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REPUBLIC OF ARMENIA AUDIT CHAMBER 
CONCLUSION ON THE REPUBIC OF ARMENIA 2022 STATE BUDGET EXECUTION 
`

1. INDEPENDENT AUDIT OPINION
            on the Execution of the State Budget
             
TO: National Assembly of the Republic of Armenia 

Conclusion on financial  statements of RA 2022 state budget execution 
Opinion 
The  fulfillment of the requirements for maintaining financial statements regarding the use of RA 2022 state budget funds and the reliability of the resulting statements(  financial  statements) was audited .

In the opinion of the Audit Chamber, the financial statements, in all material respects, truthfully represent the regulated activity of formation of revenues and spendings of the RA 2022state budget. Accordingly, the Audit Chamber of RA in 2022 provides an unqualified conclusion regarding the state budget execution. 

Opinion grounds
The audits were carried out in accordance with the Law "On the Audit Chamber" (hereinafter, the Law), approved by the Audit Chamber, and developed based on the International Standards of the Supreme Audit Institutions, in accordance with agreements, guidelines and other documents. The responsibility of the Audit Chamber deriving from is  legislation is additionally described in the "Responsibility of the Audit Chamber" section of this conclusion. In carrying out its powers, the Audit Chamber is independent of the audited entities  and organizations,  in accordance with the RA Constitution and Law. During the audits, the requirements of ethics were observed, according to the, "Guiding standards relating to the activities of members of the Audit Chamber, per  international legal practice" and  "Ethics rules  for internal service relations for auditors" approved by the Audit Chamber. Sufficient (relevant ) audit evidence has been obtained to express the above opinion.
Budget allocation adminstrators’ responsibility for financial statements 
In accordance with the RA legislation the budget allocation administrators are responsible for the preparation and truthful  presentation of financial statements, as well as for internal controls regulating the budget sector, that are necessary to ensure the preparation of independent financial statements.t  free of material misstatement due to elements of an obvious crime or error. 
Responsibility of the Audit Chamber for the audit of financial statements 
It is the responsibility of the Audit Chamber to obtain reasonable assurance that the financial statements are, in all material respects, free from material misstatement, and to present to the National Assembly an conclusion on the state budget execution. 
Reasonable assurance is a high (not absolute) level of assurance. It does not guarantee that the audit performed in accordance with the Law and the methods, guidelines and other documents developed Based on the International Standards of Supreme Audit  Institutions, will always detect a significant error, if present. Misstatements may result from an error or an obvious crime and are considered material when they could reasonably be expected, individually or in the aggregate, to affect the financial reports users' decisions made based  on  those financial reports. 
During the audit, the principle of professional judgment was applied and the principle of professional skepticism was adhered to. Besides,
· the risks of material misstatement of financial statements as a result of an apparent crime or error were  identified and assessed, audit procedures to respond to those risks were  designed and implemented,  and audit evidence has been obtained, which is sufficient (relevant) for the opinion. The risk of not detecting a material misstatement due to the features of an apparent crime is higher than the risk of not detecting a material misstatement due to an error because the features of an apparent crime may  include elements of conspiracy, fraud, intentional omissions, misrepresentations, or abuse of internal control procedures;
· If, during the audit, the Auditing Chamber comes to the conclusion that the activity carried out contains features of an apparently criminal act, the respective materials shall be immediately, but not later than in 3 days, be  are sent to the General Prosecutor's Office, per decision of the Audit Chamber 
· An understanding  about the internal audit system related to the audit was obtained in order to design the audit procedures, rather than express an opinion about the effectiveness of the internal controls of the audited  entity. 
· The overall presentation, structure and content of the financial statement was assessed, including disclosures, as well as the truthful  presentation of the transactions and events underlying the financial report;
· The Audit Chamber does not provide an opinion  regarding the disclosed misstatements and does not make predictions regarding their consequences.
Among other issues, the audit engagement, as well as the audit protocols om significant deficiencies of internal controls discovered during the audit, were submitted to the management of the audited entities, providing them with an  opportunity to present objections and explanations regarding the latter.
Conclusion on compliance with legislation and other legal requirements
Responsibility of budget allocation administrators
The  budget allocation administrators are responsible for implementing the financial and economic activities  in accordance with the legislation, as well as other criteria and requirements per agreements concluded  within the scope of civil and legal relations. 

Responsibility of the Audit Chamber 
It is the responsibility of the Audit Chamber to include the identified inconsistencies in the conclusion on the state budget execution (Section 2.1 of this Conclusion)  The findings  of compliance audits are used in the conclusion on the state budget execution, which are supposed to determine compliance of the financial and economic activities  to the legislation, as well as to other criteria and requirements per agreements concluded  within the scope of civil and legal relations. The Audit Chamber does not audit the compliance of the financial and economic activities of the audited entities with all legal acts, as well as to other criteria and requirements per agreements concluded  within the scope of civil and legal relations. 
Inconsistencies were recorded only in those state bodies that were included in the first part of the 2022 activity program  of the Audit Chamber. The identified inconsistencies do not affect the conclusion presented in the "Opinion" paragraph of the "Independent Auditor's Opinion" section of this Conclusion.
The  matters related to  compliance audits  presented in the Responsibility  of the Audit Chamber  section  of the Conclusion on financial statements of  RA 2022 state budget execution are also part of the Audit Chamber’s responsibilities.  


Atom Janjughazyan 
Chairman of the Audit Chamber 


24 May, 2023


AUDIT CHAMBER
19 Baghramyan ave, Yerevan, Republic of Armenia 

2. Information on identified  non-compliances, misstatements and recommendations 

With the purpose  of drawing up a conclusion on the execution  of the state budget 2022 the Audit Chamber conducted 40 audits of three, six, nine-months and annual execution of the state budget in 10 agencies[footnoteRef:1],  which made 82.1% of the expenditure share  (cash expenditures) of the RA state budget (1,878,150,030.1 thousand AMD).. The results of the audit are summarized in the interim conclusions, which were submitted to the National Assembly, the Government  in accordance with the law, and published on the official website of the Audit Chamber www.armsai.am  (with the exception of 4 interim conclusions, which contained confidential information defined by law.). [1:  In this conclusion, the lower-tier budget allocation administrators, which are the bodies of the public authority that carry out the budget programs activities, are considered as departments (from now on, the managers) in compliance with paragraph 9  of the "Guidelines for the three-, six-, nine-month and annual execution of the state budget" approved by the decision N105-L of 22.04.22, according to which it is not suitable to define the  authorities responsible for the implementation of the budget program as an audited entity,  because the original accounting documents subject to the audit are with the lower-tier budget allocation administrators who implement the budget program.] 

Given the preventive role of the Audit Chamber's activity, a number of non-compliances and misstatements identified  during the quarterly audits were corrected by the end of the year. [footnoteRef:2] [2:  For example, according to the Form H-4 "Report on Receivable and Payable Debts and Stored Funds" of the Ministry of Health, the payable debt for the activities performed by the Ministry was 1,993.87 thousand AMD in the beginning of  2022 , while the indicator for operations (transactions) for the period from December 16 to 31 2021 (4,714,371.4 thousand AMD) was not included in the respective report of the given year, which was identified by the Audit Chamber. This  indicator was reflected in the report for the first quarter of 2022, while at the end of 2023  the payable debt of the Ministry of Health was reflected as 4,398,181.7 thousand AMD.] 

Within the framework of state budget execution audits[footnoteRef:3] in one case, the Audit Chamber came to the conclusion that the committed action contained features of an apparent crime, and the respective materials were sent to the General Prosecutor's Office by the decision of the Audit Chamber. [3:  Results of RA 2022 state budget execution six-monthly audit  in the State Revenues Committee.  ] 

The information about the identified non-compliances misstatements and recommendations is presented below.
2.1. Information on the identified non-compliances[footnoteRef:4] [4:  Non-compliance are the  cases of using state budget funds, loans and credits received, and  state property in a manner non-consistent to  legal acts, as well as with the standards and requirements established by other transactions concluded within the framework of civil and legal relations.] 

2.1.1. Format for reporting information on non-compliances 
The Audit Chamber presents the summary information on the identified  non-compliances in section 2.1.2 of this report. The Audit Chamber does not have an intention to describe in this conclusion the individual cases of identified non-compliances, since those have  been included in the interim conclusions for three, six, nine months and annual execution  for  2022 state budget and published  on the official website  the Audit Chamber. in the "Current Conclusions" section of the website (confidential information, as defined by the law).
2.1.2. Summary 
40 audit of state budget execution performed in 10 agencies identified 113 non-compliances in 10 agencies  as of 31.12.22 (table 1).









Table 1. Brief information on non-compliances by agencies 
	N
	             Agency name
	Number of non-compliances (հատ)

	1
	Ministry of Economy
	34

	2
	Police of the Ministry of Internal Affairs
	33

	3
	Ministry of Territorial Administration and Infrastructure
	14

	4
	State Revenue Committee
	11

	5
	Ministry of Health
	10

	6
	Ministry of Defense (confidential)
	5

	7
	Ministry of Education, Science, Culture and Sports
	3

	8
	Ministry of Finance
	1

	9
	Integrated Social Service of the Ministry of Labor and Social Affairs
	1

	10
	Water Committee of the Ministry of Territorial Administration and Infrastructure
	1

	TOTAL
	113







2.2. Information on  identified misstatements[footnoteRef:5] [5:  Misstatement is the difference between the amount, classification, inclusion, or disclosure of an item presented in a financial report and the amount, classification, or disclosure of an item required to comply with the requirements of the applicable accounting principles. ] 


2.2.1. Format of reporting  of information on misstatements 
The Audit Chamber presents the summary information on the identified misstatements  in section 2.2.2 of this conclusion. Material misstatements on the state budget execution level are presented in the "Independent Audit Opinion" section. In section 2.2.3 of this conclusion, the respective information on material misstatements on the agency  level is presented. The Audit Chamber does not have an intention to describe in this conclusion all the information regarding all the misstatements discovered during its activity, because with all necessary details, it has been reported  in the final results of the three, six, nine months and annual state budget execution audits for  2022, which are published on the official website of the Audit Chamber (www.armsai.am) in the "Interim conclusions" section (with the exception of interim  conclusions containing confidential information defined by law).

2.2.2. Summary
As a result of the audits of 2022 state budget execution conducted in 10 agencies 18 misstatements were identified  in 5 agencies as of 31.12.22, with a total amount of 2,134,272.02 thousand AMD or 0.11% of the total cash expenditure of the audited entities.






Table  2. Summary of misstatements 
	N
	Name of agency (implementer) 
	Cash expenditures for 2022 
(million AMD)
	Misstatements

	
	
	
	Share in the cash expenditure (%)
	Quantity 
	Amount 
(million AMD)

	1
	State Revenues Committee (SRC)
	181,188.58
	0.43%
	2
	783.66

	2
	Ministry of Economy (MOE)
	53,349.95
	1.1%
	10
	596.58

	3
	Ministry of Finance  (MOF)
	265,969.02
	0.2%
	2
	540.87

	4
	Ministry of Education, Science, Culture and Sport (MOESCS)
	78,654.40
	0.2%
	2
	163.30

	5
	Integrated Social Service of the Ministry of Labor and Social Affairs (ISS)
	438,100.58
	0.01%
	2
	49.86

	TOTAL
	1,878,150.03[footnoteRef:6] [6:  Cas expenditures of 10 audited public bodies (as implementers) for 2022. ] 

	0.11%
	18
	2,134.27



2.2.3. Material misstatement on agency level 
2.2.3.1. Misstatements  of cash expenditures under the article "Employee wages and benefits" (411100) were identified in  Activities  1108-11001 "Planning, budgeting, treasury services, public debt management, development and monitoring of economic and fiscal policy" implemented  out by the Ministry of Finance and Activities 1130- 11001 "State policy development, program coordination and monitoring services in the field of education, science, culture and sports" implemented by MOESCS (misstatement  of 540,865.9 thousand AMD  162,276.9 thousand AMD respectively). 
The classification misstatement took place due to incorporating bonus expenditures in “Salaries and Additional Payments” expenditures.  [footnoteRef:7] [7:  According to Appendix 16 of the  decree  N5 of 09.01.07 of the Minister of Finance and Economy bonuses are not included in the sub-analytical accounts of  "Employee salaries and allowances" (411100) budget line, instead, they are included in "Rewards, financial incentives and special fees" (411200). For this reason, for  "Employees' wages and salaries" (411100) the  total amount of misstatements identified by the 2022 state budget execution audit  was 758,316.26 thousand AMD (due to  55,173.5 thousand AMD misstatement  in the 2 departments mentioned in point 2.2.3.1, as well as in SRC). ] 

2.2.3.2. There was a misstatement of 728,483.9 thousand AMD in line item  "Other machines and equipment" (512900) of the Activity 1023-31001 "Improving the technical capacity of the SRC" carried out by the SRC.  
The classification misstatement occurred because the costs of maintenance, repair and calibration services of X-ray inspection equipment were placed under "Current repair and maintenance of machinery and equipment" (425200) instead of "Other machinery and equipment" ( 512900)[footnoteRef:8].  [8:  According to Annex 16 of Order N5-N, 09.01.07 of the Minister of Finance and Economy, the costs of purchasing goods and services used for the maintenance and current repair of fixed assets are considered costs of purchasing goods and services.  They are incurred  regularly so that it is possible to use these assets during the period of their useful life and they do not change the fixed assets, but maintain their working capacity or return them to work if they are out of order in a poor state. ] 

2.2.3.3. There was a cash expenditure misstatement of 243,124.64 thousand AMD in the  line item 1187-12004 "Support Program for Leasing of Equipment for the Agricultural and Food Sector of the Republic of Armenia" implemented by the Ministry of Economy under the article "Subsidies to non-state financial organizations" (452200).  
The misstatement was  due to the fact that leasing of agricultural and food equipment is subsidized in an amount that exceeds the percentage points subject to subsidy set by the Government[footnoteRef:9]. [9:  According to sub-clause 2 of Clause 40 of the annex to decision No. 893-L, 19.07.18 of the Government , 10 percent points of leasing provided in AMD is subsidized, while by  Government's decision 1444-N, dated 18.12.14,  12 percentage points of the leasing provided in Armenian drams for entrepreneurs  operating in residential areas of border communities entitled social to assistance  are subsidized if the purchased equipment will be used in the same area. These limits were exceeded in case of 69 contracts.] 

2.2.3.4. There was a misstatement of 227,999.40 thousand AMD in cash expenditures under the article "Subsidies to non-state financial organizations" (452200) of the activity1022-12001 "Subsidy of interest rates on agricultural loans" carried out by the Ministry of Economy. 
The misstatement was due to subsidizing the  interest rates on the loans provided for  the activities different from the established activities that do not correspond to the amounts defined by the relevant legal regulations[footnoteRef:10] , the grace periods longer than the grace periods, the repayment period longer than the loan repayment date. [10:  According to the Government Decision N184-L of 07.03.19 "On approving the subsidy program for interest rates on loans provided to the agricultural sector" and Appendices to  decision N356-L dated 26.03.20 "On approving the second measure to neutralize the economic consequences of the coronavirus".
:] 

2.2.3.5. There is a risk of misstatement on line items "Internal interest payments" (441000) and "External interest payments" (442000) of the "Government debt service" (1006-13001) activity performed by the  Ministry of Finance 
The risk of misstatement is due to the fact that the interest payments on foreign currency government bonds are not disaggregated by  domestic and foreign interest payments, they are completely included in the article of foreign interest payments, despite the  existence of the domestic debt reserve on foreign currency government bonds. in In particular, According to the annual report on the 2022 state budget execution, foreign and domestic interest payments on foreign currency state bonds amounted to 37.4 billion drams and 0 drams, respectively, while  foreign and domestic debt on  foreign currency government bonds  made 500.2 and 188.5 billion drams, respectively.[footnoteRef:11] [11:  In accordance with Article 14, Part 1, Clause 1 of the Law "On State Debt", bonds issued in foreign currency, acquired  by residents are a source of  domestic state debt. According to Appendix 16 of Order N5 , dated 09.01.07,  of  the Minister of Finance and Economy, internal interest payments are all interest payments that have been paid or accrued to internal sources. Accordingly, according to the RA legislation, the foreign currency state bonds  purchased by the residents are a source of domestic state debt financing, and the interest paid for their service is subject to accounting as internal interest payments. ] 


2.3. Information on recommendations 

2.3.1. Format for submission of information on recommendations 
The Audit Chamber presents the summary information about the recommendations presented as a result of the 2022 annual state budget execution audits in section 2.3.2 of this Conclusion. Recommendations at the department level are not re-formulated in this conclusion. They are published in the "Interim Conclusions" section of the Audit Chamber's official website (www.armsai.am). (with the except of interim conclusion containing the confidential information as defined by law). Section 2.3.3 of this conclusion presents the recommendations of the Audit Chamber at the state budget level.
2.3.2. Brief information
54 reports were presented to 10 agencies as a result of the state budget annual execution audit (table 3).





Table  3. Brief information on recommendations 
	N
	Agency name
	Number of recommendations 

	
	
	

	1
	Police of the Ministry of Internal Affairs
	11

	2
	Ministry of Health
	9

	3
	Water Committee of the Ministry of Territorial Administration and Infrastructure
	6

	4
	Ministry of Territorial Administration and Infrastructure
	5

	5
	Ministry of Defense (secret)
	5

	6
	Ministry of Finance
	5

	7
	State Revenue Committee
	4

	8
	Ministry of Education, Science, Culture and Sports
	3

	9
	Ministry of Economy
	3

	10
	Integrated  Social Service of the Ministry of Labor and Social Affairs
	3

	TOTAL
	54



2.3.3. Recommendations on the state budget level 
2.3.3.1. During the audits conducted in 2022, misstatements  in the financial statements prepared based on the Public Sector Accounting Standard (PSAS) were identified, which were caused by gaps in the financial accounting and internal control systems. It is recommended to take measures in order to implement the process of conducting accounting using software based on the National Accounting Standards in a reasonable time and to prevent further delays.
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