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Executive summary 

 

Fraud in government spending is a long term problem in Indonesia. This problem is the 

outcome of government failure, failure in providing quality service and good governance to 

its citizen. 

If this problem is not addressed properly in the near future, then this problem would affect the 

economic growth, block the poverty alleviation effort, crowding out good investors, and 

finally can caused riot and uprising which could undermine nation‟s unity. 

There are three main solutions can be adopted by the government, namely improve the 

internal control system, improve the governmental audit, and improve the rule of law. 

Besides that, maintaining the status quo could be an option or outcome too. 

Ideally all those three policy options should be taken together, however, through the course of 

time, there are trade-offs which policy should be taken first. In assessing the priority, five 

evaluation criteria are chosen; those are effectiveness, political feasibility, implementation 

(organizational and administrative feasibility), time frame, and cost efficiency. 

After assessing the options and considering the trade-offs, finally policy option B (improving 

internal control system) is chosen. This option stresses the implementation of reward and 

punishment system to the internal control officials, promoting a collusion-free recruitment 

and use of e-procurement system in all government bodies. Finally, the fraud in government 

spending is an acute problem, to solve it, not only government side efforts are needed but also 

from private sector as well as civil sector. 
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1. Why Fraud in Government Spending is a Serious Problem 

International Auditing and Standard Board (IAASB) defined fraud as “an intentional act by 

one or more individuals among management, those charged with governance, employees, or 

third parties, involving the use of deception to obtain an unjust or illegal advantage” (IAASB 

2009). That definition stressed on intentional act and party who is in charge. There are two 

main types of fraud in financial world, those are fraudulent financial reporting and 

misappropriation of assets (AICPA 2002).  

Indonesian law defines corruption (fraud) as every act that is against the law by someone to 

enrich themselves or other people or certain corporation which can cause loss to the country 

or country‟s economy. Several examples of fraud in government spending are: (See 

Appendix 1 for complete types of mismanagement in government spending) 

 Fictive spending 

 Excess in payment 

 Mark up 

 Use of budget or goods for private use 

 Repetition or excess in honorarium or travel expense payment 

 Expenditures aren‟t according to the rules 

 Procurement partner (contractors) didn‟t finish the project 

 Deficiency in work/goods volume 

Based on several analyst predictions, at least 30% of government budget (expenditure) is 

being corrupted every year in Indonesia, from local government until central government
1
. 

Report from Supreme Audit Institution of Indonesia (BPK RI) based on its audit in semester 

1 2011, there are findings in category of “loss to the country” as much as Rp964.67 billion 

(or around USD109.8 million) in semester 1 2011 and as much as Rp1.086 trillion (or around 

USD123.65 million) in semester 2 2010.  

In a wider scope, based on BPK‟s audit in first semester of 2011, there are findings which 

cause loss, potential loss, and lack of revenue to the country around USD870.2 million and 

also administrative inefficiency and ineffectiveness findings accounted for about USD2.14 

billion (BPK RI 2011)
2
. Several corruption cases also have been processed by corruption 

eradication commission of Indonesia (KPK). In 2010, there are around 35 corruptors have 

been jailed due to corruption cases (KPK 2010). All of these findings are quite 

understandable given the fact that government budget has doubled in the last five years while 

the established norm of behaviour is bad. A non-functioning and non-honest bureaucracy will 

lead to immediate impact on corruption when there is higher government spending (Tanzi, 

Corruption around the World 2006). Here is the trend of findings in Indonesia‟s government 

budget execution
3
. 
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Figure 1: Trend of findings in Indonesia’s government budget execution 

 

 
Source: BPK RI, 2011, processed  

Based on the graph above, despite there is decrease in audit findings which have monetary 

implication from 2008 to 2010, the amount of findings are still quite high, in year 2010, the 

amount is more than three billion US dollars.  

Here is the trend of fraud cases related to government spending in Indonesia
4
. 

Figure 2: Trend of fraud cases related to government spending in Indonesia 

 
Source: KPK, 2010, processed 

Generally, the causes of these frauds in government spending are: 

 The contractors are unable to deliver its works according to the contracts. 

 The responsible officials are careless in doing their jobs, didn‟t follow to or didn‟t 

understand the rules in place, and 
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 The unit‟s treasurers are not optimal in overseeing and controlling the budget use. 

Some recent examples of these frauds are (BPK RI 2011): 

 In ministry of national education, procurement in three work units are unfinished, 

valued Rp55.91 billion (around USD6.4 million). 

 In ministry of health, there is mark up of teaching tools procurement in several 

hospital, caused loss to the country at least Rp28.55 billion (around USD3.3 million). 

 In ministry of home affairs, there are procurement and business travel which aren‟t 

accountable, caused loss to the country around Rp18.52 billion (around USD2.1 

million). 

 In ministry of forestry, there is excess in business travel expenditure amounted 

Rp7.95 billion (around USD0.9 million). 

 In West Sulawesi province, there is indication of fictive business travel expenditure 

amounted Rp4.8 billion (around USD0.5 million). 

 In Papua province, there is mark up in procurement of solar cell, television, radio in 

Biro Pemerintahan Kampung, amounted Rp20.25 billion (around USD2.3 million). 

The recent follow up trends of BPK‟s findings is below public expectation. From all of BPK 

findings where there is indication of corruption and already informed to related authorities to 

be processed, like police department, KPK, and attorney general, only 54.42% has been 

processed, while 45.58% has not been processed yet. There are 28% case hasn‟t been 

processed in police department (7 cases), 41.28% in attorney general (71 cases), and 56.48% 

in KPK (61 cases) (BPK RI 2011). 

The consequences of fraud in government spending are severe: It will limit the impact of 

government spending to engine the economic growth; it will block the poverty reduction 

effort meant by that budget, it can lead to massive protest and riots, and so on so forth.  

Government failure is obviously the main problem, mainly in term of regulation and 

procedures within government. Government has failed to set up a sound regulation within its 

body to eradicate or limit the fraud or to ensure a clean government spending. For example 

the procurement in city level, the bidding process is just a formalization process; in many 

cases the government already know who will win the bidding process, mainly the contractors 

who are most „cooperative with the officials‟. There would be certain percentage of project 

value given to the mayor of the city/regency and others officials in charge. 

The state auditors who are hoped to be the last „goal keeper‟ of public trust are also well-

known for being corrupt. In early September 2011, two state auditors are jailed because they 

received „gift‟ from the mayor of a city in North Sulawesi in order to get a good audit opinion 

on its financial report
5
. So, in general, we could say that corruption arises from principal 

agent problem (Hart 2001). That is lack of means to control the behaviour of agent 

(government officials) by the principal (society at large). Here is the problem break-down 

(Problem tree).  
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Figure 3: Causes and Impacts of Fraud in Government Spending  
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2. Why Action is needed 

2.1 Fraud in Government Spending will limit the impact of government budget to engine 

economic growth 

Corruption will affect economic growth in non-democratic country significantly, compared to 

democratic country (Drury, Krieckhaus and Lusztig 2006). Besides that, the absence of rule 

of law and inefficient government will worsen the impact of corruption on growth (Meon and 

Sekkat 2005). 

More specific about corruption in government spending, its existence will reduce domestic 

and foreign direct investment (Wei 1998). Moreover, corruption will increase public 

spending or public investment, while reducing its productivity. As the result, the overall 

economic growth will be lower (Davoodi and Tanzi 1997).  

 

2.2 Fraud in Government spending limit the impact of government budget to alleviate poverty 

Corruption will change the composition of government expenditure from a compulsory health 

and education budget (pro poor budget) to a more „manipulatable‟ project, such as building 

highway and buildings (Davoodi and Tanzi 1997). It is because health and education 

expenditures, relative to other public projects, are less easy for officials to extract rents from. 

Currently there are 12.49% of Indonesian lives under USD1.25 per day and more than 50% 

live under USD2 dollar per day. All these numbers show that the pro poor budget is very 

important for alleviating poverty in Indonesia. Even though in the last seven years budget 

allocation for pro poor programs is increased, the incident of corruption in the budget‟s 

channelling is still troublesome. 

2.3 Fraud in Government will lead to massive protests and riots 

Fraud in government spending will cause an antitrust among civil society to the government. 

The increasing inequality between the rich and poor, between government top officials with 

society will be resulted with riots and even separatist movement. One of the recent cases is in 

Papua and west Papua province.  

There are around USD3.3 billion has been transferred by the central government to Papua in 

the form of Special Allocation Fund from 2002-2010, however, based on audit conducted by 

BPK, there is USD31.8 million findings (around USD billion) in regard to fund use and 

suspected as corruption. This huge fraud in government spending has led to riot even 

separatism movement in Papua, although this fraud is not only source of that action, but still 

it‟s a contributing factor. 

2.4 Fraud in Government Spending Lead to Inefficient Business Practice and Crowding Out 

Good Investor 

The existence of corruption will undermine the private investment which in turn will lower 

the economic growth (Mauro, Corruption and Growth 1995). The effect can also be the other 

way around; the existence of corruption most likely will only bring a corruption-supportive 
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company to Indonesia. These companies are the companies who are adapting to corruption 

environment in Indonesia and increase the supply for bribery to public servants. 

2.5 Fraud in Government Spending Undermine the Spending or Procurement Quality 

Corruption will reduce the productivity of public investment and of a country‟s infrastructure 

quality (Davoodi and Tanzi 1997). The qualities of infrastructures that are provided by 

government are usually low. It is easy to be broken. Besides that, the quality of government 

spending will also be undermined since government official will only want to spend money in 

„wet‟ area (area where they can get more kickbacks). 

The picture below shows how Indonesia‟s infrastructure quality compared to other countries. 

We can see that the quality of Indonesia‟s infrastructure is very low compared to countries in 

the region, but better placed compared to other middle income countries (World Economic 

Forum 2011). 

Figure 4: Indonesia’s Infrastructure Quality 

 

Source: World Economic Forum, 2011 

 

2.6 Government and Regulatory Failure 

 Un-working Government Control System 

The internal control system in Indonesia is not really run. Based on BPK findings, 

there are many corrections should be made in government in regards to its internal 

control system. The current internal control system cannot prevent the weakness in 

government spending, either procurement or non-procurement. 

 

In term or regulation, Indonesia already has a number of regulation on government 

procurement, such as Government Regulation (PP) number 60 year 2008 about 
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Government Internal Control System, President Regulation (Perpres) number 54 year 

2010 about Government Procurement of Goods and Service, and several other 

president regulations. However, there are still many frauds in government 

procurement.  

 Poor Government Auditing 

In term of auditing, the numbers of follow up upon audit findings are still low. The 

state auditor also spent too much energy on financial audit and fewer audits on 

effectiveness and efficiency of government operation. Compared to other supreme 

audit institution, Indonesia‟s SAI is also low in adopting new auditing standard. Most 

importantly, the integrity of its auditors is also questionable. 

 Low Law Enforcement 

In term of low law enforcement, it is very obvious in Indonesia. Many people still can 

trade the law. Even when someone punished to jailed, they still can bribe the police 

where they are detained to get a „furnished‟ jail. 

 Corrupt Politician  

Current practice of Indonesia‟s politic requires a lot of money to politician who run in 

the election. Most likely, these politicians will try to overcome its election cost when 

they are in power. 

 Unempowered Civil Society 

There are still small number of Indonesia‟s civil society. In a narrow area, Non-

Governmental Organization (NGO) that are concern about government budget and 

corruption is also notably few, several of them are:  

o Transparency International Indonesia  

o Indonesia Corruption Watch  

o Indonesia Procurement Watch 

o Indonesia Budget Centre 

 

 

3. Conceptual Framework / Literature Review  

The most prominent concept in explaining fraud is the fraud triangle. It stressed that fraud 

happen because of three conditions that are incentive (or pressure), opportunity, and 

rationalization (AICPA 2002). One way to reduce the „opportunity‟ side is by using the 

COSO internal control frame work. This frame work states that internal control system 

should cover three dimensions: the five aspects of steps, the major components of internal 

control, and activity level (Moeller 2009).  

Bertrand de Speville, well known as world expert in corruption, stressed requirements for 

eradicating corruption, those are political will, law and its enforcement, strategy, coordinated 

action, resources, public support, and endurance (Speville 2010).  

The World Bank, one of the leading multilateral organizations, proposed five strategies in 

combating corruption. The strategies can be summarized as below:  
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Figure 5: World Bank Strategies in Combating Corruption 

 

Source: World Bank Website
6
, processed 

There are several projects conducted by international development agency such as World 

Bank and Asian Development Bank in reducing the fraud in government spending, especially 

in project funded by those agencies. ADB uses three approaches to reduce corruption in its 

member countries (Asian Development Bank 2010). Those are: 

 supporting competitive markets and efficient, effective, accountable, and transparent 

public administration as part of ADB‟s broader work on good governance and 

capacity building;  

 supporting promising anticorruption efforts on a case-by-case basis and improving 

the quality of our dialogue with the DMCs on a range of governance issues, including 

corruption; and  

 Ensuring that ADB projects and staff adhere to the highest ethical standards. 

OECD stressed four approaches in curbing corruption in public procurement (ADB/OECD 

2006). Those are curbing corruption through comprehensive regulations, through 

transparency and fairness, through promoting integrity of individuals involved in 

procurement process, and through verification mechanism (complaint mechanism and audit 

mechanism). 
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Lastly, the steps that will be taken should be something that is comprehensive, where there 

are major reforms conducted in the policies (Mauro, The Persistence of Corruption and Slow 

Economic Growth 2004). This reform will give shock to corruptors and shows serious 

commitment to eradicate corruption. 

4. What can be done  

The same condition also can be found in Hong Kong, Singapore, and other developed Asian 

countries in 1960s, but now these countries are well known for their low fraud in 

government. In promoting fraud-free government spending, Singapore government 

implement these concepts
7
: 

 Legal and institutional framework 

All procurement subject to Government Procurement Act and three decrees: the 

government procurement regulations, the government procurement (challenge 

proceedings) regulations, and the government procurement (application) order. 

 Procurement methods and procedures 

Singapore government uses a website, called GeBIZ (Government electronic 

Business), to announce all procurement opportunities until the contract awarding. The 

selection is based on the lowest price offered. If at the bidding announcement there is 

company who is unsatisfied with the result, they can ask the government why they 

didn‟t get the contracts. 

 Safeguarding and enforcing integrity 

All agency staffs are subject to code of conduct. They can also report any parties who 

try to bribe them. Government officials who are found guilty to receive bribery will 

get a heavier punishment compared to general procurement, while company who paid 

the bribe could be terminated from the contracts. Mandatory internal and external 

audit also conducted on yearly basis and the report is made publicly available. 

 

Here are strategies implemented by Hong Kong government (ADB/OECD 2006): 

 Legal and institutional framework 

Government procurement conducted under the Stores and Procurement Regulation 

(SPR).  All government bodies subject to this regulation. 

 Procurement methods and procedures 

Procurement is being made as transparent and as competitive as possible. The single 

source tender is only possible with the prior approval of the Permanent Secretary for 

Financial Services and the Treasury. The tender results are published on the internet. 

All unsuccessful bidders will be informed why they didn‟t get the contracts. 

 Safeguarding and enforcing integrity 

There is conflict-of-interest regulation in place. The punishment for bribery is 

relatively harsh. All procurement personnel could report any bribery attempt to 

Independent Commission against Corruption (ICAC). All companies who committed 

corruption offense will be removed from the list. There will be also audit conducted 

by Independent Audit commission and Government Logistic Department.  

Here is the means and impact of achieving accountable government.   
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Figure 6: Means and Impacts of Achieving Accountable Government Spending 
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Based on the figure above, at least four main options are available in solving this problem, 

including maintaining status quo. 

 

4.1. Policy Option A: Maintain the status quo 

Option A focuses on maintaining the status quo. Maintaining the status quo could be an 

option given the evaluation criteria for adoption of an option is also considering the 

implementation feasibility. Here is a brief picture of current condition. 

No Area Status Quo 

1 Internal control system Despite a number of regulatory frame work, deficiencies in 

internal control system still exist. Such as, deficiencies in 

accounting and reporting control system (mainly about 

inaccuracy in entities‟ recording); deficiencies in budget 

execution control; deficiencies in internal control structure 

(some entities didn‟t have formal SOP or didn‟t obey it). 

Besides that, many internal control officers (usually in 

inspectorate general of each ministry and staff of inspectorate 

in every province and city) are believed to not have sufficient 

competency and integrity. 

2 Government audit 

process 

Lack of findings follow up; low quality recommendation (too 

much emphasis on specific findings, no general 

recommendation); Insignificant role (lack of suggesting 

program evaluation); and Auditor‟s integrity need to be 

improved. 

3 Law and its 

enforcement 

Un-deterrent law to punish corruptor; the result or process 

can be traded; there are a lot of corruption suspects that are 

got a lot of special treatments in jail; Many corruption 

suspicious cases aren‟t processed.  
Table 1: Policy A, Key Features 

 

4.2. Policy Option B: Preventing side-Improve internal control system 

This option focuses on prevention of occurrence of fraud through improvement in internal 

control system. Internal control system consist internal control procedures and internal 

control structures. There should be a sufficient procedures established in the entity as well as 

a good structure of oversight. COSO Internal Control Framework is a good guidance in this 

area. The internal control framework stresses the three sides of internal control (see appendix 

2 for model). First, there should be implementation of eight internal control elements, those 

are understand the internal environment, set a clear organization objective, conduct a risks 

assessment, set a risks response program, identify control activities, maximize the 

information and communication, and monitor the implementation. Second, these eight 

elements should be applied in every organization function, whether in operation, finance, and 

reporting. Lastly, all organization level should follow it, branch, division, or other agencies‟ 

units.  

 

 



 

16 

 

The following table provides key features of this policy option. 

 

Key Features Description  

Implement the Internal 

Control framework 

Every organizational unit have to set this internal control 

framework, such as understand the internal environment, 

carefully assess their business risk, and other IC elements. 

Establish ethical standard Every organizational unit have to establish their own ethical 

standard (code of conduct) and monitor its implementation. 

A higher public servant 

quality 
 Public servant in internal control area are indispensably 

important, they have to be trained more to be more 

competent in IC area. This will also come with a tighter 

reward and punishment system for the internal control 

staff. Many previous cases happened because the internal 

control staffs were not functioning well. 

 Even though Indonesia now has a better regulation in 

internal control system and procurement, without a 

quality public servant (mainly internal control officer), 

those regulations will not mean anything. 

 Internal control officers should be obliged to report their 

wealth on yearly basis and will be audited randomly. 

Internal control structure The internal control structure should be improved, so that no 

overlap of duty. Besides that, there should be also a merit 

based qualification. Currently, in some cities, the local 

internal control body are chaired or filled by person who does 

not understand about finance and internal control.  

Specific mistake related with 

financial reporting 

Implement a reward and punishment system for unit who in 

charge for preparing financial statement to reduce the 

fraudulent financial reporting. 

Procurement reform  Implement e-procurement in all organization level. 

Currently, around 191 out of 497 regencies and cities in 

Indonesia already has e-procurement website
8
, but that 

does not mean that all procurements are done through the 

website. 

 There should be an independent reviewer for contract 

awarding. 

 Implement the prior experience and past performance 

consideration. This will prevent giving contracts to 

irresponsible contractors. 

 
Table 2: Policy B, Key Features 

 

 

 

 

 

Policy option B stressed that Indonesia already has a modest internal control and 

procurement regulation; the deficiency is in the implementation of those 

regulations. Thus, improvement in the internal control officials is very crucial, 

mainly through reward and punishment system. The implementation of full e-

procurement in all government entities is also proposed. 
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4.3. Policy Option C: Detecting side-Improve government audit process  

This option focuses on detection program through improvement in government audit. The 

main actor focused here is the supreme audit institution (BPK) as the only external auditor of 

government. The existence of a supreme audit institution is very important in building 

transparency and good governance. If the BPK can function well, which means it can detect 

all frauds and follow up the findings, then the government spending can be more accountable 

and fraud free. BPK should be transformed to be more adaptive to current challenges and 

needs.  

 

The following table provides key features of this policy option. 

 

Key Features Description  

BPK law Revise the BPK‟s law to give more authority to BPK to 

follow up its findings and to conduct program evaluation. 

BPK’s main activity  

(new role proposed) 

BPK should reduce the amount of financial audit conducted 

every year and then conduct more program evaluation
9
. 

Financial audit can be outsourced to public accounting firm. 

Findings follow up BPK should increase the audit findings follow up, mainly the 

ones that have fraud indication. It should be more aggressive 

in following up on any instances of fraud that may have 

surfaced. 

Recommendation quality Recommendation should be general, not case specific 

findings. This will help auditee to learn more in improving 

their system.  

Auditor’s integrity Set and monitor the implementation of ethical guidelines 

(code of conduct) for auditors.  
Table 3: Policy C, Key Features 

 

 

 

 

 

 

 

4.4. Policy Option D: Punishing side-Improve the law and its enforcement 

This option focused on punishment side. The main actors are Ministry of law and human 

rights, police department, attorney general, and judiciary system. Punishment system should 

be reformed to be more deterrent for fraud actor. There are many cases where fraud convicted 

officials can get a „special treatment‟ in the jail. 

 

 

 

 

Policy option C stressed that BPK should go through a major reform, both the 

system and its officials. There should be a new paradigm adopted by BPK where 

they have to focus more on performance audit and program evaluation. The 

follow up of its findings should also be strengthened. All of these cannot be 

achieved without a better official (state auditors). 
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The following table provides key features of this policy option. 

 

Key Features Description  

Rule of Law The government and its officials and agent are accountable 

under the law. There should not be any special treatment or 

impunity to them. Specific to the jail, there should not be any 

preferred treatment to jailed person, inspection should be 

conducted more.  

Law Enforcer The adjudicators, attorney, and police should be more 

accountable and competent through a better recruitment 

system and training. Control, reward, and punishment system 

should be in place. 
Table 4: Policy D, Key Features 

 

 

 

 

 

 

 

5. What are the Trade-Offs between Policy Option  

5.1 Comparative analysis and policy assessment 

Five criteria are used to assess and compare the advantages and disadvantages of the three 

proposed policy options and to examine the potential trade-offs. 

Criteria Rationale 

Effectiveness 

 

Any policy proposed should carefully assess the effectiveness 

of the policy in ensuring that there is no fraud in government 

spending. 

Political feasibility 

 

Any policy proposed should also consider whether such policy 

is feasible to be adopted given the political considerations and 

whether there is sufficient support from both internal and 

external stakeholders.  

Implementation 

(Organizational and 

administrative feasibility) 

 

Any policy proposed should consider the feasibility of 

implementing that policy in the context of organizational and 

administrative ability. 

Time frame (which one 

can be done as soon as 

possible) 

 

Any policy proposed should also consider the time needed for 

the policy to generate a fraud-free government spending. A 

good policy would be the one which require short time to see 

the result. 

Cost efficiency 

 

Any policy proposed should also consider the cost incurred as 

the result of policy implementation. However, it also has to 

consider the cost of the policy option proportionate to the cost 

of the problem. 
Table 5: Policy Assessment Criteria 

Policy option D stressed that reform in law enforcement should be conducted, 

mainly in equality before the law principle as well as reform in law enforcer. More 

reward and punishment system as well as monitoring effort should be in place. 



  

19 

 

Here are the policy options assessments (score 1-10). 

Criteria Policy A 

Maintain the status 

Quo 

Policy B 

Improve internal control 

Policy B 

Improve auditing system 

Policy C 

Improve law enforcement 

Effectiveness 

 
 Will not solve any 

problem are there 

many deficiencies 

in the current 

system. 

 Will lead to a 

worse condition 

 Will be effective in 

reducing the fraud since it 

will limit the occurrence of 

fraud. After Hong Kong 

and Singapore implement 

a good IC system 

(procedures and officials), 

the fraud is reduced. 

 At the beginning fraud will 

keep happening, but since 

the follow up of findings is 

good, then eventually, it will 

effective in reducing the 

fraud.  

 Government Accountability 

Office of USA has a good 

follow up trend (always 

above 80%), it leads to a 

low fraud in government 

spending. 

 Effective in reducing the 

fraud because it will make 

the fraud committers 

deterred in conducting 

more fraud and will 

prevent more fraud 

committed by others. 

 The example of law 

enforcement in Hong Kong 

and Singapore proved this. 

Overall assessment 1 8 8 8 

Political feasibility  Very feasible, 

many politicians 

are get benefits 

from the current 

condition. There 

are a number of 

politician jailed 

because of fraud 

cases. 

 Lack of political 

will to reform 

 Will be likely more 

politically feasible 

compared to the next two 

options, there are no 

politicians feel threaten 

directly by the new 

internal control system. 

 From the recent trend, 

politicians are more 

cooperative in are not 

directly affect themselves. 

 Some corrupt politician will 

try to block the proposed 

reform in BPK. Nowadays, 

low findings follow-up are 

caused by unwillingness of 

parliament member to 

process the BPK‟s report. 

 There will be fight back or 

back lash from most of 

politician to increase 

KPK‟s role (e.g. there are 

many efforts from 

politician to make KPK 

un-functioned, such as 

reducing its authority to 

bug corruptor suspected 

phone and elimination of 

corruption court). 

 There will be reluctant 

politician who don‟t want 

the law to be enforced. 
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Overall assessment 7 8 6 5 

Implementation 

(Organizational and 

administrative 

feasibility) 

 

 Feasible, it‟s just 

the status quo. 

 Many officials 

reluctant to change. 

 Medium, it will require 

training for the civil 

servant (moreover the one 

who in charge in internal 

control) 

 It will require „major‟ 

change in civil servant 

work culture 

 Medium. It will need more 

training for BPK‟s officers to 

be more effective in their 

work. BPK‟s auditor will 

need to learn more about how 

to formulate a doable 

recommendation and conduct 

more performance audit. 

 Track records of police, 

prosecutors, and juries in 

Indonesia are not good; It 

will entails significant 

organizational culture 

change 

Overall assessment 7 7 7 7 

Time frame  

 
 No time frame 

needed. 

 Can be implement in the 

near future (after training). 

 If implemented, will 

reduce the occurrence of 

fraud because budget 

execution happen all year 

long. 

 Can be implemented in the 

near future, however, the 

training will require quite 

some time, moreover the 

follow up from parliament 

member is usually low. 

 

 Will require a quite long 

time to change officer‟s 

behaviour. 

 The impact will be felt 

directly (in short term). 

Overall assessment 7 7 7 6 

Cost efficiency 

 
 Choosing this 

policy will incur 

many costs to the 

country and society 

as the fraud keep 

happened. 

 Cost incurred will be 

medium, mainly for 

training the internal 

control officer and give a 

better remuneration for 

them. 

 More funds will also be 

required for more 

inspection conducted. 

 Hiring or outsourcing the 

financial audit will be costly, 

but the benefit derived will 

be higher. 

 BPK can also hire more 

auditors in term of quantity 

and quality to conduct more 

types of audit. 

 Cost mainly involved in 

training the law enforcer 

officers. The amount will 

be significant. 

Overall assessment 1 7 7 7 

     

Total Score 23 37 35 33 
Table 6: Policy Assessment 
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Policy Option B 

Compared to option C and D, option B is the simplest one but require commitment from all 

bureaucracy, since it will require all government units to implement a proper internal control 

system. Option B is better placed in term of political feasibility compared to option C and D. 

The control on policy implementation will be very important. 

Policy Option C 

The major advantages of option C is it will ensure accountability process is in place in 

government operations by promoting a better government audit system. A lot of trainings and 

a better recruitment system in BPK will be needed. This option also require political will 

from the house representative member to give stronger mandate in BPK (it will require a long 

political process to give BPK a stronger authority), that‟s why it scored low in political 

feasibility. 

Policy Option D 

The major advantage of option D is it is quite effective in making the corruptor deterrent to 

corrupt. However it covers a lot of area, from police department, prosecutors, and judiciary 

system. Even though it will be very effective, its political and organizational feasibility is 

very low. 

5.2 Key Trade-offs 

Ideally, the policy A, B, and C should be taken all together; however, if we have to choose 

one policy to be prioritized in the short term, the key trade-off is in short term feasibility vs. 

long term impact. Improving the internal control system is the most feasible option to be 

taken in the short term, however, in the long term, improving internal control system is not 

enough if the judiciary system is not improved. Several bureaucrat can be punished because 

of their mischief conduct, however if the judicial system can be traded (means they can bribe 

the jury and police), then the fraud will keep exist. 

 

6. What should be done  

The final choice would be addressing this: 

 High effectiveness vs. low effectiveness (B, C, D vs. A) 

 High cost vs. low cost  (B, C, D vs. A) 

 Short term vs. long term feasibility (A, B vs. C, D) 

 

 

 

Given the fact that all policies option (except option A) has high effectiveness and 

equally costly, then the decision is made mainly based on the feasibility of 

implementation (politically and organizationally). Thus, option B is the priority. 
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All of the options are effective in eradicating fraud in government spending. Three of them 

are complimentary, one is from the preventing side, and the other are from detecting and 

punishing side. The most feasible option to be taken in the short term is option B, which is 

improving the internal control system. If the government can improve the internal control 

system, then the incident of fraud in government spending can be reduced. Improving the 

internal control system is from the side of internal control procedures as well as the internal 

control structures.  

Improving the internal control system will require government to reform its internal control 

offer‟s recruitment system as well as its reward and punishment system. In this paradigm, 

internal control officer is government main internal police who will oversee the government 

spending process. Government also need to invest more in IT system to establish e-

procurement system throughout the country. Here is the recommended course of action to be 

taken by the government in implementing this policy. 

Phase Time Key Stages 

1 2012  Implement reward and punishment system to the internal 

control officials. Whenever there are findings on government 

spending under their authority, then the responsible internal 

control officials has to be held responsible. Internal control 

officer should be paid relatively higher than other officials. 

 Reform the internal control officer recruitment. There 

should be only the best out of the best selected to be an internal 

control officer. 

 Establish ethical standard for the internal control officials. 

 Every government unit has to assess their business model risk 

together with possible way to overcome the risk. 

 Establish e-procurement system in all cities and regencies of 

Indonesia. 

 Start initiation in parliament on reforming BPK authority. 

Training on BPK‟s auditor about program evaluation should be 

conducted.  

 Improve the recruitment system in law enforcers and BPK. 

2 2013  Conduct more inspection to the internal control system of 

government agencies. 

 All findings from BPK‟s audit should be followed up. Run the 

reward and punishment system toward internal control officials 

if there is findings in their entity. 

 The reform process in BPK’s authority should take place in 

House of Representative. 

3 2014 on wards  Better recruitment system in law enforcer officials and BPK 

should already in place, together will remuneration reform. 

 The „zero un-followed up findings‟ should be a culture in 

BPK. 

 The new law for BPK should be passed, which give BPK the 

authority to conduct program evaluation and following up its 

findings directly. 
Table 7: Recommended Course of Action
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7. Who to talk to 

The success of a policy implementation depends on whether the communication with related parties can be done effectively. Here is the 

stakeholder analysis and communication plans that should be taken. 

 

Stakeholder Group Reasons for Resistance Reasons for Support Level of power 

Public Sector 

Member of Indonesia‟s 

parliament 

Most of Indonesia‟s parliament member 

has been benefitted from the fraud 

money. 

One way to gain support from the 

constituencies. 

High. Members of parliament are 

the ones who are hoped to amend 

the BPK, KPK and other fraud 

related law. 

Ministry of Finance Some individuals from top until low level 

are certainly benefitted from the fraud 

happened. They will try to maintain the 

status quo. 

In line with the current bureaucracy 

reform agenda. 

High. Ministry of finance set the 

rule of internal control system and 

determine the budget allocation 

for all government entities. 

Ministry of Law and 

Human Rights 

Some individuals from top until low level 

are certainly benefitted from the fraud 

happened. They will try to maintain the 

status quo. 

In line with the current bureaucracy 

reform agenda. 

High. This ministry coordinate 

with all law enforcer body, such 

as police department, attorney 

general, and judiciary. 

BPK RI and KPK RI n/a Will help promoting a more 

accountable government, hence, in 

line with BPK‟s and KPK‟s goal. 

Medium. BPK and KPK RI play 

big role in combating fraud, but 

they are very vulnerable. 

Civil Servant (Mainly 

Procurement Officers and 

Internal Control Staff) 

Besides currently benefitted from the 

fraud happened, the new system will put 

their career in „danger‟ if found guilty. 

In line with their job responsibility. Low. They are the one who 

execute the IC system; however, 

they cannot influence the policy. 

National Public 

Procurement Office (LKP 

Barang/Jasa pemerintah) 

n/a In-line with its mandate, to improve 

government procurement system. 

Medium. This body oversee the 

procurement but have limitation 

in policy making. 

Citizens n/a Frauds in government spending 

definitely have undermined their 

rights. 

Low. The civilian voice in 

Indonesia is not totally heard. 

Power is so much concentrated in 
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politician and officials. Moreover, 

as long as they can eat, Indonesian 

will not fight for fraud-free 

government at maximum level. 

Private Sector 

Contractors/Business 

Association 

Some contractors are benefitted with the 

status quo. They consider bribery as cost 

of doing business.  

Some other contractors will see this 

policy as a reform to make 

procurement industry as a more 

competitive and fair playing field. 

High. The „bad‟ contractors, who 

want to maintain the status quo 

obviously can influence the 

politician, whether through illegal 

ways (bribery) or the legal one 

(election donation). 

Civil Sector 

Anti-corruption NGO n/a It is in line with their goals. Medium. The Anti-corruption 

NGO can influence the degree of 

importance of certain problem. 

The more people concern about 

the issue, the faster the 

government action will be. 

Academia, Research n/a Many researches have proved that 

fraud will undermine the growth 

through creating a bad business 

climate. 

Low. Most of academia can only 

give advice but have no power in 

influencing the policy. 

International Organizations 

(such as World Bank, ADB, 

etc.) 

n/a It is in line with their mission/goals. Medium. International 

organization can influence the 

government by limiting the loan 

and grant, but still can‟t influence 

or interfere internal affairs of the 

country. 

Media n/a Promoting transparency to the citizen High, it could influence public 

opinion. 
Table 8: Stakeholder Analysis and Communication Plan
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Appendix 1 

The Big Picture Mismanagement in Government Spending 

Mismanagement type: 

 

BPK findings (mismanagement) type: 

 

Mismanagement in government spending 

Non fraud 
Corruption/

Fraud 

procurement 

Bribery Fictive 

Low quality Mark up 

Unfinished 
work 

Non-
procurement 

Fictive Low quality 

Mark up 

Findings 

Related with 
monetary 

implication 

Loss to the 
country 

Potential loss to 
the country 

Lack in revenue 

Non monetary 
implication 

Administrative 
(mistake in 

recording, etc) 

Inefficient 

Ineffective Extravagarnt 

Internal control 
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Explanation of BPK Findings (mismanagement) type: 

No Findings General case/example Corruption? 

In government 

spending? 

1 Loss to country Fictive spending; insufficient goods and services 

procured; Excessive payment to contractors; excessive 

payment on travel expense over the budget; spending 

not according to rules; etc. 

Yes, can be in 

revenue as well 

as expenditure 

2 Potential loss to 

country 

Asset on others hand; assets not knowing it presence; 

bad receivable collection/uncollected loan; etc.  

No, can be in 

revenue as well 

as expenditure 

3 Lack in revenue Country‟s revenue or late work delivery fine haven‟t 

collected or reported. 

No, only in 

revenue 

4 Administrative 

mistake 

Spending evidence (receipt) aren‟t complete; Works 

are done before contracts exist; Procurement aren‟t 

according to the rules; Deviation to the law of 

government goods management; deviation to the other 

laws (forestry, taxation, mining, etc.); Late deposit of 

government revenue; Remainder of the cash aren‟t 

deposited yet to the country; Asset ownership aren‟t 

supported with sufficient evidence; etc. 

No, can be 

revenue as well 

as expenditure 

5 Inefficient The actual ratio of output over input is higher than the 

planned. 

No, usually in 

expenditure 

6 Ineffective Budget use didn‟t appropriate with the objectives; The 

procured goods can‟t be used; Late execution of the 

activity so the goals can‟t be achieved; etc. 

No, usually in 

expenditure 

7 Extravagant Good procurement excess the needs; Too expensive 

and waste of budget. 

No, usually in 

expenditure 

8 Internal control  No, can be in 

revenue and 

expenditure 

 

Summary: 

 Corruption/Fraud Not Corruption/fraud (just 

mismanagement) 

Revenue side  Lack in revenue;  

Spending side  Expenditure side; Extravagant; 

Ineffective; Inefficient; 

 

Both side Loss to the country;  Administrative mistake; Potential loss 

to the country; Internal control; 
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Appendix 2 

COSO Internal Control Framework Model 

 

 
Source: COSO 
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Endnotes 

                                                           
1
 http://www.republika.co.id/berita/nasional/umum/11/07/20/loml05-sepertiga-dana-apbn-dikorupsi-pejabat  

 
2
 Total findings related with Rupiah are around Rp7.61 Trillion, USD12.11 million, and EUR24.20 thousand (or 

around USD870.2 million, 1 USD = Rp8,860, from: 

http://www.xe.com/ucc/convert/?Amount=1&From=USD&To=IDR, accessed September 21
th

, 2011. The 

administrative inefficiency, ineffectiveness, etc. accounted for about Rp18.96 trillion (or around USD2.14 

billion). 

 
3
 Processed from Audit Report of BPK RI Semester 1 2009 until semester 1 2011. All Rupiah converted to USD 

with exchange rate 1 USD = Rp8,860, from: 

http://www.xe.com/ucc/convert/?Amount=1&From=USD&To=IDR, accessed September 21
th

, 2011 

 
4
 Processed from Annual Report of KPK Year 2010. 

 
5
 http://www.koruptorindonesia.com/2011/09/auditor-bpk-pun-ditahan-kpk/, accessed October 11

th
, 2011; 

3.10pm 

 
6
 The website: 

http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTPUBLICSECTORANDGOVERNANCE/EXTA

NTICORRUPTION/0,,contentMDK:20222157~menuPK:1165494~pagePK:148956~piPK:216618~theSitePK:3

84455~isCURL:Y,00.html#top, accessed October 17
th

 2011, 3:19PM. 

 
7
 From http://www.adb.org/Documents/Books/Public-Procurement-Asia-Pacific/sin.pdf, accessed November 

10
th

 2011, 2:40pm 

 
8
 http://www.pengadaannasional-bappenas.go.id/eproc/app?service=page/Home, accessed November 9

th
 2011, 

5:42pm. 

 
9
 Currently around 90% of BPK‟s audit is financial audit; only 10% is categorized as performance audit. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.republika.co.id/berita/nasional/umum/11/07/20/loml05-sepertiga-dana-apbn-dikorupsi-pejabat
http://www.xe.com/ucc/convert/?Amount=1&From=USD&To=IDR
http://www.xe.com/ucc/convert/?Amount=1&From=USD&To=IDR
http://www.koruptorindonesia.com/2011/09/auditor-bpk-pun-ditahan-kpk/
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTPUBLICSECTORANDGOVERNANCE/EXTANTICORRUPTION/0,,contentMDK:20222157~menuPK:1165494~pagePK:148956~piPK:216618~theSitePK:384455~isCURL:Y,00.html#top
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTPUBLICSECTORANDGOVERNANCE/EXTANTICORRUPTION/0,,contentMDK:20222157~menuPK:1165494~pagePK:148956~piPK:216618~theSitePK:384455~isCURL:Y,00.html#top
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTPUBLICSECTORANDGOVERNANCE/EXTANTICORRUPTION/0,,contentMDK:20222157~menuPK:1165494~pagePK:148956~piPK:216618~theSitePK:384455~isCURL:Y,00.html#top
http://www.adb.org/Documents/Books/Public-Procurement-Asia-Pacific/sin.pdf
http://www.pengadaannasional-bappenas.go.id/eproc/app?service=page/Home
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