


Table of Returns Average annual returns as of March 31, 2008

First
quarter
2008

S&P 500 (U.S. Large Company Stocks) -5.08% 5.85% 11.32% 3.50%

Russell 2000 Small-Cap (U.S. Small Company Stocks) -13.00% 5.06% 14.90% 4.96%

NAREIT Equity REIT (Real Estate Equity Securities) -17.38% 11.68% 18.34% 10.69%

MSCI EAFE (International Stocks) -2.28% 13.79% 21.90% 6.56%
Lehman Bros. Aggregate Bond Index (U.S. Bond Market) 7.67% 5.48% 4.58% 6.04%

Lehman Bros. 10-Year Municipal Bond 1.90% 3.70% 3.92% 4.99%

Lehman Bros. High Yield Bond -3.74% 4.89% 8.62% 4.84%

All returns represent past performance and should not be viewed as an indication of future results. Individuals may not
invest directly in any index. Returns for periods less than one year are not annualized.

continued from page 1 ...

The main cause of the carnage in the credit markets has been the unwinding of bond positions that had been purchased

with borrowed money. It is now evident that many speculators and financial institutions had built up large holdings of
high-quality bonds, financed with short-term borrowings. As these short-term borrowings came due and could not be renewed,
highly-leveraged investors and financial institutions were forced to dump securities in a very unsettled market. This is the classic
“margin call” on a vast scale. A related consequence of this leverage unwind has been a “flight to quality” rally in Treasury
securities, especially Treasury bills, resulting in dramatically lower Treasury yields. Short Treasury bills now yield less than 0.50%,
while 10-year Treasury bonds now yield approximately 3.40%.

Throughout this credit crisis, inflation has increased, the dollar has fallen dramatically, and commodity prices have

soared. As a result, Treasury yields now are at their “richest” valuation relative to inflation since the long secular bull market

in bonds began in 1981. Currently the yield on a 10-year Treasury bond is less than overall inflation as measured by the consumer
price index (see chart on first page). This is the first time this has occurred in 26 years.

Strategies for adjusting asset allocation Moderate

Asset allocation “Tilts” are Thrivent Asset
Management’s quarterly recommended model
portfolios that include various asset class
weightings. Five portfolio models are available—
Conservative, Moderately Conservative, Moderate,
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. . M Short-term/intermediate-term bonds ....... 15%

Moderately Aggressive, a”_d Aggresswe—though B Intermediate-term/long-term bonds ........ 19%
only the Moderate model is illustrated here. B High-yield bonds . . ... ..., 4%
WREITS ... 4%

Work with your Thrivent financial representative B Large-cap value stocks . .................. 12%
. . . . - 0,
to identify a profile that's appropriate for you, to M Large-cap corestocks . ........ ... .. .. ... 10%
D W Large-cap growth stocks .................. 9%
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and to assess how certain investment products B Mid-cap core stocks. . .................... 8%
might better meet your objectives. B B Small-cap core Stocks. . .. ... 5%



Economic and Market Outlook

Ongoing challenges in the credit markets have increased the risks of a severe economic
downturn in the United States. However, we believe actions taken by the Federal Reserve to
forestall a recession can boost the economy in the second half, albeit in an environment of
heightened volatility.

Riskier equity segments may rebound

With the significant price adjustments that have occurred and the dramatic increase in risk
premiums, we are opportunistically repositioning our equity assets to areas that present long-term
valuation opportunities, such as REITs and financials. The actions by policy makers to re-stimulate
the economy will likely have their desired effect as 2008 unfolds, and that may favor a rebalancing
toward more risky market segments such as mid- and small-cap stocks.

David Francis
Head of the Equities
Department at

Cheap bond valuations offer opportunities Thrivent Asset
Management

Whether the economy is formally in a recession or not seems increasingly just a matter of
semantics. Clearly the economy is very strained from the collapse in housing and the attendant
tightening of credit. However, the key issue is not semantics, but how securities are currently being
valued in the market. In many markets, valuations are already at recession-like levels. High quality
mortgage-backed bonds are being valued as if potential losses on the underlying real estate will be
at almost depression-era levels. Investment-grade bonds are at their widest spreads to Treasuries

in over 20 years, high-yield bonds are pricing in default levels typically associated with recessions,
and municipal bonds are valued at some of their cheapest valuations ever. Although prices could
remain weak in the near term due to poor liquidity, from a longer-term perspective, it is clear that
opportunities in risk assets now abound.

Eventually the aggressive actions being taken by the Federal Reserve, and now joined by the
federal government, will take hold. As liquidity comes back to the market, higher quality issues
in various bond sectors are typically lifted first, followed by lower-quality echelons as investors’
appetites for risk increases.

Thus, higher-quality corporate and mortgage-backed bonds are expected to outperform treasuries.
However, it must be noted that absolute returns from these assets may be muted if interest rates in

general rise due to increased inflation risks and a fading of the “flight to quality” trade. Municipal Mark Simenstad
bonds look very attractive, particularly for taxable accounts. Rarely have municipals been this Head of Fixed-Income
cheaply priced relative to treasuries. Finally, with yields on high-yield bonds at 10% or better, it Funds at Thrivent Asset
is time to begin allocating to this asset class. These yields already are pricing at a reasonably high Management

default rate and may be a compelling alternative to certain sectors of the equity market.

A rebalancing toward riskier stock segments
Our current biases in equity investments include:

e A return to target positions in small-, mid- and large-capitalization stocks.
Large-capitalization companies tend to benefit proportionately more from a weak G-7
dollar, as they sell more overseas or have more significant overseas operations. We Seven of the world’s leading
believe the dollar is undervalued versus most G-7 currencies, and thus incremental countries that meet periodically
benefits from a further weakening of the dollar are unlikely. to achieve a cooperative effort on

® Reduction in growth overweight. international economic and

* Modestly underweight international stocks. monetary issues. Includes France,
o . Germany, Japan, the United
e A return to target position in real estate investment trusts (REITs). Kingdom, and the United States

Canada and ltaly.

Seeking opportunities in undervalued bonds
Our fixed-income investment biases include:

e High-quality corporate and mortgage-backed securities.

* High-quality municipal bonds.

e A return to target position in high-yield bonds.



Market Fallout Presents Opportunities

Investors have become well acquainted with increased market volatility over the past several quarters. As we suggested in our
last update, much of the volatility has been a result of the unwinding of leveraged positions by large institutional investors
such as hedge funds and investment banks.

Leverage can be beneficial but also disastrous when misused or misunderstood

Many investors have successfully used leverage over the past several years. Borrowing money in

a period of low interest rates to purchase higher-yielding securities was seen as “easy money” by
many players in the financial markets. Some of the more aggressive institutional investors borrowed
heavily in an attempt to maximize profits.

Unwinding of leverage produced meaningful dislocations in certain markets

Not only did the forced liquidation of massive amounts of securities exacerbate market volatility,
but some asset classes that had been widely used as collateral for the leveraged positions
experienced swift and severe selling pressure. What may surprise some investors not familiar with
the situation is that many areas leveraged up the most were asset classes that had previously been

viewed as relatively low risk.

Russell Swansen
Senior Vice
President, Chief
Investment Officer

Bank loans were one of the first segments to be hit when firms receiving margin calls began selling
their most liquid securities despite their higher credit quality. More recently the damage was seen

in the tax-exempt bond sector since municipal bonds were also used as collateral for a significant
amount of the leveraged positions. Worries about the strength of municipal bond insurers, questions
about the AAA ratings, and the unraveling of the auction-rate securities market added fuel to the
fire, driving prices lower and yields higher.

Distinction evident among fixed-income categories

In contrast to municipal bonds and bank loans, which historically have been viewed as lower-volatility, higher-quality
securities, some categories have been impacted to a lesser extent. Investment-grade corporate bonds have emerged relatively
unscathed since they were less involved in the leverage situation. High-yield corporate bonds, however, declined in sympathy
with other “riskier” asset classes, as might be expected.

Opportunistic investors identify attractive values in the credit market carnage

While the bank loan category has yet to recover as certain factors continue to weigh on the sector, some investors have
raised large amounts of capital to purchase these securities, which they believe are undervalued. The recent mayhem in the
tax-exempt bond market was short-lived, as buyers quickly entered the market to purchase large quantities of municipal
bonds trading at very attractive valuations.

Thrivent Asset Management continually evaluates risks and opportunities

The fact that investment banks and brokers have been able to raise capital at a fairly rapid pace to take advantage of
compelling investment opportunities is a positive sign that may signal some stabilization in the credit markets. In the
meantime, solid analysis and risk controls remain critical.

Thrivent Asset Management has identified and taken advantage of market opportunities and asset class mispricings in both
equities and fixed income. As always, our objective is to stay ahead of the rapidly changing market to help you meet your
investing goals.

Investing in a mutual fund involves risks, including the possible loss of principal. The prospectus contains more
complete information on the investment objectives, risks, charges and expenses of the investment company,
which investors should read and consider carefully before investing. To obtain a prospectus, contact a registered
representative or visit www.thrivent.com.

Securities are offered through Thrivent Investment Management Inc., a wholly owned subsidiary of Thrivent Financial
for Lutherans. Member FINRA. Member SIPC.

Asset management services provided by Thrivent Asset Management LLC, an indirectly owned subsidiary of Thrivent Financial
for Lutherans.
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