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RISK ASSESSMENT AND RISK MANAGEMENT PLAN (SUMMARY)1  
 
A. Public Financial Management 

 
1. The government has made considerable progress in the legal and regulatory framework 
for public financial management. Since the enactment of the laws on state finance, state 
treasury, and state audit in 2003–2004, most of the regulations underpinning the laws have 
been promulgated.       
  
2. The government initiated a medium-term expenditure framework (MTEF) and 
performance-based budgeting (PBB) in 2008, with ongoing efforts to implement them at the 
sectoral levels. A new program structure in the government’s planning and budgeting 
documents aligns the government’s programs with organizational structures, and establishes 
clearer lines of accountability for program performance. The establishment of a Treasury Single 
Account (TSA) in 2009 has improved cash management and planning. Implementation of an 
automated financial management information system (SPAN) is expected to start in 2012. 
SPAN will permit direct connection with line ministries and other users of treasury resources to 
access and process financial information, while allowing the Directorate-General of Treasury to 
meet its obligations for treasury management.   
 
3. Budget classification follows international standards in accordance with the International 
Monetary Fund government financial statistics. Transparency of the budget has been enhanced 
with the key budget documents now available on the web. Audits by the Supreme Audit Board 
show an improvement in the quality of government financial statements. A move to accrual-
based accounting from cash-based accounting is ongoing, with the process expected to be 
completed by 2015. Government Regulation (PP) 60/2008 clarified the role of internal auditors 
(BPKP) and required all state institutions to implement the Government Internal Control System 
(GICS) for effective, efficient, and accountable management of state funds, and reliable 
reporting.  
 
4. Decentralization was launched in 2001. Law 32 on Regional Autonomy, among other 
aspects, outlines expenditure responsibilities by tier of government and regulates procedures for 
the creation of new regional governments. Law 33 on Fiscal Balance outlines the system of 
regional financing, including mechanisms to transfer funds from central to regional 
governments. The government is fine-tuning and adding depth to the legal and regulatory 
framework (with lower-level regulations and instruments), and strengthening the government’s 
human resource and systems capacity at all levels. 
 
B. Procurement 
 
5. Public procurement has witnessed improvements since the establishment of the National 
Public Procurement Agency (LKPP) in 2007, and the issuance of Presidential Decree 

                                                 
1 This section draws on ADB. 2012. Indonesia: Country Level Governance Risk Assessment and Risk Management 

Plan. Draft. (Availabe on request); World Bank. October 2011. Proposed Loan to the Republic of Indonesia for 
Eighth Development Policy Loan, Annex 6: Technical Annex on Public Financial Management. Washington, D.C.; 
and ADB. 2011. Report and Recommendation of the President to the Board of Directors: Proposed Loan to 
Indonesia for Subprogram 2 of the Second Local Government Finance and Governance Reform Program. Manila. 
See also Sector Assessment (Summary): Public Sector Management (available from the list of linked documents in 
Appendix 2).  



 2

(Perpres) 54/2010.2 The development of the organizational structure and staffing for LKPP is 
nearly complete.  
 
6. Some risks related to public procurement include (i) the absence of a national 
procurement law; 3  (ii) conflicting rules and regulations within the country’s procurement 
systems, especially in a decentralized environment; (iii) vulnerability of the procurement system 
to corruption risks; (iv) lack of integration between procurement planning and the annual budget 
process; and (v) the absence of professional procurement management and weak procurement 
capacity of implementing agencies, especially at the provincial and district levels.    
 
C. Anticorruption Measures 
 
7. 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 (KPK). Under the 2009 Corruption 
Court law, the Special Anticorruption Court has been established in seven provinces under the 
auspices of the Supreme Court, with a plan to replicate it in all provinces. An active civil society 
has aided in promoting good governance and combating corruption. The Transparency 
International 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 improvement is 
partly attributed to KPK’s success in prosecuting corruption cases and general public financial 
management reforms.   
 
D. Risk Mitigation Actions   
 
8. The following table summarizes the major risks related to public financial management, 
procurement, and anticorruption; and mitigating factors. 
  

Summary Governance Risk Management Plan 
Major Risks Mitigation Actions 
1. Public Financial Management 
1.1 The MTEF/PBB need improvement in the quality of 
program structures and performance indicators and 
refinement of the existing MTEF and costing system. 
The planning and budgeting processes need to be 
aligned more closely, with stronger linkages between 
the government work plan (RKP) and the work plans 
and budgets (RKA-KL) of line ministries and agencies.    
 
The Government Regulation (PP) on budget execution 
is pending. Although cash management has improved, 
cash flow forecasting is rudimentary. Smooth 
implementation of SPAN will require business process 
improvements in budget formulation, execution, and 
accounting. Slow implementation of reforms in this area 
poses a risk to effective achievement of development 
policy objectives, including the adequacy and 

ADB will continue to engage in policy dialog and provide 
analytical support to the government’s efforts to improve 
budget formulation and execution. The reform agenda 
includes (i) establishing clearer lines of program 
performance and a basis for evaluating program and 
activity performance in a medium-term framework; 
(ii) issuance of the PP on budget execution to provide a 
firmer legal basis for lower level regulations such as 
those on advance procurement; and (iii) business 
process improvements in budget formulation, execution, 
and accounting; as well as capacity development for 
implementation of SPAN. These reforms will help 
promote better linkages between planning and 
budgeting, results-orientation in state budget planning 
and development, and ensure that expenditures will 
better reflect the government’s policies and program 

                                                 
2  Perpres 54/2010 follows key principles of sound procurement practices, i.e. efficiency, effectiveness, 

competitiveness, openness, transparency, non-discrimination, and accountability. Among its major improvements 
over the previous procurement regulation issued in 2003 are (i) obligation to establish procurement service units 
(Unit Layanan Pengadaan, ULP) within central and regional government entities by 2014; and (ii) the use of e-
procurement by 2012. 

3 The procurement law has been drafted and is awaiting submission to parliament for discussion. 
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Major Risks Mitigation Actions 
effectiveness of public investments. priorities, and that they are spent efficiently, 

transparently, and effectively.    
 
1.2 Capacity constraints in accounting and audit in line 
ministries and regional governments are stringent.  

 
ADB will support the government’s efforts in this area 
with the State Accountability Revitalization Project by 
providing nationwide training to target about 
12,500 government auditors and public finance officers, 
both in the central and local governments.   

 
1.3 Inadequate capacity of subnational governments to 
estimate, manage, and account for their fiscal 
resources. Budget approval process in regional 
governments is cumbersome. 

 
ADB will continue to provide TA support to develop the 
government’s capacity for policy design and regulatory 
development, and for the management and coordination 
of fiscal decentralization policies. The reforms will include 
improved intergovernmental functional assignments; 
enhanced equalization, predictability, and transparency 
in the allocation and release of fiscal transfers and 
shared revenues; and improved revenue collection at the 
subnational levels of government, strengthening 
management of regional reserves and debts, and 
developing capacities for public financial management. 

2. Procurement  
 
2.1 The absence of a national procurement law, and 
conflicting rules and regulations within the country’s 
procurement systems, especially in a decentralized 
environment. 

 
ADB is providing inputs to LKPP on the draft content of 
the national procurement law. 

 
2.2 Lack of integration between procurement planning 
and the annual budget process; the absence of 
professional procurement management and weakness 
in procurement capacity in implementing agencies, 
especially at the provincial and district levels; and the 
vulnerability of the procurement system to corruption 
risks. 
 

 
ADB is providing TA support to LKPP to strengthen its 
institutional capacity, and to develop and roll out                
e-procurement. In cooperation with the government 
counterparts, ADB will continue to ensure that 
procurement practices are sound in all its projects and 
programs. ADB will continue its consultation with LKPP 
to ensure that the country’s procurement practice is in 
line with best international standards. 

3. Anticorruption 
 
3.1 Inadequate institutional accountability in the public 
sector, including in local governments; threats to KPK’s 
authority; and revelation of judicial corruption pose a 
risk to development management. 

 
The Presidential Working Unit for Supervision and 
Management of Development (UKP4) has been 
monitoring government programs to reduce 
impediments, including in governance. A high profile 
special task force under the President has been created 
to identify issues, coordinate, and recommend solutions 
to judicial corruption. The government has selected a 
new chair and four other commissioners for a period of 
4 years, which is expected to strengthen the institution. 
ADB will continue to monitor developments.   
 
All ADB projects and programs will be effectively 
insulated from corruption risks in accordance with ADB’s 
Anticorruption Policy (1998, as amended to date). 

ADB = Asian Development Bank, KPK = Komisi Pemberantasan Korupsi (Corruption Eradication Commission, LKPP 
= Lembaga Kebijakan Pengadaan Barang/Jasa Pemerintha (National Public Procurement Office), MTEF = medium-
term expenditure framework,  PBB = performance-based budgeting,  PP = Peraturan Pemerintah (Government 
Regulation), RKA-KL  = Renkana Kerja dan Anggaran Kementerian/Lembaga (ministry/Agency Budget and Work 
Plan), RKP = Rencana Kerja Pemerintha (government work plan), SPAN = Sistem Perbendaharaan dan Anggaran 
Negara (State Treasury and Budget System), TA = technical assistance. 
Source: ADB   




