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AUDITED FINANCIAL STATEMENTS

Context Convertible Arbitrage Fund, L.P. (a California Limited Partnership)

For the period February 1, 2002 (commencement of operations) to December 31, 2002
with Report of Independent Auditors
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==-IIERNST& YOUNG & Ernst & Young uip

725 South Figueroa Street
Los Angeles, California 90017-5418

Report of Independent Auditors

The Partners ,
Context Convertible Arbitrage Fund, L.P.

opinion on these financial statements based on our audit.

a reasonable basis for our opinion.

March 24, 2003

A Member Practice of Ernst & Young Global

& Phone: (213)977-3200
www.ey.com

We have audited the accompanying statement of assets and liabilities, including the
condensed schedule of investments, of Context Convertible Arbitrage Fund, L.P. (a
California Limited Partnership) (the Partnership) as of December 31, 2002, and the
related statements of operations and changes in net assets for the period February 1, 2002
(commencement of operations) to December 31, 2002. These financial statements are the
responsibility of the Partnership’s management. Our responsibility is to express an

We conducted our audit in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
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. We believe that our audit provides

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Context Convertible Arbitrage Fund, L.P. as of
December 31, 2002, and the results of its operations and the changes in its net assets for
the period February 1, 2002 (commencement of operations) to December 31, 2002, in
conformity with accounting principles generally accepted in the United States.

éwt MLLP



Context Convertible Arbitrage Fund, L.P.
(a California Limited Partnership)

Statement of Assets and Liabilities

December 31, 2002

- U TR BN = oa

Assets
Cash $ 421,060
Investments in securities, at market value

(cost $30,335,533) 30,774,808
Recetvable from broker 479,163
Interest receivable 205,300
Dividends receivable 31,234
Other 28,685
Total assets 31,940,250
Liabilities
Securities sold, not yet purchased, at market value

(proceeds $11,089,878) 10,928,005
Payable to broker 1,526,849
Interest payable 7,980
Dividends payable 5,565
Accrued professional fees 21,091
Management fees payable 5,065
Advanced capital contributions 900,000
Total liabilities 13,394,555
Net assets $ 18,545,695

See accompanying notes.
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Context Convertible Arbitrage Fund, L.P.
(a California Limited Partnership)

Condensed Schedule of Investments

December 31, 2002

Face Percent of Market
Investments in Securities Value Net Assets Value
All Investments are in the United States
Corporate Bonds
Agricultural
Bunge Ltd. Finance Corp., 3.75%,
due 11/15/2022 940,000 5.24% 971,302
Collectibles 4.49 832,773
Computer Software and Hardware 7.71 1,430,579
Consumer
World Color Press Inc., 6.00%,
due 10/1/2007 1,175,000 6.51 1,208,018
Other 2.66 493,625
Total Consumer 9.17 1,701,643
Distribution 1.65 305,153
Financial Services 22.07 4,092,515
Hospitality 1.82 337,464
Industrial 1.91 354,585
Manufacturing 8.07 1,497,277
Media 10.48 1,943,012
Medical
Allergan Inc. 0%, Due 11/6/2002 1,280,000 5.92 1,097,088
Teva Pharmaceuticals Finance, 0.375%,
due 11/15/2022 950,000 5.45 1,009,850
Other 30.36 5,630,964
Total Medical 41.73 7,737,902
Retail 10.35 1,919,934
Telecommunications 5.50 1,019,253
Transport 4.69 869,427
Wireless Equipment 1.79 332,272
Total Corporate Bonds (cost $24,977,630) 136.67 25,345,091



Context Convertible Arbitrage Fund, L.P.
(a California Limited Partnership)

Condensed Schedule of Investments (continued)

December 31, 2002

Percent of Market

Investments in Securities (continued) Net Assets Value
All Investments are in the United States
Preferred Stocks

Consumer 094% § 174,735

Financial 12.99 2,409,192

Industrial 2.00 371,340

Media 1.60 295,863

Miscellaneous 0.08 15,000

Real Estate 6.27 1,163,402

Transport 2.64 489,630
Total Preferred Stocks (cost $4,876,312) 26.52 4,919,162
Common Stocks

Miscellaneous 1.07 197,540

Telecommunications 1.68 313,015
Total Common Stocks (cost $481,591) 2.75 510,555

Total Investments in Securities (cost
$30,335,553)

165.94% § 30,774,808




Context Convertible Arbitrage Fund, L.P.
(a California Limited Partnership)

Condensed Schedule of Investments (continued)

December 31, 2002

Percent of Market

Securities Sold, not yet Purchased Shares Net Assets Value

All Investments are in the United States
Common Stocks

Aerospace 1.12% $ 207,095
Agricultural 2.15 397,952
Collectibles 0.35 64,600
Distribution 2.02 374,245
Energy 0.06 10,488
Financial Services 11.39 2,113,066
Hospitality 0.15 27,420
Manufacturing 5.56 1,031,794
Media 1.67 309,567
Medical 14.01 2,598,072
Metal 1.11 206,376
Produce 0.61 113,897
Real Estate 4.73 876,482
Retail 424 786,598
Semiconductors 3.59 666,284
Telecommunications 2.91 540,246
Transport 3.26 603,823
Total Securities Sold, not yet Purchased
(proceeds $11,089,878) 58.93% $ 10,928,005

See accompanying notes.



Context Convertible Arbitrage Fund, L.P.
(a California Limited Partnership)

Statement of Operations

For the period February 1, 2002 (commencement of operations) to December 31, 2002

Investment income:
Interest
Dividends

Total investment income

Investment expense:
Interest
Dividends
Management fees
Professional fees
Other
Total investment expense
Net investment income

Net realized gain on investments

Net unrealized appreciation of investments
during the period

Net gain on investment transactions

Net increase in net assets resulting from operations

See accompanying notes.

$ 747,564
266,058
§ 1,013,622
141,201
82,996
5,065
29,533
37,844
296,639
716,983
327,464
601,148
928,612
§ 1,645,595




Context Convertible Arbitrage Fund, L.P.
(a California Limited Partnership)

Statement of Changes in Net Assets

For the period February 1, 2002 (commencement of operations) to December 31, 2002

General Limited
Partner Partners Total
Net increase in net assets resulting from
operations $ 13 § 1,645,582 § 1,645,595
Capital contributions 100 16,900,000 16,900,100
Capital withdrawals - - -
Special profit allocation 23,669 (23,669) —
Total increase 23,782 18,521,913 18,545,695
Net assets:
Beginning of period — — —
End of period $ 23,782 § 18,521,913 $ 18,545,695

See accompanying notes.



Context Convertible Arbitrage Fund, L.P.
(a California Limited Partnership)

Notes to Financial Statements

December 31, 2002

1. Organization

Context Convertible Arbitrage Fund, L.P. (the Partnership) was formed as a limited
partnership under the California Revised Limited Partnership Act and commenced
operations on February 1, 2002. The term of the Partnership will continue until
December 31, 2030, unless terminated earlier as provided for in the Partnership
Agreement (the Agreement).

Context Capital Management, LLC (the General Partner), a California limited liability
company, is the General Partner of the Partnership.

The Partnership’s investment objective is to produce low risk returns approximately
equal to the yield on 90-day Treasury Bills plus 300 to 400 basis points. In pursuit of that
objective, the Partnership deals in securities consisting principally, but not solely, of
convertible debt instruments, convertible preferred stock, and short sales of common
stock traded publicly in domestic markets. The Partnership’s investment approach
focuses on convertible arbitrage, but it may employ alternative approaches at the
discretion of the General Partners. There is no assurance that the Partnership will achieve
its investment objectives.

Investment in the Partnership may be deemed speculative and involves significant risk
factors and is suitable only for sophisticated investors who have limited need for liquidity
of their investment and who can accept a high degree of risk in their investments. See the
Partnership’s offering memorandum for a complete description of the Partnership and the
risks associated therewith.

2. Significant Accounting Policies
Basis of Accounting

The Partnership uses the accrual basis of accounting. Accordingly, income and expenses
are recorded as eamed and incurred, respectively.



Context Convertible Arbitrage Fund, L.P.
(a California Limited Partnership)

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)
Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and
assumptions that affect the reported amount of assets and liabilities at the date of the
financial statements and the amounts of revenue and expenses during the reporting
period. Actual results could differ from those estimates.

Cash

Cash consists primarily of cash on deposit with a financial institution pending
reinvestment. These funds, in addition to investments in securities, are essentially
restricted to the extent that they serve as margin deposits for securities sold, not yet
purchased. The Partnership continually monitors the creditworthiness of the financial
institutions with which it conducts business.

Securities Transactions

Securities transactions and the related income and expenses are recorded on a trade-date
basis, relieving the cost of securities owned and proceeds from securities sold, not yet
purchased on realized transactions, on a first-in, first-out basis.

Marketable securities, including options, which are listed on a national securities
exchange or the “NASDAQ” system, or trade over-the-counter, are valued at their last
sales prices on the valuation date or, if no sales occurred on such day, at the “bid” price
on such day if held “long” and the “asked” price if held “short” by the Partnership. If the
valuation date is not a trading day, the securities are valued as of the last trading date
preceding the valuation. Nonmarketable securities are valued at fair value as determined
in good. faith under procedures adopted by the General Partner. Due to the inherent
uncertainty of valuation, those estimated values of nonmarketable securities may differ
significantly from the values that would have been used had a ready market for the
securities existed, and the differences could be material. Unrealized gains and losses on
open positions are included in income.



Context Convertible Arbitrage Fund, L.P.
(a California Limited Partnership)

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)

Securities Transactions (continued)

In the normal course of business, the Partnership enters into options contracts for trading
purposes. Typically, options contracts serve as components of the Partnership’s
investment strategies and are utilized primarily to structure the portfolio or individual
investments to economically match the investment objectives of the Partnership.
Generally, the Partnership purchases or writes various equity put and call options.
Written options represent commitments to sell or buy the underlying equity securities at
specified prices and future dates. As a result, written options create the risk that the
Partnership’s ultimate obligation to satisfy the delivery requirements may exceed the
amount recorded in the accompanying statement of assets and liabilities.

The Partnership’s exposure to credit risk associated with counterparty nonperformance on
any options that are not exchange traded is typically limited to the unrealized gains
reported as assets associated with such contracts. Generally, the Partnership trades in only
exchange-traded options.

Receivable from Broker

Receivable from broker represents amounts due from broker for unsettled trades.

Payable to Broker

Payable to broker represents amounts due to broker for unsettled trades.

Advanced Capital Contributions

Advanced capital contributions represent capital contributions received from limited
partners prior to December 31, 2002, but that are not effective until January 1, 2003.

10



Context Convertible Arbitrage Fund, L.P.
(a California Limited Partnership)

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)
Contributions and Withdrawals

As provided in the Agreement, initial and subsequent capital contributions may be made
by limited partners as of any day of the fiscal period with the consent of the General
Partner. The minimum initial capital contribution is $1,000,000, while no such minimum
exists for subsequent capital contributions. The General Partner may modify existing
subscription requirements or establish new subscription requirements for any investor.
Withdrawals, which require not less than 30-days prior written notice, may be made by
limited partners as of the last day of any quarter. Withdrawals may not be made prior to a
limited partner’s one-year anniversary in the Partnership. Partial withdrawals for amounts
less than $50,000 will not be permitted, and no partial withdrawal may reduce the value
of a limited partner’s capital account to the lesser of their initial contribution or
$1,000,000. At the General Partner’s discretion, withdrawals may be made at other times
and in other amounts.

As provided in the Agreement, the General Partner may withdraw all or any part of its
capital account under the same terms and conditions that apply to limited partners.
Further, the General Partner has the right to distribute to itself, within 90 days after the
end of any fiscal year, any profits allocated to its capital account.

Corporate Bonds

As required by provisions of the AICPA Audit and Accounting Guide for Investment
Companies, the Partnership amortizes the premiums and discounts of its corporate bonds
on an effective-yield basis. The effect of such amortization had no impact on total assets
of the Partnership, but resulted in a $122,965 increase in cost of securities and a
corresponding $122,965 decrease in unrealized appreciation of investments and increase
in net investment income, based on securities held by the Partnership on December 31,
2002.

Income Taxes
No provision for federal or state income taxes is made in the accompanying financial
statements since the Partnership is not subject to income taxes. The partners are required

to include their proportionate share of income in their corporate or individual income tax
returns.

11



Context Convertible Arbitrage Fund, L.P.
(a California Limited Partnership)

Notes to Financial Statements (continued)

3. Securities Sold, Not Yet Purchased

Securities sold, not yet purchased, represent obligations of the Partnership to make a
future delivery of a specific security and, correspondingly, create an obligation to
purchase the security at prevailing market prices (or deliver the security, if owned by the
Partnership) at the later delivery date. As a result, these short sales create the risk that the
Partnership’s ultimate obligation to satisfy the delivery requirements may exceed the
amount recorded in the accompanying statement of assets and liabilities.

4. Concentration of Credit Risk

The Partnership invests its excess cash in deposits with one broker and has loss exposure
for amounts deposited in excess of the federal insurance limit in the event of
nonperformance by the institution. The General Partner continuously monitors the
creditworthiness of its brokers.

5. Related Party Transactions

The Agreement provides that the General Partner will receive from the Partnership a
quarterly management fee equal to one-quarter of one percent of the capital balance of
each limited partner’s capital account in the Partnership as of the first day of each quarter.
The General Partner may reduce the management fee charged to one or more limited
partners. The management fee is treated as an investment expense for purposes of
computing the General Partner’s special profit allocation. For the period February 1, 2002
(commencement of operations) to December 31, 2002, the Partnership incurred
management fees of $5,065, which was payable at December 31, 2002.

Affiliates of the General Partner maintain investments of approximately $16,027,235 in
the Partnership through 11 limited partnership accounts.

6. Allocation of Profits and Losses to Partners

The Agreement provides that the General Partner and each limited partner share in the
profits and losses in proportion to the amount of the Partnership interest owned by each
on the first day of each period, except that no limited partner will become liable for
obligations of the Partnership in excess of his capital contributions and profits, if any, net
of distributions. Profits and losses are allocated on the last day of each period.

12



Context Convertible Arbitrage Fund, L.P.
(a California Limited Partnership)

Notes to Financial Statements (continued)

6. Allocation of Profits and Losses to Partners (continued)

The Agreement provides that the General Partner will receive special profit allocation for
its investment services provided to the Partnership. The special profit allocation is
deducted from a limited partner’s capital account at the end of each fiscal year and is
equal to 20% of the net increase in net assets resulting from operations allocated to the
limited partner for that fiscal year. Prior to any such allocation to the General Partner,
cumulative losses allocated to the limited partner in all prior periods must be recovered.
For the period February 1, 2002 (commencement of operations) to December 31, 2002,
the General Partner received $23,669 in special profit allocations.

7. Financial Highlights

Financial highlights for the period February 1, 2002 (commencement of operations)
through December 31, 2002, are as follows:

Limited
Partners
Total return before special profit allocation 13.38%*
Special profit allocation (0.15)%*
Total return after special profit allocation 13.23%*
Ratios to average net assets:
Expenses (2.53)%**
Special profit allocation (0.20)%**
Total expenses and special profit allocation (2.73)%**
Net investment income 6.13%**
* Not Annualized
** Annualized

Total return is calculated for the limited partner class taken as a whole. An individual
investor’s return may vary from these returns based on participation in hot issues, private
investments, specific trade and investment allocations, different management fee and
special profit allocation arrangements (as applicable) and the timing of capital
transactions. ‘

13



Context Convertible Arbitrage Fund, L.P.
(a California Limited Partnership)

Notes to Financial Statements (continued)

7. Financial Highlights (continued)

Ratios to average net assets are calculated for the limited partner class taken as a whole.
The computation of such ratios based on the amount of expenses, incentive allocation and
net investment income (expense) assessed to an individual investor’s capital may vary
from these ratios based on participation in hot issues, private investments, specific trade
and investment allocations, different management fee and special profit allocation
arrangements (as applicable) and the timing of capital transactions.

Average net assets have been computed based on monthly valuations.
8. Subsequent Events
Capital contributions effective January 1, 2003, February 1, 2003, and March 1, 2003,

totaled $2,800,000, $900,000, and $1,850,000, respectively. Capital withdrawals
effective January 1, 2003, totaled $23,669.
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