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Fiduciary Risk Assessment1 
 

I. Background and Analytical Underpinnings 
 
1. The DPSP-6 operation sets out to provide general budget support to the Indonesian 
Government and will be executed through the Government’s public financial management 
(PFM) systems. In order to assess the attendant fiduciary risks with respect to the proceeds of 
this operation, this annex summarizes the current state of these systems as well as ongoing 
reform efforts to further enhance them.   
 
2. Performance of Indonesia’s public financial management systems was last 
comprehensively measured in 2007, when a PEFA assessment was conducted for the first time 
in the country. Results of this assessment, as updated in 2008, then reflected a mixed picture 
with strengths and weaknesses. Key strengths pertained to transparent and comprehensive 
budget documentation, a well defined budget process with both executive and legislative 
adhering to the schedule, a budget classification which complied with international standards 
and a strengthened external audit function. Weaknesses, on the other hand, were identified 
across some dimensions of budget execution such as financial reporting and internal controls.  
 
3. However, the assessment acknowledged the concerted reform efforts among key 
stakeholders of the budget process ever since the political transition in 1998 and especially the 
PFM White Paper in 2001. It highlighted the sound regulatory framework that had been put in 
place for almost all PFM areas, the major reorganization that had taken place at the Ministry of 
Finance, the advances that had been made in budget preparation such as instituting a unified 
budget, and, even in the area of budget execution, the good progress that had been achieved in 
the development of a Treasury Single Account to strengthen cash management. All these 
efforts were said to have contributed to relatively strong PFM systems in some areas and left 
one optimistic about others.  
 
4. The Government’s commitment to reform continued to be strong also in the past three 
years, and the reform agenda has been evolving continuously around all pillars of the budget 
system — most recently under a newly elected Government and an even more recently 
appointed new Minister of Finance. Its main objectives have thereby remained the same. They 
are commonly described as: (i) improving results-orientation in state budget planning and 
development; (ii) improving budget and treasury management; (iii) strengthening monitoring and 
evaluation of public expenditures and programs; (iv) improving the public procurement systems; 
(v) improving Government accounting and audit functions; and, last but not least, (vi) civil 
service to improve the quality and performance of the workforce. We are including also 
reforming: (vii) debt management; and (viii) regional public financial management; as well as (xi) 
governance and anti-corruption. To what extent more recent efforts have impacted on actual 
PFM systems quality will be evaluated soon in a PEFA repeat assessment, currently envisaged 
for late 2010. But the below descriptions of ongoing reform activities might be indicative for the 
direction developments have taken, and Indonesia’s successful mastering of the recent 
economic crisis surely tells us that it must have been the right one.  
 
5. The commentaries below draw on recent economic and sector work undertaken by the 
World Bank and other development partners. Besides the aforementioned PEFA assessment, 
                                                 
1 This annex is adapted from annex 6 of World Bank Loan Document for the Seventh Development Policy Loan  to 
the Republic Indonesia,.  
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we have taken into consideration the findings of a joint Bank-Fund mission on Strengthening 
Budget Management undertaken in June 2008, the results of a previous joint Bank-Fund 
mission on Budget Reform Priorities reported to Government in June 2007 and the September 
2008 update of the ROSC on Fiscal Transparency in Indonesia from 2006 (IMF Country Report 
No. 08/298, Selected Issues; Indonesia). Most importantly, however, insights on latest reform 
progress were derived from the ongoing policy dialogue and advisory services that have been 
provided through GFMRAP and the associated PFM Multi-Donor Trust Fund. In addition, 
GMFRAP supervision missions took stock of reform progress in 2009 and 2010.  
 

II. Reform Priorities: Achievements, Challenges & the Way Ahead 
 

1. Improving Results-Orientation in State Budget Planning and Development 
 
6. As indicated in the 2008 PEFA report, substantial advances have already been made in 
Indonesia’s budget preparation process since the passing of the Law on State Finances in 
2003. The introduction of a unified budget in 2005, which combined the previously separate 
recurrent and development budgets, has had a significant impact on overall budget 
transparency. The 2008 budget included some important steps towards a more policy based 
budget by linking budget allocations more closely with the government work plan (RKP) — 
resulting for the first time in some significant budget reallocations. In addition, the 2008 budget 
included for the first time projections for major budget aggregates for two out years following the 
fiscal year. However, it remained uncertain what use would be made of these projections, in 
particular whether they would be used as reference in setting budget allocations in the years 
following the budget years. Generally, the PEFA report indicated that more work needed to be 
done to implement Performance Based Budgeting (PBB) and a Medium-Term Expenditure 
Framework (MTEF) in order to ensure that policy orientation and fiscal sustainability would 
become an integral part of the Indonesian State Budget, as prescribed by the Law on State 
Finances No. 17/ 2003.  
 
7. Ever since the PEFA report, the Indonesian Government has maintained a strong reform 
focus and continued to prioritize the implementation of PBB and MTEF in budget preparation. It 
has progressed quite well in this area: Following the issuance of a joint MoF and Bappenas 
manual on PBB and MTEF in June 2009 and pilot projects with six line ministries, a major 
breakthrough for PBB/MTEF implementation has been the revision of the existing program 
structure in the Government’s planning and budgeting documents that was conducted 
throughout the second half of 2009. The new program structure aligns Government programs 
with organizational structures and establishes much clearer lines of accountability for program 
performance. Along with the new program structure, line ministries have also formulated targets 
and indicators, which provide a better basis for evaluating the performance of programs and 
activities in the coming years, thus fulfilling a fundamental prerequisite of PBB. The new 
programs, targets, and indicators have been incorporated in the RPJM for 2010-14, and are 
currently being implemented in the 2011 budget. 
 
8. The 2011-budget is also the first year of implementing a detailed MTEF. Ministries have 
prepared budget estimates for two years following the fiscal year (2012 and 2013) and 
incorporated them into the budget documentation presented to Parliament in August (though 
Parliament will not be appropriating funds beyond the fiscal year). MoF regulation No. 104/2010 
concerning the completion of budget submission or RKA-KL templates for 2011, contains 
detailed guidelines for preparing these forward estimates at the level of components. In May 
and June 2010, a number of workshops for all line ministries were conducted to socialize these 
new concepts, templates and the changes to the RKA-KL application. The Government is aware 
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that this is an exercise that will have to be continued going forward, such as for the 2012 
budget.  
 
9. The Government also recognizes that PBB/MTEF implementation needs to be 
strengthened further. For the near term (1 year) there is a need to improve the quality of 
program structures and performance indicators and to fine-tune the existing MTEF and costing 
system. For the medium term (2-4 years) the focus of budget reforms should gradually shift 
towards (i) developing a PBB-driven Monitoring and Evaluation (M&E) system and related 
concepts (see also point 2), such as a concept of how performance information could impact on 
budget allocations in the future, (ii) enhancing capacity to conduct a range of modern budget 
analytical techniques in accordance with PBB and introducing the appropriate change 
management and organizational arrangements, and (iii) strengthening the link between budget 
and bureaucracy reforms, in particular the link to performance management. (The MoF has 
introduced strategic performance management based on the Balanced Scorecard (BSC) 
performance management tool for all Directorates in the Ministry. Some BSC indicators 
correspond with PBB indicators, and, while still at an early stage, the link between PBB and 
performance management has the potential to provide stronger managerial incentives for 
successful program implementation.) A joint roadmap to address the above points and to help 
plan and sequence budget and planning reforms going forward is currently being developed by 
the MOF and Bappenas, with assistance from World Bank advisors. 
 
10. In terms of legislative oversight, the Parliament’s (DPR) new role in shaping the state 
budget and in overseeing budget processes was institutionalized in Law No. 27/2009. According 
to this law, two new arrangements were implemented by DPR with regards to budget 
preparation and oversight procedures in 2009. Firstly, the former Budget Committee became 
the Budget Board (Badan Anggaran) and a permanent entity of DPR responsible for the 
endorsement of the state budget. Secondly, the State or Public Finance Accountability Board 
(Badan Akuntabilitas Keuangan Negara) was established as a permanent entity of DPR to 
review audit results of state financial reports prepared by the State Audit Agency (BPK).  
Although not mandated in the law, preliminary planning started also for the establishment of a 
Parliamentary Budget Office (PBO), which is intended to provide support for the implementation 
of the budget function of Parliament through providing data, information, analysis and research 
needed by the members of Parliament in their discussions of the annual state budget.  
 
11. On top of these new institutional arrangements, DPR now needs to continue building: (i) 
independent support and research capacity to support legislative budget review; (ii) general 
capacity development in budget analysis and oversight including familiarity with PBB and MTEF; 
and (iii) follow-up of external audit findings to ensure that the executive is held accountable for 
transparent and efficient budget execution. Capacity building of DPR is thus to remain an 
important pillar in the reform framework.  
 

2. Improving Budget and Treasury Management 
 
12. Though significant advances have been made on the budget preparation side, in-year 
expenditures continue to deviate from plan. This spending pattern is of concern because project 
implementation is disrupted by an adverse cycle, and under-spending on capital expenditure 
constrains increases in infrastructure investments. However, Indonesia remains committed to 
smoothing budget implementation and execution through modernization of the treasury system. 
Most of the regulations to support the implementation of the State Treasury Law of 2004 have 
been implemented while others are being finalized.  
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13. The design and implementation of an automated treasury payment and budget 
preparation system (Sistem Perbendaharaan dan Anggaran Negara, or SPAN) is in hand. 
SPAN, as a cross-cutting reform, will increase the timeliness, reliability and transparency of 
budget disbursement and reporting as well as improve the capability of managers in the efficient 
management of public resources. Business process improvements in the area of budget 
formulation and budget execution have started and are expected to be completed within the 
next 4 months. The change management and communication aspects related to the 
implementation of SPAN will be addressed from the last quarter of 2010 till the completion of the 
pilot phase. The SPAN turnkey implementation vendor has commenced the configuration of the 
COTS application software and commenced work on site preparation for installation of servers 
and Data Recovery Centre.  
 
14. The Treasury Transformation Directorate, which will focus on SPAN implementation, is 
working closely with the Business Process Consultants and the SPAN turnkey provider to define 
and configure the future treasury processes. The SPAN project is being closely monitored by a 
special advisor to the Finance Minister through weekly meetings, and, emerging issues and 
risks dealt with in a timely manner. Ministerial decrees establishing a project governance system 
for SPAN have been implemented.  SPAN is projected to become operational in the central 
treasury beginning 2011, and then rolled out to the KPPNs and pilot line ministries starting 
2012. It will then replace the multitude of financial data processing applications currently used 
by Government institutions.  
 
15. Latest challenges for the MoF in the SPAN implementation process include a review and 
reformulating of the chart of accounts, development of business processes for reporting non-
financial performance data, and the strengthening of PUSINTEK’s capability to serve as a 
central ICT services provider for SPAN. The capacity building needs for both preparatory and 
implementation activities under SPAN will thus be considerable, and continued advisory 
services to facilitate the implementation of treasury reforms in general, and SPAN in particular, 
will be necessary. Also, there is a recognized priority for building the capacity on accounting 
standards, including migration to accrual accounting and related requirements for training of 
staff.  
 
16. Cash management has improved significantly with the continued implementation of the 
Treasury Single Account (TSA), and since 2007 the TSA for expenditure management has been 
made operational in all MoF Treasury offices. The TSA system has been extended to cover 
revenue collection bank accounts which are now swept daily to the TSA. The MoF and BI have 
already signed an agreement providing for payment of interest on government cash balances 
held in the TSA with BI. Interest is also collected on cash balances held in petty cash bank 
accounts of spending units through a system of “pooled” balances computed daily. However, 
the periodic census of government bank accounts continues to report a number of accounts still 
outside the coverage of the TSA. The Treasury is taking steps to review and incorporate most of 
these bank accounts into the TSA in a phased manner. 
 
17. Cash flow forecasting has been rudimentary and the poor quality of cash forecasts is 
one of the factors resulting in year-end bunching of expenditures. The accelerated draw down of 
government cash balances in December perpetuates wasteful procurement practices and also 
impacts monetary policy. To improve cash planning in the spending units and improve cash 
forecasting data, the Treasury issued detailed regulations on cash forecasting in November 
2009. The Treasury has also developed and rolled out application software to assist spending 
units in implementing the new regulations. Training and socialization for all Satker in the 
implementation of the new regulations and software is on-going. A joint WB-IMF assessment of 
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the GoI’s Asset and Liabilities Management (ALM) carried out in mid-2009 indicated that the 
uncoordinated management of the gross asset-liability portfolio of the Government and BI could 
lead to substantial risk to the overall balance sheet. The risks need to be mitigated through 
optimization of borrowing and better reserve management. 
 

3. Strengthening Monitoring and Evaluation of Public Expenditures and Programs 
 

18. To ensure more effective development planning and policy making, an improved 
capacity to analyze the efficiency of public spending is essential. Several analytical pieces have 
been produced in the last few years, and efforts by Bappenas and the MoF, especially through 
the IPEA initiative, to improve the quality of public spending and the delivery of public services 
should be further supported. One important aspect going forward will thereby be the 
development of an underlying monitoring and evaluation (M&E) system that would bring 
together and interlink government financial data and performance information, and so provide a 
basic framework and reference tool for more performance-oriented budget analysis and policy-
making, in line with the principles of PBB and MTEF reform.2  
 
19. Efforts to develop such an M&E system are already underway, and the objective is to 
have a fully functioning M&E system in place for the next RPJMN. This will require the 
establishment of procedures to retrieve performance data and the design of reporting as well as 
ensuring that performance data is measurable and of high-quality. Performance information 
was, as mentioned above, for the first time developed by all ministries for their respective 
programs and activities in the form of outcome and output indicators in 2009 and implemented 
with both the RPJMN 2010-14 and 2011 budget. Quality of this information needs to be further 
reviewed, and the idea is to conduct a yearly evaluation exercise of the performance information 
provided by line ministries to enhance their quality incrementally over time. A final M&E manual 
for the line ministries on how to formulate and report performance information is then, as aligned 
with the next RPJM schedule, envisaged for 2013. 
 
20. The Deputy of Performance Evaluation (DPE) at Bappenas is currently taking the lead 
on this agenda and has just recently initiated efforts to review the new performance information 
and the development of a reporting system, with one Directorate assigned particularly to the 
‘development of overall monitoring evaluation systems and methods of reporting’. (An M&E 
counterpart unit at DG Budget of the Ministry of Finance is currently under planning). To this 
end, DPE has developed a M&E template to collect information from all line ministries and 
agencies regarding the output and outcome indicators specified in the Line Ministry Matrix in 
Book II of the RPJMN 2010-2014, and more particularly on: (i) budget absorption and 
achievement of target indicators; (ii) quality of data sources; and (iii) recommendations 
regarding priorities for future evaluations. As mentioned, the launch of this template is the first of 
a yearly series of reporting tests to identify difficulties and shortcomings in the reporting on 
indicators and critical steps for further improvement of the Government’s M&E system.  
 
21. Through a series of workshops the template will be piloted to in six ministries — health, 
education, agriculture, public works, planning and budgeting — before it will be socialized to all 

                                                 
2 Such a system would not only be crucial for PBB and MTEF reform but would also assist the Ministry of State Apparatus 
Reform in evaluating the performance and accountability of government institutions, the Special Working Unit of the President 
(UKP4) by providing a substantive context by which to evaluate achievement of short-term (bimonthly) physical program 
outputs, and, the individual line ministries in efforts to improve their programs, activities, and self-assessment of internal 
monitoring and evaluation systems. 
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line ministries at a later stage. Once the templates are completed, an outside research 
consulting firm will be procured to analyze in depth the internal monitoring and evaluation 
systems in the individual line ministries, probably starting the end of this year. Detailed next 
steps of the M&E systems assessment exercise, including for the coming years (until 2013), will 
be based on these findings. One of the more immediate steps, however, will be the revision and 
streamlining of the regulatory framework on reporting. This is still fragmented, as it assigns 
different and, at times overlapping, roles in monitoring and evaluation to Bappenas, the MoF 
and MenPAN. Ultimately, the design of the reporting system as part of the SPAN solution will be 
another important issue to address.  
 

4. Improving the Public Procurement System 
 
22. The past few years have witnessed improvements in the public procurement 
environment.  Keppres No. 80/2003 provided a national public procurement regulation that 
meets most of what is generally regarded as accepted international practice, including basic 
principles: transparency, open competition, economy and efficiency. This decree also paved the 
way for establishing a regulatory body for public procurement. With the introduction of Keppres 
No. 80/2003, a previous certification (“pre-qualification”) process for suppliers/ providers of 
goods and services was, in most instances, abandoned by the Government.  Keppres No. 
80/2003 also established the basis for sanctions, complaint-handling and requirements for 
certification of users. Perpres No. 106/2007 was signed in December 2007 establishing an 
independent agency, the Lembaga Kebijakan Pengadaan Barang/Jasa Pemerintah (LKPP) or 
National Public Procurement Agency, that is responsible for sustainable, integrated, focused 
and coordinated planning and development of strategies/policies/regulations associated with the 
procurement of goods/works/services using public funds. This institution reports directly to the 
President. In addition to the chairman, who heads LKPP, and an executive secretary, there are 
four departments, each headed by a deputy with responsibilities for: (i) strategy and policy 
development; (ii) monitoring, evaluation and information systems; (iii) human resources 
development; and (iv) legal affairs and settlement of objections.  
 
23. While Kepres No. 80/2003 was a welcome development for the country, the public 
procurement system still has significant deficiencies in its regulatory and, more importantly, 
implementation aspects. There has been slow progress in the development of procurement 
regulations anchored by a law; slow progress in the development and use of standard tools in 
terms of bidding documents and users manuals; collusion and corruption practices in the 
bidding process; and concerns over the efficiency of the compliant mechanisms and sanction 
measures are still significant. However, the most significant deficiency is the absence of 
professional procurement management and weakness in procurement capacity in implementing 
agencies, especially at the provincial and district levels.  

24. This is supported by the findings of some analytical tools and reports such as the self-
diagnostic assessment conducted by the GoI in 2007 using the base-line indicators (BLIs) tool 
developed under the World Bank and OECD Development Assistance Committee Procurement 
Round Table initiative. The assessment of the BLIs presents a “snapshot” comparison of the 
actual system against the international standards or the “model system” that the BLIs represent.  
Baseline bench marking of Indonesia’s procurement system in June 2007 showed it scoring 
62.5 percent for the Legislative and Regulatory Framework (PILLAR I), 55 percent for 
Institutional Framework and Management Capacity (PILLAR II), 59.3 percent for Procurement 
Operations and Market Practices (PILLAR III) and 69 percent for Integrity and Transparency of 
the Public Procurement System (PILLAR IV) in comparison with recognized international 
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standards. While the establishment of LKPP should increase the overall score for Pillar II, the 
assessment indicates that there are significant areas that need improvement.  

25. The LKPP is currently moving on parallel tracks to reform the public procurement system 
as follows: 

26. Legislative and Regulatory Framework: Indonesia’s legal framework for public sector 
procurement can best be strengthened by anchoring it with an overarching consolidated and 
comprehensive national public sector procurement law at the highest level that: (i) establishes 
the fundamental principles and procedures applicable to all public sector procurement; (ii) 
establishes clear responsibilities for a permanent procurement management function within 
implementing agencies; and (iii) amends other laws that refer to public sector procurement and 
ensures that such a law has the necessary authority in a decentralized environment. LKPP is 
currently working on two tracks: the preparation of a new procurement law and the revision of 
Keppres 80. The LKPP has prepared the academic papers on the procurement law and has 
produced the first draft of the law. The preparation and enactment of a new procurement law 
may be a lengthy process that would take at least 18-24 months due to the requirement of it 
being discussed and approved in parliament, which will require significant stakeholders 
consultation process and consensus building. As an interim measure, the Government has 
issued a new Perpres 54/2010 to replace Keppres 80. The main objectives of the new Perpres 
to improve Keppres 80 by requiring the establishment of Procurement Service Units (ULPs) by 
2012 and the use of national standard bidding documents. This Perpres 54/2010 is effective 
starting January 2011. 

27. Previously, there were no national standard bidding documents regularly by all 
government agencies in the country. Some implementing agencies (such as the Ministry of 
Public Works) have developed standard bidding documents for their own use.  NPPO (the 
predecessor of LKPP),  has drafted seven National Model (Standard) Bidding Documents: (1) 
An Explanatory Guide; (2) Goods with Pre-qualification; (3) Goods with Post-qualification; (4) 
Works with Pre-qualification; (5) Works with Post-qualification; (6) Other Services with Pre-
qualification; (7) Other Services with Post-qualification; and (8) Consulting Services, that are 
now available in a draft form. The use of these documents is still not mandatory and they are 
being used on a pilot basis. With the support of a trust fund from the MDTF-PFM, LKPP has 
reviewed these documents and will make them consistent with the new Perpres as well as to 
increase harmonization with the standard bidding documents of International Development 
Partners such as the World Bank, ADB and JICA. 

28. The approach of LKPP towards preparing a procurement law and reviewing Keppres No. 
80/2003 is reasonable and will ensure phased progress within the Government’s agenda and 
the working mechanisms between the different agencies (LKPP, ministries, parliament etc.). To 
maximize the opportunity for reform when preparing a procurement law, it is important to take 
into consideration that a number of laws have been enacted since 2000 that impact, or make 
reference to, public procurement. These include construction law, state finance, treasury, audit 
and small-scale business. The pace of Indonesia’s decentralization reforms has impacted public 
sector procurement at all levels of government, with ministers, governors, and even mayors able 
to issue decrees, regulations and instructions. The plethora of regulations is often inconsistent 
and many regulations do not meet accepted international practice. Consequently the need for 
national procurement policies and standards are critical.  
 
29. Public Procurement Function and Capacity Building: There has been growing 
concerns, both by the government and the Development Partners over the pace of projects 
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implementation. Significant delays and slow disbursement seem to occur throughout the entire 
PFM cycle. Projects reported delays and difficulties in budget preparation and approval, budget 
execution, and implementation/procurement. Specifically, there are concerns with the 
organization of the procurement management function as well as the capacity of procurement 
committee members. While Keppres No. 80/2003 requires certification of all procurement 
committee members, the current certification process does not support the development of 
procurement capacity while the current ad-hoc nature of managing procurement does not allow 
for building sustainable knowledge within implementing agencies.  

30. The LKPP has prepared a draft human resources development (HRD) strategy to 
professionalize and support the public procurement sector by developing and facilitating a 
competency based capacity building process that incorporates: (i) professionalization of the 
public procurement sector which includes developing career paths for procurement 
professionals; (ii) determination of required competencies to carry different functions of 
procurement; (iii) learning and training programs; and (iv) certification accreditation  

31. LKPP has issued a decree to create procurement service units at all implementing 
agencies. It has also commissioned a competency assessment survey to determine the 
required competencies for procurement professionals. While there has been progress on the 
conceptual stage and some implementation activities, this is quite a big agenda that will require 
work on several areas in parallel in order to achieve the objectives of the strategy. There is need 
for further assessments and support on the areas of professional development and career paths 
of procurement staff, support and advice in the formation and practices of ULPs, design and 
development of curricula for the core of learning that will lead to the development of professional 
practice of public sector procurement as well as a strategy for access to training provision.  

32. In the meantime, there are several ongoing activities to improve procurement 
management in implementing agencies. The Directorate General of Highways (DGH) in MoPW 
has established a procurement team to support overall procurement in the DGH.  MoF has 
already established a procurement function with an Echelon II level manager which is a 
significant precedent in the country. At the local governments’ level, there are some ongoing 
activities which some are supported by the Bank Funded local governments’ projects (ILGRIP 
and USDRP).  

33. So far, there are several initiatives on this area but progress is still very slow. The 
absence of professional procurement management in implementing agencies, fragmentation of 
procurement responsibility and weak procurement capacity are the most important impediments 
to improving public procurement in the country. LKPP should focus its resources on finalization 
of the human resources strategy that could tackle the challenges in this area and support the 
development of training institutions in universities and private sector.  LKPP should also provide 
support and guidance to the ongoing pilot activities in establishing procurement teams/units in 
MoF, DGH and local governments to ensure support and success of these pilots. Another 
important subject this human resources strategy should address is the approach to strengthen 
the capacity of the government auditing agencies to carry procurement audit. 

34. Corruption, sanctions and independent appeals mechanism: Despite improvements 
in the public procurement system, concerns remain over corrupt and collusive practices. While 
addressing this requires an overall governance strategy (as addressed further below), there are 
several important elements in the procurement system that can support such a strategy, for 
example an independent complaints mechanism, an effective sanctions mechanism, and 
improving transparency in the procurement process through the use of e-procurement.  
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35. Keppres No. 80/2003 requires the establishment of a complaints handling mechanism.  
However, this is not set up independently but within each implementing agency. LKPP has yet 
to finalize its strategy to approach complaints handling. While it is imperative to develop 
procedures for an independent complaints handling mechanism, LKPP should avoid becoming 
the agency to which these complaints are addressed but rather develop a system and monitor 
its efficiency and reliability. The sanctions mechanism is operated by each implementing 
agency, in accordance with Keppres No. 80/2003 requirements. There is no clarity on the 
effectiveness of this system, which warrants an assessment to be conducted by LKPP on the 
effectiveness of the current sanctions mechanisms and possible improvements in the 
implementation process.  

36. E-procurement: The Ministry of Public Works, Ministry of Communications and 
Information and the City of Surabaya have all been at the forefront in the development of e-
Government Procurement (e-GP) technology. The LKPP is currently taking the lead on the 
implementation of e-GP in Indonesia at a national and sub-national level. The semi e-
procurement system in MoPW has handled around 60 percent of all planned procurement 
activities for 2010, with a total of 6,500 contracts and a total value of US$1.5 billion. The Minster 
of Public Work has recently issued a decree requiring the use of semi e-procurement in all 
MoPW procurement in 23 provinces and the use of e-procurement plus (allowing electronic 
submission of bids) in ten provinces in Java, Riau, South Kalimantan, Bali, and Gorontalo.  To 
date, agencies have been constrained in allowing submission of only electronic bids on-line due 
to the existing regulations. The interpretation of the current legislation on public procurement 
requires the submission of a hard copy in addition to electronic submission for final verification. 
In practice, the lowest three bidders still have to submit hard copies. This will require verification 
of the hard copy with the electronic submission leading to possibilities of errors and delays, 
which is not a good practice and does not qualify the system as a full e-procurement. To 
address this, LKPP is in the process of preparing a Presidential decree organizing e-
procurement and expects that it will be issued within a year. Once effective, agencies can then 
use the full e-procurement with only electronic submission of bids. It will also be critical for 
governrnent agencies to agree on a roadmap for the development of e-GP in the country, 
setting the roles of the different stakeholders, and the responsibility for ensuring minimum inter-
operability and core data standards for the various e-GP providers to comply with.   

 
5. Improving Government Accounting and Audit Functions 

 
A. Accounting and Reporting on Budget Execution 

 
37. BPK has given a ‘qualified’ opinion on government financial statements for 2009.  This is 
the first time that government annual financial statements have come out of a ‘disclaimer’ status 
in the last five years.  In the past, even though the aggregate Government Annual Financial 
Statements have been prepared in a timely manner, they continued to receive a ‘disclaimer’ 
audit opinion from the external auditors.  The major qualifications in the audit report relate to 
mismatch between budget classifications and the realizations, problems in assets management 
and under-recording of pension funds.  BPK also identified some key internal control 
weaknesses in the Government’s functioning.  
 
38. However, there has also been an improvement in the number of line ministries receiving 
favorable opinions from the external auditors. The number of line ministries with clean opinion 
has increased from 16 in 2007 to 34 in 2008 to 45 in 2009.  The number of ministries with 
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disclaimers has come down from 33 in 2007 to 18 in 2008 to 8 in 2009.3 Capacity constraints in 
the line ministries are the biggest challenge.  The number of trained accountants in line 
ministries and sub national governments is low, and the quality of their work needs 
improvement.  DG Treasury has an ambitious training program in place — with 15,600 ministry 
staff trained between 2007 and 2009. But this is only a short term solution and in the long term, 
there is a need for sustained and continuous training of staff from line ministries.  There is an 
Education and Training Unit within the MoF which is considering a plan for working with regional 
universities to institute such a program.  However, the plans are at an early stage at this point.  
 
39. The annual financial statements are prepared on an accrual basis and there is a plan to 
move to full accrual accounting for line ministries and sub-national governments by 2015. The 
accounting standards for accrual accounting have already been drafted and are currently 
undergoing a review process.  The next step would be to issue a regulation detailing a 
framework of the system including a sequenced time frame for development of business 
processes, accounting policies and chart of accounts.  The business processes, accounting 
policies and chart of accounts are expected to be completed by 2012 to start pilot 
implementation in 2013. 
 

40. In June 2010, the MoF and the World Bank and other development partners jointly 
organized an international workshop on accrual accounting to invite experts from other countries 
to share experiences and shape the implementation plan in Indonesia.  One of the issues that 
was highlighted in the workshop was the need to focus on human resources issues in the switch 
over to accrual accounting and the MoF would need to play close attention to training and 
capacity building of accounting staff throughout the country.   
 

B. Internal Controls and Internal Audit 
 
41. The PEFA assessment of 2007/8 classified weaknesses in control execution as a 
significant risk to reforms introduced in other areas of PFM.  The internal audit function in the 
country was classified as fragmented and characterized by weak capacity.  Key reform priorities 
in the area of internal control and internal audit therefore are: (a) roll out of SPAN; (b) 
implementation of the COSO control framework and (c) rationalization and strengthening of 
internal audit function of the GoI.   
 
42. As mentioned already above, the SPAN turnkey provider has commenced work on 
configuring the COTS application software and roll out is targeted for 2013. The new business 
processes being configured in SPAN are expected to strengthen internal controls by introducing 
a formal commitment control system in the line ministries, ensuring adherence to the budget 
ceilings, reducing the time lags in processing payments and budget revisions, and maintaining 
electronic trails of all modifications to source data.  However, the limited capacity in the MoF 
and other line ministries, and ownership of the program by the business owner are key 
challenges. To address this, the PFM team in the World Bank is closely engaged in the process.  
In addition, a business process review is underway and change management consultants are 
expected to be on board at the end of September 2010 to help DG Treasury deal with human 
resources issues through the transition.  
 
43. Through Government Regulation (PP) No. 60/2008, the GoI has adopted COSO as its 
internal control framework.  The regulation embraces the core principles of the COSO 
framework in a comprehensive manner but key challenge lie in the implementation of the 
                                                 
3 Of the 79 line ministries, 45 received an unqualified opinion, 26 qualified and 8 disclaimer and adverse.   
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framework.  The GoI regulation entrusts BPKP with the role of designing the internal control 
implementation, by providing guidance and training to the line ministries on COSO 
implementation. In June 2009, BPKP and the MoF, with assistance from the World Bank, 
organized COSO workshops for management and auditors to socialize concepts and 
implementation experiences related to COSO.  Also, BPKP is in the process of preparing an 
ambitious strategic plan for COSO implementation which may start through some pilots in line 
ministries. It thereby receives support from the World Bank through some grant funds. The 
limited capacity at BPKP in implementing major reforms and limited interest from the 
management of line ministries remain significant challenges. However, implementation of 
COSO is currently only at planning stage, and implementation on a pilot basis may begin only in 
2011.   
 
44. On internal audit, the quality of audit by Inspector Generals (IGs) in line ministries and in 
local government inspectorates remains sub-optimal with little focus on risk-based audit. Lack of 
trained and skilled auditors and scale of the country with local government inspectorate auditors 
in over 500 locations makes the task of reforming the internal audit function in the country really 
challenging.  It is important that a central agency assumes the role of coordination of internal 
audit function in the country.  A Presidential decree regulating Government Internal Audit 
Systems as required by Article 58 of Government Regulation No. 60/ 2008 that is currently 
being drafted by BPKP is expected to address this issue.  However, the decree has to undergo 
an elaborate consultation process and is expected to be issued only in 2011.  Meanwhile, some 
of the IGs in line ministries, including the MoF and the MPW, have embarked on a significant 
modernization of their functions. The IGs of both the MoF and the MPW have adopted a risk-
based approach to internal audit and are engaged in a review of technical skills of their staff and 
technical guidance available to them.   
 

C. External Audit 
 
45. A peer review for BPK that was conducted by the Dutch Court of Auditors in 2009 came 
out largely positive. According to this review, BPK had made major strides in its mandate, 
capacity and practices in the last five years. The Dutch Court of Auditors commended BPK on 
improving the quality assurance system in the institution, on its effective communications 
strategy, comprehensive standards and guidelines for auditors, and a well defined code of 
conduct.  The report noted the significant growth in the budget, the number of staff and the 
number of regional offices.4 The report also identified some areas for improvement, mainly the 
need to improve the readability of audit reports and the quality of analysis in the audit. However, 
the peer review concluded that BPK was on the right track and had made major improvements 
in its functioning in the last five years.   
 
46. A new BPK Board took office last year.  BPK is now starting to work on a new strategic 
plan for the 2011-15 period.  The new strategic plan would reflect both lessons from the peer 
review and the vision of the new Board. The World Bank is supporting the preparation of the 
new strategic plan, which will be supported by a detailed implementation plan through grant 
assistance.  
 
47. BPK has bilateral arrangements with many other SAIs that have helped BPK in 
procuring specialized skills in many areas.  Its arrangement with NAO Australia, for instance, 

                                                 
4 The number of BPK staff has risen from 2,854 in 2004 to 5,556 in 2009.  The annual budget for FY10 is Rp 2.02 trillion 
compared with Rp 234 billion in 2004.   
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has helped BPK in acquiring technical skills in the area of performance audit.  The Dutch and 
Norwegian SAIs are also actively supporting BPK.    
48. BPK has been able to submit the audited financial statements within 5 months of the end 
of the fiscal year for the past five years.  BPK also submits interim audit reports to the 
Parliament every six months.   
 

6. Civil Service Reform 
 
49. In late 2006, the Ministry of Finance initiated the Bureaucracy Reform Initiative (BRI). 
Through this initiative it has focused on reforming organizational structures and standard 
operating procedures (SOP), and on reforming HRM policies and practices to adhere to the 
established reform objectives: (i) to create a clean, professional and accountable state 
apparatus; and (ii) to create an efficient and effective bureaucracy so as to provide high quality 
public services. Ministerial Decree No. 30/KMK.01/2007 outlines the reforms in detail. A key 
element of the BRI has been to increase staff pay through an additional allowance, a budget 
allocation for which is approved annually by Parliament.5  
 
50. The BRI has led to many important outcomes in the MoF: professional quality of new 
staff has improved and accountability is better enforced including strengthened work discipline; 
corruption has decreased in spite of backlashes within DG Customs and within DG Tax; 
performance of staff has improved and key performance indicators have been introduced at the 
level of Echelon 1 units including signed performance contracts for the responsible managers; 
and service delivery has been simplified and speeded up within DG’s with client relations. Below 
are some of the most important achievements:  
 
• Some 8,000 SOPs have been revised to improve efficiency and to minimize direct non-

transparent interaction between MoF officials and members of the public. 
• Almost 20,000 job descriptions have been revised to better reflect professional 

requirements, job responsibilities and complexities. 
• A new grading scheme has been introduced on top of the general grading scheme (17 

grades) linked to the reformed job descriptions and allocating positions to one of 27 
additional grades.  

• A new allowance, linked to the new additional grades, has increased take-home pay for MoF 
officials considerably.  

• Performance based management has been introduced and KPIs have been defined to the 
level of echelon 1 while the cascading down to lower levels is still ongoing.  

• Recruitment criteria and processes have been significantly improved and today the MoF 
only recruits PNS candidates that have gone through STAN. 

• An Assessment Centre has been created and a large network of assessors established.  
• A selection process for promotion based on internally announced vacancies, voluntary 

applications and competitive selection based on merit has been piloted.  

                                                 
5 Note: The BRI was deemed so crucial that when approving the extra allocation for the first time in 2006, the 
Parliament decided to expand the BRI to the State Audit Institution (BPK) and the Supreme Court on a pilot basis. In 
2007, the National committee for Bureaucracy Reform was set up to coordinate reforms among institutions and 
provisions were included in Law No. 17/2007 on Long and Mid-Term Planning mandating all 73 central government 
institutions to implement BRI before the end of 2011 in support of which MenPAN has issued regulations and 
voluminous guidelines related to the reform process.  
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• Competency based training is more and more replacing ―structural� training  
• Improved Human Resources Information System (HRIS) is under development  
• Permanent Project Management Units have been established in DG Tax and in DG 

Treasury  

51. In April 2009, the Minister of Finance announced the second chapter of BR, with the 
human capital development and information system for human resources as key priorities. In 
connection with previous reforms, other issues also materialized and more areas were identified 
as targets for reforms for the second chapter, such as an inherent redundancy created by 
overstaffing and low quality of some staff.  
 
52. In the same year, the Bureaucracy Reform was defined by the new Government as the 
number one priority among 11 reform priorities. As part of the 100 days program, MenPAN was 
assigned to develop a new Grand Design and Roadmap for Bureaucracy Reform, which is 
intended to replace the previous concept but should largely build on the BRI as designed by the 
Ministry of Finance. However, the Grand Design is expected to include some important changes 
of the old concept; the most important ones related to sequencing and quality assurance of 
reform outcomes.  
 
53. In May 2010, a national Steering Committee chaired by the Vice-President and including 
the Ministers of Finance, Administrative Reforms (MenPAN), and Home Affairs, the three 
Coordinating Ministers, the Head of UKP4 and some eminent persons was formally established. 
With this new structure in place, the policy making responsibility for and monitoring of 
implementation of continued bureaucracy reform has moved from the MoF, where it was 
invented and initiated, to the center of government, where the responsibility has to be for 
reforms to have national impact. 
 
54. However, it is important to continue the reform process within the MoF. In line with 
existing policies and plans, and building on the progress achieved so far, the MoF should 
pursue the second chapter of reforms, which would include inter alia:  

 
• Strengthen the corporate values or introduce new corporate values, as necessary, to 

support enhanced professionalism, integrity and accountability;  
• Continue the professionalization of jobs and the competence based training policy; 
• Professionalize all HR functions and provide opportunities for professional certification for 

HR staff;  
• Require and provide opportunities for professional certification for other professions, where 

relevant;  
• Strengthen professional career paths and reform rotation practices to support 

professionalization, capacity building and career management;  
• Work towards an open recruitment policy which would strengthen professionalization and 

allow a greater professional mobility;  
• Pursue the development of talent management system to identify and prepare future 

leaders;  
• Decentralize HRM activities to levels where they would be most efficiently executed 

including necessary supporting restructuring;  
• Improve the new grading system and reform the allowance distribution;  
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• Finalize the HRIS in combination with separate HRIS in the big DGs;  
• Prepare policies and proposals for right-sizing allowing more radical restructuring policies; 

and  
• Pursue the analysis related to a possible establishment of one or several agencies under 

the MoF.  

7. Debt Management 
 
55. During the previous DPSP series, two major initiatives in debt management were 
implemented: A clear debt management strategy which was publicly announced and a newly 
created DG for Public Debt Management (DGDM), with a risk management oversight function 
for both domestic and external debts.  By 2010, the Government had also successfully reduced 
its debt-to-GDP ratio to approximately below 30 percent from the peak of over 90 percent in 
1999, with only a minimal increase through the exchange rate volatility and stimulus spending 
associated with the global financial crisis.  
 
56. The positive developments in terms of debt sustainability and institutional reforms have 
been replicated to a lesser extent in the Government's institutional capacity to manage public 
debts. In particular, great advances have been made in 2009 and 2010 in the quality of the 
Government’s domestic and external debt reporting, with the MoF and Bank Indonesia now 
issuing a joint publication, inconsistencies between official Indonesian and external sources 
being reconciled, and the World Bank reviewing with a view to upgrading its rating of the quality 
of Indonesian official Government and external debt statistics.  
 

8. Reforming Regional Public Financial Management 
 
57. Decentralization has provided sub-national governments with significant resources and 
responsibilities. More than one-third of overall public spending is now executed by sub-national 
governments. This level of expenditure requires an adequate regulatory framework, together 
with sufficient PFM capacity at the sub-national level if it is to be fully effective.  In order to 
address this, in 2005 the central Government passed comprehensive legislation on PFM 
reforms at the sub-national level, with the aim of mirroring reforms already being implemented at 
the center. However, the results have been limited due to lack of technical and human 
resources that most regions have to implement the reforms.  For example, sub-national 
governments are obliged by law to report certain fiscal and financial information to the central 
Government within a clear timeframe. In reality, many sub-national governments struggle to 
meet their deadlines for submission even though the number of such submissions has been 
decreasing. 
 
58. Current budget allocation and disbursement practices contribute to fiscal discipline at the 
central level but they constrain successful financial management at the local level. Allocations to 
individual sub-national government units are formally issued after the passage of the central 
Government budget in October prior to the fiscal year in question and commence through 
derivative regulations (e.g., ministerial decrees). While this may appear to allow sufficient time 
for sub-national governments to finalize their budgets, in reality budget allocations of shared 
non-tax revenue (oil and gas) are frequently issued close to the beginning, or first few months, 
of the fiscal year. The notional allocations are frequently underestimated by the central 
Government and disbursements from the center to the regions are back-loaded towards the end 
of the fiscal year. This is because the transfers in the final quarter are based on actual 
revenues, which are usually higher than projected revenues.  
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59. Sub-national governments are struggling to spend their increasing budgets and have 
built up reserves in recent years for three main reasons. First, sub-national governments often 
underestimate their revenues due to lack of revenue-management capacity, compounded by the 
under-budgeting of transfers by the central Government. Second, the issuance of budget 
allocations (especially allocation for shared non-tax revenue), combined with sub-national 
government’s lack of revenue-management capacity, in particular in estimating potential own 
source revenue (PAD), often resulted in low quality planning where budget projections are 
based on previous year allocation. Hence, in many cases, there are significant revisions in the 
regional budget adjustment (APBD Perubahan). Third, delays in the budget approval process 
and lack of implementation capacity result in under-spending of budgeted programs by sub-
national governments. Fourth, sub-national governments may not have the capacity to spend 
the resources at their disposal when these resources increase significantly and abruptly. This 
was the case with the 64 percent increase in DAU from 2005 to 2006, which led to a significant 
increase in sub-national government reserves. 

60. Some challenges in addressing the constraints in PFM at the sub-national level include: 
(i) providing timely estimates from the sectoral ministries of revenue-sharing transfers; (ii) 
building the capacity of sub-national Governments to better estimate their fiscal resources and 
manage accumulated reserves; and (iii) improving and streamlining the budget approval 
process.  The need to streamline the budget approval process in particular affects Law No. 
33/2004, which stipulates that provincial and district budgets must be approved by the Ministry 
of Home Affairs and the provincial government, respectively. This process may be one factor 
contributing towards lengthening the budget approval process. 

61. In order to address the financial management issues and challenges at the sub-national 
level, the central Government has implemented several reforms:  

A. ‘Burden-sharing policy’ 

62. Introduced in 2009, this policy incorporates major subsidies, including fuel subsidies, into 
the DAU pool allocation.  The policy will increase the accuracy of transfer projections during the 
full fiscal year, given that there is a disincentive for the central Government to under-estimate 
the oil price assumption, especially in relation to regional transfers. A more rational oil price 
assumption will lead to better estimates of revenue-sharing which, in turn, will help sub-national 
governments to better plan their budgets.  

63. Two actions are needed to optimize this policy. First, the central Government should 
establish a system to regularly monitor quarterly revenue-sharing transfers, as stipulated in Law 
No. 33/2004. Second, the central Government, through the relevant agencies, needs to improve 
production estimates for revenue-sharing, especially if back-loaded transfers at the end of the 
fiscal year persist.  

B. Late budget approval sanctions 

64. Starting from 2008, the Government has applied sanctions to improve the budget 
approval process. Based on Government Regulation (PP) No. 56/2005 and MoF Decree No. 
46/2006 regarding the Regional Financial Information System, provincial and district 
governments have to submit their annual budgets to the MoF before 31 January of the 
corresponding fiscal year. Sub-national governments that miss the deadline by at least one 
month will receive a warning letter to submit their budget before 31 March. If a sub-national 
government has not submitted its budget by that date, the MoF, in coordination with the MoHA, 
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can sanction the sub-national government by postponing the transfer of its DAU (25 percent of 
monthly transfers) until the budget is submitted. 

65. This sanction initiative has resulted in more timely budget submissions. Between 2006 
and 2007, 54 percent of sub-national governments approved their budgets after March. In 2008, 
the year the sanction was introduced, 87 percent of sub-national government submitted their 
budgets to the MoF before March.  If the Government wishes to ensure the effectiveness of this 
reform, the MoF should continue to monitor sub-national government budget submissions.  

66. The MoF can also assist sub-national governments in managing reserves and surpluses 
by strengthening the regulatory framework for sub-national financial management. In doing so, 
the MoF should develop guidelines for regions on the accumulation and use of reserves.  These 
guidelines should help sub-national governments use their reserves more effectively, for 
example, by: (i) settling outstanding arrears, given that about 85 percent of sub-national 
governments in arrears could clear these arrears by drawing on reserves; and (ii) where sub-
national governments have constant or increasingly high levels of reserves, using them to 
increase investment in public infrastructure.  
 

9. Governance and Anti-Corruption 
 
67. The public has expressed a strong demand for more accountable government, as 
indicated in the re-election of the incumbent Government for its strong anti-corruption platform. 
Shortly following the reelection, the President responded by creating a special unit called UKP4 
(Presidential Working Unit for Supervision and Management of Development), chaired by the 
highly respected Kuntoro Mangkusubroto, to reduce bottlenecks — including governance 
related issues — in management and development and to expedite delivery of government 
programs. Among its priorities is the acceleration of civil service and tax reforms, and processes 
are already underway to deliver on this mandate. The Law on Access to Public Information is 
passed and declared effective, and the public is hopeful that the provisions of the law will bring 
about more transparent and accountable services. 
 
68. Under the new Corruption Court law, the Special Anti Corruption Court is now created in 
seven provinces under the auspices of the Supreme Court, with the plan to replicate it in all 
provinces and then districts. This is taking place despite a 2006 Constitutional Court ruling, 
according to which the Special Court — previously trying cases investigated and prosecuted by 
the Anti-Corruption Commission (KPK) — was considered unconstitutional since it was seen as 
creating a dual criminal justice process for corruption cases. The Special Court has thereby 
maintained its original composition — with ad hoc judges in the judicial panels - and will try all 
corruption cases prosecuted by public prosecutors or from the KPK. This however, raises a 
different concern: The Supreme Court has to recruit and train highly qualified ad hoc judges 
designated in the 7 locations, and there is a fear that the lack of quality in resources may affect 
the credibility of the Special Court. 
 
69. In terms of corruption investigation, the pace had been slow. Following the public row 
between the Indonesian National Police (INP) and the KPK over the authority of performing 
some investigatory authorities, high profile investigations have been stalled. Two KPK 
commissioners were arrested by the INP for ‘abuse of power’, and the KPK was left with a 
serious gap in leadership, which drove the President to step in and appoint temporary 
commissioners.  A Presidential team, called ‘Team 8’ was established to examine the case and 
decided that the allegations were not substantiated. Then, at the request of the two 
Commissioners, the Constitutional Court ordered the playing of a set of recordings of taped 
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phone conversations, which revealed that the case charged against the two Commissioners 
was engineered.  
 
70. The Constitutional Court session, however, revealed a more profound problem: judicial 
corruption. A high profile special task force (‘Judicial Mafia Eradication Task Force) was 
therefore created under the President to identify issues, coordinate and recommend solutions. 
As an immediate result, some corruption was uncovered within the prison authority. Some 
judicial mafia practices also were uncovered in the INP and Attorney General’s Office, and 
reforms are underway for some judicial institutions, though many are questioning the 
effectiveness of the task force. The KPK, with the restoration of its two commissioners, is now 
picking up the pace by investigating high profile cases in the Ministry of Health and Social 
Affairs. Also, it arrested a judge and a lawyer engaged in bribery. The Government also started 
to strengthen the KPK by starting the selection process for the new Chair of the KPK. From a 
total of 287 applicants, 7 candidates made it through the final stage, and some of the names are 
promising — among them are the former Chief of Constitutional Court and former Chair of the 
Judicial Commission. The Selection Committee will make a final selection of two candidates to 
be submitted by the President to Parliament. With the new Chair elected, the public is hopeful 
that the KPK will reassert its proactive fight against corruption. 
 
71. The Constitutional Court, on the other hand, has demonstrated its strong role in 
resolving political disputes — which is critical particularly in the disputes laden with money 
politics at the time of local elections. There is a strong public expectation that the rulings may 
reduce the practice of election rigging in local elections. The anti-money laundering regime 
needs to be strengthened further. The recent amendment of the Anti-money Laundering Law 
will help in this effort. 
 
72. Last but not least, institutional reform increases its outreach and intensity. Taxation 
office reform is in place, following the prosecution of a tax officer, and some ministries (such as 
Ministry of National Education and Ministry of Public Works) are developing ways of improving 
institutional accountability. Local governments have made their own initiatives and set examples 
for good governance practices. 
 
73. As the Government has demonstrated its commitment to fight against corruption and to 
promote reform, the success of its strategy depends on a combination of both strong 
enforcement and rigorous institutional reform. With the creation of a high profile Presidential unit 
and task force, serious efforts have to be made to ensure that reforms are sustainable beyond 
the terms of the ad hoc unit and task force and that recommendations made by the two are 
effectively applied.  
 

III. Key Areas for Future Attention 
 
74. In sum, for the period ahead, the following will be key areas for attention and monitoring 
for Indonesian PFM: 
 
• Ensuring coherence and momentum in PFM reform  
• Deepening the reforms of the central government budgetary systems to ensure policy 

orientation and medium term planning in budget preparation with a particular focus on 
improving the quality of performance data, fine-tuning the existing MTEF and costing system 
and developing a PBB/MTEF based M&E system 
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• Ensuring greater integrity and more effective management of public funds through further 

extension and fine-tuning of the TSA, increasing the quality of cash forecasting procedures 
as well as automation of the treasury payments system, including the review of the chart of 
accounts and related business processes and strengthening PUSINTEK as the shared IT 
services provider 

• Enhancing the Government’s budget analysis capacity, primarily by developing a 
consolidated M&E system that integrates financial and non-financial data in accordance with 
PBB principles and streamlines and consolidates information of the complex  M&E 
environment  

• Improving the public procurement system by developing a consistent legal framework 
through anchoring it in an overarching and consolidated national procurement law that 
regulates all principles and responsibilities in public procurement, by building the 
procurement management function as well as the capacity of procurement committee 
members based on a comprehensive human resources development strategy, and by 
improving transparency in the procurement process, for example, through the development 
of a national e-procurement system 

• Ensuring relevant and reliable financial reporting by strengthening human resources in 
government accounting and reporting, especially at the line ministry level and especially with 
regards to accrual accounting  

• Strengthening the internal audit function in the country by rolling out the treasury payment 
system as planned, implementing the COSO framework, conducting capacity building for 
government inspectorate auditors, especially with a view to risk-based audit, and identifying 
an agency to assume coordination of the internal audit function 

• Detailing and implementing BPK’s strategic plan 2011-1015 for improving the quality of 
external audit reports 

• Continuing civil service reform in the MoFe in the context of the second chapter of the 
national bureaucracy reform initiative  

• Keeping up the debt management strategy and the advances in the quality of debt reporting 
• Addressing constraints in PFM at the sub-national level by (i) providing timely estimates 

from the sectoral ministries of revenue-sharing transfers; (ii) building the capacity of sub-
national governments to better estimate their fiscal resources and manage accumulated 
reserves; and (iii) improving and streamlining the budget approval process 

• Developing a coherent and well-focused strategy for corruption prevention within the state 
administration and ensuring its sustainability beyond the terms of the ad hoc task force  

75. All these reforms are being actively considered by the Government, and, as indicated 
further above, implementation plans are either being developed by the Government or 
implementation is already underway.  

76. The capacity to centrally monitor these and other reforms has already been established 
at the Secretary-General’s office of the MoF (PUSHAKA). However, Indonesia would benefit 
from a coherent reform plan or strategy to ensure proper phasing and coordination of PFM 
reforms. This would also allow for enhanced monitoring and accountability within the GoI and 
thus provide additional momentum and direction to reform efforts. To this end, it is currently 
being discussed at the MoF whether the PFM MDTF Annual PFM Strategy Note, currently a 
document drafted yearly to guide and inform the management and execution of activities of the 
PFM Multi-Donor Trust Fund, into a more elaborate and official Government strategy.   
 

1. Management of Foreign Exchange 
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77. The foreign exchange control environment is assessed to be generally satisfactory.  The 
country is no longer subject to the Extended Arrangement from the IMF.  Bank Indonesia (BI) 
was last subject to the transitional procedures under the Fund’s safeguards assessment policy 
in 2002.  That assessment recommended remedial action to address a number of vulnerabilities 
in the audit arrangements of BI.  The main recommendations have been implemented, including 
the establishment of an independent audit committee at BI and the publication of BI’s audited 
financial statements. Audited financial statements for BI for 2009 by BPK contain an unqualified 
opinion.   
 

V. Conclusion 
 

78. In recent years, Indonesia has made significant strides in the way its public finances are 
managed and in increasing transparency and independent oversight.  In almost all areas of 
PFM, changes in the legal and regulatory architecture are now largely complete and the 
momentum has shifted towards implementation of new PFM practices. Advances have been 
made in budget preparation with the introduction of MTEF and PBB, government accounting 
standards have been formally established and are being adhered to in several respects to 
produce comprehensive annual financial statements, and the external audit function has made 
significant progress in the last few years.  However, internal controls in the execution of budget 
by spending agencies need improvement. A Government Financial Management Information 
System (GFMIS) to provide information for budget management at all levels of government is 
not yet in place, and weak controls in budget execution processes have the potential of 
jeopardizing gains from reforms introduced in other areas of PFM.  
 
79. However, weaknesses in financial management and accountability continue to be 
gradually addressed through the PFM reform program discussed above, and development 
partners are actively engaged in this process.  Also, key elements of the reforms are supported 
by the DPSP triggers, as well as the GFMRAP project and other initiatives supported by 
development partners. Much remains to be done, and it will take time to realize the full impact of 
these reforms. But the trajectory of reform is in the right direction, and, most importantly, the 
Government continues to demonstrate high commitment in completing the planned reforms. The 
reforms when implemented will further reduce the level of fiduciary risks. Taking this into 
consideration, the World Bank assessment team does not propose putting in place any 
additional fiduciary arrangements for this operation. 
 




