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EXECUTIVE SUMMARY

CERN, the European Organization for Nuclear Research, operates the world’s leading
laboratory for particle physics. Its mission is fundamental physics research, namely the study
of the elementary constituents of the Universe and their interactions. Founded in 1954, CERN
has become a prime example of international collaboration, with 22 Member States and 7
Associate Member States as of December 2017. Additional countries from around the world
also contribute to, and participate in, the Laboratory’s research programmes.

This document presents CERN'’s financial statements for the year ending 31 December 2017.
The accounts have been prepared in compliance with the International Public Sector
Accounting Standards (IPSAS), as they have been every year since 2007. Highlights from the
2017 financial statements include:

1

an increase in the total annual contributions from Member States and Associate
Member States to 1 142.2 MCHF, from 1 128.0 MCHF in 2016. The reasons for this
increase include India’s joining as an Associate Member State, Slovenia’s joining as
an Associate Member State in the pre-stage to Membership, and Romania’s
completing its first full year as a Member State. At 31 December 2017, 99.8% of the
contributions due had been received compared to 98.3% at the end of the previous
year.

a positive net asset balance of 136.4 MCHF, compared to the balance at the end of
2016 of -329.7 MCHF. The increase in net assets of 466.0 MCHF is attributable to an
increase in the valuation of the land under CERN's control of 309.9 MCHF, based on
market transactions, and actuarial gains on post-employment benefits of 306.7 MCHF,
offset by an accounting deficit in the year of -150.6 MCHF.

a budget surplus at the end of the year of 39.2 MCHF compared to the original
expected surplus of 27.6 MCHF, mainly due to the slightly higher revenues than
budgeted. The Organization’s budget position at the end of 2017 shows a slight
improvement compared to expectations, with a cumulative budget deficit of -165.1
MCHF. Taking into account 25.9 MCHF in capital repayments and 60 MCHF for the
recapitalisation of the Pension Fund, the final amount allocated to the cumulative
budget deficit is -46.7 MCHF. More details are available in the Annual Progress Report
for 2017%;a reconciliation of the net financial deficit to the budget surplus is provided
in section 6 (Accounting reconciliation of budget actual amounts to statement of
financial performance), and a reconciliation of the net asset balance to the cumulative
budget deficit is provided in the notes to the financial statements.
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EXTERNAL AUDITOR’S REPORT
Addressed to:

COUNCIL OF THE EURQPEAN ORGANIZATION FOR NUCLEAR RESEARCH
(CERN)
CH-1211, Geneva 23, Switzerland

We have audited the accompanying financial statements of the European Organization for
Nuclear Research (CERN), which comprise the statement of financial position as at 31
December 2017, and statement of financial performance, statement of changes in net assets and
statement of cash flow for the year then ended, statement of comparison of CERN budget and
actual amounts, and notes to the financial statements, including a summary of significant
accounting policies.

Audit Opinion on CERN financial statements

In our opinion, the CERN Financial Statements prescnt fairly, in all material respects, the
financial position of the European Organization for Nuclear Research as at December 31,
2017, its financial performance and its cash flows for the year then ended in accordance
with the International Public Sector Accounting Standards (IPSAS).

We have also audited the CERN management compliance with CERN Financial Rules and
Regulations for the Implementation of the CERN Financial Rules, including Procurement Rules
and the CERN annual budget appropriations, as well as other rules and regulations and service
agreements related to and affecting the use of CERN financial resources.

Audit Opinion on compliance of the CERN management with rules and regulations

In our opinion, the transactions carried out in the process of financial reporting and
execution of the CERN budget have been, in all material respects, in compliance with
IPSAS and the CERN Financial Rules, including Procurement Rules, and Regulations for
the Implementation of the CERN Financial Rules, and the CERN budget appropriations.
The CERN management also complied with other rules, regulations and service
agreements related to and affecting the use of the CERN financial resources.

Basis for Opinions

We conducted our audit in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). Our responsibilities under those standards are further described in the
Auditor's Responsibilities for the Audit of the Financial Statements section of our report. We are
independent of the audited Organisation in accordance with the ISSAI 10 — Mexico Declaration
of SAI' Independence and ISSAI 30 — Code of Ethics, together with other requirements that are
relevant to our audit of the financial statements of an international institution as stated in ISSAI
5000 — Audit of International Institutions — Guidance for SAls as well as the Code of Conduct of
the Supreme Audit Office of Poland, and we have fulfilled our ethical and other responsibilities
in accordance with the said standards. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Emphasis of Matter

We draw the Council’s attention to decreased pension liability indicated in the CERN Statement
of Financial Position, Note (MCHF 5,452 in 2017 as compared to MCHF 5,574 in 2016). It is,

* SAl - Supreme Audit Institution



however, worth mentioning that this liability has grown by MCHF 1,390 since 2013, i.e. the first
year of our audit at CERN (from MCHF 4,062 in 2013 to MCHF 5,452 in 2017) and still
remains a considerable item among liabilities in the CERN financial statements,

Our opinion is not modified in respect of the matter emphasized.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance
in our audit of the financial statements of the current period and compliance with authorities.
These matters were addressed in the context of our audit of the financial statements as a whole
and compliance with authorities, and in forming our opinion therson.
Key audit matters in the audit of the CERN Financial Statements for 2017 were as follows:
1) Impairment of Property, Plant and Equipment (PPE)
An impairment is a loss in the future economic benefits or service potential of an asset, over
and above the systematic recognition of the loss of the asset’s future economic benefits or
service potential through depreciation.2
CERN Property, Plant and Equipment in use constitute the most significant asset in the
CERN Financial Statements of a total value of MCHF 7,472, whose larger part is used to
facilitate a number of scientific programs and projects of varying scope and duration. It is a

CERN policy to use developed plant and equipment for a new project or in a new programme
once a previous has been completed.

The matter was addressed in the audit through analytical procedures, inspection of documents
(Asset Register, CERN 2016 and 2107 Annual Progress Reports, and other available
documents on current experiments at CERN) as well as inquiries with the Finance and
Administrative Processes and CERN experiments engineering staff. The audit team
recommended and then monitored an impairment test to have been carried out in reference to
the CLIC Test Facility 3 (CTF3), whose operation had been stopped in December 2016 with
part of CTF3 equipment to be used as a new user facility for the CERN Linear Electron
Accelerator for Research and the remaining larger part to be stored as spare parts with the
intention of future use. The impairment test has been completed in the course of audit and
adequately accounted for and reported in the CERN 2017 Financial Statements.

2) Remuneration data flow

Remuneration is the significant item in the CERN Statement of Financial Performance, The
remuneration process at CERN is supported by an information system that includes transfers
between several key databases through which personal and financial data are streamed and
processed to result in the complete payroll list and consolidated financial information, which
forms a material line-item in the financial statements.

The matter was addressed in the audit by performing audit procedures to gain understanding
and to check the adequacy of the design, implementation and operating effectiveness of
controls in place to mitigate risks in the process. The said check included controls introduced
by CERN management as a response to our recommendation given in the previous year o
strengthen the control over the initial input electronic data for payroll.

Procedurss conducted during the audit allowed us to confirm completeness, accuracy and
integrity of the data flow between databases employed in the remuneration process. The risk

* IPSAS 21, paragraph 14,



referring to payroll process was reassessed from medium at the planning stage of our audit to
low when our work was done.

3) Physical inspection of Property, Plant, and Equipment

CERN Property, Plant and Equipment constitute the most significant asset in the CERN
Financial Statements of a total value of MCHF 8,139 including PPE in progress of
development. In 2015 CERN management introduced a revised accounting policy in
reference to Property, Plant, Equipment (PPE) which has entailed a significant increase in
value and quantity of recognized PPEs.

In reference to the said revised PPE policy and on the basis of our recommendation, CERN
management designed and implemented a new physical control procedure over PPEs in 2017.
In the context of that new procedure, a medium risk of misstatement in the financial reporting
on PPE has been identified by the auditors.

The matter was addressed in the audit mainly through analytical procedures: analysis of
controls designed and implemented by CERN, inquiry of the CERN management and staff, a
field visit and monitoring of physical inspection, analysis of physical inspection documents,
and treatment of inspection results,

NIK noted that an appropriate and sufficient procedure of physical control of PPEs were
designed and introduced by the CERN management. The procedure and practices constitute
all necessary elements such as: a population to be checked, sampling method, rules for
engagement of a person or team composed of personnel independent of those charged with
the custody of checked assets, the rules for the physical inspection results, and finally their
accounting treatment. This control activity proved to be implemented and appeared effective
in use. Consequently, our risk assessment was changed from medium to low.

4} Budget appropriations, including procurement

Budget appropriations represent the planned use of Member State financial contributions and
the purpose for which CERN common funds have been planned. The budget allocated to
expenditures on materials is significant, and appears as a material item in the Statement of
Comparison between Budget and Actual Amounts (MCHF 550 planned; MCHF 537.8
actually spent’). Both budget appropriations and procurement activity checks illustrate
mainly a compliance aspect of our audit.

Expenditures on materials which, besides the ones on personnel, constitute the main
expenditure ifem, are incurred through a procurement process. The matter was addressed
during the audit through a sample check of purchase orders, verification whether those orders
conformed with the purpose stated under the indicated budget code, and whether the
procurement process for particular items was in compliance with the CERN Procurement
Rules.

Based on the work performed as outlined above and the evidence obtained, we were satisfied
that the materials and services had been acquired in compliance with CERN budget
appropriations as well as financial and procurement rules, and appropriately reported in the
budget statements and accompanying notes.

5) Internal control system
We believe that well-designed internal control system supports the achievement of the
Organisation’s objectives and is an effective and efficient measure against risks to materialise
in the form of misstatements in financial reporting and/or incidents of non-compliance with

’ This difference was satisfactorily explained in the Notes to the Financial Statements



authorities, thus hampering the achievement of financial and compliance objectives. In 2017,
we encouraged the CERN management to take into account fundamental principles of COSO
Internal Control Integrated framework while upgrading the Organisation’s internal control
system.

The matter was addressed by us during interim and year-end audit by inguiries with the
management and inspection of IT platform where a pilot system is being developed for the
CERN Treasury service. Considerable progress was noted in building a consistent internal
control system in line with COSO framework. The next step is intended to cover the CERN
accounting service and then to disseminate the system to other CERN departments.

Responsibilities of CERN Muanagement and Those Charged with Governance for the
Financial Statements

CERN management is responsible for the preparation and fair presentation of these financial
statements in accordance with the International Public Sector Accounting Standards, and for
such internal control as the management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error,

In preparing the financial statements, management is responsible for assessing CERN’s ability
to continue as a going concern, disclosing, as applicable, matters related to going concern and
using going concern basis of accounting unless relevant authorities either intend to liguidate
CERN or to cease its operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for oversesing the Organisation’s financial
reporting process.
CERN Management’s Responsibility for Compliance

CERN management is also responsible for the use of CERN financial resources in compliance
with the CERN Financial Rules, including Procurement Rules, Regulations for the
Implementation of the CERN Financial Rules and all other applicable rules and regulations,
professional standards, and good practices where standards have not been set.

Aunditor's Responsibilities of the Supreme Audit Office of Poland (NIK) for the Aundit of the
Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance, but
is not a guarantee that an audit conducted in accordance with ISSAls will always detect
a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these financial statements.

Our objective is also to express an audit opinion on compliance of respective CERN authoritics
with the CERN all applicable policies, rules and regulations as regards gaining and making use
of financial resources of the Organisation.

As part of an audit in accordance with [SSAls, we exercise professional judgment and maintain
professional scepticism throughout the audit. We also:

* Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The
risk of not detecting a material misstatement resulting from fraud is higher than for one
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resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

* Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the CERN's internal control.

* Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

* Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the CERN’s ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are
required to draw attention in our auditor’s report to the related disclosures in the financial
statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our auditor’s report. However, future
events or conditions may cause the Organisation to cease to continue as a going concern.

= Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence, and
where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those
matters that were of most significance in the audit of the financial statements of the current
period and are therefore the key audit matters. We describe these matters in our auditor’s report
unless law or regulation precludes public disclosure about the matter or when, in extremely rare
circumstances, we determine that a matter should not be communicated in our report because the
adverse consequences of doing so would reasonably be expected to outweigh the public interest
benefits of such communication,

Signed by:

Ewa P?L(aws a Wieslaw Kurzyca
é wis l LL.. Q,‘)@L{OL: {

Vice-President of NIK Primary Auditor

Chairman of CERN Audit of CERN External Audit

Steering Commitiee

18 May 2013

Supreme Audit Office
ul. Filtrowa 57
Warsaw, Poland
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SIGNATURE OF CERN'’s OFFICIAL
REPRESENTATIVES

The undersigned hereby certify that, to the best of their knowledge, the information contained
in the financial statements for 2017 fairly presents the financial conditions and results of the
Organization’s operations.

Martin Steinacher Fabiola G&notﬁ

Director for Finance Director-General
and Human Resources
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1.

STATEMENT OF FINANCIAL POSITION

As at As at
Note 31.12.2017 31.12.2016
kCHF
ASSETS
Non-current assets
Scientific programmes
LHC programme 73.1 5106 334 5372 441
Other programmes 73.1 1355172 1324 816
Non-scientific programmes 73.1 1010 180 691 575
Sub_-total - Property, plant and equipment 7471 686 7 388 832
available for use
In progress
Scientific programmes 732 640 035 502 997
Non-scientific programmes 732 27 478 30 466
Sub-total - Property, plant and equipment in 667 513 533 463
progress
Intangible assets available for use 741 132 698 124 656
Intangible assets in progress 742 7 800 6 492
CHIS Fund financial assets 7.11 245 632 217 393
8525 329 8270 836
Current assets
Inventories 7.5 16 336 15 188
Receivables - Member States 761 33890 38 296
Receivables - taxes 762 6 613 7 619
Receivables - teams and collaborations 763 4762 5258
Other receivables and prepayments 76.4 33 865 24742
Other financial assets 7.7 60 000 60 000
Cash and cash equivalents 7.8 141 783 154 615
297 249 305 719
Total 8822578 8576 555
LIABILITIES & NET ASSETS
Net assets 7.9
Accumulated surpluses and deficits 286 940 -171 108
Net surplus/deficit (-) for the period - 150 554 - 158 565
136 385 -329673
Non-current liabilities
Long-term debts 7.10 255 161 281 939
Long term liabilities - CHIS Fund 711 218 387 188 484
Post-employment benefits 712 7 605 989 7 858 110
Provisions - others 7131 163 230 155 273
8242 767 8 483 806
Current liabilities
Short-term debt and bank overdraft 7.14 26 778 25929
Short term liabilities - CHIS Fund 7.11 27 245 28 909
Payables - trade accounts 7.15.1 84 809 70 992
Payables - teams and collaborations 7.152 200 376 197 355
Payables - employee benefits 7.153 67 322 68 006
Deferred revenue 7.16 32617 26 856
Other liabilities - Member States 7.17 2277 2277
Other current liabilities 7.18 2002 2098
443 426 422 422
Total 8822578 8576 555
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2. STATEMENT OF CHANGES IN NET ASSETS

Accumulated
gains and . Accumulated
losses from Revaluation
. surpluses and Total
defined- surplus * -
. deficits
benefits
kCHF plans*
Balance as at 31.12.2015 -7 719 248 7815 7 085 075 - 626 359
Changes during the period 2016 434 686 20 564 - 158 565 296 685
Actuarial gains — health care 416 603
Actuarial gains — pensions 18 083
Balance as at 31.12.2016 -7 284 562 28 379 6 926 510 - 329 673
Changes during the period 2017 306 698 309 915 - 150 554 466 058
Actuarial gains — health care 128 569
Actuarial gains — pensions 178 129
Balance as at 31.12.2017 -6 977 864 338 293 6 775 955 136 385

* recognised directly in net assets

The above statement includes the Organization’s net deficit for the year as well as other
valuation adjustments that, in line with IPSAS, are not recorded in the Statement of Financial
Performance but directly in the Statement of Financial Position. In 2017, these included the
actuarial gains on defined-benefit plans and the impact of the revaluation of the land.

For more information about the variation for the year, please refer to note 7.9.
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3. STATEMENT OF FINANCIAL PERFORMANCE

kCHF Note 2017 2016* Variation
REVENUE
Member States' contributions 7.19 1119900 | 1114232 5 668
Associate Member States in pre-stage to Membership
contributions 7.19 3436 4774 -1338
Associate Member States' contributions 7.19 18 844 8439 10 405
Special contribution from a Member State 7.19 - 602 - 602
EU contributions 7.20 15893 17 628 -1735
Financial revenue 7.24 11796 1082 10714
Internal taxation 33418 31451 1967
Other revenue 7.21 93416 70 101 23 315
Total | 1296703 | 1248 308 48 396
EXPENSES
MATERIALS
Goods, consumables and supplies 87 850 80 744 7 106
Electricity, heating gas and water 58 259 59 714 -1455
Industrial services 87 590 74 599 12 991
Associated members of personnel 35752 28 691 7 061
Other overheads 45141 45 739 - 598
7.22 314593 289 487 25 106
PERSONNEL
Remuneration 294 656 285 382 9274
Social and family benefits 58115 59 298 -1183
Social insurance cover 102 052 102 671 - 619
Annual variation - paid leave - 2652 - 823 -1829
Post-employment benefits 84 319 166 778 - 82459
Internal taxation 33418 31451 1967
7.23 569 908 644 756 - 74848
FINANCIAL EXPENSES 7.24 10 869 13 857 -2988
DEPRECIATION AND AMORTISATION EXPENSES 431 256 418 712 12 544
CHANGE IN PROVISION FOR RADIOACTIVE WASTE 7131 8827 - 36 344 45171
WRITE-OFF NON-CURRENT ASSETS 7.3.1 51 804 16 405 35 400
RECAPITALISATION PENSION FUND 7.27 60 000 60 000 =
Total | 1447257 | 1406872 40 385
NET SURPLUS/DEFICIT (-) FOR THE PERIOD - 150554 | - 158565 8011

* 2016 figures reclassified to follow same presentation as 2017, details appear in Note 7.1.1.



4. CASH FLOW STATEMENT

KCHE 2017 2016
CASH FLOW FROM OPERATING ACTIVITIES
Surplus/deficit (-) from the Statement of Financial
- 150554 | - 158565
Performance
Less recapitalisation Pension Fund* 60 000 60 000
Adjustments for non-cash movements
Depreciation on non-current assets 431 256 418 712
Provision for post employment benefits 54 577 136 958
Provision for radioactive waste 8827 - 36 344
Increase/decrease (-) in provision for doubtful debts 6 18
Increase/decrease (-) in provision for inventories 29 - 107
Increase/decrease (-) in other provisions - - 45
Losses/gains (-) on write-off of non-current assets 51 804 16 405
In-kind revenues - 32048 - 7384
Net adjustments for non-cash movements 514 451 528 213
Decrease/increase (-) in inventories -1176 - 754
Decrease/increase (-) in receivables - Member States 343 16 974
Decrease/increase (-) in receivables - taxation 1006 6 596
Increase/decrease (-) in payables - personnel and CHIS 27504 12 932
Increase/decrease (-) in deferred revenues for EU projects 8938 - 12 250
Increase/decrease (-) in payables - suppliers 6 560 1687
Increase/decrease (-) in other current assets 1291 -2632
Net variation of teams and collaborations 2139 13 462
Net cash flow - operating activities (A) 470501 465 663
CASH FLOW FROM INVESTING ACTIVITIES
Personnel expenses in PPE and intangible assets -139148 | -122073
Material expenses in PPE and intangible assets -230018 | -207 701
Variance in other financial assets - - 60 000
CHIS Fund capitalisation - 28 240 - 12 365
Net cash flow - investing activities (B) | -397405 | -402 140
CASH FLOW FROM FINANCING ACTIVITIES
Proceeds from long-term borrowings - -
Repayments of long-term borrowings - 25928 - 25108
Net variation of short-term borrowings - -
Recapitalisation of Pension Fund - 60 000 - 60 000
Net cash flow - financing activities (C) - 85928 - 85108
NET VARIATION IN CASH AND CASH EQUIVALENTS 12 832 21585
(A+B+C) ) )
CASH AND CASH EQUIVALENTS AT BEGINNING OF I .00
PERIOD
CASH AND CASH EQUIVALENTS AT END OF PERIOD 141 783 154 615

* Recapitalisation of the Pension Fund is included in the deficit. Since it targets the post employment

obligations, itis added back under the operating activities and shown in the financing activities.
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5.

STATEMENT OF COMPARISON OF BUDGET AND

ACTUAL AMOUNTS

Final 2017 Variation of
Budget 2017 Actual actual
amounts amounts with
MCHF | Note CERN/FQIGOGO respect to
(2017 prices) Budget

Revenues
Member States contributions 1119.9 1119.9 -
Associate Member States contributions 10.2 22.3 12.1
Contribution anticipated from new Associate Member States 10.0 - - 10.0
EU contributions 16.0 15.9 - 01
Other revenues 74.0 113.8 39.8
8.1 1230.1 1271.9 41.8

Expenses
Materials 8.2 537.8 550.0 12.2
Personnel 8.3 652.7 671.8 19.1
Interest and financial costs 8.4 121 10.9 - 12
12025 12327 30.2
A. BUDGET SURPLUS/DEFICIT (-) FOR THE PERIOD* 27.6 39.2 11.6
B. CAPITAL REPAYMENTS 8.5 25.9 25.9 =
C. RECAPITALISATION OF PENSION FUND 7.27 60.0 60.0 =
ALLOCATION TO BUDGET BALANCE 79 . 583 - 467 11.6

(A-B-C)

CUMULATIVE BUDGET BALANCE 7.9 - 176.7 - 165.1 11.6

* referto note 8
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6. ACCOUNTING RECONCILIATION OF BUDGET

ACTUAL AMOUNTS TO STATEMENT OF FINANCIAL

PERFORMANCE

The budget is recorded under modified-accrual-basis accounting while the revenue and
expenses shown in the Statement of Financial Performance are recorded under accrual-basis

accounting.

The summary of differences between the budget actual amounts and the amounts recognised
in the Statement of Financial Performance are shown in the following table. Note that the
expenses transferred to PPE concern most categories of expenses, which should be taken

into account if making a detailed comparison.

PERIOD = (A)+(D)

Note MCHF
BUDGET SURPLUS/DEFICIT (-) FOR THE PERIOD (A) 39.2
Property, plant and equipment (PPE) reconciliation (B) - 83.7
Revenues In-Kind on detectors and HL-LHC 7.21 24.8
Expenses capitalised to PPE and intangible assets 7.22,7.23 374.6
Depreciation and amortisation expenses 73,74 - 431.3
Write-off of PPE and intangible assets 73 - 51.8
Items not included in the budget surplus/deficit (C) - 106.1
Variation of provision for post-employment benefits 7.13 - 54.6
Recapitalisation of Pension Fund 7.27 - 60.0
Variation of provision for elimination of radioactive waste 7.13 - 88
Amortisation of personnel benefit accruals* 17.3
TOTAL ACCOUNTING RECONCILIATION (D) = (B)+(C) - 189.8
NET ACCOUNTING SURPLUS/DEFICIT (-) FOR THE - 1506

*
Amortisation of the accruals of personnel paid leave and similar allowances, introduced for the firsttime
in the Financial Statements for the year 2007 (CERN/FC/5245 - CERN/2787).
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7. NOTES TO THE FINANCIAL STATEMENTS

Founded in 1954, CERN, the European Organization for Nuclear Research, is an
intergovernmental organization located in Geneva, Switzerland.

CERN'’s mission is to foster collaboration between Member States and Associate Member
States in the field of high-energy particle physics research, and, to this end, it designs,
constructs and runs the necessary particle accelerators and the associated experimental
areas. Accelerators boost beams of particles to high energies before they are made to collide
with each other or with stationary targets. Detectors observe and record the results of these
collisions.

CERN also hosts numerous international collaborations and visiting scientists.

7.1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
7.1.1. BASIS OF PREPARATION

The financial statements of CERN as at and for the year ending 31 December 2017 have
been prepared in accordance with the International Public Sector Accounting Standards
(IPSAS) and in conformity with CERN'’s Financial Rules and their implementing regulations
approved by the Organization's governing bodies.

Although the Pension Fund is legally part of the Organization, its accounts are the subject of
a separate report by the Administration of the Pension Fund. The report is endorsed by the
Governing Board of the Pension Fund and submitted to the Council for approval through the
Finance Committee.

While the accounts of CERN are maintained to the cent, these financial statements are
expressed in thousands or millions of Swiss Francs. Some rounding differences therefore
occur.

The financial statements are prepared on the basis of the historical cost principle, except for
the revaluation of land and financial instruments.

The accounting policies applied to the financial statements of 31 December 2017 are
consistent to those used in the financial statements of 31 December 2016.

Although the policies have not changed, some changes have been made to the current year
presentation. The prior year figures have been reclassified accordingly to provide useful
comparative figures. These changes in presentation are the result of implementation of
revised procurement codes which are used to assess the nature of the materials expenses,
and the presentation of the recharges to teams and collaborations as separate revenues and
expenses rather than as a net figure within the expenses lines in order to improve
transparency.
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7.1.2. ADOPTION OF NEW AND REVISED STANDARDS

In 2017, the following accounting standards became applicable but did not have a significant
impact on these financial statements: IPSAS 34 (Separate Financial Statements), IPSAS 35
(Consolidated Financial Statements), IPSAS 36 (Investments in Associates and Joint
Ventures), IPSAS 37 (Joint Arrangements), and IPSAS 38 (Interests in Other Entities).

The IPSAS Board has published IPSAS 39 (Employee Benefits), which will replace IPSAS 25
(Employee Benefits) effective 1 January 2018. The Organisation has not adopted IPSAS 39
in these Financial Statements.

The IPSAS Board has published IPSAS 40 (Public Sector Combinations), which is effective 1
January 2019. The Organization has not adopted IPSAS 40 in these Financial Statements.

7.1.3. USE OF ESTIMATES AND ASSUMPTIONS

The financial statements necessarily include amounts based on estimates and assumptions
made by the Management. Estimates include, but are not limited to: post-employment benefit
obligations, provisions, financial risk relating to inventories and receivables, accrued charges,
contingent liabilities, the useful life of property, plant and equipment, and the degree of
impairment of property, plant and equipment. Actual results could differ from those estimates.
Changes in estimates are reflected in the period in which they become known.

7.1.4. UNIT OF ACCOUNT AND FOREIGN CURRENCY TRANSLATION

The unit of account for all transactions is the Swiss franc, in compliance with Article 4 of the
Financial Rules (CERN/FC/5305-CERN/2822).

Transactions denominated in other currencies (mainly EUR, USD, GBP and JPY) are
converted into Swiss francs using the Swiss National Bank’s daily exchange rate for all
transactions or, if they are not available, those of the European Central Bank. The employee
claims, however, are converted using a weekly reference exchange rate.

At the end of the year, all monetary items denominated in a foreign currency are converted at
the exchange rates applicable on the last working day of the year. The resulting gains and
losses, including those relating to foreign-currency transactions during the financial year, are
recorded under the Financial Revenue and Expenses in the Statement of Financial
Performance.
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7.1.5. ASSETS
7.15.1. Property, plant and equipment (PPE)

A) General policy

According to IPSAS 17 (Property, Plant and Equipment), property, plant and equipment (PPE)
are tangible items that are held for use in the production or supply of goods or services, or for
administrative purposes, and that are expected to be used during more than one reporting
period. These items shall be recognised as PPE if it is probable that future service potential
or economic benefits associated with them will flow to CERN and if their cost can be measured
reliably. Details of CERN's criteria for recognition as well as of the measurement policy are
provided below.

The PPE items disclosed in CERN's financial statements are categorised under either
“Scientific programmes” or “Non-scientific programmes”, reflecting the Organization’s main
areas of activity and in line with how the budget is presented. As an international laboratory,
CERN builds and operates particle accelerators, and builds or procures the apparatus and
infrastructure necessary to conduct related scientific research programmes. It also builds or
acquires the infrastructure needed to host non-scientific support, administration and logistics
activities. Further disclosure of PPE is based on asset classes that equate to the sub
programmes of activity. Complex items are divided into components, which are used in the
depreciation calculations.

1 Criteria for recognition:

- General threshold:

The cost threshold for any project — construction, consolidation or upgrade
of any scientific or non-scientific installation or building — to be recognised
as an asset is set at 100 kCHF. This threshold also applies to the acquisition
or the construction of any individual item or group of similar items not
included in a project, and to items acquired through non-exchange
transactions. The aggregate value of large collective purchases of items is
also recognised as an asset if the total value of the purchase exceeds
100 kCHF.

- Timing for recognition:

Costs relating to projects and items of PPE in progress are added to the in-
progress assets category as they occur. Assets are moved to the completed
category when the commissioning date has occurred and the assets are
available for use.
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Measurement and depreciation policy:

For all PPE except land, CERN applies the cost model in accounting, whereby
assets are carried at historical cost, less any accumulated depreciation and any
impairment losses. The cost of PPE acquired through a non-exchange transaction
is determined to be the fair value at the date of acquisition as determined by the
parties to the transaction.

Depreciation charge for PPE is recognised in the Statement of Financial
Performance on a straight-line basis over the estimated useful life of the items
concerned. The estimated useful life and residual values are determined by the
technical experts responsible for the PPE items concerned, and these estimates
are reviewed regularly.

Land is accounted for according to the revaluation model based on the market
price in force on 31 December in Switzerland or France, as appropriate. No
depreciation is therefore recorded for land.

Impairment:

Under IPSAS 21 (Impairment of Non-Cash-Generating Assets), PPE items are
reviewed regularly for impairment to ensure the carrying amount is still considered
to be recoverable. Recoverable service value corresponds to the higher of the
value in use and the fair value. As there is no market for CERN's scientific
assemblies, only the value in use is quoted for comparison with the carrying value.
The value in use is usually arrived at using the depreciated replacement cost
approach, but for some assets the restoration cost approach is used.

The impairment reviews are performed each year for major equipment or
installations by the technical experts in charge of the assets provided that the initial
useful life of the asset(s) concerned is more than five years and its initial unit value
is over 100 KCHF.

Derecognition:

An item of PPE is derecognised if the stakeholder responsible for the asset informs
the General Accounting section that the asset is no longer in use.

Items are derecognised in the following cases: on the disposal or sale of the item
or when an item becomes obsolete and is out of service, even if it is not physically
destroyed or sold.
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1l

Scientific programmes — LHC programme and other programmes
Measurement:

The “Scientific programmes” category of PPE describes the scientific installations
in use at CERN, which are classified as being either for the LHC programme or
for other programmes, according to the CERN Technical Layout document.

All new scientific installations are monitored using a dedicated project code that
captures both material and personnel costs relating to the project. The total cost
of each project is broken down into components based on function, and a useful
life is estimated for the component.

Componentisation of Scientific Installations Useful life -
range (years)
Civl engineering consisting of machine buildings and
undergrounds depending on the componentisation of each 20 to 100
construction
Magnets 17 to 90
Radio frequency 10 to 30
Beam instrumentation 10to 50
Beam transfer primary 2to 50
Cooling and ventilation 10 to 40
Cryogenics 15to 50
Electrical installation and cabling 25
Accelerators back/front-end controls 5to 15
Accelerators and beam physics 5
Machine protection and integrity 15to 25
Vacuum 10 to 90
Shieldings 30to 90
Power converters 15to 30
Targets, dumps, collimators 2to 40
Access control 15to 20
Computer networking 5to 15
LHC computing - servers and storage 3to 15
LHC computing - others 30
5to 30
Detectors: ATLAS, CMS, ALICE, LHCb (depends on the
detector)
Scientific support corresponding to personnel cost and
miscellaneous 111030
Scientific support corresponding to the remainder of the
equipment and installations after their componentisation and 1
that are individually non-significant
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Subsequent costs:

CERN capitalises subsequent expenditure relating to an existing scientific
installation only if it either:
- extends the original useful life of the installation significantly (by more than
one year);

- improves the asset compared to its original condition;
- increases or improves the quality of the original physical output; or

- results in an increase in the service capacity of the installation.

In the case of the scientific programmes, CERN considers only consolidation
programmes and long shutdowns (LS) to be programmes that improve the
performance of the accelerator complexes and therefore need to be recorded as
items of PPE.

Spares:

Only spares connected with the scientific installations are recognised as PPE
items. They follow the same recognition criteria and depreciation policy as
described in subsection A, “General policy”.

Provided that no new spares are acquired or created, the replacement of installed
items with spares will not be recorded in the accounting system nor in the PPE
register, and will not give rise to changes in asset values since the replaced items
are refurbished when they are removed from the installations and thereafter kept
as spares.

Residual value:

As a general rule, any item that has been in contact with radiation is considered
to have no residual value. Consequently, all the PPE items recognised as part of
the accelerators are deemed to have no residual value. Where a residual value is
applicable, it is usually equal to the scrap value, as defined by the technical
experts in charge of the asset concerned.

Detectors:

The detectors at CERN are operated by collaborations of which CERN is a
member. Although CERN is not the legal owner of these installations, for
accounting purposes they are deemed to be under the control of CERN since they
are located at CERN and require the accelerators to run, and are therefore



C)

included in the assets of CERN. Like the other scientific installations, the four main
detectors are split into components.

Because all the costs of the detectors are shared by a large number of different
entities, the basis for the historical value of the detectors and for the value of the
upgrades during Long Shutdown 1 is the Memoranda of Understanding signed
between the collaborating parties, which CERN signs as a member on the same
footing as any other member. Revenues in kind are recorded to reflect the
contributions of other collaboration members to the cost of the assets recorded.
Please refer to note 7.21.

Non-scientific programmes

The non-scientific programmes are divided into subprogrammes and then components,
whose useful lives vary depending on their function and nature. The following table displays
the range of useful lives for each component.

Useful life -
Non-scientific sub-programmes Equipment and installations range
(years)
Civil engineering consisting of tertiary buildings,
undergrounds, roads and car parks depending on the 20 to 100
componentisation of each construction
Electrical equipment and distribution 20to 50
Heaw handling 10 to 50
General facilities and logistics Non-scientific support that corresponds to the
remainder of the equipment and installations after their
componentisation and that are individually non- 1to20
significant
Vehicles 41010
Logistics 15
Manufacturing facilities Workshops 10 to 50
Audiovisual and conferencing senices 5to 10
Informatics Computer networking 3to 15
Desktop senice 5to 25
Access Control 20
Environment 10to 15
Fire and gas detection 2to 15
Safety, health and environment Personnel safety 510 18
Safety 10to 15
Radioactive waste 10to 20
Radioprotection instrumentation 5to 17
Outreach Visit points and exhibitions 5to 10
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D) Land

On 17 March 1954, Geneva was selected as the site for the CERN Laboratory. The
government of the Swiss Confederation and the government of the French Republic signed a
convention to put land at CERN's disposal in Switzerland and in France respectively.

1 CERN and the French Republic signed an agreement on 13 September 1965 for
the use of land located in Saint-Genis and Prévessin, and an addendum to this
agreement was signed on 9 December 1972 for the use of land in Gex for the
building of the Synchrotron.

1 CERN and the Swiss Confederation signed an agreement on 27 February 1998
for the use of plots of land in Meyrin and Collex-Bossy.

For accounting purposes, CERN is considered to have control of the land and it is therefore
included as an asset class in the PPE, even though CERN does not own the land.

Land is measured following the revaluation method, and is revalued at fair value on
31 December each year using the average market price in force on the Swiss and French
territories as described below. No depreciation is therefore calculated on the land.

Official statistics are used to arrive at the estimated market prices for two main categories:

1 One estimate for the unfenced plots where no buildings can be erected. This
estimate is the average quoted price of agricultural land recorded over the last
three years in France (Pays de Gex) and Switzerland (Canton de Genéve).

1 One estimate for the fenced plots where buildings can be erected. This estimate is
the average quoted price of industrial land recorded over the last three years in
France (Pays de Gex) and Switzerland (Canton de Genéve).

Estimates for the land in France are made in euros and converted to Swiss francs using the
rate of exchange applicable on the last working day of the year.

7.1.5.2. Intangible assets

Effective 1 January 2012, CERN adopted IPSAS 31 (Intangible Assets) on a prospective
basis. According to IPSAS 31, intangible assets are defined as identifiable, non-monetary
assets that do not have physical substance. The cost of these assets is recognised in the
financial statements if it is probable that the future economic benefits or service potential from
the asset will flow to CERN and the cost of the asset can be measured reliably. The intangible
asset must also be under the control of CERN. Additional details of CERN'’s criteria for
recognition as an intangible asset, as well as the measurement policy, are provided below.

The following are recorded as intangible assets at CERN:
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internally developed software, including development on software of external
origin;

software of external origin (purchased), including internal development costs;

patents.

Software is used at CERN for many operations in both the scientific programmes and non-
scientific programmes. For the scientific programmes, software is used for activities such as
monitoring, control, simulation, configuration and data acquisition. For the non-scientific
programmes, software is used for activities such as control, monitoring, data management
and storage. The intangible assets disclosed in CERN's financial statements are therefore
categorised as either scientific programmes or non-scientific programmes, reflecting the
Organization’s main areas of activity and in line with its PPE reporting. The patents relate to
CERN'’s knowledge transfer activities and are recorded as assets under the “non-scientific
programmes” heading.

1l

Criteria for recognition:

- General threshold:

A general threshold of 100 kCHF applies to internally developed software
and to internal developments on software of external origin. For purchases
of software of external origin, a threshold of 50 kCHF applies. These
thresholds apply to the totality of the costs accumulated in relation to the in-
progress asset at the time of the transfer to completed assets. For
subsequent improvement costs, the threshold applies to the costs
accumulated each year. Patents are not subject to a threshold.

- Timing for recognition:

Costs relating to software in-progress are added to the “in-progress”
category in the year they occur. Assets are moved to the “completed”
category in the year the software is put into production and the software is
available for use, or the year the patent starts to generate income.

Measurement and amortisation policy:

For all intangible assets, CERN applies the cost model in accounting, whereby
assets are carried at historical cost, less any accumulated depreciation and any
impairment losses.

The cost for internally developed software is generally the estimated cost of the
time spent developing software by members of CERN personnel. Where software
is acquired, the purchase price of the software is also included in the cost. Costs
relating to the research phase and for time spent on maintenance are not
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capitalised, but rather are recorded as expenses as they occur. IPSAS 31 requires
that the aggregate amount of research and development expenditure recognised
as expenses in the Statement of Financial Performance be disclosed. Given the
prevalence of research and development activities throughout CERN's
operations, it is difficult and costly to arrive at a reasonable estimate of this
amount. For this reason, no estimate of aggregate research and development
expenditure for intangible assets is disclosed in note 7.4.

The cost of patents includes the direct cost of acquiring patents, and the materials
used and time spent to develop the ideas under patent, which can take a number
of years. Research costs incurred as part of regular CERN operations, and prior
to the identification of a potential/existing market, are not included in these costs.

The estimated useful life of software is determined by technical experts
responsible for the intangible assets, and these estimates are reviewed annually.
The useful life of an intangible asset can be assessed and classified as definite or
indefinite. At the reporting date, CERN has no intangible assets with an indefinite
useful life.

Amortisation of intangible assets is recognised in the Statement of Financial
Performance on a straight-line basis over the estimated useful life of the items
concerned. The amortisation of software is calculated from 1 July in the year the
software is put into production.

The subsequent costs each year relating to software already in production will be
assigned a useful life and amortised separately, calculated from 1 July. There is
assumed to be no residual value for software, so the amortisation calculation will
be applied to the full cost of the software.

For the patents, the estimated useful life is the lifetime until the patent expires
(usually 20 years from when the patent is filed). Amortization is calculated from
1 July of the year the revenue flows commence.

Useful life -
range (years)

Non-scientific programmes

Dewvelopment of software of external origin 5to 15
Internally developed software 1to 20
Knowledge transfer patents 20
Purchased software of external origin 3to 10
Scientific programmes
Dewvelopment of software of external origin 1to 22
Internally developed software 1to 50
Purchased software of external origin 5




1 Impairment:

Under IPSAS 21 and IPSAS 26 (Impairment of Cash-Generating Assets),
intangible assets are reviewed regularly for impairment to ensure that the carrying
amount is still considered to be recoverable. For non-cash-generating assets
(software), the carrying value will be compared to its recoverable service amount
(which is the value in use for CERN software as no fair market value exists). The
value in use of a non-cash-generating asset is the present value of the asset’s
remaining service potential. CERN will apply the replacement-cost approach to
assess the value in use.

For cash-generating assets (patents), the carrying value will be compared to the
expected recoverable amount.

The impairment reviews are performed each year from 2016.
1 Derecognition:

An intangible asset is derecognised if the stakeholder responsible for the asset
informs the General Accounting section that the asset is no longer in use.

An item is derecognised when it becomes obsolete and is out of service.
7.1.5.3. Financial assets — CHIS fund

The CERN Health Insurance Scheme (CHIS) provides its members with health insurance.
Contributions to the scheme are received from the Organization and the individual members.

This item represents investments in shares and bonds, plus deposits dedicated to the scheme
and available in specific bank accounts. It is carried at fair value.

7.1.5.4. Inventories
Inventory is measured at the lower of cost and net realisable value.

The cost is assigned according to the weighted-average cost formula, whereby the average
cost is calculated based on an average of the purchase price with a coefficient applied to
represent the costs incurred in bringing the product to its present location and condition.

The estimate of the net realisable value of inventories is assessed for each item of inventory
based on the stock turnover and the nature of the article.

7.1.5.5. Receivables and prepayments
Receivables mainly relate to amounts due from Member States, national institutes,

laboratories and the European Union. The amounts due from private companies are shown
under the subheading “Other receivables and prepayments”.
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The expenditure committed on behalf of collaborations or research institutes in order to
facilitate their participation in the experiments conducted on the CERN site as well as internal
recharging are not reported in the Statement of Financial Performance but are charged to the
corresponding third-party account in the Statement of Financial Position.

7.1.5.6. Other financial assets

Fixed-term deposits with an initial term greater than three months are reported as “Other
financial assets”. Other financial assets are carried at their fair value.

7.15.7. Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, bank accounts and deposits held up to
90 days that are readily convertible to cash.

Cash and cash equivalents are subject to an insignificant risk of changes in value, and
therefore their carrying value is assumed to be their fair value.

Bank overdrafts are shown under current liabilities in the Statement of Financial Position.
7.1.6. LIABILITIES

7.1.6.1. Debts

The amounts expected to be settled after more than 12 months from the reporting date are
shown under the “Non-current liabilities” heading. The amounts expected to be settled within
twelve months from the reporting date, including the accrued interest over the period, are
shown under “Current liabilities”.

7.1.6.2. Liabilities - CHIS fund

In December 2007, the CERN Council approved the establishment of a fund for the CERN
Health Insurance Scheme (CERN/FC/5209-CERN/2759).

The CHIS fund is used exclusively for the Organization’s health insurance liabilities and
contributes to addressing the problem of an ageing population and to improving the financial
balance of the Health Insurance Scheme. The value of the liability is affected by the capital
return and by the difference between contributions and benefits and external overheads.

This item includes the accrued benefits to be paid from the CHIS fund at the reporting date.

7.1.6.3. Post-employment benefits
Post-employment benefits represent the estimated actuarial liability of defined-benefit plans

for retirement benefits and post-employment health cover calculated in accordance with
IPSAS 25.

32




























































































































































