Second Quarter Report
For the Six Months Ended June 30, 2002

Message to Shareholders

Activity during the second quarter continued to focus on planning for drilling on several prospects and maturing other

prospects for a multiple well exploration drilling program.

UNITED KINGDOM

In the Wessex Basin, well site completion and rig availability enabled spudding of the West Compton well on July 3rd, with
an expected duration of 40 days. The target is a Sherwood sandstone prospect and is one of a series of prospects and
leads located along the Wessex High. The farmout agreement signed during the first quarter was completed in May.
The farmee will pay Sterling’s 45% cost of the West Compton well to earn a 22.5% working interest in license
PEDLO048.

In the Weald Basin, the operator of PEDLO070 continues planning activities for a well on the Avington structure. Currently
scheduled for the fourth quarter, the well is planned to intersect the Great Oolite reservoir up-dip from an older well,
which had hydrocarbon present in core. The operator of PEDL070 also operates the nearby Stockbridge Field, which
would provide readily available production and transportation facilities.

In the Cleveland Basin, on license PEDL068, planning activities continued for two wells on prospects, which tested gas in
wells drilled years ago. Dirilling sites have been identified and discussions with planning authorities are progressing.
The technical effort on license PEDLO071 is showing additional prospects, which will be firmed up during the

remainder of the year.

ROMANIA ONSHORE

Geochemical surveys have been completed across the two current focus areas within the South Craiova Concession. The
two play types being examined are reef targets in the south and base Tertiary targets in the northeast, both of which
are analogous to nearby producing fields. Results of the geochemical survey will be available during the third quarter

and will be used to formulate additional seismic or drilling activity.

ROMANIA OFFSHORE

Work by the joint venture operator continues to refine the prospectivity in and around the Gasca prospect following the
reported discovery just east of the Pelican Block. The study will be completed in the third quarter, with eatly results
showing encouragement. Similarly, the study associated with the Doina gas discovery and potential integration with
other discoveries for commercial development will be completed in the third quarter. Work to date shows technical

viability and further work will focus on continued discussions with adjacent operators.
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DENMARK

Seismic reprocessing is now complete on both the 1/01 (South Jutdand) and 2/01 (Salling) licenses and interpretation is
nearing completion. A geochemical survey has been completed on 1/01 and one is planned for 2/01 during the third

quarter. All results will be integrated and interpretations completed to allow future activity to be defined by year end.

FINANCIAL
Subsequent to the end of the quarter, Sterling raised by way of private placement $840,000 through the issue of 1,680,000

units at a price of $0.50 per unit. Each unit consists of one common share and one common share purchase warrant.
Each warrant entitles the holder to purchase one additional common share at a price of $0.60 until July 31, 2004.

The proceeds will be used to fund ongoing work programs.

OUTLOOK

Work to date on Sterling’s portfolio of exploration acreage has resulted in over 40 prospects and leads. The acquisition of an
exploration acreage portfolio, and initial geological and geophysical work on it, was the first stage of our strategy
execution. The first nine of these prospects will be tested in a drilling program over the next 18 to 24 months.
A statistical analysis of the risk of this nine well program indicates a strong probability of overall success and an

excellent expected monetary value.

On behalf of the Board of Directors

[ Signed ] [ Signed ]
Robert G. Welty Stewart G. Gibson
Chairman & Chief Executive Officer President & Chief Operating Officer

August 12, 2002

Second Quarter Report — Sterling Resources Ltd. Page 2



Consolidated Balance Sheets

Unaudited
June 30, 2002 Dec. 31, 2001
ASSETS
Current
Cash and short term investments $ 244,586 $ 634,552
Accounts receivable 125,803 214,151
370,389 848,703
Due from officers 115,000 115,000
Capital assets
Petroleum and natural gas properties and equipment 7,705,901 7,557,514
Furniture and fixtures 27,949 29,033
7,733,850 7,586,547
$ 8,219,239 $ 8,550,250
LIABILITIES AND SHAREHOLDERS' EQUITY
Current
Accounts payable and accrued liabilities $ 265,867 $ 270,692
Shareholders' equity
Share capital (notes 2 and 3) 11,612,046 11,612,046
Contributed surplus 66,479 66,479
Deficit (3,725,153) (3,398,967)
7,953,372 8,279,558
$ 8,219,239 $ 8,550,250
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Consolidated Statements of Operations and Deficit

Unaudited
Three months Six months
ended
June 30, 2002 June 30, 2001 June 30, 2002 June 30, 2001
EXPENSES
General and administrative
Corporate $ 170,732 $ 160,035 $ 304,820 $ 339,419
Exploration projects 5,306 35,708 19,568 53,406
Depreciation 1,692 2,054 3,364 3,983
177,730 197,797 327,752 396,808
OTHER INCOME
Interest 477 22,537 1,566 49,239
Net loss for the period 177,253 175,260 326,186 347,569
Deficit, beginning of period (3,547,900) (2,933,098) (3,398,967) (2,760,789)

Deficit, end of period

$(3,725,153)

$ (3,108,358)

$(3,725,153)

$ (3,108,358)

Net loss attributable per common share

Basic (note 2) $ (0.01) $ (0.01) (0.02) $ (0.03)
Diluted (note 2) $ (0.01) $ (0.01) (0.02) $ (0.03)
Weighted average number of shares outstanding 14,981,967 14,396,637 14,981,967 11,841,987
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Consolidated Statements of Cash Flows

Unaudited

Three months

ended

Six months

ended

June 30, 2002

June 30, 2001

June 30, 2002

June 30, 2001

OPERATING ACTIVITIES

Net loss for period $ (177,253) $ (175,260) $ (326,186) $ (347,569)
Items not affecting cash
Depletion 1,692 2,054 3,364 3,983
Cash flow from operations (175,561) (173,206) (322,822) (343,586)
Change in non-cash working capital 309,838 (598,114) 83,523 (569,161)
Cash used in operating activities 134,277 (771,320) (239,299) (912,747)
INVESTING ACTIVITIES
Petroleum and natural gas properties
and equipment additions (155,445) (296,067) (148,387) (736,950)
Furniture and fixtures additions (1,950) (2,280) (1,201)
Cash used in investing activities (157,395) (296,067) (150,667) (738,151)
FINANCING ACTIVITIES
Issue of common shares, net of issue costs 63,000 2,996,918
Cash provided by financing activities - 63,000 - 2,996,918
Increase (decrease) in cash (23,118) (1,004,387) (389,966) 1,488,874
Cash and short term investments,
beginning of period 267,704 2,591,492 634,552 98,231
Cash and short term investments,
end of period $ 244,586 $ 1,587,105 $ 244,586 $ 1,587,105
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Selected Notes to Consolidated Financial Statements

Six months ended June 30, 2002
(Unaudited)

NOTE 1 - BASIS OF PRESENTATION

The interim consolidated financial statements of Sterling Resources Ltd. have been prepared by management in accordance with

accounting principles generally accepted in Canada. The interim consolidated financial statements have been prepared following the same

accounting policies and methods of computation as the consolidated financial statements for the fiscal year ended December 31, 2001.

The disclosures included below are incremental to those included with annual consolidated financial statements. The interim consolidated

financial statements should be read in conjunction with the consolidated financial statements and the notes thereto in the Company's

annual report for the year ended December 31, 2001.

NOTE 2 - SHARE CAPITAL

a) Authorized
Unlimited common shares without nominal or par value

b) Issued and outstanding

Number

of Shares Amount
Common shares
Balance December 31, 2001 14,981,967 $ 11,612,046
Balance June 30, 2002 14,981,967 $ 11,612,046

The Company has a stock option plan under which employees, directors and officers are eligible to receive grants. On June 30, 2002, there
were 1,252,500 common shares reserved for issuance under the plan with exercise prices between $0.37 and $0.90. Options granted under

the plan are generally fully exercisable after three years and expire five years after the grant date.

Weighted

Number Average

of Options Exercise Price

Stock options outstanding at December 31, 2001 932,500 $ 0.59
Granted 0.37
Stock options outstanding at June 30, 2002 0.51
Exercisable at June 30, 2002 $ 0.63

NOTE 3 - SUBSEQUENT EVENT

On July 31, 2002 the Company completed a private placement of 1,680,000 units at $0.50 per unit for an aggregate consideration of
$840,000. Each unit consists of one common share and one common share purchase warrant entitling the holder to purchase one

additional common share for a period of 24 months at a price of $0.60 per common share expiring on July 31, 2004. Commissions in the

amount of $25,000 cash and 14,000 units, on the same terms and conditions as the placement to subscribers, were paid to agents in

connection with the placement of certain of the units.
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