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INDEPENDENT AUDITORS’ REPORT

To the Board of Pensions and Benefits of
The Evangelical Covenant Church
Chicago, IL

We have audited the accompanying statements of net assets available for benefits of the Covenant
Pension Plan (the “Plan”) as of December 31, 2007 and 2006, and the related statements of changes in
net assets available for benefits for the years then ended. These financial statements are the responsibility
of the Plan’s management. Our responsibility is to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. 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 consideration
of internal control over financial reporting as a basis for designing audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Plan’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also

includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

As discussed in Note 2 to the financial statements, the 2007 and 2006 financial statements include
securities valued at $46,056,389 (28% of net assets) and $42,634,460 (28% of net assets), respectively,
whose fair values have been estimated by Plan management in the absence of readily ascertainable
market values. However, because of the inherent uncertainty of valuation, those estimated values may
differ significantly from the values that would have been used had a ready market for these investments
existed, and the difference could be material.

In our opinion, such financial statements present fairly, in all material respects, the financial status of the

Covenant Pension Plan at December 31, 2007 and 2006, and the changes herein for the years then ended
in conformity with accounting principles generally accepted in the United States of America.

, 2008
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COVENANT PENSION PLAN
STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS
AS OF DECEMBER 31, 2007 AND 2006
2007 2006

ASSETS:
Cash and investments — at fair value (Note 2)
Accrued income
Contributions receivable
Other assets

Total assets

LIABILITIES — Accounts payable and accrued expenses

NET ASSETS AVAILABLE FOR BENEFITS

See notes to financial statements.

$162,156,154

$151,906,582

40,792 27,437
674,010 589,960
84,250 2,933
162,955,206 152,526,912
47,042 87,415
$162,908,164 $152,439,497
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COVENANT PENSION PLAN

STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS

FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006

5/13/2008

NET ASSETS AVAILABLE FOR BENEFITS — Beginning
of year

ADDITIONS:
Investment income:
Dividend and interest income
Net appreciation in fair value of investments (Note 2)

Total investment income

Contributions
Charitable contributions and other income

Total additions
DEDUCTIONS:
Pension benefits
Supplemental benefit fund payments
Investment manager and custodial fees (Note 1)
Administrative expenses

Total deductions

NET ASSETS AVAILABLE FOR BENEFITS — End of year

See notes to financial statements.

2007 2006
$152,439,497 $134,349,523
3,855,931 3,369,124
6,880,399 14,826,450
10,736,330 18,195,574
6,467,643 6,235,057
113,782 7,709
17,317,755 24,438,340
5,493,513 5,093,346
83,500 61,200
753,628 735,430
518,447 458,390
6,849,088 6,348,366
$162,908,164 $152,439,497
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COVENANT PENSION PLAN

NOTES TO FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006

1. THE PLAN AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The following is a brief description of Covenant Pension Plan (the “Plan”). Participants should refer to
the plan agreement for more complete information.

General — The Plan is a noncontributory, defined benefit pension plan which is administered by the
Board of Pensions and Benefits (the “Board”) of The Evangelical Covenant Church (the “Covenant”).
All full-time Covenant ministers employed by Covenant churches or institutions and all full-time
Covenant missionaries are participants in the Plan. The Plan is available on a voluntary basis to
Covenant ministers employed full time by an approved employer other than the Covenant.

Supplemental Benefit Fund — The Board has established, from gifts and bequests to the Plan, a
separate fund for supplemental benefits (the “Supplemental Benefit Fund”), which shall be available on
a basis of need to those eligible persons according to rules established by the Board and applied on a
uniform and consistent basis. The Supplemental Benefit Fund is managed by Covenant Trust Company,
a related entity. Investment fees paid to Covenant Trust Company in 2007 and 2006 were $2,108 and
$2,518, respectively.

Basis of Accounting — The accompanying financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America.

Use of Estimates — The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and changes therein, disclosure of
contingent assets and liabilities, and the actuarial present value of accumulated plan benefits and
changes therein, at the date of the financial statements. Actual results could differ from those estimates.

Risks and Uncertainties — The Plan utilizes various investment instruments including U.S.
government securities, corporate debt instruments, corporate stocks, pooled instruments, and private
equity. Investment securities, in general, are exposed to various risks, such as interest rate, credit, and
overall market volatility. Due to the level of risk associated with certain investment securities, it is
reasonably possible that changes in the values of investment securities will occur in the near term and
that such a change could materially affect, positively or negatively, the future value of net assets
available for plan benefits.

Investment Valuation and Income Recognition — If available, quoted market prices are used to value
investments. Investments in private equity are reported at estimated fair value as determined by the
general partner/fund manager based on the most recent information provided to the general partner/fund
manager. Purchases and sales of securities are recorded on a trade-date basis. Interest income is
recorded on the accrual basis.
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Benefits — Benefits vest for plan participants with five years of service. Retirement benefits are paid
monthly and are based on length of service and compensation levels. The monthly benefit at normal
retirement date is equal to the sum of $4.00 for each year of service prior to January 1, 1972, $8.00 for
each year of service from January 1, 1972 to December 31, 1973, and 1/12 of 1.5% of total accumulated
considered compensation after December 31, 1973. Considered compensation includes annual base
salary and other income from the employer, including housing and utility allowances, if any, or an
adjustment to base salary where a parsonage is provided. Effective June 23, 1992, accumulated
considered compensation of participants not currently receiving benefits was subject to a one-time
increase by an amount not to exceed $136,000. The amount of the increase was computed as a
percentage (the lesser of 25% or years of service minus ten years expressed as a percentage) of
considered compensation to date, plus $3,200 for each year of service in excess of 20 years. Considered
compensation so determined is subject to a minimum of $9,000 a year. Additional benefits are provided
for disability and surviving spouses.

Effective June 23, 1992, benefits for retired participants increased by an amount not to exceed $170 a
month. The monthly benefit increase is computed based on a percentage (the lesser of 25% or years of
service minus ten years expressed as a percentage) of the beneficiary’s current monthly benefit, plus
$4.00 for each year of service in excess of 20 years.

Effective April 1, 2007, there was a 6% increase in the minimum monthly pension benefits for retirees
and surviving spouses and a 6% across the board increase for all participants. This enhancement is
reflected in the actuarial present value of accumulated plan benefits as of December 31, 2007.

The minimum monthly pension benefits (which are prorated for beneficiaries with less than 25 years of
service and reduced for early retirement) for 2007 and 2006, were as follows:

Beneficiaries 2007 2006
Retirees $933 $ 880
Surviving spouse 700 660

Oversight and Administration — The members of the Board serve as Trustees of the Plan. The Board
engages an investment advisor, investment managers, and a custodian for the invested funds. Custodial
and management fees were $753,628 and $735,430 in 2007 and 2006, respectively. The Plan
reimbursed the Covenant $382,500 and $324,667 in 2007 and 2006, respectively, for administrative
expenses and services.

Plan Contributions — Contributions to the Plan are made by employers quarterly based on an annual
amount equal to 12.5% of the considered compensation for each participant. A participant does not
receive credit for service for any period for which the required payments are not made. All
contributions are deposited in and invested by the Covenant Pension Trust (the “Trust Fund”). The Plan
records as contributions receivable amounts expected to be received related to past periods.

The adequacy of contributions to meet defined benefit obligations is determined by the Board in
consultation with enrolled actuaries.

Actuarial Valuation — Accumulated plan benefits are those future periodic payments that are
attributable under the Plan’s provisions to service rendered by employees as of the valuation date.
Accumulated plan benefits include benefits expected to be paid to (1) retired or terminated employees
or their beneficiaries, (2) beneficiaries of employees who have died, and (3) present employees or their
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beneficiaries. The actuarial present value of accumulated plan benefits is determined by an independent
actuary and is that amount that results from applying actuarial assumptions to adjust the accumulated
plan benefits to reflect the time value of money (through discounts for interest) and the probability of
payment (by means of decrements such as for death, disability, withdrawal, or retirement) between the
valuation date and the expected date of payment. The unit credit actuarial cost method was used to
calculate the actuarial present value of accumulated plan benefits. The significant actuarial assumptions
used in the valuations as of December 31, 2007 and 2006, were as follows:

Life expectancy - 1983 table with ages set back two years as of
December 31, 2007 and 2006

Retirement age - Age 65, or present age if greater

Investment return - 6% per annum as of December 31, 2007
and 2006

The actuarial present value of accumulated plan benefits as of December 31, 2007 and 2006, as
determined by the Plan’s actuary, is as follows:

December 31, December 31,
2007 2006
Vested benefits:
Participants and beneficiaries currently receiving payments $ 138,915,907 $ 123,511,811
Other participants
Nonvested benefits 2,418,821 2,488,551
Total $ 141,334,728 $ 126,000,362

The actuarial present value of accumulated plan benefits increased $15,334,366 between December 31,
2006 and December 31, 2007, as follows:

Actuarial present value of accumulated plan benefits as of
December 31, 2006 $126,000,362

Change during period due to:
Additional benefits accumulating and experience gains and losses during

the year 5,432,773
Passage of time 7,835,084
Benefits paid (5,493,513)
Plan amendments - to increase the monthly benefits by 6%, effective April

1, 2007 7,560,022
Net increase in actuarial present value 15,334,366

Actuarial present value of accumulated plan benefits as of
December 31, 2007 $141,334,728

Priorities Upon Termination — The Covenant may terminate the Plan at any annual meeting of the
Covenant and may direct and require the Board to liquidate the Trust Fund. In order to terminate the
Plan, a vote of two-thirds of all delegates present and voting at such annual meeting is required. In the
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event the Covenant shall, for any reason, cease to exist, the Plan shall terminate and the Trust Fund
shall be liquidated unless continued by a successor.

Upon termination of the Plan or a complete discontinuance of contributions, the assets of the Trust Fund
shall be liquidated, after provision is made for the expenses of liquidation, by the payment (or provision
for the payment) of benefits, in the following order of preference:

e  To each retired participant and surviving spouse who is receiving a pension on the date of
termination;

e  To each active participant who attained age 65 and completed 10 or more years of service prior to
the date of termination,;

e  To participants who attained age 55 and completed 10 or more years of service prior to date of
termination; and

e  To all other participants according to the respective actuarial values of their accrued benefits as of
the date of termination.

If the assets of the Trust Fund applicable to any of the above groups are insufficient to provide full
benefits for all persons in such group, the benefits otherwise payable to such persons shall be reduced
proportionately and no benefits shall be paid to any person in a succeeding group.

Income Tax Status — The Board has not applied for a determination letter for the Plan from the
Internal Revenue Service. The Plan is a church plan qualified under Section 401(a) of the Internal
Revenue Code (the “Code”), and as such is exempt from taxation under Code Section 501(a).
Therefore, no provision for income taxes has been made in the financial statements.
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2. CASH AND INVESTMENTS

The fair values of the Plan’s cash and investments for the years ended December 31, 2007 and 2006, are

as follows:
2007 2006
Pension trust fund:
Common stocks $ 35,991,323 $ 36,989,323
Pooled equity funds 85,440,976 78,609,567
Pooled bond funds 30,111,685 28,050,261
Pooled real estate funds 3,033,313 3,170,180
Money market funds 2,303,817 1,947,840
Private equity/timber 4,759,551 2,581,459
161,640,665 151,348,630
Supplemental benefit fund:
Pooled equity funds 365,553 398,437
Pooled bond funds 145,383 149,433
Money market funds 4,553 10,082
515,489 557,952
Total $162,156,154 $151,906,582

During 2007 and 2006, the Plan’s investments (including investments bought, sold, and held during the
year) appreciated (depreciated) as follows:

2007 2006
Common stocks $ 551,059 $ 5,084,186
Pooled bond funds 467,962 (126,744)
Pooled equity funds 5,673,566 9,721,209
Pooled real estate funds (375,277) 85,393
Private equity/timber 563,089 62,406
Total $ 6,880,399 $14,826,450
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3. INVESTMENTS REPRESENTING 5% OR MORE OF NET ASSETS

The Plan’s investments representing 5% or more of net assets available for benefits as of December 31,

2007 and 2006, are as follows:

Barclays Global Investors — Russell 1000 Value
(pooled equities)

Barclays Global Investors — S&P 500 Alpha Tilts
Fund B (pooled equities)

DFA International Small Cap Value (pooled equities)

Dodge & Cox Income Fund (pooled bonds)

Europacific Growth Fund (pooled equities)

Marsico Focused Growth (pooled equities)

PIMCO Total Return III (pooled bonds)

2007

$13,829,097

12,148,940
8,210,688
9,875,658

19,346,474

15,173,418

20,236,027

2006

$14,389,100

12,122,009
7,976,468
9,406,886

16,227,804

13,356,814

18,644,555

Each of the investments above represents the Plan’s investment in a diversified pool of securities
managed by an investment manager in accordance with specified objectives.

4. COMMITMENTS

At December 31, 2007 and 2006, the Plan had $7,208,456 and $11,355,000, respectively, in outstanding

commitments to purchase private equity/timber investments. Outstanding commitments will be funded

from cash flow and portfolio rebalancing.

5. SUBSEQUENT EVENT

Effective January 1, 2008, there was a 6% increase in the minimum monthly pension benefits for
retirees and surviving spouses and a 6% across the board increase for all participants. This action, if
reflected in the December 31, 2007, actuarial present value of accumulated plan benefits, would

increase the actuarial liability by approximately $8,480,000.
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