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STAR Contribution to Indonesia PFM 
 

 Public financial management (PFM) includes all phases of the budget cycle, including 

the preparation of the budget, internal control and audit, procurement, monitoring and 

reporting arrangements, and external audit.  The broad objectives of public financial 

management are to achieve overall fiscal discipline, allocation of resources to priority 

needs, and efficient and effective allocation of public services.   

 

 Sound PFM supports aggregate control, prioritization, accountability and efficiency in the 

management of public resources and delivery of services, which are critical to the 

achievement of public policy objectives and development goals for a country.  In 

addition, sound public financial management systems are fundamental to the 

appropriate use and effectiveness of donor assistance since aid is increasingly provided 

through modalities that rely on well-functioning systems for budget development, 

execution and control. 

 

 
PFM System1 
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 Indonesia PFM reform started in 2001 was based on a rationale that a sound financial 

management system is a key element to realize good governance in the public sector. 

Transparency in government budget preparation and accountability in treasury 

management facilitates the collection of sufficient resources from the economy in 

appropriate manner, and the allocation and use of these resources responsively, 

efficiently, and effectively2.   

 

 Indonesia PFM reform aspects include: (1) regulations renewal; (2) reorganization; (3) 
systems and procedures arrangements; and (4) increased capacity of human resources.   
While reform sectors include: (1) financial planning and budgeting; (2) treasury; (3) 
accounting and financial reporting; and (4) auditing. Challenges identified in 
implementing the reform are: (1) Political will; (2) Institution’s Commitment; (3) Human 
Resources Recruitment and Development; (4) Education Process; (5) Funding 
Availability; (6) Technology; and (7) Supporting Regulations.  

 

 Three important bills were issued during the national PFM reform period, the State 
Finance Law No. 17/2003, the State Treasury Law No. 1/2004, and the State Financial 
Audit Law No. 15/2004. Other significant achievements include (i) introduction of a 
medium-term expenditure framework (MTEF) and performance based budgeting, (ii) 
installment of integrated financial management information system. (iii) implementation 
of a Treasury Single Account, (iv) establishment of cash forecasting capacity in the 
Treasury, (v) development of accounting standards to provide for a “cash toward 
accrual” accounting framework, (vi) inventory of government assets, (vii) establishment 
of a new procurement policy agency, and (viii) improvements of internal controls and 
internal and external audit system. 

 

 ADB financial assistance in 2004 supported Indonesia PFM Reform through STAR-SDP.  
STAR-SDP consist of $200 million program loan, $25 million investment loan, two 
technical assistances and a grant totaling $10 million co-financed by the Government of 
Netherlands. The loan supported GOI to establish fundamental legal framework for a 
strong public audit sector, and piloted policies and capacity building activities in 50 
regencies.   

 

 ADB will continue to support the Government in increasing capacity and improving public 
institutions to be more effective and accountable in transforming available state budget 
into better development outcomes. Under the State Accountability Revitalization (STAR) 
Project, ADB is focusing in supporting the state human resources capacity in the 
government internal auditors and public finance officers. The STAR Project is a 
complimentary measure to move forward the policy reform that STAR-SDP has laid out 
and as part of overall framework of ADB previous and future support in the sector.   The 
following diagram shows ADB involvement in the whole PFM system in Indonesia.  
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Indonesia State Auditors 
 

Internal Audit: 
 

 There are several internal audit institutions in the country, such as BPKP which reports 
to the President, Inspector General’s at line ministries and internal audit agencies at 
regional levels.   

 

 Government Regulation (PP) No. 60/2008 entrusts BPKP with the role of conducting 
internal audit on state finance accountability, review state financial statements, and 
capacity building in GICS (Government Internal Control System) implementation.  
Inspectors General at line ministries have mandates to audit activities funded by state 
budget.  Inspectorates at province level are responsible to conduct internal control of all 
province activities funded by provincial level budget (APBD Propinsi).  While 
Inspectorates at Kabupaten and/or Kota levels are authorized to conduct internal control 
on activities funded by APBD Kabupaten/Kota. 

 

 A Presidential instruction regulating Government Internal Audit Systems as required by 
Article 58 of Government Regulation No. 60/ 2008 was issued in February 2011. The 
Presidential Instruction No.4/2011 entitled acceleration in increased quality of state 
finance accountability provides clear guidance on implementation of GICS and effective 
PFM. It also provides mandates to BPKP to coordinate the GICS implementation 
nationwide. 

 
External Audit: 
 

 The Audit Board (BPK) was established under the Constitution and its roles and 
responsibilities are set out in Law No.15/2004. BPK has a mandate to audit all 
government entities including line Ministries as well as state owned enterprises (SOEs). 
Its independence from the Executive branch is reflected in its board members being 
appointed by the Parliament. It has recently received significant increase in its operating 
budget to fund an increase in the number of auditors and administrative staff as well as 
the number of regional offices. 

 

  All expenditures, revenues and assets/liabilities of the Government are subject to BPK 
audit. BPK performs financial, performance and special purpose audits. The audit report 
on the financial statements is submitted to the legislature within 5 months after the end 
of the fiscal year. Law No. 1/2004 requires that the Government submit the financial  
statements to BPK within 3 months after the fiscal year end and BPK is required to 
submit the audited statements to the Parliament within 2 months after their receipt (Law 
15/2004). In the past three years the submission of the audited financial reports to 
Parliament has been timely. BPK also submits interim audit reports to the Parliament 
every six months on irregularities and inefficiencies it has identified at line Ministries.  

 

 Auditees generally submit formal responses on audit recommendations and their 
implementation to BPK. The extent of follow up is regularly monitored by BPK and 
reported in its interim audit reports. Records maintained at BPK indicate that on an 
average, 80% of audited entities submit formal responses on follow up of audit findings.  
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