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Report of the Treasurer

By Mr Peter Stoll

Progressin Sewardship

To Be a Lutheran Communion under Changing FinancialConditions

What does it mean to be a Lutheran communion uth@erapidly changing contexts of our globalized levor
today? What does it mean to meet the growing eafieas of the member churches? And what does ihrea
support this communion under ever more challenfjimagcial conditions?

Let us take a look back at history. Shortly aftexrlWar 1l The Lutheran World Federation (LWF)r&¢a as a
diaconal movement at a time when churches arouwnditild wanted to jointly support the suffering pksoin
Europe. At that time there were three other moitivest for the creation of a global body like the L\V&ckling
mission challenges jointly; reflecting theologigalhnd working together ecumenically. By engagimigtjy in
the four tasks, we discovered that we could be nmiate than a strategic alliance. We could be a conon.

Soon we realized that our work had to meet the s\eédn ever-changing world. At least every yearmatimes
every day—we saw new challenges and new circumssaiioc our work. What has made our work successful?
We have held on to our mission and vision througblstacles while adapting everything else todbestant
changes. From the very beginning we did this glgbal

Today, we are witnessing the accelerating pacdobiadjzation. We are confronted with increasingémn
challenges for our churches. We have to do our wader rapidly changing, if not deteriorating, ficzl
conditions.

To cope with this situation, the LWF and its memtlaurches have to concentrate on:
* being a communion;
» holding on to our mission and vision;

» being willing and flexible enough to adapt to tlemditions and contexts existing
in the world today.

Over the last several years, especially since @& Tenth Assembly in Winnipeg, Canada, the LWFbeen
accelerating the learning process to deal withgiigation. Let us first look at what has been sastul.
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What Has Been Successful in Finances since Winnip2g03

Responding to ethical convictions through implantig standards of good governance

@ In 2005, the LWF decided to respond to its ethecaivictions of accountability, transparency anddyoo
stewardship by adopting international standardgoofl governance.

8 Therefore the presentation of LWF’s consolidatedrficial statements was changed to correspond to the
International Financial Reporting Standards (IFR®)s lengthy exercise, involving close cooperatioth the
external auditors and actuaries, concluded in 2@@8the presentation of the annual financial stegets in
conformity with IFRS and Swiss law. Its benefitgtie LWF include:

* aclear, recognizable format for donors;
« full disclosure of all assets, liabilities and ness;
» fairer presentation of performance (income and edjpere), cash flow and financial position;

* consistency in presentation in accordance withgasibnal standards.

9 The authorities and auditors are putting more aateremphasis on good internal control systems (KD8)risk
management in different organizations, be it aiproaking company or a non-governmental organizatio
(NGO). The LWF defines the ICS as the full rangadivities, methods and steps, established bZthencil, in
order to ensure a smooth running of the activifiéee LWF’s ICS has been developed over the lagiraéyears
through the following elements:

* LWEF Principles for Internal Control Systems;
¢ Financial Risk & Control Assessment;
* Internal Audits in all departments, including Deipaent for World Service (DWS) country programs;
* Administrative Guidelines (including financial dsiwn making, monitoring and control;
* Investment Principles & Guidelines.
@10) The following have been identified as key processdm monitored:
e procurement;
« travel costs;
» physical assets;
e salaries;
* finance;

* information technology.

Appropriate Emergency Response

(11) The most recent example of an appropriate emergesponse was the Haiti earthquake. The LWF hasvext
pledges and funds from all corners of the worldnfithe so-called rich and poor churches alike. Adiable
operational organization, the LWF receives funds &lom governments and organizations relatededJthited
Nations (UN).

(12) Although the work in Haiti is very challenging, th&/F has quickly been able to deploy staff fromestbountry
programs, agencies and from Geneva to speed uphhbilitation work. Unlike other organizationsttheave
after a few months of an emergency, the LWF stayerag as the local communities need assistance.
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Fair Membership Fee

13) The LWF membership fees are calculated every tveosyd hey are based on the number of members in the
church and on the Gross National Income (GNI) entlealth of the member church country. This hasgmdo
be the best way to keep the membership fees aasg@iossible. For example, if the GNI of the copiicreases
and the number of members in the church staysatime sthen the membership fee increases accord@glif.
two churches have the same number of members éutahlth of the countries (GNI) is different, thbe
church with higher GNI must pay a higher memberébg For example, the Church of Norway and the
Protestant Christian Batak Church in Indonesia leggroximately the same number of members, butuseca
the GNI of Norway is 15 times higher than the GRNIrmlonesia, the membership fee of the Church afldy is
15 times the fee of the Protestant Christian B@&talrch in Indonesia.

(14) The following chart shows the development of mersbigrfees from 2003 to 2009.

LWF Membership Fees 2003-2009 (USD)
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@15 The membership fee contributions have increasad 8W&D 2.6 million in 2003 to USD 3.2 million in 280an
increase of 23 percent. This is a good sign. Howelere are still churches both in the North andtB that do
not pay their fair membership fee. | strongly uadjechurches to show ownership of and respongjtit the
LWF by paying the membership fees.

Development and Up-to-date Situation of the Reserge

@16) The LWF is facing changing financial situationeliks member churches. To cope with these charegesves
are necessary.

@7) The following table shows the development of treerees over the last several years. Due to thegehan
accounting principles during the period, the figungay not be fully comparable, but they still givgood picture
of the situation.

@8) The increase in the reserves has occurred maithWis, where there are sufficient funds comparetiéaisk
but not too high. In the other departments thervesecould be higher.
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Development of Reserves 2003-2009 (Million USD)

2003 2004 2005 2006 2007 2008 2009

M Department for World Service (DWS) O General Secretariat (GenSec)
B Department for Mission and Development (DMD) O Department for Theology and Studies (DTS)

Ethically Reflected Investment Policy

@19) The LWF funds and reserves are invested accordifigdncial and ethical criteria. The organizati@as an
investment portfolio of approximately USD 65 miliian four separate legal entities: the Geneva $miag the
Pension Fund, the Endowment Fund, and the Ecunidnatidute in Strasbourg. All investments in thesgities
are managed according to ethical principles apprdyethe Council in 2008. The purpose of thesediplas is
to promote positive corporate social responsibdiysistent with what we understand as God's ir@genh the
world. God creates and sustains all that is, afigl Ba to seek justice, peace, dignity, and sustde
communities for all. We do so as responsible stdgvaf what God has created and entrusted to us.v#ow
invest our resources and hold companies accourtatileeir practices should reflect these faith\gotions.
Investments play an important role, for good grillsocieties. In today’s global economy, the Igraje is for
both companies and individuals to ensure that i$teiloution of economic benefits is equitable, sop
sustainable communities and preserves the integfrityeation. The LWF does all this in cooperatidgth
reputable partners such as the Ethos FoundatiGemneva.

DWS Operational Result

(20) Another success story is the good operational teefiDWS. During the last several years DWS hastable to
stabilize its financial situation due to the impkmation of more systematized controls and momigpiDWS has
also been increasingly accessing UN, governmenthpavate foundation funds through its enhanceduece
mobilization capacity such that about half of tlegartment’'s income comes from non-church relatedces. All
these activities have helped to bring reservessiatiafactory level. Deep gratitude is extendeithéoDWS
management team for its hard work. However, thereitime to rest as new challenges and risks enevgry
day.

Assembly Budget

(21) The Eleventh Assembly budget is USD 2.3 millionisTévent is quite expensive. | hope that in futteeLWF
will be able to coordinate assemblies together witler ecumenical organizations—not only for cesfrsy
reasons.

(22) This time, the LWF entered into a cooperation agesg with the Evangelical Lutheran Church in Wiimiterg,
whereby it takes care of the local logistics inttggart. We believe that the financial outcome a$ thssembly
will be neutral for the LWF.

(23) While there are success stories since Winnipegesmeas within LWF’s finances still need furtheéeation.
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What Needs Further Attention in LWF’s Finances?

Fundraising

Fundraising must fit the very different contextghe regions and in the member churches. Althobgtetis a
constant need for improvement in fundraising, weehta be aware that not every successful way afgloi
fundraising in one church or country matches theation elsewhere.

Consequently, the LWF has developed a fundraigiageg)y with different measures for different coase This
strategy needs to be reviewed and assessed rggularl

Fundraising is about motivating people or orgamirest to be part of something which is worthwhitdsla big
challenge to find new partners through fundraisifigerefore it is very important to cultivate retatships with
the existing partners. It is essential to raiselfuior something that is important to potential @wsn From our
experience it is much easier to raise funds forrgeries, rehabilitation, development and advoeamk than it
is for theological and ecumenical work or inter4atiucooperation. However, if the LWF is not ablditance
these latter tasks, it runs the risk of becomirsg funother NGO. Are the member churches willingheontain
and finance these parts of the work of the sedattarthe future?

As mentioned earlier, joint global diakonia hasrbere of the trademarks and a strong pillar fol i from

its very beginning. In order to uphold and reneis #pirit and commitment in a changing global ecoito
environment, the DWS needs more cooperation wemtember churches in the South and in Eastern Euhop
DWS the churches have a precious instrument far dieconal work reaching beyond their own bordé&tss is
what communion is all about. Perhaps further imprmegnt of communication could help to renew and withe
commitment of member churches to the global dialcangk of the LWF.

Ultimately, fundraising is a matter of deliverifgetbest possible results. It is about added valaesparency,
credibility and reputation. When we are able t@ab®ng the best in our area of work, we also gehpes who
are willing to work with us.

Endowment Fund

The LWF Endowment Fund supplements the financippett provided for the work of the Lutheran
Communion. The fund was established in 1999 witing-term target of CHF 50 million. It has beenwirg
gradually. The total funds at the end of 2009 antedito CHF 11.8 million (USD 11 million). The negtal is to
reach CHF 20 million by 2017. Some member churtiae® already pledged to donate their share.

Since its foundation the Endowment Fund has dorakdfe 2.5 million to the work of the LWF. Pleaseivihe
Endowment Fund stand here at the Conference Camtlecheck how your church is doing. You can alsakp
with the Endowment Fund Board members during tieaks and at regional meetings.

LWF Pension Fund

The LWF has its own small Pension Fund with 96vaamembers and 54 pensioners. During the finandsik
the financial status of the Pension Fund detegoratibstantially but during the last year the sitmamproved
significantly. The coverage level of the Pensiondris now approximately 100 percent. There is stithe
distance to go to reach the target level of 114qyer The Pension Fund Board, where the LWF Treassithe
chairperson, monitors regularly the coverage lawel the number of members in the fund.

More Sustainability of the LWF

The LWF also works to improve the sustainabilityted member churches. | would like to put threestjoas to
the new Council on the issue of improving LWF'stairsability.

e Ecological: Will the LWF Secretariat be ready fertification under the Eco-Management and Audit
Scheme (EMAS) in the next years? EMAS is a managetoel for organizations to evaluate, improve
and report on their environmental performance.

» Social: What are the key challenges for furtherefigwment of the LWF personnel policies in Genevé an
in the country programs and regions?

e Financial: What would it take to make the LWF ficaa more crisis proof?
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Quality Management

(33) The LWF Secretariat’s annual budget is approxingtk3D 100 million (without the DWS associate coyntr
programs). This money has been entrusted to ubddnealing of the world. We must be good stewards.
Therefore it is necessary that the LWF Secretariatide high quality processes, programs, and prajeWords
like “quality”, “accountability”, “transparency” ah“strategic” should be part of our everyday comiaon
vocabulary. So should “efficiency” and “effectivessé.

34) In the emergency and development community themre and more emphasis on having operational
organizations that are internationally certifiedVB is part of a group of NGOs that are committeiroroving
the efficiency and effectiveness of aid by deveigstandardized systems for financial and operalki@porting
based on adequate accounting and accountabilitgatds. In the future, funding streams will rel@eompliant
organizations being certified by standard settiodids rather than to specific projects and prose§daus DWS
is at the moment acquiring certain certifications.

35) | am convinced that one of the strategic emphastgemew LWF Council should be to ensure gooditual
management and pertinent operations for the wiealeetariat. Perhaps the secretariat will be abégtson an
International Organization for Standardization (J®Dality certification in the coming years.

Strategic Planning: From a Strategic Plan 2007-201ib a Rolling Strategic Plan

36) The current strategic plan for the LWF Secretddak two and a half years to prepare—from Septeribéd to
March 2007. While this was a learning experieneédfith Council and staff, it was a time consumirgreise.
Given the fast pace at which changes are occuadngss the world, few organizations can afford fleyng
strategic planning carried out every five yearsarin future such extended processes should hdelial'he
LWF needs to seriously consider having a rollimgtegic plan, which is reviewed annually, becomésgrated
with the annual planning cycle, and enables thenCibto play an important role.

@37) According to the proposed new LWF Constitutiong“tbouncil shall define the strategy of the LWF adow to
decisions and actions made by the Assembly.” lthtrligg a good idea for the new Council to have &slorp or
a discussion on what “strategic planning” mearnfécontext of the LWF. We need to be cautiousL W& will
not be able to sustain all its traditional programs

Funding for Theological and Ecumenical Work in theLWF

38) The Ecumenical Institute in Strasbourg is a sepdmtndation with its own budget and board. WHile t
institute’s budget has been fairly stable in thstpde projection for 2012 is that there will bdramatic decrease
in funding.

39) In addition to Strasbourg Institute, the DepartnfeniTheology and Studies and the Office for Ecuiten
Affairs in Geneva, deal with related issues. Andshieuld not forget that the Department for Missiowl
Development and DWS deal with theological, ecunedraad interfaith matters in their daily work.

40) The Council in 2004 received a report on the fugdihtheological and ecumenical work in the LWFjethwas
prepared by the representatives of the units meedi@bove. The conclusions of the report were l&sifs:

» Staff in the different units do not think that therent structures need to be changed.
» More funding is needed for the theological and esnical work of the LWF.

» Those proposing further changes, especially inrtsigtutional ordering of this work,
need to be aware of the complications involvedwahether the advantages would
outweigh the disadvantages.

* The Council should determine how LWF work in thegl@and ecumenism should be focused
and carried forward.

1) Since 2004 no further discussion on this reportthlasn place in the Council. It seems that allsiogncerned
have wanted to continue their work as before, desbée unfavorable funding projections. Given gdsnario,
the time is now appropriate for the Council and$trasbourg Institute board to undertake togettsariaus
review of LWF's theological and ecumenical worlgluding the possibility of structural changes.
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Augusta Victoria Hospital in East Jerusalem

42) The Jerusalem program with Augusta Victoria Hosjpitathe Mount of Olives in East Jerusalem is tiggést
DWS country program. The annual budget of the hakgione is approximately USD 13 million. In thédadie
of the 1990s the hospital experienced great firsuiifficulties. Under the leadership of the cutraranagement
team the hospital has systematically developeduengopd high quality services for the Palestinigoutetion and
at the same time renovated the buildings. It has lagnazing to follow how the hospital has been tbédjust to
new funding situations and sudden political charigése area.

(43) Because of its location, numerous activities amgddoidget, the hospital also carries certain fir@risks. There
is still an old renovation deficit from the 199Ga@unting to USD 5 million. This deficit will be reded by at
least USD 200,000 per year. Secondly, the amouinicoime received from patient fees varies betweSb @-5
million. In order to secure its daily running cqdte hospital has been able to build up some bfiffeds. In
addition, a tax agreement with the Israeli goveminnemoved a big potential liability. Although thespital’s
finances seem to be stable currently, the situaté®ds to be constantly monitored.

ACT Alliance

44) The recently launched ACT Alliance will probablypexd the potential of churches and related orgtoimato
respond better to emergencies, increase collabaratidevelopment work, and provide a shared vimce
advocacy. As one of the biggest partners in ACTaAtte, the LWF can provide high quality, efficiemd
effective services to the Alliance, which | am ddefit, will contribute to a bright future for botinganizations.

From Treasurer to Chairperson of Finance Committee

(45) Being Treasurer of the LWF is voluntary work and adull-time job. The full-time job within LWF'sihances is
carried out by the Finance Director, Mr Pauli Raeta Nevertheless, supervising the finances ofYiE,
chairing the Finance Committee of the Council anidrpreting the financial situation to the Coumgkds
certain financial expertise. This need for finahedgertise will remain throughout the upcoming stitmtional
changes.

4e6) According to the proposed new LWF Bylaws, the tthel role of the Treasurer will change somewhag. Th
Chairperson of the Finance Committee will no loriggre the same responsibilities as the Treasuldn dhe
past. For example, the Chairperson of the Finameergittee will no longer be Vice-President of hisher
region.

@7) The way things are done in the LWF need not orignéibn in the coming years but also immediate stdjent.

What Needs to be Adjusted in LWF’s Finances?

Development of Finances 2003-2009

@s8) The following tables show the development of incand expenditure from 2003 to 2009.

LWF Income 2003-2009 (UsD)
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LWF Expenditure 2003-2009 (UsDb)
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49) The total budget amounts to approximately USD 1@0om per year. This does not include the budgdtBws
associate country programs totaling about USD 2llomiannually. Most of the funds are designatedhsy
donors for certain programs and projects. Thevetg little money available that can be allocateg@rtograms
and projects by the Council or LWF staff. This isaastant challenge for us.

50y During the last four years, the income and expengithave increased, especially in DWS. Howeveethas
been a structural deficit for some years now irtredlother departments. | first alerted the Coualedut this in
my report in 2005. This structural deficit was nbwious during the good years with significant exale gains.
Ultimately there will come a time when there witl longer be exchange gains. The exchange gaihg ilast
two years have been minimal.

(5s1) Consequently, the structural deficit has becomibleisAgainst this background, it is indeed théntigime to
restructure the secretariat in order to ensurethigahecessary work can be carried out with bathboelgets in
all units for many years to come. That does notrmibat we should only adjust to existing financedlities; that
would definitely be wrong. However, the restruatgrimust be linked to a clear, strategic reflecbanWhat is
the LWF? What are our tasks in the world? Whatuesgs are available for this work? How can we nthkse
resources available?

(52) How shall we cover the structural deficits in thelgets of the departments?

» Focusing - packaging differently, deepening exgstielationships of cooperation, building new ores.
could help very much if the Assembly would set alimited number of directions for the LWF for the
next period.

* Fundraising - necessary but may not be suffictaiing into account the difficult financial situari of
the churches and their members after the finaacidleconomic crisis over the last several years.

» Doing work more efficiently - this will help but vaihwould certainly be more effective is to reduee t
amount of workload put on the Geneva staff by thseinbly and the other governing bodies.

* Reducing expenditure through restructuring the @ar8ecretariat following the proposals of the
renewal process and under leadership of the GeBectaktary-elect - this would entail redesigning th
structure and following budgets that are in linghvwhe new strategic goals and linking the Geneva
coordination expenditure more clearly and tranggfréo the programs and projects.

(53) The process of restructuring has to be guided éyritoming Council. It should be aware of some tjoes that
the current Council has raised and which have abbgen answered:

* Would it be helpful to decentralize more of therséariat’s work to create more synergy with the
resources of the member churches or regions?

» Isthere a location where the secretariat or pdritscould work more cost-efficiently while takingto
account the synergy within the Ecumenical Centenaith UN organizations in Geneva?

» Isthere a need to restructure the seven LWF regibe departments of the secretariat or othectsires
to work more efficiently and effectively?

» Are we ready to implement a new style of leaderslithin the LWF’s governing bodies and within the
LWF Secretariat that meets the changes happenigy atcelerating speed?
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Finally

Our work as the Executive Committee and as the €bunder the leadership of our President Bishopkvia
Hanson, as the Finance Committee, and my workea$rgmsurer in the years since Winnipeg would agth
been possible without the support of member chchgencies, national committees and the stafeime@a
under the leadership of the General Secretary, Relshmael Noko. | want to express my gratitudaltef

them and especially to the Finance Director, MrliFRantanen, and his team for exceptionally goodkwo hard
times. Please join me in giving them a big hand.



