
For the six months ended June 30, 2007

Message to Shareholders
The second quarter of 2007 has been a busy one with key activities including completing farm-out 
arrangements and preparations for the drilling of the upcoming Breagh well on Block 42/13 and the 
Constance well on Block 21/23a in the UK North Sea in the third quarter. In Romania, we have focused 
on our application to the National Agency for Mineral Resources (NAMR) to change the fiscal terms of 
our offshore licenses to a tax-royalty concession from a Production Sharing Contract, and preliminary 
plans for drilling both onshore and offshore later in 2007 or 2008. 

Offshore UK
In the Southern North Sea area offshore UK, we concluded the previously announced farm-out 
agreement with RegEnersys under which they will acquire a 15-percent working interest in UK offshore 
Blocks 42/12 and 42/13 which contain the Breagh gas discovery. We now have a 50-percent working 
interest in Breagh and are carried through the majority of the costs of the first well. Under a contract with 
AGR (formerly AGR Peak), we have substituted the ENSCO 100 rig with the ENSCO 85 jack-up rig which 
is currently operating in the Southern North Sea. Prior to spudding Breagh, the ENSCO 85 is drilling one 
well for another operator which started in mid July and is expected to take 60 to 70 days to complete.

In the Central North Sea, the Constance exploratory well on Block 21/23a commenced operations on 
August 10, 2007 and is drilling ahead. Previously the well was planned for November. We have a 35-percent 
interest in Constance which lies within block 21/23a, to the north and east of the Sheryl oil discovery. The 
Constance well is drilling a large channel – canyon feature and is targetting the Eocene Tay sands which 
produce in the adjacent Pict field. Farm-out activity on our other Central North Sea blocks continues.

In the Northern North Sea, we have signed an agreement with Revus Energy AS to farm out a portion 
of UK Offshore license P1064 comprising Blocks 210/29a and 210/30a. After giving effect to this 
arrangement, we retain a 39.9-percent working interest and are in discussions with other potential 
partners and turnkey drilling operators. The farm-out activity on our other northern area Block 211/11b 
(Sterling 100-percent) is continuing.

Onshore UK
Onshore UK, site construction for the Burton Agnes well on Petroleum Exploration and Development 
License (PEDL) 071 is expected to commence in August. We have a 20-percent interest in the well and are 
carried through the majority of the well costs. The well is scheduled to commence drilling in late September 
or early October and targets a sizeable Leman sandstone prospect. Drilling operations on the Avington-3z 
horizontal well (Sterling 8.33-percent) on PEDL 070 have been completed. The well has been logged and 
completed for production testing which is planned to commence during August. On PEDL 068 (Sterling 
47-percent), the gas sales contract negotiations relating to the Kirkleatham discovery are continuing and 
following detailed remapping and confirmation of target size of the Ralph Cross prospect, the planning 
process for a specific well-site has commenced. Drilling is planned for 2008. 

Onshore France
Onshore France, approval for the Grenade-3 well on the St Laurent permit (Sterling 33.4-percent) has 
now been received from the permitting authority and site construction is now underway. A drilling rig has 
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been contracted to allow drilling as planned in October. The Grenade-3 well will be drilled as a step out 
to the original Grenade discovery, drilled by Elf in 1975, which penetrated a 97-metre column of heavy 
oil in a highly porous and permeable reservoir at a depth of 2,176-metres. Contingent upon results of the 
vertical pilot well, a horizontal sidetrack will be drilled and put on long term test. 

Onshore Romania
Onshore Romania, we have a 60-percent working interest and operate the 1.5-million acre South 
Craiova concession. Work on the Goshawk area has progressed and since initially mentioned in our first 
quarter report, up to six locations have been identified for testing shallow Tertiary gas prospects. Further 
work on the amplitudes associated with these targets is underway in order to prioritize the drilling 
candidates. The permitting process has been initiated in parallel with this effort and it is anticipated that 
up to three of these will be brought to drilling status, with the first well timed for later this year. We are 
now close to completing our sourcing study which has been extended to include data obtained from 
the Bulgarian area to the south of Craiova. Given the focus on the shallow prospects, additional deeper 
wells will not be drilled on the block until early 2008. Drilling of the shallower targets will use a smaller 
rig, and rig availability for both types of wells is not an issue.

We have lodged an expression of interest with the NAMR in relation to the announced 8th Licensing 
round which contains both exploration and production blocks. We have a technical team on board to 
complete the initial screening of these opportunities.

Offshore Romania
Offshore Romania, we are the operator and hold a 100-percent working interest in the Pelican Block XIII 
and the Midia Block XV, which together comprise approximately 1.1-million acres and contain several 
mapped prospects as well as the Doina gas discovery. The environmental and permitting process 
associated with a planned three-well program is continuing and dedicated vessels to complete site 
surveys have been identified. We have also signed a letter of intent with the owners of the Prometeu 
jack-up rig for the drilling of the Doina Sister well at the end of 2007 or early 2008. Engineering studies 
relating to the possible development scenarios for the Doina gas trend have been initiated and the 
process of farming out a portion of our working interest continues with agreement expected during 
the third quarter. A draft agreement with NAMR relating to an amendment to the terms of the license 
agreement has been reached and lodged with NAMR for approval, prior to ratification.

In the case concerning the border dispute between Romania and the Ukraine, the International Court 
of Justice has issued an extension which is expected to result in the judgement phase of the case 
commencing in January 2008. This development has only a minor potential impact on a small portion of 
the Pelican Block and has no bearing on the initial well program.   

Corporate 
On May 23, 2007, Mr. Walter DeBoni was appointed Chairman of the Board of Directors. Mr. DeBoni 
succeeds Mr. Bob Welty who retired from the Board. Mr DeBoni has more than 30 years of experience 
in the oil industry and has held numerous executive positions with both domestic and international 
corporations. He holds a Bachelor of Applied Science in Chemical Engineering, a Masters of Business 
Administration degree, and is a member of the Association of Professional Engineers, Geologists 
and Geophysicists of Alberta and the Society of Petroleum Engineers. He is a past Chairman of the 
Petroleum Society of CIM and a past director of the Society of Petroleum Engineers.

On Behalf of the Board of Directors,

(Signed)

“Stewart G. Gibson” 
Chief Executive Officer   August 15, 2007
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Management’s Discussion and Analysis 
of Operations and Financial Condition
This management’s discussion and analysis of operations and financial condition (MD&A) is dated 
August 15, 2007 and should be read in conjunction with our interim consolidated financial statements 
for the three and six month periods ended June 30, 2007 and our audited consolidated financial 
statements and accompanying notes and MD&A for the year ended December 31, 2006.

Our interim consolidated financial statements and the financial data included in the MD&A have been 
prepared in accordance with Canadian generally accepted accounting principles and following the 
same accounting policies and methods of computation as the consolidated financial statements for 
the fiscal year ended December 31, 2006 except as noted under the heading “Recent Accounting 
Pronouncements”. All financial amounts are expressed in Canadian dollars, except as otherwise indicated. 

FORWARD-LOOKING STATEMENTS AND BUSINESS RISKS

Certain statements contained in this MD&A are forward-looking statements. These statements relate 
to future events or our future performance. All statements other than statements of historical fact 
may be forward-looking statements. In some cases, forward-looking statements can be identified 
by terminology such as “may”, “will”, “should”, “expect”, “plan”, “anticipate”, “believe”, “estimate”, 
“predict”, “potential”, “continue”, or the negative of these terms or other comparable terminology. In 
addition, statements relating to reserves or resources are deemed to be forward-looking statements 
as they involve the implied assessment, based on certain estimates and assumptions that the 
reserves and resources described can be profitably produced in the future.

These statements are only predictions. Actual events or results may differ materially. In addition, this 
MD&A may contain forward-looking statements attributed to third party industry sources. Undue 
reliance should not be placed on these forward-looking statements, as there can be no assurance 
that the plans, intentions or expectations upon which they are based will occur. By its nature, forward-
looking information involves numerous assumptions, known and unknown risks and uncertainties, 
both general and specific, that contribute to the possibility that the predictions, forecasts, projections 
and other forward-looking statements will not occur. Forward-looking statements in this MD&A 
include, but are not limited to, statements with respect to:

•  capital expenditure programs, including the success or otherwise, of exploration and  
appraisal initiatives; 

• commodity prices;

• factors upon which we will decide whether or not to undertake a specific course of action;

• expectations regarding our ability to raise capital; 

•  the sale, farming in, farming out or development of certain exploration properties using third  
party resources;

• the use of development activity and acquisitions to replace and add to reserves; 

• drilling plans;

• our tax horizon;

• oil and natural gas production levels and the quantity of reserves;

• supply and demand for oil and natural gas;
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• the performance and characteristics of our oil and natural gas properties;

• the impact of governmental regulation on us relative to other oil and gas issuers of similar size;

• the emergence of accretive growth opportunities;

• realization of the anticipated benefits of acquisitions and dispositions;

•  our ability to benefit from the combination of growth opportunities and the ability to grow through 
the capital markets; and

• treatment under government taxation regimes.

With respect to forward-looking statements in this MD&A, we have made assumptions regarding, 
among other things:

• the impact of increasing competition;

• our ability to obtain additional financing on satisfactory terms; and 

• our ability to attract and retain qualified personnel.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, 
there can be no assurance that such expectations will prove to be correct. We can not guarantee future 
results, levels of activity, performance, or achievements. Moreover, we do not assume responsibility 
for the accuracy and completeness of the forward-looking statements. Similarly, the Company’s 
actual results and future plans could differ materially from those anticipated in similar forward-looking 
statements in this MD&A as a result of the risks described in above. The forward-looking statements 
contained in this MD&A are expressly qualified by the foregoing cautionary statement.

The business risks for the Company have not changed materially from the disclosure in our MD&A for 
the year ended December 31, 2006.

OVERVIEW AND CORPORATE STRATEGY
Sterling Resources Ltd. (Sterling or the Company) is an international energy company based in 
Calgary, Canada. We are engaged in the exploration for, and development of crude oil and natural 
gas in selected areas of the world outside Canada. Prior to 2005, the majority of our efforts and 
expenditures had been focused on assessing prospects, obtaining exploration rights and gathering 
and interpreting geological and geophysical data. In 2005, 2006 and 2007, we entered into the drilling 
phase of certain prospects in the United Kingdom (UK) and Romania. 

Our strategy for achieving growth is to source and initiate international projects with the potential for 
larger, lower-cost reserves. In the UK, we are accumulating licenses and prospects in selected core 
areas of the North Sea so that potential discoveries may take advantage of existing infrastructure and 
economies of scale from joint-development projects. Our strategy also targets blocks with high initial 
working interests where possible and financial exposure and technical risk are managed by obtaining 
partner participation through farm-out arrangements. Under these arrangements, a portion of our 
interest is given up in exchange for the partner paying a share of certain of our costs of drilling a well 
or other programs. Our current activities are focused in the UK and Romania.

CRITICAL ACCOUNTING ESTIMATES
Management is required to make judgments, assumptions and estimates in the application of 
generally accepted accounting principles that have a significant impact on the financial results of the 
Company. Significant estimates in the financial statements include amounts recorded for the provision 
for future asset retirement obligations, stock based compensation expense and capital expenditure 
accruals. By their nature, these estimates are subject to measurement uncertainty and the effect on 
future consolidated financial statements from changes in such estimates could be significant.
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DISCUSSION OF FINANCIAL RESULTS AND OPERATIONS

Overview

 Three Months Ended Six Months Ended 

 June 30  June 30

 2007 2006 2007 2006

   ($) ($) ($) ($)

Oil and gas revenues, net of royalties   –   –   – –

Interest   175,939 180,764 384,652 348,718 

Expenses   891,384 786,300 1,519,809 1,368,636 

Net loss    (715,445)  (605,536) (1,135,157) (1,019,918)

 – per common share – basic and diluted   (0.01)   (0.01)  (0.01) (0.01)

Net working capital  17,666,139  15,825,584 17,666,139 15,825,584

Capital expenditures  901,237 4,546,854 3,253,663 7,839,865

Total assets  69,829,991 44,384,438 69,829,991 44,384,438

Share capital  76,433,602 48,375,289 76,433,602 48,375,289

Common shares outstanding  
 – basic and diluted   95,533,634 80,213,634 95,533,634 80,213,634

For the three months ended June 30, 2007, we recorded a loss of $715,445 ($0.01-per share – basic 
and diluted) compared with a loss of $605,536 ($0.01-per share – basic and diluted) for the three 
months ended June 30, 2006. The loss for the quarter increased over the same quarter of the prior 
year mainly due to increased stock based compensation expense. 

For the six month period ended June 30, 2007, we recorded a loss of $1,135,157 ($0.01-per share 
– basic and diluted) compared with a loss of $1,019,918 ($0.01-per share – basic and diluted) for the 
same period of 2006. The loss increased over the same period the prior year mainly due to increased 
foreign exchange losses and increased stock based compensation. 

General and Administrative Expenses

The following is a summary of our general and administrative expense for the respective periods 
indicated:

 Three Months Ended Six Months Ended 

 June 30  June 30

 2007 2006 2007 2006

   ($) ($) ($) ($)

Gross general and administrative expenses   958,522  859,311 1,781,746 1,601,132 

Recoveries from partners  (79,785) (128,946) (164,889) (184,697)

Charged to capital projects   (401,774)  (280,214) (790,656) (421,938)

   476,963 450,151 826,201 994,497

Gross general and administrative expenses before recoveries and charges to capital projects for the 
three and six months ended June 30, 2007 increased slightly over the same periods in the prior year 
due primarily to increased employee costs. Recoveries from partners have decreased as activities 
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during the periods have comprised mostly farm-out initiatives rather than joint-venture activity, with 
the result that increased internal charges to capital projects have largely offset the decrease in partner 
recoveries. 

Stock Based Compensation

Expensed non-cash stock based compensation of $273,673 and $475,303 respectively for the three 
and six months ended June 30, 2007 has increased over the prior year expense of $176,468 and 
$370,001 for the quarter and year to date respectively. This is due to the issue and timing of options 
granted in the current and prior year, pursuant to our stock option plan. Under this plan, the Board 
of Directors granted 1,700,000 new options, at an exercise price of $1.57, to its directors, officers, 
employees and consultants on May 23, 2007. Stock based compensation expense was estimated 
using the Black-Scholes method, and using the following assumptions:

    2007

Risk-free interest rate       4.43%  

Expected hold period to exercise       3 Years

Volatility in the price of the Company’s shares     45.0%

Dividend yield       0%  

Foreign Exchange Losses

The Company has no derivative financial instruments. In order to minimize exposure to foreign 
exchange fluctuations, non-cash working capital is held only in foreign currencies where it arises 
out of operating activities, and cash is converted into foreign currencies for known or anticipated 
expenditures within the near term. Foreign currency gains and losses are due to conversion into 
Canadian dollars of monetary assets and liabilities held in foreign currencies, primarily Pounds 
Sterling, US Dollars and Romanian Lei.

Foreign exchange losses of $111,664 and $155,294 for the three and six months ended June 30, 
2007, respectively compared to losses of $134,450 and gains of $31,756 for the comparable periods 
in 2006, primarily reflecting changes in the level of foreign currency denominated monetary working 
capital, and relative changes in foreign exchange rates.

Interest Income 

There are no significant operating revenues at the present time. 

Interest income earned on investment of surplus funds was $175,939 for the three months ended 
June 30, 2007 and $384,652 for the six months then ended. Interest income for the comparable 
periods in 2006 was $180,764 and $348,718 respectively. The change from the comparable periods 
in the prior year, is due mainly to the investment of the net proceeds of $27.1-million from the equity 
financing completed in the third quarter of 2006, as well as the timing of the use of available cash 
primarily for capital expenditure programs.

Income Taxes

The Company does not recognize the tax benefit of losses incurred at this time as no reserves have 
been classified as proven, and there is no assurance that the tax benefit will be realized. As at  
June 30, 2007, the Company has non-capital losses of approximately $4.9-million available, 
but subject to expiry over the next ten years, to reduce future Canadian taxable income, and 
approximately $3.6-million of subsidiary UK tax losses which are not subject to expiry. 
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PETROLEUM PROPERTIES, ACTIVITIES AND CAPITAL EXPENDITURES
As at June 30, 2007 and December 31, 2006 the Company’s interests in petroleum licenses and 
contracts were as follows:

 June 30, 2007 December 31, 2006 

 Acres  Capitalized Acres  Capitalized
 Gross Net Costs Gross Net Costs
   ($)   ($)

United Kingdom  1,604,430  1,130,926 29,092,651  1,003,631   596,729   26,818,749 

Romania  2,645,000  2,027,000   20,860,932  2,645,000 2,027,000  19,707,310 

France   151,969   50,792  329,018   151,969   50,792   278,033 

Total  4,401,399  3,208,718  50,282,601 3,800,600 2,674,521  46,804,092 

Capital Expenditures

During the six months ended June 30, 2007 capital expenditures on oil and gas properties totalled 
$3,241,020. 

Major items on UK offshore blocks included the purchase of long-lead items for the planned Breagh 
well on UK offshore Block 42/13, ongoing studies related to the Sheryl discovery on Block 21/23a, 
and licensing fees and seismic costs on Block 42/19, 42/20 and 42/24. 

In Romania, major expenditures related to Geological and Geophysical studies on prospective drilling 
sites and farm-out activity on both our onshore and offshore properties.

For the six months ended June 30, 2006, expenditures of $7,690,357 included costs relating to 
the sidetracking and testing of the Sheryl well on UK offshore Block 21/23a as well as seismic and 
mapping activity onshore Romania.

FINANCING, LIQUIDITY AND SOLVENCY
As at June 30, 2007 our working capital was $17,666,139 compared with $21,133,295 at  
December 31, 2006. Cash and cash equivalents totalled $17,872,008. Cash resources are expected 
to be sufficient to complete the expenditures planned under the Company’s 2007 operating plan 
assuming planned farm-outs are completed successfully. However, as is typical of companies in 
Sterling’s stage of growth, future exploration and development activities may require substantial 
amounts of additional capital which we may raise through debt or equity financing and by farming 
out of partial interests in certain properties. Financings and farm-outs are subject to prevailing 
market conditions at the time. Successful completion of financings and farm-outs of partial interests 
are required for us to carry out our activities until such time as we establish production and cash 
flow. We may also raise capital from time to time by monetization of certain of our existing assets.

Accounts receivable at June 30, 2007 of $1,401,759 are lower than levels at December 31, 2006, 
due to receipt of the outstanding receivable for Romanian Value Added Taxes in the second quarter 
of 2007. Accounts payable and accrued liabilities at June 30, 2007 were $1,672,442 compared to 
$4,965,753 at December 31, 2006. This decrease is due to the settlement of accrued costs from 
the Sheryl well and seismic costs in Romania, in early 2007.

Common shares outstanding as at both June 30, 2007 and August 15, 2007 were 95,533,634.  
A further 5,715,000 common shares were reserved for stock options as at June 30, 2007 and  
August 15, 2007. For the six month period ended June 30, 2007, 1,130,000 stock options were 
exercised at an average price of $0.34. 
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ASSET RETIREMENT OBLIGATIONS

The following is a continuity of asset retirement obligations for the six months ended June 30, 2007:

    ($)  

Balance, January 1         656,798

Additions      5,349 

Accretion       22,577

Balance, June 30        684,724 

Additions relate to the Avington-3z well which was drilled during the second quarter. 

FUTURE PLANS
For the remainder of 2007, we remain focused on our plans as identified in our MD&A for the year 
ended December 31, 2006. These plans include:

• Drill the Breagh appraisal well on offshore Block 42/13 in the UK Southern North Sea; 

•  Drill the Constance exploration well on Block 21/23a in the UK Central North Sea. This block 
contains the 2006 Sheryl discovery, and the new well will target a separate structure;

• Drill one exploration well in the western section of the Craiova block, onshore Romania; 

• Drill one well on the Midia block offshore Romania; 

•  Continue geological and geophysical work to evaluate our licenses, including the six new licenses 
awarded in the UK 24th Offshore Licensing Round, and the many other prospects and leads that 
exist on them. This work will focus on offshore UK and offshore and onshore Romania; and

• Continue our strategy of farming out a portion of our licenses in order to reduce risk.

These plans depend on rig availability, farm-out terms and conditions and partner approval, and  
are subject to the business risks and uncertainties described under “Forward-looking statements  
and business risks.”  

RECENT ACCOUNTING PRONOUNCEMENTS
The Canadian Institute of Chartered Accountants (CICA) has issued new standards for Accounting 
Changes (CICA 1506), Comprehensive Income (CICA 1530), Equity (CICA 3251), Financial Instruments – 
Recognition and Measurement (CICA 3855), Financial Instruments – Disclosure and Presentation (CICA 
3861) and Hedges (CICA 3865), which are effective for the Company for periods ending after December 
31, 2006. The new standards bring Canadian rules into line with current rules in the United States. 
These new standards do not affect the Company at present and consequently no separate statement of 
comprehensive income is required to be included with the interim consolidated financial statements.

Section 1506 requires additional disclosures for changes in accounting policies, accounting 
estimates and accounting errors. Under the new standard, accounting changes should be applied 
retrospectively unless otherwise permitted or impracticable to determine. In addition, voluntary 
changes in accounting policy are permitted only when required by a primary source of GAAP, or if the 
change results in more relevant and reliable information.

Section 1530 introduces the concept of comprehensive income, which includes net income and  
other comprehensive income (OCI). OCI represents changes in shareholders’ equity during a period  
arising from such items as unrealized foreign currency translation gains or losses arising from self-sustaining 
foreign operations, unrealized gains and losses on available-for-sale investments, and changes in the fair 
value of the effective portion of cash flow hedging instruments. The application of this new standard did not 
result in comprehensive income being different from net income for the periods presented.
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Section 3251 establishes standards for the presentation of equity and changes in equity during the 
reporting period.

Section 3855 establishes standards for recognizing and measuring financial assets, financial liabilities, 
and non-financial derivatives. It also specifies how financial instrument gains and losses are to be 
presented. All financial instruments must be classified as held-for-trading, available-for-sale, held-
to-maturity, loans and receivables, or other financial liabilities. Initial and subsequent recognition and 
measurement of changes in the value of financial instruments depends on their initial classification as 
follows:

•  Financial assets and liabilities held-for-trading are measured at fair value with changes in those 
fair values recognized in net income.  

•  Available-for-sale financial assets are measured at fair value. Revaluation gains and losses are 
included in OCI until the asset is removed from the balance sheet.

•  Financial assets held-to-maturity, loans and receivables, and other financial liabilities are 
measured at amortized cost using the effective interest method of amortization.

•  Investments in equity instruments classified as available-for-sale that do not have a quoted 
market price in an active market are measured at cost.  

The application of Section 3855 did not have an impact on Sterling’s consolidated financial 
statements.

Section 3865 provides alternative treatments to Section 3855 for entities which choose to designate 
qualifying transactions as hedges for accounting purposes, and specifies how hedge accounting is 
applied and what disclosures are necessary when it is applied. The application of Section 3865 did 
not have an impact on Sterling’s consolidated financial statements as there are no transactions which 
have been designated as hedges for accounting purposes.

FUTURE ACCOUNTING CHANGES
On December 1, 2006, the CICA issued three new accounting standards, Section 1535, Capital 
Disclosures, Section 3862, Financial Instruments – Disclosures, and Section 3863 – Financial 
Instruments – Presentation. These new standards will be effective for us on January 1, 2008.

•  Section 1535 requires disclosure of (a) an entity’s objectives, policies and processes for managing 
capital; (b) data about what the entity regards as capital; (c) whether the entity has complied 
with any capital requirements; and (d) if it has not complied, the consequences of such non-
compliance.

•  Sections 3862 and 3863 replace Handbook Section 3861, Financial Instruments – Disclosure 
and Presentation. These two standards incorporate revisions and enhancements to the existing 
disclosure requirements of Section 3861 and incorporate existing presentation requirements, 
placing increased emphasis on discussion of risks inherent in the use of financial instruments, 
and how the company manages such risk.

We are currently assessing the impact of these new standards on our financial statements.

DISCLOSURE CONTROLS AND PROCEDURES
Disclosure controls and procedures are designed to provide reasonable assurance that information 
required to be disclosed is recorded, processed, summarized and reported within the time periods 
specified by securities regulations and that information required to be disclosed is accumulated and 
communicated to Management.
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The Chief Executive Officer and the Chief Financial Officer have evaluated the effectiveness of our 
disclosure controls and procedures and have concluded that they are adequate and effective to 
ensure accurate and complete disclosure.

Additional information about Sterling Resources Ltd. and its business activities is available on SEDAR 
at www.sedar.com

SELECTED QUARTERLY INFORMATION

The following is a summary of selected unaudited quarterly consolidated financial information for the 
eight most recently completed quarters. 

    2007 2006  
 Quarter Ended   June 30 Mar. 31 Dec. 31 Sep. 30 
    $ $ $ $

Expenses    

 General and administrative   476,963  349,238   322,154   323,178 

  Foreign exchange loss (gain)      111,664  43,630  (234,097)   17,472 

  Stock based compensation   273,673   201,630 122,201 225,437

  Accretion    11,872 10,705 14,667 10,532

  Depreciation   17,212 23,222 20,331 17,490

   891,384 628,425 245,256 594,109

Interest   175,939 208,713 317,283 335,992

Net (loss) income   (715,445)  (419,712)   72,027  (258,117)

Net loss per common share – basic and diluted  (0.01)  0.00 0.00 0.00

    2006 2005  
 Quarter Ended   June 30 Mar. 31 Dec. 31 Sep. 30 
    $ $ $ $ 

Expenses     

   General and administrative    450,151 544,346 207,956 329,290 

   Foreign exchange loss (gain)   134,450 (166,206) 316,593 922,319

   Stock based compensation    176,468 193,533 196,052 92,753

   Accretion    8,483 2,111 414 300 

   Depreciation   16,748 8,552 7,704 4,552 

    786,300 582,336 728,719 1,349,214

Interest    180,764 167,954 185,638 218,323

Net loss   (605,536) (414,382) (543,081) (1,130,891)

Net loss per common share – basic and diluted   (0.01)  (0.01)  (0.01)  (0.01)

Our business is not significantly affected by seasonal considerations, but our results may be affected 
by levels of operational activity which impact the level of general and administrative expenses and 
stock based compensation which are capitalized. In addition our results are impacted by the level of 
foreign currency denominated working capital and changes in the underlying foreign exchange rates.
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Consolidated Balance Sheets
Unaudited

   June 30 December 31 

    2007 2006

     ($)  ($)

ASSETS   
Current    

 Cash and cash equivalents     17,872,008  23,801,861 

 Accounts receivable      1,401,759  2,268,998 

 Prepaid expenses    64,814   28,189 

     19,338,581  26,099,048

Capital assets   

  Petroleum and natural gas properties and equipment  50,282,601  46,804,092 

 Furniture and fixtures    208,809  236,600 

     50,491,410   47,040,692 

      69,829,991  73,139,740 

LIABILITIES AND SHAREHOLDERS’ EQUITY   
Current   

 Accounts payable and accrued liabilities    1,672,442  4,965,753 

Asset retirement obligations [note 2]    684,724   656,798 

Shareholders’ equity   

 Share capital [note 3]    76,433,602  75,719,452 

 Contributed surplus [note 4]    1,889,598   1,512,955 

 Deficit    (10,850,375)  (9,715,218)

      67,472,825  67,517,189 

     69,829,991   73,139,740 

See accompanying notes
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Consolidated Statements of  
Operations & Deficit
Unaudited

 Three Months Ended  Six Months Ended 

 June 30  June 30

 2007 2006 2007 2006

   ($) ($) ($) ($)

EXPENSES  

General and administrative   476,963 450,151 826,201 994,497

Foreign exchange loss (gain)  111,664 134,450 155,294 (31,756) 

Stock based compensation [note 3]  273,673 176,468 475,303 370,001

Accretion [note 2]    11,872 8,483 22,577 10,594

Depreciation  17,212 16,748 40,434 25,300

   891,384 786,300 1,519,809 1,368,636

OTHER INCOME  

Interest  175,939 180,764 384,652 348,718

Net loss and comprehensive loss for the period   (715,445) (605,536) (1,135,157) (1,019,918)

Deficit, beginning of period  (10,134,930) (8,923,592) (9,715,218) (8,509,210)

Deficit, end of period  (10,850,375) (9,529,128) (10,850,375) (9,529,128)

Net loss per common share  
 – basic and diluted [note 3]  (0.01) (0.01) (0.01)  (0.01)

See accompanying notes
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Consolidated Statements of Cash Flows
Unaudited

 Three Months Ended Six Months Ended 

 June 30  June 30

 2007 2006 2007 2006

   ($) ($) ($) ($)

OPERATING ACTIVITIES  

Net loss for the period  (715,445) (605,536) (1,135,157) (1,019,918)

Add items not affecting cash  

 Foreign exchange loss (gain)    11,869 131,361 66,495 (26,298)

 Stock based compensation    273,673 176,468   475,303  370,001

 Accretion  11,872 8,483 22,577 10,594

 Depreciation  17,212 16,748 40,434 25,300

   (400,819) (272,476) (530,348) (640,321)

Change in non-cash working capital  (164,417) (147,912) (280,021) (40,800)

Cash used in operating activities  (565,236) (420,388) (810,369) (681,121)

INVESTING ACTIVITIES  

Petroleum and natural gas properties  
 and equipment additions   (888,594) (4,498,067) (3,241,020) (7,690,357)

Furniture and fixtures additions   (12,643) (48,787) (12,643) (149,508)

Change in non-cash working capital    (51,385)  2,010,762 (2,182,676) 3,017,884

Cash used in investing activities   (952,622) (2,536,092) (5,436,339) (4,821,981)

FINANCING ACTIVITIES  

Issue of common shares on exercise  
 of stock options   318,250   42,500 383,350 252,500 

Cash provided by financing activities  318,250   42,500 383,350 252,500 

Effect of translation on foreign currency cash   (11,869)  (131,361) (66,495) 26,298

Decrease in cash, during the period  (1,211,477)  (3,045,341)  (5,929,853) (5,224,304)

Cash and cash equivalents,  
 beginning of period  19,083,485  21,359,413 23,801,861 23,538,376 

Cash and cash equivalents, end of period   17,872,008 18,314,072 17,872,008 18,314,072

See accompanying notes
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Selected Notes to 
Consolidated Financial Statements

(Unaudited)

For the three and six months ended June 30, 2007

1.  BASIS OF PRESENTATION AND RECENT ACCOUNTING  
PRONOUNCEMENTS

The interim consolidated financial statements of Sterling Resources Ltd. have been prepared by 
Management in accordance with Canadian generally accepted accounting principles and following 
the same accounting policies and methods of computation as the consolidated financial statements 
for the fiscal year ended December 31, 2006, except as noted below. The disclosures included below 
are incremental to those included with the annual consolidated financial statements. The unaudited 
interim consolidated financial statements do not include all disclosures required in the annual financial 
statements and should be read in conjunction with the audited consolidated financial statements and 
the notes thereto in the Company’s annual report for the year ended December 31, 2006.

The Canadian Institute of Chartered Accountants (CICA) has issued new standards for Accounting 
Changes (CICA 1506), Comprehensive Income (CICA 1530), Equity (CICA 3251), Financial Instruments – 
Recognition and Measurement (CICA 3855), Financial Instruments – Disclosure and Presentation (CICA 
3861) and Hedges (CICA 3865), which are effective for the Company for periods ending after December 
31, 2006. The new standards bring Canadian rules into line with current rules in the United States. 
These new standards do not affect the Company at present and consequently no separate statement of 
comprehensive income is required to be included with the interim consolidated financial statements.

Section 1506 requires additional disclosures for changes in accounting policies, accounting 
estimates and accounting errors. Under the new standard, accounting changes should be applied 
retrospectively unless otherwise permitted or impracticable to determine. In addition, voluntary 
changes in accounting policy are permitted only when required by a primary source of GAAP, or if the 
change results in more relevant and reliable information.

Section 1530 introduces the concept of comprehensive income, which includes net income and  
other comprehensive income (OCI). OCI represents changes in shareholders’ equity during a period  
arising from such items as unrealized foreign currency translation gains or losses arising from self-
sustaining foreign operations, unrealized gains and losses on available-for-sale investments, and 
changes in the fair value of the effective portion of cash flow hedging instruments. The application 
of this new standard did not result in comprehensive income being different from net income for the 
periods presented.

Section 3251 establishes standards for the presentation of equity and changes in equity during the 
reporting period.

Section 3855 establishes standards for recognizing and measuring financial assets, financial 
liabilities, and non-financial derivatives. It also specifies how financial instrument gains and losses 
are to be presented. All financial instruments must be classified as held-for-trading, available-for-
sale, held-to-maturity, loans and receivables, or other financial liabilities. Initial and subsequent 
recognition and measurement of changes in the value of financial instruments depends on their initial 
classification as follows:
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•  Financial assets and liabilities held-for-trading are measured at fair value with changes in those 
fair values recognized in net income. 

•  Available-for-sale financial assets are measured at fair value. Revaluation gains and losses are 
included in OCI until the asset is removed from the balance sheet.

•  Financial assets held-to-maturity, loans and receivables, and other financial liabilities are 
measured at amortized cost using the effective interest method of amortization.  

•  Investments in equity instruments classified as available-for-sale that do not have a quoted 
market price in an active market are measured at cost.

The application of Section 3855 did not have an impact on Sterling’s consolidated financial 
statements.

Section 3865 provides alternative treatments to Section 3855 for entities which choose to designate 
qualifying transactions as hedges for accounting purposes, and specifies how hedge accounting is 
applied and what disclosures are necessary when it is applied. The application of Section 3865 did 
not have an impact on Sterling’s consolidated financial statements as there are no transactions which 
have been designated as hedges for accounting purposes.

2. ASSET RETIREMENT OBLIGATIONS
The Company’s asset retirement obligations result from net ownership interests in petroleum and 
natural gas exploratory and appraisal stage activity. The Company estimates the total undiscounted 
amounts of cash flows required to settle its asset retirement obligations to be approximately 
$1,500,000 which will be incurred between 2010 and 2015. A credit adjusted risk-free interest 
rate of 10-percent and an inflation rate of 4-percent were used to calculate the fair value of asset 
retirement obligations.

The following is a continuity of asset retirement obligations for the six months ended June 30, 2007:

    ($)  

Balance, January 1         656,798 

Additions       5,349

Accretion        22,577 

Balance, June 30      684,724

3. SHARE CAPITAL

A) AUTHORIZED

Unlimited common shares without nominal or par value.

B) ISSUED AND OUTSTANDING

   Number of shares Amount ($)  

Balance, January 1      94,403,634   75,719,452

Issued for cash – exercise of stock options    1,130,000  383,350

Transferred from contributed surplus on exercise of options   –  330,800

Balance, June 30     95,533,634   76,433,602



Sterling Resources Ltd.16

C) STOCK OPTIONS

The Company has established a stock option plan whereby it may grant options to its directors, 
officers, employees and consultants. On June 30, 2007 there were 7,000,000 common shares 
reserved for issuance under the plan of which 5,715,000 were issued and outstanding. The exercise 
price of each option equals the market price of the Company’s shares on the TSX Venture Exchange 
the day prior to the date on which the grant occurs, less any applicable discount approved by the 
Board of Directors and the TSX Venture Exchange. The option’s maximum term is five years and 
must vest over a period of not less than 18 months. The following is a continuity of outstanding stock 
options for the six months ended June 30, 2007:

   Number of Weighted Average 

    Options Exercise Price ($)

Outstanding December 31, 2006     5,145,000   1.43

Granted during the period     1,700,000  1.57

Exercised during the period     (1,130,000)  0.34

Outstanding June 30, 2007     5,715,000  1.69

Exerciseable June 30, 2007     1,528,341   1.56

For the three and six months ending June 30, 2007, $273,673 and $475,303 respectively was 
recognized as stock based compensation expense in respect of stock options granted, and a 
further $124,455 and $232,140 was capitalized during these periods. For the same periods in 2006, 
$176,468 and $370,001 was recognized as stock based compensation expense and $118,631 was 
capitalized in the second quarter.

The Company uses the fair value based method of accounting for all stock options granted to 
directors, officers, employees and consultants using the Black-Scholes option pricing model. Under 
this plan, the Board of Directors granted 1,700,000 new options to its directors, officers, employees 
and consultants on May 23, 2007. Stock based compensation expense was estimated using the 
Black-Scholes method, and using the following assumptions:

    2007

Risk-free interest rate       4.43 

Expected hold period to exercise       3 Years

Volatility in the price of the Company’s shares     45.0%

Dividend yield       0% 

D) WEIGHTED AVERAGE SHARES OUTSTANDING

The weighted average shares outstanding for the three and six months ended June, 2007 were 
94,737,480 and 94,586,245. For the three and six months ended June, 2006 the weighted average 
shares outstanding were 80,138,542 and 80,105,107 respectively. The effect of options outstanding 
would not be dilutive for either period.
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4. CONTRIBUTED SURPLUS
The following is a continuity of contributed surplus for the six months ended June 30, 2007:

    2007

       ($)

Balance, January 1         1,512,955 

Stock based compensation expense for the period       475,303

Stock based compensation capitalized       232,140

Transferred to share capital on exercise of options     (330,800)

Balance, June 30        1,889,598 

5. FUTURE ACCOUNTING CHANGES
On December 1, 2006, the CICA issued three new accounting standards, Section 1535, Capital 
Disclosures, Section 3862, Financial Instruments – Disclosures, and Section 3863 – Financial 
Instruments – Presentation. The new standards will be effective for the Company on January 1, 2008.

•  Section 1535 requires disclosure of (a) an entity’s objectives, policies and processes for managing 
capital; (b) quantitative data about what the entity regards as capital; (c) whether the entity has 
complied with any capital requirements; and (d) if it has not complied, the consequences of such 
non-compliance.

•  Sections 3862 and 3863 replace Handbook Section 3861, Financial Instruments – Disclosure 
and Presentation. These two standards incorporate revisions and enhancements to the existing 
disclosure requirements of Section 3861 and incorporate existing presentation requirements, 
placing increased emphasis on discussion of risks inherent in the use of financial instruments, 
and how the company manages such risk.

We are currently assessing the impact of these new standards on our financial statements. 




