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Income and Expenditure
The Agency’s overall budget for 2004 (including

appropriations carried forward from 2003) for

the financing of its programmes and other

activities was:

• 3172.8 MEuro in Contract Authority, and

• 2791.2 MEuro in Payment Appropriations.

The Agency’s Mandatory Activities represented

approximately 25% of the total expenditure

(689.9 MEuro), whereas 70% was allocated to

Optional Programmes (1949.2 MEuro) and 5% to

Programmes for, and financed by, Third Parties

(152.7 MEuro). A minor decrease in participation

in Optional Programmes in favour of Mandatory

Activities – approximately 2.5 percentage

points of the Agency’s 2004 budgets or almost

70 MEuro – seems to conform to the trend of

recent years. On the other hand, the steady

participation in Programmes financed by Third

Parties during the same period confirms the

Agency’s enhanced management role in such

activities, and represents an additional source

of income for the future.

The core of the Agency’s Mandatory Activities

consists of the Science Programme, a

Technological Research Programme, and the

technical and managing infrastructure, which

together enable ESA to fulfil its role as a

scientific and technical organisation.

During 2004, the Science Programme’s budget

decreased by 22%, to the average 370 MEuro

per annum of the Level of Resources in force. It

had exceptionally been increased by 100 MEuro

in 2003 following Council’s approval of a

bridging loan to finance the impact of additional

costs due mainly to the unavailability of Ariane-5

to launch Rosetta and SMART-1, and knock-on

effects on Mars Express and Venus Express, plus

the Programme’s extended support to ensure

that payload elements were complete and

delivered in time by Member States.

The funds for the development of applications

are largely provided via the Agency’s Optional

Programmes, to which Participating States

declare a voluntary subscription.

About 20% of the total ESA budget (557.6

MEuro) was allocated to the Launchers

Programme. The successful qualification of the

Ariane-5 Evolution ECA launcher was the result

of the financial effort by Participating States in

allowing for additional funding and the

redeployment of available budgetary credits for

on-going programmes. These decisions had

been taken at the Ministerial Council in Paris in

2003. In addition, the starting of the Soyuz

programme, including the construction of the

Soyuz launch facilities (ELS) at CSG and the

adaptation of the Soyuz launcher for

exploitation by Arianespace, also confirmed the

positive evolution of launcher activities.

A further 20% of the budget (553.9 MEuro) 

was devoted to the Human Spaceflight,
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Microgravity and Exploration Programme,

which was 4% more than in the previous year.

The remaining part of the budgetary credits

that had been blocked in Period 1 of the ISS

Exploitation Programme at the 2001 Ministerial

Council in Edinburgh, amounting to around 

180 MEuro, was fully released and made

available to the programme in 2004.

The Earth and Environment Monitoring from

Space Programme represented 11% of the

budget (320.9 MEuro). This programme’s

expenditure fell by 19% compared with 2003

due to the fact that the spacecraft

development programmes of EOEP 1 have

passed their point of maximum expenditure,

and Envisat operations-related expenditure has

been brought back to routine levels.

The Telecommunications Programme account-

ed for 5% of the Agency’s expenditure in 2004

(131.4 MEuro). This represented an 18%

decrease compared with 2003, after revising the

Programme’s annual work-plan for strategic

reasons and the delay in starting the AlphaBus

programme (ARTES 8).

The Navigation Programme represented 8% of

the Agency’s total expenditure (216.2 MEuro),

an increase of 79% over its 2003 budget. The

Galileo programme, which is co-funded with

the European Union, saw a peak in

development work in 2004 with the start of

Phase-C0, the development of two GSTBV2

satellites, and the procurement of the launches

for these two satellites.

During the year, approximately 85% of the

Agency’s budget was spent on contracts in the

Member States for research or project-related

activities, the running of technical or operational

facilities,and the financing of capital expenditure

and industrial development. The Member States

also benefited at national level from the

investment multipliers and the creation of jobs

resulting from their industrial and scientific

relationship with ESA.

Enhancing Efficiency
The Director General continued to pursue the

rigorous efforts of his predecessor to

implement an efficiency-oriented financial

management plan providing Member States

with greater value for money.The Agency’s R&D

and programme activities were preserved, with

a year-end complement of 1908 staff. Staff costs

in 2004 amounted to 11% of ESA’s overall

expenditure, while running costs represented

4%, making a total of 15% for internal

expenditure.

A significant overhaul of the Agency’s financial

system has been almost completed in 2004 and

only follow-up actions are to be expected in

that area. After the entering into force of a new

set of Financial Regulations in 2003, the Agency

is gradually aligning its internal procedures

with European best-practice, and in particular

with International Public Sector Accounting

Standards. In addition, improved management

and reporting tools are constantly being

reviewed and improved, providing a better

medium-term planning base, greater

consistency with long-term planning figures,

and increased transparency of budgetary data.

This helps to better match Programme needs
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with Member States’ annual contributions,

without allowing transfer of funds between

Member States.

The Budgetary Management System, designed

to optimise the allocation of budgetary credits

and Member State funding to the Optional

Programmes, centrally managed budgetary risks

of around 32%, or 891MEuro in 2004. The

flexibility of this tool has both enabled the

contribution profiles of Participating States to

be reduced, and the efficient allocation of

budgetary resources to the various Optional

Programmes. These positive results are the

consequence of improved control over

budgetary risks.

ESA Financial and Invoicing System (EFIS)
EFIS is an Internet-based, integrated e-business

tool designed for the administration of

financially relevant processes and data over the

full life cycle of an ESA obligation. It provides

appropriate levels of visibility and access

privileges for all parties involved, i.e. ESA staff

and industrial suppliers. In 2004 most of ESA’s

industrial partners utilised this faster, more

secure and fully traceable e-invoicing system,

which makes paper invoices a thing of the past.

Further enhancements to EFIS have been

achieved, such as its integration with COSY-II,

the Agency’s corporate information procure-

ment application, thus linking online up-stream

to the commitment phase and down-stream to

the payment of the invoice in the Agency’s

contractual process.

Calculation of the Contribution Scale for
Mandatory Activities
The ESA Convention dictates that the Agency’s

Mandatory Programme be financed using a

contribution scale based on the national

incomes of the Member States over the last

three years for which statistics are available.

In October 2002, the ESA Council adopted a

new scale for the period 2003-2005, calculated

on the basis of the revised method agreed at

the March 1997 Ministerial Council. The

calculations are based on national-income

statistics expressed in national currencies and

converted into Euros at average annual

conversion rates. An equal weighting is applied

to all three years of the statistical reference

period (1998-2000).

The resulting total contributions from

Member and Cooperating States for the

three-year period 2003-2005 for the

Agency’s Mandatory Activities and for the

Optional Programmes in 2004 are shown

in the accompanying tables.
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Annual Accounts

The phased implementation of Accrual

Accounting continued in 2004, to gradually

improve compliance of the Agency’s accounts

with the accounting method adopted by a

growing number of States and governmental

bodies and supported by the OECD and the

International Federation of Accountants (IFAC).

Since 2003, the accounting policy and

procedures applied in the ESA Annual

Accounts have been based on the International

Public Sector Accounting Standards (IPSAS)

issued by the IFAC, without yet achieving full

compliance. The main departure concerns the

treatment of fixed assets – described in IPSAS

17 – which, according to the Agency’s existing

accounting convention, are considered as fully

depreciated in the year of acquisition and

presented as ‘memorandum account’ items.

The implementation of full Accrual Accounting

in compliance with the IPSAS is under review by

the Agency. An in-depth analysis of all of the

costs, benefits and implications of such a

change is required before moving forward.
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NOTES TO THE FINANCIAL STATEMENTS

The Annual Accounts of the Agency are summarised in four main financial statements presented herewith (in unaudited form at the

time of this publication), including comparative information for year 2003.

Among the assets, the 346 MEuro balance under Cash and Banks does not include funds managed for the Pension Scheme. The latter

represent the financed portion of the scheme, invested in the so-called Buffer Fund, and are presented as non-current assets. Since the

total obligation of the Pension Scheme towards the active and retired staff of the Agency is valued at 745 MEuro, the not yet financed

portion is shown as a receivable amount.

The main current asset represents 379 MEuro of advance payments to suppliers, made across the on-going programmes of the Agency.

Until the relevant services are tested and accepted, these payments are considered as a claim towards the contractor companies.

The 20 MEuro Investment in Associates represents the interest taken in the Galileo Joint Undertaking with the European Commission.

Among the liabilities, the Prepaid Contributions and the funds available in the Regulation Fund represent balances due to Member

States, whereas Accrued Payables are obligations towards suppliers for invoices received but not yet paid, or costs incurred in 2004 but

not yet invoiced.

The provision for Untaken Staff Leave represents the value of the number of days of leave accrued by staff members but not yet taken

at year-end.

The net effect of provisions and accruals is reflected in the item ‘Change of Accounting Method’. The 99 MEuro credit balance in 2004

can be considered as the net accumulated excess of assets over liabilities recognised in the accounts.

Provisions and accruals are included in the Statement of Assets and Liabilities in order to provide a comprehensive picture of all claims,

entitlements and obligations of the Agency, but at this stage of the transition to Accrual Accounting they are not financed. Therefore,

the net effect of reversed accruals of the previous year and new accruals is identified in a separate line of the Statement of Income and

Expenditure, which adjusts the year’s expenditure in order to show the total cost incurred. In 2004, this balance amounted to a 

210 MEuro net increase in restated prior-year accruals.

The Statement of Changes in Net Assets/Equity illustrates the allocation of the Surplus in the following year, part of which is represented

by the net effect of accruals and provisions. This part is consolidated in the Change of Method balance.

The 2004 Surplus amounts to 54 MEuro, inclusive of 229 MEuro of underspending of the budget allocations, 35 MEuro of excess actual

income over the budget, with other minor balances, and a 210 MEuro net increase in restated prior-year accruals.
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FINANCIAL STATEMENTS 2004

1. Income and Expenditure for year ended 31 December (in kEuro)
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2. Assets and Liabilities on 31 December (in kEuro)
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3. Consolidated Cash Flow for year ended 31 December (in MEuro)

4. Changes in Net Assets/Equity for years 2003-2004 (in MEuro)




