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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

A QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended March 31, 2009

or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

Commission file number: 0-51582

HERCULES OFFSHORE, INC.

(Exact name of registrant as specified in its chaetr)

Delaware 56-254283¢
(State or other jurisdiction of (.LR.S. Employer
incorporation or organization) Identification No.)
9 Greenway Plaza, Suite 220
Houston, Texas 77046
(Address of principal executive offices (Zip Code)

(713) 350-5100
(Registrant’s telephone number, including area code

Indicate by check mark whether the regist(ahtas filed all reports required to be filed byc8on 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requaodile such reports), and (2) has been
subject to such filing requirements for the past@@s. YESYI NO O

Indicate by check mark whether the registre® submitted electronically and posted on its @@ate Web site, if any, every Interactive C
File required to be submitted and posted pursuaRiule 405 of Regulation S-T during the precedi@gribnths (or for such shorter period that
the registrant was required to submit and post §iled). YESO NO O

Indicate by check mark whether the registrsuatlarge accelerated filer, an accelerated filerpn-accelerated filer, or a smaller reporting

company. See the definitions of “large acceleréited” “accelerated filer,” and “smaller reportirmmpany” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated filé Accelerated fileid Non-accelerated filer(d Smaller reporting compariy
(Do not check if a smaller reporting compe

Indicate by check mark whether the registimat shell company (as defined in Rule 12b-2 ofEkehange Act). YEE1 NO M
Indicate the number of shares outstandingaohef the issuer’s classes of common stock aseofatest practicable date.

Common Stock, par value $0.01 per st Outstanding as of April 24, 20(
88,029,65¢
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

HERCULES OFFSHORE, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In thousands, except par value)

(Unaudited)

March 31, December 31

2009 2008
(As Adjusted)

ASSETS
Current Assets

Cash and Cash Equivalel $ 158,73 $ 106,45!
Accounts Receivable, N 240,65’ 293,08¢
Prepaids 14,57¢ 23,03t
Current Deferred Tax Ass 17,59¢ 17,37¢
Other 20,65¢ 20,06¢
452,22: 460,02¢
Property and Equipment, N 2,075,41. 2,088,53!
Other Assets, Ne 47,23¢ 42,34(

$2,574,87 $2,590,89!

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current Liabilities:

Shor-term Debt and Current Portion of Lc-term Debi $ 9,00C $ 11,45t
Insurance Note Payak — 11,12¢
Accounts Payabl 80,591 99,82:
Accrued Liabilities 82,23¢ 83,42¢
Taxes Payabl 36,50: 32,44(
Other Current Liabilitie: 56,09: 36,47
264,43 274, 74(

Long-term Debt, Net of Current Portic 1,017,07! 1,015,76:
Other Liabilities 36,29¢ 35,52¢
Deferred Income Taxe 332,50: 339,54°

Commitments and Contingenci
Stockholder Equity:
Common Stock, $0.01 Par Value; 200,000 Shares Azt 89,524 and 89,459 Shares IssI

Respectively; 88,027 and 87,976 Shares OutstanBiespectively 89t 89t
Capital in Excess of Par Vali 1,790,10: 1,785,46:
Treasury Stock, at Cost, 1,497 Shares and 1,48&SHaespectivel (50,12 (50,08))
Accumulated Other Comprehensive Li (15,33¢) (24,939
Retained Defici (800,97)) (796,029

924,56! 925,31!

$2,574,87! $2,590,89!

The accompanying notes are an integral part oktfinancial statements.
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HERCULES OFFSHORE, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

(Unaudited)
Three Months Ended March 31,
2009 2008
Revenue! $223,49: $212,49:
Costs and Expense
Operating Expense 149,24 131,14¢
Depreciation and Amortizatic 48,84¢ 43,62(
General and Administrativ 16,29: 16,36
214,38. 191,13(
Operating Incomu 9,10¢ 21,36¢
Other Income (Expense
Interest Expens (15,789 (15,95¢)
Other, Nef (656€) 2,02¢
Income (Loss) Before Income Tax (7,33¢€) 7,43:
Income Tax Benefit (Provisior 2,82¢ (2,55%)
Income (Loss) from Continuing Operatic (4,51)) 4,87¢
Loss from Discontinued Operation, Net of Ta (439%) (389
Net Income (Loss $ (4,949 $ 4,48¢
Basic Earnings (Loss) Per Sha
Income (Loss) from Continuing Operatic $ (0.0%) $ 0.0t
Loss from Discontinued Operatit (0.00) —
Net Income (Loss $ (0.06) $ 0.0f
Diluted Earnings (Loss) Per Sha
Income (Loss) from Continuing Operatic $ (0.0%) $ 0.0t
Loss from Discontinued Operatit (0.01) —
Net Income (Loss $ (0.0¢ $ 0.0t
Weighted Average Shares Outstandi
Basic 88,00: 88,85¢
Diluted 88,00: 89,57:

The accompanying notes are an integral part oktfinancial statements.
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HERCULES OFFSHORE, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)

Cash Flows from Operating Activitie
Net Income (Loss
Adjustments to Reconcile Net Income (Loss) to NasliCProvided by Operating Activitie
Depreciation and Amortizatic
Stock-Based Compensation Exper
Deferred Income Taxe
Provision for Doubtful Accounts Receivat
Amortization of Deferred Financing Fe
Amortization of Original Issue Discou
Gain on Insurance Settleme
(Gain) Loss on Disposal of Asse
Excess Tax Benefit from Sto-Based Arrangemen
(Increase) Decrease in Operating As-
Accounts Receivabl
Insurance Claims Receivat
Prepaid Expenses and Otl
Increase (Decrease) in Operating Liabilit-
Accounts Payabl
Insurance Note Payak
Other Current Liabilitie
Other Liabilities
Net Cash Provided by Operating Activiti
Cash Flows from Investing Activitie
Acquisition of Asset:
Additions of Property and Equipme
Deferred Drydocking Expenditur
Proceeds from Sale of Marketable Securi
Insurance Proceeds Recei\
Proceeds from Sale of Assets, |
Net Cash Used in Investing Activiti
Cash Flows from Financing Activitie
Shor-term Debt Repayments, N
Long-term Debt Repaymen
Excess Tax Benefit from Sto-Based Arrangemen
Other

Net Cash Provided by (Used in) Financing Activit

Net Increase (Decrease) in Cash and Cash Equis:
Cash and Cash Equivalents at Beginning of Pe

Cash and Cash Equivalents at End of Pe

The accompanying notes are an integral part oktfinancial statements.
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Three Months Ended March 31,

2009
$ (4,944

48,84
1,96t
(7,529)
507
1,05¢
1,31¢
(8,700)
21€
(2,686)

51,92t
(468)
8,95¢

(19,226)
(11,126
14,90¢
2,95:
77,97(

(32,5?5)
(4,009)

8,70¢
1,96(
(25,909)

(2,455)

2,68¢
(11)

22C
52,28:
106,45"

2008
$ 4,48¢

43,62¢
2,41¢
1,21¢
137
76C

(45)
(324)

13,80z
(42)
7,02(

(2,86¢)
(10,11()
(16,719

1,297
44,65¢

(230,049
(45,819
(5,546)
39,30(
19,35¢
2,047
(220,70;)

(2,250)
324

(1,926
(177,970
212,45:
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HERCULES OFFSHORE, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(In thousands)

(Unaudited)

Net Income (Loss
Other Comprehensive Loss, Net of Tax
Changes Related to Hedge Transact

Comprehensive Los

The accompanying notes are an integral part oktfinancial statements.

6

Three Months Ended March 31
2009 2008

$ (4,949 $ 4,48¢

(40¢6) (7,026
$ (5,35C $ (2,540
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HERCULES OFFSHORE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
UNAUDITED

1. General

Hercules Offshore, Inc. and its majority owrsetbsidiaries (the “Company”) provides shallow-watglling and marine services to the oil
and natural gas exploration and production industthe U.S. Gulf of Mexico and international lacats through its Domestic Offshore,
International Offshore, Inland, Domestic Liftbodtsternational Liftboats and Delta Towing segmg®ee Note 10). At March 31, 2009, the
Company owned a fleet of 31 jackup rigs, 17 baig® three submersible rigs, one platform rig egflof marine support vessels operated
through Delta Towing, a wholly owned subsidiaryd &0 liftboat vessels and operated an additional liftboat vessels owned by a third pa
In addition, the Company owns four retired jackigs and 10 retired inland barges, all located éthS. Gulf of Mexico. These rigs would
require extensive refurbishment and currently ateexpected to re-enter active service. The Comgamgntly operates in ten countries on
four continents.

In January 2009, the Company entered intoga@eanent with Mosvold Middle East Jackup Ltd. whgrg will market, manage and operate
two 300 foot, high-specification netaild jackup drilling rigs. The rigs, which have Blependent leg cantilever design, are under oactsir
in the Middle East and are expected to be availleperations in early to mid first quarter 204rtd second quarter 2010, respectively. The
Company will have worldwide, exclusive marketinghts, except in U.S. sanctioned countries. All aprg and capital expenses incurred to
operate the rig will be paid for or reimbursed bgdvold Middle East Jackup Ltd. Upon commencemeat dfilling contract, the Company
will receive a commencement fee and an ongoing gemant fee for the remainder of the contract.

The consolidated financial statements of thenfany are unaudited; however, they include alistdjents of a normal recurring nature
which, in the opinion of management, are necedsapyesent fairly the Company’s Consolidated Bata8beet at March 31, 2009,
Consolidated Statements of Operations, Consolidataments of Comprehensive Loss and Consolidttgdments of Cash Flows for the
three months ended March 31, 2009 and 2008. Althélag Company believes the disclosures in thesadiial statements are adequate to
make the interim information presented not mislegdcertain information relating to the Company‘gamization and footnote disclosures
normally included in financial statements preparedccordance with U.S. generally accepted accogmtiinciples have been condensed or
omitted in this Form 10-Q pursuant to Securitied Brchange Commission rules and regulations. Tfieaecial statements should be read in
conjunction with the audited consolidated finansiatements for the year ended December 31, 20D&amotes thereto included in the
Company’s Annual Report on Form 10-K. The resultsperations for the three months ended March 8Q@92Zre not necessarily indicative of
the results expected for the full year.

The preparation of financial statements infeonity with U.S. generally accepted accountingipiples requires management to make
estimates and assumptions that affect the repartexiints of assets and liabilities and disclosufesiatingent assets and liabilities at the date
of the financial statements, as well as the regdaateounts of revenues and expenses during thetirgpperiod. On an ongoing basis, the
Company evaluates its estimates, including thdsg¢ee to bad debts, investments, intangible aspaiperty, plant and equipment, income
taxes, insurance, employment benefits and contirgdailities. The Company bases its estimatesistofical experience and on various other
assumptions that are believed to be reasonable timeleircumstances, the results of which formtthsis for making judgments about the
carrying values of assets and liabilities thatrevereadily apparent from other sources. Actualltesould differ from those estimates.

Revenue Recognition

Revenues generated from our contracts argynéed as services are performed. For certain actstrthe Company may receive lump-sum
fees for the mobilization of equipment and persdrvebilization fees received and costs incurrednimbilize a rig from one market to another
under contracts longer than one month are recodrigeservices are performed over the term of tlagedkdrilling contract. Amounts related to
mobilization fees are summarized below (in thousnd

Three Months Ended March 31,

2009 2008
Mobilization revenue deferre $12,00( $3,827
Mobilization expense deferre 13z 3,39¢
Mobilization revenue recognize¢ 3,91¢ 1,97C
Mobilization expense recogniz: 693 814
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HERCULES OFFSHORE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
UNAUDITED

For certain contracts, the Company may reckesige from its customers for capital improvemeatis rigs. Such fees are deferred and
recognized as services are performed over thedaéthe related contract. The Company capitalize sapital improvements and depreciates
them over the useful life of the asset.

The Company records reimbursements from custehor “out-of-pocket” expenses as revenues aeddlated cost as direct operating
expenses. Total revenues from such reimbursemeats $8.5 million and $2.9 million for the three nitmmended March 31, 2009 and 2008,
respectively.

Other Assets

Other assets consist of drydocking costs farime vessels, other intangible assets, deferrsts ciinancing fees, investments, deposits and
other. Drydock costs are capitalized at cost andriined on the straight-line method over a peribd2months. Drydocking costs, net of
accumulated amortization, at March 31, 2009 anceboer 31, 2008, were $6.0 million and $6.5 millimspectively. Amortization expense
for drydocking costs was $3.8 million and $5.1 iaiil for the three months ended March 31, 2009 &@B2respectively.

Financing fees are deferred and amortized theelife of the applicable debt instrument. Howewe the event of an early repayment of
debt, the related unamortized deferred financieg fre expensed in connection with the repaymeratmartized deferred financing fees at
March 31, 2009 and December 31, 2008 were $17lbmand $18.2 million, respectively. The amortieatexpense related to the deferred
financing fees is included in interest expensehen@onsolidated Statements of Operations. Amonizaxpense for financing fees was
$1.1 million and $0.8 million for the three mon#rsded March 31, 2009 and 2008, respectively.

Other Intangible Assets

As of March 31, 2009 and December 31, 2008 CQbmpany had certain international customer cotginaith a carrying value of
$5.7 million and $7.2 million, net of accumulatedatization of $11.9 million and $10.4 million, pesctively, included in Other Assets, Net
the Consolidated Balance Sheets. The value of @aanact is being amortized over its respective lif

Amortization expense was $1.5 million and $Ribion for the three months ended March 31, 2688 2008, respectively. Future estimated
amortization expense for the carrying amount of¢hiatangible assets as of March 31, 2009 is egfddotbe as follows (in thousands):

Remainder of 200 $3,27¢
2010 1,81«
2011 65€&
2012 —
2013 —

Cash and Cash Equivalents and Marketable Securities

Cash and cash equivalents include cash on, langand deposits with banks and all highly ligniestments with original maturities of
three months or less. From time to time the Compaay invest a portion of its available cash in negakle securities. Marketable securities
are classified as available for sale and are sttéalr value on the Consolidated Balance Shég¢tslarch 31, 2009 and December 31, 2008,
the Company had no investments in marketable dessuri

Realized and unrealized gains and lossesertktatmarketable securities are calculated usiegpecific identification method. Unrealized
gains or losses, net of taxes, are included in Aedated Other Comprehensive Loss on the Consotidasdance Sheets until realized.
Realized gains or losses are included in OtherjiNgte Consolidated Statements of Operations.deae of $39.3 million were received from
sales and maturities of marketable securitiesHerthree months ended March 31, 2008. There wereatiaed or unrealized gains or losses
related to these securities in the three montheeiMharch 31, 2009 and 2008.

8
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HERCULES OFFSHORE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
UNAUDITED
2. Earnings Per Share

The reconciliation of the numerator and dematdr used for the computation of basic and dil@&ihings per share is as follows (in
thousands):

Three Months Ended March 31

2009 2008
Denominator
Weighted average basic sha 88,00: 88,85¢
Add effect of stock equivalen — 713
Weighted average diluted sha 88,00: 89,57-

The Company calculates basic earnings peedhadividing net income by the weighted averagalper of shares outstanding. Diluted
earnings per share is computed by dividing netrimedy the weighted average number of shares odistaduring the period as adjusted for
the dilutive effect of the Company’s stock optiordaestricted stock awards. The effect of stockoopand restricted stock awards is not
included in the computation for periods in whiched loss occurs, because to do so would be antirndil Stock equivalents of 3,855,630 and
909,404 were anti-dilutive and are excluded fromdhlculation of the dilutive effect of stock eqalents for the diluted earnings per share
calculations for the three months ended March B092and 2008, respectively.

3. Asset Acquisition

In February 2008, the Company entered intefaitive agreement to purchase three jackup dglligs and related equipment for
$320.0 million. The Company completed the purcheddbeHercules 350 and theHercules 261 and related equipment during March 2008,
while the purchase of thdercules 262 and related equipment was completed in May 2008.

4. Discontinued Operation

During the fourth quarter of 2007, the Compaald its nine land rigs and related assets fosgproceeds of $107.0 million, which
approximated the carrying value of these assews.r@$ults of operations of the land rig operatimmrsreflected in the Consolidated Statements
of Operations as a discontinued operation for edigals presented.

Operating results and wind down costs of #malIrigs were as follows (in thousands):

Three Months Ended March 31

2009 2008
Revenue! $ 22z $ 89z
Loss Before Income Taxt $ (66€) $ (599
Income Tax Benefi 23% 21C
Loss from Discontinued Operation, Net of Ta $ (439 $ (389
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HERCULES OFFSHORE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

UNAUDITED
5. Debt
Debt is comprised of the following (in thoudaj
March 31, 200¢  December 31, 20C
(As Adjusted)

Term Loan Facility, due July 20: $ 886,500 $ 886,50(
3.375% Convertible Senior Notes due June 2 136,06° 134,75:
7.375% Senior Notes, due April 20 3,512 3,512
Foreign Overdraft Facilit — 2,45k
Total Debt 1,026,07! 1,027,21!
Less Sho-term Debt and Current Portion of Lc-term Debi 9,00( 11,45¢
Total Lon¢-term Debt, Net of Current Portic $ 1,017,070 $ 1,015,76:

Senior secured credit agreement

The Company has a $1,150.0 million creditlfgciconsisting of a $900.0 million term loan fhigi and a $250.0 million revolving credit
facility. In connection with the credit facilityhé Company entered into derivative instruments thghpurpose of hedging future interest
payments (See Note 6).

The availability under the revolving creditility is to be used for working capital, capitxipenditures and other general corporate purp
This facility includes a diverse group of lendeiighwio single commitment greater than $30.0 millille amounts were outstanding and
$14.1 million in standby letters of credit had béesued under the revolving credit facility as ofieh 31, 2009. The remaining availability
under this revolving credit facility was $235.9 loih at March 31, 2009.

As of March 31, 2009, $886.5 million was oatgting on the term loan facility and the intereseéwas 3.21%. The annualized effective rate
of interest was 5.31% for the three months endertMal, 2009 after giving consideration to derivatactivities. The fair value of the amount
outstanding on the term loan facility as of Mardh 3009 approximated $613.9 million.

The Company’s obligations under the credieagrent are secured by liens on several of its leeasd substantially all of its other personal
property. Substantially all of the Company’s dortestibsidiaries, and several of its internationddssdiaries, guarantee the obligations under
the credit agreement and have granted similar benseveral of their vessels and substantiallpfatheir other personal property.

The Company’s liquidity is comprised of cashimand, cash from operations and availability uriderrevolving credit facility. The
Company also maintains a shelf registration stat¢m@vering the future issuance from time to timhearious types of securities, including
debt and equity securities. If the Company issugsdebt securities off the shelf or otherwise iscdebt, it would be required to make
prepayments on the term loan to the extent theidetait permitted under the term loan. The Companyently believes it will have adequate
liquidity to fund its operations for the foreseemhlture. However, to the extent the Company do¢generate sufficient cash from operations,
it may need to raise additional funds through pubtiprivate debt or equity offerings to fund openas. Furthermore, the Company may need
to raise additional funds through public or privdebt or equity offerings or asset sales to avdideach of the financial covenants in its term
loan agreement, to refinance its indebtednessraydneral corporate purposes.

The Company’s term loan agreement requirdsitth@eet certain financial ratios and tests, whtaturrently meets. However, if the market
for the Company’s services does not improve orinoes to decline over the near-term, it may noalble to meet the financial ratios and tests,
which would result in an event of default under ¢hedit agreement and could prevent the Compamy frorrowing under the revolving credit
facility, which would in turn have a material adsereffect on the Comparsyavailable liquidity. Additionally, an event offdelt could result i
the Company having to immediately repay all amoontstanding under the term loan facility and teolving credit facility and in the
foreclosure of liens on its assets or to refinamrceeek an amendment of its senior secured crgdieaent at materially increased cost. In the
event of an amendment, the lenders may imposeiadalitoperational and financial restrictions whaduld further limit the Company’s ability
to adequately respond to changing business condiiad from capitalizing on future business opputies.

10
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HERCULES OFFSHORE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
UNAUDITED

Senior notes and other debt

As of January 1, 2009, the Company adoptedrfeiial Accounting Standards Board (“FASB”) StafSRion (“FSP”) No. APB 14-1,
Accounting for Convertible Debt Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement) (“FSP 14-1"),
with retrospective application to the terms of 81875% Convertible Senior Notes as they existealigreriods presented (See Note 12). The
Consolidated Balance Sheet for December 31, 200®&an restated to reflect the adoption which teduh a $30.1 million increase to Cap
in Excess of Par Value, a $9.5 million increasBéberred Income Taxes, a $27.0 million decreadeotwy Term Debt and an increase to
Retained Deficit of $12.6 million.

The carrying amount of the equity componerthef3.375% Convertible Senior Notes was $30.lionilht both March 31, 2009 and
December 31, 2008. The principal amount of thelltgltomponent of the 3.375% Convertible Senion®) its unamortized discount and its
net carrying amount was $161.8 million, $25.7 roilliand $136.1 million, respectively, as of March 3209 and $161.8 million, $27.0 million
and $134.8 million, respectively, as of December28D8. The unamortized discount is being amorttpadterest expense over the expected
life of the 3.375% Convertible Senior Notes whiclde June 3, 2013. During the three months endedhvét, 2009, the Company recognized
$2.7 million, $1.7 million, net of tax, in intereskpense, or $0.02 per diluted share, at an effectite of 7.93%, of which $1.4 million related
to the coupon rate of 3.375% and $1.3 million edab discount amortization. There is no interegpease related to the three months ended
March 31, 2008 as the 3.375 % Convertible Senidedlaere not issued until June 3, 2008.

The Company determined it has the intent dnilityato settle the principal amount of its 3.378%nvertible Senior Notes in cash, and any
additional conversion consideration spread (thesxof conversion value over face value) in shafréise Company’s common stock
(“Common Stock”).

The notes will be convertible under certaitwistances into shares of the Company’s CommarkSitoan initial conversion rate of
19.9695 shares of Common Stock per $1,000 prineipedunt of notes, which is equal to an initial cersion price of approximately $50.08
per share. Upon conversion of a note, a holderredléive, at the Company'’s election, shares of Com8tock, cash or a combination of cash
and shares of Common Stock. At March 31, 2009 thmeher of conversion shares potentially issuableliation to the 3.375% Convertible
Senior Notes was 3.2 million.

In April 2009, the Company repurchased $20illlan aggregate principal amount of the 3.375% @aible Senior Notes for a cost of
$6.1 million. In accordance with FSP 14-1, thelegtent consideration will be allocated to the extitshment of the liability component in an
amount equal to the fair value of that componemhadiately prior to extinguishment, with any diffece between this allocation and the net
carrying amount of the liability component and uatized debt issuance costs recognized as a gdas®on debt extinguishment. The
remaining settlement consideration, if any, wouddatiocated to the reacquisition of the equity comgmt and recognized as a reduction of
Stockholders’ Equity (See Note 13).

The fair value of the 3.375% Convertible SemNotes was $49.9 million at March 31, 2009.

The foreign overdraft facility, which was dgséd to manage local currency liquidity in Veneayglas terminated in March 2009 and all
outstanding amounts were repaid.

6. Derivative Instruments and Hedging

Statement of Financial Accounting Standar@&-E&S”) No. 133 Accounting for Derivative Instruments and Hedging Activities, as amended
(“SFAS No. 133(R)"), requires companies to recogral of its derivative instruments as either assetliabilities in the statement of financial
position at fair value. The accounting for chanigethe fair value of a derivative instrument depepd whether it has been designated and
qualifies as part of a hedging relationship anthiem, on the type of hedging relationship. For ¢hderivative instruments that are designated
and qualify as hedging instruments, a company mesignate the hedging instrument, based upon thesere being hedged, as a fair value
hedge, cash flow hedge, or a hedge of a net inwgtim a foreign operation.

The Company periodically uses derivative imstents to manage its exposure to interest rateiniskiding interest rate swap agreements to
effectively fix the interest rate on variable rdtbt and interest rate collars to limit the interage range on variable rate debt. In accordance
with SFAS No. 133(R), these hedge transactiongeirgy accounted for as cash flow hedges.

For derivative instruments that are designatetiqualify as a cash flow hedge, the effectiveigo of the gain or loss on the derivative
instrument is reported as a component of other cehgmsive income and reclassified into earningeérsame line item associated with the
forecasted transaction and in the period or peritoligg which the hedged transaction affects egsiihe effective portion of the interest rate
swaps and collars hedging the exposure to variglniliexpected future cash flows due to changesterest rates is reclassified into interest
expense. The remaining gain or loss on the devigatistrument in excess of the
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cumulative change in the present value of futushdbws of the hedged item, if any, or hedged congmts excluded from the assessment of
effectiveness, are recognized in the Consolidatate®ents of Operations during the current pefide Company did not recognize a gain or
loss due to hedge ineffectiveness in the ConselitiStatements of Operations for the three monttisceMarch 31, 2009 and 2008 related to
these hedging instruments. The Company expectsatze $18.5 million of unrealized loss in the Calitated Statements of Operations over
the next twelve months.

In May 2008 and July 2007, the Company enteredderivative instruments with the purpose adieg future interest payments on its
term loan facility. In May 2008, the Company entei@o a floating to fixed interest rate swap witdirying notional amounts beginning with
$100.0 million with a settlement date of Octobe208 and ending with $75.0 million with a settlendate of December 31, 2009. The
Company receives an interest rate of three-morBOR and pays a fixed coupon of 2.980% over six tgusr The terms and settlement dates
of the swap match those of the term loan. In JOY72 the Company entered into a floating to fixeiest rate swap with decreasing notional
amounts beginning with $400.0 million with a setiknt date of December 31, 2007 and ending withGs&llion with a settlement date of
April 1, 2009. The Company will receive a paymequa to the product of three-month LIBOR and thdamal amount and will pay a fixed
coupon of 5.307% on the notional amount over sixrtpus. The terms and settlement dates of the avedgh those of the term loan. In
July 2007, the Company also entered into a zeroldBOR collar on $300.0 million of term loan priipal over three years, with a ceiling of
5.75% and a floor of 4.99%. The counterparty isgatted to pay the Company in any quarter that &tiBOR resets above 5.75% and the
Company pays the counterparty in any quarter tttaieh LIBOR resets below 4.99%. The terms andesatht dates of the collar match those
of the term loan.

The following table provides the schedule aofional amounts related to the May 2008 interetst savap (in thousands):

April 1, 200¢-June 30, 200 $250,00(
July 1, 200-September 30, 20( 175,00(
October 1, 20C-December 30, 200 75,00(

The following table provides the fair valudgtee Company’s interest rate derivatives (in trangs):

Derivatives
As of March 31, As of December 31,
2009 2008
Balance Sheet Fair Balance Sheet Fair
Classification Value Classification Value
Derivatives designated as hedgin¢
Interest rate contract
Other $ 7 Other $ 21
Total asset derivative $ 7 Total asset derivative $ 21
Other Current Liabilitie! $ 18,50: Other Current Liabilitie! $ 15,66¢
Other Liabilities 5,10¢ Other Liabilities 7,32¢
Total liability derivatives $  23,60¢ Total liability derivatives $ 22,99
The following table provides the effect of Bempany’s interest rate derivatives on the Codatdid Statements of Operations (in
thousands):
Derivatives in l. 11,
Statement 133 Three Months Ended Three Months Ended
Cash Flow March 31, March 31,
Hedging Relationships 2009 2008 I 2009 2008
Interest rate contrac $(3,275) $(7,38%) Interest Expens $(4,414) $(54€)

I.  Amount of Gain (Loss), Net of Taxes Recognized inter Comprehensive Income on Derivative (Effectivéortion)

II.  Classification of Gain (Loss), Net of Taxes Reclafied from Accumulated Other Comprehensive Incomento Income (Effective
Portion)

lll.  Amount of Gain (Loss) Reclassified from Accumulatedther Comprehensive Income into Income (Effectivéortion)
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A Summary of the Changes in Other Comprehensive,Ll¥et of Taxes (in thousands):

Cumulative unrealized loss, net of tax of $8,040pfDecember 31, 20( $(14,93)
Reclassification of losses into net income, neagfof $1,54% 2,86¢
Other comprehensive losses, net of tax of 1 (3,279
Cumulative unrealized loss, net of tax of $8,25908March 31, 200 $(15,339)

The following table represents our derivatigsets and liabilities measured at fair value mecarring basis as of March 31, 2009 (in
thousands):

Quoted Prices in

Total Active Markets for
Fair Value Identical Asset or Significant Other Significant
Measurement Liability Observable Inputs Unobservable InputsValuation
March 31, 2009 (Level 1) (Level 2) (Level 3) Technique
Derivative Asset: $ 7 $— $ 7 $— A
Derivative Liabilities 23,60¢ — 23,60¢ — A

Fair value measurements are generally basea oipservable and unobservable inputs. Observaplgs reflect market data obtained from
independent sources, while unobservable inputeaediur view of market assumptions in the absefhobservable market information. The
Company utilizes valuation techniques that maxintieeuse of observable inputs and minimize theofismobservable inputs. SFAS No. 157
includes a fair value hierarchy that is intendethtwease consistency and comparability in faiugaheasurements and related disclosures. The
fair value hierarchy consists of the following tardevels:

Level 1 - Inputs are quoted prices in active markets fortidahassets or liabilitie:

Level 2 - Inputs are quoted prices for similar assets oiliiggs in an active market, quoted prices for idea or similar assets
liabilities in markets that are not active, inpateer than quoted prices that are observable amikatieorroborated
inputs which are derived principally from or coravhted by observable market de

Level 3 - Inputs are derived from valuation techniques inclitone or more significant inputs or value drivams unobservabls

The valuation techniques that may be used to medairnrvalue are as follows:

(A) Market approach — Uses prices and othesviaaht information generated by market transactionslving identical or comparable
assets or liabilitie

(B) Income approach — Uses valuation techniqgae®nvert future amounts to a single present arnbased on current market
expectations about those future amounts, inclugnegent value techniques, opi-pricing models and excess earnings mef

(C) Cost approac— Based on the amount that currently would be reduivaeplace the service capacity of an assetgcephent cost

7. Stock-based Compensation

The Company’s 2004 Long-Term Incentive Pldue (2004 Plan”) provides for the granting of stagkions, restricted stock, performance
stock awards and other stock-based awards to sdleatployees and non-employee directors of the @agnpAt March 31, 2009,
approximately 4.2 million shares were availablegmnt or award under the 2004 Plan.

During the three months ended March 31, 26@Company granted 1,753,125 stock options witleighted average exercise price of
$1.64. There were no grants of restricted stocknduhe three months ended March 31, 2009.

The Company recognized $2.0 million and $2ilian in stock-based compensation expense dutiegiiree months ended March 31, 2009
and 2008, respectively. The excess income tax higtref tax deduction that is in excess of thelterefit recognized in the consolidated
financial statements related to stock-based congbems recognized for the three months ended Maigt2009 and 2008 was $2.7 million and
$0.3 million, respectively.
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The unrecognized compensation cost relatédet@ompany’s unvested stock options and restrigtisek grants as of March 31, 2009 was
$5.9 million and $8.2 million, respectively, anceigpected to be recognized over a weighted-avgraged of 2.5 years and 1.4 years,
respectively.

8. Supplemental Cash Flow Information

During the three months ended March 31, 20@D2008, the Company had noash activities related to its interest rate deres of $(0.4
million and $(7.0) million, respectively.

Three Months Ended March 31,
2009 2008
(In thousands

Cash paid during the period fc
Interest, net of capitalized interest of $333 a884 respectivel $ (64 $14,47¢
Income taxe: 4,571 22,33

9. Income Tax

In connection with the July 2007 acquisitidnf@DCO, the Company, as successor to TODCO, andd@'s former parent, Transocean
Ltd., are parties to a tax sharing agreement tlaataviginally entered into in connection with TODG@iitial public offering in 2004. The tax
sharing agreement was amended and restated in Mdeve?@06 in a negotiated settlement of disputesdrst Transocean and TODCO over
the terms of the original tax sharing agreemeng fBix sharing agreement continues to require thditianal payments be made to Transocean
based on a portion of the expected tax benefit ttwerexercise of certain compensatory stock optiorEquire Transocean common stock
attributable to current and former TODCO employaed board members. The estimated amount of payrteftansocean related to
compensatory options that remain outstanding atMad, 2009, assuming a Transocean stock pricB&B# per share at the time of exercise
of the compensatory options (the actual price ah$ocean’s common stock at March 31, 2009), iscxpately $2.9 million. The Company
accounts for the exercise of Transocean stock gptield by current and former TODCO employees aaldmembers in the period in which
such option is exercised. As tax deductions areiggad from the exercise of the stock options arattordance with SFAS No. 109,
Accounting for the Income Taxes (“SFAS No. 109”) and SFAS No. 123Rhare Based Payment (“SFAS No. 123R"), the Company takes a
current tax deduction for the value of the stockaptax deduction, pays Transocean for 55% ofvtilae of the deduction and increases
additional paid-in capital by 45% of the deductiBecause of the Company’s current NOL position téxebenefit of the stock option
deduction is reclassified as a reduction in ne¢xtetl tax liability. There is no certainty that iempany will realize future economic benefits
from TODCO's tax benefits equal to the amount @f playments required under the tax sharing agreement

Our tax filings for various periods are subjecaudit by the tax authorities in most juristios where we conduct business. Internationally,
income tax returns from 1998 through 2006 are atiyeinder examination. In addition, several s@&ataminations have commenced or will
soon commence. The timing and effect on the Comigatgnsolidated financial statements of the resmiutif these income tax examination
highly uncertain due to various underlying factdrsese factors include, among other things, theusatnand nature of additional taxes
potentially asserted by local tax authorities; wkingness of local tax authorities to negotiateeasonable and appropriate settlement through
an administrative process; and the impartialityheflocal courts. The amounts ultimately paidnij,aupon the resolution of the issues raise
the tax authorities in any audit may differ matyi&rom the amounts accrued for each year. While possible that some of these
examinations may be resolved in the next 12 motifesCompany cannot predict or provide assurande e ultimate outcome of existing or
future tax assessments.

In December 2002, TODCO received an assessnoentSENIAT, the national Venezuelan tax authgrity approximately $20.7 million
(based on the current exchange rates at the tirtree@fssessment and inclusive of penalties) reglatircalendar years 1998 through 2001. In
March 2003, TODCO paid approximately $2.6 millidrtlee assessment, plus approximately $0.3 millioimierest, and we are contesting the
remainder of the assessment with the VenezuelarCoaxt. After TODCO made the partial assessmeningay, it received a revised
assessment in September 2003 of approximately $id#li@dn (based on the current exchange rateseatithe of the assessment and inclusi\
penalties). Thereafter, TODCO filed an administtatiax appeal with SENIAT and the tax authoritydered a decision that reduced the tax
assessment to $8.1 million (based on the curresitange rates at the time of the decision). TODG thitiated a judicial tax court appeal
with the Venezuelan Tax Court to set aside the #8llion administrative tax assessment. In Augu32&, the Venezuelan Tax Court ruled in
favor of TODCO; however, SENIAT has the right tgepl this case to the Venezuelan Supreme Courddet expect the ultimate
resolution of this assessment to have a materjéatnon our consolidated results of operationgnfaal condition or cash flows. In
January 2008, SENIAT commenced an audit for the82@0endar year, which was completed in the foguarter of 2008. The Company has
not yet received any proposed adjustments from S8ENdr that year.
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In March 2007, a subsidiary of the Compangeiezd an assessment from the Mexican tax auth®rigiated to its operations for the 2004
tax year. This assessment contests the Compaghtstad certain deductions and also claims it ditiremit withholding tax due on certain of
these deductions. The Company is pursuing itsredtefes to resolve this assessment. In accordaitbdogal statutory requirements, we have
provided a surety bond for an amount equal to $illlomas of March 31, 2009, to contest these agsests. In 2008, the Mexican tax
authorities commenced an audit for the 2005 tax.y@epending on the ultimate outcome of the 20@¢ssment and the 2005 audit, the
Company anticipates that the Mexican tax autharitieuld make similar assessments for other opepedars.

10. Segments

The Company reports its business activitiesrbusiness segments: (1) Domestic Offshorelntynational Offshore, (3) Inland,
(4) Domestic Liftboats, (5) International Liftboatad (6) Delta Towing. The financial informationto® Company’s discontinued operation
(See Note 4) is not included in the financial imf@tion presented for the Company’s reporting segsndine Company eliminates inter-
segment revenue and expenses, if any.

In January 2009, the Company reclassified &ts cold-stacked jackup rigs located in the \G8If of Mexico and 10 of its cold-stacked
inland barges as retired. These rigs would reaitensive refurbishment and currently are not etgueto re-enter active service. The
following describes the Company’s reporting segmmastof March 31, 2009:

Domestic Offshore — includes 20 jackup rigs and three submersibkeinghe U.S. Gulf of Mexico that can drill in mendim water depths
ranging from 85 to 350 feet. Fourteen of the jackgp are either working on short-term contractavailable. One is in the shipyard for
maintenance and five are cold-stacked. All thrdersersibles are cold-stacked.

I nternational Offshore — includes 11 jackup rigs and one platform rig owgsifithe U.S. Gulf of Mexico. The Company has aekiip ric
working offshore in each of Qatar and Malaysia a#l s one jackup rig warm-stacked in Gabon. Then@any has two jackup rigs working
offshore in each of India and Saudi Arabia and jee&up rigs and one platform rig operating in Mexitn addition, the Company has one
jackup rig currently undergoing an upgrade in Naadnd one jackup rig cc-stacked in Trinidad.

Inland — includes a fleet of 6 conventional and 11 po$tdje rigs that operate inland in marshes, rivakgs and shallow bay or coastal
waterways along the U.S. Gulf Coast. Seven of the@any’s inland barges are either operating ontgdban contracts or available and ten
cold-stacked.

Domestic Liftboats — includes 45 liftboats in the U.S. Gulf of Mexideorty-three are operating in the U.S. Gulf of Mexand two are
cold-stacked.

I nternational Liftboats — includes 20 liftboats. Eighteen are operatingtadfe West Africa, including five liftboats owned bythird party
One liftboat is operating offshore Middle East. Qifteoat is in a Middle Eastern shipyard undergpiefurbishment and is being marketed in
the Middle East region.

Delta Towing — the Company’s Delta Towing business operateset @if 30 inland tugs, 15 offshore tugs, 34 creat$o46 deck barges,
17 shale barges and four spud barges along ahe id.S. Gulf of Mexico and along the Southeasteast As of March 31, 2009, 24 crew
boats, 13 inland tugs and six offshore tugs wele-stacked.

The Company jackup rigs, submersible rigs and platform rigswsed primarily for exploration and developmeriltidg in shallow waters
The Company’s liftboats are self-propelled, sedfvalting vessels that support a broad range of afsimaintenance and construction services
throughout the life of an oil or natural gas well.
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Information regarding reportable segmentsifodows (in thousands):

Domestic Offshort
International Offshort
Inland

Domestic Liftboats
International Liftboat:
Delta Towing

Corporate
Total Company

Domestic Offshort
International Offshort
Inland

Domestic Liftboats
International Liftboat:
Delta Towing

Corporate
Total Company

Domestic Offshort
International Offshort
Inland

Domestic Liftboats
International Liftboat:
Delta Towing
Corporate

Total Company

Three Months Ended March 31, 2009

Income (Loss) Depreciation &

Revenue from Operations Amortization
$ 59,18 $ (11,940 $ 15,04
103,45: 42,88t 15,18¢
12,91 (16,244 7,99¢
22,61( 3,01¢ 5,04¢
18,64: 6,86( 2,38¢
6,69 (4,257) 2,28¢
223,49 20,32 47,93
— (11,214 917
$223,49: $ 9,10¢ $ 48,84¢

Three Months Ended March 31, 2008

Income (Loss) Depreciation &

Revenue from Operations Amortization
$ 62,44° $ (2,890 $ 15,33¢
65,34: 34,35( 7,58¢
40,26¢ (1,940 9,66(
15,94« (4,551 5,95;
18,29: 8,14¢ 1,984
10,20: (492) 2,56¢
212,49: 33,62¢ 43,08¢
— (12,26)) 534
$212,49: $ 21,36¢ $ 43,62(

Total Assets
March 31, December 31
2009 2008

$ 930,26¢ $ 930,98¢
977,45¢ 955,91:
187,40¢ 217,47
141,06: 148,30°
151,25¢ 168,35¢
78,47" 92,37:
108,94 77,48t

$2,574,87! $2,590,89!
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11. Commitments and Contingencies
Legal Proceedings

The Company is involved in various claims &wisuits in the normal course of business. As ofdl&81, 2009, management did not bel
any accruals were necessary in accordance with SFAS, Accounting for Contingencies .

In connection with the July 2007 acquisitidlT@DCO, the Company assumed certain material lpgadeedings from TODCO and its
subsidiaries.

In October 2001, TODCO was notified by the UEBvironmental Protection Agency (“EPA”) that thBA had identified a subsidiary of
TODCO as a potentially responsible party under CER@ connection with the Palmer Barge Line supadsite located in Port Arthur,
Jefferson County, Texas. Based upon the informatiomided by the EPA and the Company'’s review ®friternal records to date, the
Company disputes the Company’s designation asempally responsible party and does not expectttieatltimate outcome of this case will
have a material adverse effect on our consolidegsdlts of operations, financial position or cdstwé. The Company continues to monitor this
matter.

Robert E. Aaron et al. vs. Phillips 66 Company et al. Circuit Court, Second Judicial District, Jones County, Mississippi. This is the case
name used to refer to several cases that havefiteein the Circuit Courts of the State of Missjgd involving 768 persons that allege
personal injury or whose heirs claim their deattos@ out of asbestos exposure in the course aféhgloyment by the defendants between
1965 and 2002. The complaints name as defendants)gothers, certain of TODCO'’s subsidiaries arthae subsidiaries of TODCO'’s
former parent to whom TODCO may owe indemnity, atiter unaffiliated defendant companies, includingnpanies that allegedly
manufactured drilling-related products containishestos that are the subject of the complaintsntingber of unaffiliated defendant
companies involved in each complaint ranges fropr@gmately 20 to 70. The complaints allege thatdlefendant drilling contractors used
asbestos-containing products in offshore drillipgmtions, land based drilling operations and illirty structures, drilling rigs, vessels and
other equipment and assert claims based on, antbegthings, negligence and strict liability, addims authorized under the Jones Act. The
plaintiffs seek, among other things, awards of ec#jed compensatory and punitive damages. Alheke cases were assigned to a special
master who has approved a form of questionnaibe toompleted by plaintiffs so that claims made \ddag properly served against specific
defendants. As of the date of this report, apprexély 700 questionnaires were returned and theiréngaplaintiffs, who did not submit a
guestionnaire reply, have had their suits dismisg#ubut prejudice. Of the respondents, approxityst80 shared periods of employment by
TODCO and its former parent which could lead tonskaagainst either company, even though many afetipdaintiffs did not state in their
guestionnaire answers that the employment actirallylved exposure to asbestos. After providingghestionnaire, each plaintiff was further
required to file a separate and individual amenzedplaint naming only those defendants against wtimay had a direct claim as identified in
the questionnaire answers. Defendants not idedtifiethe amended complaints were dismissed fronplduetiffs’ litigation. To date, three
plaintiffs named TODCO as a defendant in their aseeincomplaints. It is possible that some of thénfifés who have filed amended
complaints and have not named TODCO as a defema@ntttempt to add TODCO as a defendant in thedwtthen case discovery begins
greater attention is given to each individual pi#fis employment background. The Company continteesionitor a small group of these other
cases. The Company has not determined which emtityd be responsible for such claims under the BtaSeparation Agreement between
TODCO and its former parent. The Company intend$efend vigorously and, based on the limited infation available at this time, does not
expect the ultimate outcome of these lawsuits t@l@amaterial adverse effect on its consolidatedlte of operations, financial position or ¢
flows.

The Company and its subsidiaries are involaealnumber of other lawsuits, all of which havisam in the ordinary course of business. The
Company does not believe that ultimate liabilifyany, resulting from any such other pending litiga will have a material adverse effect or
business or consolidated financial position.

The Company cannot predict with certaintyahiécome or effect of any of the litigation mattepecifically described above or of any other
pending litigation. There can be no assurancettita€Company’s belief or expectations as to themutor effect of any lawsuit or other
litigation matter will prove correct, and the evagitoutcome of these matters could materially dififem management’s current estimates.

Insurance

The Company is seifisured for the deductible portion of its insuracogerage. Management believes adequate accruadsiean made ¢
known and estimated exposures up to the dedugidstion of the Company’s insurance coverage. Mamegye believes that claims and
liabilities in excess of the amounts accrued asxjadtely insured. However, our insurance is sultjeekclusions and limitations, and there is
no assurance that such coverage will adequatetggros against liability from all potential conseqces.
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The Company maintains insurance coveragdrhhtdes coverage for physical damage, third piéahyility, workers’ compensation and
employers’ liability, general liability, vessel pation and other coverages.

In May 2008, the Company completed the ren@all of its key insurance policies. The Compangtimary marine package provides for
hull and machinery coverage for the Companygs and liftboats up to a scheduled value fohessset. The maximum coverage for these ¢
is $2.9 billion; however, coverage for U.S. Gulféxico named windstorm damage is subject to amareggregate limit on liability of
$200.0 million. The policies are subject to exabnsi, limitations, deductibles, saffsured retention and other conditions. Deductilbegvent:
that are not U.S. Gulf of Mexico named windstornereé are 10% of insured values per occurrencerfiting rigs, and range from $0.3 millic
to $1.0 million per occurrence for liftboats, degeg on the insured value of the particular vesBeé deductibles for drilling rigs and liftboats
in a U.S. Gulf of Mexico named windstorm event thre greater of $10.0 million or the operational wigible for each U.S. Gulf of Mexico
named windstorm. The Company is self-insured f&6 Hbove the deductibles for removal of wreck, suelabor, collision, protection and
indemnity general liability and hull and physicalndage policies. The protection and indemnity cayemander the primary marine package has
a $5.0 million limit per occurrence with excesdlisy coverage up to $200.0 million. The primararme package also provides coverage for
cargo and charterer’s legal liability. Vessel ptitin is covered under a Water Quality Insuranced®ate policy. In addition to the marine
package, the Company has separate policies prgvadinerage for onshore general liability, emplogdigibility, auto liability and non-owned
aircraft liability, with customary deductibles andverage as well as a separate primary marine gadka its Delta Towing business.

In 2008, in connection with the renewal oftagr of its insurance policies, the Company enténéalagreements to finance a portion of its
annual insurance premiums. Approximately $35.2iamllvas financed through these arrangements. Theest rate on these notes was 4.42%
and the notes were scheduled to mature in ApriB28@wever, these notes were fully paid as of M&th2009.

Surety Bonds and Unsecured Letters of Credit

The Company has $42.7 million outstandingteeldo surety bonds at March 31, 2009. The suretylb guarantee our performance as it
relates to the Company'’s drilling contracts, insiwey tax and other obligations in various jurisdits. These obligations could be called at any
time prior to the expiration dates. The obligatitimat are the subject of the surety bonds are g@bgrally concentrated primarily in Mexico.

The Company had $0.1 million in an unsecueg@t of credit outstanding at March 31, 2009.

12. Accounting Pronouncements

In April 2009, the FASB issued FSP SFAS 141Redounting for Assets Acquired and Liabilities Assumed in a Business Combination That
Arise from Contingencies, (“FSP SFAS No. 141R-1"). This FSP amends and aariSFAS No. 141 (revised 200BYsiness Combinations
(“SFAS No. 141R"), to require that an acquirer rgui@e at fair value, at the acquisition date, asetacquired or a liability assumed in a
business combination that arises from a contingértéy acquisition-date fair value of that asseliability can be determined during the
measurement period. If the acquisition-date falueaf such an asset acquired or liability assunsthot be determined, the acquirer should
apply the provisions of SFAS Bgccounting for Contingencies, to determine whether the contingency should begeized at the acquisition
date or after it. FSP SFAS 141R-1 is effectivedssets or liabilities arising from contingencied®irsiness combinations for which the
acquisition date is after the beginning of thetfinsnual reporting period beginning after Decendlier2008. In December 2007, the FASB
issued SFAS No. 141R which replaces SFAS No. Bddiness Combinations (“SFAS No. 141"), and applies to all transactionsd ather
events in which one entity obtains control over onenore other businesses. SFAS No. 141R requir@sguirer, upon initially obtaining
control of another entity, to recognize the asdetiilities and any nomontrolling interest in the acquiree at fair vahgeof the acquisition da
Contingent consideration is required to be recagghznd measured at fair value on the date of atiquisather than at a later date when the
amount of that consideration may be determinabyemhe a reasonable doubt. SFAS No. 141R requiresirgeg to expense acquisition-related
costs as incurred rather than allocating such ¢odtse assets acquired and liabilities assumediaagreviously the case under SFAS No. 141.
The Company adopted both FSP SFAS No. 141R-1 aAG$¥. 141R as of January 1, 2009 with no signifidempact as there have been no
acquisitions in the current year. However FSP SRAS141R-1 and SFAS No. 141R may have a significaptict on the Company’s
accounting for any business combinations closinénfuture.

In May 2008, the FASB issued FSP 14-1, whiahifies the accounting for convertible debt instients that may be settled in cash
(including partial cash settlement) upon conversiE®P 14-1 requires issuers to account separatethé liability and equity components of
certain convertible debt instruments in a mannar téflects the issuer’'s nonconvertible debt (unsst debt) borrowing rate when interest cost
is recognized. FSP 14-1 requires bifurcation ob@ponent of the debt, classification of that congrdrin equity and the accretion of the
resulting discount on the debt to be recognizeplaaisof interest expense in the Company’s constitiatatement of operations. The interest
rate to be used under FSP 14-1 will therefore be

18




Table of Contents

HERCULES OFFSHORE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
UNAUDITED

significantly higher than the rate on the Compar®svertible Senior Notes due 2038 that was presijoused, which was equal to the coupon
rate of 3.375 percent. As of January 1, 2009, then@any adopted FSP 14-1 with retrospective appicad the terms of instruments as they
existed for all periods presented (See Note 5).

In March 2008, the FASB issued SFAS No. T®isclosures about Derivative Instruments and Hedging Activities (“SFAS No. 161"). SFAS
No. 161 amends SFAS No. 1:Accounting for Derivative Instruments and Hedging Activities (“SFAS No. 133”) requiring enhanced
disclosures about an entity’s derivative and heglgictivities, thereby improving the transparencyimmdncial reporting. SFAS No. 161's
disclosures provide additional information on havd avhy derivative instruments are being used. $tatement is effective for financial
statements issued for fiscal years and interimopierbeginning after November 15, 2008, with eaplyliaation encouraged. Accordingly, the
Company adopted SFAS No. 161 as of January 1, ¢5€8 Note 6).

In January 2008, the Company adopted, withmaterial impact to its consolidated financial stegats, the provisions of SFAS No. 157
related to financial assets and liabilities anddafinancial assets and liabilities measured atf@ue on a recurring basis. SFAS No. 157
defines fair value, establishes a framework for sneiag fair value under generally accepted accagntrinciples and expands disclosures
about fair value measurements. SFAS No. 157 doeeqaire any new fair value measurements, rattseapplication is made pursuant to
other accounting pronouncements that require anppéair value measurements. In February 2008 HA8B issued FSP SFAS No. 157-2,
Effective Date of FASB Satement No. 157, which defers the effective date of SFAS No. 1&7dne year for certain nonfinancial assets and
nonfinancial liabilities, except those that areogrtized or disclosed at fair value in the finansiatements on a recurring basis. Effective
January 1, 2009, the Company adopted, without ma&ierpact on its consolidated financial statemetits provision for nonfinancial assets
and liabilities that are not required or permittedbe measured at fair value on a recurring bagigh include those measured at fair value in
impairment testing and those initially measurethatvalue in a business combination.

13. Subsequent Event

During April 2009, the Company repurchased.820illion aggregate principal amount of the 3.376%nvertible Senior Notes for a cost of
$6.1 million (See Note 5). In accordance with F8PL1the settlement consideration will be allocatethe extinguishment of the liability
component in an amount equal to the fair valudnat tomponent immediately prior to extinguishmexith any difference between this
allocation and the net carrying amount of the ligbcomponent and unamortized debt issuance cestmynized as a gain or loss on debt
extinguishment. The remaining settlement consid@raif any, would be allocated to the reacquisitaf the equity component and recognized
as a reduction of Stockholders’ Equity.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis showdddad in conjunction with the accompanying unaatonsolidated financial statements &
March 31, 2009 and for the three months ended Mat¢t2009 and March 31, 2008, included elsewhereimeand with our annual report on
Form 10-K for the year ended December 31, 2008.fokmwving information contains forward-looking staents. Please read “Forward-
Looking Statements” below for a discussion of dartiamitations inherent in such statements. Pledse read “Risk Factors” in Item 1A of our
annual report for a discussion of certain risksnfigour company.

OVERVIEW

We provide shallow-water drilling and marirer\dces to the oil and natural gas exploration amdluction industry in the U.S. Gulf of
Mexico and internationally. We provide these sergito major integrated energy companies, indepérmilesnd natural gas operators and
national oil companies.

We operate our business as six divisionsD@restic Offshore, (2) International Offshore, (@and, (4) Domestic Liftboats,
(5) International Liftboats, and (6) Delta Towiryeviously, we reported an “Other” segment thaluided Delta Towing and certain land rigs.
The land rigs were sold in December 2007, andehbalts of the land rig operations are included iscBntinued Operation.

As of April 23, 2009, our business segmenttuitied the following:

Domestic Offshore — includes 20 jackup rigs and three submersible inghe U.S. Gulf of Mexico that can drill in maxam water depths
ranging from 85 to 350 feet. Fourteen of the jackgp are either working on short-term contracta\ailable for contracts. Six jackup rigs and
all three submersibles are cold-stacked.

I nternational Offshore — includes 11 jackup rigs and one platform rig owgsifithe U.S. Gulf of Mexico. The Company has aekiip ric
working offshore in each of Qatar and Malaysia a#l as one jackup rig warm-stacked in Gabon. Then@any has two jackup rigs working
offshore in each of India and Saudi Arabia and jaekup rigs and one platform rig operating in Mexitn addition, the Company has one
jackup rig currently undergoing an upgrade in Naandnd one jackup rig cc-stacked in Trinidad.

Inland — includes a fleet of 6 conventional and 11 postadje rigs that operate inland in marshes, rivekes and shallow bay or coastal
waterways along the U.S. Gulf Coast. Four of thenGany’s inland barges are either operating on giean contracts or available and thirteen
are cold-stacked.

Domestic Liftboats — includes 45 liftboats in the U.S. Gulf of Mexideorty-three are operating in the U.S. Gulf of Mexand two are
cold-stacked.

International Lifthoats — includes 20 liftboats. Eighteen are operatinglodfe West Africa, including five liftboats owned & third party.
One liftboat is operating offshore Middle East. Qifteoat is in a Middle Eastern shipyard undergpiefurbishment and is being marketed in
the Middle East region.

Delta Towing — the Company’s Delta Towing business operateset @if 30 inland tugs, 15 offshore tugs, 34 creat$o46 deck barges,
17 shale barges and four spud barges along aheé id.S. Gulf of Mexico and along the Southeasteast As of April 23, 2009, 24 crew
boats, 13 inland tugs and six offshore tugs ard-stdcked, and the remaining are working or avkal&lr contracts.

In January 2009, we entered into an agreeminiMosvold Middle East Jackup Ltd. whereby welwilarket, manage and operate two 300
foot, high-specification new-build jackup drillimggs. The rigs, which have an independent leg @i design, are under construction in the
Middle East and are expected to be available feratpns in early to mid first quarter 2010 andosetquarter 2010, respectively. We will
have worldwide, exclusive marketing rights, exdepgtl.S. sanctioned countries. All operating anditedexpenses incurred to operate the rig
will be paid for or reimbursed by Mosvold Middle fadackup Ltd. Upon commencement of a drilling cactt we will receive a
commencement fee and an ongoing management fégefoemainder of the contract. Additionally, in dary 2009, we reclassified four of our
cold-stacked jackup rigs located in the U.S. Galflexico and 10 of our cold-stacked inland bargesedired. These rigs would require
extensive refurbishment and currently are not etqukto re-enter active service.

Our jackup and submersible rigs and our baggeare used primarily for exploration and devetemt drilling in shallow waters. Under
most of our contracts, we are paid a fixed dailytaerate called a “dayrate,” and we are requicepay all costs associated with our own crews
as well as the upkeep and insurance of the rigegngbment.
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Our liftboats are self-propelled, self-elengtivessels that support a broad range of offshgypast services, including platform
maintenance, platform construction, well interventand decommissioning services throughout theofifen oil or natural gas well. Under m
of our liftboat contracts, we are paid a fixed addgrfor the rental of the vessel, which typicatigludes the costs of a small crew of four to €
employees, and we also receive a variable rateefotbursement of other operating costs such asitgtduel, rental equipment and other
items.

Our revenues are affected primarily by dayafieet utilization, the number and type of uiit®ur fleet and mobilization fees received
from our customers. Utilization and dayrates, imtare influenced principally by the demand fgraind liftboat services from the exploration
and production sectors of the oil and natural gdsstry. Our contracts in the U.S. Gulf of Mexiend to be short-term in nature and are
heavily influenced by changes in the supply of sinéative to the fluctuating expenditures for bothling and production activity. Our
international drilling contracts and some of oftblbat contracts in West Africa are longer-ternnature.

Our backlog at April 23, 2009 totaled approately $647.3 million for our executed contracts pAgximately $246.4 million of this backlc
is expected to be realized during the remaind@068. We calculate our backlog, or future contrdceyenue, as the contract dayrate
multiplied by the number of days remaining on thatcact, assuming full utilization. Backlog exclgdevenues for mobilization,
demobilization, contract preparation and custoragnbursables. The amount of actual revenues eamethe actual periods during which
revenues are earned will be different than the logcttisclosed or expected due to various factomvmime due to various operational factors,
including unscheduled repairs, maintenance, weathether factors (some of which are beyond ontro), may result in lower dayrates tt
the full contractual operating dayrate. In soméhefcontracts, our customer has the right to teaiteithe contract without penalty and in cer
instances, with little or no notice.

Our operating costs are primarily a functidfl@et configuration and utilization levels. Theost significant direct operating costs for our
Domestic Offshore, International Offshore and ldlae@gments are wages paid to crews, maintenanaepaits to the rigs, and insurance.
These costs do not vary significantly whether thesoperating under contract or idle, unless wiele that the rig is unlikely to work for a
prolonged period of time, in which case we may die¢d “cold-stack” or “warm-stack” the rig. Coldasking is a common term used to
describe a rig that is expected to be idle forarpcted period and typically for which routine mtainance is suspended and the crews are
redeployed or laid-off. When a rig is cold-stackeplerating expenses for the rig are significargljuced because the crew is smaller and
maintenance activities are suspended. Placingrrigsrvice that have been calthcked typically requires a lengthy reactivatioojgct that ca
involve significant expenditures and potentiallydaidnal regulatory review, particularly if the rigas been cold-stacked for a long period of
time. Warm-stacking is a term used for a rig expe¢b be idle for a period of time that is not eslgnged as is the case with a cetdeked ric
Maintenance is continued for warm-stacked rigswGrare reduced but a small crew is retained. Wetanked rigs generally can be reactiv:
in three to four weeks.

The most significant costs for our Domestiftddats and International Liftboats segments aeenthges paid to crews and the amortization
of regulatory drydocking costs. Unlike our Domegdiffshore, International Offshore and Inland segtsea significant portion of the expenses
incurred with operating each liftboat are paiddoreimbursed by the customer under contractuaigemd prices. This includes catering, fuel,
oil, rental equipment, crane overtime and othan#eWe record reimbursements from customers asnuegeand the related expenses as
operating costs. Our liftboats are required to ugdeegulatory inspections every year and to béaliked two times every five years; the
drydocking expenses and length of time in drydcak/\depending on the condition of the vessel. Alits associated with regulatory
inspections, including related drydocking coste, @eferred and amortized over a period of twelvatimn
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RESULTS OF OPERATIONS

The following table sets forth financial infeation by operating segment and other selectednation for the periods indicated:

Domestic Offshore:

Number of rigs (as of end of period)
Revenue:

Operating expenst

Depreciation and amortization expel
General and administrative expen
Operating los:

International Offshore:

Number of rigs (as of end of peria
Revenue:!

Operating expenst

Depreciation and amortization expel
General and administrative expen
Operating incom

Inland:

Number of barges (as of end of period)
Revenue:

Operating expenst

Depreciation and amortization expel
General and administrative expen
Operating los!

Domestic Liftboats:

Number of liftboats (as of end of peric
Revenue:

Operating expenst

Depreciation and amortization expel
General and administrative expen
Operating income (los:

International Liftboats:

Number of liftboats (as of end of peric
Revenue:

Operating expenst

Depreciation and amortization expel
General and administrative expen

Operating incomi

(@) InJanuary 2009, we retired four Domestic Offshage and ten Inland barge

Three Months Ended

March 31,

2009

2008

(Dollars in thousands

23
$ 59,18:
54,41
15,04(
1,66¢
$(11,940

12
$103,45;
44,14:
15,18
1,24:

$ 42,88t

17

$ 12,918
20,26
7,99:¢
90C

$(16,249)

45

$ 22,61(
14,13«
5,04¢
40¢

$ 3,01¢

20

$ 18,64:
8,107
2,38¢
1,291

$ 6,86(

28
$62,44’
47,77:
15,33
1,23(

$ (1,890

11
$65,34:
22,79:
7,58¢
61%
$34,35(
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Delta Towing:
Revenue:!
Operating expenst
Depreciation and amortization expel
General and administrative expen
Operating los!
Total Company:
Revenue:
Operating expenst
Depreciation and amortization expel
General and administrative expen
Operating incom
Interest expens
Other, ne
Income (loss) before income tax
Income tax benefit (provisiot

Income (loss) from continuing operatic
Loss from discontinued operation, net of ta

Net income (loss

Three Months Ended

The following table sets forth selected operatl data by operating segment for the periodciaigid:

Domestic Offshort
International Offshort
Inland

Domestic Liftboats
International Liftboat:

Domestic Offshort
International Offshort
Inland

Domestic Liftboats
International Liftboat:

March 31,
2009 2008
$ 6,69 $ 10,20:
8,18t 7,542
2,28¢ 2,56¢
481 582
$ (4,257 $ (492
$223,49: $212,49:
149,24 131,14¢
48,84¢ 43,62(
16,29: 16,36¢
9,10¢ 21,36¢
(15,789 (15,956
(65€) 2,02¢
(7,336) 7,43¢
2,82¢ (2,55%)
(4,511 4,87¢
(439 (389
$ (4,949 $ 4,48¢
Three Months Ended March 31, 2009
Average
Average Operating
Operating Available Revenue Expense
Days Days Utilization (1) per Day (2) per Day (3)
864 1,38¢ 62.2% $ 68,491 $39,31¢
79t 847 93.%% 130,12¢ 52,11¢
29¢ 728 41.2% 43,33: 28,02¢
2,43¢ 3,87( 63.(% 9,27( 3,652
91¢& 1,71C 53.71% 20,30 4,741
Three Months Ended March 31, 2008
Average
Average Operating
Operating Available Revenue Expense
Days Days Utilization (1) per Day (2) per Day (3)
1,09¢ 2,00z 54.8% $56,87: $23,86:
654 70¢ 92.2% 99,91: 32,141
93¢ 1,547 60.6% 42,93( 20,63
1,60( 4,18¢ 38.2% 9,96¢ 3,31¢
1,217 1,547 78.1% 15,03( 4,667
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(1) Utilization is defined as the total numberdafys our rigs or liftboats, as applicable, werdartontract, known as operating days, in the
period as a percentage of the total number of alvigildays in the period. Days during which our ggd liftboats were undergoing major
refurbishments, upgrades or construction, and dayisg which our rigs and liftboats are cold-statkare not counted as available days.
Days during which our liftboats are in the shipyardlergoing drydocking or inspection are considenalable days for the purposes of
calculating utilization

(2) Average revenue per rig or liftboat per dageéfined as revenue earned by our rigs or liffgae applicable, in the period divided by the
total number of operating days for our rigs oblifats, as applicable, in the period. Included terimtional Offshore revenue is a total of
$3.8 million and $2.0 million related to amortizatiof deferred mobilization revenue and contraecdjr capital expenditures
reimbursed by the customer for the three monthee@idbarch 31, 2009 and 2008, respectively. Includddternational Liftboats revent
is a total of $0.1 million related to amortizatiohdeferred mobilization revenue for the three rhereanded March 31, 2009. There wa
such revenue in the three months ended March 3B #0 International Liftboat:

(3) Average operating expense per rig or lifthpat day is defined as operating expenses, exgutkpreciation and amortization, incurred
by our rigs or liftboats, as applicable, in theiperivided by the total number of available dayshe period. We use available days to
calculate average operating expense per rig bobft per day rather than operating days, whiclugee to calculate average revenue per
rig or liftboat per day, because we incur operaérgenses on our rigs and liftboats even when dineyot under contract and earning a
dayrate. In addition, the operating expenses warion our rigs and liftboats per day when theyrareunder contract are typically lower
than the per-day expenses we incur when they aterwontract. Included in International Offshorexgting expense is a total of
$0.7 million and $0.8 million related to amortizatiof deferred mobilization expenses for the thnemths ended March 31, 2009 and
2008, respectively

For the Three Months Ended March 31, 2009 and 2008
Revenues

Consolidated. Total revenues for the three-month period endedci&d, 2009 (the “Current Quarter”) were $223.5iorl compared with
$212.5 million for the three-month period ended &feB1, 2008 (the “Comparable Quarter”), an incredsk11.0 million, or 5.2%. This
increase is further described below. Total revemueaded $3.5 million in reimbursements from oustomers for expenses paid by us in the
Current Quarter compared with $2.9 million in then@parable Quarter.

Domestic Offshore . Revenues for our Domestic Offshore segment were2®B8lion for the Current Quarter compared witt2$Bmillion
for the Comparable Quarter, a decrease of $3.3omjlbr 5.2%. This decrease resulted primarily frdecreased operating days due to our cold
stacking of rigs, which contributed $16.0 milliohtbe decrease, partially offset by a $12.7 millinarease due to higher average dayrates.
Average utilization was 62.4% in the Current Quactempared with 54.8% in the Comparable Quarter.

International Offshore . Revenues for our International Offshore segmenew403.5 million for the Current Quarter comparethw
$65.3 million for the Comparable Quarter, an inseeaf $38.1 million, or 58.3%, of which $19.8 mati was due to higher average dayrates in
the Current Quarter, and $18.3 million was duentwéased operating days as a result of the commmamteof theHercules 260 in April 2008
and the associated revenue from the provision ein@aervices, as well as the commencement dfféneules 208 in August 2008Hercules
261 in December 2008 andercules 262 in January of 2009. These favorable increases pemtelly offset by théHercules 156 rolling off
contract and thelercules 185 being in the shipyard for an upgrade during ther€énirQuarter. Average revenue per rig per day aszd to
$130,128 in the Current Quarter from $99,913 inGoenparable Quarter due to higher average dayfatéise Hercules 260 , Hercules 261
andHercules 258 in the Current Quarter.

Inland. Revenues for our Inland segment were $12.9 milliothe Current Quarter compared with $40.3 millionthe Comparable
Quarter, a decrease of $27.4 million, or 67.9%s™acrease resulted from decreased operating @agserage revenue per rig per day was
essentially the same in both periods. Availablesdi#sclined 53% during the Current Quarter as coetptr the Comparable Quarter due to our
cold stacking plan. Furthermore, average utilizatias 41.2% on fewer available days in the Cur@ardrter compared with 60.6% in the
Comparable Quarter as demand in the segment décline
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Domestic Liftboats. Revenues for our Domestic Liftboats segment wegghillion for the Current Quarter compared wittb$ million
in the Comparable Quarter, an increase of $6.4anjlbr 41.8%. This increase resulted primarilynirincreased operating days, which
contributed $7.8 million of the increase, partialjset by a $1.1 million decrease due to lowerage dayrates. Operating days increased to
2,439 in the Current Quarter from 1,600 in the Caraple Quarter. Average utilization also increased3.0% in the Current Quarter from
38.2% in the Comparable Quarter. Average revenuggssel per day was $9,270 in the Current Quadepared with $9,965 in the
Comparable Quarter, a decrease of $695. The decireaverage revenue per vessel per day was dow¢o dayrates, partially offset in part
mix of vessel class. Revenues for our Domestidbits segment included $1.2 million and $0.7 millio reimbursements from our customers
for expenses paid by us in the Current Quarteth@@omparable Quarter, respectively.

International Liftboats. Revenues for our International Liftboats segmenev18.6 million for the Current Quarter comparethw
$18.3 million in the Comparable Quarter, an inceeas$0.4 million, or 1.9%. This increase resulfiexin higher average dayrates, which
contributed $6.5 million of the increase, signifitlg offset by fewer operating days, which conttémia $6.1 million decrease. Operating days
decreased to 918 days in the Current Quarter fr@h7ldays in the Comparable Quarter. Average reveeuliftboat per day was $20,307 in
the Current Quarter compared with $15,030 in thm@arable Quarter, with average utilization of 53.if%he Current Quarter compared with
78.7% in the Comparable Quarter. Approximately $8,6f the increase in average revenue per vessdibyevas due to mix of vessel class
and approximately $1,598 was due to higher dayr&egenues for our International Liftboats segnieciuded $1.3 million and $1.2 million
in reimbursements from our customers for expenaakslyy us in the Current Quarter and Comparablet®uaespectively.

Delta Towing. Revenues for our Delta Towing segment were $6.lamifor the Current Quarter compared with $10.8iom in the
Comparable Quarter, a decrease of $3.5 milliol3404%, due to decreased activity in both offshat ia the transition zone.

Operating Expenses

Consolidated . Total operating expenses for the Current Quartee\$&49.2 million compared with $131.1 million etComparable
Quatrter, an increase of $18.1 million, or 13.8%isThcrease is further described below.

Domestic Offshore . Operating expenses for our Domestic Offshore segmere $54.4 million in the Current Quarter comgianéth
$47.8 million in the Comparable Quarter, an inceeas$6.6 million, or 13.9%. The increase was dripeimarily by costs related to labor,
workers’ compensation, repairs and maintenancéydimg hurricane related repairs, and insuranceighg offset by a $6.3 million insurance
settlement related to hurricane damage. Availabisdiecreased to 1,384 in the Current Quarter @02 in the Comparable Quarter due to
our cold stacking of rigs. Average operating expsrer rig per day were $39,316 in the Current teuaompared with $23,862 in the
Comparable Quarter due in part to shore based suapd cold stacked rig costs being allocated tewer available days.

International Offshore. Operating expenses for our International Offshegngent were $44.1 million in the Current Quartenpared witl
$22.8 million in the Comparable Quarter, an inceeas$21.3 million, or 93.7%. Available days incsed to 847 in the Current Quarter from
709 in the Comparable Quarter. Average operatipgeses per rig per day were $52,115 in the Cufpeiatrter compared with $32,147 in the
Comparable Quarter. This increase related primé&ithe provisions for marine services includedunHercules 258 andHercules 260
contracts which are recovered through an increrhdataate and the higher operating costs incumeaudi Arabia.

Inland. Operating expenses for our Inland segment were3$fdlion in the Current Quarter compared with $Bfhillion in the
Comparable Quarter, a decrease of $11.7 millio36d5%. Average operating expenses per rig pemaeg $28,028 in the Current Quarter
compared with $20,637 in the Comparable Quartee.ifbrease in cost per day was driven primarilghsts associated with shore based
support and cold stacked rigs being allocated texger available days.

Domestic Liftboats. Operating expenses for our Domestic Liftboats segmere $14.1 million in the Current Quarter congabwith
$13.9 million in the Comparable Quarter, an inceeas$0.2 million, or 1.7%. Available days decrehg®3,870 in the Current Quarter from
4,186 in the Comparable Quarter due to the tramdgfewo liftboats to our International Liftboatsggaent in the second quarter of 2008, as well
as the cold stacking of two lifthoats that wereilade in the Comparable Quarter. Average operatixgenses per vessel per day were $3,652
in the Current Quarter compared with $3,319 inGloenparable Quarter. This increase is primarily wuligher costs related to labor and
repairs and maintenance.

International Lifthoats. Operating expenses for our International Liftbaagment were $8.1 million for the Current Quartanpared witl
$7.2 million in the Comparable Quarter, an increafs0.9 million, or 12.3%. Average operating expesper liftboat per day were $4,741 in
the Current Quarter compared with $4,667 in the Gamable Quarter due primarily to the costs assediaith the start up of our Middle East
operations.
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Delta Towing. Operating expenses for our Delta Towing segmeng8r2 million for the Current Quarter comparedwdiz.5 million in
the Comparable Quarter, an increase of $0.6 mjlbor8.5%, due to higher equipment rentals in theréht Quarter.

Depreciation and Amortization

Depreciation and amortization expense in the&ht Quarter was $48.8 million compared with $48illion in the Comparable Quarter, an
increase of $5.2 million, or 12.0%. This increassutted primarily from additional depreciation tethto theHercules 350, Hercules 262, and
Hercules 261 purchased in 2008, as well as depreciation ofdeules 208 andHercules 260 which had not been placed in service in the
Comparable Quarter. These increases are partidigtdy reduced depreciation due to the impairnoéicertain rigs, barges and related
equipment in the fourth quarter of 2008 and lowaptization of our international contract valuesingible asset.

Other Income (Expense)

Other expense in the Current Quarter was $llibn compared with other income of $2.0 millionthe Comparable Quarter, a decrease of
$2.7 million. This decrease is primarily due togfign currency exchange losses.

Income Tax Benefit (Provision)

Income tax benefit was $2.8 million on pre-tass of $7.3 million during the Current Quartesppared to a provision of $2.6 million on
pre-tax income of $7.4 million for the Comparableafer. The effective tax rate changed to a taefieof 38.5% in the Current Quarter from
a tax provision of 34.4% in the Comparable Quaifbe change in the effective tax rate is due taheof earnings (losses).

CRITICAL ACCOUNTING POLICIES

Critical accounting policies are those thatianportant to our results of operations, financ@hdition and cash flows and require
management’s most difficult, subjective or comgledgments. Different amounts would be reported umadternative assumptions. We have
evaluated the accounting policies used in the pedijoa of the unaudited consolidated financialestants and related notes appearing
elsewhere in this quarterly report. We apply thaseounting policies that we believe best refleetuhderlying business and economic events,
consistent with accounting principles generallyegted in the United States. We believe that ouciesl are generally consistent with those
used by other companies in our industry.

We periodically update the estimates usetfiémpreparation of the financial statements basealiofatest assessment of the current and
projected business and general economic environrBeming recent months, there has been substamiiafility and a decline in commodity
prices. In addition, there has been uncertainthéncapital markets and available financing istiédi If these conditions persist for a prolonged
length of time, our business and the businessesrafustomers could be adversely impacted. Thigrimcould result in changes to estimates
used in preparing our financial statements, inclgdhe assessment of certain of our assets foriimeat.

We believe that our more critical accountimdjgies include those related to property and em&ipt, revenue recognition, income tax,
allowance for doubtful accounts, deferred chargegkbased compensation, cash and cash equivalentsakdtable securities and intangi
assets. Inherent in such policies are certain keyraptions and estimates. For additional infornmatémarding our critical accounting policies,
please read “Management’s Discussion and Analydisnancial Condition and Results of Operations—ti€al Accounting Policies” in Item 7
of our annual report on Form 10-K for the year ehBecember 31, 2008.
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OUTLOOK
Offshore

In general, demand for our drilling rigs ifuaction of our customers’ capital spending plamisich are largely driven by current commodity
prices and their expectations of future commoditggs. Demand in the U.S. Gulf of Mexico is partaly driven by natural gas prices, with
demand internationally typically driven by oil pe&.

As of April 23, 2009, the spot price for Herttyb natural gas was $3.47 per MMBtu, a significdetline from the high of $13.31 per
MMBtu in July 2008. The twelve month strip, or theerage of the next twelve month’s futures contraes $4.61 per MMBtu on April 23,
2009, down from the high of $13.34 in July 2008od with the negative impact the financial crisés thad on demand, increases in onshore
production in the U.S., driven by a significantrie&se in onshore drilling activity through mid 2088ve put downward pressure on natural
prices. Growing deepwater production and poteimigleased deliveries of liquefied natural gas #&e tactors which have weighed on prices.
These factors, together with decline rates, weahdrindustrial demand will likely remain key dnigen the natural gas market for the
foreseeable future.

Qil prices have also declined significantlyeothe last several months, relative to the legéthe past several years. Since June 30, 200
price of WTI has declined from $140.00 to a mukay low of $31.41 in December 2008 before reboundiightly to $48.82 on April 23,
2009. The significant decline since mid-2008 was gimarily to the anticipated effects of globabeomic weakness, increase in oil
inventories relative to consumption and a significstrengthening in the U.S. dollar.

Many of our customers have significantly regtilitheir capital spending plans relative to 20Ghsiing. While the substantial recent decl
in both natural gas and oil prices are a primacydia the weak global economic outlook, shut-indurction related to damage sustained during
Hurricanes Gustav and lke, and a more difficultiemment to raise outside capital, have all contiéd to this curtailed level of capital
spending. This is particularly applicable to ouSUGuIf of Mexico focused customers whose drillprggrams are shorter-term in nature and
can be adjusted more quickly in response to comippdice fluctuations. Many of these Gulf of Mexifmcused customers are smaller and
employ more financial leverage and may face difficin raising outside funding for drilling progranWhile international spending programs
are much longer-term in nature, and the custonead to have greater financial resources, internaticapital spending is also expected to
decline, following nine years of growth, but toesder degree.

Global demand for jackup rigs has increasgdificantly over the last several years with intfonal regions such as the Middle East, India
and Mexico being particularly strong. Demand fakjaps worldwide, excluding the U.S. Gulf of Mexidogreased from 200 in 2001 to 323 in
April 2009.

Strong global demand for jackups over the fegtyears has encouraged newbuilds. AccordingR&®etrodata, as of April 23, 2009, 71
jackup rigs have been ordered by industry partidiganational oil companies and financial invesforsdelivery through 2011. Given tl
recent financial crisis and the weakened outloakymber of orders have already been cancelledwarahticipate that several of these
remaining orders will be delayed or cancelled. Hosvewe expect the majority of these rigs will kdivered and will compete directly with
our fleet. As a result of generally higher dayratesger duration contracts and lower insurancesgeghich are prevalent internationally,
among other factors, we believe the vast majofithe newbuild jackup rigs will target internatidmagions rather than the U.S. Gulf of
Mexico. Our ability to expand our internationallling operations may be limited by the increaseppdy of newbuild jackup rigs.

In addition to spurring newbuilds, this intational demand has drawn available rigs from tHe. Gulf of Mexico. As a result, the supply of
jackup rigs in the U.S. Gulf of Mexico has declirexhsiderably over the last several years frongh bf 157 jackups in 2001 to only
currently, according to published industry sources.

While the overall current supply of jackupsiig the U.S. Gulf of Mexico is 73, several of thefgs are either in the shipyard or cold-
stacked, and the marketed supply is approximat&iy\tile the number of jackups located in the G8If of Mexico has declined
significantly over the last several years, curdgrnand of 33 jackups as of April 23, 2009 is alsesiderably lower than three years ago when
88 jackups were operating in January 2006. A coathlin of factors has resulted in this decline im tumber of rigs from the levels
experienced over the previous several years, inmdudieclining target reservoir sizes and increa$imging, development and lifting costs.

A further reduction in the number of rigs agtarg in the U.S. Gulf of Mexico is possible; howevthe pace of migration of jackup rigs fr
the region to international regions will likely slas much of the expected growth in internatiorehdnd will be met by the aforementioned
newbuild deliveries. Further, a modest reductiothnsupply in the U.S. Gulf of Mexico will likelyot be sufficient to offset the impact of
declining demand resulting from our customers dedacapital spending in 2009.

The global financial and credit crisis hasuwzll the availability of liquidity and credit torfd the continuation and expansion of industrial
business operations worldwide. The shortage ofdigguand credit combined with recent substantigkles in worldwide
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equity markets could lead to an extended globalssion. A further slowdown in economic activity sad by a recession would likely reduce
demand for energy and result in lower oil and redtgas prices. Such a slowdown in economic actiwvityld likely result in a corresponding
decline in the demand for our jackup rigs and offegvices, which could have a material adverseeffe our revenue, profitability and
liquidity.

While the outlook for drilling activity in 2@0has certainly been hampered by the aforementiameatter commodity prices and the global
credit crisis, a number of factors give us optimfemthe longer term. First, with steep initial iee rates in many North American natural gas
basins and a substantial reduction in the rig catietrecent strong natural gas market productiowty could quickly slow or even reverse.
With respect to international markets, which agdsily driven by crude oil prices, the lack of asignificant oil production growth over the
last 5 years, despite a more than doubling of matiéonal exploration and production capital spegdimer this period, leads us to believe that
production would quickly respond to a decline iplexation and production spending.

Furthermore, the offshore drilling market rémsehighly competitive and cyclical, and it hastbigcally been difficult to forecast future
market conditions. While future commaodity price egfations have typically been a key driver for dechor drilling rigs, other factors also
affect our customers’ drilling programs, includitig quality of drilling prospects, exploration sess, relative production costs, availability of
insurance, and political and regulatory environmeAtditionally, the offshore drilling business Hastorically been cyclical, marked by
periods of low demand, excess rig supply and lowatas, followed by periods of high demand, shigrsupply and increasing dayrates. These
cycles have been volatile and are subject to relpéahge.

Inland

The activity for inland barge drilling in th&S. generally follows the same drivers as drillinghe U.S. Gulf of Mexico with activity
following operators’ expectations of prices forural gas and, to a lesser degree, crude oil. Baggdilling activity historically lags activity in
the U.S. Gulf of Mexico due to a number of facteush as the lengthy permitting process that operatwist go through prior to drilling a well
in Louisiana, where the majority of our inland lilnig) takes place, and the predominance of smaildgpendent operators active in inland
waters.

Inland barge drilling activity has slowed diainally over the past year and dayrates haversadtas a result of the number of the key
operators that have curtailed or ceased theirigctivthe inland market for various reasons, inldhg lack of funding, lack of drilling success
and re-allocation of capital to other onshore basis of April 23, none of our seventeen inlandgearhad contracts for work. While we are
likely to have some activity for our inland bardessed on recent bidding activity, we expect agtildtels to remain very low versus historic
norms for the duration of 2009.

Liftboats

Demand for liftboats is typically a functiohaur customers’ demand for platform inspection arantenance, well maintenance, offshore
construction, well plugging and abandonment, ahemtelated activities. Although activity levels fdtboats are not as closely correlated to
movement in commodity prices as for offshore drglrigs, commodity prices are still a key driveittod demand for liftboats. Despite the
production maintenance related nature of the ntgjofithe work, some of the work may be deferremhfitime to time.

Following the active 2005 hurricane seasoriciwbaused tremendous damage to the infrastrutctuhe U.S. Gulf of Mexico, liftboat
utilization and dayrates in the region were strarigan historical levels for approximately two ygahs activity levels declined to more typical
levels and supply increased as approximately 17liftaoats were delivered for work in the U.S. GaffMexico over the past two years,
dayrates softened.

Activity levels increased again in late 20@88castomers addressed damage caused by the hasriGaistav and Ike; however, the damage
was not as extensive as from the 2005 hurricarssgao the higher activity levels are expecteg tmktontinue into the first quarter of 2009.
Dayrates once again increased, responding toghtetied supply and demand balance but are alreadipnitig as the preponderance of the
higher priority repair work has been completed.

As of April 2009, we believe that there wermther 11 liftboats under construction or on olidehe U.S., with anticipated delivery dates
through 2010. Once delivered, these liftboats mathér impact the demand and utilization of our dgtit liftboat fleet.

Our customers’ growth in international capgpénding for the last several years, coupled aitlging infrastructure and significant
increases in the cost of alternatives for servititig infrastructure, has generally resulted inrsgrdemand for our liftboats in West Africa. As
international markets mature and the focus shifts\fexploration to development, in locations susWé&est Africa, the Middle East and
Southeast Asia, we would expect to experience gtdemand growth for liftboats. However, a reduciioexploration and production
companies’ capital spending in international magket2009 will likely temporarily slow or
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reverse this trend. Over the longer term, we gudigi that there may be contract opportunitiesterirational locations for liftboats currently
working in the U.S. Gulf of Mexico and for newlyrestructed liftboats. We recently mobilized two of diftboats to the Middle East from the
U.S. Gulf of Mexico and are actively marketing thessels for use on projects with short and lterga contract opportunities. While we belie
that international demand for liftboats will contato increase over the longer term, the poliiiestiability in certain regions may negatively
impact our customers’ capital spending plans.

LIQUIDITY AND CAPITAL RESOURCES
Sources and Uses of Cash

Sources and uses of cash for the three-marthgended March 31, 2009 are as follows (in oild):

Net Cash Provided by Operating Activitit $ 78.C
Net Cash Provided by (Used in) Investing Activiti
Additions of Property and Equipme (32.¢)
Deferred Drydocking Expenditur (4.0
Insurance Proceeds Recei\ 8.7
Proceeds from Sale of Assets, | 2.C
Total (25.9)
Net Cash Provided by (Used in) Financing Activiti
Shor-term Debt Repayments, N (2.5)
Excess Tax Benefit from Sto-Based Arrangemen 2.7
Total 0.2
Net Increase in Cash and Cash Equival $ b52.:

Sources of Liquidity and Financing Arrangements

Our liquidity is comprised of cash on handsicérom operations and availability under our reirg credit facility. We also maintain a shelf
registration statement covering the future issudrora time to time of various types of securitiegsluding debt and equity securities. If we
issue any debt securities off the shelf or otheminsur debt, we would be required to make prepaysen our term loan to the extent the debt
is not permitted under the term loan. We currebéifeve we will have adequate liquidity to fund aperations for the foreseeable future.
However, to the extent we do not generate suffiaash from operations, we may need to raise additifunds through public or private debt
or equity offerings to fund operations. Furthermave may need to raise additional funds througHipw private debt or equity offerings or
asset sales to avoid a breach of our financialants in our term loan agreement, to refinancdralebtedness or for general corporate
purposes.

Our term loan agreement requires that we wedin financial ratios and tests, which we cuityemeet. However, if the market for our
services does not improve or continues to declirgg the near-term, we may not be able to meetittamial ratios and tests, which would
result in an event of default under our credit egrent and could prevent us from borrowing underrevolving credit facility, which would in
turn have a material adverse effect on our avaléglidity. Additionally, an event of default cautesult in us having to immediately repay all
amounts outstanding under our term loan facility aar revolving credit facility and in the foreclog of liens on our assets or to refinance or
seek an amendment of our senior secured credi¢agme at materially increased cost. In the eveanacdimendment, the lenders may impose
additional operational and financial restrictionsiet could further limit our ability to adequatealyspond to changing business conditions and
from capitalizing on future business opportunities.

Cash Requirements and Contractual Obligations
Debt

Our current debt structure is used to fundbusiness operations.

We currently have a $1,150.0 million creditili¢dy, consisting of a $900.0 million term loandaa $250.0 million revolving credit facility.
The availability under the revolving credit fagilis to be used for working capital, capital expiteurés and other general corporate purposes.
All borrowings under the revolving credit facilitpature on July 11, 2012, and the revolving creatitlity requires interest-only payments on a
quarterly basis until the maturity date. The fagilncludes a diverse group of lenders with no rg@mmitment greater than $30.0 million. No
amounts were outstanding and $14.1 million in staydetters of credit
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had been issued under the revolving credit facil#yof March 31, 2009. The remaining availabilibder this revolving credit facility was
$235.9 million at March 31, 2009.

As of March 31, 2009, $886.5 million was oatsting on the term loan facility and the interesé was 3.21%. The annualized effective
interest rate was 5.31% for the three months eiadh 31, 2009 after giving consideration to detik@activity. The fair value of the amount
outstanding on the term loan facility as of Mardh 3009 approximated $613.9 million.

The revolving credit facility and our term foare governed by a credit agreement that includstomary events of default and two finan
covenants that are tested quarterly: a fixed chaogerage ratio and a leverage ratio. Both findreaenants incorporate our last 12 months of
EBITDA, as defined in the credit agreement. We wereompliance with these covenants at March 309268lowever, if the market for our
services does not improve or continues to declug the near-term, we may not be able to meetitlam£ial ratios and tests, which would
result in an event of default under our credit egrent and could prevent us from borrowing underrevolving credit facility, which would in
turn have a material adverse effect on our avaléquidity. Additionally, an event of default caltesult in us having to immediately repay all
amounts outstanding under our term loan facilitgt aar revolving credit facility and in the foreciog of liens on our assets. Other covenants
contained in the credit agreement restrict, amdhgrahings, asset dispositions, mergers and atiguis, dividends, stock repurchases and
redemptions, other restricted payments, debt, liengstments and affiliate transactions.

In May 2008 and July 2007, we entered intovééive instruments with the purpose of hedgingifatinterest payments on our term loan
facility. We entered into a floating to fixed inést rate swap with varying notional amounts begignvith $100.0 million with a settlement
date of October 1, 2008 and ending with $75.0 orillvith a settlement date of December 31, 2009r&Weive an interest rate of three-month
LIBOR and pay a fixed coupon of 2.980% over sixrtera. The terms and settlement dates of the sveapmthose of the term loan. We
entered into a floating to fixed interest rate swagl decreasing notional amounts beginning witb@@ million with a settlement date of
December 31, 2007 and ending with $50.0 milliorhvaitsettlement date of April 1, 2009. We receivénderest rate of three-month LIBOR
and pay a fixed coupon of 5.307% over six quarfeng. terms and settlement dates of the swap miatste tof the term loan. We also entered
into a zero cost LIBOR collar on $300.0 milliontefm loan principal over three years, with a ceilof 5.75% and a floor of 4.99%. The
counterparty is obligated to pay us in any quaftat actual LIBOR resets above 5.75% and we pagdhaterparty in any quarter that actual
LIBOR resets below 4.99%. The terms and settlerdatds of the collar match those of the term lodre dhange in the fair value of these
hedging instruments resulted in an increase irvdgvie liabilities of $0.6 million during the threronths ended March 31, 2009. We had net
unrealized losses on hedge transactions of $0libmihet of tax of $0.2 million, and $7.0 millionet of tax of $3.8 million for the three
months ended March 31, 2009 and 2008, respectiWydid not recognize a gain or loss due to hedgfdctiveness in the Consolidated
Statements of Operations for the three months eltiedh 31, 2009 and 2008 related to these hedgstguiments. In addition, our interest
expense was increased by $4.4 million and $0.5anitluring the three months ended March 31, 20@92808, respectively, as a result of our
interest rate derivative instruments.

On June 3, 2008, we completed an offering2&0$0 million convertible senior notes at a coupee of 3.375% (“3.375% Convertible
Senior Notes”) with a maturity in June 2038. Thierast on the notes is payable in cash semi-anninadirrears, on June 1 and December 1 of
each year until June 1, 2013, after which the jgadowill accrete at an annual yield to maturity30875% per year. We will also pay conting
interest during any six-month interest period comaireg June 1, 2013, for which the trading pricéhaefse notes for a specified period of time
equals or exceeds 120% of their accreted prineipedunt. The notes will be convertible under certéioumstances into shares of our comr
stock (“Common Stock”) at an initial conversiongaf 19.9695 shares of Common Stock per $1,00@ipahamount of notes, which is equal
to an initial conversion price of approximately 8 per share. Upon conversion of a note, a haelilereceive, at our election, shares of
Common Stock, cash or a combination of cash anesttd Common Stock. We may redeem the notes atpiion beginning June 6, 2013,
and holders of the notes will have the right touiegjus to repurchase the notes on June 1, 2018eatain dates thereafter or on the occurrence
of a fundamental change.

During December 2008, we repurchased $88.bomihggregate principal amount of the 3.375% Caotitle Senior Notes for a cost of
$44.8 million. The carrying amount and fair valfehe 3.375% Convertible Senior Notes was $136llianiand $49.9 million, respectively,
March 31, 2009.

During April 2009, we repurchased $20.0 milliaggregate principal amount of the 3.375% Corvertsenior Notes for a cost of
$6.1 million. In accordance with FSP 14-1, thelegtent consideration will be allocated to the extiishment of the liability component in an
amount equal to the fair value of that componemhadiately prior to extinguishment, with any diffece between this allocation and the net
carrying amount of the liability component and uatized debt issuance costs recognized as a gdas®on debt extinguishment. The
remaining settlement consideration, if any, woutdaliocated to the reacquisition of the equity congnt and recognized as a reduction of
Stockholders’ Equity.
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The foreign overdraft facility, which was dgséd to manage local currency liquidity in Veneauglas terminated in March 2009 and all
outstanding amounts were repaid.

In 2008, in connection with the renewal oftagr of our insurance policies, we entered inteagrents to finance a portion of our annual
insurance premiums. Approximately $35.2 million viiasnced through these arrangements. Howeveapadiunts due related to these notes
were paid during the three months ended March 329 2The interest rate on these notes was 4.42%hantbtes were scheduled to mature in
April 2009.

Our principal insurance policy period endd/fay 2009. We are currently in the process of rengwhe policy. Competitors with assets in
the Gulf of Mexico that have completed their renksvirm 2009 are experiencing a difficult market eomment with insurance underwriters. As
a result of damage sustained by the oil and nagiasiindustry from hurricanes and other named wiadns in the U.S. Gulf of Mexico over
the last few years, insurance underwriters havafgigntly reduced the availability of insurance f6.S. Gulf of Mexico assets with respect to
weather-related damage and have significantly asgd the cost of obtaining such insurance. In mgiinsurers are requiring higher
deductibles and limiting the amount of insuranaecpeds that are available per occurrence and iagheegate, particularly for damage from a
named wind storm. As a result, we anticipate thstiiance costs for damage as result of windstamrtteei U.S. Gulf of Mexico may increase
significantly after the end of our current poliogripd and/or that the amount of our coverage vélklgnificantly reduced. We may determine
that the limits and costs of such insurance areeagonable and we may, therefore, determine tanseire a large portion or all of our U.S.
Gulf of Mexico related risks.

Capital Expenditures

We expect to spend approximately $60 millioncapital expenditures, excluding asset acquistidaring the remainder of 2009. Planned
capital expenditures include refurbishment andgrade to certain of our rigs, liftboats, and otimarine vessels.

Costs associated with refurbishment or upgeatdigities which substantially extend the useffig br operating capabilities of the asset are
capitalized. Refurbishment entails replacing owikeling the operating equipment. An upgrade eniaitseasing the operating capabilities of a
rig or liftboat. This can be accomplished by a nemtif means, including adding new or higher speaifon equipment to the unit, increasing
the water depth capabilities or increasing the cigypaf the living quarters, or a combination otha

We are required to inspect and drydock otlvdiéits on a periodic basis to meet U.S. Coast Gegirements. The amount of expenditures
is impacted by a number of factors, including, aghothers, our ongoing maintenance expendituresradwveather, changes in regulatory
requirements and operating conditions. In additicom time to time we agree to perform modificasdo our rigs and liftboats as part of a
contract with a customer. When market conditiot®mlwe attempt to recover these costs as pahetontract cash flow.

The timing and amounts we actually spend imeation with our plans to upgrade and refurbisteoselected rigs and liftboats are subject
to our discretion and will depend on our view ofrked conditions and our cash flows. From time hoetj we may review possible acquisitions
of rigs, liftboats or businesses, joint venturesrgers or other business combinations, and we ey butstanding from time to time bids to
acquire certain assets from other companies. Wermagyhowever, be successful in our acquisitionrest If we do complete any such
acquisitions, we may make significant capital cotnmeints for such purposes. Any such transactionkléouvolve the payment by us of a
substantial amount of cash. We would likely fund tiash portion of such transactions, if any, thhocash balances on hand, the incurrence of
additional debt, or sales of assets, equity inter@sother securities or a combination thereofvdfacquire additional assets, we would expect
that the ongoing capital expenditures for our comypas a whole would increase in order to maintaineguipment in a competitive condition.

Our ability to fund capital expenditures woblel adversely affected if conditions deteriorateun business, we experience poor results in
our operations or we fail to meet covenants undeit&rm loan facility.

Contractual Obligations

Our contractual obligations and commitmentsgipally include obligations associated with outstanding indebtedness, Financial
Accounting Standards Board (“FASB”) Interpretatida. 48,Accounting for Uncertainty in Income Taxes (“FIN 48”) liability, surety bonds,
letters of credit, future minimum operating leabéigations, purchase commitments and managemenpeosation obligations. During the fi
three months of 2009, there were no material chengeside the ordinary course of business in tieeiipd contractual obligations.

For additional information about our contradtabligations as of December 31, 2008, see “Mam&ge’'s Discussion and Analysis of
Financial Condition and Results of Operations —ulidity and Capital Resources— Contractual Obligatifan Item 7 of our annual report on
Form 10-K for the year ended December 31, 2008.
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Off-Balance Sheet Arrangements
Guarantees

Our obligations under the credit facility @ecured by liens on several of our vessels andesutirdly all of our other personal property.
Substantially all of our domestic subsidiaries, aaderal of our international subsidiaries, guagarthe obligations under the credit agreement
and have granted similar liens on several of thessels and substantially all of their other peaspnoperty.

Letters of Credit and Surety Bonds

We execute letters of credit and surety bandise normal course of business. While these abbgs are not normally called, these
obligations could be called by the beneficiariearat time before the expiration date should we ditezertain contractual or payment
obligations. As of March 31, 2009, we had $56.9iaml of letters of credit and surety bonds outstagdconsisting of $0.1 million in an
unsecured outstanding letter of credit, $14.1 onillietters of credit outstanding under our revolved $42.7 million outstanding in surety
bonds that guarantee our performance as it refatesr drilling contracts, insurance, tax and othigligations in various jurisdictions. If the
beneficiaries called these letters of credit arrétgubonds, the called amount would become an ¢emba sheet liability, and our available
liquidity would be reduced by the amount called.

Accounting Pronouncements

See Note 12 to our condensed consolidateddiahstatements included elsewhere in this report.

FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q includemard-looking statements” within the meaning o€t 27A of the Securities Act of 1933
and Section 21E of the Securities Exchange AcB8#1All statements, other than statements of higgtbfact, included in this quarterly report
that address outlook, activities, events or develents that we expect, project, believe or antieipétl or may occur in the future are forward-
looking statements. These include such matters as:

» our ability to enter into new contracts for oursrignd liftboats and future utilization rates foe timits;

» the correlation between demand for our rigs andifibpats and our earnings and custor’ expectations of energy price

» future capital expenditures and refurbishment, iregrad upgrade cost

» expected completion times for our refurbishment apgrade project:

» sufficiency and availability of funds for requiredpital expenditures, working capital and debtiser

» our plans regarding increased international opamat

» expected useful lives of our rigs and liftbo:

« liabilities under laws and regulations protectihg environment

» expected outcomes of litigation, claims and dispated their expected effects on our financial ciimaliand results of operations; a

» expectations regarding improvements in offshailéirdy activity and dayrates, market conditiongnutand for our rigs and liftboats,
operating revenues, operating and maintenance sgparsurance expense and deductibles, intereshegpdebt levels and other matters
with regard to outlook

We have based these statements on our assumptid@malyses in light of our experience and peroepif historical trends, current
conditions, expected future developments and ddotors we believe are appropriate in the circuncta. Forwardeoking statements by the
nature involve substantial risks and uncertairtties could significantly affect expected resultsd actual future results could differ materially
from those described in such statements. Althougghnot possible to identify all factors, we conig to face many risks and uncertainties.
Among the factors that could cause actual futuselts to differ materially are the risks and unaities described under “Risk Factors” in
Item 1A of our annual report on Form 10-K for theay ended December 31, 2008 and the following
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» oil and natural gas prices and industry expectatabout future price:
» demand for offshore jackup rigs and liftboe
« our ability to enter into and the terms of futuomtracts;

» the worldwide military and political environmenicertainty or instability resulting from an estain or additional outbreak of armed
hostilities or other crises in the Middle East ariger oil and natural gas producing regions, athferracts of terrorism in the United
States, or elsewher

» the impact of governmental laws and regulatic

» the adequacy of sources of credit and liquic

» uncertainties relating to the level of activitydffshore oil and natural gas exploration, develophaad production
» competition and market conditions in the contradlidg and liftboat industries

» the availability of skilled personne

» labor relations and work stoppages, particularlthenWest African labor environmen

» operating hazards such as severe weather andisesscratering, blowouts, war, terrorism andazllation or unavailability of insurance
coverage

» the effect of litigation and contingencies; ¢
» our inability to achieve our plans or carry out strategy

Many of these factors are beyond our abibtgantrol or predict. Any of these factors, or axination of these factors, could materially
affect our future financial condition or resultsagerations and the ultimate accuracy of the fodwaoking statements. These forward-looking
statements are not guarantees of our future pediocen and our actual results and future developweay differ materially from those
projected in the forward-looking statements. Mamagiet cautions against putting undue reliance ondod-looking statements or projecting
any future results based on such statements cergres prior earnings levels. In addition, eaclwfand-looking statement speaks only as of the
date of the particular statement, and we undentakebligation to publicly update or revise any fard-looking statements.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

We are currently exposed to market risk frdranges in interest rates. From time to time, we exdgr into derivative financial instrument
transactions to manage or reduce our market rigkyb do not enter into derivative transactionssfpeculative purposes. A discussion of our
market risk exposure in financial instruments fa#o

Interest Rate Exposure

We are subject to interest rate risk on axedtinterest and variable-interest rate borrowiggiable rate debt, where the interest rate
fluctuates periodically, exposes us to short-tehanges in market interest rates. Fixed rate ddierevthe interest rate is fixed over the life of
the instrument, exposes us to changes in marleresttrates reflected in the fair value of the detut to the risk that we may need to refinance
maturing debt with new debt at a higher rate.

As of March 31, 2009, the lortgrm borrowings that were outstanding subjectxediinterest rate risk consisted of the 7.375% @dxotes
due April 2018 and the 3.375% Convertible Seniotedalue June 2038. The carrying amount of the %338nior Notes was $3.5 million.
The carrying amount and fair value of the 3.375%\@utible Senior Notes was $136.1 million and $48iBion, respectively.

As of March 31, 2009, the interest rate fa #86.5 million outstanding under the term loals ®&21%. If the interest rate averaged 1%
more for 2009 than the rates as of March 31, 28068ual interest expense would increase by apprdazlyn@8.9 million. This sensitivity
analysis assumes there are no changes in our fal@trmicture and excludes the impact of our heglgictivities. The fair value of the amount
outstanding on the term loan facility as of Mardh 3009 approximated $613.9 million.
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Interest Rate Swaps and Derivatives

We manage our debt portfolio to achieve arral’/desired position of fixed and floating rateglanay employ hedge transactions such as
interest rate swaps and zero cost LIBOR collateals to achieve that goal. The major risks froteriest rate derivatives include changes ir
interest rates affecting the fair value of suchrimeents, potential increases in interest expensea market decreases in floating interest rates
and the creditworthiness of the counterpartiesishdransactions. The counterparties to our inteedés swaps and zero cost LIBOR collar are
creditworthy multinational commercial banks. Weibet that the risk of counterparty nonperformarscedt currently material, but
counterparty risk has recently increased througtimifinancial system. Our interest expense wazased by $4.4 million and $0.5 million 1
the three months ended March 31, 2009 and 2008ectsely, as a result of our interest rate deieatransactions. (See the information set
forth under the caption “Debt” in Part 1, ltem 2aivagement’s Discussion and Analysis of Financialdition and Results of Operations-
Liquidity and Capital Resources.)

In connection with the credit facility, in JU007, we entered into hedge transactions witlpthrpose of fixing the interest rate on
decreasing notional amounts beginning with $400I0om with a settlement date of December 31, 288d ending with $50.0 million with a
settlement date of April 1, 2009. We also entergd & zero cost LIBOR collar on $300.0 million efrh loan principal over three years, with a
ceiling of 5.75% and a floor of 4.99%.

In addition, as it relates to our credit fagjlin May 2008 we entered into a floating to fiketerest rate swap with the purpose of fixing the
interest rate on varying notional amounts beginmvity $100.0 million with a settlement date of Qmto 1, 2008 and ending with $75.0 milli
with a settlement date of December 31, 2009. Thie taelow provides the schedule of notional amoteitgted to the interest rate swap (in
thousands):

April 1, 200¢-June 30, 200 $250,00(
July 1, 200-September 30, 20( 175,00(
October 1, 20C-December 30, 200 75,00(

ITEM 4. CONTROLS AND PROCEDURES

We carried out an evaluation, under the supienv and with the participation of our managementluding John T. Rynd, our Chief
Executive Officer and President, and Lisa W. Rageiy our Senior Vice President and Chief Finar®@fficer, of the effectiveness of our
disclosure controls and procedures pursuant to R2del5 under the Securities Exchange Act of 133df ¢he end of the period covered by
this quarterly report. Based upon that evaluatiddn,Rynd and Ms. Rodriguez, acting in their capasitas our principal executive officer and
our principal financial officer, concluded that,@sMarch 31, 2009, our disclosure controls and:pdures were effective, in all material
respects, with respect to the recording, processimgmarizing and reporting, within the time pesapecified in the SE€'rules and forms, «
information required to be disclosed by us in tgorts that we file or submit under the Exchange Ac

There were no changes in our internal comtvek financial reporting that occurred during thestrecent fiscal quarter that have materially
affected, or are reasonably likely to materiallfeaf, our internal control over financial reporting
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

The information set forth under the captiorgal Proceedings” in Note 11 of the Notes to UnadConsolidated Financial Statements in
Item 1 of Part 1 of this report is incorporatedrbference in response to this item.

ITEM 1A. RISK FACTORS
For additional information about our risk farg, see Item 1A of our annual report on Form 1fe#kthe year ended December 31, 2008.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
The following table set forth for the peridddicated certain information with respect to ourghases of our Common Stock:

Total Number of
Shares Purchased Maximum Number

as Part of a of Shares That
Total Number Publicly May Yet Be
of Shares Average Price Announced Plan Purchased Under
Period Purchased (1) Paid per Share (2) Plan (2)
January -31, 200¢ — $ — N/A N/A
February -28, 200¢ 13,45: 2.8¢ N/A N/A
March 1-31, 200¢ 481 1.9 N/A N/A
Total 13,93: 2.8t N/A N/A

(1) Represents the surrender of shares of common &iakisfy tax withholding obligations in connectiwith the vesting of restricted stc
issued to employees under our stockhc-approved lon-term incentive plar

(2) We did not have at any time during the quarter, @amrdently do not have, a share repurchase prograiace.

ITEM 6. EXHIBITS

10.1 Form of Stock Option Award Agreement (incorporabgdeference to Exhibit 10.1 to Hercules’ CurreepBrt on Form 8-K dated
March 3, 2009)

31.1* Certification of Chief Executive Officer of Hercgl@ursuant to Section 302 of the Sarb-Oxley Act of 2002
31.2* Certification of Chief Financial Officer of Herc@eursuant to Section 302 of the Sarb-Oxley Act of 2002

32.1* Certification of the Chief Executive Officer ancetlChief Financial Officer of Hercules pursuant exn 906 of the Sarbanes-Oxley
Act of 2002.

* Filed herewitt
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SIGNATURES

Pursuant to the requirements of the Securities Exadnge Act of 1934, the registrant has duly causedithreport to be signed on its
behalf by the undersigned, thereunto duly authorizd.

HERCULES OFFSHORE, INC

By: /s/ John T. Rynd

John T. Rynd
Chief Executive Officer and President
(Principal Executive Officer)

By: /s/ Lisa W. Rodriguez

Lisa W. Rodriguez
Senior Vice President and Chief Financial Officel
(Principal Financial Officer)

By: /s/ Troy L. Carson

Troy L. Carson
Vice President and Corporate Controller
(Principal Accounting Officer)

Date: April 28, 2009
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INDEX TO EXHIBITS

Exhibit
Number Description
10.1 Form of Stock Option Award Agreement (incorporabgdeference to Exhibit 10.1 to HercU' Current Report on Forir-K dated

March 3, 2009)
31.1* Certification of Chief Executive Officer of Hercsl@ursuant to Section 302 of the Sarb-Oxley Act of 2002
31.2* Certification of Chief Financial Officer of Herc@gursuant to Section 302 of the Sarb-Oxley Act of 2002

32.1* Certification of the Chief Executive Officand the Chief Financial Officer of Hercules pwamsuto Section 906 of the Sarbanes-
Oxley Act of 2002

* Filed herewitt



Exhibit 31.1

CERTIFICATIONS
I, John T. Rynd, certify that:
1. I have reviewed this quarterly report omrd 0-Q of Hercules Offshore, Inc.;

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statets) and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrant’s other certifying officérésd | are responsible for establishing and maiimtg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls andquioes, or caused such disclosure controls an@guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

(b) Designed such internal control over finahoeporting, or caused such internal control dirgaincial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting attie preparation of financial statements for
external purposes in accordance with generallymedeaccounting principles;

(c) Evaluated the effectiveness of the regigts disclosure controls and procedures and pteden this report our conclusions about the
effectiveness of the disclosure controls and proees) as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change inréggstrant’s internal control over financial refiog that occurred during the registranthos!
recent fiscal quarter (the registrantourth fiscal quarter in the case of an annuabmg that has materially affected, or is reasopéikély to
materially affect, the registrant’s internal cohwer financial reporting; and

5. The registrant’s other certifying officérénd | have disclosed, based on our most recaei@ion of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and matenetaknesses in the design or operation of interoatrol over financial reporting which are
reasonably likely to adversely affect the regisisability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, thatalves management or other employees who hawgnéisant role in the registrant’s
internal control over financial reporting.

Date: April 28, 2009

By: /s/ John T. Ryni

John T. Rync
Chief Executive Officer and Preside




Exhibit 31.2

CERTIFICATIONS
I, Lisa W. Rodriguez, certify that:
1. I have reviewed this quarterly report omrd 0-Q of Hercules Offshore, Inc.;

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial stateisy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrant’s other certifying officérésd | are responsible for establishing and maiimtg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls andquioes, or caused such disclosure controls an@guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

(b) Designed such internal control over finahoeporting, or caused such internal control dirgaincial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting attie preparation of financial statements for
external purposes in accordance with generallymedeaccounting principles;

(c) Evaluated the effectiveness of the regigts disclosure controls and procedures and ptedeén this report our conclusions about the
effectiveness of the disclosure controls and proes) as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change inréggstrant’s internal control over financial refiog that occurred during the registranthos!
recent fiscal quarter (the registrantourth fiscal quarter in the case of an annuabmg that has materially affected, or is reasopéikély to
materially affect, the registrant’s internal cohwer financial reporting; and

5. The registrant’s other certifying officérénd | have disclosed, based on our most recat@ion of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and matenetaknesses in the design or operation of interoatirol over financial reporting which are
reasonably likely to adversely affect the regisisability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, thatalves management or other employees who hawgnéisant role in the registrant’s
internal control over financial reporting.

Date: April 28, 2009

By: /s/ Lisa W. Rodrigue

Lisa W. Rodrigue:
Senior Vice President and Chief Financial Offi




Exhibit 32.1

Certification Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002
(Subsections (a) and (b) of Section 1350, ChapteB 6f Title 18, United States Code)

Pursuant to Section 906 of the Sarba®etey Act of 2002 (Subsections (a) and (b) of Secti350, Chapter 63 of Title 18, United States ¢
(the “Act”) and Rule 13a-14(b) promulgated under 8ecurities Exchange Act of 1934, as amended Bkehange Act”), each of the
undersigned, John T. Rynd, Chief Executive Offmed President of Hercules Offshore, Inc., a Delavearporation (the “Company”), and
Lisa W. Rodriguez, who is the Senior Vice Presiderd Chief Financial Officer of the Company, herebitify that, to his and her knowledge:

(1) the Company’s Quarterly Report on Form 10-Qttier period ended March 31, 2009 (the “Report”lyfabmplies with the requirements
of Section 13(a) or 15(d) of the Securities ExcleaAgt of 1934; and

(2) information contained in the Report fairly peess, in all material respects, the financial ctodiand results of operations of the
Company.

Dated: April 28, 2009 /s/ John T. Rynd
John T. Rynd
Chief Executive Officer and Preside

/sl Lisa W. Rodriguez
Lisa W. Rodriguez
Senior Vice President and Chief Financial Offic

The foregoing certification is being furnished $plpursuant to Section 906 of the Act and Rule 13&b) promulgated under the Exchange
and is not being filed as part of the Report oa aeparate disclosure docume



