using the market value of our shanethe date of grant.

A summary of restricted stock units activity untlex 2011 Stock Plan as of and for the year endegiber 31, 2013 was as follows:

Number of Weighted-Average
Restricted Stoc}t
Grant-Date Fair

Units Value
(in thousands (per share
Nonveste—January 1, 201 29C $ 10.07
Grantec 1,01: 9.9:
Vested (170 10.1¢
Cancelled or forfeite: (10¢) 9.9¢
Nonveste—December 31, 201 1,02¢ $ 9.9:

As of December 31, 2013, total compensation ceséted to nonvested restricted stock units notg@ignized was $7.2 million and is
expected to be recognized over a weighted-averagedoof 2.3 years.

Note 8—Earnings per Share

In computing EPS, the reported share and per stmoeints for the year ended December 31, 2011 hese tetrospectively restated to
reflect the Restructuring that occurred on MarchZ8I11. The following reflects the income and thare data used in the basic and diluted
computations:

Years Ended December 31
2013 2012 2011
(in thousands, except per share amot

Numerator:

Net income (loss), basic and dilut $ 25,50: $ 33,98¢ $ (2,909
Denominator:

Weightec-average number of common shares outstanding, 216,96« 216,90: 195,44
Effect of shar-based compensation awa 457 2 —
Weightec-average number of common shares outstanding, di 217,42: 216,90: 195,44
Earnings (loss) per share

Basic $ 0.1: $ 0.1€ $ (0.0)
Diluted $ 0.1Z $ 0.1€ $ (0.0)

F-28



Table of Contents
PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Consolidated Financial Statements — Contired

The following table presents the share effecthafesbased compensation awards excluded from our cortigrgaof diluted EPS as the
effect would have been anti-dilutive for the pesgutesented:

Years Ended December 31

2013 2012 2011
(in thousands
Shar+-based compensation awa 5,811 4,26: 2,78¢

Note 9—Derivatives

We are currently exposed to market risk from charigénterest 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 interestsaWe do not enter into derivative
transactions for speculative purposes; howeverdoounting purposes, certain transactions mayneet the criteria for hedge accounting.

We entered into four interest rate swaps to redoeeariability of future cash flows in the intergayments for the variable-rate debt
under the PFA (the “PFA Interest Rate Swaps”).dnrection with the PFA Refinancing, on May 28, 2048 paid $42.0 million to terminate
the PFA Interest Rate Swaps and their relatediliglsi The Company made an accounting policy @edbo present the payment for the
termination of the PFA Interest Rate Swaps asanfimg activity within our statement of cash flows. a result of the termination, we
reclassified $38.2 million of losses on the hedgsighated portion of the PFA Interest Rate Swapsipusly recognized in accumulated other
comprehensive income to interest expense.

On May 30, 2013, we entered into an interest naBpsas a cash flow hedge against future fluctuatio.IBOR rates with an effective
date of June 3, 2013. The interest rate swap hasi@nal value of $712.5 million, does not amortézel matures on December 3, 2017. On a
quarterly basis, we pay a fixed rate of 1.56% auetive the greater of 1% or three-month LIBOR.

On June 10, 2013, we entered into an interesswdp as a cash flow hedge against future fluctogtio LIBOR rates with an effective
date of July 1, 2014. The interest rate swap hastianal value of $400.0 million, does not amortgred matures on July 1, 2018. On a quar
basis, we pay a fixed rate of 1.66% and receiveetimnonth LIBOR.

The following table summarizes the fair values efidatives that are designated as hedge instruments

Derivatives Designated a: December 31
Hedging Instruments Balance Sheet Locatior 2013 2012
(in thousands
Long-term—Interest rate sway Other asset $9,72¢ $ —
Shor-term—Interest rate swag Derivative liabilities, curren (4,989 (17,017
Long-term—Interest rate swag Other lon¢-term liabilities — (27,43))
Total $4,74% $(44,459)

The Company has elected to not offset the fairevaluderivatives subject to master netting agree¢spémit report them gross on our
consolidated balance sheets.

On December 28, 2012, management de-designatedi@npaf PFA Interest Rate Swaps from hedge acéogrue to the change in
payment frequency of principal under an amendneetité PFA. Subsequent to de-designation, we aceddat the de-designated portion of
the interest rate swaps on a mark-to-market basis,
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with both realized and unrealized gains and lossethe de-designated portion recorded currentBaimings in interest expense in our

consolidated statements of operations through e af the termination of the PFA Interest Rate [Bwdahe following table summarizes the
fair values of derivatives that are not designatetiedge instruments:

Derivatives Not Designated a December 31
Hedging Instruments Balance Sheet Locatior 2013 2012
(in thousands
Shor-term—Interest rate swag Derivative liabilities, curren $ — $ (979
Long-term—Interest rate swag Other lon¢-term liabilities — (1,579
Total $ — $(2,557)

The following table summarizes the cash flow heglgi@s and losses:

Amount Recognized in Income

Amount of Loss Reclassifiec (Ineffective Portion and Amount
Amount of Gain (Loss) Recognizes from Equity into Excluded from Effectiveness
Derivatives in Cash Flow in Equity for the Years Ended Income for the Years Ended Testing) for the Years ended
Hedging Relationships December 31, December 31, December 31,
2013 2012 2011 2013 2012 2011 2013 2012 2011
(in thousands
Interest rate sway $49,85¢ $1,86¢ $(60,28) $47,72( $24,41¢ $1,80: $ — $ — $ —

During the years ended December 31, 2013, 2012@hd, we reclassified $47.1 million, $23.9 milliand $1.8 million to interest
expense and $0.6 million, $0.5 million and $0. lliomil to depreciation from accumulated other comprefive income, respectively.

As of December 31, 2013, the estimated amountibsses associated with derivative instrumentswioaild be reclassified from
accumulated comprehensive loss to earnings dunmgéxt twelve months was $5.6 million.

Note 10—Fair Value Measurements

We estimated fair value by using appropriate vadmamethodologies and information available to nggamaent as of December 31, 2013
and 2012. Considerable judgment was required ieldping these estimates, and accordingly, estimaiees may differ from actual results.

The estimated fair value of accounts receivablepaets payable and accrued expenses approximated#nrying value due to their
short-term nature. The estimated fair value of @BCF debt approximated carrying value becausedtiablerates approximate current mar
rates. The following table presents the carryinge@and estimated fair value of our other long-telebt instruments:

December 31

2013 2012
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value
(in thousands
2015 Senior Unsecured Bon $300,00( $313,50( $300,00( $308,85(
2017 Senior Secured Bon 497,89: 540,00( 497,45¢ 512,50(
2020 Senior Secured Not 750,00( 756,56 — —
2018 Senior Secured Term Loar 742,94! 758,91( — —
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We estimate the fair values of our variable-rate faxedrate debts using quoted market prices to the eateitable and significant oth
observable inputs, which represent Level 2 faingaheasurements.

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

December 31, 201
Fair Value Measurements Usinc
Carrying Value Level 1 Level 2 Level &
(in thousands

Assets:

Interest rate swag $ 9,72¢ — $ 9,72¢ —
Liabilities:

Interest rate sway $ (4,989 — $ (4,989 —

December 31, 201
Fair Value Measurements Using
Carrying Value Level 1 Level 2 Level &
(in thousands

Liabilities:

Interest rate swag $ (47,000 — $ (47,006 —

We used an income approach to value assets aiiltigalfor outstanding interest rate swaps. Thestracts are valued using a
discounted cash flow model that calculates thegmtegalue of future cash flows under the termsefdontracts using market information as o
the reporting date, such as prevailing intereststathe determination of the fair values abovenpo@ted various factors, including the impact
of the counterparty’s non-performance risk withpexs to the Company’s financial assets and the @owip nonperformance risk with respe
to the Company’s financial liabilities.

Refer to Note 9 for further discussion of the Compsiuse of derivative instruments and their failues.

Note 11—Commitments and Contingencies

Operating Leases—The Company leases office space in countries ichvitioperates. As of December 31, 2013, the futtiremum
lease payments under the non-cancelable operatsgs with lease terms in excess of one year wati@ss:

(In thousands
Years Ending December 2
2014 $ 1,16:
2015 1,097
2016 1,06¢
2017 96€
2018 85¢
Thereafte! 1,60(
Total future minimum lease paymel $ 6,758

During the years ended December 31, 2013, 2012@bd, rent expense was $2.0 million, $1.7 million 1.1 million, respectively.
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Commitments—As of December 31, 2013 and 2012, Pacific Drilliragl no material commitments other than commitmesitted to
deepwater drillship construction purchase commitsidiscussed in Note 3.

Our ability to meet these commitments and ongoingking capital needs will depend in part on outfatoperating and financial
performance, which is dependent on cash flow gee@faom operating and financing activities and auailable cash balances. Our liquidity
fluctuates depending on a number of factors, irinlyldamong others, our revenue efficiency anditheng of collecting accounts receivable as
well as amounts paid for operating costs. We beli&at our cash on hand and cash flows generaigddperating and financing activities will
provide sufficient liquidity over the next twelveomths to fund our working capital needs, amort@afiayments on our long-term debt and
capital expenditures.

Letters of Credit —As of December 31, 2013, we were contingently éalmhder certain performance, bid and custom bonddedters ¢
credit totaling approximately $284.5 million reldt® letters of credit issued as security in thenad course of our business.

Contingencies—It is to be expected that we and our subsidiaxidse routinely involved in litigation and dispeg arising in the
ordinary course of our business. On April 16, 200rdnsocean filed a complaint against us in theddinStates District Court for the Southern
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 the ultimatdlltgbif any, resulting from any such
pending litigation will have a material adversesetfon our financial condition, results of operasi@r cash flows.

We entered into a drilling contract for tRacific Borawith a subsidiary of Chevron Corporation (“Chevrprinder the contract terms,
Chevron agreed to reimburse us for certain capjigtades to the drillship. At the end of the carttreve are obligated to refund a portion of
these costs; however, the ultimate amount of thanceliability to be paid is subject to reductidhthe contract is extended beyond its initial
term. As of December 31,2013 and 2012, we recondtidn our consolidated balance sheets a liabdft$17.8 million in accrued expenses
$15.6 million in other long-term liabilities, resgiely, for our payable to Chevron that represéinésmaximum amount that could be
ultimately paid.

We maintain loss of hire insurance that becomesctffe 45 days after an accident or major equiprfahre covered by hull and
machinery insurance, resulting in a downtime et extends for 180 days. In the third quarter 2@HdPacific Sciroccaunderwent repairs
and upgrades to ensure engine reliability, whick waovered event under our loss of hire policy itbsulted in the $23.7 million and $18.5
million of loss of hire insurance recovery recogiziuring the years ended December 31, 2012 arfd PQting the year ended December 31
2013, there was no loss of hire insurance recovery.
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Note 12—Concentrations of Credit and Market Risk

Financial instruments that potentially subject @mmpany to credit risk are primarily cash equivideand accounts receivable. At times,
cash equivalents may be in excess of FDIC insurtimits. With regards to accounts receivable, weehan exposure from our concentratio
clients within the oil and natural gas industryisTimdustry concentration has the potential to iotfmaur exposure to credit and market risks as
our clients could be affected by similar changesdanomic, industry or other conditions. Howeveg, velieve that the credit risk posed by this
industry concentration is largely offset by theditworthiness of our client base. During the yesnded December 31, 2013, 2012 and 2011,
the percentage of revenues earned from our cheassas follows:

Years Ended December 31

2013 2012 2011
Chevron 55.% 45.(% 10C%
Total 22.% 32.9% —
Petrobras 21.8% 22.1% —

Note 13—Segments and Geographic Areas

Pacific Drilling is an international offshore diily contractor providing drilling services to thitkand natural gas industry through the use
of high-specification rigs. Our primary businessasontract our ultraeepwater rigs, related equipment and work creviusiguily on a dayrat
basis, to drill wells for our clients.

Our drillships are part of a single, global maragtcontract drilling services and can be redeptbgkbally due to changing demands.
We consider the operations of each of our drillshigpbe an operating segment. We evaluate thedialgmerformance of each of our drillships
and our overall fleet based on several factorduding revenues from clients and operating prdfite consolidation of our operating segments
into one reportable segment is attributable to h@amanage our fleet, including the nature of ouvises provided, type of clients we serve
and the ability of our drillships to operate iniagse, global market. The accounting policies of operating segments are the same as those
described in the summary of significant accounpinticies (Note 2).

As of December 31, 2013, tiRacific Bora, thePacific Sciroccaand thePacific Khamsinvere located offshore Nigeria, tRacific
Mistral was located offshore Brazil and tRacific Santa Anavas located offshore the United States. Pheific Sharay, thePacific Meltem
and thePacific Zondawere located in South Korea, where they are unolestcuction by SHI.

During the years ended December 31, 2013, 2012@hd, the percentage of revenues earned by gedgranga, based on drilling
location, is as follows:

Years Ended December 31

2013 2012 2011
Nigeria 52.1% 63.6% 10C%
Gulf of Mexico 26.1% 14.2% —
Brazil 21.8% 22.1% —

F-33



Table of Contents

PACIFIC DRILLING S.A. AND SUBSIDIARIES
Notes to Consolidated Financial Statements — Contired

Note 14—Investment In and Notes Receivable from Juoi Venture

On March 30, 2011, our Predecessor assigned @eests in TPDI to a subsidiary of the Quantum RaGifoup. As a result, neither the
Company nor any of its subsidiaries owned any @sein TPDI following March 30, 2011.

In 2007, our Predecessor entered into various agrees with Transocean, which culminated in the fdfam of a joint venture company,
TPDI, which was owned 50% by our Predecessor afa Ba subsidiary of Transocean. TPDI was formetbitstruct, own, and operate or
charter two deepwater drillships, named Eferubai Deepwater KG1hat started operating in July 2009 dltirubai Deepwater KG2hat
started operating in March 2010.

We determined that the Joint Venture met the daitefr a variable interest entity a (“VIE”) as TPBkquity investment at risk was not
sufficient for the entity to finance its activiti@sthout additional subordinated financial supp¥@ve determined that TPDI was a VIE and
Transocean was the primary beneficiary for accognpurposes since Transocean a) had the powereitt thie marketing and operating
activities, which were the activities that mostrsfigantly impact TPDI's economic performance andhd the obligation to absorb losses or
the right to receive benefits that could potentiakk significant to the VIE. As a result, we accaahfor TPDI as an equity method investment
in our consolidated financial statements.

The Joint Venture shareholders entered into pramjssote agreements with TPDI to fund the formatbthe Joint Venture. The
promissory notes accrued interest at LIBOR pluspg¥annum with sermannual interest payments. The Joint Venture waseatptired to mak
any payments of principal or interest prior to DI Transfer.

The Joint Venture entered into interest rate swapgh are designated as cash flow hedges of thiesfinterest payments on variable-
rate borrowings under its bank credit facilitiesirdg the year ended December 31, 2011, Pacifitimyyireclassified $3.0 million of losses
previously recognized as accumulated other compsate income to equity in earnings of Joint Ventdiee Joint Venture recognized gains
and losses associated with the ineffective powidthe cash flow hedges in interest expense ipén®d in which they are realized. During the
year ended December 31, 2011, the Joint Ventugded ineffectiveness gains of $0.6 million to et expense

Transocean and Pacific Drilling also entered intetter of credit fee agreement whereby Transoeggeed to provide a letter of credit as
needed for purposes of TPDI's compliance with #rens under TPDI's bank credit facility. In retuRacific Drilling agreed to pay Transocean
our 50% share of a 4.2% per annum fee on the redjletter of credit amount. During the year endeddnber 31, 2011, Pacific Drilling
incurred $0.3 million of fees related to this agneat that was recorded as interest expense inomsotidated statement of operations.

The TPDI Transfer was recorded and presented asdedd in-kind within our consolidated financiaghteements on March 31, 2011,
which date was used for convenience after our csimh that there were no material intervening taatisns between March 30, 2011 and
March 31, 2011.
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Summarized TPDI consolidated results of operatayesas follows:

For the Three
Months Ended
March 31, 201:
(in thousands

Operating revenue $ 90,41«
Operating expense 35,49:
Operating incom 54,92
Interest expense, n (13,959
Other expens (99)
Income before income tax 40,86*
Income tax expens 4,16¢
Net income $  36,69¢

Note 15—Related-Party Transactions

During the year ended December 31, 2011, Pacifidirigr borrowed $142.2 million under a relatpdsty loan provided by a subsidiary
the Quantum Pacific Group. Borrowings under the lagreement accrued interest at the rate of sbepéper annum. During the year ended
December 31, 2011, Pacific Drilling incurred angitalized interest expense of $0.6 million on takated-party loan as a cost of property and
equipment. On March 23, 2011, all outstanding eslgiarty loan principal and accrued interest, in thimant of $142.8 million, was convert
into equity of Pacific Drilling Limited. Followinghe conversion, the related-party loan agreemestterainated.

Prior to the TPDI Transfer, the Company entered prbmissory note agreements with TPDI and Trareote fund TPDI as presentec
our consolidated financial statements and desciibéibte 14. During the year ended December 3112t Company recorded related-party
interest income from the Joint Venture of $0.5 imillon the promissory notes.

On March 30, 2011, the Company assigned its interesTPDI, including promissory notes, to a sulasigof the Quantum Pacific
Group. We did not receive any consideration foriR®I| Transfer. In connection with the TPDI Transfee entered into a management
agreement pursuant to which we provided day-toedeysight and management services with respebet@tiantum Pacific Group’s equity
interest in TPDI for a fee of $8,000 per day. Ony\84, 2012, as a result of Quantum Pacific’'s ditexs of their equity position in TPDI, this
management agreement was terminated. During the geded December 31, 2012 and 2011, managementteae of $1.2 million and $2.2
million, respectively, was recorded in other incowithin our consolidated statements of operations.

The joint venture agreements relating to TPDI pitedi Quantum Pacific Group with a put option thiivedd it to exchange its 50%
interest in TPDI for shares of Transocean or cashpurchase price based on an appraisal of thedhie of the two vessels owned by TPDI,
subject to various customary adjustments. In carjan with the TPDI Transfer, a subsidiary of theaQtum Pacific Group provided a
guarantee to Project Facilities Agreement lendarsonsideration for the guarantee, we agreed yahp@ Quantum Pacific Group a fee of
0.25% per annum on the outstanding borrowings erPtioject Facilities Agreement. During the yeameghDecember 31, 2012 and 2011,
guarantee fees of $1.3 million and $1.9 million evercurred of which $0.5 million and $1.5 millioreve recorded to property and equipment
as capitalized interest costs, respectively.
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On April 24, 2012, the guarantee was terminatedthed)uantum Pacific Group was released from iligations thereunder. In connection
with the termination and release of the guarargeerelated agreement with the Quantum Pacific @nwas terminated.

In February 2012, the Quantum Pacific Group pureti&0.0 million of the 2015 Senior Unsecured Bofddlowing their initial
purchase, the Quantum Pacific Group sold the 2@&HBo% Unsecured Bonds purchased to unrelated pattieng the year ended December 31
2012. See Note 5 for a description of the 2015 @ddihsecured Bonds.

Note 16—Restricted Cash

Following the PFA and Tl Facilities Refinancing, tad no restricted cash as of December 31, 2018f Recember 31 2012, restricted
cash consisted primarily of bank accounts held ¥ifthncial institutions as security for the PFA arid-acilities.

Note 17—Retirement Plans

Pacific Drilling sponsors a defined contributiotimement plan covering substantially all U.S. enygles (the “U.S. Savings Plan”) and ar
international savings plan (the “International ®&& Plan”). Under the U.S. Savings Plan, the Compaatches 100% of employee
contributions up to 6% of eligible compensation participant. Under the International Savings Plaa contribute 6% of base compensation
(limited to a contribution of $15,000 per partiaipa During the years ended December 31, 2013, 208122011, our total employer
contributions to both plans amounted to $4.5 milli$3.7 million and $2.8 million, respectively.

Note 18—Supplemental Cash Flow Information

During the years ended December 31, 2013, 2012@hd, we paid $87.7 million, $70.9 million and $8lion of interest, net of amour
capitalized, respectively. During the years endeddbnber 31, 2013, 2012 and 2011, we paid incones ai$22 million, $19.3 million, and
$0.5 million, respectively.

Capital expenditures in our consolidated statemefntsish flows include the effect of changes irraed capital expenditures, which are
capital expenditures that were accrued but unpgié@od end. We have included these amounts iowmts payable, accrued expenses and
accrued interest in our consolidated balance skseté December 31, 2013 and 2012. During the yeradted December 31, 2013, 2012 and
2011, capital expenditures do not include the ingpatan increase in accrued capital expendituf&d. 6.3 million, decrease in accrued capital
expenditures of $4.0 million and increase in acdreapital expenditures of $1.3 million in our colikated statements of cash flows,
respectively.

During the years ended December 31, 2013, 2012@hd, non-cash amortization of deferred financiost€ and accretion of debt
discount totaling $7.1 million, $3.6 million and%2 million were capitalized to property and equgnt) respectively. Accordingly, these
amounts are excluded from capital expendituresiirconsolidated statements of cash flows for ttersrended December 31, 2013, 2012 and
2011.
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Shareholders of Trarso&cific Drilling Inc.

We have audited the accompanying consolidated balsimeet of Transocean Pacific Drilling Inc. (tmfmpany”) as of March 31, 2011
and the related consolidated statements of opast@mmprehensive income, shareholders’ equitycast flows for the three months ended
March 31, 2011. These financial statements areg$@onsibility of the Company’s management. Oupaasibility is to express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with the stedwof the Public Company Accounting Oversighti@d&/nited States). Those
standards require that we plan and perform thet &andbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. We were not engaged to perform ait afuithe Company’s internal control over finanaiaporting. Our audit included
consideration of internal control over financigbogting as a basis for designing audit procedurasdre appropriate in the circumstances, but
not for the purpose of expressing an opinion oreffectiveness of the Company’s internal contrarofinancial reporting. Accordingly, we
express no such opinion. An audit also includesnéxiag, on a test basis, evidence supporting theusts and disclosures in the financial
statements, assessing the accounting principlesarsg significant estimates made by managementgeadating the overall financial
statement presentation. We believe that our auditiges a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts,¢onsolidated financial position of
Transocean Pacific Drilling Inc. at March 31, 2@id the consolidated results of its operationsi@nthsh flows for the three months ended
March 31, 2011, in conformity with U.S. generaltycapted accounting principles.

/sl Ernst & Young LLP

Houston, Texas
March 5, 2012
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Operating revenues

Contract drilling revenue

Cost and expense

Operating and maintenan
Operating and maintenar—affiliates
Depreciatior

General and administrati

Gain loss on disposal of ass

Operating income
Other expense
Interest expense, n
Other

Income before income taxe
Income tax expens
Net income

See accompanying notes.

TRANSOCEAN PACIFIC DRILLING INC.

Consolidated Statement of Operations
(In thousands)

F-38

Three months ende:

March 31, 2011
$ 90,41«

22,15
3,29¢
9,917

121

2
35,49:
54,92:

(13,95%)

(99)

(14,05)

40,86

4,16¢

$ 36,69



Table of Contents

TRANSOCEAN PACIFIC DRILLING INC.

Consolidated Statement of Comprehensive Income
(In thousands)

Net income

Other comprehensive income

Unrecognized gain on derivative instrume

Reclassification adjustment for loss on derivatharuments realized in net incor
Other comprehensive income, net of income t:
Total comprehensive income

See accompanying notes.
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TRANSOCEAN PACIFIC DRILLING INC.

Consolidated Balance Sheet
(In thousands, except share data)

March 31,
2011
Assets
Cash and cash equivalel $ 26,22
Shor-term restricted cas 24,50¢
Accounts receivabl
Trade and othe 117,09:
Affiliates 1,00¢
Materials and supplies, n 21,94¢
Prepayments and other current as 2,691
Total current asse 193,47¢
Property and equipme 1,475,16
Less accumulated depreciati 53,94!
Property and equipment, r 1,421,211
Other asset 8,951
Total asset $1,623,65
Liabilities and shareholders’ equity
Accounts payabl
Trade $ 10,06¢
Affiliates 67,18:
Debt due to affiliate within one ye 70,00(
Debt due to third parties within one ye 70,00(
Interest payabl 24,02t
Other current liabilitie: 33,74¢
Total current liabilities 275,02.
Long-term debt to affiliate 750,95¢
Long-term debt to third part 455,00(
Deferred income taxe 18¢
Other lon¢-term liabilities 9,86¢
Total lon¢-term liabilities 1,216,011
Common stock, $0.01 par value, 50,000 shares amélthrissued, fully paid and outstanding at Marth2011 1
Additional paic-in capital 1,74:%
Accumulated other comprehensive i (19,48Y)
Retained earning 150,36(
Total shareholde’ equity 132,61
Total liabilities and sharehold¢ equity $1,623,65

See accompanying notes.
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Balance at December 31, 2010
Net income
Other comprehensive incor

Balance at March 31, 20:

See accompanying notes.

TRANSOCEAN PACIFIC DRILLING INC.

Consolidated Statement of Shareholders’ Equity
(In thousands, except for shares)

Additional Accumulated
Common stock paid-in comr())rtgr?(;nsiw Retained Total
Shares Amount capital income earnings shareholder¢
50,00( $ 1 $ 1,74 $ (26,91H $113,66. $ 88,49(
— — — 36,69¢ 36,69¢
— — 7,43( — 7,43(
50,00( $ 1 $ 1,748 $ (19,48) $150,36( $ 132,61

F-41



Table of Contents

TRANSOCEAN PACIFIC DRILLING INC.

Consolidated Statement of Cash Flows
(In thousands)

Operating activities
Net income
Adjustments to reconcile net income to net caskigeal by operating activitie
Depreciation and amortizatic
Deferred income ta
Gain loss from disposals of assets,
Other, ne
Changes in operating assets and liabilit
Restricted cas—interest
Account receivable and other current as
Other asset
Accounts payable and accrued liabilit
Income tax receivable / payat
Other lon¢-term liabilities
Receivable from / payable to affiliates, |

Net cash provided by operating activit
Investing activities
Capital expenditure
Net cash used in investing activiti
Financing activities
Proceeds from restricted cash investm
Deposits to restricted cash investme
Repayment of shc-term affiliate deb
Repayment of shc-term thirc-party debt
Proceeds from lor-term affiliate deb
Proceeds from lor-term thirc-party debt
Net cash used in financing activiti
Net decrease in cash and cash equiva
Cash and cash equivalents at beginning of p¢
Cash and cash equivalents at end of pe

See accompanying notes.
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Three months ende:

March 31, 2011
$ 36,69¢

9,911
20
(2)

1,49¢

(1,175
(32,579
11
1,52¢
1,61¢
(209
3,407
20,73

(12,279
(12,270

52,60
(52,695
(17,500)
(35,195

(52,69)
(44,23()
70,45
$ 2622
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TRANSOCEAN PACIFIC DRILLING INC.
Notes to Consolidated Financial Statements

Note 1—Nature of Operations

Transocean Pacific Drilling Inc. (and together withconsolidated subsidiaries, the “Company”, “wels”, or “our”), a British Virgin
Islands joint venture company having its registertfite at Walkers Chambers, P.O. Box 92, Road T,dvamtola, British Virgin Islands, was
incorporated on October 5, 2007 by Pacific Drillinignited, a Liberian corporation (“PDL"), whose mftate parent is Gladebrooke Holdings
Limited. On October 18, 2007 (“Inception”), Transaa Offshore International Ventures Limited (“TONlacquired a 50 percent interest in
the Company from PDL to form a joint venture foe fpurpose of, either directly or through its sulasids, constructing, owning, operating ¢
chartering two ultra-deepwater drillships (togettiee “Drilling Rigs”) named Dhirubhai Deepwater KG'KG1”) and Dhirubhai Deepwater
KG2 (*KG2"). In January 2008, TOIVL approved thanisfer of its equity in the joint venture to a wiadwned subsidiary, Transocean Pac
Drilling Holdings Limited (“TPDHL”"), a Cayman Islais company whose ultimate parent is Transocean(laglether with PDL, the
“Shareholders”). Beginning on October 18, 2010, Rad the right to exchange its interest in the Camyfor Transocean Ltd. shares or cash
at a purchase price based on an appraisal of ithealae of the Drilling Rigs subject to certainjastments. On March 30, 2011, PDL
transferred all of its interest in the Company wa@um Pacific Management Limited (“Quantum”), #filiate of PDL and a Cyprus
corporation, whose ultimate parent is Gladebrookklidgs Limited. See Note 5—Related Party Transasti

Since its inception, the Company has devoted sntigt@fforts to designing, engineering and corttracwith shipyards and vendors and
has entered into various construction managemeaeatents with TOIVL and its affiliates, in connectiwith the construction of the Drilling
Rigs (see Note 5—Related Party Transactions). Thé& &tarted operating in July 2009 and the KG2 eslanperating in March 2010.

Funding for the Company, as provided for in ther8halders’ Agreement (see Note 5—Related Party skretions), requires that the
Shareholders each provide capital or loans to ttrafgainy. To the extent expenditures are not fungetiibd-party indebtedness, the
shareholders are to fund in proportion to theipeesive ownership (1) all expenditures requirebéanade under various management service
agreements (see Note 5—Related Party Transacti@sny performance guarantees, surety bondsterdeof credit, (3) an adequate level of
working capital for the Company, and (4) additiorejuirements as agreed to by the Shareholdews. Brinception, capital expenditure
commitments were funded by PDL. At Inception, ttei®@holders issued promissory notes to the Comfmarifie funding of capital
expenditures (see Note 3—Interest-bearing LoanBamdwings and Note 5Related Party Transactions). As of March 31, 2@id amount
required to fund capital expenditures have beeriged through a combination of loans made in acaoce with the Shareholders’ Agreement
and third-party indebtedness.

Note 2—Summary of Significant Accounting Policies

Accounting estimates—The preparation of financial statements in accardamith accounting principles generally accepteth@Unitec
States (“U.S.”) requires us to make estimates asdraptions that affect the reported amounts oftgdsabilities, revenues, and expenses and
the disclosures of contingent assets and lialslit@@n an ongoing basis, we evaluate our estimagtagsumptions, including those related to
our allowance for doubtful accounts, materials smpplies obsolescence, property and equipmentyiadaxes, 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 amounts of assets and liegsilihat are not readily apparent from othe
sources. Actual results could differ from suchraates.

Fair value measurements—We estimate fair value at a price that would lm=ieed to sell an asset or paid to transfer alitglin an
orderly transaction between market participanth@principal market for the asset or liability. iGualuation techniques require inputs that we
categorize using a three-level hierarchy, from &gjho
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lowest level of observable inputs, as follows: {hpdjusted quoted prices for identical assetsabiliiies in active markets (“Level 1”),

(2) direct or indirect observable inputs, includopgpted prices or other market data, for similaesor liabilities in active markets or identical
assets or liabilities in less active markets (“Lex@ and (3) unobservable inputs that require Sigant judgment for which there is little or no
market data (“Level 3"). When multiple input levelse required for a valuation, we categorize th&efair value measurement according to
the lowest level of input that is significant teteasurement even though we may have also utdigedficant inputs that are more readily
observable.

Principles of consolidation—We consolidate entities in which we have a majordting interest and entities that meet the datéor
variable interest entities for which we are deetioelole the primary beneficiary for accounting pugmsNe eliminate intercompany
transactions and accounts in consolidation. Weyahgl equity method of accounting for investmentsiitities when we have the ability to
exercise significant influence over an entity tf@gtdoes not meet the variable interest entityddtor (b) meets the variable interest entity
criteria, but for which we are not deemed to beptimary beneficiary. We apply the cost methodafaunting for investments in other entities
if we do not have the ability to exercise signifitinfluence over the unconsolidated affiliate.

Cash and cash equivalents—Cash equivalents are highly liquid debt instrumevith original maturities of three months or lesattmay
include time deposits with commercial banks thatehaigh credit ratings, U.S. Treasury and goverrtreeaurities, Eurodollar time deposits,
certificates of deposit and commercial paper. Wg aigso invest excess funds in no-load, open-endagement investment trusts
(“management trusts”). The management trusts imsedtsively in high-quality money market instrurten

Restricted cash—Restricted cash is a cash item which is restriaketb withdrawal or usage.
Accounts receivable—Accounts receivable are stated at the historiaadying amount net of allowance for doubtful acasun

Allowance for doubtful accounts—We establish an allowance for doubtful accounts @ase-by-case basis, considering changes in tt
financial position of a major customer, when waéwad the required payment of specific amounts oisedhlikely to occur. We derive a
majority of our revenues from services to interoiaail oil companies and government-owned or goventioentrolled oil companies. We
evaluate the credit quality of our customers ow@agoing basis, and we do not generally requireaterl or other security to support customet
receivables. This allowance was zero at March 8112

Materials and supplies—Materials and supplies are carried at averagelesstan allowance for obsolescence. Such allowaase
$121 thousand at March 31, 2011.

Property and equipment—Property and equipment, consisting primarily dsbbre drilling rigs and related equipment, repnése
approximately 88 percent of our total assets atchl&r, 2011. The carrying amounts of these assetsaged on estimates, assumptions and
judgments relative to capitalized costs, usefiddiand salvage values of our rigs. These estineesmptions and judgments reflect k
historical experience and expectations regarditgéuindustry conditions and operations. We compefareciation using the straight-line
method after allowing for salvage values. We céiggeexpenditures for renewals, replacements aqudeements, and we expense
maintenance and repair costs as incurred. Uporosather disposition of an asset, we recognizetaain or loss on disposal of the asset,
which is measured as the difference between theamgting amount of the asset and the net procesdsved.

Estimated original useful lives for the Drillingd®i are 35 years and machinery and equipment freartdi 12 years. From time to time,
we may review the estimated remaining useful livesur drilling units, and we may extend the uséifelwhen events and circumstances
indicate a drilling unit can operate beyond its agming useful life.
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Long-lived assets—We review the carrying amounts of long-lived asget potential impairment when events occur orwinstances
change that indicate that the carrying value ohsaagsets may not be recoverable.

Operating revenues and expenses-We recognize operating revenues as they are edrasdd on average daily rates over the primary
contract term or based on a fixed-price. In corinaawith drilling contracts, we may receive reveadier preparation and mobilization of
equipment and personnel or for capital improvemantggys. In connection with new drilling contractevenues earned and incremental costs
incurred directly related to contract preparatiod anobilization are deferred and recognized overmttimary contract term of the drilling
project using the straight-line method. Our polieyamortize the fees related to contract preparatimbilization and capital upgrades on a
straight-line basis over the estimated firm pewddrilling is consistent with the general paceaofivity, level of services being provided and
dayrates being earned over the life of the contfamt contractual daily rate contracts, we accdontoss contracts as the losses are incurred.
Costs of relocating drilling units without contra¢b more promising market areas are expensectagéa. Upon completion of drilling
contracts, any demobilization fees received arernted in income, as are any related expenses. & apigrade revenues received are deferred
and recognized over the primary contract term efdtilling project. The actual cost incurred foe ttapital upgrade is depreciated over the
estimated remaining useful life of the asset. Waiirperiodic survey and drydock costs in connectigth obtaining regulatory certification to
operate our rigs on an ongoing basis. Costs adedaidth these certifications are deferred and éimext on a straighline basis over the peric
until the next survey.

Capitalized interest—We capitalize interest costs for qualifying constion and upgrade projects. We capitalized intezests on
construction work in progress of zero for the thmeenths ended March 31, 2011.

Derivative instruments and hedging activities—From time to time, we may enter into a varietydefivative financial instruments in
connection with the management of our exposurat@bility in foreign exchange rates and interasts. We record derivatives on our
consolidated balance sheet, measured at fair viarederivatives that do not qualify for hedge astong, we recognize the gains and losses
associated with changes in the fair value in cupeniod earnings. See Note 4—Derivatives and Hegflghd Note 7—Financial Instruments
and Risk Concentration.

We may enter into cash flow hedges to manage quosexe to variability of the expected future cdelv$ of recognized assets or
liabilities or of unrecognized forecasted transatdi For a derivative that is designated and qaalds a cash flow hedge, we initially recogi
the effective portion of the gains or losses ireottomprehensive income (loss) and subsequenthgnéze the gains and losses in earnings in
the period in which the hedged forecasted trarnsaetifects earnings. We recognize the gains arggfoassociated with the ineffective portion
of the hedges in interest expense in the periadhich they are realized.

We may enter into fair value hedges to manage xpwaure to changes in fair value of recognizedtassdiabilities, such as fixed-rate
debt, or of unrecognized firm commitments. For av@give that is designated and qualifies as avalue hedge, we simultaneously recognize
in current period earnings the gains or losse$ierderivative along with the offsetting losses aing on the hedged item attributable to the
hedged risk. The resulting ineffective portion, ethis measured as the difference between the charigie value of the derivative and the
hedged item, is recognized in current period eaiSee Note 4—Derivatives and Hedging and Note irar€ial Instruments and Risk
Concentration.

Foreign currency —The majority of our revenues and expenditureddareominated in U.S. dollars to limit our exposwuréareign
currency fluctuations, resulting in the use of th&. dollar as the functional currency for all ofr @perations. Foreign currency exchange gain
and losses are primarily included in other incomgénse) as incurred. We had net foreign currerclyamge losses of $105 thousand for the
three months ended March 31, 2011.
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Income taxes—The Company is a British Virgin Islands (“BVI") ogpany and our earnings are not subject to incomatBVI because
the country does not levy tax on corporate incoterently business is conducted through our sulsati with offices based in India. We h.
provided for income taxes based upon the tax lamdsrates in the countries in which operations aredacted and income is earned.

Taxes Collected from Customers and Remitted to Govemental Authorities —The Company reports service taxes collected from
customers and remitted to governmental authoritiea net basis. Certain operating activities abjestito service taxes of 10.3 percent on
revenues earned from our customers. The amoumireite tax incurred is excluded from contract thglrevenues and operating and
maintenance expenses on our consolidated stateoferpgrations. Unremitted service tax collectedrfrour customers is reported in other
current liabilities on our consolidated balanceette

Fair value of derivative financial instruments—To determine the fair value of derivative finandistruments, the Company discounts
projected cash flows as of the measurement datg sgjnificant observable market data, including-miarket rates for the forward USD-
LIBOR curve consisting of short-term cash rategoHallar futures, treasury yields, and swap spreladaddition, for fair value adjusted credit
risk, the Company applies credit spreads to theodist factors, applying a weighted-average crgdi¢ad prevailing on the third party debt if
the derivative is a liability. If the derivative @ asset, the credit risk adjustment is baset@uredit quality of each respective counterparty.
To determine the credit adjustment necessary dafftliate, TOIVL, the Company applies the crespiteads prevailing on third-party debt
agreements with this entity.

Subsequent events—We evaluate subsequent events through the daténhaucial statements are available to be issuedttte three
months ended March 31, 2011, we have evaluateaggubat events through March 5, 2012. See Note 1hsebuent Events.

Recently adopted accounting pronouncements

Fair value measurements and disclosures-Effective January 1, 2011, we adopted the remgiphovisions of the accounting standard:s
update that clarified existing disclosure requirateeand introduced additional disclosure requireséor fair value measurements. The updat
required entities to separately disclose informmatbout purchase, sales, issuances, and settleméngsreconciliation of recurring Level 3
measurements on a gross basis. Our adoption didveta material effect on the disclosures contkim@ur notes to condensed consolidated
financial statements.

Note 3—Interest-bearing Loans and Borrowings

$1.265 billion Credit Facility— In October 2008, the Company entered into a ceggiitement for a $1.265 billion secured credit figgi
comprised of a $1.0 billion senior tranche and @0&illion junior tranche (the “Term Loan Facilifyas well as a $75 million revolving credit
facility (the “Revolving Credit Facility”). The Tem Loan Facility and the Revolving Credit Facilitpgether, the “Credit Facilities”) financed
the construction of the Drilling Rigs which sensesgecurity against outstanding debt. The Term Lagility senior and junior tranches are t
comprised of two equal tranches for the KG1 and KB2IVL participates as a lender in the senior pmdor tranches with a 50 percent
commitment totaling $595 million in the aggregdtke Credit Facilities bore interest at LIBOR plbs tnargin of 1.60 percent until each
drilling rig was accepted. Subsequent to the aecegt of the respective rig, the related tranchéseTerm Loan Facility bear interest at a
margin of 1.45 percent for the senior tranche a@8 percent for the junior tranche. Subsequenttetance of the KG2, the Revolving Credit
Facility bears interest at a margin of 1.45 perc&he availability of any
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commitment amounts not borrowed under the Term Lksility ceased upon completion of constructiothef Drilling Rigs. The Revolving
Credit Facility remains available for the financioggeneral working capital needs throughout thentef the facility. The maximum amount
available under the Revolving Credit Facility redsito $35 million at December 2013 and to $15 amliit December 2014, and at each
commitment reduction date, the Company is requive@pay any outstanding borrowings in excess efdéiduced commitment amount. The
senior tranche requires quarterly payments beginimrpril 2010 and is due in full in March 2015hd junior tranche and the Revolving
Credit Facility are due in full in March 2015. Wieeaequired to maintain certain cash balancesefisat! in the loan agreement, to service the
debt. At March 31, 2011, the Company had $24.5anilbf restricted cash classified as a currentta3ée Credit Facilities have covenants
contain minimum liquidity requirements, a minimumbd service ratio and a maximum leverage ratio. Cleslit Facilities may be prepaid in
whole or in part without premium or penalty. At Mhar31, 2011, $1,050 million was outstanding unterGredit Facilities, of which

$525 million was due to TOIVL, at a weighted-averagterest rate of 1.90 percent, not includingefiects of the cash flow hedges.

Promissory Notes—At Inception the Company entered into unsecuretn@ssory note agreements (the “Promissory Note&h w
TOIVL and PDL for the purpose of funding the jougnture formation (see Note 5—Related Party Trarmas). In October 2008, using
borrowings under the Credit Facilities, the Compprgpaid $441 million of outstanding Promissory &otin September 2009 and October
2009, additional promissory notes of $20 milliod&54.5 million, respectively were issued to therpany. As of March 31, 2011,
$296 million in Promissory Notes were outstand®t¥8 million of which was due to each of Quanturd &@IVL. As of March 31, 2011, the
Company deferred interest payments totaling $21llomand is classified as interest payable in consolidated balance sheet. The weightec
average interest rate was 2.5 percent for the thiwehs ended March 31, 2011, respectively. Thepoorants of the Company’s debt balances
were as follows:

(In thousands March 31, 201!
Related party debt
Term loan facility due within one ye—due to TOIVL $ 70,00(
Total current debt to affiliates 70,00(
Long-term term loa—due to TOIVL 454,99¢
Long-term promissory no—due to TOIVL 147,98(
Total long-term due to TOIVL 602,97¢
Long-term promissory no—due to Quantur 147,98(
Total long-term debt to affiliates 750,95¢
Third party debt
Term loan facility due within one ye 70,00(
Total current debt to third party 70,00(
Long-term debi 455,00(
Total long-term debt to third party 455,00(
Total debt $ 1,345,95
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The following table presents the carrying amourthie Company’s debt along with the key terms aaldices presented at face value o

its debt agreements:

(In thousands

Current

$1.265 billion Credit Facility

$1 billion senior trancl—KG1

$1 billion senior trancl—KG2

$1 billion senior tranct—KG1 due to TOIVL
$1 billion senior tranct—KG2 due to TOIVL

Total current debt—$1.265 billion Credit Facility

Long-term
$1.265 billion Credit Facility
$1 hillion senior tranct—KG1
$1 hillion senior tranct—KG2
$1 billion senior tranct—KG1 due to TOIVL
$1 billion senior tranct—KG2 due to TOIVL
$190 million junior tranch—KG1
$190 million junior tranch—KG2
$190 million junior tranck—KG1 due to TOIVL
$190 million junior tranck—KG2 due to TOIVL
$75 million revolving credit facility

Total $1.265 billion Credit Facility
Promissory Notes
Promissory Not—due to Quantur
Promissory Not—due to Quantur
Promissory Not—due to Quantur
Promissory Not—due to Quantur
Promissory Not—due to Quantur
Total Promissory Note—due to Quantum
Promissory Not—due to TOIVL
Promissory Not—due to TOIVL
Promissory Not—due to TOIVL
Promissory Not—due to TOIVL
Promissory Not—due to TOIVL

Total Promissory Note—due to TOIVL
Total Promissory Notes
Total long-term debt

Total debt
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Effective

Interest Rate (%) Final
at March 31, 2011 maturity March 31, 201
LIBOR + 1.4%% March 9, 201 $ 35,00(
LIBOR + 1.4%% March 9, 201 35,00(
LIBOR + 1.4%% March 9, 201 35,00(
LIBOR + 1.4%% March 9, 201 35,00(
$ 140,00
LIBOR + 1.4%% March 9, 201 $ 180,00(
LIBOR + 1.4%% March 9, 201 180,00(
LIBOR + 1.4%% March 9, 201 180,00(
LIBOR + 1.4%% March 9, 201 180,00(
LIBOR + 2.2%% March 9, 201 47,50(
LIBOR + 2.2%0% March 9, 201 47,50(
LIBOR + 2.2%% March 9, 201 47,49¢
LIBOR + 2.2%0% March 9, 201 47,50(
LIBOR + 1.4%% March 9, 201 —
909,99¢
LIBOR + 2.0% October 18, 201 18,11(
LIBOR + 2.0% January 22, 20: 51,10(
LIBOR + 2.0% July 1, 201 41,52(
LIBOR + 2.0(% September 4, 20: 10,00(
LIBOR + 2.0(% October 23, 201 27,25(
147,98(
LIBOR + 2.0% October 18, 201 18,11(
LIBOR + 2.0% January 22, 20: 51,10(
LIBOR + 2.0% July 1, 201 41,52(
LIBOR + 2.0(% September 4, 20: 10,00¢(
LIBOR + 2.0(% October 23, 201 27,25(
147,98(
295,96(
$ 1,345,95!
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Scheduled maturities—At March 31, 2011, the scheduled maturities of delst were as follows (in thousands):

Within one yeal $ 140,00(
2012 (Nine months ended December 31, 2( 105,00(
2013 140,00(
2014 140,00(
2015 524,99¢
Thereaftel 295,96(

$1,345,95!

Note 4—Derivatives and Hedging

Cash flow hedges—In January 2009, the Company entered into inteegstswaps with an aggregate maximum notionalevafu
$892.8 million which are designated as a cash fledge of the future interest payments on variadtke borrowings under the Credit Facilities
to reduce the variability of cash interest paymedtsder the interest rate swaps, the Company aékive interest at three-month LIBOR and
pay interest at a fixed rate of 2.24 percent olerexpected term of the Credit Facilities. TOIVLtiag as a swap counter-party with the
Company, provided $446.4 million of the $892.8 millin aggregate maximum notional value.

In May 2009, the Company entered into interest sat@ps with an aggregate maximum notional valug26f7.2 million which are
designated as a cash flow hedge of the futureastgrayments on variable rate borrowings unde€Ctieelit Facilities to reduce the variability
cash interest payments. Under the interest ratpswae Company will receive interest at three-hdiBOR and pay interest at a fixed rate of
2.65 percent over the expected term of the Creditliies. TOIVL, acting as a swap counter-partyhwthe Company, provided $148.8 million
of the $297.5 million in aggregate maximum notiovellLie.

The Company recognizes the gains and losses awsbuidh the ineffective portion of the hedgesriterest expense in the period in
which they are realized. During construction of Bréling Rigs, the notional value increases prdjmrately with the forecasted borrowings
under the Credit Facilities to a maximum amoursfl90 million, of which $595 million is attributebto TOIVL. Upon completion of
construction of Drilling Rigs, the notional valueateases proportionately with the repayment ofdwinrgs under the Credit Facilities. As of
March 31, 2011, the aggregate notional value hadedsed to $1,015 million.

At March 31, 2011, the fair market value of thefcisw hedges was $19.6 million, of which $18.3lmil was recorded in other current
liabilities and $1.3 million was recorded in otheng-term liabilities. Other comprehensive gairs@f4 million was recorded in the first three
months of 2011. At March 31, 2011, the ineffectietion was recorded as a decrease to intereshegpd $640 thousand. In the first three
months of 2011, the Company reclassified $5.4 amllbf amounts previously recognized as other cohgrsive income to interest expense
of March 31, 2011, we estimate that we will redligssterest expense of $18.4 million from the ambrecorded in Accumulated Other
Comprehensive Income into earnings during the h2xhonths.

Note 5—Related Party Transactions

Shareholder Agreement—The Shareholders have entered into an agreenment§hareholders’ Agreementiinder which the rights ar
restrictions with respect to the governance andagement of the Company are defined. Among othagthithe Shareholders’ Agreement
states that the Shareholders will provide futuredfng of capital expenditures and other liquidigeds as required in the form of additional
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loans or capital contributions. Additionally, TOI\fhay, during the course of its ongoing operatigneyide certain incidental general and
administrative functions on behalf of the Compangluding procurement and payables, treasury astl n@nagement, personnel and payroll
and accounting at cost to the Company.

Put Option and Registration Rights Agreement—The Shareholders and Transocean Ltd. have ent#edn agreement under which
Quantum, beginning on October 18, 2010, had thiatenal right to exchange its interest in the Conypfor shares of Transocean Ltd. or cash
at a purchase price based on an appraisal of itteealae of the Drilling Rigs, subject to certaidjastments.

Promissory Note Agreements—At Inception, the Company entered into unsecurednssory note agreements with TOIVL and PDL
for the purpose of funding the formation of the @amy. The Promissory Notes bear an interest ralt¢dB®MR plus 2 percent per annum with
semi-annual interest payments commencing April808. The Company may, upon written notice to Qumnand TOIVL, elect to defer the
payment of accrued interest (including any prideded interest) to the next succeeding interegty@at date. At April 30, 2008, the Company
elected to defer the interest payments due unédPtbmissory Notes. In October 2008, in conneatitth borrowings under the Credit
Facilities, the Company paid approximately $32ionllto satisfy interest accrued and deferred thindbgptember 30, 2008. Through March
2011, no further interest payments had been makealhinterest due was deferred. The Promissotg®lare scheduled to mature ten years
after the date of the respective note and the Cagnpeay, upon written notice to Quantum and TOIVieceto defer the maturity date for a
period up to ten years. The Company is not requwadake any payments of principal or interestipiacthe maturity date. As of March 31,
2011, $296 million in Promissory Notes remainedstartding, $148 million of which was due to eaclQofntum and TOIVL.

Construction Management Agreements—At Inception, the Shareholders entered into colsitn management agreements with
TOIVL in connection with the construction of theilllng Rigs. Pursuant to these agreements, TOIVIL éasign, construct, equip and test the
Drilling Rigs in accordance with the terms, coratits and requirements of their respective constm@d equipments contracts. The Comj
has agreed to reimburse TOIVL for all documentestcmcurred by TOIVL in performing its duties undieese agreements. The terms of this
agreement allow TOIVL to delegate certain of itieland obligations under the agreement Gasstruction Support Agreementshis
agreement was terminated upon customer acceptétioe KG2.

Construction Support Agreements—TOIVL has elected to delegate certain duties arljations under the Construction Management
Agreements to an affiliate, Transocean Construdiamagement Ltd.—Korea Branch (“TCML"). In connextiwith this delegation, in
January 2008 the Company entered into construstipport agreements with TCML under which TCML wiéisign, construct, equip and test
the Drilling Rigs in accordance with the terms, ditions and requirements of their respective camsion and equipments contracts. The
Company has agreed to reimburse TCML for all doaueekcosts incurred by TCML in performing its dstider these agreements. This
agreement was terminated upon customer acceptétice KG2. There were no costs incurred under tbhes@uction Support Agreement for
the three months ended March 31, 2011.

Marketing Agreement —The Shareholders entered into a marketing agreewitnTOIVL. Under the terms of the marketing
agreement, the Company granted TOIVL and its afé, on an exclusive basis, all rights to markehef the Drilling Rigs worldwide for use
in any territory or region. Commencing upon theedaftthe completion and delivery of the DrillinggRithrough perpetuity unless otherwise
terminated by the party in accordance with the egent, the Company will pay TOIVL a marketing fé&d,000 per day in respect of each
Drilling Rig. The marketing fee is subject to adjuent annually based on the consumer pricing index
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published by the U.S. Department of Labor. Expentaed to this agreement recorded in Operatingnaaidtenance—affiliates on the
statement of operations was $1 million for the ¢hmeonths ended March 31, 2011.

Operating Agreement—The Shareholders entered into an operating agreemignTOIVL. Under the terms of the operating agrent
the Company appoints TOIVL and its affiliates td as the operator of the Drilling Rigs. Commenaipgn the date of the completion and
delivery of the Drilling Rigs, TOIVL is providingesvices to include day to day management superveia operating, maintenance,
administrative and related services in respecaohdrilling Rig. The Company has agreed to reimburOIVL for all documented costs
incurred by TOIVL in performing its duties underglagreement. In addition to the documented costsied, TOIVL allocated local overhead
costs of $2 million for the three months ended Ma8t, 2011.

Term Loan Facility —As described in Note 3—Interest-bearing Loans Bodowings, the Company entered into a Term Loaziliia
in which TOIVL participates in the senior and juntcanches with a commitment totaling $595 milliarthe aggregate.

Guarantees from TOIVL —In connection with the Credit Facilities, TOIVL $igrovided a guarantee in the amount of $160 millio
backing the obligations of the Company under thed@i-acilities.

Cash flow hedges—As described in Note 4—Derivatives and Hedging, @ompany entered into an interest rate swap agteam
which TOIVL acts as a swap counterparty providingaimum notional value of $595 million.

Contract labor expenses—TOIVL and its affiliates incur certain payroll dson the Company’s behalf. Through the operating
agreement TOIVL and its affiliates provide workweeto perform day to day operations. These expenees $13 million for the three months
ended March 31, 2011 and are a component of opgratid maintenance expense on the statement Gitmpes.

Letter of credit— In connection with the minimum liquidity requirenterunder the Credit Facilities, the Company funtfedminimum
balance of $60 million required for the Debt SeeviReserve Account (the “DSRA”). This was fundedaigtter of credit issued by an affiliate
of TOIVL, Transocean Inc., in April 2010.

Note 6—Fair Value of Financial Instruments

We estimate the fair value of each class of finr@nostruments, for which estimating fair valugracticable, by applying the following
methods and assumptions:

Cash and cash equivalents, Restricted cash, Accosnieceivable—Affiliates and Accounts receivable—Tide and other, Interest
receivable from affiliates—The carrying amounts approximate fair value beeaithe short maturity of these instruments.

Short-term and long-term debt due to affiliates—The determination of the fair value of short-terebtdldue to affiliates with a carrying
amount of $70.0 million at March 31, 2011 and thie ¥alue of long-term debt due to affiliates watltarrying amount of $751 million at
March 31, 2011 is not practicable due to the rdlgi@rty nature of such debt. See Note 5—Relatety Peansactions.

Short-term and long-term debt to third parties— The face value of interesiearing loans and borrowings approximates thevédire o
the loans and borrowings since they have effedtiterest rates that are based on floating rates.
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Derivative instruments— The carrying amount of our derivative instrumem{gresents the estimated fair value, measured diect or
indirect observable inputs, including quoted prioesther market data for similar assets or liéibgiin active markets or identical assets or
liabilities in less active markets. At March 31,120the fair market value of the cash flow hedgas #19.6 million, of which $18.3 million w
recorded in other current liabilities and $1.3 millwas recorded in other long-term liabilities.

Note 7—Financial Instruments and Risk Concentration

Foreign exchange risk—We operate internationally, resulting in expostaréoreign exchange risk. This risk is primarilysasiated with
compensation costs and with purchases from forgigpliers denominated in currencies other thartise dollar.

We do not enter into derivative transactions farcsiative purposes. At March 31, 2011, we had ristanding foreign exchange
derivative instruments.

Interest rate risk — Financial instruments that potentially subjectaisoncentrations of interest rate risk include @ash equivalents
and debt obligations. We are exposed to interéstrisk related to our cash equivalents, as therést income earned on these investments
changes with market interest rates. Floating rat#,dvhere the interest rate can be adjusted gwayor less over the life of the instrument,
exposes us to short-term changes in market inteates.

From time to time, we may use interest rate swapegents to manage the effect of interest rateggsaon future income. These
derivatives are used as hedges and are not usegdoulative or trading purposes. Interest ratgpswaae designated as a hedge of underlying
future interest payments. These agreements intbl/exchange of amounts based on variable intextest and amounts based on a fixed
interest rate over the life of the agreement witteuexchange of the notional amount upon whickpthenents are based. The interest rate
differential to be received or paid on the swap®@gnized over the lives of the swaps as an tdgrd to interest expense. Gains and losses
on terminations of interest rate swap agreemestsleferred and recognized as an adjustment t@sitekpense over the remaining life of the
underlying debt. In the event of the early retirat@ a designated debt obligation, any realizedroealized gain or loss from the swap would
be recognized in income. At March 31, 2011, the gany had approximately $1,346 million of outstagdiariable rate debt at face value, of
which $1,050 million was in an effective hedgintatnship.

Credit risk —Financial instruments that potentially subjectaissoncentrations of credit risk are primarily casid cash equivalents,
trade receivables, and obligations owed to the Gomby its counterparties under the cash flow hedigés our practice to place our cash anc
cash equivalents in time deposits at commerciakdarith high credit ratings or mutual funds, whiokiest exclusively in high quality money
market instruments.

In its initial drilling contracts, the Company exjped to derive revenue from contract drilling seeg to Reliance Industries Limited
(RIL™), a large, independent energy company. Then@any has a five-year drilling contract with RIL feach of the Drilling Rigs that
commenced upon completion of shipyard construcgen,trials, mobilization to India and customeregtance of each rig. In November 2009,
the Company entered into an agreement (the “Assgiigreement”) with RIL and Oil and Natural Gasn@xany Limited (“ONGC”), where
RIL assigned its interest in the first four yeafshe drilling contract for the KG1 to ONGC, a rmatal oil company in India. Under the terms of
the Assignment Agreement, the Company will derexenue directly from ONGC during the first four y®af the operations phase of the
contract, and jointly from RIL and ONGC during ttm@bilization and demobilization phases of the cacttr
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For the three months ended March 31, 2011, RILar@dNGC accounted for 100 percent of total opegatévenues.

Note 8—Supplementary Cash Flow Information
Additional cash flow information is as follows (ihousands):

Three months ende:

March 31, 2011

Certain cash operating activiti

Cash payments for intere $ 10,57:

Cash payments for tax 2,53:
Non-cash investing activitie

Capital expenditures—third party, accrued at end of

period $ 39¢
Capital expenditur—affiliates, accrued at end of per $ 11,90

Note 9—Income Taxes
Tax provision— The components of the Company’s provision for inedaxes are as follows (in thousands):

Three Months Endec

March 31, 2011

Current tax expense $ 4,14¢

Deferred tax (benefit) expen 20
Income tax expens $ 4,16¢

Effective tax rate 10%

The Company is a BVI company and its earnings atesubject to income tax in BVI because the coudbgs not levy tax on corporate
income. As a result, the Company has not presentedonciliation of the differences between th@ine tax provision computed at the
statutory rate and the reported provision for inedaxes for these periods.

The Company is subject to changes in tax lawstiéand regulations in and between the countni@ghich the Company conducts
business, or in which the Company is incorporategsident. A material change in these tax lavesties or regulations could result in a hig
or lower effective tax rate on the Company’s eaggin

The Company recognizes deferred tax assets anlitigsbfor the anticipated future tax effects efrtporary differences between the
financial statement basis and the tax basis @fSsets and liabilities at the applicable tax ratesffect. As of March 31, 2011, the Company’s
net deferred tax liability balance of $183 thousegldtes to the net effects of deferred revenuestnaight line revenue recognition.

Tax returns —The Company’s income tax returns are subjecti@veand examination in the jurisdictions in whitle Company
conducts business. The Company is not currentlgrgaing audits or contesting tax assessments.
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The following is a reconciliation of our unrecogaiztax benefits, excluding interest and penalirethpusands):

Three Months Endec

March 31, 2011

Balance, beginning of the period $ 1,04
Additions for current year tax positic 37¢
Balance, end of the peric $ 1,42:

We recognize interest and penalties related taintgcognized tax benefits, recorded as a compariémtome tax expense. For the th
months ended March 31, 2011, there was no intergstnalties recorded on our unrecognized taxipasit If recognized, the entire amount of
our unrecognized tax benefits, as of March 31, 2@blld favorably impact our effective tax rate. \@gect our existing liabilities for
unrecognized tax benefits to increase approxima&elgnillion to $2 million during the next twelve mis.

Note 10—Subsequent Events

On February 29, 2012, Quantum irrevocably exerdisedght to exchange its interest in the CompfomyTransocean Ltd. shares or cash
The purchase price is subject to negotiation aaitinfg agreement, will be determined based on gmagal of the fair value of the Drilling Ri
after taking into account outstanding indebtedn@ssntum must elect on or before March 29, 2012d¢eive the purchase price in either
shares or cash.

F-54



Subsidiaries

Entity

Exhibit 8.1

Jurisdiction of Formation

Pacific Drilling do Brasil Investimentos Ltd
Pacific Drilling do Brasil Servicos de Perfuracéinléa
Pacific Drilling Services Pte. Lt

Pacific International Drilling West Africa Ltc
Pacific Drilling Netherlands Cod6peratief U.
Pacific Drilling N.V.

Pacific Drilling Administrator Ltd

Pacific Deepwater Construction Limiti
Pacific Drilling International Ltd

Pacific Drilling Manpower Ltd

Pacific Drilling Operations Limite!

Pacific Drilling South America 1 Limite
Pacific Drilling South America 2 Limite
Pacific Drilling V Limited

Pacific Drilling VII Limited

Pacific Drilling VIII Limited

Pacific Bora Ltd

Pacific Mistral Ltd.

Pacific Scirocco Ltd

Pacific Drilling Limited

Pacific Drilling, Inc.

Pacific Drilling International, LLC

Pacific Drilling Services, Inc

Pacific Drilling Manpower, Inc

Pacific Drilling Operations, Inc

Pacific Drillship S.ar.l

Pacific Drilling Manpower S.ar.

Pacific Santa Ana S.ar

Pacific Sharav S.ar.

Pacific Drilling (Gibraltar) Limitec

Pacific Drillship (Gibraltar) Limitec

Pacific Drilling Holding (Gibraltar) Limitec

Pacific Santa Ana (Gibraltar) Limite

Brazil

Brazil

Singapore

Nigeria

The Netherland
Curacac

British Virgin Islands
British Virgin Islands
British Virgin Islands
British Virgin Islands
British Virgin Islands
British Virgin Islands
British Virgin Islands
British Virgin Islands
British Virgin Islands
British Virgin Islands
Liberia

Liberia

Liberia

Liberia

USA, Delaware
USA, Delaware
USA, Delaware
USA, Delaware
USA, Delaware
Luxembourg
Luxembourg
Luxembourg
Luxembourg
Gibraltar

Gibraltar

Gibraltar

Gibraltar



Exhibit 12.1
CERTIFICATION

I, Christian J. Beckett, certify that:
1. I have reviewed this annual report on Form 2ff-Pacific Drilling S.A.;

2. Based on my knowledge, this report does notadorny untrue statement of a material fact or dméttate a material fact necessary to mak
the statements made, in light of the circumstanoger which such statements were made, not misigadith respect to the period covered by
this report;

3. Based on my knowledge, the financial statemeamis,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the company as of, and for, the gsrigresented in this report;

4. The company other certifying officer and | are responsibledstablishing and maintaining disclosure contanid procedures (as definec
Exchange Act Rules 13a-15(e) and 15d-15(e)) foctmpany and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatieg to the company, including its consolidatebsidiaries, is made known to us by
others within those entities, particularly duriig period in which this report is being prepared;

(b) designed such internal control over finanoggdarting, or caused such internal control overrfgial reporting to be designed under
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the companyssldsure controls and procedures and presentéisingport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in the canys internal control over financial reporting tleecurred during the period covered
by the annual report that has materially affecteds reasonably likely to materially affect, thengpany’s internal control over financial
reporting; and

5. The company’s other certifying officer and | badisclosed, based on our most recent evaluatiorterhal control over financial reporting,
to the company’s auditors and the audit commitfeaecompany’s board of directors (or personsqraring the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cooirer financial reporting which are
reasonably likely to adversely affect the compamygity to record, process, summarize and repparfcial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@miifiole in the companyinterna
control over financial reporting.

Date: March 3, 2014

By: /sl Christian J. Becke
Name: Christian J. Becke
Title: Chief Executive Office




Exhibit 12.2
CERTIFICATION

I, Paul T. Reese, certify that:
1. I have reviewed this annual report on Form 2ff-Pacific Drilling S.A.;

2. Based on my knowledge, this report does notadorny untrue statement of a material fact or dméttate a material fact necessary to mak
the statements made, in light of the circumstanoger which such statements were made, not misigadith respect to the period covered by
this report;

3. Based on my knowledge, the financial statemeamis,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the company as of, and for, the gsrigresented in this report;

4. The company other certifying officer and | are responsibledstablishing and maintaining disclosure contanid procedures (as definec
Exchange Act Rules 13a-15(e) and 15d-15(e)) foctmpany and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedaoitge designed under our
supervision, to ensure that material informatidatieg to the company, including its consolidatebsidiaries, is made known to us by
others within those entities, particularly duriig period in which this report is being prepared;

(b) designed such internal control over finanoggdarting, or caused such internal control overrfgial reporting to be designed under
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the companyssldsure controls and procedures and presentéisingport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in the canys internal control over financial reporting tleecurred during the period covered
by the annual report that has materially affecteds reasonably likely to materially affect, thengpany’s internal control over financial
reporting; and

5. The company’s other certifying officer and | badisclosed, based on our most recent evaluatiorterhal control over financial reporting,
to the company’s auditors and the audit commitfeaecompany’s board of directors (or personsqraring the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cooirer financial reporting which are
reasonably likely to adversely affect the compamygity to record, process, summarize and repparfcial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@miifiole in the companyinterna
control over financial reporting.

Date: March 3, 2014

By: /s/ Paul T. Reese
Name: Paul T. Rees
Title: Chief Financial Office




Exhibit 13.1
PRINCIPAL EXECUTIVE OFFICER CERTIFICATION
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to Section 906 of the Sarbanes-Oxley A2002 (Subsections (a) and (b) of Section 135@pBdr 63 of Title 18, United States
Code), I, Christian J. Beckett, Chief Executivei@Hf, hereby certify, to my knowledge, that:

1. the Company’s annual report on Form 20-F forfthheéhe year ended December 31, 2013 (the “Rephuly complies with the requirements
of Section 13(a) or 15(d) of the Securities ExcleaAgt of 1934; and

2. the information contained in the Report fairhggents, in all material respects, the financiabition and results of operations of the
Company.

Date: March 3, 201

By: s/  Christian J. Beckett
Name: Christian J. Becke
Title: Chief Executive Office




Exhibit 13.2
PRINCIPAL FINANCIAL OFFICER CERTIFICATION
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to Section 906 of the Sarbanes-Oxley A2002 (Subsections (a) and (b) of Section 135@pBdr 63 of Title 18, United States
Code), I, Paul T. Reese, Chief Financial Officerdiy certify, to my knowledge, that:

1. the Company’s annual report on Form 20-F foryteer ended December 31, 2013 (the “Report”) fadlynplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeof1934; and

2. the information contained in the Report fairhggents, in all material respects, the financiabition and results of operations of the
Company.

Date: March 3, 201

By: /s| Paul T. Reese
Name: Paul T. Rees
Title: Chief Financial Office




Exhibit 15.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Directors

Pacific Drilling S.A.:

We consent to the incorporation by reference irrdéiggstration statement (No. 333-180485) on Forgid@-Pacific Drilling S.A. of our reports
dated March 3, 2014 with respect to the consoliibtdance sheets of Pacific Drilling S.A. and sdissies (the Company) as of December 31
2013 and 2012, and the related consolidated stattsméoperations, comprehensive income (lossyestwdders’ equity, and cash flows for
each of the years in the three-year period endegmber 31, 2013, and the effectiveness of interoiadrol over financial reporting as of
December 31, 2013, which reports appear in the bee 31, 2013 Annual Report on Form 20-F of Padlfiitling S.A. We did not audit the
financial statements of Transocean Pacific Drilling. (TPDI — a 50% owned unconsolidated investeapany). The Companyinvestment i
TPDI at December 31, 2011 was $0, and its equigaimings of TPDI was $18,955,000 for the year dridecember 31, 2011. The financial
statements of TPDI were audited by other auditdrese report has been furnished to us, and ourapimsofar as it relates to the amounts
included for TPDI, is based solely on the reporbtbier auditors.

/s/ KPMG LLP
Houston, Texas

March 3, 2014



Exhibit 15.2
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inRbgistration Statement (Form S-8 No. 333-1804&%5jgning to the Pacific Drilling S.A.
2011 Omnibus Stock Incentive Plan of our reporéddtlarch 5, 2012, with respect to the consolidatddnce sheet of Transocean Pacific
Drilling Inc. as of March 31, 2011 and the relatethsolidated statements of operations, compreheistome, shareholders’ equity, and cash
flows for the three months ended March 31, 201dluyafed in this Annual Report (Form 20-F) for theyended December 31, 2013.

/sl Ernst & Young LLP

Houston, Texas
March 3, 201«



