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InterOil Corporation

Consolidated Balance Sheets 
(Unaudited, Expressed in United States dollars)

September 30 December 31 September 30
2003 2002 2002

$ $ $

Assets

Current assets:
    Cash and cash equivalents 43,811,482           3,288,539             11,231,065           
    Short-term investments (note 2) 1,225,062             7,105,701             14,277,103           
    Due from related parties (note 3) -                       -                       345,807                
    Other receivables (note 6) 8,700,163             503,859                371,808                
    Prepaid expenses 460,122                80,359                 140,682                

54,196,829           10,978,458           26,366,465           
Capital assets (note 4) 187,931,508         121,217,700         104,460,395         
Oil and gas properties 13,201,367           2,878,703             2,634,026             

255,329,704         135,074,861         133,460,886         

Liabilities and shareholders' equity

Current liabilities:
    Accounts payable and accrued liabilities 8,904,121             6,744,515             5,503,297             
    Due to related parties (note 3) 1,690,001             2,784,560             2,859,573             
    Current portion of secured loan (note 5) 4,500,000             -                       -                       
    Foreign currency forward contracts (note 2) -                       678,648                1,046,493             

15,094,122           10,207,723           9,409,363             

Secured loan (note 5) 65,500,000           31,000,000           31,000,000           
Indirect participation interest (note 6) 19,835,000           -                       -                       
 100,429,122         41,207,723           40,409,363           

Non-controlling interest (note 7) 6,481,375             6,490,398             6,479,576             

Shareholders' equity:
    Share capital (note 8) 157,381,699         94,120,609           93,699,609           
    Other paid in capital 579,876                769,964                769,964                
    Accumulated deficit (9,542,368)           (7,513,833)           (7,897,625)           

148,419,207         87,376,740           86,571,948           
255,329,704         135,074,861         133,460,886         

See accompanying notes to the consolidated financial statements



InterOil Corporation

Consolidated Statements of Operations
(Unaudited, Expressed in United States dollars)

Nine months ended
September 30 September 30 September 30 September 30

2003 2002 2003 2002
$ $ $

Income

  Investment income 8,837                  92,564              42,948             388,242            
  Other 4,512                  358                   12,368             358                   

13,349                92,922              55,316             388,600            

Expenses

  Administrative and general 177,250              550,149            1,553,583        1,870,068         
  Management fees for prior periods waived -                      -                    (840,000)          -                    
  Legal and professional fees 824,454              105,227            1,126,809        353,718            
  Foreign exchange loss (gain) 519,904              601,314            218,546           (111,375)           

1,521,608           1,256,690         2,058,938        2,112,410         
(Loss) before income taxes and non-controlling interest (1,508,258)          (1,163,768)        (2,003,622)       (1,723,810)        

Income tax (expense) benefit (note 11) (10,234)               (7,926)               (33,935)            (7,926)               
(Loss) before non-controlling interest (1,518,492)          (1,155,842)        (2,037,557)       (1,715,884)        

Non-controlling interest 7,976                  6,960                9,022               16,205              
Net (loss) (1,510,516)          (1,148,882)        (2,028,535)       (1,699,679)        

Basic (loss) per share (0.07)                   (0.06)                 (0.09)                (0.08)                 
Diluted (loss) per share (0.07)                   (0.06)                 (0.09)                (0.08)                 

See accompanying notes to the consolidated financial statements

Quarter ended



InterOil Corporation

Consolidated Statements of Cash Flows 
(Unaudited, Expressed in United States dollars)

Quarter ended Nine months ended
September 30 September 30 September 30 September 30

2003 2002 2003 2002
$ $ $

Cash flows provided by (used in):

Operating activities
    Net (loss) (1,510,517)        (1,148,881)        (2,028,535)         (1,087,482)         
    Non-controlling interest (7,976)               25,450              (9,022)                16,205               
    Change in non-cash operating working capital 573,833            88,348              (706,540)            (415,528)            

(944,660) (1,035,083) (2,744,097) (1,486,805)

Investing activities
    Expenditure on oil and gas properties (4,310,815)        (215,299) (8,488,597) (424,043)
    Expenditure on capital assets (20,738,717)      (11,380,724) (66,928,696) (24,110,760)
    Redemption of cash on short-term investments 2,227,031         973,601            6,191,732 2,722,897          

(22,822,501) (10,622,422) (69,225,561) (21,811,906)

Financing activities
    Proceeds from borrowings 10,000,000       -                    39,000,000        31,000,000        
    Proceeds from indirect participation interest 4,033,276         -                    11,183,275        -                     
    Other net advances from (to) related party (note 3) (300,455)           (15,836)             (866,316)            2,115,119          
    Proceeds from issue of common shares 46,978,129       604,000            63,175,642        747,222             

60,710,950       588,164            112,492,601      33,862,341        

Increase (decrease) in cash and cash equivalents 36,943,789       (11,069,341)      40,522,943        10,563,630        
Cash and cash equivalents, beginning of period 6,867,693         22,300,406       3,288,539          667,435             
Cash and cash equivalents, end of period 43,811,482       11,231,065       43,811,482        11,231,065        

See accompanying notes to the consolidated financial statements



InterOil Corporation

Consolidated Statements of Shareholders' Equity 
(Unaudited, Expressed in United States dollars)

September 30 December 31 September 30
2003 2002 2002

$ $ $

Share capital

At beginning of year 94,120,609    92,808,387    92,808,387           
Issue of capital stock 63,261,090    1,312,222      891,222                
At end of period 157,381,699  94,120,609    93,699,609           

Additional paid in capital 

At beginning of year 769,964         -                 -                        
Stock compensation (190,088)        769,964         769,964                
At end of period 579,876         769,964         769,964                

Accumulated deficit

At beginning of year (7,513,833)     (6,197,946)     (6,197,946)            
Net earnings (loss) for period (2,028,535)     (1,315,887)     (1,699,679)            
At end of period (9,542,368) (7,513,833) (7,897,625)

Shareholders' equity at end of period 148,419,207  87,376,740    86,571,948           

See accompanying notes to the consolidated financial statements



InterOil Corporation

Notes to Consolidated Financial Statements 
(Unaudited, Expressed in United States dollars)

1. Statement of significant accounting policies

2. Financial instruments

3. Related parties

4. Capital assets

Capital assets by business stream:                                                                                                                                                                   Sep-30 December 31 Sep-30

2003 2002 2002

$ $ $

    Upstream assets             5,653,878                              -                             -   

    Refinery assets         181,889,497             120,907,648          104,158,101 
    Downstream assets                288,154                    221,484                 213,979 
    Corporate assets                  99,979                      88,568                   88,315 

        187,931,508             121,217,700          104,460,395 

5. Secured loan

6.  Indirect participation interest

On June 12, 2001, the group entered into a loan agreement with the Overseas Private Investment Corporation (OPIC), an agency of the US Government, to
secure a project financing facility of $85,000,000. The first drawdown of this loan facility for $31,000,000 occurred on March 28, 2002. During the nine months
ended September 30, 2003, the Company made further loan drawdowns of $39,000,000.  The loan is secured over the assets of the project.

The loan expires June 30, 2013 and half yearly repayments of $4,500,000 commence on June 30, 2004.

During the period, the Company provided an indirect interest in the Company's phase 1 exploration program within the area goverened by Petroleum
Prospecting License 238 in Papua New Guinea to PNG Energy Investors, LLC for $7,650,000. The Other receivables balance includes $500,000 of the total
amount as at September 30, 2003. This interest is subject to the terms of the agreement dated April 3, 2003 between the Company and PNG Energy Investors
LLC, under which all or part of $5,400,000 may be converted to common shares in the Company at a price of C$15 per share, and an agreement dated April 16,
2003 between the same parties under which all or part of $2,250,000 may be converted to common shares of the company at a price of C$17 per share.
Alternatively, all or part of the indirect participation interest may be converted to debt due in December 2006. Should neither of these conversion rights be
exercised, the indirect participation interest in the drilling program will be maintained and distributions will be paid in accordance with the agreements.

The Company provided an indirect interest in the Company's phase 1 exploration program within the area goverened by Petroleum Prospecting Licenses 236,
237 and 238 in Papua New Guinea to PNG Drilling Ventures Limited for $12,185,000. The amount paid by this interest at September 30, 2003 is $4,033,275 and
the balance of $8,151,725 is included in the balance of Other receivables at this date (see note 11). This interest is subject to the terms of the agreement dated
July 21, 2003 between the Corporation and PNG Drilling Ventures Limited, under which all or part of $11,620,000 may be converted to common shares in the
Company at a price no less than C$20.85. Alternatively, all or part of $1,969,000 of the indirect participation interest may be converted to debt due in December
2005 and December 2006. Should neither of these conversion rights be exercised, the indirect participation interest in the drilling program will be maintained
and distributions will be paid in accordance with the agreements.

To define a maximum potential amount payable on the outstanding hedging contracts, the Company acquired Australian dollar put options for total premiums of
$218,530 (year ended December 2002 - $85,000). The maturity dates and nominal amounts of the put options coincide with the exercise dates and nominal
amounts of the outstanding hedging contracts.

Amounts due to related parties of $1,690,001 (December 31, 2002 - $2,784,560) represents monies owed to Petroleum Independent and Exploration Corporation
(PIE) which acts as a sponsor of the Company's oil refinery project. PIE advanced $2,900,000 to the InterOil Group in the quarter ended March 31, 2002 and the
Company has repaid $1,210,000 of this loan as at September 30, 2003. This loan has interest charged at a rate of 5.75%. During the period, PIE waived
Management Fees earned in 1997 and 1998 totaling $840,000, and was reimbursed for the year 2003 sponsor's legal, accounting and reporting costs of
$150,000.  

Breckland Limited provides technical and advisory services to the Company and/or subsidiaries on normal commercial terms. This party is related by virtue of
common directorships. Amounts paid to Breckland Limited during the period totalled $87,848 which have been capitalised to the project and $15,421 are
corporate costs included in legal and professional fees.

The Company is considered to be in the construction and pre-operating stage of development of an oil refinery in Papua New Guinea. Project costs, net of any
recoveries, incurred during this pre-operating stage are being capitalised as part of the capital assets. Administrative and general costs are expensed as
incurred. Capital assets are recorded at cost. Development costs and the costs of acquiring or constructing support facilities and equipment are capitalised.
Interest costs relating to the construction and pre-operating stage of the development project prior to commencement of commercial operations are capitalised
as part of the cost of such capital assets. Capital assets will be depreciated over their useful lives commencing on the date of achieving commercial operations.

InterOil Corporation's (the "Company" or "InterOil") primary business interest is the development of an oil refinery (the "Project") in Papua New Guinea ("PNG"). 

The unaudited consolidated financial statements for the nine months ended September 30, 2003 have been prepared in accordance with Canadian generally
accepted accounting principles. The preparation of the financial data is based on accounting policies and practices consistent with those used in the preparation
of the audited annual consolidated financial statements for the year ended December 31, 2002. These unaudited consolidated financial statements should be
read together with the audited annual consolidated financial statements and the accompanying notes included in the Company's 2002 Annual Report. 

The Company has foreign currency forward contracts totalling $11,592,640 (December 2002 - $62,000,000) at September 30, 2003 to acquire Australian dollars
to hedge Australian dollar amounts payable pursuant to the refinery construction. These hedging contracts mature during 2003. At September 30, 2003 the
Company's outstanding hedging contracts are $378,104 in-the-money (December 2002 - unrealised loss $4,001,462). At September 30, 2003 no unrealised
exchange gain or loss is recognised on the balance sheet because there are no contracts in excess to specific Australian dollar commitments. At December
2002 an unrealised exchange loss of $678,648 (Sep 2002, $1,046,493) was recognised on the balance sheet, for contracts in excess to specific commitments.  

As a requirement of the hedging contracts, a collateral arrangement has been entered into whereby as at September 30, 2003 an amount of US $913,969
(December 31, 2002 - US $7,105,701) is held on deposit and has been pledged in favour of the provider of the hedge. Funds required to be held on deposit as
collateral are reducing over time as project expenditure is undertaken and the foreign currency forward contracts are closed out. The Company has other
investments of $311,093 (December, 2003 - $nil)



InterOil Corporation

Notes to Consolidated Financial Statements 
(Unaudited, Expressed in United States dollars)

7. Non-controlling interest

8. Share capital

9. Stock options

10.  Comparative information

11 Subsequent Events

The Company received $2,825,000 in October 03 from PNG Drilling Ventures Limited.

Comparative information for September 30, 2002 has been revised for the implementation of the recommendations of the Canadian Institute of Chartered
Accountants Handbook Section 3870 "Stock based compensation and other stock-based payments" effective January 1, 2002.  

Enron does not hold any transfer or conversion rights into shares of InterOil Corporation.

At September 30, 2003 SPI holds 98.66% (December 31, 2002 - 98.55%) of the non-voting participating shares issued from EPI. 

InterOil Corporation has issued shares as at September 30, 2003 of 24,797,961 (December 31, 2002 - 20,585,943). InterOil Corporation securities trade on the
Australian Stock Exchange as Chess Depository Interests (CDIs) on the basis of 10 CDIs to one common share. They also trade on the Port Moresby Stock
Exchange and the TSX-VE in Canada as common shares.

As at September 30, 2003, InterOil Corporation has 1,338,225 (December 31, 2002 - 1,510,085) stock options outstanding.

SP InterOil, LDC ("SPI") is a subsidiary of the Company. On September 11, 1998 Enron Papua New Guinea Ltd (Enron), SPI's former joint venture partner,
exercised its option (pursuant to a January 1997 joint venture agreement with SPI) to terminate the joint venture agreement. Consequently, SPI purchased
Enron's voting, non-participating shares in its subsidiary EP InterOil Limited ("EPI") for a nominal amount. The capital structure of the joint venture was
composed of voting, non-participating shares and non-voting, participating shares. Enron no longer actively participates in the development of the Project but
continues to be a non-voting participating shareholder in EPI. SPI now holds all voting non-participating shares issued by EPI and has sole responsibility for
managing the Project.



InterOil Corporation

Directors’ Certificate 

The directors of the Company have made reasonable enquiries to ensure that there is no 
material statement in this document that is misleading and to ensure that there is no 
material omission from this document. The Board reports, as at 28 November 2003, after 
due inquiry by them, that they have not become aware of any circumstances that in their 
opinion materially affect or will materially affect the assets and liabilities, financial position, 
profits and losses or prospects of the Company. 

Phil. E. Mulacek 
Chairman, on behalf of the Board of Directors. 

InterOil Corporation
25025 I-45 North, Suite 420 

PO Box 8727, The Woodlands, TX 77387-8727, USA
Telephone: 281 292 1800 Facsimile: 281 292 0888 Web: www.interoil.com
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Supplementary Information 

 
InterOil Corporation 

 
For the period ended September 30, 2003 

 
 

1. Analysis of Expenses and Deferred Costs for the nine months ended September 
30, 2003 
 
Balance Sheet: 
 
Capital Assets (Refer to note 4 of the September 30, 2003 Financial Statements) 
 
        $US ‘000 

Financial & Legal Consultants   1,790 
Refurbishment   8,041 
Refinery Project Construction 54,886 
Insurance      555 
Travel      153 
Foreign Exchange  (3,294) 
Other   1,323 
Fixed Assets (less Depreciation)      387    
Financing costs   2,873 
TOTAL 66,714 

   
 
 
Statement of Income and Deficit: 
 
Administrative and general 
 
        $US ‘000 

Administrative & Corporate      854 
Directors fees      101 
Directors insurance        96 
Interest        68 
Travel      321 
Sponsor’s legal & accounting fees      113 
TOTAL   1,553 

 
 
 
 


