Third Quarter Report

For the Nine Months Ended September 30, 2002

Message to Shareholders
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NEW INITIATIVES

In August, Sterling and partners were formally awarded an exploration license in the Aquitaine Basin of southwest France.
The license covers 294,000 acres and is located 20 kilometers northwest of the giant Lacq gasfield. Sterling has a
42.85% working interest.

There are numerous occurrences of hydrocarbons on the license including an undeveloped heavy oil accumulation. Initial

work will involve reprocessing of existing seismic data.

CORPORATE

On July 31, Sterling completed a private placement of 1,694,000 units at $0.50 per unit. Each unit consisted of one
common share and one common share purchase warrant. Each warrant entitles the holder to purchase one common
share at a price of $0.60 for a period of 24 months. The proceeds are being used to fund ongoing work programs.

On October 3, Mr. Robert C.H. Cook joined Sterling’s Board of Directors. Mr. Cook holds a senior investment position with
ARC Financial and replaces Mr. Philip C. Swift as ARC’s representative on the Board. The Board wishes to express its

sincere appreciation and thanks to Mr. Swift for his many valuable contributions to Stetling during his tenure.

OUTLOOK

Although the West Compton results were a disappointment, they do not condemn the Wessex Basin play as this was the
farthest west location from the Wytch Farm field and was drilled to fulfill a commitment on License PEDL 048. The
next well in the Wessex Basin will most likely be on a location in the eastern portion of the licenses, closer to the
producing fields.

The next well to be drilled, Avington on PEDL 070, is near to the Stockbridge oilfield and the Operator of the field is also
the Operator of PEDL 070. A discovery could be put on production relatively quickly and easily.

Additional exploration prospects on Sterling’s portfolio are being matured which is expanding our drilling inventory.

On behalf of the Board of Directors

“Signed” “Signed”
Robert G. Welty Stewart G. Gibson
Chairman & Chief Executive Officer President & Chief Operating Officer

November 5, 2002
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Consolidated Balance Sheets

Unaudited
September 30, 2002 Dec. 31, 2001
ASSETS
Current
Cash and short term investments $ 599,794 $ 634,552
Accounts receivable 136,508 89,151
Due from officers 115,000 125,000
851,302 848,703
Due from officers - 115,000
Capital assets
Petroleum and natural gas properties and equipment 8,105,934 7,557,514
Furniture and fixtures 26,272 29,033
8,132,206 7,586,547
$ 8,983,508 $ 8,550,250
LIABILITIES AND SHAREHOLDERS' EQUITY
Current
Accounts payable and accrued liabilities $ 381,907 $ 270,692
Shareholders' equity
Share capital (note 2) 12,384,616 11,612,046
Contributed surplus 66,479 66,479
Deficit (3,849,494) (3,398,967)
8,601,601 8,279,558
$ 8,983,508 $ 8,550,250
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Consolidated Statements of Operations and Deficit

Unaudited
Three months Nine months
ended ended
Sept. 30, 2002 Sept. 30, 2001 Sept. 30, 2002 Sept. 30, 2001
EXPENSES
General and administrative
Corporate $ 94,053 $ 133,613 $ 398,873 $ 473,032
Exploration projects 30,225 34,099 49,793 87,505
Depreciation 1,850 1,767 5,214 5,750
126,128 169,479 453,880 566,287
OTHER INCOME
Interest 1,787 26,615 3,353 75,854
Net loss for the period 124,341 142,864 450,527 490,433
Deficit, beginning of period (3,725,153) (3,108,358) (3,398,967) (2,760,789)

Deficit, end of period

$ (3,849,494) $ (3,251,222)

$ (3,849,494) $ (3,251,222)

Net loss attributable per common share

Basic (note 2) $ (0.01) $ (0.01) (0.03) $ (0.04)
Diluted (note 2) $ (0.01) $ (0.01) (0.03) $ (0.04)
Weighted average number of shares outstanding 16,105,090 14,396,637 15,359,927 11,841,987
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Consolidated Statements of Cash Flows

Unaudited

Three months

ended

Nine months

ended

Sept. 30, 2002

Sept. 30, 2001

Sept. 30, 2002

Sept. 30, 2001

OPERATING ACTIVITIES

Net loss for period $  (124,341) $  (142,864) $  (450,527) $  (490,433)
Items not affecting cash
Depreciation 1,850 1,767 5,214 5,750
Cash flow from operations (122,491) (141,097) (445,313) (484,683)
Change in non-cash working capital 105,335 909,373 188,858 340,212
Cash used in operating activities (17,156) 768,276 (256,455) (144,471)
INVESTING ACTIVITIES
Petroleum and natural gas properties
and equipment additions (400,034) (1,398,190) (548,421) (1,991,351)
Furniture and fixtures additions (172) (1,125) (2,452) (3,261)
Cash used in investing activities (400,206) (1,399,315) (550,873) (1,994,612)
FINANCING ACTIVITIES
Repayment of loan to officer - 200,000 - 200,000
Issue of common shares, net of issue costs 772,570 304,800 772,570 3,301,718
Cash provided by financing activities 772,570 504,800 772,570 3,501,718
Increase (decrease) in cash 355,208 (126,239) (34,758) 1,362,635
Cash and short term investments,
beginning of period 244,586 1,587,105 634,552 98,231
Cash and short term investments,
end of period $ 599,794 $ 1,460,866 $ 599,794 $ 1,460,866
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Selected Notes to Consolidated Financial Statements

Nine months ended September 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
Private placement 1,694,000 847,000
Share issue costs - (74,430)
Balance September 30, 2002 16,675,967 $ 12,384,616

The Company has a stock option plan under which employees, directors and officers are eligible to receive grants. On September 30, 2002
there were 1,252,500 common shares reserved for issuance under the plan with exercise prices between $0.375 and $0.90. Options granted

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

Weighted
Number Average
of Options Exercise Price
Stock options outstanding at December 31, 2001 932,500 $ 0.54
Granted 320,000 0.37
Cancelled - -
Stock options outstanding at September 30, 2002 1,252,500 0.51
Exercisable at September 30, 2002 575,835 $ 0.61
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