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OATH OR AFFIRMATION

I, Gregory T. Rousos, swear (or affirm) that, to the Lcst of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

New Covenant Funds Dismibutor, Inc., as

of Septemnber 30, 2006, are true and correct. | furthér swear (or affirm) that

neitlher tbe cgmplany nor any partner, proprietor, ?‘Irincipal officer or director has any, proprietary interest in any, account
clasisif!leq solety zlls that of a customer, except as follows:

!
i I
!

[

LaVeme M. Ashabranner | ‘
Notary Public, State of Indiana Aﬂé}' ’? St atars
 County of Glark - : / lgnature
My Commission Expires Oct. 14, 2009 Con Fv! % e
) Title

S tinne Pkt on

Notary Public

This report ** containg {check all applicable boxes):

X {a) Facing Page.

X (b) Statement of Financial Condition.

X {c) Siztement of Income (Loss).

(d) Statement of Changes in Financial Condition. ‘

(e) Statement of Changes in Stockholders’ Equity or Partners® or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

{g) Computation of Net Capital .

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or C(|mtrol Requirements Under Rule 15¢3-3.

(i} A Reconciliation, including appropriate expla}nation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit'A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation,

X (1) An Qath or Affirmation.
O (m) A copy of the SIPC Supplemental Report.

[0 (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential trearment of cerrain portions of this filing, see section 240.17a-5(e}(3).
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1900 Scripps Center
312 Walnut Street
Cincinnati, Ohio 45202 ’

wWww.ey.com

l

o | |

i ==”ERN5T&YOUNG l’ ® Ernst & Young Lie ’ & Phone: (513) 612-1400
l

. Report of Independent; Registered Public Accotlmting Firm

To the Board of Directors and Stockholder of

Nevif Covenant Funds Distributor, Inc.
]

We have audited the accompanying statement of financial condmon of New Covenant Funds
Distributor, Inc. (the Company) as of Séptember 30, 2006, and the related statement of income,
changes in ‘stockholder’s equity, and ]cash flows for the yearf then ended. These financial
statementsare the responsibility of the Company’s management. Our responsibility is to express
an opinton on these ﬁnanc1al statements|based on our audit. } !

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. We were not engaged
to perform an audit of the Company s internal control over f'mlanc1al reporting. Our audit
included consideration of intemnal control over financial reportmé as a basis for desxgnmg audit
procedures that are appropnate in the ,cucumstances but not for the purpose of expressing an
opinion on  the effectiveness of the|Company’s internal control over financial reporting.
Accordmgly we express no such opinion. An audit also mcludes examining, on a test basis,
evidence supporting the amounts and disclosures in the ﬁnancral statements, assessing the
accounting principles used and srgmﬁcant estimates made by management and evaluating the
overall financial statement presentatlonI We believe that our aud1t provides a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above preSent falr!y, in all matenal respects,
the financial position of New Covenant Funds Distributor, Inc. at September 30, 2006, and the
results of their operations and their cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States. .l

; !
Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contamed in the supplementary schedules is presented for
purposes of additional analysis and is not a required part of the bas'tc financial statements, but is
supplementary information required by rule 17a-5 under the Securmes Exchange Act of 1934,
Such information has been sub_]ected to the auditing procedures applred in our audit of the basic
financial statements and, in our opmlon is fairly stated in all materlal respects in relation to the
basic financial statements taken as a whole. ;

Eriut € Yping LLP

October 27, 2006

I
|
A Member Practice of Ernst & Young Globall
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Statementiof Financial Condition |
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Cash "+ :I
Prepald expenses
Income tax b'enef'lt
Goodw1ll X
TotaI assets
. [
! o z
Llablhtles and stockholder’s equity
Llabllltlesl '
Accrue'd‘ expenses
; Payable to affiliates
Total current liabilities
by !
Stockholder, s equity:

Common stock, par value $.01; 1 000 shares authorized, :

10 shares issued and outstanding
Addmonal paid-in capital
Retamed deﬁcn

Total stockholder s equity

Total liabilities and stockholder’s equity
, Pl ‘

. 3
See accompanying notes.
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New Covenant Funds Distributor, Inc|
(A wholly owned sub51d1ary of New Covenant Trust Company, Inc.)

: Selptember 30, 2006

’ :

t
97,197
8,068
14,104
25,000

144,369

!
13,000
13,056

26,056

135,000
(16,687)

118,313

144,369




New Covenant Funds Distributor, Inc

(A wholly owned sub51dlary of New Covenant Trust ‘Cc{mpany, Inc.)
| .

B ] Uy

t
Stat|ement of Income .
!
: l
e Year Ended September 30, 2006. : 5
REEE - o R |
i . [ : [ |1
f s Revenheél .
! Llcense and:advemsmg fees . . . $ 129,334
Total Tevenues ‘ 129,334
; L ‘ |
f Expensesl ’
l Llcense and advemsmg expense ! 79,786
| Salary andI bleneﬂts | 55,362
‘ Other expenses ‘ 35,105
J Total expeinsl;es 170,253
I Loss before 1ncome taxes ‘ (4d,9 19)
| Income tax benefit Il 14,104

Net loss | $ (26,815)

See accompanying notes.




New Covenant Funds Distributor, Inc.

(A wholly owned subsidilary of New Covenant Trust Company, Inc.)

Statemnent of Changes in Stockholder’s Equify

!
J
Year Ended September 30, 2006

l Additional Retained Total
; Common Stock Paid-In Earnings Stockholder’s
Shares | Par Value Capital {Deficit) Equity
Balances at September 30, 2005 10 l $ 10 § 109990 % 10,128 § 120,128
- 1 (26,815) (26,815)
i ant_ributed.capital (10) 25,010
Balances at September 30, 2006 10 $ —- $ 135000 1$ (16687) 3 118,313

I
See accompanying notes.

J I

‘Net loss - | l
|
|
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Statel:nent of Cash Flows

Year Erjded September 30, 2006

Cash flows from operating activities
Net loss
Adjustments to reconcile net loss to net cash
used in operating activities:
Cha'n_‘ge;s;'. in operating assets and liabil%ties:
Prepaid expenses
_Iﬁddme tax benefit
A;:céx:'ued expenses
Payable to affiliates
Net cash used in operating activities
Decrease in cash
Cash at beginning of year
Cash at end of year 1

See accompanying notes.
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New Covenz,mt Funds Distributor, lnclz.
A whoily owned subsidiary of New Covenant Trust Company, Inc.)
y ! ‘

i

S (261815)

$

10,939
(14,104)
1,745

(11,327)

(39,562)

(39,562)
136,759

97,197



New Covenant Funds Distributor, Inc. !
(A wholly owned subsrd1ary of New Covenant Trust Company, N.A.)

Notes to’Financial Statements
|

September 30, 2006

', n toid
! ! ' ,r’
1. 7O'rg'anlzatlon

New Covenalrlu Funds Distributor, Inc. (the “Company”), a Delaware corporation, is a wholly
owned subsrdrary of New Covenant |Trust Company, N.A. (T‘NCTC ). The Company is
reglstered w1th the Securities and Exchange Commission (* SEC’) as a broker-dealer and is a
member of the National Association of Secuntles Dealers, Inc. (“NASD”) The Company serves
as distributor |and underwriter for New Covenant Funds (the “Funds”) ;
L
NCTC purchased the Company pursuant to a Stock Purchase Agreement dated July 22 2005
where it purchased all of the outstandmg shares of capital stock of the Company. The closmg
date occurred February 22, 2006. The Company S previous shareholder was The BISYS Group,
Inc. (“BISYS”) The excess of the aggregate purchase price was recorded as goodwill and
contributed caprtal in the Statement of Fmancral Condition. !
r |

The Company s parent, NCTC, isa llmlted purpose national trust bank chartered by the Office of
the Comptroller of the Currency (the OCC) under Federal bankmg laws. NCTC is a for-profit
national trust bank and a wholly owned (except for Directors’ qualrfymg shares) subsidiary of

the Presbyterian Church (U.S.A.) Foundatron (the Foundation), a charitable organization exempt

|
from taxatlon under the Intemal Revenue Code. |

The NCF lnvestment Department of NCTC, a registered Investment Adviser, is the investment
advisor for New Covenant Funds. New Covenant Funds is a reglstered family of mutual funds
and is a Délaware Business Trust regulated by the Securities and Exchange Commission.

2. Summary of Significant Accounting Policies | !
| ‘

Cash | !
I (I I

l
The Company maintains cash deposits 1 na bank which, from time to time, exceeds the amount of
dep051t insurance available. Management periodically assesses the financial condition of the

institution and believes that any potentlial credit loss is minimal. [

Goodwrll
E

. Goodwill represents the excess of the aggregate purchase price pald by NCTC for the aCQUISltIOH

of the Company over the fair value of the net identifiable assets Facqurred In accordance with
Statément ‘of Financial Accounting Standards No. 142, goodwrll 1s not amortized, but is
evaluated at least annually for lmpalrment ’

t

|
B _‘ (
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New Covenant Funds Distributor, lnc
(A wholly owned subsu.lnary of New Covenant Trust Company, N.A)

l '
.

Notes to Financial Statements (continued) !

I

!

|

2. Summary of Significant Accounting' Policies (continued)

Revenue Recognition ;

: !
As the Funds’ distributor, the Company incurs certain expenses, primarily NASD fees, for the
registration of registered representatives|and advertising approvals,

Prior to NCTC’s acquisition, the Company received relmbursement from NCTC or the
Foundation for these expenses. The Company recorded the payment of these expenses as
“License and advertising expense” and recorded the relmbursement’as ‘License and advertising
fees .

After NCTC’s acquisition, the Company charges NCTC for advertising expenses at cost. The
Company records the payment of the:se expenses as “License |an[c:i advertising expense” and
records the reimbursement as “License and advertising fees . Thé Company also records the
payment of the registration of reglsterf::d representatives as “Llcense and advertising expense”.
The Company marks-up the registration of registered representatlves based on an independent
third party’s mark-up of similar expenses, and invoices NCTC' or the Foundation, whichever
employs the registered representative. The marked-up registration fees are recognized as revenue

s “License’ and advertising fees”. The total of “License and‘ advemsmg fees” paid to the
Company by related parties was approxtmately $125,000, and the related “License and
advertising expense was $79,800 for the year ended September 30 12006.

Income Taxes |
NCTC files’'consolidated Federal and State income tax returns that mclude the Company. NCTC
apportions Federal and State income tax expense or benefit to the Company based on taxable
income or .loss, using corporate statutory rates, adjusted for the effect of any temporary
differences. |

»
Use of Estimates |

!

‘The preparation of financial statements in conformity with accountmg principles generally
.accepted inthe United States of Amenca requires management to mlake estimates and assumptions
that affect the reported amounts of assets and liabilities and dlsplosure of contingent assets and
llabllmes at the date of the fmancral statements and the reported amounts of revenue and
expenses during the period. Actual results could differ from those amounts.

I
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New Covenant Funds Distributor, Inc
(A wholly owned subs1dtary of New Covenant Trust Colmpany, N.A))

|
. . 1
Notes to Financial Statements (continued)

3. Related Party Transactions

License and Advertising Fees — Post Acquisition
t

As discussed in footnote 2, the Company incurs costs related to aclvertlsmg approvals. The costs
are invoiced to NCTC with no mark- up.. |

The Company incurs registration costs for the Foundation and NCTIC registered representatives.
The Company marks-up the regtstratlon costs and invoices the Foundation and NCTC for their
reglstered representattves The mark- up is based on fees charged] by an external vendor that
prov1ded the same services to the Foundation and NCTC lti‘l 2003. The fees have been

incremented for inflation. | |
I

' l
Managerial%and Administrative Expenses i

Prior to NCTC s acquisition, BISYS provided various services to the Company, such as use of
office facilities, equipment, personnell and other administrative services. BISYS charged the
Company lan administrative service fee for these services deS| Igned to cover the costs of
providing stich services. The admlmstrattve service fees would not necessarily be the same if an
unrelated party provnded these servwes to the Company. These administrative fees are included

in “Other expenses in the Statement of Income. !

After, NCTC s acquisition, certain NC’}‘C employees provide serv1ces to the Company resulting
in pay‘rollfexpenses that must be allocated between entities. The same is true for overhead-related
€Xpenses. 'Such allocations are calculated using one of the follolwlng (1) the proportionate time
spent by the rendering staff to the appllcable company based on employee time sheets; (1) the
percentage 'of the receiving company s total employees to the total employees of both
compames,| (in) the percentage of; the receiving company ’s| employees located !in the
Jeffersonwlle office to total employees of the both companies located in this office; or (iv) a
dlrect charge to the recipient c:ompany1 These expenses are included in “Salary and benefits” and

“Other expenses” in the Statement of Income.
| ! ’

.
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4, Net Capital Requirement

New Covenant Funds Distributor, c. SR
(A wholly owned subsndlary of New Covenant Trust Company, N.A))

Notes to Financial Statements (continued)

i
'

| | |
| | |

As a broker-dealer registered to engage in the sale of redeemable shares of registered investment
compames and certain other share accounts, the Company 1s subject to the SEC’s Uniform Net
Capltal Rule (15¢3-1 (the “Rule™), which requires the mamtenance of minimum net capital, as
deﬁned and [requires that the ratio of aggregate indebtedness to net eapltal as defined, shall not
exceed"lS to' ‘1 At September 30, 2006, the Company had net capxtal undef the Rule of $71,141,
Wthh was $66,141 in excess of its mlmmum required net capital of $5,000!
; il
The Company’s ratio of aggregate indebtedness to net capital at September 30, 2006 was 0.37 to

1.00. |
i |

!
5. Regulatory Compliance :
i
The Company claims exemption under the exemptive provisions of Rule 15¢3-3 ‘under
subparagraph (k) (1) - all customer transacuons are limited to the sale and redemption of
redeemablé securities of registered mvestmem companies and theI Company does not handle

customer funds. ! !
| [

1
|
I

6. Contracts . :
! [ f

The Company has an agreement with the Funds under which it provndes distribution services.
The agreement remains in place until termmaled by either party. The Funds do not have 12b-1

plans. |

|

|
|
|
'J
t
|
I
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New Covenant Funds Distributor, Inc !
(A wholly owned sub51d1ary of New Covenant Trust Company, N.A))
!

Supplemental Schedule—Comgutatlon of Net Capital Under Securities and
Exchange Commission Rule 15¢3-1 i :

: ' ’ September 30,/12006
. n '
i
ro ‘ !
1 Total stockholder s equity from statement of ﬁnanc1al

1
I
|
)
|
t
|

|
condition l | | $ 118313
F t
Dcductio:ns‘ ' "
Nonallowable assets
Prepaid’ expenses ; 47,172
Goodwill 25,000
Income Tax Benefit ! 14,104
Net capital “ : 71,141
{
\ ! |
Net capital:requirement {greater of 6-2/3% of aggregate ' !
indebtedness or $5,000) ! 5,000
: |
Excess net-capital i ‘ $ 66,141
T
Total aggregate indebtedness 1 $ 26,056
' I
Percentage of aggregate indebtedness to net capital 37%

1
|

There are no material differences between net capital as shown above and the corresponding
computation prepared by the Company for inclusion in its amended unaud:ted Part lI4A FOCUS

Report. ;
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New Covenaint Funds Distributor, Inc! :

(A wholly owned subSIdlary of New Covenant Trust Company, N.A))
I

Statement Regarding Rule 15(:3—3

t

September 30, 2006 {
o I
' ) | |

The Company claims exemption under the exemptive provnslons ofi Rule 15¢3-3 under

subparagTaph (k)(1)-all customer transactlons are limited to the sale and redemption of
redeemable securities of registered mv&lastment companies and the Com[?any does not handle

customer funds |

|
t
|

12
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g’.’ ERNST& YOUNG & Ernst & Young Lr = Phone: (513) 612-1400

1900 Scripps Center WWW.EY.Com
312 Walnut Street
Cincinnati, Ohio 45202 |

I
Supplementary Report of Indept::ndent Registered Public Accounting Firm on
Internal Control Required by Rule 17a-5

To the Board of Directors and Stockholder of !
New Covenant Funds Distributor, Inc.

It planning and performing our audit of the financial statements (iand suppllemental schedules of
New Covenant Funds Distributor, Inc. (the “Company™), for the year ended September 30, 2006,
we con51dered its internal control, mclludmg control activities for; safeguardmg securities, to
determine our auditing procedures for jthe purpose of expressing our opinion on the fi nancial
statements and not to provide assurance!on internal control.
Also as required by rule 17a-5(g)(1) of the Securities and Exchange Commlssron (“SEC”), w
have made a study of the practices and|procedures followed by the Company, including tests of
compllance with such practices and procedures that we conmdéred relevant to the objectives
stated in rule 17a-5(g) in making the periodic computations of] aggreigate indebtedness (or
aggregate debits) and net capital under rule 17a-3(a)(11) and for determining compliance with
the exemptlve provisions of rule 15c3 3. Because the CompanBz does not carry securities
accounts for customers or perform custodlal functions relating to 'customer securities, we did not
review the practices and procedures followed by the Company in anSf of the following:

1. Making quarterly securtties exammatlons counts, verifications,’ and comparisons and

recordation of differences reqmred by rule 17a-13
f
2. Complying with the requrrements for prompt payment for secuntles under Section 8 of

Federa] Reserve Regulation T of the Board of Govemors of the Federal Reserve System
i I

t
|
F
t
I
I

3. Obtammg and maintaining physwal possession or control of all fully paid and excess

margin securities of customers as required by rule 15¢3- 3 " |

| , !
The management of the Company is respon&ble for establishing Iand madnammg internal control
and ‘the practices and procedures referred to in the precedmg'paragraph In fulﬁlhng this
responsibility, estimates and Judgments by management are requnred'to assess the expected
benefits and related costs of controls': and of the practices and procedures referred to in the
preceding paragraph, and to assess whether those practices and procedures can be expected to
achieve the SEC’s above-mentioned objectlves Two of the Ob_]eIClIVCS of internal control and the
practices,and procedures are to provrde management with reasohable but not absolute assurance
‘that assets for which the Company has responsibility are safeguarded against loss from
unauthonzed use or disposition, and that transactions are| e'xecuted in accordance with
management s authorization and recorded properly to perm1t ' the preparatlon of financial
;statements in conformity with generally accepted accountmg pnnCIples Rule 17a-5(g) lists

_additional objectwes of the practices and procedures listed in the precedllng paragraph.

A Member Practice of Ernst & Young Globalj
b
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Because of inherent limitations in internal control or the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them
tolfuture periods is subject to the risk that they may become inadequate because of changes in
concptlons or lthat the effectiveness of their design and operation may deteriorate.
i Cti

Our cdns1deratlon of internal control would not necessanly disclose all matters in internal control
that#mlght (bé material weaknesses under standards established byI the American Institute of
Cemﬁed Publrc Accountants. A matenal weakness 1§ a reportable\condltlon in which the desrgn
or operatron of one or more of the mternal control components doe's not ireduce o a relatwely
low level the|nsk that misstatements caused by error or fraud in amounts that would be material
in relation to the financial statements bemg audited may occur fand not’ be detected within a
timely penod by employees in the normal course of performmg their assigned functions.
However we noted no matters 1nvolvmg internal control, mcludmg )control activities for
safeguardmg|secunt1es and its operation that we consider to be rﬁatena! weaknesses as defined

above. | i

We understand that practices and procedures that accomplish the objecttves referred to in the
second parag;raph of this report are consldered by the SEC to be adequate for its purposes in
accordance w1th the Securities Exchange Act of 1934 and related regulatlons and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
madequacy for such purposes. Based on| this understanding and 01'1 dur study, we believe that the
Company’s practices and procedures were adequate at September 30 2006, to meet the SEC’s

objectives. I' j

This rcport is intended solely for the mflormatlon and use of the Board of Dlrectors management,
the SEC; the National Association of Securmes Dealers, Inc., and other regulatory agencies that
rely on rule [l 7a-5(g} under the Secuntres Exchange Act of 1934 m’thelr regulanon of registered
brokers and dealers, and is not mtended to be and should not be used by anyone other than these

specified pames !

October 27,:2006
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