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The following Management Discussion and Analysis (“MD&A”) should be read in conjunction with our audited
annual consolidated financial statements and accompanying notes for the year ended December 31, 2009 and
our unaudited interim financial statements and accompanying notes for the quarter and six months ended June
30, 2010. The MD&A was prepared by management and provides a review of our performance in the quarter
and six months ended June 30, 2010, and of our financial condition and future prospects.

Our financial statements and the financial information contained in this MD&A have been prepared in
accordance with Canadian generally accepted accounting principles (“GAAP”) and are presented in United
States dollars (“USD”) unless otherwise specified. References to “we,” “us,” “our,” “Company,” and “InterQil”
refer to InterQil Corporation and/or InterQOil Corporation and its subsidiaries as the context requires. Information
presented in this MD&A is as at June 30, 2010 and for the quarter and six months ended June 30, 2010, unless
otherwise specified.
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FORWARD-LOOKING STATEMENTS

This MD&A contains “forward-looking statements” as defined in U.S. federal and Canadian securities laws.
Such statements are generally identifiable by the terminology used such as “may,” “plans,” “believes,” “expects,
“anticipates,” “intends,” “estimates,” “forecasts,” “budgets,” “targets” or other similar wording suggesting future
outcomes or statements regarding an outlook. We have based these forward-looking statements on our current
expectations and projections about future events. All statements, other than statements of historical fact,
included in or incorporated by reference in this MD&A are forward-looking statements. Forward-looking
statements may include, without limitation; plans for our exploration (including drilling plans) and other business
activities and results therefrom; the construction of a proposed LNG plant and a proposed condensate stripping
facility in Papua New Guinea; the development of such LNG plant and condensate stripping facility; the ability to
secure investors in the LNG Project; the commercialization and monetization of any resources; whether sufficient
resources will be established; the likelihood of successful exploration for gas and gas condensate; cash flows
from operations; sources of capital; operating costs; business strategy; contingent liabilities; environmental
matters; and plans and obijectives for future operations; the timing, maturity and amount of future capital and
other expenditures.

Many risks and uncertainties may affect the matters addressed in these forward-looking statements, including
but not limited to:

our ability to finance the development of an LNG and a condensate stripping facility;
the uncertainty in our ability to continue to attract capital;
the uncertainty associated with the regulated prices at which our products may be sold;
the inherent uncertainty of oil and gas exploration activities;
potential effects from oil and gas price declines;
the availability of crude feedstock at economic rates;
our ability to timely construct and commission our LNG and condensate stripping facility;
the implementation of a new ERP system could cause a financial statement error not to be detected;
difficulties with the recruitment and retention of qualified personnel;
losses from our hedging activities;
fluctuations in currency exchange rates;
the uncertainty of success in pending lawsuits and other proceedings;
political, legal and economic risks in Papua New Guinea;
our ability to meet maturing indebtedness;
stock price volatility;
landowner claims and disruption;
compliance with and changes in foreign governmental laws and regulations, including environmental
laws;
the inability of our refinery to operate at full capacity;
the impact of competition;
the margins for our products;
inherent limitations in all control systems, and misstatements due to errors that may occur and not be
detected;
exposure to certain uninsured risks stemming from our operations;
contractual default,.
interest rate risk;
weather conditions and unforeseen operating hazards;
the impact of legislation regulating emissions of greenhouse gases on current and potential markets for
our products;
the impact of our current debt on our ability to obtain further financing;
the adverse effects from importation of competing products contrary to our legal rights; and
law enforcement difficulties.

Forward-looking statements and information are based on our current beliefs as well as assumptions made by,
and information currently available to, us concerning anticipated financial conditions and performance, business
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prospects, strategies, regulatory developments, the ability to attract joint venture partners, future hydrocarbon
commodity prices, the ability to obtain equipment in a timely manner to carry out development activities, the
ability to market products successfully to current and new customers, the effects from increasing competition, the
ability to obtain financing on acceptable terms, and the ability to develop reserves and production through
development and exploration activities. Although we consider these assumptions to be reasonable based on
information currently available to us, they may prove to be incorrect.

Although we believe that the assumptions underlying our forward-looking statements are reasonable, any of the
assumptions could be inaccurate, and, therefore, we cannot assure you that the forward-looking statements will
eventuate. In light of the significant uncertainties inherent in our forward-looking statements, the inclusion of
such information should not be regarded as a representation by us or any other person that our objectives and
plans will be achieved. Some of these and other risks and uncertainties that could cause actual results to differ
materially from such forward-looking statements are more fully described under the heading “Risk Factors” in our
2009 Annual Information Form.

Furthermore, the forward-looking information contained in this MD&A is made as of the date hereof, unless
otherwise specified and, except as required by applicable law, we will not update publicly or revise any of this
forward-looking information. The forward-looking information contained in this MD&A is expressly qualified by
this cautionary statement.

OIL AND GAS DISCLOSURES

We are required to comply with Canadian Securities Administrators’ National Instrument 51-101 Standards for
Disclosure of Qil and Gas Activities (“NI 51-101”), which prescribes disclosure of oil and gas reserves and
resources. GLJ Petroleum Consultants Ltd., an independent qualified reserve evaluator based in Calgary,
Canada, has evaluated our resources data as at December 31, 2009 in accordance with NI 51-101, which
evaluation is summarized in our 2009 Annual Information Form available at www.sedar.com. We do not have
any reserves, including proved reserves, as defined under NI 51-101 or as per the guidelines set by the United
States Securities and Exchange Commission (“SEC”) under ASC Topic 932, as at June 30, 2010.

The SEC permits oil and gas companies, in their filings with the SEC, to disclose only proved, possible and
probable reserves that a company has demonstrated by actual production or conclusive formation tests to be
economically and legally producible under existing economic and operating conditions. We include in this MD&A
information that the SEC’s guidelines generally prohibit U.S registrants from including in filings with the SEC.
Investors are urged to consider closely the disclosure in the Company’s Form 40-F dated March 1, 2010,
available at www.sec.gov.

All calculations converting natural gas to crude oil equivalent have been made using a ratio of six mcf of natural
gas to one barrel of crude equivalent. Barrels of oil equivalent may be misleading, particularly if used in
isolation. A barrel of oil equivalent conversion ratio of six mcf of natural gas to one barrel of crude oil equivalent
is based on an energy equivalency conversion method primarily applicable at the burner tip and does not
represent a value equivalency at the wellhead.
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INTRODUCTION

We are developing a vertically integrated energy company in Papua New Guinea and the surrounding region.
Our operations are organized into four major segments:

Segments

Upstream

Operations

Exploration and Production — Explores for and appraises potential hydrocarbon structures
in Papua New Guinea with a view to commercializing our discoveries. Such discoveries to
date have been made in the Elk and Antelope fields and our current commercialization
efforts involve the development of a proposed condensate stripping facility and
development of gas production facilities for liquefied natural gas.

Midstream

Refining — Produces refined petroleum products at Napa Napa in Port Moresby, Papua
New Guinea for the domestic market and for export.

Liquefaction — Developing proposed onshore and/or offshore floating liquefied natural gas
processing facilities in Papua New Guinea.

Downstream

Wholesale and Retail Distribution — Markets and distributes refined petroleum products
domestically in Papua New Guinea on a wholesale and retail basis.

Corporate

Corporate — Provides support to the other business segments by engaging in business
development and improvement activities and providing general and administrative services
and management, undertakes financing and treasury activities, and is responsible for
government and investor relations. General and administrative and integrated costs are
recovered from business segments on an equitable basis. Our corporate segment results
also include consolidation adjustments.

BUSINESS STRATEGY

Our business strategy is to develop a vertically integrated energy company in Papua New Guinea and
surrounding regions, focusing on niche market opportunities with the goal of providing financial rewards for our
shareholders, while being environmentally responsible, providing a quality working environment and contributing
positively to the communities in which InterQil operates. A significant element of that strategy is to establish and
produce gas and condensate reserves and develop liquefaction and condensate stripping facilities in Papua
New Guinea. The produced LNG would be exported overseas, whilst we plan to use the condensate as
feedstock for our refinery.

InterOil plans to achieve this strategy by:

Developing our position as a prudent and responsible business operator

Enhancing the refining and distribution business

Maximizing the value of our exploration assets

Monetizing our discovered resources through condensate and liquefied natural gas facilities and
businesses

Further details of our business strategy can be found under the heading “Business Strategy” in our 2009 Annual
Information Form available at www.sedar.com.
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OPERATIONAL HIGHLIGHTS

Summary of operational highlights

A summary of the key operational matters and events for the quarter ended June 30, 2010, for each of the
segments is as follows:

e The definition phase (“Pre-FEED”) for the proposed Condensate Stripping Project (“CSP”) has been
completed, and on April 15, 2010 we entered into a preliminary works joint venture and preliminary
works financing agreement with Mitsui & Co. Ltd. (“Mitsui & Co”), to commence Front-End Engineering
and Design (“FEED”) work on the CSP. Subsequent to the quarter ended June 30, 2010, on August 4,
2010, the definitive Joint Venture Operating Agreement (“JVOA”) for the proposed CSP was finalized
and signed with Mitsui & Co.

e During the quarter we continued with drilling and logging of the Antelope 2 horizontal well, and
performed two separate tests. The deeper of the tests confirmed an increasing condensate-to-natural
gas ratio (“CGR”) of 20.4 barrels per million cubic feet of natural gas, 27% higher than observed at the
top of the reservoir. The horizontal well also demonstrated dolomitization and higher porosity deeper in
the reservoir than previously modeled. The well was designed to determine the CGR towards the lower
section of the hydrocarbon interval of the reservoir. This ratio will assist us in the resource assessment
of the reservoir and the final design of the proposed CSP.

e During the quarter, the processing and interpretation of the development seismic over the Antelope
structure acquired in the prior quarter was completed. This work consisted of 100 km of 2D acquisition
to further define the Antelope structure, and to select the location of the development wells on the field.
Seismic interpretation and reservoir geophysical studies are continuing.

e We also conducted a joint seismic program with LNG Energy for a 27 km line which has been acquired
in an area of mutual interest. Subsequent to quarter end, the processing of this data was completed.
Furthermore, seismic acquisition of 20 km on the Wolverine prospect and another 20 km on the Bwata
field was initiated during the second quarter and has been subsequently completed. The seismic
program is designed to appraise the Bwata field and also prioritize our exploration inventory in time for
deployment of our second drilling rig.

e The newly acquired drilling rig was shipped from New Zealand, and is currently at our facilities in Napa
Napa where preparations for jungle operations are being completed.

e Subsequent to quarter ended June 30, 2010, on July 19, 2010, we bought back a total of 0.4% of IPI
interests held under the 2005 Amended and Restated Indirect Participation Agreement. In exchange for
these interests, we issued 208,281 common shares. Our current interest in the exploration licenses after
this transaction is 74.5614%, assuming that all remaining indirect participation interest investors take up
their working interest rights in such licenses and excluding the interests that the Independent State of
Papua New Guinea is able to take up under relevant legislation.

e Total refinery throughput for the quarter ended June 30, 2010 was 23,120 barrels per operating day, as
compared with 21,574 barrels per operating day for the same period of 2009. During the quarter ended
June 30, 2010 and 2009, the refinery was shut down for 2 days and 31 days, respectively.

e Capacity utilization for the quarter, based on 36,500 barrels per day operating capacity, was 63% as
compared to 39% in the same quarter of 2009.

e The refinery operating days were maximized to stockpile products in anticipation of an extended
maintenance shutdown in the end of third quarter of 2010.

e The Catalytic Reformer Unit was shut down for the entire quarter for repairs and maintenance. A restart
of this unit is planned for midway through the third quarter. This shutdown resulted in us having to
import unleaded gasoline to satisfy domestic demand, and consequently resulted in reduced margins on
gasoline sales during the quarter.
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We have continued the programme to sell a portion of our interests in our Elk and Antelope fields, and in
our proposed Midstream Liquefaction plant to underpin the commercialization of our gas resources.
Subsequent to the quarter ended June 30, 2010, on August 4, 2010, an option deed was also executed
with Mitsui to acquire interests of up to a 5% in the Elk and Antelope fields, and in our proposed
Midstream Liquefaction plant on equal terms, yet to be determined, to those agreed with a future
industry partner.

Total Downstream sales volumes for the second quarter 2010 were 145.6 million liters compared with
140.8 million liters for the same quarter in 2009.

During the quarter ended June 30, 2010, we finalized the renewal agreement with Ok Tedi Mining
Limited for our supply contract for a two year term with estimated volume in excess of 100.0 million liters
per annum. The previous supply agreement expired in December 2009, and was being rolled over on a
month to month basis since that time pending formal renewal.

During 2009, we reviewed and selected an Enterprise Resource Planning (“ERP”) system for
implementation group-wide. The implementation process for Microsoft Dynamics AX is ongoing and we
have migrated all streams except for Downstream operations on to the new system during the quarter.
Downstream is expected to be migrated to the new system during the first quarter of 2011.

Subsequent to the quarter ended June 30, 2010, on August 11, 2010, we entered into a short term
secured credit facility of $25.0 million with Clarion Finanz AG (“Clarion”). The amount is available in two
installments of $12.5 million each on August 11, 2010 and August 30, 2010. The facility will mature on
January 31, 2011 and carries an interest rate of 10% per annum.
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SELECTED FINANCIAL INFORMATION AND HIGHLIGHTS

Consolidated Results for the Quarter and Six Months Ended June 30, 2010 compared with the Quarter

and Six Months Ended June 30, 2009

Consolidated — Operating results

($ thousands, except per share data)

Quarter ended June 30,

Six months ended June 30,

2010 2009 2010 2009

Sales and operating revenues 223,768 147,571 401,219 308,411
Interest revenue 34 89 76 165
Other non-allocated revenue 1,547 836 2,873 1,582
Total revenue 225,349| 148,496 404,168| 310,158
Cost of sales and operating expenses (191,432) (126,006) (350,032) (262,418)
Office and administration and other expenses (11,603) (10,629) (22,933) (19,627)
Derivative gain/(loss) 265 (346) (681) 931
Exploration costs (2,308) (31) (2,314) (247)
Gain on sale of oil and gas properties assets - 1,087 - 1,087
Foreign Exchange gain/(loss) (5,383) 5,284 (8,461) (1,106)
Earnings before interest, taxes, depreciation and

amortization ("EBITDA" - non-GAAP measure) 14,888) 17,855 19,747 28,778
Depreciation and amortization (3,623) (3,774) (7,008) (7,154)
Interest expense (1,640) (3,077) (2,926) (7,118)
!’rofit before income taxes and non-controlling 9,625 11,004 9,813| 14,506
interest

Income tax benefit/(expense) (1,793) (1,564) (5,124) (2,420)
Non-controlling interest (2) (2) (2) (4)
[Net profit 7,830 9,438| 4,687 12,082
INet profit per share (dollars) (basic) 0.18| 0.25 0.11 0.32
INet profit per share (dollars) (diluted) 0.17 0.24 0.10] 0.32
Total assets 678,398 662,411 678,398 662,411
Total liabilities 224,280 277,256 224,280 277,256
Total long-term liabilities 91,898| 131,946 91,898| 131,946
|Gross margin @ 32,336 21,565 51,187 45,993
:;sic"fi:v:)prowded by/(used in) operating (29,583) 60,1 4°| (25,543) 78,726

Notes:

(1) Earnings before interest, taxes, depreciation and amortization, or EBITDA, is a non-GAAP measure and is reconciled to Canadian GAAP in the section to

this document entitled “Non-GAAP Measures and Reconciliation”.

(2) Gross Margin is a non-GAAP measure and is “sales and operating revenues” less "cost of sales and operating expenses” and is reconciled to Canadian

GAAP in the section to this document entitled "Non-GAAP Measures and Reconciliation”.

(38) Refer to “Liquidity and Capital Resources — Summary of Cash Flows” for detailed cash flow analysis.

Analysis of Financial Condition Comparing Quarters and Six Months Ended June 30, 2010 and 2009

During the six months ended June 30, 2010, we maintained our debt-to-capital ratio at 10% (13% in June 2009)
which is in well within our targeted gearing levels of 50% or less. The optimum gearing levels are overseen by

the Board of Directors based on recommendations by Management.

Such recommendations are based on

operating cash flows, future cash needs for development, capital market conditions, economic conditions, and

will be reassessed as situations change.
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As at June 30, 2010, our total assets amounted to $678.4 million, compared with $662.4 million as at June 30,
2009. The increase of $16.0 million or 2.4% was primarily due to increases in our oil and gas properties of $60.4
million associated with the appraisal and development of the Elk and Antelope fields, and $13.1 million increase
to the future income tax benefit in relation to recognition of benefits associated with past tax losses of the
refining operation that are expected to be recouped in future periods. These increases have been partly offset
by decreases in cash and cash equivalents of $64.7 million.

As at June 30, 2010 our total liabilities amounted to $224.3 million, compared with $277.3 million as at June 30,
2009, a decrease of $53.0 million or 19.1%. The decrease was primarily due to a reduction in the IPI liability by
$31.3 million arising from the waiver of conversion rights (of indirect participation interests into InterQil
Corporation shares) during 2009 by certain IPIl investors and our buy back of 4.8364% of IPI interests.

Our current ratio (being current assets/current liabilities), which measures the ability to meet short term
obligations, was 1.60 as at June 30, 2010 (1.85 as at June 30, 2009). The quick ratio (or acid test ratio, being
([current assets less inventories]/current liabilities) which is a more conservative measure of our ability to meet
short term obligations, was 0.98 as at June 30, 2010 (1.06 as at June 30, 2009). These are in line with our target
of maintaining ratios at or above 1.50 and 1.0 respectively.

Subsequent to the quarter ended June 30, 2010, on August 4, 2010, the JVOA for the proposed CSP was
finalized. The capital cost for the CSP is currently estimated at $550.0 million, with approximately $32.0 million
of this to be expended for front end engineering design. A final investment decision is targeted by March31,
2011. Mitsui & Co. will be responsible for arranging or providing financing for the capital costs of the plant in the
event a positive final investment decision is made.

Subsequent to the quarter ended June 30, 2010, on August 11, 2010, we entered into a short term secured
facility of $25.0 million with Clarion. The amount is available in two installments of $12.5 million each on August
11, 2010 and August 30, 2010. The facility will mature on January 31, 2011 with an interest rate of 10% per
annum. The first installment has been drawn down as at August 16, 2010. We believe Clarion owns more than
5% of our outstanding common shares and holds certain direct and indirect participation interests in our
exploration leases, including the Elk and Antelope fields.

Analysis of Consolidated Financial Results Comparing Quarter and Six Months Ended June 30, 2010 and
2009

The net profit for the quarter ended June 30, 2010 was $7.8 million compared with a profit of $9.4 million for the
same quarter of 2009, a reduction of $1.6 million. The reduction in net profit was mainly on account of higher
PGK foreign exchange losses, and expensing of the seismic acquisition over the Bwata field and the Wolverine
prospect. These were partly offset by higher gross margins achieved in our operations due to improved refining
crack spreads, lower volatility in crude prices and the positive effect of product price movements as applied to
the inventory sold during the period.

The operating segments of Corporate, Midstream - Refining and Downstream collectively derived a net profit for
the second quarter of $16.1 million, while the development segments of Upstream and Midstream Liquefaction
had a net loss of $8.3 million, for an aggregate net profit of $7.8 million.

Sales and operating revenue increased by $76.2 million from $147.6 million in the quarter ended June 30, 2009
to $223.8 million in the quarter ended June 30, 2010 primarily due to a higher price environment, and
approximately 3.4% increase in domestic sales volumes.

The net profit for the six months ended June 30, 2010 was $4.7 million compared with a profit of $12.1 million for
the same period of 2009, a reduction of $7.4 million. The reduction in net profit was mainly on account of higher
PGK foreign exchange losses, higher consulting costs attributable to the asset sales process currently underway
to sell down interests in the LNG Project and in the Elk and Antelope fields, and expensing of the seismic
acquisition over the Bwata field and the Wolverine prospect. These were partly offset by higher gross margins
achieved in our operations due to improved refining crack spreads, lower volatility in crude prices, and lower
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interest expenses associated with the 8% debentures issued in May 2008 that were fully converted into shares
by June 2009.

The operating segments of Corporate, Midstream - Refining and Downstream collectively derived a net profit for
the six months ended June 30, 2010 of $20.1 million, while the development segments of Upstream and
Midstream Liquefaction had a net loss of $15.4 million, for an aggregate net profit of $4.7 million.

Sales and operating revenue increased by $92.8 million from $308.4 million in the six months ended June 30,
2009 to $401.2 million in the six months ended June 30, 2010 primarily due to a higher price environment, and
approximately 5.4% increase in domestic sales volumes.

Variance Analysis of results between the quarters and six months ended June 30, 2010 and 2009

A complete discussion of each business segment’s results can be found under the section ‘Quarter and Six
Month Period in Review’. The following analysis outlines the key variances, the net of which are the primary
explanations for the changes in the results between the quarters and six months ended June 30, 2010 and 2009.

Quarterly  Six Months
Variance Variance

($ millions) ($ millions)

($1.6) ($7.4) Net profit/(loss) variance for the comparative periods primarily due
to:
> $10.8 $5.2 Increase in gross margins due to improved refining spreads, lower volatility

in crude prices, lower number of shutdown days, and improved margins
associated with product price inventory gains compared with same periods
of 2009.

> ($1.0) ($3.3) Higher office and administration and other expenses, mainly resulting from
higher salaries and wages expenses on translation to AUD which
strengthened against USD as compared to the prior year periods. The
increase is also due to higher stock compensation expense and higher
consulting costs in relation to the asset sales process currently underway.

> ($2.3) (%$2.2) Higher exploration costs during current periods on account of the seismic
acquisition over the Bwata field and the Wolverine prospect which were
expensed as incurred under the successful efforts method of accounting.

> ($10.1) ($7.4) Increase in foreign exchange loss due to movements of PGK against the
USD, and lower PGK rates being achieved from banks on conversion of
the PGK sales revenue into USD for repayment of our crude purchase
working capital facility. The rates achieved fluctuate significantly based on
the extent to which other PNG participants are looking to convert their
foreign currencies. We are unable to undertake PGK currency hedging
due to the relatively small size of the PGK foreign exchange market.

> $1.4 $4.2 Lower interest expense primarily due to the mandatory conversion in June
2009 of the remaining portion of the $95.0 million 8% convertible
debentures.

> (%$0.2) (%$2.7) Increase in income tax expense due to higher profit made by the

Downstream segment, and under-provision of deferred tax expense in
prior year taken up during the current six month period.
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Analysis of Consolidated Cash Flows Comparing Quarters and Six Months Ended June 30, 2010 and
2009

As at June 30, 2010, we had cash, cash equivalents and cash restricted of $57.2 million (June 2009 — $117.7
million), of which $25.6 million (June 2009 - $21.4 million) was restricted. Of the total cash restricted, $19.2
million (June 2009 - $14.5 million) was restricted pursuant to the BNP Paribas working capital facility utilization
requirements, and $6.1 million (June 2009 — $6.5 million) was restricted as a cash deposit on the Overseas
Petroleum Investment Corporation (“OPIC") secured loan.

Our cash outflows from operations for the quarter ended June 30, 2010 were $29.6 million compared with
inflows of $60.1 million for the quarter ended June 30, 2009, a decrease in net cash inflows of $89.7 million.
This decrease is mainly due to a $93.9 million change in operating working capital associated with timing of
payments and product purchases. Our cash outflows from operations for the six months ended June 30, 2010
were $25.5 million compared with inflows of $78.7 million for the six months ended June 30, 2009, a decrease in
net cash inflows of $104.3 million. This decrease is mainly due to $88.8 million change in operating working
capital associated with timing of payments and product purchases, and $15.2 million of cash received on the
close out of long term hedges during the prior year six month period.

Cash outflows for investing activities for the quarter ended June 30, 2010 were $14.9 million compared with
$36.6 million for the quarter ended June 30, 2010. For the six month period ended June 30, 2010 cash outflows
were $29.8 million compared with $43.9 million for the same period of 2008. These outflows mainly relate to the
net cash expenditure on exploration activities net of IPI cash calls, offset by the movement in the restricted cash
balance governed by the BNP Paribas working capital facility and OPIC secured loan and timing of development
stream (Upstream and Liquefaction) payments which are classified under investing activities. These outflows
have been partly offset by the receipt of the final installment of $13.9 million during first quarter of 2010 relating
to the sale of a 2.5% direct working interest in the Elk and Antelope fields to Pacific LNG in September 2009.

Cash inflows from financing activities for the quarter ended June 30, 2010 amounted to $35.0 million, as
compared with $30.2 million during the quarter ended June 30, 2009. For the six month period ended June 30,
2010 cash inflows were $40.6 million compared with $12.6 million for the same period in 2009. The financing
activities section in the cash flow statement includes the capital and debt raisings by us, receipts of cash
contributions from Mitsui & Co. and Petromin PNG Holdings Limited (“Petromin”) for Upstream development
projects, as well as the movement in the working capital facility balance with BNP Paribas. The cash
inflows/outflows due to the working capital facility drawdown/repayments are due to the timing of cash flows and
use of working capital.
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Summary of Consolidated Quarterly Financial Results for Past Eight Quarters

The following is a table containing the consolidated results for the eight quarters ended June 30, 2010 by
business segment, and on a consolidated basis.

Quarters ended

($ thousands except per share

data)
Upstream 1,349 998 1,027 1,011 660 611 487 698
Midstream — Refining 194,016 152,093 173,438 141,295 114,347 145,523 194,617 216,750
Midstream — Liquefaction 0 0 0 1 2 4 23 35
Downstream 119,300 109,687 118,270 107,712 85,472 78,572 128,540 172,528
Corporate 11,321 12,093 10,539 10,087 8,640 7,753 9,591 8,415
Consolidation entries (100,637) (96,052)] (93,971)] (86,509)] (60,625), (70,801)] (114,691)] (134,695)
Sales and operating revenues 225,349 178,819| 209,303] 173,597 148,496 161,662 218,567, 263,731
Upstream (3,498) (1,964) 574] (29,097) (669) (469) (2,483) 231
Midstream — Refining 16,962 4,402 8,492 8,199 14,134 14,747 (13,976) 17,516
Midstream — Liquefaction 3) (563)]  (1,200)) (2,119)]  (1,379)| (2,361)] (2,501)|  (1,570)
Downstream 7,060 4,492 4,391 6,542 4,150 3,241 (7,244) 610
Corporate 1,751 4,402 1,765 1,980 1,897 3,051 226 764
Consolidation entries (7,384))  (5,910)] (4,884)] (4,092 (278)]  (7,285) (2,865) (737)
|eBITDA 14,888 4,859 9,138/ (18,587)] 17,855 10,924 (28,843)] 16,814
Upstream (7,943)  (6,182)| (3,626)] (31,392) (2,382)] (2,133)] (4,003)| (1,039
Midstream — Refining 12,056 (74) 18,070 3,762 9,624 10,350f (19,490) 12,660
Midstream — Liquefaction (360) @) @59 (2481 (1,765) (2,552)| (2,597)]  (1,677)
Downstream 3,719 671 2,371 3,440 1,742 964 (5,901) (886)
Corporate 1,796 3,544 3,036 1,602 (677) 349 (2,275)|  (1,759)
Consolidation entries (1,438) (191) 1,047 (237) 2,894  (4,332) 37 1,928
|Net profit/(loss) 7,830 (3,143) 19,307| (25,306) 9,436 2,646] (34,229) 9,227
Net profit/(loss) per share
(dollars)
Per Share — Basic 0.18 (0.07) 0.45 (0.60) 0.25 0.07 (0.96) 0.26
Per Share — Diluted 0.17 (0.07) 0.43 (0.60) 0.24 0.07 (0.96) 0.22
(1) EBITDA is a non-GAAP measure and is reconciled to GAAP in the section to this document entitled “Non-GAAP Measures and Reconciliation”.
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QUARTER AND SIX MONTH PERIOD IN REVIEW

The following section provides a review of the quarter and six months ended June 30, 2010 for each of our

business segments.

UPSTREAM — QUARTER AND SIX MONTH PERIOD IN REVIEW

Upstream — Operating results

($ thousands)

Quarter ended June 30,

2009

2010

Six months ended June 30,

2009

Other non-allocated revenue 1,349 660 2,347 1,271
Total revenue 1,349| 660| 2,347 1,271
Office and administration and other expenses (2,367) (1,358) (4,818) (2,572)
Exploration costs (2,308) (31) (2,314) (247)
Gain on sale of oil and gas properties - 1,087 - 1,087
Foreign Exchange gain/(loss) (172) (1,028) (676) (678)
|IEBITDA (3,498) (670) (5,461) (1,139)
Depreciation and amortization (78) (150) (217) (262)
Interest expense (4,367) (1,562) (8,447) (3,115)
:;IOSf before income taxes and non-controlling (7,043) (2,382) (14,125) (4,516)
‘Income tax expense - - - -
|Net (loss)/profit (7,943) (2,382) (14,125) (4,516)

(1) EBITDA is a non-GAAP measure and is reconciled to GAAP in the section to this document entitled “Non-GAAP Measures and Reconciliation”.

Analysis of Upstream Financial Results Comparing Quarter and Six Months Ended June 30, 2010 and

2009

The following analysis outlines the key movements, the net of which primarily explains the difference in the
results between the quarters and six months ended June 30, 2010 and 2009.

Net profit/(loss) variance for the comparative periods primarily due to:

Higher exploration costs during current periods for seismic acquisition over

the Bwata field and the Wolverine prospect which are expensed as

incurred under the successful efforts method of accounting.

Increase in office and administration and other expenses due primarily to

higher drilling rig and equipment maintenance expenses, and higher
consulting costs in relation to the asset sales process currently underway.

Quarterly Six Month
Variance Variance
($ millions) ($ millions)
($5.6) ($9.6)
> ($2.3) ($2.2)
> ($1.0) (%$2.2)
> ($2.8) ($5.3)

Higher interest expense due to an increase in inter-company loan balances.
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MIDSTREAM REFINING — QUARTER AND SIX MONTH PERIOD IN REVIEW

Midstream Refining — Operating results

($ thousands)

2010

Quarter ended June 30,

2009

Six months ended June 30,

2010

2009

External sales 104,674 62,311 172,748 144,790
Inter-segment revenue 89,327 51,961 173,239 114,983
Interest and other revenue 15 75 122 97
Total segment revenue 194,016 114,347 346,109 259,870
Cost of sales and operating expenses (170,756) (103,383) (312,168) (224,821)

Office and administration and other expenses (2,468) (2,581) (5,552) (4,873)

Derivative gain/(loss) 483 (346) (463) 931

Foreign Exchange gain/(loss) (4,314) 6,096 (6,562) (2,226)

[EBITDA 16,961 14,133 21,364 28,881

Depreciation and amortization (2,888) (2,800) (5,460) (5,412)
Interest expense (1,651) (1,709) (3,383) (3,495)
!’roflt before income taxes and non-controlling 12,422 9,624 12,521 19,074
interest

Income tax expense (366) - (539) -
[Net profit 12,056 9,624 11,982 19,974
|Gross Margin ® 23,245 10,889| 33,819 34,952

(1) EBITDAis a non-GAAP measure and is reconciled to GAAP in the section to this document entitled “Non-GAAP Measures and Reconciliation”.

(2) Gross Margin is a non-GAAP measure and is external sales and inter-segment revenue less cost of sales and operating expenses and is reconciled
to Canadian GAAP in the section to this document entitled “Non-GAAP Measures and Reconciliation”.

Midstream Refining Operating Review

Key Refining Metrics

Quarter ended June 30,

Six months ended June 30,

Throughput (barrels per day)(”

Capacity utilization (based on 36,500 barrels
per day operating capacity)
Cost of production per barrel®

Working capital financing cost per barrel of
production®

Distillates as percentage of production

23,120
63%
$3.60
$0.42

47%

21,574
39%
$4.16
$0.31

56%

24,557
58%
$2.77
$0.43

50%

22,161
46%
$3.27
$0.33

57%

(1)  Throughput per day has been calculated excluding shut down days. During the quarter ended June 30, 2010 and 2009, the refinery was shut down for 2

days and 31 days, respectively.

(2) Our cost of production per barrel and working capital financing cost per barrel have been calculated based on a notional throughput. Our actual throughput
has been adjusted to include the throughput that would have been necessary to produce the equivalent amount of diesel that we imported during the

quarter.

During the quarter ended June 30, 2010, the Customs Services Commission of Papua New Guinea
(“Commission”) undertook an historical review of our petroleum product imports into Papua New Guinea.
Certain administrative and procedural matters concerning Papua New Guinean goods and services tax and
excise are being reviewed and discussed with the Commission. We are of the view that no quantifiable liability
exists and, accordingly, we have not made any provision in our accounts in relation to matter.
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Analysis of Midstream - Refining Financial Results Comparing the Quarters and Six Months Ended June

30, 2010 and 2009

The following analysis outlines the key movements, the net of which primarily explains the variance in the results
between the quarters and six months ended June 30, 2010 and 2009.

>

>

Quarterly
Variance

($ millions)

$2.4

$12.4

($10.4)

$0.8

Six Months
Variance

($ millions)
($8.0)

($1.1)

($4.3)

($1.4)

Net profit/(loss) variance for the comparative periods primarily

due to:

Change in Gross Margin was due to the following contributing
factors:

+

+
+
+

Lower volatility in crude prices

Improved refining crack spreads

Improved Naphtha premiums

Less shutdown days in the second quarter

Lack of availability of preferred crude feedstock compared to
prior year periods

Hedge gains realized on close out of long term hedges in early
2009, compared with little or no hedging in current periods.

Increase in foreign exchange losses due to movements of PGK
against the USD, and PGK lower rates being achieved from banks on
conversion of the PGK sales revenue into USD for repayment of
working capital facility. The rates achieved fluctuate significantly based
on the extent to which other PNG participants are looking to convert
their foreign currencies. We are unable to do any currency hedging
due to the relatively small size of the PGK foreign exchange market.

Movement in gains/(losses) from derivative contracts undertaken as
part of our risk management strategy that were not accounted for as

hedges.
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MIDSTREAM LIQUEFACTION — QUARTER AND SIX MONTH PERIOD IN REVIEW

Midstream Liquefaction — Operating results

($ thousands)

Quarter ended June 30,

2009

2010

Six months ended June 30,

2009

Interest and other revenue - 2 - 7
Total segment revenue 0| 2 - 7
Office and administration and other expenses (48) (1,432) (579) (3,805)
Foreign Exchange gain/(loss) 45 51 13 58
|[EBITDA ™ (3) (1,379) (566) (3,740)
Depreciation and amortization (6) (20) (12) (40)
Interest expense (351) (334) (693) (493)
!.oss before income taxes and non-controlling (360) (1,733) (1,271) (4,273)
interest

Income tax expense - (32) - (44)
[Net loss (360) (1,765) (1,271) (4,317)

(1) EBITDAis a non-GAAP measure and is reconciled to GAAP in the section to this document entitled “Non-GAAP Measures and Reconciliation”.

Analysis of Midstream Liquefaction Financial Results Comparing the Quarters and Six Months Ended
June 30, 2010 and 2009

This segment results include the proportionate consolidation of our interest in the joint venture development of a
proposed midstream gas liquefaction plant. The development is being progressed through PNG LNG Inc. (we
hold 52.5% economic and 86.66% shareholding interest through a wholly owned subsidiary InterOil LNG
Holdings) and its subsidiaries.

All costs incurred, subsequent to the execution of the shareholders’ agreement on July 31, 2007, and through
the pre-acquisition and feasibility stage have been expensed as incurred, unless they were directly identified
with the property, plant and equipment of the LNG Project. Since the execution of the LNG Project Agreement
by a subsidiary of PNG LNG Inc with the Independent State of Papua New Guinea in December 2009, all project
related direct costs have been capitalized other than overheads and other costs that are incurred in the normal
course of running the business, which costs are expensed.

The following analysis outlines the key movements, the net of which primarily explains the variance in the results
between the quarters and six months ended June 30, 2010 and 2009.

Quarterly  Six Month
Variance Variance

($ millions) ($ millions)
$1.4 $3.0
> %14 $3.2

Net profit/(loss) variance for the comparative periods primarily due to:

Reduction in office, administration and other expenses due to capitalization
of direct expenses relating to the LNG Project during the current periods,
and reduced consulting expenses incurred as the Project Agreement was
executed in December 2009. The prior period balances also included loss
on proportionate consolidation of PNG LNG Inc. subsequent to the
acquisition of Merrill Lynch’s interest in early 2009.
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DOWNSTREAM QUARTER AND SIX MONTH PERIOD IN REVIEW

Downstream — Operating results

($ thousands)

2010

Quarter ended June 30,

2009

2010

Six months ended June 30,

2009

External sales 119,094 85,260 228,470 163,622
Inter-segment revenue - 30 60 68
Interest and other revenue 206 182 457 354
Total segment revenue 119,300/ 85,472 228,987 164,044
Cost of sales and operating expenses (108,534) (77,450) (209,408) (151,081)

Office and administration and other expenses (3,294) (3,554) (7,316) (6,236)

Foreign Exchange gain/(loss) (412) (318) (710) 664
|IEBITDA 7,060| 4,150| 11,553 7,391

Depreciation and amortization (651) (662) (1,311) (1,313)
Interest expense (1,167) (1,013) (1,967) (2,154)
!‘-‘rofit before income taxes and non-controlling 5,242 2,475 8,275 3,024
interest

Income tax expense (1,524) (733) (3,885) (1,218)
|Net profit 3,718 1,742 4,390| 2,706
|Gross Margin ® 10,560| 7,840] 19,122 12,609|

(1) EBITDA s a non-GAAP measure and is reconciled to GAAP in the section to this document entitled “Non-GAAP Measures and Reconciliation”.

(2) Gross Margin is a non-GAAP measure and is “external sales” and “inter-segment revenue” less “cost of sales and operating expenses” and is reconciled to
Candadian GAAP in the section to this document entitled “Non-GAAP Measures and Reconciliation”.

Downstream Operating Review

Key Downstream Metrics

Quarter ended June 30,

2010 2009

Six Months ended June 30,
2009

Sales volumes (millions of liters)

145.6

140.8

2010 |

289.6

274.8

In June 2009, the Papua New Guinea Independent Consumer and Competition Commission (“ICCC”)
commenced a review into the pricing arrangements for petroleum products in PNG. The last such review was
undertaken during 2004 and was due to expire on December 31, 2009. The purpose of the review is to consider
the extent to which the existing regulation of price setting arrangements at both wholesale and retail levels
should continue, or be revised for the next five year period. We have provided detailed submissions to the
ICCC. After numerous deferrals commencing in late 2009, the ICCC have most recently advised that its final
report will be issued in early September 2010. It is possible that the ICCC may determine to increase regulation
of pricing and reduce the margins able to be obtained by our distribution business. Such a decision, if made,
may negatively affect our downstream business and require a review of its operations.

Analysis of Downstream Financial Results Comparing the Quarters and Six Months Ended June 30, 2010
and 2009

The following analysis outlines the key movements, the net of which primarily explains the variance in the results
between the quarters and six months ended June 30, 2010 and 2009.
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Quarterly
Variance

($ millions)
$2.0

$2.7

($0.8)

$0.2

($0.1)

Six Month
Variance

($ millions)
$1.7

$6.5

($2.7)

($1.1)

($1.4)

Net profit/(loss) variance for the comparative periods primarily due
to:

Increase in gross margin due to 3.4% and 5.4% increases in volumes for
the quarter and six months respectively, and increase in and the positive
effect of product price movements as applied to the inventory sold during
the period. During the same periods of the prior year the prices of the
major products were in a declining trend leading to lower margins on
inventories sold.

Increase in income tax expense due to higher profit, and under-provision
of deferred tax expense in the prior year taken during first quarter of
2010.

Increase in office and administration and other expenses mainly relating
to higher staff salary costs on translation of PGK balances to USD, and
higher lease and utility costs of office premises in PNG.

Foreign exchange movements during the periods due to the currency
fluctuations between PGK and the USD.
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CORPORATE - QUARTER AND SIX MONTH PERIOD IN REVIEW

Corporate — Operating results

($ thousands)

Quarter ended June 30,

Six months ended June 30,

2010 2009 2010 2009

Inter-segment revenue 5,394 5,491 11,789 10,310
Interest revenue 5,927 3,149 11,625 6,083
Total revenue 11,321 8,640 23,414 16,393
Office and administration and other expenses (8,822) (7,226) (16,517) (12,521)
Derivative Loss (218) - (218) -
Foreign Exchange gain/(loss) (530) 483 (527) 1,077
Gain on LNG shareholder agreement - - - -
|[EBITDA 1,751 1,897 6,152 4,949
Depreciation and amortization (32) (174) (73) (192)
Interest expense (20) (1,600) (40) (3,925)
IProfit/(Ic_)ss)_ before income taxes and non- 1,690| 123 6,039| 832
controlling interest

Income tax expense 97 (800) (700) (1,159)
|Net profit/(loss) 1,796 (677) 5,339| (327)

(1)

EBITDA is a non-GAAP measure and is reconciled to GAAP in the section to this document entitled “Non-GAAP Measures and Reconciliation”.

Analysis of Corporate Financial Results Comparing the Quarters Ended March 31, 2010 and 2009

The following analysis outlines the key movements, the net of which primarily explains the variance in the results
between the quarters and six months ended June 30, 2010 and 2009.

Quarterly Six Month
Variance Variance

($ millions) ($ millions)
$2.5 $5.7
> $5.1 $9.4
> ($1.7) ($2.5)
> ($1.0) ($1.6)
> $0.9 $0.5

Net profit/(loss) variance for the comparative periods primarily
due to:

Reduced interest expenses (net of recharged intercompany interest
revenue from other segments) due to mandatory conversion in June
2009 on the remaining portion of the $95.0 million debentures issued
in May 2008, and higher interest charges to other streams on
increased loan balances.

Increase in net office and administration and other expenses after
recharges to other streams (included in inter-segment revenue).
Higher office and administration and other expenses, mainly resulting
from higher salaries and wages expenses on translation to AUD which
strengthened against USD as compared to the prior year periods.

Decrease in foreign exchange gains due to the currency fluctuations
between AUD and the USD.

Reduction in income tax expense during the period primarily due to the
movement related to future income tax benefit balances.
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CONSOLIDATION ADJUSTMENTS — QUARTER AND SIX MONTH PERIOD IN REVIEW

Quarter ended June 30, Six months ended June 30,

Consolidation adjustments — Operating results

h
($ thousands) 2010 2009 2010 2009

Inter-segment revenue Q) (94,721) (57,483) (185,086) (125,363)
Interest revenue © (5,916) (3,142) (11,603) (6,064)
Total revenue (100,637) (60,625) (196,689) (131,427)
Cost of sales and operating expenses " 87,860 54,827 171,546 113,484
Office and administration and other expenses 5,394 5,522 11,848 10,379
|EBITDA® (7,383)| (276) (13,295) (7,564)
Depreciation and amortization ! 32 32 65 65
Interest expense ©) 5,916 3,142 11,604 6,065
!’rofit/(loss) before income taxes and non-controlling (1,435) 2,89| (1,626) (1,438)
interest

Non-controlling interest (2) (2) (2) (4)
|Net profit/(loss) (1,437) 2,896 (1,628) (1,438)
|Gross Margin © | (6,861)| (2,656)| (13,540)| (11,879)

Represents the elimination upon consolidation of our refinery sales to other segments and other minor inter-company product sales.

)
(2) Includes the elimination of inter-segment administration service fees.
(8) EBITDA is a non-GAAP measure and is reconciled to GAAP in the section to this document entitled “Non-GAAP Measures and Reconciliation”.
(4) Represents the amortization of a portion of costs capitalized to assets on consolidation.
(5) Includes the elimination of interest accrued between segments.
(6) Gross Margin is a non-GAAP measure and is “inter-segment revenue elimination” less “cost of sales and operating expenses” and represents elimination

upon consolidation of our refinery sales to other segments. This measure is reconciled to Canadian GAAP in the section to this document entitled “Non-
GAAP Measures and Reconciliation”.

Analysis of Consolidation Adjustments Comparing the Quarters and Six Months Ended June 30, 2010
and 2009

The following table outlines the key movements, the net of which primarily explains the variance in the results for
between the quarters and six months ended June 30, 2010 and 2009.

Quarterly Six Month
Variance Variance

($ millions) ($ millions)

($4.3) ($0.2) Net profit/(loss) variance for the comparative periods primarily
due to:
> ($4.2) ($1.7) Decrease in net income due to changes in intra-group profit eliminated

on consolidation between Midstream — Refining and Downstream
segments in the prior periods relating to the Midstream — Refining
segment’s profit component of inventory on hand in the Downstream
segment at period ends.

> ($0.1) $1.5 Movement in elimination entries related to inter-segment
administration service fees.
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LIQUIDITY AND CAPITAL RESOURCES

Summary of Debt Facilities

Summarized below are the debt facilities available to us and the balances outstanding as at June 30, 2010.

Balance
Organization Facility outstanding Maturity date
June 30, 2010
OPIC secured loan $49,000,000 $49,000,000 December 2015
BNP Paribas working capital facility $190,000,000 $50,633,368 " December 2010
Westpac working capital facility $28,800,000 $6,999,314 October 2011
BSP working capital facility $18,000,000 $0 October 2010
Mitsui unsecured loan $1,118,500 @ $1,118,500 Not Applicable

(1) EXcludes letters of credit totaling $52.9 million.
(2) Facility is to fund our share of the CSP costs as they are incurred pursuant to the JVOA.
(3) On August 11, 2010, the Company closed on a $25 million secured term loan with Clarion Finanz AG.

On September 12, 2001, we entered into a loan agreement with OPIC for provision of $85.0 million project
financing facility for the development of our refinery in PNG. The loan is primarily secured by the assets of the
refinery, and supported by a parent guarantee from InterQil Corporation. The interest rate on the loan is equal to
the agreed U.S. Government treasury cost applicable to each promissory note outstanding plus 3%, and is
payable quarterly in arrears. Principal repayments of $4.5 million each are due on June 30 and December 31 of
each year until December 31, 2015. At June 30, 2010, an amount of $6.1 million was held as deposit on
secured loan to secure our December 31, 2010 principal and interest payments.

This working capital facility is used to finance purchases of crude feedstock for our refinery. In accordance with
the agreement with BNP Paribas, the total facility is split into two components, Facility 1 and Facility 2. Facility 1
is for $130.0 million and can be used for the issuance of documentary letters of credit and or standby letters of
credit, short term advances, advances on merchandise, freight loans, receivables financing and a sublimit of
Euro 18.0 million or USD equivalent for hedging transactions via BNP Paribas Commodity Indexed Transaction
Group or other acceptable counter parties. Facility 2 amounts to $60.0 million and can be used for partly cash-
secured short term advances and for discounting of any monetary receivables acceptable to BNP Paribas. The
facility is secured by sales contracts, purchase contracts, certain cash accounts associated with the refinery, all
crude and refined products of the refinery and trade receivables.

The facility is renewable annually. During the quarter ended December 31, 2009, the facility was renewed to
December 31, 2010.

As of June 30, 2010, $86.5 million remained available for use under the facility. The facility bears interest at
LIBOR plus 3.5% on the short term advances. The weighted average interest rate under the working capital
facility was 2.61% for the six months ended June 30, 2010 (compared to 4.39% for the same period of 2009),
after including the reduction in interest due to the deposit amounts (restricted cash) maintained as security which
reduces the interest being charged on the facility utilization.
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On October 24, 2008, we secured a PGK 150.0 million (approximately $54.0 million) combined revolving working
capital facility for our Downstream wholesale and retail petroleum products distribution business in Papua New
Guinea from Bank of South Pacific Limited and Westpac Bank PNG Limited. The facility limit as at June 30,
2010 was PGK 130.0 million (approximately $46.8 million).

The Westpac facility limit is PGK 80.0 million (approximately $28.8 million) and the BSP facility limit was initially
PGK 70.0 million (approximately $25.2 million). The Westpac facility is for an initial term of three years and is
due for renewal in October 2011. The BSP facility is renewable annually and was renewed in October 2009 at a
limit of Papua New Guinea Kina 50.0 million (approximately $18.0 million). As at June 30, 2010, PGK 19.4
million (approximately $7.0 million) of this combined facility had been utilized. The weighted average interest
rate under the Westpac facility was 9.50% for the six months to June 30, 2010. The weighted average interest
rate under the BSP facility was 9.20% for the six months to June 30, 2010.

On April 15, 2010, we entered into a preliminary works joint venture and preliminary works financing agreement
with Mitsui relating to a proposed CSP for the Elk and Antelope fields. The proposed joint venture is to be
entered into with equal shares held by Mitsui and InterQil. Mitsui will be responsible for arranging or providing
financing for the capital costs of the plant. Subsequent to the quarter ended June 30, 2010, on August 4, 2010,
the JVOA for the CSP was finalized and signed.

The portion of funding that relates to Mitsui’s share of the project as at June 30, 2010, amounting to $2.1 million
is held in current liabilities as the agreement requires repayment if a FID is not reached by the end of March
2011. The portion of funding that relates to InterQil’s share of the project (amounting to $1.1 million), funded by
Mitsui, is classed as an unsecured loan and interest is accrued daily based on LIBOR plus a margin of 6%.

While cash flows from operations are expected to be sufficient to cover our operating commitments, should there
be a major deterioration in refining o