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THE AUDIT CHAMBER OF THE REPUBLIC OF ARMENIA 
CONCLUSION OF THE EXECUTION OF 2021 STATE BUDGET OF THE REPUBLIC OF ARMENIA 

1. INDEPENDENT AUDIT OPINION
            on the Execution of the State Budget
             National Assembly of the Republic of Armenia 
Conclusion on the financial audits of the State Budget Execution  

Opinion 
The fulfilment of requirements of maintenance of the financial documents of 2021 RA budgetary resources and the credibility of subsequent financial statements (hereinafter referred to as the financial statements) were subjected to Audit. The Financial statements make part of the annual announcement of the State Budget Execution for the Year 2021. 
In the opinion of the Audit Chamber, the financial statements, in all essential aspects, in an accurate manner reflect regulated activities of the formation of all revenues and implementation of expenditures of the RA 2021 budget. Based on that, the Audit Chamber expresses a positive conclusion on the Execution of the State Budget. 

Baseline for the opinion 
The audits were carried out in accordance with the RA Law on the Audit Chamber (hereinafter referred to as the Law) and the methodologies developed on the ground of the international standards of the Supreme Audit Institutions adopted by the RA Audit Chamber, as well as in accordance with guidelines and other documents. The responsibilities of the Audit Chamber arising from these legal acts is further described in the "Responsibilities of the Audit Chamber" section of this conclusion. While exercising its duties, the Audit Chamber shall be independent of the bodies and organizations subject to audit, in accordance with the Constitution of the Republic of Armenia and the Law. Ethical requirements were complied with during the audits, in accordance with the "Guidelines for the Activities of the Members of the Audit Chamber, based on International Legal Practice" approved by the Audit Chamber and "the Rules of Ethics Applied to Auditors for Internal Service Relations". Sufficient (consistent) evidence for auditing were obtained to express the above mentioned opinion. 
Responsibilities of the Main Actors of the State Budget Allocations (State Agencies) for the financial reporting. 
 The Main Actors of the State Budget Allocation are responsible for preparation and accurate presentation of the financial statements in accordance with the legislation of the Republic of Armenia regulating the budget sector, as well as for internal control that is required for preparation of financial statements free from substantial distortions as a result of evident crime or errors. 

Responsibility of the Audit Chamber for auditing financial statements.
 It is the responsibility of the Audit Chamber to obtain reasonable assurance that the financial statements are free from substantial distortions in all respects, and to submit to the National Assembly of the Republic of Armenia a Conclusion on the Execution of the State Budget. 
Reasonable assurance is a high (not absolute) level of assurance. It does not guarantee that an audit, which is implemented in accordance with the Law and methodologies, guidelines, and other documents developed in accordance with International Standards of Supreme Audit Institutions will always reveal substantial distortion in case it exists. Distortions may come out as a result of error or elements of evident crime and are considered substantial distortions, in case if one can reasonably suppose that they alone or all together can influence the users of the financial statements, i.e. decision making process, which is based on the financial statements.    
During the audit process the principle of professional judgment was applied, and the principle of professional skepticism was observed.   Besides,
· Risks of substantial distortions during the financial audits as a result of evident crime elements or error have been identified and evaluated, audit protocols have been designed and implemented in order to address those risks, and audit evidences have been obtained that are sufficient (appropriate) for the opinion. The risk of non-detection of a distortion  as a result of a evident crime is higher than the risk of non-detection of a distortion as a result of error, since the crime elements may include criminal conspiracy, fraud, intentional omissions, forgery or elements of abuse of internal control system . 
· If during an audit the Audit Chamber finds that the committed act contains elements of criminal act, the relevant records should be sent to the RA General Prosecutor's Office by the decision of the Audit Chamber as soon as possible, but not later than three days.
· A knowledge of the internal control system related to the audit is achieved in order to design an audit protocol, rather than to comment on the effectiveness of the internal control of the audited entity. 
· The overall appearance, structure and content of the financial statements have been evaluated, including findings, as well as the true presentation of the transactions and cases underlying the financial statements.
· The Audit Chamber does not give qualifications to the detected distortions and does not make any prognosis about their consequences.
The heads of the audited facilities were introduced, among other things, to the audit tasks, as well as to the audit reports consisting of significant issues identified during the audit, including significant shortcomings related to internal control, giving them the opportunity to submit objections and explanations. 

Conclusion on being complient with the legal and other legislative requirements 
The Responsibilities of the Main Actors of the State Budget Allocations (State Agencies).  
The budget allocation main actors have the responsibility of implementing the financial and economic activity in accordance with the legal acts, as well as in line with the criteria and requirements set by other agreements settled in the framework of civil-legal relations. 
The Responsibilities of the Audit Chamber 
It is the responsibility of the Audit Chamber to provide information on the discrepancies found in the Conclusion on the Execution  of the State Budget (Section 2.1 of this conclusion). In the Conclusion of the Execution on the State Budget, the results of the Complience Audits  are used, which suppose to determine the financial and economic activity of the subject of audit, their compliance with legal acts, as well as with the criteria and requirements set by other agreements settled in the framework of civil-legal relations. The Audit Chamber does not audit for the compliance of the auditee’s financial and economic activities with all legal acts, as well as with the criteria and requirements set by all other agreements settled in the framework of civil-legal relations.  
Distortions have been only detected in those State Agencies, that have been included in the first part of the Audit Chamber 2021 Action Plan.  The revealed distortions don’t influence the opinion reflected in paragraph - “Opinion” of “Independent Audit Opinion” part of this conclusion.  
The questions on the compliance audits in the “Responsibility of the Audit Chamber” section of the Conclusion on Financial Statements of RA 2021 State Budget Execution are also in the framework of responsibility of the Audit Chamber.  

Substantial Distortions 
Substantial Distortions are the ones, that according to our professional judgement are the most substantial during the RA State Budget execution compliance audits. 
As a result of the RA State Budget execution compliance audits for the Year 2021 no Substantial Distortions have been detected for the State Budget in general. 




Atom Janjughazyan
Chairman of the Audit Chamber 


May  26, 2022


Audit Chamber 
19 Baghramyan st., Yerevan, Republic of Armenia

2.Information about the reavealed discrepancies, distortions and recommendations  

In order to draw up a conclusion on the implementation of 2021 State Budget, the Audit Chamber carried out 72 audits of the State Budget Execution on three-month, six-month, nine-month and annual basis in 18 Agencies (executors) that   account for 91.1% of the expenditure of the RA state budget (cash outlay). The results of the audits are summarized in the interim conclusions, which, in the manner prescribed by law, were submitted to the RA National Assembly, the RA Government, as well as were published on the official website of the Audit Chamber - www.armsai.am  (except for 8 interim conclusions, that contained confidential information provided by law.) 
Taking into account the preventive role of the Audit Chamber, a number of discrepancies and distortions identified during the quarterly audits were corrected by the end of the year. 
In the framework of the State Budget Execution audits, in three cases the Audit Chamber came to a conclusion that the committed act contained features of an evidential crime, the related materials were sent to the RA Prosecutor General's Office by the decision made by the Audit Chamber. 
Information on detected discrepancies, distortions, and recommendations is reflected below.
2.1. Information on Detected Discrepancies[footnoteRef:1] [1:  Non-compliance with legal acts, as well as with the standards and requirements set by other agreements settled within the framework of civil law relations, is the case of use of state budget funds, received loans and credits, and the state property in a non-complient manner.  ] 

2.1.1. Method of Illustration of Information on Detected Discrepancies.
The Audit Chamber provides summary information on detected distortions in the Section 2.1.2 of this report. The Audit Chamber does not intend to re-illustrate (retell) individual cases of revealed discrepancies in this conclusion (except for major discrepancies in the execution of the State Budget, which, if any, are illustrated in the "Substantial Discrepancies” section of the independent Audit Opinion, since the latter are presented in the interim conclusions of three-month, six-month, nine-month and annual State Budget Audits of 2021 and are published in the "Interim Conclusions" section the official website of the Audit Chamber (www.armsai.am) (with the exception of interim conclusions containing confidential information provided by law.)
2.1.2. Summary Information
As a result of 72 audits of the RA 2021 State Budget Execution implemented in 18 Agencies 138 discrepancies were documented in 13 Agencies and were present as of 31.12.21 (Table 1).

Table 1. Summary Information about the reavealed discrepancies according to Agencies
	N
	          Name of the Agencies
	Number of discrepancies 

	1
	Ministry of Education, Science, Culture and Sports
	34

	2
	Ministry of Territorial Administration and Infrastructures
	28

	3
	Ministry of Defense (confidential) 
	13

	4
	Ministry of Health 
	12

	5
	State Revenue Committee  
	11

	6
	Ministry of Foreign Affairs (confidential) 
	10

	7
	Penitentiary Service of the Ministry of Justice
	7

	8
	Ministry of Economy  
	7

	9
	Integrated Social Service of the Ministry of Labor and Social Affairs 
	4

	10
	Police 
	4

	11
	Ministry of Labor and Social Affairs
	3

	12
	Ministry of Emergency Situations 
	3

	13
	Water Committee of the Ministry of Territorial Administration and Infrastructures
	2

	TOTAL 
	138







2.2. Information on detected distortions [footnoteRef:2] [2:  Distortion is the difference between a line item amount, its classification, presentation or disclosure presented in a financial statement, and the line item amount its classification, presentation or disclosure in financial statement according to applicable fundamentals of financial reporting requirements.  ] 


2.2.1. Method of Illustration of  Information on Detected Distortions.  
The Audit Chamber provides summary information on detected distortions in Section 2.2.2 of this report. The distortions revealed during the State Budget Execution are demonstrated in section “Significant Questions of Auditing” of the  “Independent Audit Opinion”. The information about significant distortions are illustrated per to Agency in the Section 2.2.3 of this report.  The Audit Chamber does not intend to re-illustrate (retell) all cases of revealed distortions in this conclusion, since the necessary details of the latter are illustrated in interim conclusions of three-month, six-month, nine-month and annual audits of 2021  State Budget and are published in the "Interim Conclusions" section the official website of the Audit Chamber (www.armsai.am) (with the exception of interim conclusions containing confidential information provided by law.)

2.2.2. Summary Information. 
As a result of audits on the RA 2021 State Budget Execution implemented in 18 Agencies 26 distortions were documented in 6 Agencies and were present as of 31.12.21. The total amount of the distortions makes 2,651,846.04 thousand, AMD which is 0.15% of annual cash outlay of all audited Agencies.  

Table 2. Summary information on Distortions 

	N
	Name of the Agencies (executor) 
	2021 Cash outlay 
(million dram)
	Distortions 

	
	
	
	Proportion in Cash Outlay 
	Number
	Amount (million dram)

	1
	Ministry of Territorial Administration and Infrastructures (MTAI)	
	109,464.8
	1.16
	8
	1,274.4

	2
	Ministry of Economy (ME) 
	40,036.1
	2.64
	4
	1,057.1

	3
	Penitentiary Service of Ministry of Justice 
	11,195.9
	0.24
	2
	26.5

	4
	Ministry of Education, Science, Culture and Sports 
	69,898.7
	0.31
	3
	217.1

	5
	State Revenue Committee 
	161,211.7 
	0.05
	3
	73.1

	6
	Ministry of Health 
	157,359.7
	0.002
	6
	3.8

	TOTAL
	1,826,773.2
	0.15
	26
	2,651.9



2.2.3. Significant Distortions on the Agency (Executor) level.  
2.2.3.1 The payment 1049-21004 for the “Construction and repair of M6 Vanadzor-Alaverdi-Georgian border interstate road” made by the Ministry of Territorial Administration and Infrastructures (MTAI) with the support of Armenian Development Bank contained cash outlay distortion within the article(511300) - “Employee salaries and overtime pays” in the amount of 1,211,845.62 thousand AMD.   
Calculation of price change non-compliant with the general conditions defined by the loan agreement (adjustment coefficient was calculated not for one month, but for several months averaged arithmetic coefficient, the preferred coefficients for the customer were not selected in case of non-completion of works)  and the variation between the base and current prices of materials and the salaries from the amounts mentioned on the bulletins and websites, which are the ground for the latter, led to price adjustments by an additional amount of 813,424.50 thousand AMD.
As a result of variation offered by the customer in the rock filling works (replacement of rock extraction with rock filling) the contract price was reduced by an amount, which was less by 152,286.04 thousand AMD, than it should be, because the contractor failed to recalculate the price of labor reduction and in accordance with the procedure defined by the “Construction Quality Technical Inspection Manual”. 
Acceptance of material prices used in the new price calculations of bituminous stabilized asphalt layer higher than the prices specified in the information bulletins, acceptance of one tone of compacted asphalt-concrete mix lighter by 1.58 from one tone of non-compacted asphalt concrete mix, acceptance of different volume of 1m2 of compacted asphalt concrete mix than defined by the engineering service in the preparation recipes, acceptance of  lower productivity of the mechanisms necessary for the construction of the asphalt concrete layer than the defined ones, receiving varying prices in different calculations to pay the production plant and transportation of asphalt-concrete mix led to a distortion in the amount of 114,384.15 thousand AMD. 
Calculation of price for structures necessary for the works in the interim payment certificates instead of the contractually confirmed volumes of works resulted in distortions in the amount of 96,000.00 thousand AMD. 
During the works of rock extraction and well drilling, in case of no changes, reflection of volumes in the actual contract was bigger than the volume defined in the draft design by 7,302.07 cubic meters, which resulted in distortion in the amount of 35,750.93 thousand AMD.
2.2.3.1. The payment 1022-12004 for the "Subsidies for interest rates on loans provided to the agro-processing sector for procurement of agricultural goods" made by the Ministry of Economy contained cash outlay distortion within the article (452200) – “Subsidies for non-governmental financial organizations" in the amount of 717,959.18 thousand AMD.      
As a result of comparison of the information (in form 1) required by banks as ground for loan approval, presented by the loan borrower entities engaged in procurement of milk and grapes, and the information provided by farmer communities, it was revealed that there was a distortion in the amount of 717,959.18 thousand AMD in the State Budget funds paid for subsidization of loan interests, borrowed from the financial organizations. 
2.2.3.2. The payment 1058-11001 for the “Development of state policy, coordination of programs and monitoring in the field of economy” made by the Ministry of Economy contained cash outlay distortion within the article (411100) - “Employee salaries and overtime pays” in the amount of 336,696.49 thousand AMD.          
The classification distortion happened because of including bonuses in the section of Employee salaries and overtime pay.   
2.2.3.3. The payment 1120-11001 for the "Current repair and maintenance of the Buildings and Structures” made by the Penitentiary Service of the Ministry of Justice contained cash outlay distortion within the article (425100) - “Penitentiary services” in the amount of 20,900.72 thousand AMD. 
The classification distortion occurred as a result of recognition of capital expenditures as current expenditures. In particular, 16,516.64 thousand AMD spent on reconstruction of the roof of the administrative building of "Armavir" Penitentiary (more than 30% of the total area of the roofs) and 4,384.08 thousand AMD spent on  installation of 630 KVA transformers and electrical equipment in "Kosh" Penitentiary were registered as current expenditures. 
2.2.3.4. The payment 1006-13001 for the “Service of Government Debt” made by the Ministry of Finance contained cash outlay distortion within the article (441000) "Internal Interest Payments" and article (442000) - "External Interest Payments" contained  distortion.
The distortion occurred as a result of the fact that the interest payments upon government bonds in foreign currency are not separated between internal and external interest payments, but they altogether are listed in  external expenditure article. According to Point 1 of Part 1 of the Article 14 of the RA Law on State Debt, bonds issued in foreign currency acquired by local residents are source of internal (domestic) public debt, and following appendix 16 of order N5-N of the Minister of Finance of the Republic of Armenia, dated 09.01.07, the internal interest payments are those paid to or calculated upon internal sources. Therefore, in accordance with the RA legislation, the government bonds in foreign currency acquired by the residents are financing sources of domestic state debt and their interest rates should be calculated as internal (domestic) interest rates. Meanwhile, in the Annual report on the execution of the state budget for the year 2021, despite the presence of the domestic debt volume upon foreign currency government bonds, no internal interest payments were mentioned upon those instruments. 

2.3. Information on Recommendations 

2.3.1. Presentation Structure of Information on Recommendations 
The Audit Chamber presents the RA 2021 Summary information on the recommendations presented as a result of the State Budget Annual Audits in Section 2.3.2 of this conclusion. Recommendations at the level of separate Agencies are not re-written in this conclusion. They are published in the corresponding interim conclusions reflected in "Interim Conclusions" section of the official website of the Audit Chamber (www.armsai.am) (except for interim conclusions containing a state secret). The recommendations of the Audit Chamber on the State Budget, in case available, are presented as a separate section
2.3.2. Summary information 
As a result of the audits of RA Annual State Budget 2021, 66 recommendations in regards of 12 Agencies were made (Table 3).
Table 3. Summary Information about recommendations  
	N
	Name of Agencies
	Number of Recommendations 

	
	
	

	1
	Ministry of Labor and Social affairs 
	6

	2
	Penitentiary Service of Ministry of Justice 
	1

	3
	Ministry of Emergency Situations 
	1

	4
	Ministry of Foreign Affairs 
	3

	5
	Ministry of Economy 
	4

	6
	Science Committee of the Ministry of Education, Science, Culture and Sports 
	5

	7
	Ministry of Education, Science, Culture and Sports
	9

	8
	Ministry of Defense 
	2

	9
	State Revenue Committee 
	7

	10
	Staff of Prime Minister 
	3

	11
	Water Committee of the Ministry of Territorial Administration and Infrastructures 
	13

	12
	Ministry of Territorial Administration and Infrastructures
	12

	Total
	66
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