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Since the Company’s inception, management’s main objective has been to maximize shareholder
wealth with the least amount of risk.

Opportunities that represent low cost, high quality targets are advanced to a certain stage and
then industry partners having substantial mining experience and financial strength are sought for
Joint ventures to minimize the risk which is inherent in the mineral exploration business.

The Company has in the past pursued, and will continue to explore for, a broad range of commodi-
ties. With gold prices rising over the past year, there will be a focus on precious metals exploration in
China and Peru in the year ahead. The Company has a strong technical and financial team comprised
of highly experienced, multi-disciplined professionals with a proven track record. Our alliances with
various major mining companies has helped reduce our fiscal burden during the early stages of
exploration, while providing the Company with the technical and financial backing to carry new

projects through to production.
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To Our Shareholders

2002 has been an exciting year for your Company. The Company'’s field personnel and
management recognized the significance of the Boka Gold Zone located in Yunnan
Province, China. In addition to Boka, the discovery of two high grade silvertgold zones
associated with a high sulphidation alteration system on the Liam Property in south-
ern Peru suggests high potential to outline a bulk mineable silver-gold deposit.
Several other key projects, including Southwestern’s Bambas skarn copper-gold prop-
erties, also will add value to the Company.

The Boka gold mineralization is a recently discovered extensive system which appears to be part of a new gold camp. The
Company is presently evaluating a zone 5.5 kilometres long. Mineralization is hosted within Middle Proterozoic carbonaceous
sediments and is stratabound in nature. The geological setting of the Boka gold mineralization is analogous to the giant gold
deposits of Muruntau, Sukoi Log and Kumtor. It is management's belief that Boka has the potential to host alarge tonnage
gold deposit.

Amajor drilling campaign on the Boka gold mineralization system is underway and will likely be expanded in mid-2003.
Preliminary drilling is also planned for the Liam and Minasccasa projects in Peru. Management expects to see increased value
in the Company as a result of these drilling programs.

Southwestern’s seasoned management has continued to demonstrate its capacity to quickly identify, through a strict policy
of extensive geological evaluation, properties of high merit. Management’s extensive network of industry contacts, acquired
through direct experience in the minerals industry, allows management to recognize high calibre properties, industry trends
and business opportunities that would otherwise go unnoticed.

The Company also indirectly explores for various commodities in Canada through its 35% ownership of Canabrava
Diamond Corporation and 17% ownership of Aurora Platinum Corp. These companies are very active in Ontario, Quebec,
Nunavut and the Northwest Territories exploring for diamonds and nickel-copper-platinum group metals. In addition, Aurora
currently owns 57% of Superior Diamonds Inc. and 59% of Lake Shore Gold Corp. Superior Diamonds has acquired a large land
position in northern Ontario covering several clusters of kimberlite-like magnetic targets shedding kimberlite indicator
minerals. Some of these indicator minerals exhibit chemistry commonly found in diamond inclusion minerals, suggesting
they are sourced from a diamond-bearing kimberlite. Lake Shore Gold has alarge landholding in northern Ontario covering
several significant gold zones, a number of which are at the drill stage.

Southwestern’s Boka Gold Project will be a major focus for the Company in the year ahead. The Project is located in Yunnan
‘Province, southern China where exploration can be carried out year round. Yunnan Province, an autonomous territory, strong-

ly promotes foreign investment in the mining industry. Yunnan Province and Sichuan Province are the only two jurisdictions

SOUTHWESTERN RESOURCES CORP. 2
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Boka Gold Project, Yunnan Province

The Boka Gold Project is located about 280 kilometres by road north of the capital city of Kunming in the north central portion
of Yunnan Province. At Boka, a window of Middle Proterozoic sediments is exposed and is bounded

on the east and south by Paleozoic sediments and basalts. The Boka area is situated

in the east portion of the Pznxi Rift (Hercynian age) which extends
from the south central part of Yunnan Province through to

the central portion of 5ichuan Province. From a metallogenic
point of view, the Panxi Rift is one of the most important metal
belts in China. Adjoining the southwest edge of the Joint Venture’s

concessions is the Dongchuan Copper Camp. This Camp has been mined

continuously since the 1950s and total reserves in the four largest
orebodies was 550 million tonnes of 1% copper and 0.4 grams per tonne
gold. Geologists who have studied these deposits relate the mineralization to
Hercynian gabbros intruded along rift related structures as dykes and sills.
To the south and east of Boka, the Middle Proterozoic rocks are
covered by Paleozoic sediments and basalts. These Paleozoic rocks are gently folded
but relatively unmetamorphosed. The Paleozoic sequence in the vicinity of Boka hosts

some of the largest and richest lead-zinc deposits in the world.

Photo (Above Right)
BokA 7 MOUNTAIN RANGE
Photo (Left)

EXTENSIVE TUNNELLING, BOKA 1T NORTH 5 SOUTHWESTERN RESOURCES CORP.
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The Boka Gold Project is comprised of 172 square kilometres
of exploration concessions and mining leases covering a 40
kilometre long gold zone associated with several structural
levels within essentially unmetamorphosed Middle Pro-
terozoic sediments. From top to bottom, the stratigraphic
sequence includes limestone, calcareous sandstone, car-
bonaceous slates, calcareous siltstones and chlorite slate.
This package of rocks has undergone several phases of
westerly verging thrust faulting which has created repeti-
tion and thickening of units. This thrust faulting is also
believed to be an i portant structural preparation for the
rocks that host the Boka gold mineralization.

Carbonaceous slates were affected most intensely by this
deformation and as such host the bulk of the gold mineral-
ization. The Company has followed this thrust belt along
strike for over 100 ki ometres.

Within the Boka Gold District, the Company has identified
12 separate gold zones, the largest being Boka 1, where most
of the exploration work has been conducted. There are pre-
sently three diamond drill rigs testing the extent of gold
mineralization at Boka 1along a strike length of 1.8 kilome-
tres. Over 140 tunnels have been excavated at Boka 1 and
sampling by the Company has shown good continuity of
mineralization, especially higher grade zones.

Afurther so tunnels have been excavated at Boka 11, Boka
7and Boka 8. At Boka 11, tunneling is present in two separate
thrust zones at elevations of 1,760 metres and 1,350 metres
above sealevel. The Company has geological and geochemi-
cal evidence that the upper Boka 11 Zone may be part of
Boka 1, giving this zone a potential strike length of 2.8
kilometres. Based cn soil geochemistry, it also appears that
Boka 1is connectecl to Boka 7in which case the single gold

zone would have a strike length of 5.8 kilometres.

g SOUTHWESTERN RESOURCES CORP.
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Boka is an exceptional gold system and petrological/ structural studies place it in the group of deposits like Muruntau,

Kumtor and Sukhoi Log. These deposits constitute some of the world’s largest gold deposits and exploration results suggest

that Boka may fit into the same category.

Exploration work planned for 2003 will focus on delineating the extent of the Boka gold mineralization by drilling.

Geophysical techniques will not be useful for locating drill holes since the host rocks are conductive. The drilling program

is planned to reach 40,000 metres in 2003 and this extensive program will provide the Company with sufficient information

to establish the regional extent of this significant gold system.
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Liam Project

The Liam Property is 100% owned by Southwestern and located 190 kilometres northeast of the city of Arequipa. The Property
is underlain by Miocene bedded felsic and andesitic tuffs/lavas intruded by dacitic diatreme breccia complexes. A prominent
high sulphidation alteration zone extends for 4.5 kilometres by 2 kilometres and it is within this zone that Company
geologists discovered the Cerro Crespo and Northern zones of high grade silver:gold mineralization.

The silver:gold mineralization is located within the breccias associated with vuggy silica and stockworks on both the Cerro
Crespo and Northern zones. Cerro Crespo is a prominent northwest trending mesa-type ridge in the central part of the
Property. The ridge extends for about 600 metres and is 250 metres wide with near vertical walls projecting 200 metres above
surface. Detailed sampling in cut trenches involved the collection of 329 one metre to two metre channel samples in the
northwestern portion of the top of Cerro Crespo. The average grade for the samples collected was 188 grams per tonne (5.5
ounces per ton) silver and 0.46 grams per tonne gold. The southeast portion of Cerro Crespo has yet to be sampled.

Subsequent to the Cerro Crespo discovery, a new zone has been outlined to the north of the prominent diatreme. The
Northern Zone occurs north of Cerro Crespo on the northern flank of a major northwest-southeast fault. Field personnel have
interpreted this zone to be a downfaulted portion of the same diatreme as the one hosting high grade silver mineralization at
Cerro Crespo.The Northern Zone is exposed over an area of 1,400 metres by 600 metres.

A drilling program to test the Liam high grade silverzgold system will be implemented in 2003.

SOUTHWESTERN RESoURCES Corep. 12
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In addition to the Company’s holdings in Canabrava and Aurora, Southwestern also has

an indirect interest in the activities of Superior Diamonds Inc. and Lake Shore Gold Corp.
Aurora owns 56.9% of Superior Diamonds and 58.8% of Lake Shore Gold. Superior Diamonds
completed a summer sampling program for kimberlite indicator minerals in 2002 to
evaluate specific structural domains within a 33,000 square kilometre area in the Superior
Province of the Canadian Shield in northern Ontario. Results of this sampling showed
conclusively that kimberlite indicator minerals (some with diamond inclusion chemistry)
were sourced in these structures. On the basis of these positive results, Superior flew a high
sensitivity airborne magnetic survey over specific target areas at 150 metre line spacing.
This survey detected several clusters of kimberlite-like circular magnetic targets and all of
these have been acquired by Superior. Follow-up exploration in 2003 will involve a more
detailed basal till sampling program localized on the magnetic targets to collect alarger
population of kimberlite indicator minerals. Evaluation of these indicator minerals will be
used to prioritize drill targets.

Lake Shore Gold has a number of 100% owned gold properties in northern Ontario, the
most significant being the Rowlandson Lake Property. Underlying the Property are a series
of east-west trending shear zones containing several narrow high grade gold systems. Lake

Shore Gold plans to drill test this gold mineralization during the 2003 winter field season.
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Management's Discussion and Analysis

OF FiINANCIAL CONDITION AND RESULTS OF OPERATIONS

December 31, 2002 and 2001

Description of Business

The Company is a development stage mineral exploration company engaged in the identification, acqui-
sition, evaluation, exploration and development of mineral properties, especially with the potential to
host gold, silver and base metals primarily in Peru and China.

The Company conducts its exploration independently as well as through joint venture agreements
with third parties, referred to as joint ventures, whereby the third party earns an interest in the
Company’s property by fulfilling terms as outlined in the agreement. The majority of joint venture
agreements are structured in such a way so as to allow an interested party to earn an interest ina
project by making certain expenditures on the Company’s properties over a period of time. Typically,
the partner may earn up to a 70% interest in the property by funding all or a portion of the exploration
costs and 100% of the development and construction costs required to bring a mine into operation.
The Company is also involved in exploration through option or earn-in agreements whereby it
provides 100% of the funding in order to earn a controlling interest in a project.

In September 2002, the Company’s Chilean subsidiary, Minera Southwestern Chile, was wound up
and all of the assets were written off.

in June 2001, the Company changed its name from Southwestern Gold Corporation to Southwestern
Resources Corp.

Management maintains a system of internal controls to obtain assurance that the Company's assets
are safeguarded, transactions are authorized and financial information is reliable.

The Board of Directors is responsible for ensuring management fulfils its responsibilities. The Audit
Committee reviews the results of the audit and the annual financial statements prior to their submis-

sion to the Board of Directors for approval.

Results of Operations

The consolidated loss for the year ended December 31, 2002 was $13,509,000 or $0.85 per share
compared with a loss of $12,978,000 or $0.83 per share in 2001. The increase reflects lower interest
income, a rise in the Company’s share of losses of affiliated companies, higher foreign exchange losses,
and a rise in general exploration and administrative expenses. This is partially offset by a reduction in
resource property costs written off and investment write downs, and by higher gains resulting from
shares issued by affiliated companies.

General and administrative expenses increased by $273,000 during 2002 reflecting higher investor
relations costs and consulting fees partially offset by a reduction in corporate expenses. Investor
relations expense includes regulatory and transfer agent fees, the costs related to the printing and
dissemination of shareholder information and other investor relations activities. In 2002, a one-time
cost of approximately $352,000 (US$225,000) was incurred to reprint and disseminate, to at least
250,000 potential investors, a third party editorial containing information regarding the Company.

General exploration expense relates to expenditures of a general reconnaissance nature along with
some of the costs of maintaining the Company’s foreign exploration offices. The current year’s general
exploration expense of $1,789,000 includes that portion of resource property expenditures which was

charged to expense during the year. General exploration expense amounted to $955,000 in 2001.

SOUTHWESTERN RESOURCES CORP. 18




Atotal of $4,479,000 in resource property costs was written off during the year relating to projects
in Peru (4.0 million) and Chile ($0.4 million) that were abandoned. in comparison, $6,957,000 of such
costs were written off during 2o01.

Foreign exchange gains and losses result primarily from the translation of US dollar denominated
monetary assets to Canadian dollars. The current year loss of $128,000 compared to a gain of $646,000
in 2001 reflects, on average, a stronger Canadian dollar in 2002 against its US counterpart with the
most significant rise occurring in the second quarter of 2002.

Interest and other income of $383,000 is comprised of interest earned on cash balances and
management fees charged to affiliated companies pursuant to administrative services agreements.
The decrease of approximately $485,000 resulted from lower interest rates and reduced cash balances
which was partially offset by an increase in management fees. In addition, with respect to the
Company’s Chilean subsidiary, the disposition of accumulated. value added taxes and tax losses in 2001
amounted to approximately $210,000 and was recorded as other income,

During the year, the Company wrote off four of its investments, namely Empire Petroleum Corp-
oration ($636,000), Unirex Corporation ($85,000), Paramount Ventures and Finance Inc. (549,000}
and Consolidated Jaba Inc. (§206,000). A total of $2,598,000 was recorded in 2001 as a write down of
investments.

Aurora Platinum Corp. (“Aurora”), Canabrava Diamond Corp. (“Canabrava”) and Maxy Oil & Gas Inc.
each issued common shares during the course of the year. Ccnsequently, the Company recorded gains
of $1,295,000 as a result of its deemed dispositions of interest in these companies. Similarly, losses of
$267,000 were tecorded in 2001. The Company also recorded a total of $5,315,000 as its equity in the

losses of Canabrava and Aurora.

Financial Condition, Liquidity and Capital Resources
The Company’s working capital as at December 31,2002 was $5.0 million compared with $10.3 million
as at December 31, 2001. The decrease of $5.3 million is primarily attributed to resource property

expenditures of $0.8 million ($1.0 million on a cash basis), the acquisition of the Company’s common

shares pursuant to its normal course issuer bid of 0.5 million, operating expenditures of $3.7 million,
additions to capital assets of $o.1 million and additional investments in Aurora, Pacific Minerals Inc.
and Canabrava of $0.6 million. This was partially offset by share issuances of $0.4 million.

The carrying value of resource properties declined by approximately $3.6 million due to the write-
off of resource property costs in Peru totalling $4.0 million and in Chile totalling $0.4 million. Resource
property expenditures of approximately $0.8 million were incurred during 2002.

Investments declined by $4.4 million resulting from write-downs of approximately $1.0 million and
the recording of the Company’s portion of equity losses in affiliated companies of $5.3 million which
was partially offset by additional purchases of shares of $0.5 million as well as gains on shares issued
by affiliates of $1.3 million.

Share capital decreased by 595,000 to $80.9 million due to the acquisition of 170,500 common
shares valued at $459,000 pursuant to the Company’s normal course issuer bid. This was partially off-
set by proceeds from share issuances of $364,000.

At December 31,2002, Southwestern had 1,105,816 share purchase warrants outstanding with an

19 SOUTHWESTERN RESOURCES CORP,
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exertcise price of $3.75 expiring in June 2003. These warrants relate to a private placement completed in
2001.In January 2003,1,000,132 of these warrants were exercised for proceeds of $3.8 million.

The Company adopted the new recommendations of the Canadian Institute of Chartered
Accountants regarding Stock-Based Compensation and Other Stock-Based Payments, effective January
1,2002. As a result of stock options granted to non-employees, the Company recognized $122,384 as
stock-based compensation expense and included this amount in contributed surplus.

On April 18, 2002, the Company entered into an agreement with Compania de Minas Buenaventura
S.AA. (“Buenaventura”) to sell its 50% interest in the Poracota Property in Peru for US$4.5 million over
a three year period. Under the terms of the agreement, Buenaventura made a payment to Southwest-
ern of US$100,000 and is to make staged payments of US$200,000 in August 2003, US$300,000 in
February 2005 and US$3.9 million in February 2006.

On November 25,2002, the Company signed an agreement with Team 209 of the Nuclear Industry of
Yunnan Province, China regarding the Boka Gold Project (“Boka”). Under the terms of the agreement,
Southwestern can earn a go% interest in 172 square kilometres of exploration concessions and mining
licenses by spending US$4.0 million over a four year period and making a payment equivalent to
US$1.7 million in the fourth year. Exploration expenditures are staged as to US$500,000 in the first
year, US$1.0o million in the second year, US$1.5 million in the third year and US$1.0 million in the fourth
year.Team 209 will retain a 10% carried interest and Southwestern is the operator of the Project.

The Company’s main source of liquidity is its cash and cash equivalents. However, this is supple-
mented by interest earned, and these sources of cash are considered sufficient to meet near-term

financial requirements.

Outlook

The business of mineral deposit exploration and extraction involves a high degree of risk. Few proper-
ties that are explored are ultimately developed into production. At present, none of the Company's
properties has a known body of commercial ore. Other risks facing the Company include political and
economic risks of operating in foreign jurisdictions, statutory and reguiatory requirements, fluctua-
tions in mineral prices and foreign currencies, share price volatility and uncertainty of additional
financing.

The Company expects to focus the majority of its exploration activities in Peru and China and will
continue to seek opportunities to form additional joint ventures in order to reduce shareholder risk. As
a mineral exploration company, the future liquidity of Southwestern will be affected principally by
the level of exploration expenditures and by its ability to raise capital through the equity markets. in
management’s view, the Company’s cash position is more than sufficient to fund planned exploration

expenditures and meet ongoing obligations as they become due.

SOUTHWESTERN RESOURCES CORP. 20




RAuditors’ Report

To the Shareholders of Southwestarn Resources Corp.

We have audited the consolidated balance sheets of Southwestern Resources Corp. as at December 31,
2002 and 2001 and the consolidated statements of loss and deficit and cash flows for the years
then ended. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of rmaterial misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management as well
as evaluating the overall financial statement presentation.

in our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the Company as at December 31,2002 and 2001 and the results of its operations
and its cash flows for the years then ended in accordance with Canadian generally accepted accounting

principles.

oSl 70-«4 L
CHARTERED ACCOUNTANTS

Vancouver, British Columbia

February 28,2003
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Consolidated Balance Sheets

As AT DECEMBER 31 (S in thousands)

Assets

CURRENT
CASH AND CASH EQUIVALENTS (note 3)
EXPLORATION ADVANCES AND OTHER RECEIVABLES
NOTE RECEIVABLE (note 4)

CAPITAL ASSETS (note 5)
RESOURCE PROPERTIES (note 6}
INVESTMENTS (note 7)

Liabilities
CURRENT

ACCOUNTS PAYABLE AND ACCRUED CHARGES

Shareholders® Equity
SHARE CAPITAL (note g}
CONTRIBUTED SURPLUS

DericIT

See accompanying notes to consolidated financial statements

APPROVED BY THE BOARD

JOHN G PATERSON

SOUTHWESTERN RESOURCES CORP.
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2002 2001
$ 4,801 $ 10,468
3N 86
200 -
5,322 10,554
426 618
12,241 15,834
6,437 10,854
$24,426 $ 37,861
$ 288 $ 24
80,879 80,974
122 -
(56,863) (43,354}
24,138 37,620
$24,426 $ 37,861
!
(/;/r’v‘—/"'/

i /
JOHN J FLEMING




Consolidated Statements of Loss and Deficit

FOR THE YEARS ENDED DECEMBER 31 (S in thousands except per share armounts)

Expenses

GENERAL AND ADMINISTRATIVE

GENERAL EXPLORATION

RESOURCE PROPERTY COSTS WRITTEN OFF (note 6)
FOREIGN EXCHANGE LOSS (GAIN)

DEPRECIATION

LOSS BEFORE UNDERNOTED ITEMS

INTEREST AND OTHER INCOME

GAIN {LOSS) ON INVESTMENTS IN AFFILIATED COMPANIES (note 7)
LOSS ON SALE OF CAPITAL ASSETS

WRITE-DOWN OF INVESTMENTS (note 7}
EQUITY IN LOSSES OF AFFILIATED COMPANIES (note 7)

NET LOSS FOR THE YEAR
DEFICIT AT BEGINNING OF YEAR
LOSS ON SALE OF OWN SHARES
DEFICIT AT END OF YEAR

Loss PER SHARE

WEIGHTED AVERAGE NUMBER OF SHARES OUTSTANDING

See accompanying notes to consolidated financial statements

2002 2001

$ 2,326 $ 2,053
1,789 955
4,478 6,957
128 (646)

59 74
(8,781) {9,393)
383 868
1,295 (267)
(115} -
(976) (2,598)
(5,315) {1,588)
(13,509) (12,978)
(43,354) (27,704)
- (2,672)
$(56,863) $(43,354)
$  (0.85) $  (0.83)
15,854 15,481

23 SOUTHWESTERN Resources CORP.




Consoclidated Statements of Cash Flows

FOR THE YEARS ENDED DECEMBER 31 (S in thousands)

Operating Activities
NET LOSS FOR THE YEAR
ITEMS NOT INVOLVING CASH
DEPRECIATION
RESOURCE PROPERTY'COSTS WRITTEN OFF
(GAIN) LOSS ON INVESTMENTS IN AFFILIATED COMPANIES
LOSS ON SALE OF CAPITAL ASSETS
WRITE-DOWN OF INVESTMENTS
EQUITY IN LOSSES OF AFFILIATED COMPANIES
STOCK-BASED COMPENSATION

CHANGE IN NON-CASH OPERATING WORKING CAPITAL ITEMS
DECREASE IN EXPLORATION ADVANCES AND OTHER RECEIVABLES
(DECREASE) INCREASE IN ACCOUNTS PAYABLE AND ACCRUED CHARGES

CASH USED IN OPERATING ACTIVITIES

Investing Activities

INCREASE IN INVESTMENTS
RESOURCE PROPERTY EXPENDITURES
ADDITIONS TO CAPITAL ASSETS

CASH USED IN INVESTING ACTIVITIES

Financing Activities
SHARES I15SUED
SHARES PURCHASED
SHARES SOLD

NOTE RECEIVABLE

CASH (USED) PROVIDED BY FINANCING ACTIVITIES

(DECREASE) INCREASE {N CASH AND CASH EQUIVALENTS DURING THE YEAR

CASH AND CASH EQUIVALENTS BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS END OF YEAR

CASH AND CASH EQUIVALENTS CONSIST OF:
CAsH
SHORT-TERM INVESTMENTS

Supplemental Cash Flow Information (note 13)

See accompanying notes to consolidated financial statements
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2002 2001
$(13,509) $ (12,978)
59 74
4,479 6,957
(1,295) 267
115 -

976 2,598
5,315 1,588
122 -
(3,738) (1,494)
48 88

(40) 46
(3,730) (1,360)
(578) {1,105)
(973) (2,541)
(67) (335)
(1,618) (3,981)
360 3,000
(479) (1,614)

- 5,868

(200) -
(319) 7,254
(5,667) 1,813
10,468 8,555
$ 4,801 $ 10,468
793 858
4,008 9,610

$ 4,801 $ 10,468




Notes to Consolidated Financial Statements

December 31, 2002 and 2001

All tabufar amounts are in thousands of doliars

1, Descnpuon of Business

ent upon the discovery of economically recoverable reserves and the ability of the Company to obtam necessary ﬁnanc»‘
development and attainment of future profitable production from the properties or proceeds from disposition.

2. Significant Accounting Policies

a) Basis of Presentation

These consolidated financial statements include the accounts of Southwestern Resources Corp. and the following significant wholly
owned subsidiaries:

Southwestern Gold (Bermuda) Limited,
Minera del Suroeste S.A.C.~ Peru,
Southwestern Gold (China) Inc.

Allintercompany transactions and balances have been eliminated.

b} Investments

Investments in corporations in which the Company exercises significant influence are accounted for using the equity method, whereby
the investment is initially recorded at cost and is adjusted to recognize the Company’s share of earnings or losses and reduced by divi-
dends and distributions received. Other investments are accounted for using the cost method. Impairments in value, other than those.
that are temporary in nature, are recorded as a charge to operations.

¢) Financial instruments

The Company’s financial assets and liabilities are cash and cash equivalents, exploration advances and other receivables, note receivable,
investments and accounts payable and accrued charges. The fair values of these financial instruments are estimated to be their carrying
values due to their short-term or demand nature except for investments whose fair value is disclosed in note 7.

d) Resource Properties
Acquisition costs of resource properties together with direct exploration and development expenditures thereon are capitalized. When
production is attained these costs will be amortized. When capitalized expenditures on individual resource properties exceed the
estimated net realizable value, the properties are written down to the estimated value. Costs relating to properties abandoned are writ-
ten off when the decision to abandon is made.

Expenditures of a general reconnaissance nature along with some of the costs of maintaining foreign exploration offices are written

off to general exploration during the year.

e) Joint Ventures

The Company holds a significant portion of its interests in resource properties through joint venture agreements. The Company accounts
for its joint venture operations using the proportionate consolidation method whereby the Company’s share of assets, liabilities, revenues
and expenses of the joint venture is included with those of the Company.

f) Capital Assets
Capital assets are recorded at cost. Depreciation is computed using the declining-balance method based on annual rates as follows:

OFFICE AND OTHER EQUIPMENT 20%
COMPUTER EQUIPMENT 30%
VEHICLES 30%
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g) Foreign Currency Translation

All foreign currencies are translated into Canadian dollars using weighted average rates for the year for items included in the consolidated
statements of loss and deficit, the rate in effect at the balance sheet date for monetary assets and liabilities, and historical rates for other
assets included in the consolidated balance sheets. Translation gains or losses are included in the determination of income.

h) Future Income Taxes

The Company accounts for income taxes using the asset and liability method. Under this method, future income taxes are recorded for
the temporary differences between the financial reporting basis and tax basis of the Company’s assets and liabilities. These future taxes
are measured by the provisions of currently substantively enacted tax laws. Management believes that it is not sufficiently likely that the
Company will generate sufficient taxable income to allow the realization of future tax assets and therefore the Company has fully provided
for these assets.

i) Stock Options
The Company adopted the new recommendations of the Canadian Institute of Chartered Accountants regarding Stock-Based Compensation
and Other Stock-Based Payments, effective January 1,2002. The standard requires that all stock-based awards made to non-employees be
measured and recognized using a fair value based method. The standard encourages the use of a fair value based method for direct
awards of stock, stock appreciation rights, and awards that call for settlement in cash or other assets. Awards that a company has the
ability to settle in stock are recorded as equity.

The Company adopted the intrinsic value method for stock based awards made to employees, officers and directors whereby compen-
sation cost is recorded for the excess, if any, of the quoted market price over the exercise price, at the date the stock options are granted.

j) Use of Estimates

The preparation of financial statements in conformity with Canadian generally accepted accounting principles requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting periods.
Actual results may differ from those estimates.

k) Loss per Share
Fully diluted loss per share has not been presented as it is anti-dilutive.

1) Prior year’s Comparatives
Certain of the comparative figures have been reclassified to conform with the current year’s presentation

3. Cash and Cash Eguivalents
Cash and cash equivalents of $4.8 million (2001 - $10.5 million) consist of highly liquid money market instruments with credit ratings
which expose the Company to minimal credit risk.

4. Note Receivable

As at December 31, 2002, the Company had in place an unsecured promissory note receivable from Canabrava Diamond Corporation
(“Canabrava”), a company related by way of common control, in the amount of $200,000 due September 16, 2003 and bearing interest at a
rate of 7% per annum. interest of $3,796 has been accrued in z002.

5. Capital Assets

2002 2001

Accumulated Net Baok Net Book

Cost Depreciation Value vatue

OFFICE AND OTHER EQUIPMENT $ 754 $ 592 $162 $ 205
COMPUTER EQUIPMENT 657 521 136 166
VEHICLES 496 368 128 248
$ 1,907 $ 1,481 $ 426 $619

Depreciation relating to exploration related assets has been allocated to resource properties in the amount of $85,580 (2001~ $97,040).
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6. Resource Properties

2002 2001

PERU $ 10,086 $13,745
ARGENTINA 1,686 1,524
CHINA 469 116
CHILE - 449
$12,241 $15,834

a) The Company conducts its exploration independently as well as through joint venture agreements with third parties in which the
third party is earning an interest in the Company’s property. The majority of joint venture agreements are structured in such a way that
the joint venture partner funds the exploration expenditures until a 50% interest has been 2arned, and on a proportionate basis there-
after. Typically, an interest of up to 70% can be earned by the joint venture partner in return for funding all of the costs of bringing a mine
into commercial production. The Company is also involved in exploration through option or earn-in agreements whereby it provides 100%
of the funding in order to earn a controlling interest in a project.

PERU
On April 18, 2002, the Company signed an agreement with Compania de Minas Buenaventura S.A.A. (“Buenaventura”) to sell its 50%
interest in the Poracota Property in Peru for US$4.5 million over a three year period. Under the terms of the agreement, Buenaventura
made a payment to Southwestern of US$100,000 and is to make staged payments of U3$200,000 in August 2003, US$300,000 in
February 2005 and US$3,900,000 in February 2006.

A total of $4.0 million (2001 - $4.8 million) was written off on account of resource properties in Peru that were abandoned during
the year.

ARGENTINA

The Tecka Project is located in southern Argentina and is a joint venture between the Company and Consolidated Jaba Inc. (“Jaba”). The
Company has earned a 45% interest in the Project and has the right to earn up to a 71% interest by incurring exploration expenditures of
US$3 million over three years. The status of the Project is under evaluation.

CHina
On November 25, 2002, the Company signed an agreement with Team 209 of the Nuclear Industry of Yunnan Province, China regarding
the Boka Gold Project (“Boka”). Under the terms of the agreement, Southwestern can earn a 9o% interest in approximately
172 square kilometres of exploration concessions and mining licenses by spending US$4.0 million over a four year period and making
a payment equivalent to US$1.7 million in the fourth year. Exploration expenditures are staged as to US$500,000 in 2003, US$1.0 million
in 2004, US$1.5 million in 2005, and US$1.0 million in 2006.Team 209 will retain a 10% carried interest and Southwestern is the operator
of the Project.

In 2002, the Yiliang Project in China with the Yunnan Geology and Mineral Resources Co. Ltd. was terminated.

In 2001, the Haoya Project was abandoned due to a lack of potential for the recoverability of economic ore grade material. The joint
venture entity was dissolved and the assets and exploration permits were transferred to the Chinese joint venture partner. A total of
$2.2 million in expenditures was written off.

CHILE
The Company wrote off its remaining property in Chile. The total amount written off was $451,029 (2001 - nil).

b) The total amount written off in 2002 was $4,479,558 which is comprised of $4,028,529 in Peru and $451,029 in Chile.In 2001, $6,957,241
was written off and was comprised of $2,191,149 in China and $4,766,092 in Peru.
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1. Investments

2002 (i)
Quoted Gain (Loss)
Ownership Carrying Market on Deemed
% Value Value Disposition
Significantly influenced affiliates
AURORA PLATINUM CORP. 16.6 $ 4,431 $12,015 $1,383
CANABRAVA DIAMOND CORPORATION 34.5 1,279 4,617 (40)
5,710 16,632 1,343
Other
MAaXY OIL & GAS INC. 13.9 410 1,027 (48)
PACIFIC MINERALS INC. 14.4 - 317 1,627 -
$ 6,437 $ 19,286 $1,295
2001 (i)
Quoted Gain (Loss)
Ownership Carrying Market on Deemed
% Value Value Disposition
Significantly influenced affiliates
AURORA PLATINUM CORP. 19.3 $ 2,732 $ 9,099 $ (124)
CaNABRAVA DIAMOND CORPORATION 42.6 6,420 7,992 (143)
Maxy O1L & GAS INC. 22.9 458 458 -
9,610 17,548 (267)
Other
EMPIRE PETROLEUM CORPORATION® 8.7 636 267 -
CONSOLIDATED JABA INC. 10.3 206 104 -
UNIREX CORPORATION : 6.7 . 85 85 -
PACIFIC MINERALS INC. 15.5 268 359 -
PARAMOUNT VENTURES
AND FINANCE INC. 1.0 49 35 -
1,244 850 -
$10,854 $18,399 $  (267)

In August 2001, Americomm Resources Corporation completed a merger with Empire Petroleum Corporation and changed its name to Empire Petroleum
Corporation.

(i) m August 2002, the Company purchased 137,000 units of Aurora Platinum Corp. (“Aurora”) at $3.65 per unit. Each unit consisted of one
common share and one common share purchase warrant. Each warrant entitles Southwestern to buy one common share for $4.75 until
August 5,2003.

As atesult of share issuances by both Aurora and Canabrava in 2002, the Company recorded gains on deemed dispositions of $1,382,864
for Aurora and losses of $40,450 for Canabrava. The Company also recorded its share of net tosses of $5,130,928 and $183,798 from
Canabrava and Aurora respectively

In March 2002, the Company sold 7 million free trading shares of Maxy Oil & Gas Inc. (“Maxy”) at $0.08 per share. In a separate transac-
tion, as a private placement, the Company purchased 5.6 million units of Maxy at $0.10 per unit. As a result, the Company’s interest in
Maxy was reduced from 22.9% to 16.0% and a loss on deemed disposition of $48,111 was recorded. The investment in Maxy is being
accounted for using the cost basis effective January 1, 2002 rather than the equity basis. Aloss of $49,996 was recorded in 2001 for the
Company’s portion of Maxy’s net loss for that year.
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In 2002, the Company wrote off ifs investments in Unirex Corporation (“Unirex”), Jaba, Paramount Ventures and Finance Inc.
{(“Paramount”) and Empire Petroleum Corporation totaling $76,417.

(i1) In August 2001, the Company exercised one million common share purchase warrants of Aurora, issued pursuant to a private place-
ment completed in 2000, in exchange for one million common shares at a price of $0.50 per share. An additional 101,700 common shares
were also purchased for $230,331.The Company recorded a loss of $123,551 on the deemed disposition of its interest in Aurora Tesulting
from share issuances during the year. The Company also recorded a loss of $227,246 as its portion of Aurora’s net Joss for the year.

In December 2001, the Company purchased two million units of Canabrava at a price of $0.25 per unit. In a separate transaction,
Southwestern sold two million free trading shares of Canabrava through the facilities of the Canadian Venture Exchange. A loss of
$142,758 was recorded on the deemed disposition. The Company also recorded a loss of $1,31,059 as its portion of Canabrava’s net loss for
the year.

During 2001, the Company’s investments in Unirex, Maxy and Paramount were written dowr by a total of $2,597,496.

8. Income Taxes

The provision for income taxes reported differs from the amounts computed by applying the cumulative Canadian federal and provincial
income tax rates to the loss before tax provision due to the following:

2002 2001
STATUTORY TAX RATE 40% 45%
RECOVERY OF INCOME TAXES COMPUTED AT STANDARD RATES $ 5,404 § 7,024
EFFECT OF LOWER TAX RATES OF FOREIGN JURISDICTIONS (1,197) (1,390)
NON-DEDUCTIBLE EXPENSES (1,998) (2,204)
TAX LOSSES NOT RECOGNIZED IN THE PERIOD THAT THE BENEFIT AROSE (2,209) (3,130)

$ - $ -

The approximate tax effect of each type of temporary difference that gives rise to the Company’s future income tax assets are as follows:

2002 2001

OPERATING LOSS CARRY FORWARD $ 5,839 $ 81253
ACCUMULATED COST BASE DIFFERENCE ON ASSETS 9,369 6,660
15,208 14,913

LESS: VALUATION ALLOWANCE (15,208) (14,913)
$ - $ -

At December 31,2002, the Company had the following loss carry-forwards available for tax purposes:

Country Amount Expiry
CANADA $6,732 2003-2010
UNITED STATES 899 2008-2009
PERU 8,722 2003-2006
ARGENTINA 112 2006-2007
CHINA 437 2003-2007
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9. Share Capital
a) Authorized 100,000,000 common shares without par value.

b) Issued and outstanding during the year:
For the year ended December 31, 2002

Number of

Number of Treasury Shares

Shares Issued Shares Outstanding
(thousands) Amount {thousands) Amount (thousands) Amount
BEGINNING OF YEAR 16,459 $ 82,521 487 % 1,547 15,972 $ 80,974
SHARES PURCHASED (1) - - 171 459 (171} (459)
SHARES ISSUED (I} 84 344 - - 84 344
SUBSCRIPTION FOR SHARES NOT YET ISSUED 5 20 - - 5 20
END OF YEAR 16,548 $ 82,885 658 $ 2,006 15,890 $ 80,879

For the year ended December 31, 2001

Number of

Number of Treasury Shares

Shares issued Shares Quistanding
{thousands) Amount (thousands) Amount {thousands) Amount
BEGINNING OF YEAR 15,332 $ 79,521 1,872 $ 8,455 13,460 $ 71,066
SHARES SOLD {111) - - (1,900) (8,541) 1,900 8,541
SHARES ISSUED (1V) 1,127 3,000 - - 1,127 3,000
SHARES PURCHASED - - 515 1,633 (515) (1,633)
16,459 $ 82,521 487 $ 1,547 15,972 $ 80,974

(i) During 2002, the Company acquired 170,100 common shares for total consideration of $458,594 pursuant to its current normal course
issuer bid. The total number of shares owned by the Company is 658,200 as at December 31,2002. On December 27, 2002 the current share
buyback program was renewed for another 12 months.

(i) During 2002, the Company issued 69,100 common shares pursuant to the exercise of stock options for proceeds of $287,585 and 20,500
common shares pursuant to the exercise of warrants for proceeds of $76,875.

(iii) Commencing in December 1997, Southwestern began acquiring its own common shares pursuant to six consecutive normal course
issuer bids. in February 2001, the Company sold 1.9 million of its common shares that had previously been acquired under its normal
course issuer bids for gross proceeds of $6.2 million. Aloss of $2.7 million was realized as a result of this transaction and charged to deficit.

(iv) In June 2001, the Company sold by way of a private placement 1,052,632 units, with each unit consisting of one common share and one
common share purchase warrant, at a price of $2.85 per unit for gross proceeds of $3.0 million. Each share purchase warrant entitles the
holder to buy one common share at a price of $3.75 within two years after closing. The agent received 73,684 units as compensation.

c) Stock Options

Under the Company’s stock option plan there were 1,628,900 options outstanding and there were no further options available for
issuance at December 31, 2002. The options may be exercisable for a period of up to ten years and the exercise price cannot be less than
the closing price on the Toronto Stock Exchange on the trading day immediately preceding the grant of the option. The Board of Directors
determines the time during which any option may vest.
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2002 2001

Weighted- Weighted-

Number of Average Number of Average

Shares Exercise Shares Exercise

(thousands) Price (thousands) Price

QUTSTANDING AT BEGINNING OF YEAR 1,786 $4.65 1,841 $4.70
GRANTED 455 3.23 45 3.35
EXERCISED (69) 4.16 - -
CANCELLED (543) 4.96 (100) ¢.,93
OUTSTANDING AT END OF YEAR 1,629 $4.17 1.786 $¢.65

OPTIONS EXERCISABLE AT END OF YEAR 1,179 $4.55 1,786 $¢.65

The following table summarizes information about stock options outstanding and exercisable at December 31, 2002:

Options Outstanding Options Exercisable
Weighted-
Average Weighted-

Number of Remaining Average Number of Weighted-

Exercise Options Years of Exercise Cptions Average
Price Range (thousands) Contractual Life Price (thousands) Price
$2.91-$3.80 549 4.2 $3.06 135 $3.52
$3.90-$4.90 411 0.8 $4.14 411 $4.14
$5.00-55.70 669 1.2 $5.14 533 $5.03

1,629 2.1 $4.17 1,179 $4.55

STOCK-BASED COMPENSATION PLAN

As a result of stock options granted to non-employees, the Company recognized $122,384 as stock-based compensation expense and
included this amount in contributed surplus. The stock-based compensation expense is classified between general and administrative
expenses and general exploration,

When stock-based compensation awards are granted to employees, no compensation cost is recognized when their exercise price
exceeds or equals the fair value of the Company’s common shares at the date of grant. Had the compensation cost for the Company’s
stock-based compensation plan been determined based on the fair value method of accounting for awards granted to employees on or
after January1,2002, the Company’s net loss would have been increased to the pro forma amount indicated below:

For the year ended December 31, 2002

(thousands)

NET LOSS
AS REPORTED $ 13,509
PRO FORMA 513,872

The pro forma loss per share for the year would be $0.87 compared to $0.85 as reported on the consolidated statements of loss
and deficit.

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option pricing model with the following
weighted average assumptions used for grants in the year ended December 31, 2002: no dividends are to be paid; volatility of 44%; risk-
free interest rate of 5%; and expected life of five years.

d) Warrants

As of December 31,2002, Southwestern has 1,105,816 warrants outstanding with an exercise price of $3.75 expiring in June 2003. During
the first quarter of 2003, 1,000,132 warrants were exercised for proceeds of $3,750,495.
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10. Related Party Transacticns

During the year ended December 31,2002, the Company paid remuneration to companies owned by directors and officers in the amount
of $519,180 (2001 - $517,949). The Company received management fees totaling $172,000 from Aurora and its subsidiary company,
Superior Diamonds Inc. The Company also received $96,000 in management fees from Canabrava.

11. Segmented Information
INDUSTRY INFORMATION

The Company operates in one reportable operating segment, being the acquisitibn and exploration of mineral resource properties.

GEOGRAPHIC INFORMATION
The Company’s only source of revenue in 2002 and 2001 arose from interest earned on corporate cash reserves and from a short term note
issued to Canabrava. The Company has non-current assets in the following geographic locations:

2002 2001

PERU $10,333 $ 13,996
CANADA 6,612 11,118
ARGENTINA 1,686 1,659
CHINA 413 126
CHILE - 451
$19,104 §27.348

12. Joint Ventures

Certain of the Company’s exploration and development projects are held pursuant to non-operating joint venture agreements. The
Company also conducts certain of its exploration activities through operating joint venture entities. The Company’s proportionate share
of the assets, liabilities, expenses and cash flows of these joint ventures, which has been included with the assets, liabilities, expenses and
cash flows of the Company, is as follows:

2002 2001
Projects Projects

Subject to Operating Total Subject to Operating Total

Joint Venture loint laint Joint Venture Joint Joint

Agreement Ventures Ventures Agreement Ventures Ventures

ACCOUNTS RECEIVABLE $  (23) $148 $ 125 $ (57) $ 1 $ (56)

RESOURCE PROPERTIES 9,440 469 9,909 10,111 - 10,111

$9,417 $617 $ 10,034 $10,054 $ 1 © $10,055

RESOURCE PROPERTY COSTS WRITTEN OFF $ 113 $ - $ 113 $ 2,754 $2,191 $ 4,945
NET CASH OUTFLOWS RELATING TO

RESOURCE PROPERTIES : $ 429 $461 $ 890 $ 1,964 $ 418 $ 2,382

13. Supplemental Cash Flow Information

2002 2001

Significant non-cash capital transactions
Investing Activities
THE COMPANY GRANTED 45,000

STOCK OPTIONS TO CONSULTANTS, $122 $ -
Other Cash Flow Information is as follows:
TAXES PAID $ 28 $ 56
INTEREST RECEIVED 5115 $ 459

14, Commitments

With respect to its leasehold obligations, the Company has commitments totalling $452,318 over 4 years (2003 — $132,386; 2004 - $132,386;
2005 — $132,386; 2006 - $55,160). As well, the Company has a US$500,000 commitment for the Boka Project in 2003. A total of US$500,000
has been sent to the newly formed joint venture entity for this Project as at February 28, 2003.
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