
Integrated Participatory Development and Management of Irrigation Program (RRP INO 43220) 
 

PROGRAM FIDUCIARY SYSTEMS ASSESSMENT 
 
1. The proposed results-based lending (RBL) program will support implementation of the 
irrigation improvement program (IIP) of the Government of Indonesia. The Directorate General 
of Water Resources (DGWR),1 Ministry of Public Works and Housing (MPWH) has the primary 
responsibility for implementing the IIP. As implementing agency, the Directorate General of 
Regional Development (DGRD), Ministry of Home Affairs (MOHA) will support coordination of 
activities with agencies at the subnational level.2 The Directorate of Water Resources and 
Irrigation, National Planning Agency (BAPPENAS), will provide oversight of the program.  
 
2. The fiduciary systems assessments focus on accountability and transparency; and cover 
performance-based budgeting, budget execution and cash and/or debt management, internal 
controls and internal audit, accounting and financial reporting, independent audit, funds flow and 
disbursement arrangements, and anticorruption mechanisms. The financial management 
system assessment indicates a moderate fiduciary risk. While some financial management 
weaknesses and shortcomings have been identified, these are minor and can be effectively 
addressed through mitigation measures and actions. Based on these being implemented, the 
financial management arrangements are considered adequate.  
 
A. Information Sources  
 
3. The fiduciary assessment was undertaken from October 2015 to September 2016. It 
aims to (i) assess key gaps between the government’s laws, regulations, and procedures and 
Asian Development Bank (ADB) principles, to identify what incremental improvements are 
needed, should significant gaps be identified; and (ii) assess the implementation of systems and 
capacities of the executing and implementing agencies. The assessment—covering financial 
management, procurement, and anticorruption—builds on existing assessments complemented 
by consultative meetings and site visits with the executing and implementing agencies at the 
national level and with participating agencies at the subnational level. Consultation was also 
carried out with the Ministry of Finance (MOF), the Financial and Development Supervisory 
Board (BPKP), and the Supreme Audit Institution (BPK). The assessment capitalizes on lessons 
learned from past and ongoing projects funded by ADB and other development partners. 
  
4. The public financial management assessment draws on (i) the 2012 Public Expenditure 
and Financial Accountability;3 (ii) the Summary of Indonesia’s Public Sector Management Sector 
Assessment;4 and (iii) the public financial management (PFM) assessment for Indonesia.5 The 
procurement assessment builds on (i) the national public procurement regulations;6 (ii) the 
sector and/or ministerial regulations for procurement in the construction industry;7 (iii) the 
country procurement assessment report;8 and (iv) the ADB country, sector, and agency 
procurement assessment.9 The anticorruption and governance assessment refers to (i) the Anti-
Corruption Law, 1999;10 (ii) the Transparency International report;11 and (iii) the World Bank’s 
                                                                                       
1 This includes the Directorate of Irrigation and Low Land and the Directorate of Operation and Maintenance.  
2 This includes the water resources agencies (WRAs) and regional planning agencies (BAPPEDAs). 
3 World Bank. 2012. Indonesia: Repeat Public Expenditure and Financial Accountability (PEFA) Report and 

Performance Indicators. Jakarta: Public Financial Management Multi Donor Trust Fund for Indonesia.  
4 R. Hattari. 2015. Summary of Indonesia’s Public Sector Management Sector Assessment. ADB Papers on 

Indonesia. No. 11. Manila: ADB. 
5 ADB. 2012. Draft Country Level Governance Risk Assessment and Risk Management Plans for Indonesia. Manila. 
6 Presidential Regulation (Perpres) No. 54/2010 and its amendments. 
7 The Minister of Public Works and Housing Decree No. 07/PRT/M/2011 (as amended three times through Decrees 

No. 14/PRT/M/2013, 07/PRT/M/2014, and 31/PRT/M/2015).  
8 World Bank. 2001. Country Procurement Assessment Report: Reforming the Public Procurement System. Jakarta. 
9  ADB. 2016. Draft Country and Sector/Agency Procurement Assessment Indonesia. Manila. 
10 Republic of Indonesia Anti-Corruption Law No. 31/1999 on the eradication of the criminal act of corruption, and 
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Worldwide Governance Indicators, 2015.12 
 
B. Financial Management System   
 
5. Program financial management profile. The proposed RBL program will use the 
existing financial management systems—including the government’s budgeting, accounting, 
reporting, monitoring, and auditing arrangements, which are uniform across national and 
subnational levels. Indonesia’s PFM is regulated by a full set of laws and decrees.13 The 
fiduciary assessment focuses on accountability and transparency.  
 
6. Planning and budgeting. The MOF has adopted new measures to improve the 
planning and budgeting system in its effort to shift from an input based system to an output and 
outcome based system. In 2011, it introduced a medium-term expenditure framework (MTEF). 
In 2012, it familiarized line ministries with indicative budget ceilings. In 2014, the MOF used 
medium-term revenue forecast in formulating the resource envelope and subsequent indicative 
ceilings at ministry and program level for the fiscal year and three out-years during the 
preparation of the national budget. Nonetheless, issues remain for implementation of the MTEF. 
The MTEF requires the government to merge the priorities and planned outputs of the executive 
branch (including subnational governments) and the legislative branch. These priorities need to 
be turned into a set of work plans that can later be turned into budget allocations over the five-
year period and on yearly basis. Improved accuracy of the projection is needed to ensure a 
balanced budget. The MOF is planning to introduce a system for monitoring performance 
indicators called Basic Architecture on Performance Information (ADIK), to be managed by the 
Directorate General of Budget, MOF; and will roll out the system in 2016. 
 
7. Accounting and financial reporting. The budget classification system has been 
streamlined since 2004 and follows international standards in accordance with the International 
Monetary Fund government financial statistics. The government applies national public sector or 
government accounting standards that are broadly consistent with international standards. 
Since 2004, Indonesia has applied a “cash towards accrual basis” accounting standard,14 and 
moved to accrual-based accounting by January 2015. Budget transparency has been 
enhanced—with the key budget documents, including draft budgets, six-monthly budget 
execution reports, and detailed financial notes, all available on the web. The government’s 
score in the Open Budget Index increased from 51% in 2010 to 62% in 2012.15 Audits by the 
BPK show an improvement in the quality of government financial statements.   
 
8. Budget execution. In 2014 and 2015, the average of total national expenditures’ 
absorption reached 93% of the budgeted amount. However, most of the absorption happened in 

                                                                                                                                                                                                                                                                                        

Law No. 30/2002 on the establishment of the Corruption Eradication Commission (KPK); President Instruction 
No. 7-2015 on Prevention and Eradication of Corruption action.  

11 Transparency International – The Global Anti-Corruption Coalition. https://www.transparency.org/cpi2015/ 
12 World Bank. http://info.worldbank.org/governance/wgi/index.aspx 
13 Law 17/2003 on State Finance, Law 1/2004 on State Treasury, and Law 15/2004 on State Financial Audit, 

Presidential Decree of 2010 on Public Procurement; Law No. 32/2004 on Regional Administration, Law No. 33 on 
Fiscal Balance Arrangements between Central and Local Level, Law 28/2009 on Regional taxes and Fees, Law 
25/2004 on State Development Planning; Government Regulation 51/1999 on National Statistics; Government 
Regulation 23 of 2005 on Public Service Agencies, Government Regulations 58/2005 and 37/2007 and MoHA 
Regulations 13/2006 and 59/2007 on PFM in regional governments. 

14 Cash basis means that income and expenditures are recorded whenever cash is received or paid. Accrual 
accounting refers to a method in which the use of resources is recognized irrespective of when a cash transaction 
takes place. 

15 International Budget Partnership (undated): Indonesia, Open Budget Index 2012. 
http://www.internationalbudget.org/opening-budgets/open-budget-initiative/open-budget-survey/publications-
2/rankings-key-findings/rankings 
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the fourth quarter of the year. This signals problems in budget implementation due to lack of 
planning in the line ministries, cumbersome procurement practices, and lack of implementation 
capacity. To ensure budget absorption can be equally distributed within the year, the 
government in September 2015 established a Budget Realization Evaluation and Monitoring 
Team (TEPRA), which monitors public spending disbursement across line ministries.  
 
9. Cash management. The MOF has an integrated financial management information 
system called the State Treasury and Budget System (SPAN). SPAN’s function is to manage all 
financial transaction data of the central government in a full cycle from budget appropriation to 
budget allotment to budget execution up to the production of financial statements. This ensures 
the timeliness, robustness, and credibility of fiscal data. SPAN has been implemented in 179 
local treasury offices of the MOF, which handle more than 24,000 spending units. SPAN has 
(i) ensured that budget appropriation data are consistent with budget allotment data (DIPA); 
(ii) instilled discipline in line ministries and the MOF, preventing spending beyond the budget 
ceiling; and (iii) monitored delays in disbursement. Sustainable implementation of SPAN 
requires the full commitment of the MOF in terms of human and financial resources.  
 
10. Public financial management at subnational level. Decentralization in 2000 
transferred more than 30 functions from the central government to the subnational level. This 
created an institutional and administration burden at the subnational level, such as the lack of 
skilled civil servants, especially in accounting and financial management.  
 
11. Internal control and internal audit. Commitment controls are in place that limit 
spending to actual cash availability and approved budget allocations—this has improved with 
the implementation of SPAN. The government also adopted COSO16 as its control framework in 
August 2008; and Government Regulation 60/2008 clarified the role of internal auditors (BPKP) 
and required all state institutions to implement the Government Internal Control System for 
effective, efficient, and accountable management of state funds, and reliable reporting.17

 

Notwithstanding, coordination on the government internal control system among regional 
agencies is weak, and no uniform audit planning framework is in place. The quality of audit by 
inspectors general in line ministries and local government inspectorates remains substandard, 
with little focus on risk-based audit. 
 
12. External audit. The BPK has made steady progress in its mandate, capacity, and 
practices to strengthen integrity and accountability in government.18 However, audit practices 
focuses on compliance rather than performance. The BPK prepared a strategic plan for 2011–
2015, which reflects both lessons from the peer review conducted by the Dutch Court of 
Auditors in 2009 and Supreme Audit Office of Poland in 2014 and the vision of the newly 
appointed BPK board. ADB supported the BPK through the State Audit Reform Sector 
Development Program.19 Although the BPK has adopted several measures to strengthen 
auditor professionalism, which has significantly improved the quantity and quality of its 
resources, it needs more auditors with diverse educational backgrounds (in addition to 
accounting and finance) to execute performance audits. This will enhance the quality of public 
administration and accountability.  
 
                                                                                       
16 The Committee of Sponsoring Organizations of the Treadway Commission (http://www.coso.org/). 
17  Under the regulation, four types of institutions share responsibility for conducting the government’s internal audit 

function: the BPKP, Inspectorates General, provincial inspectorates, and district or city inspectorates. Each of 
these is assigned different roles. 

18  The third amendment of the 1945 Constitution, 2001; Law of Audit, 2004; and Law on BPK, 2006 provide the legal 
basis for public sector auditing by the BPK.    

19  ADB. 2004. Report and Recommendation of the President to the Board of Directors: Proposed Loans to the 
Republic of Indonesia for the State Audit Reform Sector Development Program. Manila. 
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13. Public financial management reform at Ministry of Public Works and Housing. The 
MPWH prepares a five-year strategic plan, which includes planning for the irrigation sector. The 
plan is developed based on the needs of implementing units at the national and subnational 
level. Preparation is linked to national priorities in the MTEF. Every year, each implementing 
units prepare that feed into the national and subnational budgets. The performance of MPWH in 
budget absorption is relatively high. For example, in 2014-2015 MWPH was able to absorb 90% 
of its allocated expenditures in the national budget for irrigation. However, these 
accomplishments were made under cash-based accounting system. Since 2015, MPWH has 
gradually incorporating accrual-based to its financial reporting. Accelerating the accrual-based 
accounting system would require MPWH to build up the capacity of its public finance staff. The 
BPK conducts external audits on the MPWH’s consolidated financial statement. The audited 
financial report opinion of the MPWH for FY2013–FY2014 is unqualified and qualified opinion 
for FY 2015. 
 
14. Proposed program financial arrangements. Financing under the ADB loan will be 
disbursed based on the achievement and verification of the agreed disbursement-linked 
indicators. Loan proceeds will be disbursed to a government treasury account in the Bank 
Indonesia for the RBL dedicated to ADB funds. ADB loan funds will be part of the budgetary 
funds and other funds, and payments to suppliers and contractors will be controlled by the 
regular government system. Each implementing units will be responsible for preparing the 
annual contract awards and disbursement projections, and collecting and compiling supporting 
documents for the program expenditures. In the procurement process, each implementing units 
will have a procurement commitment officer who will be responsible for monitoring the 
procurement and managing the payments for works, goods, or services. The state Treasury 
Office (KPPN) will make the payments.  
 
15. Central government funds for activities implemented by subnational agencies will be 
channeled from MOF to subnational governments. Central funds transferred to subnational 
governments include the specific allocation funds (DAK), general allocation fund (DAU) and 
development partners financing. Development partners financing for subnational administrations 
will be disbursed on the basis of the on-granting agreements between the MOF and the head of 
the concerned regional administration.   

  

16. Program financial reporting and audit arrangements. For the proposed RBL, the 
DGWR will prepare the unaudited program financial statements for all sources of funds in the 
program to improve monitoring and evaluation and the predictability of financing. The executing 
and implementing agencies will be responsible for maintaining financial records and accounts. 
The Borrower will ensure that BPK will audit the central level financial report as well as the 
financial statements of the Program Executing Agency, BAPPENAS, MOHA and MOF. ADB will 
disclose the national level audited financial statements (Laporan Keuangan Pemerintah Pusat) 
and the summaries of the financial statements of the Program Executing Agency, BAPPENAS, 
MOHA and MOF within 14 days of the date of their acceptability by ADB by posting them on the 
ADB website. The loan agreement provides more details on disclosure arrangements. 
 
17. ADB’s value added in public financial management reform. ADB is engaging with 
the government, at both central and subnational levels, to strengthen PFM systems through a 
broad mix of policy-based operations, projects, and technical assistance activities. The Local 
Government Finance and Governance Reform Sector Development Program supported PFM 
strengthening at the subnational level, especially in the implementation of a computerized 
financial management information system at 171 regional locations.20  

                                                                                       
20 ADB. 2005. Report and Recommendation of the President: Proposed Loans and Technical Assistance Grant to the 
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18. Development partner work in public financial management reform. The 
Government of Australia is also active in PFM at the subnational level, with a focus on capacity 
building at a number of subnational authorities. German development cooperation through 
Deutsche Gesellschaft für Internationale Zusammenarbeit (GIZ) and the Government of Canada 
were also engaged at the subnational level through pilot capacity-building projects in selected 
provinces. To strengthen budget transparency, the Open Government Initiative supported by the 
United States is supporting efforts to disclose detailed budget information across all levels of 
government. The World Bank has been assisting the government in improving PFM at the 
national level through the Government Financial Management and Revenue Administration 
Project since 2004. The World Bank project supports reforms aimed at strengthening efficiency, 
governance, and accountability in PFM, especially in budget execution, together with treasury 
modernization and revenue administration. 
 
19. The financial management risks and mitigation measures are summarized in the table 
below. 

 
Table 1: Financial Management Risks 

Risk Type Risk Description 

Risk Ratinga 
(without 

mitigation) 
Management Plan/ 

Mitigation Measures 
Inherent Riskb    
Country-
specific 

Lack of capacity at subnational level M Development partners’ continuous 
support to strengthen the public 
financial management systems in 
Indonesia through policy-based, 
projects, and technical assistance 
activities. 

Agency-specific Some government procedures for 
accounting and financial reporting have 
weaknesses, i.e., different system and 
regulation between central government 
(line ministry) and local government, and 
staff unfamiliarity with implementation of 
accrual basis accounting. 

M Build capacity and strengthen 
monitoring in financial management 
and reporting. 
 
Establish coordination between central 
level (line ministry) and agencies at 
local levels of government. 

Overall 
Inherent Risk 

 M  

Control Riskc    
Financial 
reporting 

Government staff use manual methods 
to prepare consolidated financial 
statements. 

M The government is working on a 
transition to enhance controls, including 
adjustment to entries that require 
clearance from a supervisor, and that 
all adjustments are logged. 

 The current government system cannot 
automatically produce budget tables and 
compare these with actual expenditures 
at year-end. 

L Internal control over financial reporting 
is being implemented as a pilot project 
and will provide a quarterly report per 
organizational unit, including mitigating 
actions where relevant.  

 The current system does not prepare 
consolidated financial statements for 
specific programs. Staff can use only 
manual methods to consolidate the 
reports. 

M Consultants will be recruited to help the 
Directorate General of Water 
Resources to consolidate financial 
statements from the current country 
system and propose necessary reforms 
to improve the system. 

Financial 
Auditing 

The government auditor does not 
produce consolidated audit reports for 
the overall program. 

M Resources will be mobilized to support 
the independent auditor to consolidate 
audit reports for the overall program. 

                                                                                                                                                                                                                                                                                        

Republic of Indonesia for the Local Government Finance and Governance Reform Sector Development Program. 
Manila. 
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Risk Type Risk Description 

Risk Ratinga 
(without 

mitigation) 
Management Plan/ 

Mitigation Measures 
 Coordination on the government internal 

control system among regional agencies 
is weak, and no uniform audit planning 
framework is in place.  

L A forum for coordination of government 
internal auditors was established. 
Internal Auditor Association (AAIPI), in 
late 2012,  AAIPI has produced  the 
internal audit standard to be used by 
the government internal auditors which 
includes a uniform audit planning.  

 The quality of audit by inspectors 
general in line ministries and local 
government inspectorates remains 
substandard, with little focus on risk-
based audit. 

M ADB support through the State 
Accountability Revitalization Project by 
providing nationwide training to 
government auditors and public 
financial officer in central and local 
government. 

Overall 
Control Risk 

 M  

Overall Risk  M  
a Risk ratings: N = negligible, L = low, M = moderate, S = substantial, H = high. 
b Inherent risk is the susceptibility of the program financial management system to factors arising from the 

environment in which it operates, such as country rules and regulations, and the agency’s working environment 
(assuming the absence of any counterchecks or internal controls). 

c Control risk is the risk that the program’s accounting and internal control framework is inadequate to ensure that 
funds are used economically and efficiently and for the purposes intended, and that the use of funds is properly 
reported. 

Source: Asian Development Bank.    

20. Guidance and training will be provided to staff involved in the program. Guidance is a 
continuous process, especially to refresh the financial management and accounting skills of 
existing staff and for the orientation of new staff. The financial management action plans are 
summarized below. 
 

Table 2: Financial Management Action Plan 
Risk 
Description 

Risk Action Item Period Responsibility 

Project staff Limited resources for 
financial management 

Hire a financial management specialist to 
support the preparation of interim financial 
reports on a quarterly basis. 

Q2/2017 DGWR 

Financial 
reporting 

Lack of consolidated 
information on program-
related expenditures, at 
the national and local 
government level 

Prepare consolidated unaudited program 
financial statements covering all sources of 
funds.  

Q1/2018 
on 

DGWR and 
Local 

Government 
 Conduct training in financial management 

for the central and local government staff to 
prepare financial reports on the program. 
 
Ministry of Finance will issue a circular 
letter for the program, which will ensure the 
report of the use of fund reported under the 
same financial report system (national 
financial report)  

Q4/2017 
on 

MOF 

 Inconsistency in the 
monitoring system 
impedes consolidating 
data at the central and 
local government 

Enhance and strengthen the use of e-
monitoring at central and local government 
levels to capture the information on 
financial and physical reports by using a 
standard measurement (e.g., hectares or 
kilometers) to enable the government to 
monitor the program achievements in terms 
of financial and physical achievement. 
 

Q4/2017 DGWR 
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Risk 
Description 

Risk Action Item Period Responsibility 

Financial 
auditing 

Government auditor 
does not produce 
consolidated audit 
reports for the overall 
program 

Socialization of result-based lending 
modality to the auditors. 

Q4/2017 MOF 

DGWR = Directorate General of Water Resources, MOF = Ministry of Finance. 
Source: Asian Development Bank. 
 
C. Procurement System  
 
21. Procurement profile. The DGWR through its river basin organizations and subnational 
governments through their planning agencies (BAPPEDAs) and water resources agencies 
(WRAs) are the key procuring entities for the program. The DGRD and Directorate of Water 
Resources and Irrigation, BAPPENAS will carry out a small number of procurements. Table 3 
describes the indicative procurement profile of the program. 
 

Table 3: Procurement Profile 

Procurement Profile 

Civil works. This comprises the rehabilitation of existing irrigation facilities, such as (i) off-take and control structures; 
(ii) primary, secondary, and tertiary canals and drains; and (iii) hydromechanical works. Most contracts are expected 
to be below $10 million equivalent per contract, with an average of $300,000–$1.5 million per contract, and more than 
90% are less than $2 million per contract. A small number of contracts have values of $10 million–$35 million per 
contract. Procurement of civil works follows competitive bidding, simplified competitive bidding, and direct selection 
under the national procurement regulation (Perpres) No. 54/2010 and its amendments. Starting in 2015, as required 
under Perpres No. 4/2015, all procurement under this category should follow the e-tendering of the national                
e-procurement system (SPSE). Farmer groups will be engaged for very small works where appropriate, with the 
contract value to be less than $30,000. Procurement of the farmer group packages follows simple procurement under 
Perpres No. 54/2010 and its amendment. 
Goods. Procurement of goods will involve small contracts (less than $50,000) for the purchase of irrigation 
equipment (e.g., measurement devices and gates). Under current government procedures and practices in the 
irrigation sector, this type of contract will follow simple direct selection. Because of the small and simple nature of 
these contracts, no foreign bidders are anticipated. 
Consultant services. A number of consultancy contracts (for firms) will be recruited under the program to support 
design and construction supervision through RBOs. All packages are expected to be less than $1 million. The 
national threshold for the participation of international firms is about $1 million. 
Other services. To support the updating of the irrigation asset registry, an aerial mapping service is to be contracted 
for less than $2 million per package. Such contracts are not expected to attract foreign bidders. 
Individual facilitators. A significant number of field facilitators is needed under the program. Local governments 
recruit facilitators to assist local farmer groups in villages. These are annual service delivery contracts with a value of 
less than $5,000 per contract. 
Perpres = peraturan presiden (presidential regulation); SPSE = Sistem Pengadaan Secara Elektronik (Electronic 
procurement system) Source: Asian Development Bank. 
 

22. National procurement legal framework and procedures. The draft country and sector 
agency procurement assessment prepared by ADB concludes that the national procurement 
legal framework and procedures are applicable for the RBL program. 21 National procurement 
rules and regulations under Presidential Regulation (Perpres) No. 54/2010 and its amendment 
will apply. Perpres No. 4/2015 mandates that all procurement should follow the e-procurement 
system established nationally by the National Public Procurement Policy Agency (LKPP). 
MPWH Decree. No. 07/PRT/M/2011 serves as the implementation guidelines for national 
procurement rules in the construction industry.22 This regulation has several good elements, and 
clarifies the applicability of the national regulations set by the LKPP for construction services.23 
 
                                                                                       
21 ADB. 2015. Draft Country and Sector/Agency Procurement Assessment. Manila. 
22 As amended three times through Decrees No. 14/PRT/M/2013, 07/PRT/M/2014, and 31/PRT/M/2015. 
23 This covers both works and consultancy services. 
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23. Procurement of civil works, goods, and other services. Competitive bidding 
procedures under Perpres No. 54/2010 and its amendment includes the following methods: 
(i) Pelelangan Umum—general bidding for goods, works, and other services, similar to 
international competitive bidding, where bidding is open to all eligible bidders; (ii) Pelelangan 
Sederhana—simplified bidding, normally followed for the procurement of simple and small 
amounts of common goods below $20,000 equivalent; (iii) Pelelangan Terbatas—the equivalent 
of limited bidding, used for complex and large construction works above $8.2 million equivalent; 
and (iv) Pemilihan Langsung—simplified bidding, comparing at least three quotations from firms 
that are directly invited to submit proposals, and used for simple and small construction works 
contracts below $410,000 equivalent. According to current rules, the procurement of those 
packages should be conducted through e-tendering, where all bid submissions, clarifications, 
pre-bid meetings, and awards are made electronically. In 2010, the government introduced an 
e-catalogue for the purchase of small equipment.24 
 
24. All procedures are aligned with the commonly accepted procurement principles of 
competition, efficiency and economy, transparency, and fairness and equal opportunity. 
Standard bidding documents for each of the procurement methods are applicable nationally, as 
issued by the LKPP and the MPWH.25 Under current national regulations, foreign bidders may 
only participate for contracts above $10 million for works, $2 million for goods and other 
services, and $1 million for consulting services. Based on the assessment of the procurement 
profile of the program, almost all contracts are expected to be below the national thresholds, 
and the nature of the contracts suggests that no foreign firms will be interested in participating. 
Accordingly, the presence of the national thresholds for the participation of foreign bidders does 
not undermine the commonly accepted procurement principles of national rules and regulations. 
 
25. Procurement of consulting services. National procedures for the selection of 
consultants are outlined in Perpres No. 54/2010 and its amendments, as well as the MPWH 
Ministerial Decree No. 07/PRT/M/2011.(footnote 19). The procedures still do not meet the 
commonly accepted procurement principles, particularly in the following areas, with regard to 
the participation of international firms:  
 

(i)            Eligibility. National procedures only allow international competition for contract 
values of more than $1 million. 

(ii)            Association of firms. National procedures require a mandatory joint venture 
between an Indonesian firm and the international firm wishing to participate.  

(iii)            Registration. Prior to participation in a procurement process, international firms 
are required to (a) register with the National Investment Board (BKPM) and 
MPWH systems to obtain a permit to operate in Indonesia;26 and (b) have a 
representative office in Indonesia. 

(iv)            E-procurement system. Under current practice, consultant selection must be 
conducted through the e-procurement system. However, this system does not yet 
allow for the participation of foreign firms. 

(v)            Request for proposal. The request for proposal developed by the LKPP and 
contract documents are not yet in English, so the quality and substance are still 
not consistent with the commonly accepted procurement principles referred to in 
the ADB Staff Guidance for Piloting Results-Based Lending for Programs.27

 

                                                                                       
24 Such as regular computers and peripherals, office vehicles, and irrigation valves. 
25 Standard bidding documents and some samples of actual bidding documents at the MPWH, district, and provincial 

government levels were reviewed. 
26 Called Badan Usaha Jasa Konstruksi Asing (BUJKA). 
27 ADB. 2013. Staff Guidance for Piloting Results-Based Lending for Programs. 

https://www.adb.org/documents/piloting-results-based-financing-programs. Manila.  
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26. Because of the restrictive requirements for international consulting firms, large 
consulting packages above $1 million are excluded from the program and will be contracted 
through the ADB-funded Accelerating Infrastructure Delivery through Better Engineering 
Services Project.28 The request for proposal template will be revised and agreed between the 
government and ADB, to be acceptable to ADB in form and substance. ADB is supporting the 
upgrading of the national e-procurement system to allow the participation of foreign firms. In 
addition, the following improvement measures have been agreed with the government: (i) terms 
of reference for consulting services are to be reviewed by ADB prior to tendering, to confirm 
technical soundness; (ii) a procurement audit of all consulting contracts should be conducted by 
an appropriate institution in Indonesia acceptable to ADB after 1 year of loan effectiveness—
ADB will verify the outcome of the procurement audit and address any gaps, for the government 
to take actions required under Indonesian law; and (iii) an independent firm will carry out a 
value-for-money audit of the consulting services in the last year of the loan. 
 
27. Procurement capacity varies across regions, with some subnational agencies (such as 
Central Java Province and Minahasa Utara District) having reasonable procurement capacity, 
while many other states have limited capacity to handle procurement functions. The risks at 
various stages of procurement and their mitigation measures are summarized inTable 4. 
 

Table 4: Procurement Risks and Mitigation Measures 

Risk Description Riska Action Item 
Responsible 

Agency 
Time 

Frame  

The procurement profile and 
data information are not 
consistently stored in the SPSE, 
preventing reliable procurement 
monitoring 

L Improvement of the current e-procurement 
and e-monitoring system to ensure linkages 
between SiRUP and the actual procurement 
actions by each implementing agencies 
along with their reporting in the system 

MPWH, 
MOHA, 
BAPPENAS, 
local 
government 

2016 

Potential procurement delays 
with no advance procurement 
actions 

M Improvement of procurement planning, and 
ensuring that all procurement packages 
(including those below the threshold for e-
procurement) are entered in the SiRUP, and 
that the SiRUP links with the budget 
document.  

MPWH, 
MOHA, 
BAPPENAS, 
local 
government 

2016 

Limited competition and barrier 
for entry 

M Increased competition measured as the 
number of technically compliant bids for civil 
works contracts through better procurement 
planning and capability development of local 
contractors to meet the requirements of the 
bidding documents  

MPWH 2016 

Fraud and corruption 

Some local governments may 
be exposed to this risk, 
especially in responding to the 
accelerated programs 

H  Procurement or probity audits of three to five 
procuring entities conducted yearly 

MPWH 2019 

Institutional capacity 

May be an issue in some local 
governments where no 
leadership is found in the 
organization to expedite the 
procurement delivery targets 

M to 
H 

Recruitment of consultant to strengthen 
capacity, especially at subnational level 

MPWH and  
MOHA 

2016 
on 

The terms of reference for 
consultant selection do not 
provide incentives for quality 
aspects; and are restrictive, 
preventing consultants from 

L All terms of reference will be shared and 
discussed with ADB prior to tendering.  

MPWH 2016 

                                                                                       
28 ADB. 2016. Report and Recommendation of the President to the Board of Directors: Proposed Technical 

Assistance Loan to the Republic of Indonesia for the Accelerating Infrastructure Delivery through Better 
Engineering Services Project. Manila. 
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Risk Description Riska Action Item 
Responsible 

Agency 
Time 

Frame  

proposing high-quality proposals  
Noncompliance in the selection 
of consultants and ensuring that 
all prior concerns have been 
addressed and performed 
consistently throughout the 
selection  process 

M Procurement audit of all consulting contracts 
after 1 year of effectiveness of the RBL. The 
procurement audit is carried out by the 
appropriate institution in Indonesia. Its 
findings, and the actions taken by the 
government in response to any findings will 
be shared with ADB During review missions, 
ADB will verify the outcome of the 
procurement audit. The government will take 
steps to address any findings, as required 
under Indonesian law.  

MPWH 2017 

Consultant selection is mostly 
driven by cost, compromising 
quality 

M A value-for-money audit of the consulting 
services will be carried out in the last year of 
the RBL by an independent firm. The results 
will be shared with ADB as soon as 
possible. 

MPWH 2018 

a Risk ratings: L = low, M = medium, H = high.  
ADB = Asian Development Bank, BAPPENAS = Badan Perencanaan dan Pembangunan Nasional (National 
Development Planning Agency), MPWH = Ministry of Public Works and Housing, MOHA = Ministry of Home Affairs, 
RBL = results-based lending, SPSE = Sistem Pengadaan Secara Elektronik (electronic procurement system). 
Source: Asian Development Bank. 

 
D. Anticorruption System 
 
28. Anticorruption policy. Indonesia has made notable progress in combating corruption 
since the enactment of Law 31/1999 on the eradication of the criminal act of corruption, and 
Law 30/2002 on the establishment of the Corruption Eradication Commission. Under the 
Corruption Court Law, 2009, the Special Anti-corruption Court was established in seven 
provinces under the auspices of the Supreme Court, with a plan to replicate it in all provinces. 
The government has further strengthened its anticorruption system by issuing (i) Presidential 
Decree 55/2012, which lays out the strategy for the prevention and combating of corruption;29 
and (ii) Presidential Decree 7/2015, which details 96 actions to prevent and combat corruption. 
Transparency International’s Corruption Perception Index for Indonesia has improved from 2.2 
in 2005, which placed it 137 out of 158 countries, to 3.0 in 2011 (100 out of 183 countries). The 
Worldwide Governance Indicators, 2015 Update by the World Bank state the index of 
Indonesian control of corruption at 34 in 2015.30  
 
29. Through its built-in mechanisms of linking results to disbursement, ADB will support the 
government in ensuring that IIP funds are used for their intended purpose. The inspectorate of 
each agency involved in the RBL program will conduct the internal audit. The BPKP, as the 
independent verification agency, will provide additional support to the program to improve 
governance. The BPKP’s capacity will be strengthened on the specific technical requirements of 
the sector. This will benefit the sector as a whole. The internal audit will be conducted by the 
inspectorate of each executing and implementing agency, and the BPKP. The inspectorate 
reports to the executing and implementing agencies, while the BPKP reports to the President of 
Indonesia. The DGWR will ensure that the inspectorate and BPKP will include the program in its 
work program. The DGWR will manage the RBL loan as part of the Regular National Budget, 
and will follow the country audit system. The DGWR will prepare consolidated annual financial 
statements in accordance with the government accounting standards for accrual accounting. 

                                                                                       
29 This covers (i) prevention, (ii) law enforcement, (iii) harmonization of legislation, (iv) international cooperation and 

assets rescue, (v) anticorruption education, and (vi) implementation of anticorruption reporting mechanism. 
30 World Bank. Worldwide Governance Indicators, 2015. http://databank.worldbank.org/data/reports.aspx?source= 

Worldwide-Governance-Indicators (accessed 18 November 2016). 


