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FOREWORD  

Foreword 

 

The implementation of good governance in public agencies will encourage the achievement 

of an efficient and corruption-free government. Governance cannot be separated from the 

basic principles of good governance, namely transparency, participation, and accountability 

as the main elements. Good governance has been considered as an important element to 

guarantee national prosperity. The government always tries to apply the principles of good 

governance in policies they make, although in practice there are still many cheats and leaks 

found in budget management and accounting, which are the two main products of Good 

Governance. The failure of the government in implementing policies is considered a weak 

point of the policy process due to the inconsistency between the formulation and implemen-

tation of policies that have been determined and the implementation which affects the 

achievement of the objectives. 

As the opening, this journal edition begins with the article entitled "Promoting development 

program effectiveness: the expected role of public sector audit in state finance management". 

The purpose of this study is to confirm whether the current public sector audit approach is 

adequate to promote development program effectiveness and what additional roles are ex-

pected to be fulfilled by public sector audit. This study is based on the Indonesian context 

and uses a qualitative methodology where 27 semi-structured interviews were conducted to 

Member of Parliament and officials of the Supreme Audit Institution (SAI) and government 

agencies in Indonesia. 

Article "The Audit Board of Republic of Indonesia’s opinion and bribery in local govern-

ments in Indonesia" inspired by many cases of corruption especially bribery despite audits 

being conducted each year by BPK. The study aims to examine the correlation between the 

opinion of the financial statement and the number of bribery corruption cases based on 258 

bribery cases that have been handled by the Corruption Eradication Commission (KPK) in 

the period 2008-2017. This study shows that the BPK's opinion on the Local Government 

Financial Statements does not have a correlation with the number of bribery corruption cas-

es in Indonesia. This is because bribery corruption is a personal mode of corruption and not 

documented. Therefore the disclosure of bribery cases cannot be done through audit proce-

dures on financial statements by the BPK. Those indicate that the quality of fraud detection 

through auditing procedures and the internal control system must be improved. 

Speaking of the fraudulent acts, an internal control system is an effort to mitigate fraud, but 

promoting a culture of ethics and integrity is also important. Fraud occurs when all the ele-

ments such as opportunity, pressure, and rationalization are all present. Therefore, ethical 

decisions are important to distinguish a person to commit fraud. Article “Superior authority 

and fraudulent acts in goods and services procurement: the role of code of ethics” tries to 

determine and evaluate the role of the code of ethics on the influence of superior authorities 

on fraudulent acts in goods and services procurement of government agencies in Indonesia. 
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"Budget forecast errors and budget deviation: the role of financial capability index" is the arti-

cle that discusses the budget forecasts. The mistake in the budget forecast will cause the budget 

deviation. Budget deviation indicates that the government fails to plan, implement, supervise, 

and account for budgets, resulting in budget surplus or deficit. The study aims to examine the 

role of financial capability index in influencing the relationship of budget forecast errors and 

budget deviation. The next article “Application of inventory turnover analysis on Indonesian 

ministry/agency financial statement” promotes the use of inventory management methods and 

how simple accounting analysis methods can be used to measure performance related to go-

vernment finances. 

“Implementation of rock mining policy after Law Number 23 of 2014 (Study of rock mining 

permit in Subang District, West Java Province)” is the closing article for this edition. This study 

is analyzing the impact of the enactment of Law Number 23 of 2014 on the process of rock 

mining permits in the Subang Regency. The results showed that the abolition of district/city 

government authority related to rock mining activities in Subang Province did not bring signifi-

cant changes to mining permits, for example, the trimming of the permit issuance duration was 

not reached. This means that the policies taken by the government have not been effective. 

Therefore, this study also provides suggestions for the effectiveness and optimization of rock 

mining permit issuance. 

Unlimited thanks to the authors who chose Jurnal Tata Kelola dan Akuntabilitas Keuangan 

Negara as a medium in contributing their ideas and thoughts. We always welcome journal 

readers to participate through articles with a scope related to governance and accountability of 

state finances. We also thank reviewers and various parties who helped publish this journal in 

the past five years.  

Finally, we hope the articles presented in the December 2019 edition can be useful to enhance 

the knowledge of readers and become a reference for the development of academics and practi-

tioners also policy formulation. 
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ABSTRACTION SHEET 

Public sector audit has an important role in development by improving 
transparency and accountability of state finance management. It is observed, 
however, that many development programs do not meet their objectives. It 
indicates that the current public sector audit has not been adequate to promote 
development program effectiveness. The objective of this study is to confirm 
whether the current public sector audit approach is not adequate to promote 
development program effectiveness and what additional roles are expected to 
be fulfilled by public sector audit. This study is based on the Indonesian context 
and uses a qualitative methodology where 27 semi-structured interviews were 
conducted to Member of Parliament and officials of the Supreme Audit 
Institution (SAI) and government entities in Indonesia. The study shows that 
the existing public sector audit has not been adequate to promote development 
program effectiveness because it pays more attention to financial and 
compliance aspects of the development program. Moreover, it also focuses on a 
completed development program. Stakeholders expect that public sector audit 
also needs to provide the solution, provide preventive measures, create a good 
environment and produce useful information for decision making.  
 
DOI: 10.28986/jtaken.v5i2.358  

THE AUDIT BOARD OF REPUBLIC OF 
INDONESIA’S OPINION AND BRIBERY  
IN LOCAL GOVERNMENTS IN INDONESIA 

Yuniasih Dwi Astuti, Vid Adrison 

This study is motivated by the trend of corruption cases which increase from 
year to year, where bribery is the first number in corruption cases. As many as 
128 cases of bribery with in kracht status occurred in the local government that 
received an unqualified opinion from the Audit Board of the Republic of 
Indonesia (BPK RI). Using the Zero Inflated Poisson (ZIP) Panel Regression, 
this study examines the correlation between financial statement opinion and 
the number of bribery corruption cases based on 258 bribery cases that have 
been handled by the Corruption Eradication Commission (KPK) in the period 
2008-2017. The estimation result shows that there was no correlation between 
financial statement opinion and the number of bribery cases. However, the 
increase in the amount of capital expenditure also goods and services 
expenditure is related to the increase in the number of bribery cases. This 
study recommends BPK to consider improving the quality of fraud detection 
through audit procedures on financial statements, especially in regions that 
have a relatively high value of capital expenditure and service goods 
expenditure.  
  
DOI: 10.28986/jtaken.v5i2.379   

PROMOTING DEVELOPMENT PROGRAM 
EFFECTIVENESS: THE EXPECTED ROLE OF PUBLIC 
SECTOR AUDIT IN STATE FINANCE MANAGEMENT 

Andi Wibowo 

Jurnal Tata Kelola & Akuntabilitas Keuangan Negara, 5(2) 2019: 103-123 

Jurnal Tata Kelola & Akuntabilitas Keuangan Negara, 5(2) 2019: 125-138 
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Audit Institution  
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An increase in the number of corruption cases in the goods and services pro-
curement at government agencies in Indonesia causes the country to suffer sig-
nificant losses. This condition proves the noncompliance of the goods and ser-
vices procurement officials with the code of ethics for the implementation of 
goods and services procurement. Corruption cases in the goods and services 
procurement tend to involve goods and services procurement officials, both as 
Budget User Authorities, Commitment Making Officials, and Technical Imple-
mentation Activities Officials. In other words, officials (superiors) use their au-
thority to commit fraud in the goods and services procurement. The purpose of 
this study is to determine and evaluate the role of the code of ethics on the in-
fluence of superior authorities on fraudulent acts in goods and services pro-
curement of government agencies in Indonesia. This study used the laboratory 
experiments method with the accounting students of Pattimura University, 
Ambon as the participants and a two-way ANOVA with a 2x3 factorial experi-
mental design as a data analysis technique. The results of this study show that 
superior authority plays an important role in influencing the occurrence of 
fraudulent acts in the goods and services procurement, and a code of ethics can 
reduce it. There is a difference in the tendency to commit fraud in the goods 
and services procurement when there is a superior authority and no superior 
authority. The tendency to commit fraud will be smaller for individuals who are 
asked to read the code of ethics and signatures it compared to only reading the 
code of ethics and without a code of ethics. 
 
DOI: 10.28986/jtaken.v5i2.374  

Theresia Febiengry Sitanala 

SUPERIOR AUTHORITY AND FRAUDULENT 
ACTS IN GOODS AND SERVICES  
PROCUREMENT:  
THE ROLE OF CODE OF ETHICS  

Jurnal Tata Kelola & Akuntabilitas Keuangan Negara, 5(2) 2019: 139-155 

KEYWORDS:  

Superior authority; 

code of ethics; 

fraudulent acts; 

goods and service 

procurement 

Jancen Roland Patty  

BUDGET FORECAST ERRORS AND BUDGET  
DEVIATION: FINANCIAL CAPABILITY INDEX  
AS MODERATING VARIABLE 

Jurnal Tata Kelola & Akuntabilitas Keuangan Negara, 5(2) 2019: 157-175 KEYWORDS:  

Budget forecast 
errors; financial 
capability index; 
budget deviation 

 
The lack of accounting literature that links budget supervision or control with 
budget realization allows the author to conduct this study. In addition, the main 
issue of this study is the failure of the local government in planning, imple-
menting and being responsible for the budget resulting in budget surpluses and 
deficits. Surplus and deficit prove the existence of the budget deviations. The 
cause of the budget deviation is a mistake in the budget forecast. Some cases of 
budget deficits in Indonesia prove this. Budget forecast errors have the poten-
tial to increase budget deviation due to the role of the financial capability index. 
The purpose of this study is to examine the role of financial capability index in 
influencing the relationship of budget forecast errors and budget deviation. The 
sample used local government in Indonesia between 2016 and 2018 through a 
purposive sampling technique. Analytical tools use STATA Version 15.1. The 
results of the study prove that budget forecast errors have a positive and signifi-
cant effect on budget deviation, and the financial capability index has a positive 
effect on the relationship between budget forecast errors and budget deviation. 
Sensitivity testing and additional testing reinforced the initial testing of this 
study. 
 
DOI: 10.28986/jtaken.v5i2.353  
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Jurnal Tata Kelola & Akuntabilitas Keuangan Negara, 5(2) 2019: 177-189 

Inventory turnover is a simple accounting analysis method seldom used by 

the user of Indonesian governmental organization ’s financial statement 

due to lack of accrual information in the past. The opportunity for the 

application of this analysis arrived in 2015 along with the implementation 

of accrual accounting basis by the Indonesian government. This study 

observes the Indonesian ministry/agency (MA) inventory management 

focusing on the inventory average flow time, during the 2017 and 2018 

period. The study shows that among 86 MAs, 62 MAs have desired average 

flow time. The other 24 MAs have high average flow time with 12 of them 

also have unstable average flow time. While several MAs disclosed 

information related to their average flow time, most MAs did not. Thus, 

they failed to communicate their conditions to their stakeholders. The 

average flow time can be used as a starting point for the managers, 

auditors, and other stakeholders to further analyze government inventory 

management. Better inventory management can reduce costs and improve 

the government planning process. Therefore, the government may be 

capable of allocating their budget for other programs or activities to deliver 

higher value for the public. 

DOI: 10.28986/jtaken.v5i2.377  

KEYWORDS: 
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accrual; disclosure; 
government 

Jurnal Tata Kelola & Akuntabilitas Keuangan Negara, 5(2) 2019: 191-212 

Gede Suyasa, Muchlis Hamdi, Prio Teguh, Megandaru 

IMPLEMENTATION OF ROCK MINING POLICY  
AFTER LAW NUMBER 23 OF 2014   
(STUDY OF ROCK MINING PERMIT IN SUBANG 
DISTRICT WEST JAVA PROVINCE) 

KEYWORDS: 

Policy; permits; rock 
mining; Law 
Number 23 of 2014  

The purpose of this study is to analyze and study the process of rock 

mining permit including the effectiveness and benefit from policy 

implementation related to the abolition of the authority of regency/city 

government in the rock mining activity after the enactment of Law Number 

23 of 2014 in Subang Regency. The method used in this study is a 

qualitative method by interviewing parties related and literature review. 

The results of the study indicate that there are differences in the duration 

of the permit for rock mining due to differences in the process of issuing 

rock mining permits before and after the authority of the management of 

rock mining by the province. The social impact of the transfer of authority 

over the management of the rock mine does not affect the surrounding 

community. This is due to the coordination and written agreements 

between the entrepreneur and the community related to the social 

responsibility management of the entrepreneur to the community.  

DOI: 10.28986/jtaken.v5i2.318  

APPLICATION OF INVENTORY TURNOVER 
ANALYSIS ON INDONESIAN MINISTRY/AGENCY 
FINANCIAL STATEMENT 

Laskar Rianto 
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PROMOTING DEVELOPMENT PROGRAM EFFECTIVENESS: 
THE EXPECTED ROLE OF PUBLIC SECTOR AUDIT  

IN STATE FINANCE MANAGEMENT 

ABSTRACT 

Public sector audit has an important role in development by improving transparency and accounta-

bility of state finance management. It is observed, however, that many development programs do 

not meet their objectives. It indicates that the current public sector audit has not been adequate to 

promote development program effectiveness. The objective of this study is to confirm whether the 

current public sector audit approach is not adequate to promote development program effectiveness 

and what additional roles are expected to be fulfilled by public sector audit. This study is based on 

the Indonesian context and uses a qualitative methodology where 27 semi-structured interviews 

were conducted to Member of Parliament and officials of the Supreme Audit Institution (SAI) and 

government entities in Indonesia. The study shows that the existing public sector audit has not been 

adequate to promote development program effectiveness because it pays more attention to financial 

and compliance aspects of the development program. Moreover, it also focuses on a completed de-

velopment program. Stakeholders expect that public sector audit also needs to provide the solution, 

provide preventive measures, create a good environment and produce useful information for deci-

sion making.  

 

KEYWORDS:  

Audit; development; effectiveness; public sector; Supreme Audit Institution  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

DOI: 10.28986/jtaken.v5i2.358  

Andi Wibowo 
Universiti Kebangsaan Malaysia 

andiwbw@yahoo.com 

Volume 5, Number 2, Jul-Dec 2019, 103-123 

Received at : 30 September 2019 
Published at  : 28 December 2019 

http://dx.doi.org/10.28986/jtaken.v5i2.358


 

JURNAL TATA KELOLA & AKUNTABILITAS KEUANGAN NEGARA, Vol. 5, No. 2, 2019: 103-123 

104 

INTRODUCTION  

Public sector auditing has a prominent role 

in state finance management by promoting 

transparency and accountability of govern-

ment for its stewardship of public money 

(Nagy, 2015). The audit, which is conducted 

by the Supreme Audit Institution (SAI), pre-

sents to strengthen public accountability by 

ensuring that public money is spent appro-

priately (OECD, 2011). SAI also helps citi-

zens and parliaments to monitor government 

activities through its audit reports 

(Bringselius, 2015; Reichborn-Kjennerud, 

Carrington, Gonzales, & Klarskov, 2015).  

 

The government manages public funds to 

improve citizens’ welfare. The government 

spends public funds through various deve-

lopment programs in various aspects of peo-

ples’ life such as health, education, housing, 

and income. The spending is a key instru-

ment for economic development. It gene-

rates a multiplier effect that eventually will 

promote the quality of life of people  

(Wilhelm & Fiestas, 2005). Wilhelm and Fi-

estas (2005) also state that good design and 

implementation of the development pro-

grams are important conditions to make sure 

that the government achieves development 

objectives. A good design portrays the needs 

of the program, program’s objective, ex-

pected outcome and impact and procedures, 

methods employed and resources needed to 

achieve the result. A good implementation is 

needed to actualize the plan so that re-

sources can be properly processed to pro-

duce planned output and create intended 

results. For the spending to create a consi-

derable impact on the citizen, the spending 

should be carefully planned, executed, moni-

tored and evaluated (World Bank, 2012).  

 

The government sets up an internal control 

system, to achieve the development program 

objective, that is designed to ensure that all 

elements within government institutions 

work toward achieving development objec-

tives (Asaolu, Adedokun, & Monday, 2016; 

Gustavson, 2015; Nurhasanah, 2016). Exter-

nally, there is an SAI that is designated as 

the government’s external auditor. Although 

the role of SAI may vary among countries, it 

has a common role which is to conduct audit 

on state finance management in order to 

promote its transparency and accountability 

(Domokos, Pulay, Pályi, Németh, & 

Mészáros, 2016; INTOSAI, 2013a; Kaya & 

Coşkun, 2017; Reichborn-Kjennerud et al., 

2015). More specifically, SAI presents to 

make sure that the government carries out 

the development programs in accordance 

with law and regulation in efficient, econo-

mical, effective and equitable ways. By evalu-

ating the government’s activities and pro-

grams through its audits, SAI measures the 

extent to which the government has man-

aged the state finance properly and reports it 

to the public. Besides, the audit provides a 

recommendation that can be used by the 

government to improve the quality of the de-

velopment programs. When both internal 

control and SAI perform their roles properly, 

quality of development program will improve 

(Wibowo, Jusoh, Ahmad, & Malek, 2016).  

 

Despite the contribution of various stake-

holders in the development, some develop-

ment programs did not deliver intended re-

sults to citizens. Some facilities are broken 

during construction such as in the Hamba-

lang case (The Jakarta Post, 2016), some 

completed projects are idle, underutilized 

and utilized by ineligible recipients (Wibowo, 

Jusoh, Ahmad, & Malek, 2018). Studies by 

Farwati (2012) and World Bank (2012) ex-

emplify some problems in the implementa-

tion of some development programs in Indo-

nesia. Some pro-poor programs, such as cash 

transfer, health insurance, rice and scholar-

ship for the poor, that are mainly intended to 

help the poor citizens, suffer from problems 

such as misallocation and improper distribu-

tion of the fund.  
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Problems found in some development pro-

grams show that the current control mecha-

nism does not work satisfactorily to achieve 

their intended objectives (Gustavson, 2015). 

Internally, the government needs to improve 

the quality of its management so that deve-

lopment can improve the lives of citizens 

(Riddell, 2004). The government should im-

prove the quality of design and implementa-

tion of development programs to make sure 

that they create the highest value to the citi-

zen. The government also needs to enhance 

the quality of its internal control and moni-

toring mechanism to make sure that all com-

ponents of development programs work as 

planned. Externally, SAI shall improve the 

quality of its audit reports because when its 

audits are conducted properly, the problems 

should not happen or when they do appear, 

they can be identified and solved earlier 

(Wibowo et al., 2016). 

 

Accountability concept demands that go-

vernment convince the people about the 

soundness of its development efforts, choi-

ces, actions and policies in managing na-

tions’ resources and about the impact of its 

development on their well-being 

(Dellaportas et al., 2005). Because SAI exists 

to promote the government’s accountability, 

it should help the government achieve deve-

lopment program objectives so that the pro-

gram improves the lives of citizens. Thus, 

SAI presents not only to prove whether the 

development program succeeds nor not, but 

to ensure that the program meets its objec-

tive (Nagy, 2015). 

 

The government is not the only stakeholder 

responsible for achieving development pro-

gram objectives (Wilhelm & Fiestas, 2005). 

It means that when the development pro-

gram fails, the government should not be the 

only entity that needs to make improve-

ments. In such an occurrence, it is inconcei-

vable that the government shall improve the 

quality of its internal control. However, it is 

also true that other stakeholders, including 

SAI, need to improve their roles as well so 

that all stakeholders work together to sup-

port the government in achieving develop-

ment program objectives according to their 

roles and responsibilities (Brétéché & 

Swarbrick, 2017). 

 

ISSAI 12 states that SAI needs to play a more 

important role in state finance management 

so that its presence adds value to citizens 

(INTOSAI, 2013a). To perform the role, SAI 

needs to improve the quality of its audit re-

sults so that it can be used by relevant stake-

holders for decision-making purposes. In 

addition, as one of the state institutions, SAI 

should also be accountable to people for its 

role in state finance management. Its activi-

ties, therefore, should make a difference to 

the audited program and eventually for the 

general public. SAI needs to constantly eva-

luate its works to make sure that they keep 

abreast with constantly changes the environ-

ment and relevant with as well as meet 

stakeholders’ expectation (INTOSAI, 2010; 

Nagy, 2012).  

 

Wibowo et al. (2016) propose improvement 

in audit methodology by suggesting that SAI 

conducts developmental audits. The audit is 

designed mainly to make sure that develop-

ment programs meet their objectives. It is 

proposed because the existing audit has not 

been adequate to promote development pro-

gram effectiveness. The objective of this 

study is to confirm findings by Wibowo et al. 

(2016) who evaluate the adequacy of existing 

public sector audit to promote development 

program effectiveness. Besides, this study 

also identifies the expected role of public sec-

tor audit in addition to existing ones.  

 

Arens, Elder, Beasley, and Hogan (2014) de-

fine auditing as “the accumulation and eva-

luation of evidence about information to de-

termine and report on the degree of corres-

pondence between the information and esta-
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blished criteria. Auditing should be done by 

a competent, independent person” 

 

That definition portrays necessary condi-

tions for an audit to be conducted, i.e. infor-

mation, criteria, and a competent and inde-

pendent person. In an audit, there should be 

information to be verified and compared 

against a predetermined standard or criteria 

which should be agreed upon by both audi-

tor and entity. For the auditor to provide an 

objective evaluation of the quality of infor-

mation, an audit should be conducted by in-

dependent and competent persons. The defi-

nition does not differentiate public and pri-

vate sector audit and thus is applicable for 

both audits. 

 

INTOSAI (2013a) defines public-sector au-

diting as “a systematic process of objectively 

obtaining and evaluating evidence to deter-

mine whether the information or actual con-

ditions conform to established criteria.” The 

audit definition by INTOSAI shows that 

there is no difference in the nature of audit 

between public and private sector audits, as 

it is an effort to measure the conformity of 

conditions with criteria using available evi-

dence. Although the INTOSAI definition 

does not include objective and indepen-

dence, it emphasizes that independence and 

objectivity are two important factors that 

affect public sector audit effectiveness 

(INTOSAI, 2001). 

 

Agency theory states that an audit is de-

signed to reduce the risk of the owner who 

entrusted assets to the agent to be managed 

(Madison, 2014). As a mean of accountabi-

lity, the agent has to report to the owner how 

well he or she manages the owner’s re-

sources. Because of some limitations on the 

owner’s side to examine every side of the 

agent’s operation, the principal hires an in-

dependent party to validate the information 

contained in the agents’ report (Waring & 

Morgan, 2007). Thus, auditing provides as-

surance and adds credibility to the infor-

mation prepared by management for stake-

holders. Without the audit, users of audit 

reports are doubtful about the quality of in-

formation presented by management be-

cause management may report misleading 

information for its interest. This is not an 

ideal situation because such inaccurate infor-

mation may lead to poor decisions (Raaum & 

Morgan, 2009).  

 

ISSAI mentioned three types of audits, 

namely financial audit, performance audit 

and compliance audit (INTOSAI, 2013b). 

Although the names in each country may 

vary, the classification embraces the type of 

audits that are conducted in all SAIs. It is 

possible for an SAI to conduct a comprehen-

sive audit incorporating two or more types of 

audits, for example, financial with perfor-

mance audit or financial with a compliance 

audit. Those audits are equally important as 

they have their unique objectives (INTOSAI, 

1977).  

 

All of the audits produce conclusions or 

opinions on government operations or fair-

ness presentation of financial statements. 

However, the performance audit has distinct 

characteristics as it provides a recommenda-

tion to audited entities to improve their per-

formance (INTOSAI, 2013b). It also produ-

ces new information since the existing re-

porting mechanism does not provide suffi-

cient information about government ste-

wardship such as degree of the economy; ef-

ficiency and effectiveness of government 

operation (Raaum & Morgan, 2009).  

 

In the performance audit, audit recommen-

dation is required as the audit is intended 

not only to uncover the weakness and evalu-

ate the performance of government spend-

ing; but also to fix any deficiencies and im-

prove entities’ performance. Sometimes it is 

also called value for money audit, operatio-

nal audit, management audit, program eva-
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luation and even consulting services (Schultz 

& Brown, 2003). The difference between 

performance audit by SAI and works of con-

sulting company is that SAI provides its au-

dit report to parliament and the public, and 

during the audit, it always considers compli-

ance to regulation as a high priority. Thus, 

performance audit improves government 

performance through its recommendation 

and insight as it tells management how go-

vernment program should be designed and 

run. This will guide the government to de-

sign and run upcoming programs and activi-

ties more efficiently and effectively (Ling & 

Dijk, 2009). 

 

Each type of audit has a different contribu-

tion to state finance management. Jesus and 

Eirado (2012) state that the role of audit in 

the public sector depends on the type of au-

dit conducted. They show that audit opinion 

produced by financial audit has little to do 

with entities’ performance. A similar result is 

provided by Akbar and Djazuli (2015) stating 

that there is no relationship between public 

welfare and financial audit. They state that 

performance audit or value for money audit 

is more appropriate to evaluate performance 

because according to Agbo and Aruomoaghe 

(2014), performance audit has a relationship 

with financial and management performance 

of government. 

 

There are some studies in public sector audit 

that highlight the roles of existing public sec-

tor audit in promoting the quality of public 

administration (David, 2017; Domokos et al., 

2016; Lungeanu, 2015; Otalor & Eiya, 2013; 

Pramono, 2016), reducing inefficient spend-

ing (Brétéché & Swarbrick, 2017; Charles & 

Oluoch, 2017; Funnell, Wade, & Jupe, 2016; 

Prabowo, Leung, & Guthrie, 2017; Ramírez & 

Pérez, 2016) and combating corruption 

(Masood & Afzal, 2016; Raudla, Taro, Agu, & 

Douglas, 2015; Reichborn-Kjennerud & 

Vabo, 2017). However, some studies reveal 

that the role of public sector audit is not as 

expected. Ijeoma and Nwufo (2015), Ma-

midu, Balogun, and Abilogun (2015) also 

Masood and Afzal (2016) express their con-

cern about the ineffectiveness of public sec-

tor audit in promoting good governance and 

performance of government. Several factors 

were identified as contributors to the pro-

blem. Some researchers state that the lack of 

resources, training, knowledge, and capacity 

building (Masood & Afzal, 2016; Matendera, 

2013) become prominent problems. Other 

researchers state that lack of professiona-

lism, lack of integrity, low staff motivation, 

low morale and poor communication also 

leadership (Gustavson, 2015; Masood & Lo-

dhi, 2015) are the problems. Other factors 

are considered as problem that hamper SAI 

performance such as political interference 

(Matendera, 2013), non-independence of 

SAI (Funnell et al., 2016; Ijeoma & Nwufo, 

2015; Mamidu et al., 2015), constitutional 

limitation to SAI, light punitive sanctions 

and lack of stakeholders’ support (Ijeoma & 

Nwufo, 2015).  

 

Some strategies are proposed to improve the 

role of public sector audit. In addition to im-

provement in organizational, human re-

source and external support (Charles & Olu-

och, 2017; Pramono, 2016). Adnyana (2017), 

and Suartama et al. (2015) suggest that SAI 

improves the existing audit approach by gi-

ving more attention to welfare-related issues. 

They also recommend that auditors improve 

the quality of audit plan particularly in the 

selection of audit objects which should focus 

on significant programs. Daujotaitė and 

Mačerinskienė (2008) add that performance 

audits should use evaluation approaches 

such as logic models to enhance the quality 

of audit results. 

 

In addition to the aforementioned audit, Wi-

bowo et al. (2016) introduce a developmental 

audit concept that will improve the role of 

SAI in development and maintain its rele-

vance to the people. The audit is intended 
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not only to evaluate development programs 

but also to promote their effectiveness. Shar-

ing some characteristics with existing public 

sector audit, it has some distinctive features. 

First, it is conducted in various critical stages 

of development programs. This approach is 

necessary to assure that the audited develop-

ment program runs according to plan in 

terms of budget, technical specification, and 

progress, and those audit recommendations 

from previous audits are followed up proper-

ly. Second, developmental audit pays atten-

tion to input, process, and result of the audit-

ed development program stage. This ap-

proach will provide stakeholders with tho-

rough information about the progress and or 

result of the audited program. Because the 

result of a certain development stage be-

comes input for the next stage, this approach 

is also useful to identify the development 

problems in their earliest stage.  

 

Third, developmental audit encourages and 

invites more public participation in the au-

dit. Developmental audit aspires to push 

public participation further by involving 

them in the audit, not only as respondents or 

informants. Fourth, a developmental audit 

requires SAI to work closely with the govern-

ment’s internal control system so that audit, 

monitoring and evaluation activities can be 

carried out efficiently and effectively. This 

close cooperation is important to avoid work 

redundancy and to mitigate limited audit 

resources problems encountered by both SAI 

and the government’s internal audit units. 

Fifth, a developmental audit necessitates 

that the follow-up mechanism is improved 

because regardless of how well any audit is 

conducted, it will create additional value to 

the audited program when it provides useful 

recommendations and that audited entities 

conduct follow up actions to the recommen-

dations promptly and appropriately. 

 

In the public sector, agency theory states that 

independent auditors are needed to improve 

transparency and accountability of state fi-

nance management. Improving development 

program effectiveness is one of the auditors’ 

endeavors to improve government accounta-

bility (Badamdorj, 2010). Therefore, SAI 

through its audit function presents to make 

sure that the government gets a fair and ob-

jective evaluation of the quality of state fi-

nance management. The audit also provides 

parliament and other stakeholders with reli-

able information for decisions making pur-

pose (Brétéché & Swarbrick, 2017; Ittonen, 

2010; Reichborn-Kjennerud et al., 2015; 

Reichborn-Kjennerud & Vabo, 2017; Ríos, 

Bastida, & Benito, 2016). Agency theory also 

requires SAI as a public institution to im-

prove its accountability. It requires SAI to 

constantly evaluate the quality and relevance 

of its works with stakeholders’ interest to 

make sure that its works add value to them 

(INTOSAI, 2013a). The formulation of a bet-

ter public sector audit approach is an effort 

to make sure that SAI performs an audit that 

gives maximum added value for citizens. 

 

Studies about public sector audit show that 

less attention has been given on evaluating 

whether the existing audit approach has 

been adequate to allow SAI to play a greater 

role in state finance management. As part of 

the state financial management system, SAI 

through its audits should contribute to pro-

moting development program effectiveness. 

The role should be considered as part of 

SAI’s efforts to promote public accountabi-

lity. The role is also important to highlight 

the significance and relevance of SAI in pro-

moting public welfare. Existing studies pay 

more attention to the role of SAI as the eva-

luator. Most of the research tries to evaluate 

whether the audit has met a specific goal ei-

ther in fighting corruption or improving ac-

countability. Those are important roles that 

SAI can play in state finance management. 

However, it is also important to know how 

the SAI role can be improved so that it can 

make a difference in the life of citizens 
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(INTOSAI, 2013a).  

 

 

RESEARCH METHOD 
 

This research is based on the Indonesian 

context and uses a qualitative approach be-

cause it analyzes qualitative data (Ritchie, 

Lewis, Nicholls, & Ormston, 2013). The re-

search studies participants’ knowledge and 

experience which may differ across partici-

pants due to the subjective perspective of 

participants (Flick, 2009). This study uses 

purposive sampling or expert sampling 

(Bhattacherjee, 2012) targeting 27 high-level 

officials in SAI, Ministry of Public Works and 

Member of Parliament of Indonesia. The 

samples were chosen deliberately based on 

their positions and expertise. The number of 

sample is considered sufficient as theoretical 

saturation will be reached at this point where 

new respondents will not provide additional 

insights to the research (Bowen, 2005). In-

terview data to develop the new audit ap-

proach were analyzed using thematic analy-

sis which is widely used in qualitative re-

search (Bryman, 2008). The analysis was 

intended to understand the data by identify-

ing and analyzing themes in the data 

(Vaismoradi, Turunen, & Bondas, 2013). The 

data were analyzed using stages suggested by 

Braun and Clarke (2006) also Harding 

(2013) because there were no certain pre-

scribed procedures for the analysis (Bryman, 

2008).  

 

In this study, four questions were addressed 

to interviewees. The questions encompass 

aspects related to the role of public sector 

audit in state finance management. The cur-

rent role of audit in promoting transparency 

and accountability of state finance manage-

ment, adequacy and necessity of current au-

dit to promote development program effec-

tiveness and expected role of the audit to 

promote development program effectiveness 

were intended to ensure that responses an-

swer research objectives. The questions were 

distributed to interviewees beforehand to 

allow them to prepare for the interviews.  

 

Soon after the certain interview was com-

pleted, its record was transcribed. The tran-

scription also considered notes that were 

made during interviews to make sure that 

the transcript did not miss any important 

message or meaning. After the transcription, 

all transcribes were read a couple of times to 

allow the researcher to get acquaintance 

with the data and get a thorough under-

standing of the subject matter. The next 

stage was to generate initial code from the 

transcription. Using Atlas.ti software, the 

transcripts were coded using open coding. 

Although open coding is initially developed 

for grounded theory, it can be used in other 

qualitative analysis, including thematic ana-

lysis. The code portrays specific feature 

about the data which allow the researcher to 

conduct further analysis in a systematic way 

(Ngulube, 2015).  

 

After the coding process has been complet-

ed, the researcher reviewed the identified 

codes. Some adjustments were made to ac-

commodate similarity and categorization 

was then made to allow for the theme identi-

fication. Theme rises above codes and is 

built based on groups of codes. It is a pro-

duct of a thorough understanding of the 

transcripts (Bryman, 2008; Vaismoradi et 

al., 2013). Because theme identification in-

tended to capture the essence of the tran-

scripts, initial categorization was not made 

(Meier, Boivin, & Meier, 2008). To increase 

the accuracy of the theme identification pro-

cess, the researcher repeated the analysis 

from code categorization to theme identifi-

cation without looking at the previous analy-

sis. The results were compared, differences 

were analyzed and final themes were deter-

mined. 
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RESULT AND DISCUSSION 

All interviewees agreed that the current pu-

blic sector audit has not been adequate to 

promote development program effectiveness. 

They stated that currently, public sector au-

dit tends to pay more emphasis on evaluating 

the role of audit which focuses on assessing 

whether or not state finance management 

has been conducted properly. Less attention 

has been given on promoting the role of pu-

blic sector audit to help the government 

achieves development program objectives. 

They mentioned that Law Number 15 Year 

2004 on State Finance Audit implies that 

public sector audit should not only evaluate 

the quality of state finance management but 

also ensure that it is managed properly. A 

more comprehensive public sector audit ap-

proach, that pays more attention on ensuring 

effectiveness, is needed to complement the 

existing role of public sector audit in deve-

lopment so that public sector audits can meet 

the mandate properly.  

The main task of public sector audit is to 

conduct an audit on management and ac-

countability of state finance. R2, R13, R25, 

and R27 stated that the audit is intended to 

provide an evaluation on the government’s 

transparency and accountability by measu-

ring the degree of compliance between con-

dition and relevant standards or criteria. 

R10, R17, and R19 added that information 

provided by auditors can tell government 

and public about the extent to which govern-

ment officials follow regulation, government 

spending has been used as intended and the 

spending has created intended impact. When 

government spending is utilized properly 

and as planned, the development program 

will meet its objective.  

The audit is also important to evaluate the 

quality of the information provided and or 

used by the government for decision-making 

purposes because sometimes different insti-

tutions provide different data for certain 

conditions. Analysis of interview data reveals 

that there are two themes related to fulfilling 

stakeholders’ expectation of a better public 

sector audit approach. The first theme is 

about the inadequacy of the existing ap-

proach and the second theme is about the 

expected role of public sector audit that will 

improve its role in state finance manage-

ment. 

Inadequacies of Existing Roles of Pu-

blic Sector Audit in Development 

 

During the interviews, the question about 

the existing role of SAI audits in state finance 

management was addressed. The results of 

the interviews reveal that, currently, audits 

conducted by SAI tend to focus on measur-

ing financial and compliance aspects rather 

than promoting the quality of development. 

Current audits also tend to focus on complet-

ed programs rather than conducting an audit 

on on-going programs to identify and solve 

problems during their implementation. The 

results are summarized in Table 1. In addi-

tion to those aspects, some interviewees 

highlight other characteristics of SAI audits 

that reduce their impact on promoting the 

quality of state finance management. R3 and 

R18, for example, stated that lack of coordi-

Description Interviewees 

  

  

  

  

Table 1. Focus of Existing Public Sector Audit 
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nation and synergy among audit units within 

SAI makes it difficult for readers of audit re-

ports to get the big picture of development 

programs. 

 

Interviewees stated that current audits tend to 

focus on the financial aspect of development 

programs. It means that monetary value be-

comes underlying factors affecting audit deci-

sions, such as in measuring audit risk, select-

ing audit objects, determining the significance 

of findings and measuring the effect of audit 

findings. Although the aspect occurs in all au-

dits, it is mostly related to financial audits 

that deal with assessing the fairness of the fi-

gures presented in government entities’ finan-

cial statements. Although the financial audit 

is dominant in SAI audit portfolios, intervie-

wees stated that the audit has little relevance 

with improvement in public welfare because it 

is intended to provide an audit opinion on the 

government’s financial statements. Any opi-

nion provided by SAI does not change any-

thing because the transactions recorded in the 

statements have been completed. This finding 

is consistent with that of Akbar and Djazuli 

(2015) who state that there is barely any con-

nection between a financial audit and public 

welfare. 

Interviewees also stated that current audits 

focus on compliance aspects of government 

programs. Focusing on compliance aspects 

means that audits come to assess the degree 

of correspondence between any activities or 

records with certain standards, laws, and 

regulations. Although the compliance aspect 

receives large attention in any public sector 

audits, it is closely related to compliance au-

dit which is intended to evaluate whether or 

not certain subject matter has been managed 

in accordance with relevant regulations. R1 

and R15 stated that the compliance aspect is 

important in development because any non-

compliance may detriment the government’s 

effort to manage state resources properly. In 

the compliance audit, auditors may uncover 

some non-compliance activities or even cor-

ruption. From there, auditors may identify 

who to be held responsible for the problems 

and effect of the non-compliances as well as 

measuring the number of state losses from 

the failures. However, R6, R14, and R18 ar-

gued that the audit gives less benefit for peo-

ple because what important for people is the 

quality of development programs and how 

the programs improve their lives, not infor-

mation about problems in the programs. In 

case of failed programs, they further empha-

sized that number of corrupt officials sent to 

Figure 1. Proportion of SAI Audits 2010-2018 

Source: BPK (2010-2019), (processed). 
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imprisonment does not change the fact that 

the program fails to achieve their objectives. 

Although R15 and R26 stated that compli-

ance audits give deterrence effect for public 

officials to commit fraud, other interviewees 

argued that it will be better if efforts are di-

rected to improve governance to prevent 

fraud happened. 

 

The responses stating that current audits pay 

more attention to financial and compliance 

aspects are consistent with audit data in the 

period of 2010 to 2018 (BPK RI (2010), BPK RI 

(2011a), BPK RI (2011b), BPK RI (2012a), BPK RI 

(2012b), BPK RI (2013a), BPK RI (2013b), BPK 

RI (2014a), BPK RI (2014b), BPK RI (2015a), 

BPK RI (2015b), BPK RI (2016a), BPK RI 

(2016b), BPK RI (2017a), BPK RI (2017b), BPK 

RI (2018a), BPK RI (2018b), BPK RI (2019a)), as 

shown in Figure 1. Figure 1 portrays that pro-

portion of financial and compliance audits 

are much higher than that of performance 

audit. Although the proportion of perfor-

mance audit is insignificant, Figure 1 shows 

that the proportion of performance audit is 

increasing over the years. The proportion of 

performance audits in 2018 is almost dou-

bled compared with that of in 2010. 

 

Figure 2 supports interviewees’ statements 

saying that current audits pay more atten-

tion to compliance aspects. It shows that 

compliance-related cases are larger than per-

formance-related cases. Three types of audits 

produce cases in all three general classifica-

tions: internal control, compliance, and per-

formance. Thus, Figure 2 exhibits a combi-

nation of cases uncovered by all audits from 

2010 to 2018. Evaluating internal control 

and compliance toward regulation is the in-

dispensable function for public sector audit, 

thus evaluation of both aspects are always 

conducted by SAI in all types of audits. The 

compliance findings in Figure 2 are those 

categorized in-state loss and lack of revenue 

that the government should receive. A closer 

look toward internal control cases presented 

in Figure 2 revealed that, to some extent, 

they are also related to the compliance as-

pect. Inaccurate financial data, improper ad-

ministrative procedures, incompliance to 

spending procedures and inadequate inter-

nal control systems and procedures are ex-

Figure 2. Proportion of Cases Presented in SAI Audit Reports 2010 - 2018  

Source: BPK (2010), BPK (2011a), BPK (2011b), BPK (2012a), BPK (2012b), BPK (2013a), BPK (2013b), BPK (2014a), 

BPK (2014b), BPK (2015a), BPK (2015b), BPK (2016a), BPK (2016b), BPK (2017a), BPK (2017b), BPK (2018a), BPK 

(2018b), BPK (2019a), (processed). 
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amples of internal control findings. It indi-

cates that most of the internal control cases 

uncovered in the period are related to com-

pliance issues. With this condition, Figure 2 

shows that the proportion of compliance-

related cases is more than 80% of the total 

cases reported by SAI in any year.  

 

All interviewees stated that the current audit 

pays more attention to completed develop-

ment programs. Focus on completed pro-

grams has some advantages. R7 and R10 sta-

ted that focusing on completed programs, in 

any audits, enables auditors to provide a 

comprehensive evaluation of the programs, 

from their planning until completion. R1, 

R15, R18, R25, and R27 added that in the 

completed programs, auditors may identify 

whether the results of the programs have met 

intended specifications or standards. When 

the programs do not meet certain perfor-

mance indicators, R5 stated that auditors 

may evaluate the programs from the plan-

ning stage to identify weaknesses that con-

tribute to the failures. Focusing on complet-

ed programs also minimizes the risk for au-

ditors to be challenged by audited officials 

because, as R18 described, the effects of any 

problems found during audits have been ta-

ken place. In addition, R2, R8, R10, and R15 

revealed a more important reason by stating 

that conducting an audit on completed pro-

grams reduces possible conflict of interest 

because in such case auditors are not in-

volved in any ways with the audited pro-

grams. This enables auditors to provide ob-

jective and independent evaluation for the 

programs. 

 

However, focusing on completed programs 

gives little benefit to citizens because audi-

tors cannot do anything to change the results 

of the programs. Regardless of the type of 

audits conducted, they can only measure 

what has already happened and produced. 

Auditors may provide recommendations to 

improve the programs when the programs 

are succeeded. When the programs failed, 

auditors may provide recommendations to 

recover the damage, minimize the loss and 

improve the quality of upcoming programs. 

In the latter case, people, who already 

missed the benefit of the failed programs, get 

little benefit from SAI audits. To sum up, all 

interviewees state that, because of the above-

mentioned characteristics, existing SAI au-

dits have not been adequate to promote de-

velopment program effectiveness. To im-

prove SAI’s role in improving the go-

vernment’s performance, SAI has tried to 

improve the proportion of its performance 

audits. Its decision to improve the propor-

tion of performance audits, from 12.2% in 

2010 to 21.4% in 2018 is a good start, but 

interviewees stated that it is not adequate. 

They stated that although performance audit 

is more suitable to promote development 

program effectiveness rather than financial 

and compliance audits, existing performance 

audits have not met the expectation because 

the audits tend to focus on compliance as-

pect and improving internal government. 

 

Figure 2 also indicates that performance au-

dit reports also contain compliance-related 

findings because the proportion of perfor-

mance findings is less than the proportion of 

performance audits. R20, R23, R24, and R26 

also emphasized that even in the perfor-

mance audit, where the audit should focus 

on performance and not on compliance, the 

audit reports often include non-compliance 

findings which lead to state loss. Peer Review 

Report (BPK RI, 2019b) supports the view 

because it states that the nature of perfor-

mance audits conducted in BPK is to some 

extent similar to a compliance audit. The 

condition underlines the notion that perfor-

mance audit has not been focused to improve 

the government’s performance. Some perfor-

mance audits are directed to improve the in-

ternal government’s performance rather 

than improving the government’s service to 

people. R11 states “...performance audits that 
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we do give more attention to the entity being 

audited and have not looked at impact of the 

program to the community”. SAI audit re-

ports also reveal that some audit objects for 

performance audits are not closely related to 

public welfare. Existing performance audits 

tend to focus on measuring the quality of the 

development process and government insti-

tutions’ accomplishment in meeting their 

targets or outputs.  

 

Some performance audit objects such as ar-

chive management, census activities, re-

search and development activities, appoint-

ment and discharge of state-owned enter-

prises’ directors and commissioners, asset 

management and revenue management are 

important for government; however R14 

stated that SAI should add more audit ob-

jects that are important for people and relat-

ed to public welfare such as audit objects re-

lated to health, education, public services, 

and poverty alleviation.  

 

 

Expected Roles of Public Sector Audit 

 

All interviewees agreed that the audit should 

be intended not only to measure the financial 

and compliance aspect of development pro-

grams but also to promote development pro-

grams’ effectiveness. They also agreed that 

the existing audit has not been sufficient to 

serve the purpose. Public sector audit should 

also aim to ensure that the development pro-

gram reaches its objective to improve citi-

zens’ quality of life. The audit is intended to 

ensure that the benefit of development goes 

to appropriate recipients in correct amount 

and time without compromising citizens’ 

quality of life.  

 

All interviewees also emphasized that it is 

part of SAI’s responsibility to promote deve-

lopment program effectiveness. They men-

tioned that although development program 

effectiveness becomes the government’s res-

ponsibility, existing laws mandate SAI to en-

sure that the government meets development 

objectives. This implies that the audit should 

be intended not only to measure how well go-

vernment achieves the objective but also to 

support the government in achieving the ob-

jective. This role applies similarly to a large 

national development program or in smaller 

individual programs or projects. Because de-

velopment programs are intended to im-

prove people’s well-being, promoting deve-

lopment programs’ effectiveness will im-

prove citizens’ quality of life. This highlights 

a significant position that SAI can play in-

state finance management through its audit 

Description Interviewees 

  

a. 

 
 

  

  

a.   

  

  

  

a.   

  

Table 2. Summary of Responses for Theme Promote Development Effectiveness  
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function. Table 2 summarizes interviewees’ 

responses on promoting the effective role of 

public sector audit.  

 

The role of public sector audit in state finance 

management is to promote transparency and 

accountability of state finance management. 

During the audit, auditors always evaluate 

the extent to which government activities 

have complied with certain criteria (Arens et 

al., 2014). With a development perspective, 

all activities funded by state money, includ-

ing the audit itself, should benefit the people 

and contribute to the improvement of peo-

ple’s welfare. It means that the success indi-

cator of public sector audit should be a num-

ber of successful programs being audited, not 

the number of audit findings contained in the 

audit report. As R13 stated “no matter how 

many audit findings are reported when many 

development programs fail to improve citi-

zens’ life, an audit has not met its objective.” 

It also means that when there are failed or 

ineffective projects, or when people’s quality 

of life is below standard and/or not im-

proved, SAI should also be criticized for its 

lack of support for development. Promoting 

development program effectiveness can be 

achieved when a development audit provides 

solution and preventive measures to the de-

velopment problem creates a sound environ-

ment for development and produces useful 

information for decision making.  

 

Providing Solution and Preventive 

Measures 

 

More than three-quarters of interviewees 

stated that audit should be directed to pro-

vide solutions and provide preventive 

measures on development problems. More 

than two-thirds of interviewees stated that 

the audit should focus on ensuring that the 

objective of the program is achieved. Moreo-

ver, they also emphasized that it is important 

for SAI to ensure that the government suc-

ceeds in achieving the national objectives. 

R10 highlighted the importance of this focus 

by stating that “actually, larger attention 

should be given on promoting development 

program effectiveness”. R11 added that SAI 

should also help the government to improve 

public welfare because the role will comple-

ment existing SAI roles in promoting trans-

parency and accountability of government. 

They stated that although the roles should be 

considered as part of SAI’s roles mandated by-

laws, those have not received serious atten-

tion.  

 

They stated that auditors should strive to pro-

vide useful audit recommendations to help 

the government achieve development objec-

tives. Recommendations are important to 

overcome significant development problems 

and to mitigate the impact of the problems. 

Auditors may also provide a recommendation 

to realign the program to its intended objec-

tives when it is about to deviate due to negli-

gence or fraud, or suggest a change to the 

original plan when the change is necessary to 

cope with current public demand or condi-

tion. R10 stated that an audit should bring a 

new audit paradigm: “the paradigm should be 

not only to measure and judge (right or 

wrong) but also to promote development pro-

gram effectiveness”.  

 

Public sector audit should contribute to the 

improvement of citizens’ lives through its au-

dit findings, conclusions, and recommenda-

tions. Audit results portray the government’s 

efforts and achievement in managing develop-

ment programs along with problems found in 

the program. The results also contain audit 

recommendations advising stakeholders on 

what the government should do to deal with 

the problems. The information will be used by 

government, parliament, public, and other 

stakeholders to make decisions for the pro-

gram according to their respective roles in de-

velopment.  
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With promoting development program effec-

tiveness paradigm, R22 stated that public 

sector audit should be able to provide the 

solution to significant development pro-

blems. In addition, R24, and R26 added, it 

should also be directed to improve the quali-

ty of development program so that people 

will get a bigger benefit from government 

spending allocated for the program. When 

audited development programs achieve their 

intended objectives and citizens receive in-

tended benefits from the programs, R8 and 

R25 stated that audit activities give additio-

nal value for development.  

 

Interviewees stated that an audit needs to 

prevent a development program from fai-

lures. R15 stated that preventing failure is 

important because when a certain program 

fails, it “does not bring any benefit for them 

(citizens or intended beneficiaries) regard-

less of who is responsible for the failure”. 

Preventing from failure implies that the au-

dit should also be conducted before certain 

development program is completed because 

according to R1, R4, and R6, it is where SAI 

audit recommendations can make a diffe-

rence. It is different from existing audit 

which tends to conduct an audit on a com-

pleted development program in order to pro-

vide a comprehensive evaluation of the pro-

gram.  

 

Auditors need to engage more active com-

munication with government officials to pro-

vide a solution for development problems. 

When there are problems identified during 

the audit, auditors need to discuss with go-

vernment to find the main cause of and solu-

tion for the problems, not to find who is the 

most responsible person causing the pro-

blems. This communication is important to 

raise government officials’ awareness about 

how to deal with the problems and prevent 

future problems in the same program.  

 

Creating Sound Environment for De-

velopment  

 

Annually, SAI of Indonesia uncovers more 

than ten thousands audit findings (BPK RI 

(2010), BPK RI (2011a), BPK RI (2011b), BPK RI 

(2012a), BPK RI (2012b), BPK RI (2013a), BPK 

RI (2013b), BPK RI (2014a), BPK RI (2014b), 

BPK RI (2015a), BPK RI (2015b), BPK RI 

(2016a), BPK RI (2016b), BPK RI (2017a), BPK 

RI (2017b), BPK RI (2018a), BPK RI (2018b), 

BPK (2019a)). This condition shows that cur-

rently, the government’s internal control sys-

tem has not been adequate to create good 

state finance management. Inadequate inter-

nal control system gives the opportunity for 

the negligent decision-making process and 

even corruption. Almost half of the inter-

viewees stated that an audit should present 

to create a sound environment for develop-

ment so that government resources are 

properly directed to achieve development 

program objectives.  

 

They stated that to create a sound environ-

ment for development, the quality of the go-

vernment’s internal control system should be 

improved. R14 emphasized that good inter-

nal control will strengthen the government’s 

capacity to deliver high-quality programs. 

R14 added that improving existing internal 

control system benefits development because 

the government can be “more focused, more 

effective and more efficient” toward develop-

ment objectives. A good quality internal con-

trol system demonstrates that, internally, the 

government has adequate capacity, direction 

and willingness to attain development objec-

tives. In this case, external oversight will 

serve as additional support for development 

by providing the objective and independent 

evaluation of the program’s performance, 

progress and result. 

 

Improving internal control is conducted 

through evaluating the adequacy of existing 

rules, standards, and procedures in the au-
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dited entities and their implementation. SAI 

may recommend the government to change 

existing policy and procedures that are con-

sidered not giving add value to development. 

It is also an important role of public sector 

audit where it does not only use existing re-

gulations as audit criteria but also recom-

mends a change in existing regulation when, 

based on auditors’ evaluation, the regulations 

do not promote the program’s effectiveness. 

 

One important aspect of the government in-

ternal control system is the government’s in-

ternal audit unit. SAI needs to empower in-

ternal auditors and encourage them to play a 

more active role in monitoring development 

programs because as R3 declared “we need a 

lot of monitoring in order to work properly”. 

This requires SAI and internal auditors to 

work together and synergize to watch the de-

velopment programs more closely. However, 

because numbers of auditors are limited, re-

lying on auditors to watch development pro-

cess is not feasible. It is important to create 

and promote a condition and an environment 

where government officials are motivated to 

work properly to achieve development pro-

gram objectives.  

 

Auditors need to constantly remind the go-

vernment that the compliance aspect is in-

herent in public sector audit. However, some 

interviewees reminded us that an audit 

should not focus on finding mistakes during 

the audit because it often frightens auditees 

in making any decision. In addition, it also 

discourages government officials to maintain 

a good relationship and communication with 

auditors. Therefore, in an audit, more efforts 

should be directed to find a solution for iden-

tified problems. With this perspective, the 

government is encouraged to discuss any sig-

nificant problems with auditors because it is 

the way auditors may contribute in finding 

appropriate recommendations for the prob-

lems. They also stated that it is not important 

that SAI finds as many audit findings as pos-

sible because finding a mistake is not the 

main objective of an audit. When auditors en-

counter any audit findings, they need to as-

sess the significance of the problems to objec-

tive attainment. In evaluating the findings, 

they stated that auditors should frame them 

with effectiveness perspective.  

 

Any violation of procedures, as long as they 

are not constituted fraud or causing state loss, 

should be assessed against program delivery 

or program impact to the people. When any 

noncompliance to procedures does not affect 

objective attainment, careful analysis should 

be conducted whether it is just applicable for 

specific cases or can be generalized in other 

cases. If it is proven that there are some steps 

in the existing procedures that do not add va-

lue to the attainment of development objec-

tives, auditors may suggest government to re-

vise existing procedures. It means that an au-

dit also ensures that procedures are designed 

to help the government achieve development 

objectives in the most efficient and economi-

cal ways. However, when such non-

compliance problems create state loss and 

contain an indication of corruption, SAI may 

conduct separate compliance audits or inves-

tigative audit to further investigate the issues. 

 

Interviewees added that in addition to im-

proving governance, the audit should contri-

bute to the creation of a clean government. 

Internal systems and procedures should be 

designed to minimize the opportunity for cor-

ruption and to promote anti-corruption be-

havior. Thus, with respect to combating cor-

ruption, more efforts should be directed to 

prevent corruption from happening, not to 

uncover it. R3 added that “SAI should culti-

vate a good culture within government to im-

prove the quality of development program”. 

The culture is important because if govern-

ment officials work properly only when audi-

tors come to evaluate their works and work 

otherwise when auditors do not present, audi-

tors will not be able to create a significant 
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contribution to development because num-

bers of auditors are limited. If auditors and 

government can work together to hone good 

governance, then with or without an audit, 

all stakeholders will exert their best effort to 

support development programs. 

 

The provision of audit reports to the public 

and involving the public in the audit are o-

ther strategies to create a good culture in go-

vernment. Those mechanisms will increase 

public awareness and concern for develop-

ment programs and government activities. 

They stated that citizens’ engagement will 

promote effectiveness because when there 

are more parties involved in monitoring ac-

tivities, government officials will be more 

prudent in managing the development pro-

gram.  

 

Good governance and clean government cul-

tures are important for development pro-

grams to succeed because they serve as inter-

nal checks and balances to avoid any inde-

cent behavior of government officials. They 

also serve as prevention mechanisms be-

cause they may deter fraud and improper 

operations that will hamper program deli-

very. Improving good governance culture can 

be done through conferment of recommen-

dation intended to improve the internal con-

trol system. It can also be done through em-

powering internal audit function because 

internal audit function can play an important 

role in promoting good governance culture 

from within the government. 

 

Producing Useful Information for De-

cision Making 

 

Almost half of the interviewees expected that 

an audit provides foresight for the govern-

ment about the consequences of decisions 

made by the government. When auditors be-

lieve that certain policies will have unfavora-

ble impacts on the development program, 

they need to inform the government about 

the possible consequences. This role requires 

auditors to identify the current effect and the 

possible effect of current policy, strategy, and 

actions taken by the government to manage 

the development program. To do this func-

tion, auditors need to have a profound un-

derstanding of the design and plan of the au-

dited development program. Auditors should 

also have sufficient knowledge about the pro-

gram or other similar programs that can be 

used as a benchmark to improve the quality 

of audited development programs.  

 

They stated that public sector audit should 

also use long term perspective and overall 

benefit in evaluating the program and 

providing a recommendation to the govern-

ment. Certain development programs may 

have unfavorable short term effects for peo-

ple around the development area, such as 

river normalization projects that cause some 

people living in riverbank to lose their hou-

ses or Light Rail Transit development that 

causes a worse traffic jam in certain areas. 

R12 emphasized that in such a program, SAI 

should strive to promote the program be-

cause they create a larger benefit for citizens 

in the long term. 

 

More than one-third of interviewees stated 

that audit results should contain high quality 

and reliable information for decision-making 

purposes. They stated that when there is a 

problem with the development plan; auditors 

need to explain the consequence of the ina-

dequate plan and provide a recommendation 

to improve the plan. The government shall 

use the recommendation to revise the exist-

ing plan to avoid further loss, while parlia-

ment uses the report to monitor the change 

and discusses with the government when the 

change requires an additional budget. This 

highlights the significant role of public sector 

audit in supporting development program.  

 

In addition to providing information for go-

vernment and parliament, audit reports 
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should also provide objective and reliable in-

formation for citizens about the quality of de-

velopment programs. People need to know 

the progress and the result of the develop-

ment because, according to R4, people have 

any right to understand how the government 

manages our money. The information can be 

used by citizens to give additional support or 

pressure for the government to provide better 

quality service for them. 

 

Audit reports should contain significant, ac-

curate and objective information. Because 

information is important to input for decision

-making process, it is expected that with high 

quality information, government and other 

stakeholders can make good decisions about 

the program such as whether to continue, 

postpone or terminate the program, use exist-

ing plan or change the plan, curb or extend 

the program, add the budget or not, etc. An 

audit report can be used as a common refe-

rence for stakeholders who may have diffe-

rent interests and motives of certain develop-

ment programs. 

 

The results of this paper strengthen a study 

by Wibowo et al. (2016) that a better audit 

approach is needed to improve the role of au-

dit in state finance management. SAI may 

improve its current audit approach or imple-

ment a developmental audit approach formu-

lated by Wibowo et al. (2016). The audit pro-

vides a better approach to promote deve-

lopment program effectiveness than existing 

audits. It will complement existing public sec-

tor audit so that the audit will better promote 

transparency and accountability of the go-

vernment. 

 
 
CONCLUSION 
 
The existing audit approach is considered in-

adequate to promote development program 

effectiveness since it pays more attention to 

financial and compliance aspects of the deve-

lopment program. Although compliance to 

regulation is important to make sure that the 

development program is planned and execut-

ed according to laws and regulations, too 

much emphasis on the compliance directs au-

ditors to focus on finding mistakes and weak-

nesses in their audits. Focusing on the finan-

cial aspect is important because it helps the 

auditor to focus on audit activities on pro-

grams having large budgets. However, audi-

tors may give less attention to welfare-related 

programs that have not so large budget.  

 

The current audit also tends to focus on com-

pleted development programs. Focusing on 

the completed program gives readers tho-

rough information about the quality of the 

program, any deficiencies or problems in the 

program, the number of state losses incurred 

and who is responsible for the losses if any. 

However, the approach gives less opportunity 

for auditors to contribute to the failed pro-

gram other than minimizing losses and sug-

gesting an improvement for other programs.   

 

There is a need to improve the existing audit 

approach to augment the role of SAI in state 

finance management. The audit should be di-

rected to focus on promoting development 

program effectiveness. It should provide the 

solution for identified problems in develop-

ment programs and even provide preventive 

measures to avoid or anticipate any signifi-

cant problems that may jeopardize develop-

ment program effectiveness. The audit should 

be able to detect and solve development pro-

blems as early as possible so that any mistakes 

will not be carried along to the very end of the 

project.  

 

Public sector audit should be able to create a 

sound environment for development. The au-

dit should be able to strengthen the govern-

ment’s internal control system so that with or 

without the SAI audit, the government will 

manage state finance properly to the best in-

terest of citizens. The good internal mecha-
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nism is important to promote development 

program effectiveness because it is infeasible 

to expect that auditors will conduct audit on 

most development programs. The audit 

should also produce useful information for 

stakeholders to help them make a good deci-

sion.  
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ABSTRACT 

This study is motivated by the trend of corruption cases which increase from year to year, where 

bribery is the first number in corruption cases. As many as 128 cases of bribery with in kracht status 

occurred in the local government that received an unqualified opinion from the Audit Board of the 

Republic of Indonesia (BPK RI). Using the Zero Inflated Poisson (ZIP) Panel Regression, this study 

examines the correlation between financial statement opinion and the number of bribery corruption 

cases based on 258 bribery cases that have been handled by the Corruption Eradication Commission 

(KPK) in the period 2008-2017. The estimation result shows that there was no correlation between 

financial statement opinion and the number of bribery cases. However, the increase in the amount 

of capital expenditure also goods and services expenditure is related to the increase in the number 

of bribery cases. This study recommends BPK to consider improving the quality of fraud detection 

through audit procedures on financial statements, especially in regions that have a relatively high 

value of capital expenditure and service goods expenditure.  
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INTRODUCTION  

Countries view corruption as the main obsta-

cle to economic and political development. 

Corruption distorts economic incentives to 

invest, damages public institutions, distri-

butes wealth and power to unauthorized par-

ties, uses public assets illegally and creates 

distrust in society (Neu, Everett, Shiraz, & 

Martinez, 2013). The World Economic Fo-

rum 1 estimates that the cost of corruption is 

the US $2.6 trillion, equivalent to 5% of glo-

bal GDP. While the costs for bribery corrup-

tion is estimated at around 2% of global GDP 

(Gaspar & Hagan, 2016). 

 

Corruption is one form of violation or eco-

nomic crime, corruption also often interpret-

ed as an abuse of power for personal gain 

(Bardhan, 1997; Rose-Ackerman, 1999). Ac-

cording to Becker (1968), this crime/

corruption behavior is motivated by rational 

choice that the expected benefits of commit-

ting a violation/crime outweigh the benefits 

received by using time and other resources 

on other activities. Therefore, the violation is 

based on differences in benefits to be re-

ceived and costs to be incurred by someone, 

not because of differences in basic motiva-

tion with others. Violations/crimes are com-

mitted through illegal actions based on ra-

tional decisions on an assessment of risk-

seeking. The benefits of illegal actions will 

provide a return that is greater than the costs 

incurred, such as the possibility of arrest, the 

length of prison sentences and opportunities 

available including the results which are le-

gally accepted namely income. 

 

An effort to reduce corruption rates, espe-

cially in the public sector, is to conduct an 

audit to the governance of the government’s 

finance. Blume and Voigt (2011) state that if 

government audit institutions function effec-

tively, the monitoring of government ex-

penditure through audits can reduce the le-

vel of corruption and increase the effective-

ness of government at more general level. In 

the audit process, the auditor is seen as an 

expert in detecting fraud in financial state-

ments, making it effective in investigating 

corruption. One of the law enforcement ef-

forts in the context of eradicating corruption 

is by auditing state financial management 

(Avis, Ferraz, & Finan, 2018).  

 

The audit results of government financial 

statements are in the form of opinions. Ac-

cording to Law Number 15 Year 2004, opi-

nions is the professional statement regarding 

the fairness of financial information present-

ed in the financial statements. The opinion is 

based on four criteria namely conformity 

with government accounting standards, ade-

quate disclosure, compliance with legisla-

tion, and an effective internal control system. 

Disclosure of weaknesses in the internal con-

trol system in the audit process causes the 

audit to be relevant in preventing corruption. 

 

In fact, in the annual report published by the 

Corruption Eradication Commission (KPK) 

in 2018, corruption cases tended to increase 

from year to year. From the beginning of the 

establishment of the KPK until 2018, the 

KPK investigated 887 cases of corruption in 

which 578 cases had permanent legal power 

(in kracht). KPK divides the mode of corrup-

tion into seven categories, namely: (1) pro-

curement of goods and service; (2) licensing; 

(3) bribery; (4) levies/extortion; (5) misuse 

of the budget; (6) money laundering crime; 

(7) impede the KPK process. The bribery 

mode ranks first in the number of corruption 

cases that occur and unfortunately, as many 

as 128 in kracht bribery cases occur in local 

governments that receive an unqualified 

opinion from the Audit Board of the Repub-

lic of Indonesia (BPK RI). In this case, if the 

audit is seen as one of the policies that can 

detect fraud in the financial statements, such 

conditions should not occur. Unfortunately, 

the reality is the opposite, so the question 

arises about how the relationship between 
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the BPK's opinion on financial statement and 

the amount of corruption, especially corrup-

tion with bribery mode. 

 

This study attempts to answer the question 

about the correlation between BPK’s opinion 

on financial statement with bribery cases in 

local governments because so far, studies on 

the relationship between audit opinion and 

the amount of bribery in Indonesia are still 

very limited. Up to this study was conducted, 

there has been no research that discuss the 

correlation of BPK’s opinion on financial 

statement with the number of corruption 

cases of in kracht bribery.  

 

The audit of government financial state-

ments aims to provide reasonable assurance 

on whether the financial statements have 

been presented fairly, in all material res-

pects, in accordance with generally accepted 

accounting principles (BPK RI, 2017). Wei, 

Qin, and Tang (2010) state that correction 

efforts or improvement carried out by the 

audit institutions and related parties after 

disclosure of audit findings is the most im-

portant factor in determining the extent to 

which government audits can act as a tool 

that encourages transparency and accounta-

bility of the government. 

 

Klitgaard (1988) states that one component 

of the strategy to eradicate corruption is by 

audit. Shihata (1997) states that effective fi-

nancial management systems, including seri-

ous and timely recording, auditing, and per-

formance monitoring are steps to curb cor-

ruption. A recent study showed that compa-

nies with audited financial statements pay a 

much lower bribe amount than unaudited 

companies (Farooq & Shehata, 2018). Back-

man (1999) in Osifo (2012) states that bri-

bery can be reduced through effective finan-

cial government standards, high levels of 

transparency and external audit; efficient 

and transparent legal framework; transpa-

rent and competitive independent financial 

systems and well-sourced media. 

 

On the other hand, Porter (1993) argues that 

the role of auditing in fighting corruption has 

been doubted and there is a “hope gap” re-

garding audit responsibilities in detecting 

corruption. In some audit works of litera-

tures, such as Gray and Manson (2008), 

Hayes, Dassen, Schilder and Wallage (2005) 

also Soltani (2007), the problem of corrup-

tion is not discussed in detail and explicitly. 

This is possible because several authors con-

sider fraud and corruption as two different 

violations (Labuschagne & Els, 2006). Fraud 

is interpreted as a form of injustice, inclu-

ding deliberate fraud, office asset taking, ac-

count forgery, abuse, etc (Lanham, 1987). 

 

ISA 240 defines fraud as a “fraudulent act 

that is intentionally done to gain an unlawful 

or illegal profit”, a definition that may in-

clude corruption. Nonetheless, corruption is 

excluded from ISA 240 as shown by Kassem 

and Higson (2016) who categorize fraud into 

two types: misuse of assets and fraudulent 

financial statements; without discussing cor-

ruption in-depth except in part A5, where 

bribery is briefly mentioned as an example of 

misuse of assets. The consequence of exclud-

ing corruption from the definition of fraud is 

that private-sector financial auditors are not 

expected to assess corruption risk when 

planning and conducting their audits. Some 

literature also states that audits cannot be 

used to detect corruption. Khan (2006) ar-

gues that auditors “almost cannot detect or 

investigate the actual corruption events, be-

cause the perpetrators, generally, do not 

leave documented evidence”. The possibility 

that transactions are not recorded causes 

Khan (2006) to conclude: “Auditors cannot 

play a role in detecting corruption”. 

 

Accountability assessments through the au-

diting of government financial statements in 

Indonesia are carried out annually by the 

BPK. The result of the audit is opinions on 
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the fairness of financial information present-

ed in the financial statements. Opinions on 

financial statements are divided into four 

types, namely Unqualified Opinion (WTP), 

Qualified Opinion (WDP), Disclaimer Opin-

ion (TMP), and Adverse Opinion (TW). WTP 

opinion is the highest-ranking audit opinion 

where the auditor believes that the financial 

statements have fairly presented all material 

components/financial transactions. While 

for the three other opinions, each opinion 

reflects that there are still material weak-

nesses in the presentation of the financial 

statements of the governments. 

 

Besides financial audit, BPK also conducts 

performance audits and special purpose au-

dits (PDTT). The performance audit aims to 

assess the performance of the government 

including the economy, efficiency, and effec-

tiveness aspect of the program or activity. 

The results of the performance audit focused 

on improving government policy. Whereas 

for special purpose audits include compli-

ance audits and investigative audits. Unlike 

the financial audit, performance audit, and 

special purpose audit are not carried out an-

nually, but those audits are in accordance 

with BPK's risk assessment and strategic 

plan. 

 

In conducting audits, both financial audit 

and other types of audits, BPK’s auditors are 

required to adhere to the State Financial Au-

dit Standards (SPKN). SPKN itself contains 

Statement of Audit Standards 200 (PSP 

200) concerning the standards for conduct-

ing audits, which mandates that auditors 

must design and carry out appropriate audit 

procedures to obtain sufficient and appro-

priate audit evidence. Auditors must consid-

er the adequacy and accuracy of the evidence 

in identifying potential data sources of the 

agency audited, the results of the auditor's 

analysis, or other parties. The auditor must 

also deepen the audit if in obtaining evi-

dence, the auditor suspects that the docu-

ment is not authentic or the contents of the 

document have been modified but not in-

formed to the auditors (BPK RI, 2017). Based 

on this, it can be concluded that the audit 

process requires accurate and adequate evi-

dence in the conclusions of the audit results. 

In addition to support the audit process, the 

provision of obtaining evidence or docu-

ments could be a limitation if the fraud com-

mitted by the auditee is in the form of undo-

cumented fraud, such as bribery mode. This 

assumption is in line with the findings of 

Porter (1993) who suggest that the role of 

audit in combating corruption so far is still 

in doubt and there is a "gap in expectations" 

regarding the role of audits in detecting cor-

ruption.  

 

Referring to the theory of the economics of 

crime developed by Becker (1968), this study 

covers a number of bribery corruption cases 

which are forms of violation/crime commit-

ted by individuals or groups for their person-

al interests. Economic violations/crimes oc-

curred are corruption influenced by financial 

benefits/returns received through illegal ac-

tions greater than the financial benefits/

returns received through legal actions 

(legitimate income).  

 

In this study, opinion as a result of an audit 

of financial statements is seen as a “cost” of 

the illegal act, where audit procedures are a 

means of realizing transparency and good 

accountability in governance. Thus, in this 

study, opinion as a proxy of an audit is seen 

as a "cost" of an illegal act. Due to the in-

crease in "costs" as a result of detection risk 

through audit procedures, it is assumed that 

auditing is one of the factors related to a per-

son's incentive to commit corruption. In ad-

dition, audits can also increase the credibility 

and relevance of the value of financial infor-

mation so that it is considered to able to li-

mit the level of manipulation of financial in-

formation (Ball, 2001).  

 



THE AUDIT BOARD OF REPUBLIC OF INDONESIA OPINION …  
 Yuniasih Dwi Astuti, Vid Adrison 

Vol. 5, No. 2, 2019: 125-138  129 

 

According to Law Number 11 Year 1980, 

bribery is defined as “giving or promising 

something to a person with the intention of 

persuading that person to do something or 

not do something in his duty, which is con-

trary to his authority or obligations concern-

ing the public interest”; also “accept some-

thing or promise, whereas he knows or de-

serves to be able to guess that giving some-

thing or an appointment is intended so that 

he does something or does not do something 

in his duty, which is contrary to his authority 

or obligations concerning the public inte-

rest”. In this study, bribery corruption covers 

both of the above explanations, that bribery 

corruption can take the form of giving, or 

receiving gifts related to his position, both 

related to the process of procurement of 

goods and services also non-procurement. 

 

Up to now, there has not been much research 

on the influence of financial statement opi-

nion on the number of bribery corruption 

cases. Some studies using a similar approach 

include Avis et al. (2018) stating that the a-

rea audited in the previous year had a cor-

ruption rate of 8% lower than unaudited are-

as. Bobonis, Fuertes, and Schwabe (2015) 

using longitudinal data on city government 

audit in Puerto Rico showed that corruption 

was much lower in cities with timely audit – 

before the elections. However, these cities 

did not show a decrease in the level of cor-

ruption in the next audit. The results of the 

study indicate that audits allow voters to 

choose responsive but corrupt politicians to 

take office. According to Cuervo-Cazurra 

(2008), auditors play an important role in 

detecting and disclosing fraudulent actions, 

including illegal actions such as paying 

bribes.  

 

Khalil, Saffar and Trabelsi’s (2015) study of 

the impact of disclosure standards in infra-

structure audit and audit on bribery of public 

officials revealed that companies tend to give 

prizes for securing government contracts in 

countries that have adequate financial re-

porting. Another finding in the same study is 

that companies tend to bribe bureaucrats if 

the state’s financial accountability is audited 

by an external audit. In addition to audits, 

several studies suggest determinants that 

affect the amount of corruption, including 

the amount of government expenditure. Goel 

and Nelson (1998) also Scully (1991) find 

that the higher government expenditure, the 

more opportunities for rent-seeking activity. 

Djankov, La Porta, Lopez-de-Silanes and 

Shleifer (2002) also found that corruption 

occurs a lot in public procurement expendi-

ture. The greater the value of procurement 

expenditure, the potential for corruption is 

also greater (Hopkin & Rodríguez-Pose, 

2007).  

 

Based on Becker’s model of “crime and pu-

nishment”, the benefits of legal activities are 

explicitly defined as government wages, pro-

motions, and pensions. Potential gains from 

corrupt behavior are assumed to be a func-

tion of the public sector expenditure variable 

(Becker, 1968) so that in this study legal be-

nefits are proxied by the average government 

employee (ASN) income/salary. Kracke 

(1958) in Quah (2016) states that the low 

salary/income of government employees in 

China is one of the causes of corruption du-

ring the Song, Ming, and Qing dynasties. Re-

search conducted by Tavits (2010) which 

examines incentive theory suggests the influ-

ence of salary levels and satisfaction with the 

workplace can affect the corrupt behavior of 

public officials. Some studies show signifi-

cant and negative results between salary and 

corruption (Finan & Mazzocco, 2016; Lassen 

& Alt, 2003), while Seldadyo and Haan 

(2006) conclude the opposite effect where 

the increase of civil servants’ salary cause 

more corruption. Even in other studies, it 

was not found a statistically significant rela-

tionship between salary variables and cor-

ruption (Gurgur & Shah, 2005). 
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RESEARCH METHOD 

This study uses panel data sourced from re-

ports handling corruption bribery cases that 

have the permanent legal force (in kracht) of 

the KPK from 2008 to 2017. There were 258 

cases of bribery in local governments that 

had been in kracht at the KPK. This study 

also uses data of BPK’s opinion on financial 

statements of local governments from 2008 

to 2017. Furthermore, this study also uses 

the financial statements of regency/city and 

provincial government in 2008-2017 from 

the Ministry of Finance including data of em-

ployee expenditure budget, goods, and ser-

vices expenditure budget and capital ex-

penditure budget.  

 

The budget for goods and services and the 

capital expenditure is the main component 

in determining the amount of government 

expenditure that is used for expenditure in 

the form of assets and consumables, through 

an auction mechanism that is prone to fraud. 

The employee expenditure budget is used to 

find the average income value of civil ser-

vants through the ratio of the number of civil 

servants in each regency/city and province in 

2008-2017 which is obtained from the Na-

tional Civil Service Agency (BKN). The ave-

rage income/salary is one of the explanatory 

variables towards corruption behavior in the 

local government. In addition, this study also 

uses data on expenditure audits in local go-

vernments as a control variable towards 

goods and services, also capital expenditures. 

 

To obtain data compatibility, namely the 

suitability of corruption cases reported by 

the KPK with the financial reporting year at 

the time of the corruption, the codification is 

based on the relevant financial year. The se-

lection of data on in kracht corruption cases 

by the KPK is due to the completeness and 

ease of data access compared to data from 

other law enforcers. As noted, the number of 

bribery cases has not specifically described 

the conditions of bribery cases throughout 

Indonesia. The variable number of corrup-

tion is a discrete variable that has non-

negative integers (0, one case, two cases, and 

so on). 

 

Based on the research objectives, the main 

explanatory variable (variable of interest) 

used in this study is the opinion of financial 

statements, which is one of the factors that 

correlate with the amount of bribery corrup-

tion. Assuming that the better the opinion 

received by a region, the more reliable the 

internal control system and compliance with 

the law and administrative procedures 

(financial reporting). It means that the gap 

for the administration of corruption is re-

duced. Opinion as a result of an audit of fi-

nancial statements is seen as a “cost” of an 

illegal act that is considered capable of limit-

ing the level of manipulation of financial in-

formation (Ball, 2001). This can open oppor-

tunities for other modes of corruption with 

lower “costs”/lower detection by BPK, such 

as bribery mode. Opinion variables are cate-

gorical variables, namely category 1 for Ad-

verse Opinion; 2 for Disclaimer Opinion; 3 

for Qualified Opinion; and 4 for Unqualified 

Opinion. 

 

The second explanatory variable is the total 

expenditure of the local government in the 

procurement of goods and services which is 

the sum of the realization of goods and ser-

vices expenditure and the realization of capi-

tal expenditure. The data used is APBD data 

in the corrupted fiscal year. The use of this 

variable assumes that the greater the pro-

curement of goods and services, especially 

capital expenditures, the greater the benefits 

that can be enjoyed by actors (Becker, 1968; 

Scully, 1991). 

 

The next explanatory variable is the average 

salary of civil servants (ASN) obtained from 
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the division of realization of the direct ex-

penditure of regency/city and provincial em-

ployees with the number of ASNs of the local 

government. The data used are from the rea-

lization of employee expenditure for the cor-

rupted annual budget, and data on the num-

ber of employees from the National Civil Ser-

vice Agency.  

 

The following explanatory variable is the ex-

penditure audit dummy, the determination 

of this dummy is based on the presence or 

absence of expenditure audit in a local go-

vernment agency. An expenditure audit is 

one type of special-purpose audit which is 

not carried out every year. If the financial 

audit is carried out every year and for all lo-

cal government agencies, then the expendi-

ture audit is not carried out every year for 

each agency as the entity’s compliance with 

legislation related to the implementation of 

its expenditure budget. Therefore, this ex-

penditure audit dummy has a value of 1 (one) 

for the year if there is an expenditure audit, 

and 0 (zero) if there is no expenditure audit. 

 

The control variable is the number of civil 

servants in each local government agency. 

Because this study discusses bribery that oc-

curs in a government environment, civil 

servants are seen as subjects/perpetrators of 

corruption. So that the initial hypothesis in 

this study was, the addition or reduction of 

the number of civil servants would affect the 

amount of bribery corruption. The greater 

number of subjects must be monitored, there 

will be looser behavior’s supervision. The 

panel regression basic model equation in this 

study is: 

Where Corruptionit  is the number of bribery 

corruption cases based on the financial year 

that was corrupted for the local government 

agency I in period t; opiniit  is the BPK’s opi-

nion category in local government agencies I 

in period t with 1 representing TW opinion, 

2 representing TMP opinion, 3 representing 

WDP opinion and 4 representing WTP opi-

nion; salaryit  is the average salary of civil 

servants based on the financial year that was 

corrupted in the local government agency I 

in period t;  total goods and services expendi-

tureit  is the total expenditure of goods and 

services and capital expenditure (Rp) in the 

log based on the corrupt budget year for lo-

cal government agencies I in period t; ex-

penditure auditit  is a dummy expenditure au-

dit for local government agencies I in period 

t with 1 presenting an expenditure audit, and 

0 if there is no expenditure audit; ϒi is fixed 

effects; δt is the year effects and ℇit is the er-

ror term for each number of in kracht bri-

bery corruption cases based on the corrupt 

budget year for the local government agency 

I in period t.  

 

In conducting a regression to answer the al-

leged effect of the main explanatory varia-

bles on the dependent variable, it is neces-

sary to understand the type of dependent 

variable data. The dependent variable stu-

died is the number of in kracht bribery cor-

ruption cases, which are data count that 

contains non-negative integers. Statistically, 

the distribution of data on the number of in 

Corruptionit = β0 + β1 opiniit + β2 salaryit + β3 

total goods and services ex-

penditureit + β4 expenditure 

auditit + ϒi + δt + ℇit 

Figure 1. Dependent Variable Data Distribution  
Source: KPK (2019) 

Kernel = epanechnikov, bandwidth = 3.0000 

Kernel density estimate  



 

JURNAL TATA KELOLA & AKUNTABILITAS KEUANGAN NEGARA, Vol. 5, No. 2, 2019: 125-138 

132 

kracht bribery corruption cases can be seen 

in Figure 1. 

 

Data on the number of bribery corruption 

cases are not normally distributed, the ma-

jority is zero. Based on this matter, this study 

cannot use linear regression analysis which 

assumes that the dependent variable data is 

normally distributed. The dependent varia-

ble in this study is also a count of data, so for 

the analysis, this study is using the Poisson 

regression model (Greene, 1994). The Pois-

son Regression Model needs several assump-

tions to be met. One of them is the variance 

values of the dependent variable must be 

equal to the mean value or called equidisper-

sion (Simarmata & Ispriyanti, 2011). Testing 

the equidispersion assumption on the de-

pendent variable is shown in Table 1, where 

the dependent variable is overdispersed. The 

dependent variable is overdispersion where 

the variance value is greater than the mean 

value. To overcome the problem of overdis-

persion and the excess of zero values in the 

dependent variable, zero-inflated Poisson 

regression can be used for data count 

(Lambert, 1992).  

 

The Zero-inflated Poisson Regression is used 

to model the data that excess zero. Further-

more, the theory states that excess zero is 

produced by a separate process from calcu-

lated values and that excess of zero can be 

modeled independently. Thus, the Zip Model 

has two parts, the Poisson Counting Model 

and the Logit Model to predict an excess of 

zero. In this study, the number of civil ser-

vants was used as a predictor which caused 

an excess of zero in the dependent variable. 

 
RESULT AND DISCUSSION 
 
In the period 2008 to 2017, a total of 616 

corruption cases were investigated by the 

KPK. Of these, as many as 434 cases have 

been decided and have permanent legal force 

(in kracht). Based on the type of case (mode) 

in kracht corruption cases are categorized 

into several types including procurement of 

goods/services, licensing, bribery, levies/

extortion, budget misuse, money laundering 

crimes, and impeding the KPK process. The 

bribery mode was ranked the most corrup-

tion mode of the seven modes, in which 258 

cases had been terminated with in kracht 

and spread across 478 local government 

agencies with a tendency to increase from 

year to year, seen in Table 2. 

 

Based on the BPK’s Summary of Semester 

Audit Results (IHPS), which are published 

annually, shows that the number of govern-

ment agencies receiving an unqualified opi-

nion on financial statements has increased 

from year to year as shown in Figure 2. This 

indicates an increase or improvement in the 

financial recording system, internal control 

system and compliance with laws by local go-

vernments, which can be "captured" in the 

financial audit process by the BPK. However, 

if we compare it with the data on the number 

of corruption cases from the KPK, an upward 

Table 1. Descriptive and Independent Variable Statistics 

Variables Observation Minimum Maximum Mean Standard Deviation 

Number of in kracht Bribery  4.780 0 13 0.0540 0.4910 

Opinion 4.780 1 4 3.1778 0.7317 

Expenditure Audit 4.780 0 1 0.2506 0.4335 

Capital Expenditure 4.780 24.4203 31.1120 26.7098 0.7358 

ASN Income 4.780 11.9474  20.8204 15.7037 0.3600 

ASN Total 4.780 5.8290  11.1735  8.5400 0.5481  
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trend is also seen in the bribery corruption 

mode. The upward trend in the bribery cor-

ruption mode indicates that the possibility of 

corrupt behavior tends to shift to a personal 

corruption mode that cannot be detected 

through audit procedures on financial.  

 

The Correlation Test 

 

Empirical tests are carried out by estimating 

several model specifications in Table 3. The 

correlation between BPK’s opinion and bri-

bery using OLS panel regression is shown in 

column (1) using OLS panel regression, mean-

while using Zero-inflated Poisson Panel Re-

gression is shown in columns (2) through (5). 

 

Based on the estimation of the equations in 

columns (1) through (5), namely in the OLS 

equation and the Zero-inflated Poisson Equa-

tion, it is seen that in both regression models, 

opinions do not have a significant relationship 

with the number of bribery cases. Only capital 

and goods and services expenditure have a 

significant and consistent effect on the 

amount of bribery corruption. So that in this 

study, the equation chosen is an equation 

that uses a regression method that matches 

the characteristics of the dependent variable 

data and has the most control variables to 

minimize the risk of omitted variable bias, 

i.e. the equation in column (5). 

 

This indicates that the BPK’s audit is still not 

able to reveal bribery that occurs because the 

audit conducted is limited to the presenta-

tion of financial statements, internal control 

systems and compliance with administrative 

laws. Requirements for the adequacy of evi-

dence in audit procedures for financial audit 

are considered to limit detection on fraud 

that is personal and not documented by the 

auditors. Since bribery is a mode of corrup-

tion that acts privately and is not do-

cumented, the disclosure of fraud with bri-

bery mode cannot be done through financial 

audit. Disclosure can be done if the process 

of financial audit found indications of cor-

TYPE OF CASES 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 TOTAL 

Goods/Services Procurement 18 16 16 10 8 9 15 14 14 15 135 

Licensing 3 1       3 5 1 1 2 16 

Bribery 13 12 19 25 34 50 20 38 79 93 383 

Levies/Extortion 3     0   1 6 1 1   12 

Budget Misuse 10 8 5 4 3   4 2 1 1 38 

Money Laundering         1 7 5 1 3 8 25 

Impeding the KPK Process         2   3     2 7 

TOTAL 47 37 40 39 48 70 58 57 99 121 616 

Table 2. Number of Corruption Cases Investigated by KPK in 2008-2017 

Source: KPK (2019) 

Unqualified Opinion Bribery 

Source: KPK (2019), BPK (2019) (processed) 
Figure 2. Trends in The Number of Bribery Cases and The Number of Unqualified Opinion  
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ruption. The auditor can propose a special 

purpose audit in the form of an investigative 

audit under the audit implementation stan-

dard in the State Financial Audit Standards 

(SPKN). It to be considered in this finding  

that the direction of the correlation of opi-

nion and the amount of bribery corruption is 

positive. That indicates the possibility of an 

increase in incentive to commit bribery along 

with the increase of received opinion. How-

ever, it can occur if the possibility of detec-

tion through audit decreases. This finding is 

in line with the results of Quah’s (2016) 

study which states that corruption can be 

linked to the low probability of detection and 

punishment for perpetrators. 

 

The test results show the consistency where 

only the increase of capital also goods and 

services expenditure variables are correlating 

with the increase of bribery corruption, 

which is equal to 16.6% at the 5% signifi-

cance level. This result is as expected previ-

ously where the greater the budget/

government expenditure in the procurement 

of goods and services, the potential for cor-

ruption will increase. Whereas the BPK’s 

opinion on local government financial state-

ments and audits of local government ex-

penditures remain unrelated significantly to 

the number of bribery corruption cases. This 

result is in line with the opinion of Khan 

(2006) which states that auditors “almost 

cannot detect or investigate the actual cor-

ruption events, because the perpetrators, 

generally, do not leave documented evi-

dence”.  

 

In addition to opinions and expenditure au-

dits, the amount of salary received by civil 

servants also does not significantly affect 

bribery corruption cases. This finding is in 

line with the findings of Gurgur and Shah 

(2005) who did not find a statistically signifi-

cant relationship between salary variables 

and corruption. This indicates that the size 

of the legal income received does not affect 

the incentive for someone to commit bribery 

corruption. Only the increase in expenditure 

budget, both capital and goods and services 

Dependent Variable: Bribery Cases 

OLS  

Coefficient 
Zero Inflated Poisson Coefficient 

(1) (2) (3) (4) (5) 

Main Model           

Opinionit -0.00663 0.278** 0.200* 0.125 0.0609 

  (0.0104) (0.112) (0.116) (0.120) (0.131) 

Salaryit -0.00669   0.497*** 0.254 0.150 

  (0.0174)   (0.172) (0.190) (0.250) 

Capital Expenditureit 0.0894***     0.173** 0.166** 

  (0.0195)     (0.0738) (0.0823) 

Expenditure Auditit -0.00875       -0.0355 

  (0.0178)       (0.186) 

Constant -2.207*** -0.0471 -7.670*** -8.316*** -9.220*** 

  (0.524) (0.394) (2.672) (2.494) (3.248) 

Inflate           

Number of Govt. Officerit   -1.193*** -1.180*** -1.148*** -1.123*** 

    (0.166) (0.165) (0.165) (0.167) 

Constant   14.19*** 14.05*** 13.76*** 13.41*** 

    (1.488) (1.480) (1.477) (1.499) 

N 4780 4780 4780 4780 4780 

r2 0.0166         

wald           

chi2   6.420 15.25 20.55 63.17 

Table 3. Correlation between BPK’s Opinion and Bribery  

Note: 99% (***), 95% (**), 90% (*) confidence level. Robust error standard in parentheses 
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that correlate with incentives to commit cor-

ruption. This is consistent with the opinion 

of Djankov et al., (2002) who found that cor-

ruption occurs in public procurement ex-

penditure if the value of procurement ex-

penditure is larger, the potential for corrup-

tion is also greater (Hopkin & Rodríguez-

Pose, 2007). In the Zero-inflated Poisson Re-

gression Model, there is one additional mo-

del with an additional variable that predicts 

the cause of excess zero (value 0) in the de-

pendent variable (bribery case). In Table 4, 

the inflate variable, namely the number of 

civil servants show the results of the addition 

of the number of civil servants. It will reduce 

the possibility of the occurrence of a value of 

0 (no corruption) or in other words, the in-

crease in the number of civil servants will 

increase the number of corruption cases. 

 

Robustness Check 

 

Robustness check is used to get a conviction 

in the model that this research is consistent 

in describing the actual conditions. In this 

study, a robustness check is done by provid-

ing an alternative relationship between opi-

nions obtained in the previous year and the 

number of bribery corruption cases, as pre-

sented in Table 4. 

 

The estimation results for robustness check 

show that the estimation is consistent with 

the main model, which is equation (1) where 

BPK's opinion does not correlate with the 

number of bribery corruption cases and only 

increases in goods and capital expenditure 

budgets that are positively and significantly 

correlated. Whereas the BPK’s opinion re-

ceived by the local government agency in the 

Dependent Variable: Bribery Cases 
Zero Inflated Poisson Coefficient 

(1) (2) 

Main Model     

Opinionit 0.0609 -0.00285 

  (0.162) (0.193) 

Expenditure Auditit -0.0355 -0.0228 

  (0.301) (0.293) 

Salaryit 0.150 0.113 

  (0.295) (0.313) 

Capital Expenditureit 0.166* 0.175* 

  (0.0983) (0.0971) 

Opinioni(t-1)   0.104 

    (0.201) 

Constant -9.220** -8.965* 

  (4.590) (4.685) 

Inflate     

Number of Govt. Officersit -1.123*** -1.118*** 

  (0.174) (0.174) 

Constant 13.41*** 13.37*** 

  (1.576) (1.568) 

N 4780 4780 

r2     

wald     

chi2 42.16 42.01 

Table 4. Robustness Check 

Note: 99% (***), 95% (**), 90% (*) confidence level. Robust error standard in parentheses 

Information : 

1) The basic equation of the Zero inflated Poisson with the explanatory variable of BPK's 

opinion in the same fiscal year as the corrupt fiscal year. 

2) The basic equation of the Zero inflated Poisson with the explanatory variables of the previ-

ous year's BPK’s opinion. 
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previous year has no relationship or correla-

tion with the incentive of someone to commit 

bribery corruption, as seen in equation (2). 

 

CONCLUSION 

This study shows that the BPK's opinion on 

the Local Government Financial Statements 

does not correlate with the number of bri-

bery corruption cases in Indonesia. This is 

because bribery corruption is a personal 

mode of corruption and not documented. 

Therefore the disclosure of bribery cases 

cannot be done through audit procedures on 

financial audit by the BPK.  

 

The research findings also show that only the 

increase of capital and goods and services 

expenditures were significantly correlated 

with the number of corruption cases, namely 

16.6% and at the 5% level. This shows that 

incentives for bribery corruption are only 

based on the amount of financial benefits/

returns received through illegal actions. The 

greater the capital and goods and services 

expenditure used through an auction mecha-

nism, therefore the greater the opportunity 

for fraud/bribery and the greater the finan-

cial return value expected by the perpetrator.  

 

Based on these findings, the author recom-

mends that the BPK consider improving the 

quality of fraud detection through auditing 

procedures on financial statements, especial-

ly in regions that have a relatively high value 

of capital also goods and services expendi-

tures. This study is limited to an analysis that 

only uses data on corruption cases of bribery 

from the KPK. So that it has not fully cap-

tured the condition of the actual amount of 

bribery corruption in Indonesia. For this rea-

son, further research is needed by including 

a larger sample of research which is the data 

on bribery corruption handled by law en-

forcement officers other than KPK through-

out Indonesia. In addition, there are still 

many factors that correlate with bribery cor-

ruption cases that have not been revealed in 

this study either. One of them is the effect of 

penalties for perpetrators of corruption. This 

is according to Liu and Lin’s (2012) research 

in China which states that improvement ef-

forts after the audit are to ensure that legal 

sanctions imposed by government auditors. 

Also, institutional problems found in audits 

are completed on time and can effectively 

reduce corruption. 
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ABSTRACT 

An increase in the number of corruption cases in the goods and services procurement at government 

agencies in Indonesia causes the country to suffer significant losses. This condition proves the non -

compliance of the goods and services procurement officials with the code of ethics for the imple-

mentation of goods and services procurement. Corruption cases in the goods and services procure-

ment tend to involve goods and services procurement officials, both as Budget User Authorities, 

Commitment Making Officials, and Technical Implementation Activities Officials. In other words, 

officials (superiors) use their authority to commit fraud in the goods and services procurement. The 

purpose of this study is to determine and evaluate the role of the code of ethics on the influence of 

superior authorities on fraudulent acts in goods and services procurement of government agencies 

in Indonesia. This study used the laboratory experiments method with the accounting students of 

Pattimura University, Ambon as the participants and a two-way ANOVA with a 2x3 factorial experi-

mental design as a data analysis technique. The results of this study show that superior authority 

plays an important role in influencing the occurrence of fraudulent acts in the goods and services 

procurement, and a code of ethics can reduce it. There is a difference in the tendency to commit 

fraud in the goods and services procurement when there is a superior authority and no superior au-

thority. The tendency to commit fraud will be smaller for individuals who are asked to read the code 

of ethics and signatures it compared to only reading the code of ethics and without a code of ethics.  
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INTRODUCTION  

Fraud is still a major issue of research in va-

rious disciplines, particularly concerning the 

management of public sector organizations. 

Tuanakotta (2013) explains that cheating is 

any illegal action characterized by deception, 

concealment or breach of trust. This action 

does not depend on the application of threats 

of violence or physical force. Fraud commit-

ted by individuals and organizations to ob-

tain money, wealth or services, to avoid pay-

ment or loss of services, or to secure perso-

nal business interests. One form of fraud that 

often occurs in public sector organizations is 

corruption. Table 1 shows the prosecution of 

corruption cases in public sector organiza-

tions from 2016 to 2018. 

 

The highest number of corruption cases oc-

curred in 2017 involving more suspects and 

resulting in greater losses than in 2016 and 

2018. The lowest number of corruption cases 

and suspects occurred in 2018. However, the 

country still suffered four times greater loss-

es than in 2016, thus the decreasing number 

of cases and suspects does not mean that the 

number of state losses also reduced. This 

shows the high intention of the perpetrators 

in obtaining personal benefits as much as 

possible.          

     

The type of corruption that has received pu-

blic attention is the corruption case in the 

goods and services procurement. The largest 

percentage of the number of corruption cases 

in the goods and services procurement oc-

curred in 2018, while the largest number of 

state losses occurred in 2017. This condition 

shows that perpetrators tend to do corrup-

tion through the goods and services procure-

ment. The case involved several regional offi-

cials at both the executive and legislative le-

vels. That happens because the perpetrator 

using his authority to fulfill their personal 

interests through connections to win project 

tenders or directly orders their subordinates 

to commit fraud to meet their interests.  

 

Bawa and Yasa (2016) give an example of 

authority abuse, namely the case of the 

Mayor of Tanjung Balai who ordered his sub-

ordinates to commit fraud to meet their 

needs. The Major instructs the Head of the 

Local Government Work Unit (SKPD) to de-

posit six percent of the total budget dis-

bursed to himself, both from the routine 

budget and the activity expenditure budget. 

The deposit is made shortly by the head of 

the SKPD directly or by the SKPD repre-

sentative concerned after the budget is dis-

bursed. None of the heads of SKPD dared to 

oppose fearing that his position would be 

threatened. This example of superior autho-

rity abuse shows that fraud is carried out in a 

structured way from the head of the local 

government to SKPD subordinates. 

 

Bawa and Yasa (2016) explain that superiors 

who suggest cheating might encourage sub-

ordinates to take unethical actions with con-

sideration of the responsibility lies with their 

superiors. In addition, Milgram (1974) ex-

plained that individuals who were ordered to 

Years 

Corruption Cases Corruption Cases in Goods and Services Procurement 

Number of 

Cases 

Number of 

Suspects 
Value of State Losses 

Number of 

GSP Cases 

% Number of 

GSP Cases 

Value of State Losses 

from of GSP Cases 

2016 482 1.101 Rp.1,450 Trilion 195 41% Rp.    680 Billion 

2017 576 1.298 Rp.6,500 Trilion 241 42% Rp.1,500 Trilion 

2018 454 1.087 Rp.5,645 Trilion 214 47% Rp.    973 Billion 

Tabel 1. Corruption Cases Enforcement in 2016-2018 

Source: Indonesia Corruption Watch (2016; 2017; 2018) 
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do unethical actions by their superiors would 

obey these orders because he saw himself as 

a tool for carrying out unethical actions by 

his superiors, so he felt no need to be respon-

sible for these actions. In contrast, Mayhew 

and Murphy (2014) state that in the condi-

tion of subordinates not given authority by 

their superiors to commit fraud, subordi-

nates will be more careful to commit fraud 

because they realize that they must be res-

ponsible for the fraud committed. 

 

The involvement of superiors in committing 

fraud is supported by the ineffectiveness of 

the code of ethics in the organization. Finan-

cial Services Authority (OJK) (2014) explains 

that one of the scopes of the code of ethics is 

the rules about allowed and not allowed be-

havior for all members of the organization. 

In the context of managing goods and ser-

vices in public sector organizations, there are 

also rules regarding the code of ethics for the 

goods and services procurement. For exam-

ple, the Buleleng Regent's Regulation 2018 

on a code of ethics for the goods and services 

procurement in the procurement services 

division. The regulation explains that the 

code of ethics is intended as a professional 

guide for individual structural officers, goods 

and service managers and procurement offi-

cials for functional officials of goods and ser-

vices responsible for carrying out tasks and 

goods and services procurement activities. 

Those include planning, analysis, assess-

ment, evaluation, decision-making, consult-

ing services, and other related services 

(Regulations of the Head of Buleleng Regen-

cy in 2018). Narsa and Supriyadi (2017) exa-

mine the role of corporate codes of ethics in 

reducing managerial behavior that increases 

with agency theory. The result shows that a 

codes of ethics can reduce individuals to es-

calate commitments in the event of adverse 

selection. 

 

Based on these matters, the formulation of 

the problem of this study is whether the code 

of ethics plays an important role in reducing 

the influence of superior authorities on 

fraudulent actions in the goods and services 

procurement. The purpose of this study is to 

determine and analyze the role of the code of 

ethics in influencing superior authority in 

fraud in the goods and services procurement.  

 

Superior Authority and Fraudulent 

Acts in Goods and Services Procure-

ment 

 

Moral disengagement theory explains that 

individuals use rationalization to justify un-

ethical actions (Bandura 1991; 1999). This 

theory is one important part of the fraud tri-

angle theory by Cressey (1953). Superiors 

order subordinates to commit fraud. Subor-

dinates commit fraud based on orders from 

superiors and then rationalize their actions 

by reason that responsibility rests with their 

superiors. Supporting theory shows that sub-

ordinates' compliance with superiors to com-

mit fraud is influenced by individual internal 

and external factors. Internal factors such as 

obeying orders from superiors in hopes of 

promotion, and external factors such as ma-

nipulation of numbers to meet reporting tar-

gets on orders from superiors due to family 

economic conditions.  

 

Mayhew and Murphy (2014) explain that 

when subordinates are not given authority 

from superiors to commit fraud, then subor-

dinates will not commit fraud. This condition 

occurs because subordinates realize that the 

responsibility of cheating behavior is fully 

borne by the subordinates because the fraud 

is done because of their own desires. Mil-

gram (1974) explains that individuals who 

receive orders from superiors to commit acts 

of fraud will obey these orders because the 

individual sees himself as a means for supe-

riors to act according to orders given, so he 

feels no need to be responsible for these ac-

tions.  
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The results of the study of Bawa and Yasa 

(2016), Mayhew and Murphy (2014), Sofyani 

and Pramita (2015), Sofyani and Rahma 

(2015) show that there are differences in 

fraud in the condition that there is superior 

authority to commit fraud and without supe-

rior authority to commit fraud. Individuals 

who receive authority from superiors will 

commit fraud compared to individuals who 

do not receive superior authority. The hy-

pothesis proposed by the author is: 

H1:  Superior authority influences the ten-

dency to commit fraud in goods and 

services procurement 

 

Code of Ethics and Fraudulent Acts in 

Goods and Services Procurement 

 

Cressey (1953) introduced fraud triangle the-

ory through three important concepts, 

namely pressure, opportunity, and rationali-

zation. These three concepts are the basis of 

individuals practicing cheating. Tehupuring 

and Lingga (2017) explain that pressure in-

volves situations where individuals need 

more benefits such as getting bribes and can 

also arise from job problems and unrealistic 

performance targets. Opportunities arise 

when individuals have access to assets and 

information that triggers individuals to com-

mit fraud. Rationalization involves individu-

als to align their behavior with general ideas 

received through politeness and trust. Dis-

honest individuals tend to rationalize frau-

dulent practices more easily.  

 

Maslow (1943) explains that pressure is an 

innate condition felt by every individual and 

exists at every level of work. Individuals at 

each level of work despite having a code of 

ethics but still not immune to pressure to 

commit fraud, whether internal pressure 

through the need for job promotion or exter-

nal pressure originating from the executive 

level who wants financial statement figures 

to meet the specified target level (Payne et 

al., 2019). Code of ethics basically designed 

to promote good the professional practice, 

integrity as well as strong commitment to 

high standards in dealings with clients 

(Owolabi 2002).  

 

Cressey and Moore (1983) point out that the 

existence of a code of ethics and the affidavit 

of compliance often signed by the employee 

indicate that if the code is violated it will be 

subject to sanctions. Futhermore, Cressey 

and Moore (1983) show that in fact, the cor-

poration is like a private government that 

has enacted "laws" (codes of ethics) that em-

phasize the need for conformity to those laws 

in order to protect the corporate establish-

ment. Wotruba et al. (2001) explain that the 

code of ethics has three main roles for orga-

nizations, namely the code of ethics can de-

monstrate organizational concern for ethics, 

the code of ethics can transmit orga-

nizational ethical values to its members, and 

the code of ethics can have an impact on 

ethical behavior on members of an organiza-

tion. Furthermore, Wotruba et al. (2001) 

show that codes of ethics can influence ma-

nager's judgment and decision making only 

if managers are familiar with the contents 

and objectives of the code. The existence of a 

code of ethics in an organization does not 

guarantee that all members of the organiza-

tion will know it, understand it, and use it to 

guide their attitudes and actions. Thus, so 

that the code of ethics is truly familiar in an 

organization, then all members of the orga-

nization must not only know the existence of 

the code of ethics, but also must know its 

contents, so that it can influence their ethical 

awareness and behaviour. 

 

Individuals who are involved in their work 

and are responsible for managing the goods 

and services procurement have the oppor-

tunity to commit fraud in the goods and ser-

vices procurement. Payne et al. (2019) ex-

plain that opportunity is a fundamental fac-

tor in triangle fraud theory because it is most 

vulnerable to fraud. Individual opportunities 
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to commit fraud caused by weak internal 

control systems and ineffective implementa-

tion of ethical codes. Individuals who only 

read the code of ethics have the opportunity 

to commit fraud in the goods and services 

procurement because they are considered 

not bound in writing (signing a code of ethics 

agreement) compared to individuals who 

certify themselves by signing the agreement. 

The effective application of a code of ethics is 

when fraud practices are reduced. West 

(2018) explains that even without a code of 

ethics, individuals who have responsibilities 

in their work will not commit fraud despite 

the pressure.  

 

When the code of ethics is combined with 

self-certification, namely through the signa-

ture of members of the organization, it is 

predicted to increase the value of responsi-

bility for their work. Orin (2008) shows that 

31% of organizations implement their code of 

ethics by asking for self-certification in the 

form of signatures to the CEOs, managers, 

and cross-employees. Davidson and Stevens 

(2013) show that individuals who give a 

check mark to be willing to comply with a 

code of ethics after reading a code of ethics 

can reduce the opportunistic behavior of 

managers. Individuals who do self-certifica-

tion tend to focus more on social norms that 

are expected to be consistent in shaping their 

self-identity. The hypothesis proposed by the 

author is: 

H2: The code of ethics influences the de-

creasing tendency to commit fraud in 

goods and services procurement 

 

If H2 is proven significantly, the author con-

tinue to test H2a, H2b and H2c as follows. 

H2a: Individuals show more tendency not 

to commit fraud in the goods and ser-

vices procurement when there is a 

code of ethics that must be read than 

when there is no code of ethics. 

H2b: Individuals show more tendency not 

to commit fraud in the goods and ser-

vices procurement when asked to con-

duct self-certification of a code of e-

thics than when only asked to only 

read the code of ethics. 

H2c: Individuals show more tendency not 

to commit fraud in the goods and ser-

vices procurement when asked to con-

duct self-certification of a code of e-

thics than when there is no code of 

ethics. 

 

Superior Authority, Code of Ethics, 

and Fraudulent Acts in the Goods and 

Services Procurement 

Fraud triangle theory (Cressey, 1953) and 

moral disengagement theory (Bandura, 1991; 

1999) explain that one individual factor is 

cheating through the rationalization of his 

actions. Subordinates who receive orders 

from superiors to commit fraud tend to obey 

orders from superiors because the responsi-

bility lies with their superiors, so that subor-

dinates can rationalize their actions. This 

condition shows that subordinates obey su-

periors' orders, even though their actions are 

contrary to ethics. The cause of subordinate 

compliance with superiors' orders is influ-

enced by internal and external factors. Inter-

nal factors because subordinates want to 

benefit from their actions such as a promo-

tion or retain their current position, while 

external factors such as manipulation of 

numbers to meet reporting targets on orders 

from superiors due to family economic con-

ditions.  

 

Payne et al. (2019) explain that individuals 

who are involved in their work and are re-

sponsible for managing goods and services 

procurement have the opportunity to com-

mit fraud in the goods and services procure-

ment. This condition occurs because it is in-

fluenced by the implementation of an inef-

fective code of ethics. Individuals at every 

level of work, even though they have a code 

of ethics, do not mean that they are immune 
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to the pressure to commit fraud, both inter-

nal and external (Payne et al., 2019). In the 

case of superior authority with the effective 

application of a code of ethics (the individual 

in whom has read the code of ethics and 

signed an organizational code of ethics 

agreement) will reduce the tendency of indi-

viduals to commit fraud compared to indi-

viduals who only read the code of ethics 

without having to sign the agreement. When 

individuals read and sign after reading a 

code of conduct shows that the individual 

has agreed to comply with regulations in the 

organization, so that individuals feel respon-

sible for doing work in accordance with the 

code of ethics. The effectiveness of the appli-

cation of the code of ethics is to increase the 

integrity and professionalism of the organi-

zation, thereby reducing unethical actions 

such as fraud. Based on the description, the 

hypothesis proposed is 

H3: There is a difference in the tendency to 

commit fraud in the goods and ser-

vices procurement when there is a su-

perior authority and there is no supe-

rior authority at the three levels of the 

code of ethics. 

 

If H3 is proven significantly, then the author 

will continue the H3a, H3b and H3b tests as 

follows. 

H3a: The difference in the tendency to com-

mit fraud in the goods and services 

procurement when there is a superior 

authority and no superior authority 

will be smaller for individuals who are 

asked to read the code of ethics com-

pared to individuals who are not ex-

posed to the code of ethics. 

H3b: The difference in the tendency to com-

mit fraud in the goods and services 

procurement when there is a superior 

authority and no supervisory authority 

will be smaller for individuals who are 

asked to conduct self-certification of 

the code of ethics compared to indivi-

duals who are only asked to read the 

code of ethics only. 

H3c: The difference in tendency to commit 

fraud in the goods and services pro-

curement when there is a superior au-

thority and no supervisory authority 

will be smaller for individuals who are 

asked to conduct self-certification of 

the code of ethics compared to individ-

uals who are not exposed to the code 

of ethics. 

 

RESEARCH METHOD 

The experimental method is a research de-

sign to investigate a phenomenon by mani-

pulating a condition or condition through 

certain procedures and then observing the 

results of the engineering and interpreting it 

(Nahartyo, 2013). The author manipulates 

the independent variable and observes the 

effect of manipulating the variable through 

the dependent variable. This study adapted 

and modified the five previous studies (Bawa 

& Yasa, 2016; Mayhew & Murphy, 2014; 

Narsa & Supriyadi, 2017; Sofyani & Pramita, 

2015; also Sofyani & Rahma, 2015) to esta-

blish an experimental module and then dis-

cuss the validity of the research module with 

several lecturers who supported subjects re-

levant to this study to improve the quality of 

the research module. This discussion is im-

portant to know the validity, experimental 

procedures, and case material in order to 

obtain the perfection of the experimental de-

sign (Nahartyo & Utami, 2015).  

 

Research Subject 

 

This study conducted through a laboratory 

experiment with accounting students at Pat-

timura University in Ambon play the role of 

the head of the SKPD who managed and was 

responsible for the procurement of goods 

and services. The selection of participants in 

this experiment is carried out by the author 

through manipulation checks. The author 

used a laboratory experiment using universi-
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ty students as the participants rather than 

officials managing goods and services pro-

curement to eliminate biases. Those such as, 

psychological pressure due to the organiza-

tional environment and positions in govern-

ment structures that have a tendency not to 

respond to the actual conditions because it is 

related to ethics, morals, and the responsibi-

lity of the manager of the goods and services 

procurement that is quite sensitive (Sitanala, 

2019). 

 

The subjects of this research experiment 

were accounting students at Pattimura Uni-

versity, Ambon. The use of accounting stu-

dents as research subjects is a third person 

as explained by Liyanarachi and Newdick 

(2009) for ethical research. The aim is to re-

duce the subject's response bias when the 

subject is faced with a variety of sensitive 

ethical issues. The accounting students at 

Pattimura University are chosen as experi-

mental subjects because (1) accounting stu-

dents have been equipped with a compre-

hensive understanding of various ethical is-

sues and public sector accounting, so that 

accounting students have taken and passed 

business and professional ethics and public 

sector accounting courses; and (2) the topic 

under study is related to ethical, moral, and 

sensitive responsibility issues if done directly 

to the head of the SKPD, so accounting stu-

dents are better suited as subjects to obtain 

an actual response without psychological 

pressure (Sitanala, 2019). 

 

Experimental Procedure 

 

The independent variables of this study are 

superior authority and a code of ethics. 

Meanwhile, the dependent variable is frau-

dulent acts in the goods and services pro-

curement. Bawa and Yasa (2016) explain that 

the authority of superiors who suggest doing 

fraud can encourage subordinates to take 

unethical actions because subordinates rea-

lize the responsibility lies with their supe-

riors. Measurement of superior authority in 

this study uses two treatments, namely, the 

condition of superior authority and no supe-

rior authority. A brief description of the two 

conditions is as follows. 

1. The condition of superior authority. The 

condition of superior authority occurs 

when the head of the SKPD is given pow-

er by the regent as a budget user and user 

of goods and  instruct the head of the 

SKPD to take unethical actions by depos-

iting a number of costs for the project 

handled by the head of the SKPD for the 

personal benefit of the regional head. 

2. The condition of no superior authority. 

The condition occurs when the head of 

the SKPD is authorized by the regional 

head as the budget user and user of the 

goods, including coordinating and being 

responsible for the goods and services 

procurement in the scope of service. 

However, regional heads do not instruct 

SKPD heads to take unethical actions. 

 

Measurement of fraudulent acts in the goods 

and services procurement uses the case of a 

bridge construction project and the response 

of the subject's decision as the head of the 

SKPD to approve or disapprove the offer of 

his old friend's company to win the bridge 

construction project. Fraudulent acts in the 

goods and services procurement is the 

SKPD's head act in accepting his close 

friend's offer to win the bridge construction 

project and get a fee share according to the 

agreement.  The measurement is using the 1-

10 Skert Likert. Subjects who choose the 

Likert scale 1-5 indicate the subject's deci-

sion not to accept the offer of his old friend's 

company, on the other hand the subject who 

chose Skala 1-6 indicates the subject's deci-

sion to accept his old friend's company offer.  

 

Measurement of the code of ethics in this 

study uses three conditions, is as follows.  

1. The conditions that there’s a code of ethic 

and self-certification. The condition oc-
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curs when SKPD has a code of ethics 

which is an inseparable part of the inter-

nal regulations of the organization and 

must be applied in all layers of SKPD 

members, so it is obliged to read, under-

stand, and comply with the SKPD code of 

ethics. The form of implementing the 

SKPD code of ethics is to read the con-

tents of the code of ethics and provide a 

signature (self-certification) on the letter 

of compliance with the contents of the 

code of ethics. 

2. The condition that there is a code of ethics 

and no self-certification. The condition 

occurs when the SKPD has a code of ethics 

that forms an inseparable part of the or-

ganization's internal regulations, and 

must be applied in all layers of SKPD 

members, so it is obliged to read, under-

stand, and comply with the SKPD code of 

ethics. The form of implementing the 

SKPD code of ethics is reading the con-

tents of the code of ethics (without a sig-

nature). 

3. The condition of no code of ethics. The 

condition occurs when SKPD does not 

have a code of ethics which is an insepara-

ble part of the internal regulations of the 

organization. 

 

The experimental module consists of six 

types according to the treatment conditions 

and is classified as Groups 1-6. Group 1: the 

condition that there is a superior authority, a 

code of ethic and self-certification; Group 2: 

the condition that there is a superior authori-

ty, a code of ethics and no self-certification; 

Group 3: the condition that there is a superi-

or authority, no code of ethics; Group 4: the 

condition that there is no superior authority, 

a code of ethics and self-certification; Group 

5: the condition that there is no superior au-

thority, no code of ethics and no self-

certification, and Group 6: the condition that 

there is no superiority and no code of ethics. 

The experimental design is presented in Ta-

ble 3. 

 

Data Analysis Technique 

 

The hypothesis will be tested by using two-

way analysis of variances (ANOVA). The use 

of ANOVA requires the author to tests seve-

ral assumptions, namely normality and ho-

mogeneity. The normality test was carried 

out through the Kolmogorov Smirnov one-

sample test with the provisions that is if sig. 

>0.05, then the residuals are normally dis-

tributed. Meanwhile, the homogeneity test 

uses the Levene's test with the provisions 

that is, if sig. > 0.05, then the residual is ho-

mogeneous. Two-way ANOVA 2x3 factorial 

experimental design to examine the role of 

the code of ethics on the influence of supe-

rior authority and fraudulent acts in the 

goods and services procurement.  

 

 
RESULT AND DISCUSSION 
 
This study uses two questions to check the 

manipulation of the whole scenario given to 

the subject. The overall subject response will 

be used by the author to determine the suc-

cess of the subject participating in the expe-

riment. That is, the subject understands his 

role as head of the SKPD. Thus, subjects who 

only pass the manipulation check will be 

used to test the research hypothesis.  

 

 Superior Authority 
Code of Ethics 

Yes & Self Certification Yes & No Self Certification No 

Yes Group 1 Group 2 Group 3 

No Group 4 Group 5 Group 6 

Table 3. Experimental Design  
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The author grouped the subjects into six 

groups and provide different treatments for 

each group. The total number of subjects who 

took the experiment is 82 subjects consisting 

of 14 subjects for each group 1-4 and 13 sub-

jects for each group 5-6. Furthermore, the re-

sults of  manipulation checks show that the 

total number of subjects who passed the ma-

nipulation check and used in testing hypothe-

sis was 73 subjects. Table 4 shows the de-

mographics of the subjects used in this study.  

 

Based on Table 4, female subjects were more 

dominant (66%) than men (34%), and sub-

jects aged between 21-23 years were more 

dominant (55%) compared to subjects aged 

between 19-20 years (45%). The author then 

conducted a randomization test with the aim 

to find out the distribution of each subject was 

evenly distributed for each group.  

 

Based on the results of the randomization 

test in Table 5, it can be seen that the gender 

of the subject has a test value of F = 0.023, 

and Sig = 0.880; and the age of the subject 

has a test value of F = 0.860, and Sig = 

0.357. The randomization test results 

showed that there were no significant diffe-

rences between the male and female sex 

treatment groups, as well as the subject's age 

treatment group which ranged between 19-

20 years and ages 21-23. The author con-

cludes that the subjects used in this study 

have been distributed evenly. The author 

then conducts an assumption test as a condi-

tion that must be met before conducted the 

ANOVA test. The assumption test is a test for 

normality and homogeneity. The results of 

Variable Treatment Group Category N Percentage Total 

  
  
  

  
  

Gender 

Group 1 
Male 6 50%   

  
  
  
  

Male = (34%) 
Female = (66%%) 

Female 6 50% 

Group 2 
Male 2 17% 

Female 10 83% 

Group 3 
Male 3 25% 

Female 9 75% 

Group 4 
Male 7 54% 

Female 6 46% 

Group 5 
Male 3 25% 

Female 9 75% 

Group 6 
Male 4 33% 

Female 8 67% 

  
  
  

  
  

Age 

Group 1 
19-20 8 67%   

  
  
  
  

19-20 = (45%) 
21-23 = (55%) 

21-23 4 33% 

Group 2 
19-20 5 42% 

21-23 7 58% 

Group 3 
19-20 5 42% 

21-23 7 58% 

Group 4 
19-20 6 46% 

21-23 7 54% 

Group 5 
19-20 5 42% 

21-23 7 58% 

Group 6 
19-20 4 33% 

21-23 8 67% 

Table 4. Subject Demographics 
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normality test through one-sample Kolmogo-

rov Smirnov with Sig = 0.329>0.05. The re-

sults of this test indicate that this research 

model has a normally distributed residual. 

Thus, the normality assumption test has 

been fulfilled. The homogeneity test results 

through the Levene's test with a Sig = 

0.459>0.05. The result indicates that the re-

search model has homogeneous residual va-

riants. Thus, testing the homogeneity as-

sumption has been fulfilled.  

 

Hypothesis 1 (H1) testing, that is, superiors' 

authority has an important role in influen-

cing the tendency of goods and services pro-

curement fraud. The author used the 2x3 fac-

torial two-way ANOVA test to test the first 

hypothesis. Table 6 shows the results of the 

2x3 factorial two-way ANOVA test.  

 

Table 6 shows that superior authority (OTA) 

has a value of F = 13.107, and Sig = 0.001 

<0.010. This result indicates that the superi-

ors' authority has an important role in influ-

encing the tendency of fraud in goods and 

services procurement. Thus, hypothesis 1 

(H1) is supported. Individuals who receive 

orders from superiors to commit acts of 

fraud will obey the orders because the indi-

vidual sees himself as a means of superiors 

to act in accordance with orders from superi-

ors, so he feels no need to be responsible for 

these actions (Milgram, 1974). The findings 

of the study of Bawa and Yasa (2016), May-

hew and Murphy (2014), Sofyani and 

Pramita (2015), Sofyani and Rahma (2015) 

showed that there were differences in ac-

counting fraud in the condition that there 

was a superior authority to commit fraud 

and without a supervisory authority to com-

mit fraud. Superiors use their authority to 

order subordinates to commit acts of fraud 

and then subordinates rationalize their ac-

tions based on the thought that the responsi-

bility lies with their superiors. This action is 

in accordance with one important part of the 

fraud triangle theory. Compliance with supe-

riors 'orders is influenced by internal factors 

such as the need for promotion because of 

obeying superiors' orders, and external fac-

tors such as manipulation of numbers to 

meet reporting targets on the orders of supe-

riors due to family economic conditions. 

 

Hypothesis 2 (H2) testing, that is, the code 

of ethics influences the tendency of fraud in 

goods and services procurement. The author 

used the 2x3 factorial two-way ANOVA test 

and descriptive statistics to test the second 

hypothesis. Table 7 shows the results of the 

descriptive statistics of the research varia-

bles.  

 

Table 7 shows that the response of subjects 

with the smallest decisions is the group with 

a code of ethics and self-certification (Group 

1 and 4) which have an average value of 4.32 

and the largest is the group without a code of 

ethics (Group 3 and 6) which have an ave-

rage value of 6.92 . The mean values have a 

significant difference at the level of 1% (F = 

21,397, and Sig = 0,000 <0.010). The results 

Notes F-Test Sig. 

Gender 0.023 0.880 

Age 0.860 0.357 

Table 5. Randomization Test Results 

Source Df 
Mean 

Square 
F Sig. 

Corrected 
Model 

5 28.240 13.127 0.000*** 

Intercept 1 2514.653 1168.868 0.000*** 

OTA 1 28.199 13.107 0.001*** 

KOD 2 46.033 21.397 0.000*** 

OTA X KOD 2 10.698 4.973 0.010*** 

Error 67 2.151     

Total 73       

Corrected 
Total 

72       

R2 = 0.495 
Adjusted R2 = 0.457 
Notes: *** significance at 1% 
OTA : Superior Authority 
KOD : Code of Ethics 

Table 6. Two-Way ANOVA Factorial 2X3 
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showed that the code of ethics affected the 

reduction in the tendency of goods and ser-

vices procurement fraud. Thus, hypothesis 2 

(H2) is supported.  

 

The objective of the implementation of the 

code of ethics is to increase the integrity and 

professionalism of the organization. Indivi-

duals who are involved in their work and  

responsible for managing the goods and ser-

vices procurement have the opportunity to 

commit fraud in the goods and services pro-

curement. Individuals who uphold orga-

nizational ethics will uphold the applicable 

code of ethics, so individuals will try to be-

have ethically by not cheating on the goods 

and services procurement. Furthermore, be-

cause hypothesis 2 was accepted, the author 

then tested hypotheses 2a, 2b, and 2c by 

looking at the results of the post hoc test 

through the Tukey test. 

 

Table 8 shows that the difference in the 

mean value of the group with a code of ethics 

and no self-certification (Group 2 and 5) 

with the group without a code of ethics 

(Group 3 and 6) is 0.54167 (1% level, Sig = 

0.695> 0.05) is not significant. The results 

show that individuals do not show a tenden-

cy not to commit fraud in the goods and ser-

vices procurement when there is a code of 

ethics that must be read compared to when 

there is no code of ethics. Thus, hypothesis 

2a (H2a) is not supported. Individuals who 

only read the code of ethics or there is no 

code of ethics in the organization cannot in-

fluence the fraudulent acts in the goods and 

services procurement because the individual 

feels not bound in writing through self-

certification (signature of the code of ethics 

read) compared to individuals who conduct 

self-certification.  

 

Meanwhile the difference in the mean value 

between the group with a code of ethics and 

 Superior Authority 

Code of Ethics 
  

Total Yes & Self-
Certification 

Yes & No Self-
Certification 

No 

 Yes 

Group 1 

(N=12) 

(Mean=4.42) 

(Std.Dev=1.37) 

Group 2 

(N=12) 

(Mean=5.17) 

(Std.Dev=1.64) 

Group 3 

(N=12) 

(Mean=6.17) 

(Std.Dev=1.74) 

(N=36) 

(Mean=5.25) 
(Std.Dev=1.74) 

 No 

Group 4 

(N=13) 

(Mean=4.23) 

(Std.Dev=1.23) 

Group 5 

(N=12) 

(Mean=7.58) 

(Std.Dev=1.24) 

Group 6 

(N=12) 

(Mean=7.67) 

(Std.Dev=1.37) 

(N=37) 

(Mean=6.43) 
(Std.Dev=2.06) 

Total 

(N=25) 

(Mean=4.32) 

(Std.Dev=1.28) 

(N=24) 

(Mean=6.38) 

(Std.Dev=1.88) 

(N=24) 

(Mean=6.92) 

(Std.Dev=1.76) 

(N=73) 

(Mean=5.85) 
(Std.Dev=1.99) 

Table 7. Descriptive Statistics of Research Variables 

Group Mean Difference Standard Error Sig. Result 

2 & 5 vs 3 & 6 0.54167 0.49597 0.695 H2a not supported 

1 & 4 vs 2 & 5 2.05500 0.49099 0.000*** H2b supported 

1 & 4 vs 3 & 6 2.59667 0.49099 0.000*** H2c Supported 

Table 8. Tukey Test 
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self certification (Group 1 and 4) and with a 

code of ethics and no self-certification 

(Group 2 and 5)  is 2.05500. The difference 

is significant at 1% level (Sig = 0.000 

<0.010). Thus, hypothesis 2b (H2b) is sup-

ported, individuals showed more tendency 

not to commit fraud in the goods and ser-

vices procurement when asked to conduct 

self-certification of a code of ethics than 

when only asked to read a code of ethics. An 

effective code of ethics implementation is 

when individuals read the code of ethics and 

sign after reading the code of ethics as an 

attitude of complying with regulations both 

verbally and in writing, so that individuals 

will feel responsible for doing work in the 

organization compared to individuals only 

reading the code of ethics. The implementa-

tion of an effective code of ethics is when the 

practice of cheating decreases. Individuals 

who carry out a self-certification will assume 

that they are fully responsible for their work. 

This condition will affect the increase in 

commitment to achieve organizational goals 

while sticking to organizational regulations. 

 

As for Hypothesis 2c (H2c) testing, the dif-

ference in the mean value of the group with a 

code of ethics and self-certification (Group 1 

and 4) and with the group of no code of e-

thics (Group 3 and 6) is 2.59667. The diffe-

rence is significant at 1% level (Sig = 0.000 

<0.010). Thus H2c is supported, the individ-

uals showed more tendency not to commit 

fraud in the goods and services procurement 

when asked to conduct self-certification of a 

code of ethics than when there was no code 

of ethics. Thus, hypothesis 2c (H2c) is sup-

ported. A form of individual compliance with 

an organization is when an individual reads 

the code of ethics and signs after reading the 

code of ethics as an attitude of complying 

with regulations verbally and in writing. The 

consequence is that individuals will feel res-

ponsible for the organization, so that indivi-

duals will uphold the ethical values of the 

organization contained in the code of ethics 

compared to there is no code of ethics in the 

organization.  

 

The implementation of an effective code of 

ethics is when the practice of cheating de-

creases. West (2018) explains that even with-

out a code of ethics, individuals who have 

responsibilities in their work will not commit 

fraud despite pressure. The code of ethics is 

intended as a professional guideline for indi-

vidual structural officials, goods and service 

procurement managers and functional offic-

ers in the goods and services procurement 

who are responsible for carrying out the du-

ties and activities of the goods and services 

procurement which include planning, analy-

sis, assessment, evaluation, decision making, 

service advisory consulting and other related 

services. The positive implication of applying 

the code of ethics is to uphold the integrity, 

honor and dignity of the goods and services 

procurement profession, thereby reducing 

unethical actions such as fraud. 

 

H3 testing, that is, differences in tendency to 

commit fraud in goods and services procure-

ment when there is a superior authority and 

no superior authority will be different at the 

three levels of the code of ethics. The author 

used the 2x3 factorial two-way ANOVA test 

to test the second hypothesis. Based on Table 

9, it can be seen that the interaction between 

superior authority and the code of ethics has 

a value of F = 4,973, and Sig. is 0.010 = 

0.010. Thus, hypothesis 3 (H3) is supported. 

Furthermore, because hypothesis 3 is sup-

ported as a requirement for the main effect 

test to be significant, the author then tests 

hypotheses 3a, 3b and 3c. 

 

Hypothesis testing 3a (H3a) that is, diffe-

rences in tendency to commit fraud in the 

goods and services procurement when there 

is a superior authority and no superior au-

thority will be smaller for individuals who 

are asked to read the code of ethics com-

pared to individuals who are not exposed to 
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the code of ethics. The author used the 2x2 

factorial two-way ANOVA test to see the in-

teraction between superiors' authority and 

the code of ethics for Groups 2 and 5 with 

Groups 3 and 6. Table 9 shows the results of 

the two-way factorial ANOVA 2x2 Group 2 

and 5 interactions with Groups 3 and 6.  

The difference of the mean value between 

Group 2 and Group 5 is 2.41 and the diffe-

rence of the mean value between Group 3 

and Group 6 is 1.50. The author used a two-

way factorial 2x2 ANOVA in Table 12 and 

showed that the interaction between superi-

or authority and the code of ethics was not 

significant (F = 1.057; and Sig = 0.309> 

0.05). This condition shows that the mean 

value of 2.41 and 1.50 does not differ signifi-

cantly. The results showed that H3a is not 

supported. There is no difference in the ten-

dency to commit fraud in the procurement of 

goods and services when there is a superior 

authority and without superior authority 

whether there is a code of ethics and no self-

certification or without being exposed to a 

code of ethics. 

 

Hypothesis testing 3b (H3b) that is, diffe-

rences in tendencies to commit the goods 

and services procurement when there is a su-

pervisory authority and no supervisory au-

thority will be smaller for individuals who are 

asked to conduct self-certification of the code 

of ethics compared to individuals who are 

only asked to read the code of ethics only. The 

author used the 2x2 factorial two-way ANO-

VA test to see the interaction of superior au-

thority and the code of ethics for Groups 1 

and 4 with Groups 2 and 5. Table 10 shows 

the results of the two-way factorial ANOVA 

2x2 Groups 1 and 4 interaction with Groups 2 

and 5. 

The difference of the mean value between 

group 1 and group 4 is 0.19 and the difference 

of the mean value between group 2 and group 

5 is 2.41. The author used a two-way factorial 

2x2 ANOVA in Table 10 and showed that the 

interaction between superior authority and 

the code of ethics was significant (F = 10.865; 

and Sig = 0.002 <0.010). This condition 

shows that the mean values of 0.19 and 2.41 

are significantly different. The results of the 

study show that differences in the tendency to 

commit fraud in the goods and services pro-

curement with or without superior authority 

will be smaller for individuals who are asked 

to conduct self-certification of the code of 

Source Df 
Mean 

Square 
F Sig. 

Corrected 
Model 

3 17.354 7.278 0.000*** 

Intercept 1 
2120.02

1 
889.095 0.000*** 

OTA 1 46.021 19.300 0.000*** 

KOD 1 3.521 1.477 0.231 

OTA X KOD 1 2.521 1.057 0.309 

Error 44 2.384     

Total 48       

Corrected 
Total 

47       

R2 = 0.332 
Adjusted R2 = 0.286 
*** significance at 1% 

Table 9. ANOVA Factorial 2x2 Interaction of Group 2 

and 5 vs Group 3 and 6  

Table 10. ANOVA Factorial 2x2 Interaction of Group  

1 and 4 vs Groups 2 and 5 

Source Df 
Mean 

Square 
F Sig. 

Corrected 
Model 

3 28.989 15.203 0.000*** 

Intercept 1 1400.483 734.453 0.000*** 

OTA 1 15.222 7.983 0.007*** 

KOD 1 51.483 26.999 0.000*** 

OTA X KOD 1 20.718 10.865 0.002*** 

Error 45 1.907     

Total 49       

Corrected 
Total 

48       

R2 = 0.503 
Adjusted R2 = 0.470 
*** significance at 1% 
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ethics compared to individuals who are only 

asked to read the code of ethics (H3b is sup-

ported). Individuals use authority to behave 

unethically due to pressures, opportunities, 

and rationalization, pressures can arise from 

family economic conditions that cause indi-

viduals to behave unethically in meeting the 

interests of their families. Individuals also 

see opportunities as loopholes to commit 

fraud when the internal control system and 

organizational code of ethics are ineffective. 

Individuals who only read the code of ethics 

without having to sign it has the potential to 

commit fraud because they feel fundamen-

tally not bound by the organization. That is, 

there are individual gaps to rationalize fraud 

because individuals do not carry out self-

certification through signatures on ethical 

codes that are read.  

 

Hypothesis testing 3c (H3c) that is, diffe-

rences in tendencies to commit the goods 

and services procurement when there is a 

superior authority and no superior authority 

will be smaller for individuals who are asked 

to conduct self-certification of the code of 

ethics compared to individuals who are not 

exposed to the code of ethics. The author 

used the 2x2 factorial two-way ANOVA test 

to see the interaction between superiors' au-

thority and the code of ethics for Groups 1 

and 4 with Groups 3 and 6. Table 11 shows 

the results of the two-way factorial ANOVA 

2x2 of Group 1 and 4 interaction with Groups 

3 and 6. 

 

The difference of the mean value between 

Group 1 and Group 4 is 0.19 and the diffe-

rence of the mean value between Group 3 

and Group 6 is 1.50. The condition of this 

hypothesis is that the code of ethics and self-

certification will affect the reduction of fraud 

in the goods and services procurement with a 

stronger impact when there is a superior au-

thority. The author used a two-way factorial 

2x2 ANOVA in Table 11 and it showed that 

the interaction between superior authority 

and the code of ethics was significant (F = 

4,010; and Sig = 0.050 = 0.05). This condi-

tion indicates that the mean values of 0.19 

and 1.50 are significantly different. The re-

sults of the study show that differences in the 

tendency to commit fraud in the goods and 

services procurement when there is a superi-

or authority and there is no superior authori-

ty will be smaller for individuals who were 

asked to do self-certification of the code of 

ethics compared to individuals who are not 

exposed to the code of ethics. Thus H3c is 

supported.  

 

Information of individuals to the organiza-

tion can be known when individuals read the 

code of ethics and sign it compared to with-

out code of ethics in the organization. The 

aim is to bind individuals to work in accord-

ance with the norms of the applicable code of 

ethics so that individuals feel responsible for 

the organization. This action is carried out 

with the aim to reduce individual unethical 

behavior that can lead to action cheating. 

Narsa and Supriyadi (2017) show that a code 

of ethics can reduce individuals to escalate 

commitments in the event of adverse selec-

tion. As such, the code of ethics is one of the 

formal control mechanisms that increase 

Table 11. ANOVA Factorial 2x2 Interaction of Group 

1 and 4 vs Group 3 and 6  

Source Df 
Mean 

Square 
F Sig. 

Corrected 
Model 

3 32.093 14.803 0.000*** 

Intercept 1 
1545.88

3 
713.063 0.000*** 

OTA 1 5.282 2.436 0.126 

KOD 1 82.263 37.945 0.000*** 

OTA X KOD 1 8.694 4.010 0.050** 

Error 45 2.168     

Total 49       

Corrected 
Total 

48       

R2 = 0.497 
Adjusted R2 = 0.463 
Notes: *** significance at 1%, and ** significance at 5%.  
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honesty, which is a tool that is generally used 

to encourage ethical behavior. 

 

 

CONCLUSION 

The findings of this study prove that the su-

perior authority played an important role in 

influencing the occurrence of fraudulent acts 

in the goods and services procurement and 

code of ethics is able to reduce fraud in the 

goods and services procurement. There is a 

difference in the tendency to commit fraud 

in the goods and services procurement when 

there is a superior authority and no superior 

authority. The difference will be smaller for 

individuals who are asked to read the code of 

ethics and signatures of the code of ethics 

compared to only reading the code of ethics 

and without a code of ethics.  

 

The contribution of this study to the deve-

lopment of the theory is individuals commit 

fraud in the goods and services procurement 

due to opportunities, pressures, and ratio-

nalization. An ineffective code of ethics (only 

reads the code of ethics) or no code of ethics 

in the organization provides opportunities 

for individuals to commit fraud in the goods 

and services procurement in the presence of 

superior authority. The code of ethics that is 

implemented effectively in organizations 

through self-certification will enable indivi-

duals to reduce unethical behavior through 

acts of misuse of the goods and services pro-

curement. Individuals who are under pres-

sure have the potential to commit fraud be-

cause the pressure also benefits individually, 

such as maintaining their position or want-

ing a promotion. Finally, individuals ratio-

nalize their actions as a form of self-defense 

because of pressure or orders from superi-

ors. Thus, this study can confirm the fraud 

triangle theory and moral disengagement 

theory. 

 

The contribution of this study to policy is 

that an effective code of ethics is not only 

aimed at individuals in the organization by 

reading the code of ethics, but each individu-

al must carry out self-certification (read and 

sign the code of conduct), so that individuals 

have a responsible attitude towards their job 

description. An effective code of ethics design 

needs to consider a number of important 

things, namely (1) compilation of operational 

guidelines for the basic values of the code of 

ethics and disseminating these guidelines so 

that they can be understood and obeyed by 

everyone in the organization, (2) improving 

law enforcement and improve the process of 

handling violations of the basic values of the 

code of ethics, such as code of ethics training, 

effectiveness of the code of ethics commis-

sion, effectiveness of code of ethics advisors, 

ethics hotlines, and ethical audits. The basic 

principle of applying the code of ethics is to 

improve the integrity, honor and dignity of 

the profession of the goods and services pro-

curement, thereby reducing the actions of 

unethical individuals.  

 

The limitation of this study are the experi-

mental subjects were accounting students at 

Pattimura University Ambon who were ta-

king undergraduate courses who had passed 

business ethics courses and the public sector 

accounting and accounting profession. The 

involvement of this subject is because the 

author takes into account the adequacy of the 

subjects in each group and is adjusted to the 

context of the research issue. This study used 

supervisory authority, code of ethics, and the 

tendency to commit fraud as variables in the 

goods and services procurement, without ta-

king into account other factors. However, 

other factors not taken into account by the 

author in this study have been controlled 

through the method used. Some of these li-

mitations provide opportunities for further 

research such as using different subject and 

the involvement of other factors in influen-

cing the fraudulent use of goods and services 
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such as situational factors, locus of control, 

or others. 
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ABSTRACT 

The lack of accounting literature that links budget supervision or control with budget realization 

allows the author to conduct this study. In addition, the main issue of this study is the failure of the 

local government in planning, implementing and being responsible for the budget resulting in bud -

get surpluses and deficits. Surplus and deficit prove the existence of the budget deviations. The 

cause of the budget deviation is a mistake in the budget forecast. Some cases of budget deficits in 

Indonesia prove this. Budget forecast errors have the potential to increase budget deviation due to 

the role of the financial capability index. The purpose of this study is to examine the role of financial 

capability index in influencing the relationship of budget forecast errors and budget deviation. The 

sample used local government in Indonesia between 2016 and 2018 through a purposive sampling 

technique. Analytical tools use STATA Version 15.1. The results of the study prove that budget fore-

cast errors have a positive and significant effect on budget deviation, and the financial capability 

index has a positive effect on the relationship between budget forecast errors and budget deviation. 

Sensitivity testing and additional testing reinforced the initial testing of this study.  
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INTRODUCTION 
 
Budget oversight is one of the stages in the 

budget cycle in public sector agencies that 

has an important role in evaluating the effec-

tiveness of public policies. This is because (1) 

budget oversight is a process to ensure that 

planned activities can be carried out proper-

ly; (2) compliance with the implementation 

of the budget by statutory provisions; and (3) 

provide feedback information about actions 

that need to be taken if there is a deviation 

from the target (Siregar, 2017). Furthermore, 

Siregar (2017) explained that budget over-

sight cannot be carried out as a special peri-

od of supervision stage, but budget oversight 

is carried out at all stages in the budget cycle, 

from planning activities to budget accounta-

bility. Weakness in budget oversight results 

in surplus and deficit. That is, surplus and 

deficit prove that the implementation of 

budgeting does not increase the effectiveness 

of public policies and reduce public welfare.  

 

Johansson and Siverbo (2014) state that 

surplus proves regulators have incompetence 

and indiscipline in planning, implementing, 

and budgeting accountability. Wirasedana, 

Sisdyani, and Setiawan (2018) state that 

surplus proves budget execution is not 

politically valid because it is contrary to 

budget planning. Furthermore, Wirasedana, 

et al. (2018) state that the implementation of 

the budget should be able to improve public 

welfare, thus avoid surplus. The condition of 

surplus in public sector agencies has resulted 

in the attention of mass media, non-

governmental organizations and the public. 

This condition indicates that regulators 

cannot use public resources that should be 

used to improve public welfare (Wildavsky, 

1975). 

 

Unlike surplus, deficits are difficult to occur 

in public sector agencies. This is because the 

process of the budget revision to increase 

resource allocation requires a long and rigid 

process (Wirasedana et al., 2018). However, 

the data proves that deficit has fluctuated for 

local government over the past three years. 

Budget realization data from the Directorate 

General of Fiscal Balance (DJPK) which 

processed by the authors showed the deficits 

that occurred in local governments in 

Indonesia over the past three years were 9 

local governments (2018), 226 local govern-

ments (2017), and 318 local governments 

(2016).  

 

Johansson and Siverbo (2014) state that 

deficits are illegal in some countries and can 

be punished. Some cases of budget deficits in 

local governments in Indonesia that are of 

public concern are the case of the Bekasi City 

budget and the Badung Regency budget. 

These conditions occur in both local 

governments due to high spending without 

regard to guaranteed revenue to be obtained, 

thus indicate a weak budget forecast.  

 

Surplus and deficit prove the existence of 

budget deviation. Budget deviation indicates 

that the governments fail to plan, 

implement, monitor, and account for 

budgets, resulting in budget surplus or 

deficit. Budget deviation proves that there 

are conflicts between local governments as 

the agent that have excess information com-

pared to the community as the principals. 

This condition occurs because the commu-

nity can only access information through the 

publication of financial reports of the local 

government. Besides, in the political theory 

of the budget cycle, the budget used as a 

political tool by regulators. Jonung, Larch, 

Favero, and Martin (2006) state that deficits 

occur because of budget forecast errors. In 

other words, budget forecast errors lead to 

budget deviations. Erroneous estimation of 

the budget is budget forecasts that are too 

high for revenue and/or budget forecasts 

that are too low for expenditure.  
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Boukari and Veiga (2018) state that budget 

forecast analysis has an important role in 

economic policy. That is the analysis of 

budget forecasts used by regulators in 

implementing economic policies. Auerbach 

(1999) states that the forecast of revenue is 

an important input in designing fiscal policy, 

and the estimation of revenue that is too 

high (optimistic) causes a loss of public 

welfare. Repeatedly overestimated revenue 

forecast and/or underestimate expenditures 

forecast at the local level can lead to large 

debt accumulation, whose burden will 

reduce the available funds for the provision 

of public goods and reduce public welfare.  

 

Previous study tries to explain budgeting 

decision-making processes in public sector 

agencies (Wildavsky, 1975; Jonsson, 1982; 

Boland & Pondy, 1986; Covaleski & 

Dirshmit, 1988), and budget control in 

relation to changes in accounting standards 

and their implementation at the sector level 

(Anessi-Pessina, Babera, Rota, Sicilia, & 

Steccolini,  2012). However, it is still rare for 

literature to try to link budget control with 

the budget realization (Anessi-Pessina et al., 

2012; Johansson & Siverbo, 2014). 

Researches that attempts to link budget 

oversight or control with the budget 

realization are those done by Johansson and 

Siverbo (2014), Wirasedana et al. (2018), 

also Boukari and Veiga (2018). The lack of 

previous literature linking budget oversight 

and its realization proves that this study is 

important to do as an important part of 

evaluating the system of monitoring the 

effectiveness of public policies in improving 

public welfare. 

 

The contribution of this study is that the 

authors modified several previous studies 

linking budget oversight with budget 

realization, such as the study of Johansson 

and Siverbo (2014) but also testing the 

accuracy of tight budget controls in public 

sector agencies in dealing with budget turbu-

lence such as the study of Wirasedana et al. 

(2018). Both of these studies use tight 

budget control as the independent variable,  

budget deviation as the dependent variable, 

and budget turbulence as the control 

variable. Another previous study is study by 

Boukari and Vega (2018) which examine the 

political and institutional determinants of 

budget forecast errors. The independent 

variables used are election cycle, fiscal 

autonomy, the ideology of the incumbent 

government, and the margin of victory of the 

incumbent party with several political and 

economic factors as control variables. The 

three researchers have not tested the effect 

of budget forecast errors on budget 

deviations, so the purpose of this study is to 

examine the effect of estimating budget 

errors on budget deviations. Furthermore, 

the author involves the financial capability 

index in the role of increasing the effect of 

budget forecast errors on budget deviations. 
 

The Budget Forecast Errors and  the 

Budget Deviation 

 

Budget deviations indicate the failure of 

governments in planning, implementing, 

monitoring and accountability for the 

budget, causing a budget surplus or deficit. 

In the political theory of the budget cycle, 

budget is a political tool or means used by 

regulators (Dubois, 2016). This condition 

occurs because the budget is one 

measurement of the achievement of 

government performance. The government 

gives important attention to the budgeting 

process to increase public expectations of the 

government's ability to improve public 

welfare. However, from the planning process 

until budget accountability budget deviations 

take place. This condition caused by  asym-

metry information between regulators as the 

agent and the public as the principal (Jensen 

& Meckling, 1976). That is, regulators have 

more access and information than principals 

and the implementation of budget oversight 
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is not carried out effectively.  

 

The budget deviation is a manifestation of 

information asymmetry from the aspect of 

agency theory. This condition occurs because 

the local government as the agent has more 

information related to budget management, 

such as the various changes that occur in the 

budget and conditions of instability of 

resources to develop budgets. Meanwhile, 

the community as the principal only has 

information on financial reports published 

by the local government. The negative 

consequence is that those who have more 

information can benefit from this 

information asymmetry (Herianti, 2019). 

 

Deficits occur because of errors in budget 

forecasts (Jonung et al., 2006). In other 

words, budget forecast errors lead to budget 

deviations. Ariffianto and Adhariani (2018) 

explain that budget behavior is motivated by 

self-interest, myopic behavior, and depen-

dence on the central government which will 

affect the budget surplus. The result is the 

government estimates that the revenue 

budget is too high (optimistic), and the 

budget forecast is too low so that the budget 

variance appears either surplus or the bud-

get deficit. Auerbach (1999) states that the 

forecast of revenue is an important input in 

designing fiscal policy, and forecast of more 

(optimistic) revenue can reduce people's 

welfare. Repeated forecasts of revenue that 

are too high and/or a forecast of expenditure 

that is too low at the local level affect the ac-

cumulation of the debt and the debt burden 

will reduce the funds available to provide 

services to the public, thereby reducing pu-

blic welfare. Based on the description, the 

author proposes the following hypothesis. 

H1: The budget forecast error has a positive 

effect on the budget deviation 

 

 

The Budget Forecast Errors, Financial 

Capability Index, and Budget Devia-

tion 

Important factors that cause errors in the 

budget forecasts are uncertainty in the micro 

and macroeconomic environment, changes 

in government policy, and the ability of 

budget forecast by the governments. The 

first factor is an inherent factor that is 

difficult to control by the government, while 

the second and third factors can be 

controlled by the government. The point is 

that errors in the budget forecasts made by 

the governments are due to inherent factors 

or other factors. Error estimation in the 

budget resulting in the existence of variance 

whether it is surplus or deficit. Jonung et al. 

(2006) state that the emergence of budget 

forecast errors is due to the deficit. Deficits 

and surpluses referred to as budget 

deviations.  

 

Budget forecast errors have the potential to 

increase budget deviation due to the role of 

the financial capability index. The financial 

capability index is a condition where the go-

vernment has financial capability in finan-

cing public services to improve people's 

welfare. The financial capability index shows 

that the governments can actualize various 

public service programs. The higher financial 

capability index provides an opportunity for 

governments to increase budget forecast er-

rors against budget deviation. The govern-

ment estimation revenues that are too high 

(optimistic) and/or budget forecast that is 

too low for expenditure, resulting in higher 

budget deviations.  

 

Samora (2010) states that regional financial 

capability shows how far regions can explore 

their financial resources to finance their 

needs without having to rely on central 

government assistance. Based on the 

description, the author proposes: 

H2: The financial capability index has a posi-
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tive effect on the relationship between 

budget forecast error and budget devia-

tion 

Based on the development of the hypothesis, 

the research model can be visualized in    

Figure 1.  

 

RESEARCH METHOD 
 
This study used the budget reports, the 

realization of revenue, and the expenditure 

budget of the local government throughout 

Indonesia for the period of 2015-2018. 

However, the analysis period is 2016-2018, 

considering the year 2015 used as the base 

year in calculating research variables. Data 

are obtained through the website of the 

Directorate General of Fiscal Balance 

through the website www.djpk.kemen-

keu.go.id. The research sample is the local 

government throughout Indonesia for the 

period 2016-2018. The sampling technique 

uses purposive sampling according to several 

criteria in  Table 1. 

 

This study used descriptive statistics to pro-

vide a brief description of the variables of 

this study. The main variables are budget 

forecast error, financial capability index, and 

budget deviation. Author also uses local go-

vernment’s financial independence and eco-

nomic ratios as control variables. The opera-

tional definitions of each variable are pre-

sented in Table 2. 

 

RESULT AND DISCUSSION 
 

Descriptive statistics of each variable are 

presented in Table 3. The average local 

government's failure to plan, implement, 

monitor, and be responsible for the budget 

that results in a budget surplus or deficit is 

2.56. It shows that the budget deviation that 

comes from the comparison between the 

budget and the realization is quite 

significant. Meanwhile, the average budget 

forecast error of 0.227 indicates that the 

local government estimates the budget too 

high for  revenue and/or too low for expendi-

No. Criteria Yes No 

 1. Local governments registered on the Ministry of Finance's DJPK website for 2016-2018 508  - 

 2. Budget report and budget realization published in succession during the 2016-2018 period 443  65 

Number of Samples 443 

Period 3 Years 

Total Sample Observations 1.329 

Table 1. Sample Selection Process 

Source: Directorate General of Fiscal Balance processed by author 

Figure 1. Research Model  

 

Financial Capability Index 

Budget Deviation Budget Forecast Error 
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ture by 22.7%. Furthermore, the role of the 

financial capability index shows an average 

value of 0.128. This value proves that the 

regional financial capability of the local 

government is 12.8%. The interaction 

between the estimated budget forecast error 

and the financial capability index shows 

0.039. Those indicate that the financial 

capability index can cause an estimate of a 

budget forecast errors of 3.9%. Furthermore, 

for the variable regional financial 

independence and economic ratio shows the 

average percentage of 12.4% and 52.4%. This 

value proves that local governments in 

Indonesia are able to meet their needs and 

carry out operational activities economically. 

The standard deviation of the study variables 

shows the variability in this research data.  

 

The correlation between variables shows the 

strength of the relationship between the 

research variables (presented in Table 4). 

Definition  Measurement  Scale  

Budget Forecast Errors (PFE) 
Budget forecast that are too high for 
revenue and/or budget forecast that 
are too low for expenditure.  

  
(Adapted from Boukari & Veiga, 2018) 

Ratio 

Financial Capability Index (FCI) 
A condition where the government 
has the financial capacity to finance 
public services to improve public 
welfare.  
 
 
 
 
 
 
 
 
 

  
Where: 

 

 

 
 

(Adapted from Samora, 2010; Bapenas, 2003)  

Ratio 

Budget Deviation (DVA) 
Regulatory failure in planning, 
implementing, supervising, and 
accountable for the budget, resulting 
in a budget surplus or deficit. 

 

 
(Adapted from Johansson & Siverbo, 2014)  

Ratio 

Financial Independence (FIN) 
The ability of local governments to 
meet their needs.  
 

 
(Adapted from Risyanto, 2015)  

Ratio 

Economics Ratio (ECR) 
The ability of local governments to 
manage public funds to achieve eco-
nomic levels.  
 

 
(Adapted from Kurrohman, 2013)  

Ratio 

Table 2. Operational Variable Definition  

Source: Bappenas (2003); Boukari & Veiga (2018); Johanson & Siverbo (2014); Kurrohman (2013); Risyanto (2015); 

Samora (2010) 
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The strongest correlation value is the 

economic ratio and the budget forecast 

errors with the direction of the correlation 

are negative (-0.5640). This value indicates 

that when the economic ratio is high, the 

budget forecast errors will decrease. 

Conversely, when the economic ratio is low, 

the budget forecast errors will increase. This 

condition proves that the economic actions 

of the local governments have an important 

role in the budget forecast errors.  

 

The author uses the rules of Baron & Kenney 

(1986) to test the main effects and 

moderating effects. Table 5 shows the main 

effect test results and Table 6 shows the 

results of the test for moderation effects. The 

main effect test results prove that budget 

forecast errors have a positive and significant 

effect on the budget deviation. The findings 

of this study prove that H1 is supported. 

Budget forecast errors that occur in the local 

governments can increase the occurrence of 

budget deviation. The real form of budget 

deviation is budget variance, namely surplus 

and deficit. Jonung et al. (2006) explain that 

budget forecast errors can increase deficits in 

implementation and budget accountability. 

That is, the forecast of revenue that is too 

high continuously and/or the forecast of 

expenditure that is too low can cause a large 

accumulation of debt, so the debt burden will 

Variables N Mean Deviation Standard 

DVA 1.329 2.561511 1.265084 

PFE 1.329 0.2276058 0.2615374 

FCI 1.329 0.1281892 0.7601012 

FCIPFE 1.329 0.0397204 0.7601012 

FIN 1.329 0.1243626 0.1578747 

ECR 1.329 0.5242944 0.1578747 

Table 3. Descriptive Statistic 

Notes: 

DVA : Budget Deviation 

PFE : Budget Forecast Errors 

FCI : Financial Capability Index 

FCIPFE : Interaction between the Financial Capability Index and Budget Forecast Errors 

FIN : Financial Independence 

ECR : Economics Ratio 

Variables PFE FCI FCIPFE FIN ECR 

PFE 1.0000         

FCI 0.0531 1.000       

FCIPFE -0.2652 -0.3236 1.0000     

FIN 0.1221 0.0286 0.0335 1.0000   

ECR -0.5640 0.3432 0.0275 -0.1244 1.0000 

Table 4. Correlation 

Notes: 

PFE : Budget Forecast Errors 

FCI : Financial Capability Index 

FCIPFE : Interaction between Financial Capability Index and Budget Forecast Errors 

FIN : Financial Independence 

ECR : Economics Ratio 
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reduce the availability of public goods and 

ultimately harm the public welfare. 
 

The results of the moderation effect test 

prove that the financial capability index has 

a positive and significant effect on the 

relationship between budget forecast errors 

and budget deviations. Thus H2 is 

supported. The local governm ents 

have the ability to actualize various public 

service programs to improve public welfare.  
 

The findings of this study are consistent with 

the results of the main test that the regional 

financial capability index can increase the 

occurrence of budget deviation. Furthermo-

re, the regional financial capability index can 

increase the occurrence of budget forecast 

errors that will have an impact on budget 

deviations. The higher the regional capability 

index of a local government, the greater the 

potential for budget forecast errors that will 

affect budget deviation. 
 

The research sample is divided into quadrant 

methods. The aim is to classify the financial 

capability of local governments to find out 

budget forecast errors and budget deviations 

at the quadrant level. The division of the 

quadrant method category adopts a study by 

Samora (2010) and Bappenas (2003). Samo-

ra (2010) and Bappenas (2003) describe 

each quadrant as follows. 

1. Quadrant I is the most ideal condition. 

Local revenue and revenue sharing have 

an important role in total expenditure and 

regions have the ability to develop local 

potential. This condition is indicated by 

the magnitude of the share value accom-

panied by high growth values. This qua-

drant is categorized as an independent 

and potential área.  

2. Quadrant II is a condition that is not yet 

ideal. However, regions have the ability to 

develop local potential so that local reve-

nue has the potential to play a large role 

in total expenditure, the contribution of 

revenue sharing funds to total expenditu-

re is still low but the growth of local reve-

nue and high revenue-sharing funds. This 

quadrant is categorized as a non-

independent and potential region. 

3. Quadrant III is a condition that is also not 

ideal. The role of local revenue and profit 

Independent Variables   

Least Square Method 
Dependent Variable: DVA   

Expectation Sign   

Coefficient  t-statistic  

PFE + 0.232102 3.32*** 

FIN - -0.1358148 -1.41 

ECR - -3.670957 -60.44*** 

Constant ± 4.450235 94.19*** 

F-Statistic 1901.75*** 

R2 0.8115 

Adjusted R2 0.8111 

Root MSE 0.54984 

Spesification Error F-Statistic 3178.36*** 

Durbin-Watson Statistic 1.65515 

N 1.329 

Note: Free of specification error, multicollinearity, and autocorrelation. Significant at: ***1 percent level.  

Table 5. Main Effect Test  
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sharing funds in total expenditure has a 

small chance because of the growth of lo-

cal revenue and profit sharing funds 

against high total expenditure. However, 

growth in local revenue and low profit 

sharing funds. This quadrant is categori-

zed as an independent region and has less 

potential. 

4. Quadrant IV is the worst condition. Local 

revenue and revenue sharing have not 

taken a large role in total expenditure and 

the regions do not yet have the ability to 

develop local potential. Regional revenue 

and profit sharing funds towards total ex-

penditure are low and local revenue 

growth and profit sharing funds are low. 

This quadrant is categorized as an  region 

that is not independent and has less po-

tential. 
 

The correlation of the research variables in 

the I-IV quadrant are shown  in the 

Appendix 4. The strongest correlation value 

is the economic ratio and budget forecast 

error with negative correlation direction in 

quadrants I - IV. The negative direction of 

the relationship shows that when the 

economic ratio is high, the budget forecast 

error will decrease. Conversely, when the 

economic ratio is low, the budget forecast 

error will increase.  

 

The result of the sensitivity test of the main 

effect and moderating effect on the quadrant 

presented in the appendix. The findings of 

the main effect study prove that budget 

Independent Variables   Expectation Sign   

Least Square Method 
Dependent Variable: DVA   

Coefficient  t-statistic  

PFE + 0.2507819 3.34*** 

FCI + 0.0682712 2.94*** 

FCIPFE + 0.0953744 3.84*** 

FIN - -0.1762449 -1.83* 

ECR - -3.72928 -55.01*** 

Constant ± 4.46905 87.65*** 

F-Statistic 1158.84 

R2 0.8141 

Adjusted R2 0.8134 

Root MSE 0.54647 

Spesification Error F-Statistic 2378.05*** 

Durbin-Watson Statistic 1.64974 

N 1.329 

  

Table 6. Moderating Effect Test  

Notes: 
Free of specification error, multicollinearity, and autocorrelation. Significant at: *10, **5 and ***1 percent levels.  

DVA : Budget Deviation 

PFE : Budget Forecast Errors 

FCI : Financial Capability Index 

FCIPFE : Interaction between Financial Capability Index and Budget Forecast Errors 

FIN : Financial Independence 

ECR : Economics Ratio 
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forecast errors have a positive and significant 

effect on budget deviations only in quadrants 

I and II. Meanwhile, quadrants III and IV 

indicate that budget forecast errors do not 

have a significant effect on budget deviation. 

This finding is consistent with the results of 

the previous main test which proves that a 

high regional financial capability index has 

the potential to cause budget forecast errors 

that have an impact on increasing budget 

deviation. Quadrant I is a category for local 

governments that has independence and has 

the potential to improve performance. This 

condition is supported by the role of local 

revenue and revenue sharing in supporting 

local expenditure. Furthermore, quadrant II, 

where the local government is not 

independent but has the potential to improve 

its performance, can cause budget forecast 

errors that will affect budget deviation. This 

condition occurs because local revenue has 

an important role in total regional expendi-

ture. Meanwhile, Quadrants III and IV are 

still classified as less potential  regions, so 

that budget forecast errors are not significant 

in influencing budget deviation. 

 

In contrast to the results of the main effect 

test, the results of the moderating effect test 

prove that the role of the regional financial 

capability index in increasing the effect of 

budget forecast errors on budget deviations 

is evident in all quadrants, except Quadrant 

II. This result proves that the involvement of 

regional financial capability index in inde-

pendent and potential regions (Quadrant I), 

independent and less potential (Quadrant 

III), and not self-sufficient and less potential 

(Quadrant IV) has the potential to support 

budget forecast errors.  

 

Table 7 shows that the average budget 

forecast error and budget deviation for 

Quadrant I is higher than Quadrants II, III, 

and IV. This condition proves that errors in 

estimating the budget and budget deviations 

of local governments in Indonesia during the 

2016-2018 period tend to occur in the local 

governments which are categorized as 

independent and potential (Quadrant I). 

 

A different test was conducted on the whole 

quadrants (I - IV) to test the difference 

between each quadrant against errors in 

budget forecast and budget deviation. Table 

8 shows the results of the multivariate test to 

Source: secondary data processed, 2019  

Percent Forecast Error (PFE) 

Quadrant II 

(N = 248) 

(Mean = 0.19) 

(Std. = 0.18) 

Quadrant I 

(N = 247) 

(Mean = 0.30) 

(Std. = 0.15) 

Quadrant IV 

(N = 607) 

(Mean = 0.21) 

(Std. = 0.33) 

Quadrant III 

(N = 227) 

(Mean = 0.20) 

(Std. = 0.19) 

Budget Deviation  (DVA)  

Quadrant II 

(N = 248) 

(Mean = 2.20) 

(Std. = 1.14) 

Quadrant I 

(N = 247) 

(Mean = 2.76) 

(Std. = 1.03) 

Quadrant IV 

(N = 607) 

(Mean = 2.70) 

(Std. = 1.36) 

Quadrant III 

(N = 227) 

(Mean = 2.35) 

(Std. = 1.23) 

Table 7. Percent Forecast Error and Budget Deviation  for Each Quadrant 
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find out each quadrant affects the group 

budget forecast errors and budget deviation. 

The findings prove that local governments 

are categorized as independent and potential 

(Quadrant I), not independent and potential-

ly (Quadrant II), independent and less 

potential (Quadrant III), and not self-

sufficient and less potential (Quadrant IV) 

against errors in budget forecast and budget 

deviations. This is indicated by the value of 

Lawley-Hotelling Trace which is significant 

at level 1% (Lawley-Hotelling Trace is used 

for two groups of dependent variables). 

 

Table 9 is used to test the effect of univariate 

ANOVA for each quadrant on budget fore-

cast errors and budget deviation. The fin-

dings prove that there are differences bet-

ween local governments that are categorized 

as independent and potential (Quadrant I), 

not independent and potentially (Quadrant 

II), independent and less potential 

(Quadrant III), and not self-sufficient and 

less potential (Quadrant) IV) against budget 

estimation errors and budget deviations. 

This is indicated by the F statistic value at 

level 1%.  

 

Table 10 is used to test for differences in 

budget forecast errors and budget deviation 

for four categories of quadrants. The 

findings show that budget forecast errors 

differ between local governments that are 

categorized as non-independent and poten-

tial regions (Quadrant II)  with local govern-

ments which are categorized as independent 

and potential regions (Quadrant I), budget 

forecast errors differ between local govern-

ments which are categorized as independent 

and less potential regions (Quadrant III) 

with local governments which are cate-

gorized as independent and potential regions 

(Quadrant I), and budget forecast errors 

differ between the local which is categorized 

as a non-independent and less potential 

regions (Quadrant IV) with the local govern-

ment which is categorized as an independent 

and potential regions (Quadrant I). 

Source                                          Statistics F—Statistic 

Wilks’ Lambda 0.9537 10.58*** e 

Quadrant  
Pillai’s Trace 0.0468 10.58*** a 

Lawley-Hotelling Trace 0.0480 10.59*** a 

Roy’s Largest Root 0.0307 10.58*** u 

Table 8. Multivariate Test  

Percent Forecast Error (PFE) 

Source SS Df MS F 

Between Groups 1.96790955 3 0.655969851 9.78*** 

Within Groups 88.8696694 1325 0.067071449   

Total 90.8375789 1328 0.068401791   

Budget Deviation (DVA)  

Source SS Df MS F 

Between Groups 63.2216448 3 21.0738816 13.54*** 

Within Groups 2062.16016 1325 1.55634729   

Total 2125.38181 1328 1.60043811   

Table 9. Test of Between-Subject Effects  
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The findings of this study prove that the local 

governments that are categorized as 

independent and potential (Quadrant I) have 

greater average budget forecast errors than 

the local government which is categorized as 

a non-autonomous and potential (Quadrant 

II), independent and less potential 

(Quadrant III), and not self-sufficient and 

less potential (Quadrant IV). Local 

governments that are classified as indepen-

dent and potentially have high share and 

growth values. Both of these values contribu-

te significantly to total regional expenditure 

in increasing public prosperity.  

 

Table 10 also shows that (1) budget 

deviations differ between local governments 

which are categorized as non-independent 

and potential regions (Quadrant II) and local 

governments categorized as independent and 

potential regions (Quadrant I). Budget 

deviation of the local government in 

Quadrant III also differ with local govern-

ments that are categorized as independent 

and potential regions (Quadrant I).  The local 

governments in Quadrant I have a larger 

average budget deviation than the local 

government in Quadrant II and Quadrant 

III. Budget deviation between local 

governments that are categorized as non-

independent and less potential regions 

(Quadrant IV), local governments that are 

categorized as non-independent and poten-

tial regions  (Quadrant II), and local govern-

ments which are categorized as independent 

and less potential regions (Quadrant III) are 

different.   

 

Furthermore, the local government which is 

categorized as a non-independent and less 

potential  region (Quadrant IV) has a larger 

average budget deviation than the local 

government in Quadrant II and Quadrant 

III. Local governments that are classified as 

not independent and have less potential have 

low share and growth values. Local govern-

ments that are categorized as non-indepen-

dent and less potential have the possibility to 

increase budget deviations compared to 

other local government categories. This 

Percent Forecast Error (PFE) 

Quadrant Contrast Std. Error t-Statistic 

2 vs 1 -0.1146972 0.0232808 -4.93*** 

3 vs 1 -0.0986373 0.023812 -4.14*** 

4 vs 1 -0.085601 0.0195459 -4.38*** 

3 vs 2 0.01606 0.023789 0.68 

4 vs 2 0.0290962 0.0195178 1.49 

4 vs 3 0.0130362 0.0201486 0.65 

Budget Deviation  (DVA)  

Quadrant Contrast Std. Error t-Statistic 

2 vs 1 -0.5587306 0.1121454 -4.98*** 

3 vs 1 -0.4036231 0.1147046 -3.52*** 

4 vs 1 -0.0593071 0.0941541 -0.63 

3 vs 2 0.1551075 0.1145938 1.35 

4 vs 2 0.4994235 0.0940191 5.31*** 

4 vs 3 0.344316 0.0970575 3.55*** 

Table 10. Multiple Comparisons  
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condition is caused by the lack of inaccurate 

budget forecast both at the level of revenue 

and expenditure, so that it has the potential 

to increase the budget surplus or deficit. 

 

CONCLUSION 
 
The findings of this study prove that budget 

forecast error has positive and significant 

effect on budget deviation, and financial 

capability index has a positive and signifi-

cant effect on the relationship between 

budget forecast errors and budget deviation. 

The sensitivity test results prove that there is 

consistency with the findings of the main test 

results. Moreover, additional test results also 

prove the existence of consistency with the 

main test findings. This is indicated by the 

results of the local government category test 

with the quadrant method.  

 

This study has implication for the 

development of theory, especially agency 

theory and budget cycle political theory. This 

study shows that agency theory has an 

important role in creating information 

asymmetry between governments and the 

public. Information asymmetry triggers an 

error in budget forecast affecting the budget 

deviation. This happens because govern-

ments have access and more information 

related to the availability of resources in 

planning and implementing budgets. 

Meanwhile, the public can only access 

information through publication of financial 

statements. Delegation of authority given by 

the public to the legislature to reduce 

information asymmetry cannot guarantee 

that the government has carried out public 

service activities properly. This is because 

information on regional resources is better 

known by the governments than the 

legislature. The legislature is the party that 

plays a role in ratifying the budget, while 

planning to implementation process is the 

responsibility of the government.  

 

The study implication for the research 

methodology is the use of several methods of 

analysis and evaluating the effect of budget 

forecast errors on budget deviations with the 

financial capability index as a moderating 

variable. The author uses STATA analysis 

tool version 15.1 to test the research 

hypothesis. This analysis tool is still rarely 

used in the public sector accounting research 

literature. One of the advantages of this 

analysis tool is that author can test error 

specifications, thereby reducing the decision-

making bias. 

 

The implications of this study for policy are 

(1) the priority of the policy program of the 

local governments to improve the quality of 

public services. This condition is important 

for the governments because it can reduce 

spending inefficiencies that often occur in 

public sector agencies. Expenditure ineffi-

ciencies represent a budget deficit. The 

limited resources that enable non-optimal 

revenue require the governments to design 

effective, efficient and economical budgets; 

(2) the application of SWOT analysis to 

prevent and overcome the uncertainty of the 

micro and macroeconomic environment, as 

well as fiscal policies carried out by the 

governments, thereby reducing errors bud-

get forecast that have an impact on budget 

deviations; (3) evaluating the performance of 

the governments related to the financial 

capability index, thereby reducing the 

existence of inefficiency activities in impro-

ving the quality of public services. 

 

The limitations, of this study are (1) measu-

rement of budget forecast and budget devia-

tions that are still limited in public sector 

accounting research, so this study uses only a 

proxy estimate of budget forecast used by 

Boukari and Veiga (2018) also budget devia-

tion proxies used by Johansson and Siverbo 

(2014); (2) generalizing the results of this 

study only to local governments in Indonesia 

during the period 2016-2018; (3) limited 
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data on the publication of 2018 local revenue 

and expenditure budgets totaling 443 local 

governments from 508 local governments. 

Thus, further research can develop a proxy 

for measuring budget forecast errors and 

budget deviations, providing added value for 

research contributions, use central 

government samples through a sample of 

ministries and agencies, and modify this 

study using several research variables, such 

as budget turbulence or tight budget control 

to answer research issues. 
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Independent Variables   Expectation Sign   

Least Square Method 
Dependent Variable: DVA   

Coefficient  t-statistic  

PFE + 0.1760228 2.53** 

DFCI + 0.1514501 2.70*** 

DFCIPFE + 0.6749743 3.15*** 

FIN - -0.2637018 -2.72*** 

ECR - -3.835986 -48.21*** 

Constant ± 4.50968 91.11*** 

F-Statistic 1186.88*** 

R2 0.8177 

Adjusted R2 0.8170 

Root MSE 0.54116 

Spesification Error F-Statistic 1605.46*** 

Durbin-Watson Statistic 1.68105 

N 1.329 

Notes : Free of specification error, multicollinearity, and autocorrelation. Significant at: *10, **5 and ***1 percent levels. 

We used the category of regional financial capability adopted from Bapenas (2003). Bapenas (2003) classified the 

category of financial capability index into three low categories with a range of values 0.10 - 0.33, medium catego-

ry with a range of values 0.35 - 0.42, and a high category with a range of 0.44 - 0.93. Next, we divided the three 

categories into two parts to form variable dummy. Value 1 for high category, and value 0 for medium and low 

category.  

Appendix 1. Sensitivity Test of Moderating Effect (Dummy FCI) 

DVA : Budget Deviation 

PFE : Budget Forecast Errors 

DFCI : Dummy of Financial Capability Index 

DFCIPFE : Interaction between Dummy of Financial Capability Index and Budget Forecast Errors 

FIN : Financial Independence 

ECR : Economics Ratio 
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Appendix 4. Correlation in Each Quadrant 

Quadrant I 

Variables PFE FCI FCIPFE FIN ECR 

PFE 1.0000         

FCI -0.2718 1.0000       

FCIPFE 0.1934 0.5640 1.0000     

FIN 0.2231 -0.0591 0.1547 1.0000   

ECR -0.8217 0.4196 0.0311 -0.1488 1.0000 

Quadrant II      

Variables PFE FCI FCIPFE FIN ECR 

PFE 1.0000         

FCI -0.5337 1.0000       

FCIPFE 0.0241 0.6125 1.0000     

FIN 0.2645 -0.2582 -0.1438 1.0000   

ECR -0.9013 0.6225 0.0560 -0.3110 1.0000 

Quadrant III      

Variables PFE FCI FCIPFE FIN ECR 

PFE 1.0000         

FCI -0.0241 1.0000       

FCIPFE -0.4499 -0.0563 1.0000     

FIN 0.1695 -0.0846 0.0378 1.0000   

ECR -0.6725 0.5226 -0.0305 -0.2234 1.0000 

Quadran IV      

Variables PFE FCI FCIPFE FIN ECR 

PFE 1.0000         

FCI 0.0531 1.0000       

FCIPFE -0.2625 -0.3236 1.0000     

FIN 0.1221 0.0286 0.0335 1.0000   

ECR -0.5640 0.3432 0.0275 -0.1244 1.0000 

Notes: 

PFE : Budget Forecast Errors 

FCI : Financial Capability Index 

FCIPFE : Interaction between Financial Capability Index and Budget Forecast Errors 

FIN : Financial Independence 

ECR : Economics Ratio 
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ABSTRACT 

Inventory turnover is a simple accounting analysis method seldom used by the user of Indonesian 

governmental organization’s financial statement due to lack of accrual information in the past. The 

opportunity for the application of this analysis arrived in 2015 along with the implementation of 

accrual accounting basis by the Indonesian government. This study observes the Indonesian minis-

try/agency (MA) inventory management focusing on the inventory average flow time, during the 

2017 and 2018 period. The study shows that among 86 MAs, 62 MAs have desired average flow 

time. The other 24 MAs have high average flow time with 12 of them also have unstable average flow 

time. While several MAs disclosed information related to their average flow time, most MAs did not. 

Thus, they failed to communicate their conditions to their stakeholders. The average flow time can 

be used as a starting point for the managers, auditors, and other stakeholders to further analyze 

government inventory management. Better inventory management can reduce costs and improve 

the government planning process. Therefore, the government may be capable of allocating their 

budget for other programs or activities to deliver higher value for the public.  
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INTRODUCTION  

Indonesian Government Accounting Stan-

dards (GAS) states that financial statements 

should present information to satisfy the 

needs of information of all user groups, 

which include but not limited to the public, 

representatives of the people, regulatory 

agencies, agency inspectors, and the govern-

ment itself. One component of the financial 

statement is balance-sheet which describes 

the financial position of a reporting entity 

regarding its assets, liabilities, and equity at 

a specific date. The balance sheet covers go-

vernment’s assets, liabilities, and equity. 

 

Aside from improving the transparency, go-

vernment’s balance sheet is expected to pre-

sents data that can be used by both manage-

ment and stakeholders in managing public 

sector resources (Mellor, 1996). Balance 

sheet and other accrual-based financial 

statement components can create the linkage 

between assets and service delivery objec-

tives. However, balance sheet information 

can be useful only if it is of good quality and 

if it, in fact, gets used. Warren (2013) states 

that there are some barriers in developing 

public sector balance sheets and then in us-

ing the balance sheet information for deci-

sion making and accountability purposes. 

One of the barriers is that government’s ba-

lance sheet cannot be interpreted in the 

same manner as that of private sector. War-

ren (2013) also asserts that there are argu-

ments that contest the value of government’s 

balance sheets which can be characterized 

into three groups which are: distrust of ba-

lance sheet information, disinterest in ba-

lance sheet information, and the low value 

placed on balance sheet information. 

 

Unlike the profit-oriented entity, the govern-

ment balance sheet size and strength cannot 

be used to measure government success. In 

the public sector environment, a bigger ba-

lance sheet only means a bigger orga-

nization. In the absence of a consensus of 

what the government size should be, there 

will be no target balance size aggregates. 

Warren (2013) further argues that the public 

sector balance sheet runs a risk of being con-

sidered a curiosity of novelty value only if 

balance sheet aggregates are not targeted as 

measures of performance. This argument 

leads to several questions including whether 

there are ways for government organizations 

to set any target for their balance sheet size 

and is there any way to increase the value of 

balance sheet information. This study is con-

ducted in order to try to answer those ques-

tions. However, rather than try to take an 

overall picture of the balance sheet, this 

study will be focused on one component of 

the balance sheet, which is the inventory, by 

using inventory turnover analysis. 

 

Inventory turnover analysis is one of the 

simplest analysis methods in accounting. It 

is generally used by financial statement users 

to get a glimpse of organizations' ability in 

managing their inventory. This method com-

pares the organization's cost of goods sold 

with their inventory balance resulting in ra-

tio value that can be compared with their 

past ratio or with other organizations' ratios. 

While management should be able to provide 

adequate amount of inventory support to 

maintain their service level (Morey, 1985), 

they should also keep a close track of the rate 

of inventory turnover  to see if there are 

gradual reductions in the rate of turnover, 

which indicate that a corrective action may 

be required to eliminate excess inventory 

stocks (Bragg, 2005).  

 

This analysis can also be used to measure the 

flow of business process of an organization 

due to having similar components with three 

key process performance that need to be as-

sessed to measure business process flow: 

flow time, flow rate, and inventory 

(Anupindi, Chopra, Desmukh, Van 

Mieghem, & Zemel, 2011). The flow time is 
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the total time spent by a flow unit within a 

process, while the flow rate is the number of 

units that flow through a specific point in the 

process per unit time. In business process 

flow context, inventory is not defined merely 

as a material waiting to be processed or a 

product waiting to be sold but also has a 

broader meaning as a general flow unit. 

Therefore, it can encompass many things 

including customer, product, cash, orders, 

documents, supplies, and inventories. Those 

key performances are related through Little's 

law formula, which can be modified to be-

come similar to inventory turnover analysis 

formula. 

 

Albeit inventory turnover commonly used to 

analyze the financial statement, the study of 

its use in analyzing Indonesian government 

financial statement is very rare. This condi-

tion happens simply because, until 2014, the 

Indonesian government used cash toward 

accrual basis for their financial reporting; 

therefore, the government cannot present 

information about the utilization of their in-

ventory. In 2015, the Indonesian government 

changed its accounting basis to full accrual 

basis, which enable them to produce more 

information about their financial activity in 

their report. This situation opens a window 

of opportunity for the user of the financial 

statement to employ more analytical tools to 

get a better understanding of the govern-

ment's performance. 

 

Since the government’s main business activi-

ty is not selling goods nor services to their 

customers, their financial statements lack 

one component needed to compute the turn-

over, which is the cost of goods sold. In this 

situation, the Little’s law comes as a solution. 

Little's law widely used to solve problems 

related to queue theory due to its flexibility 

(Little, 2011). Little’s law formula relates 

average flow time, flow rate or throughput, 

and inventory. Thus, by identifying inventory 

and inventory throughput in the govern-

ment’s financial statement, the average flow 

time can be defined. 

 

Governmental institutions' average flow rate 

and inventory can be widely varied from 

each other, owing to the diversity of their 

policies, activities, and operation scale. In-

deed, the process to determine how much 

inventory to carry and balancing the need to 

keep inventory close enough to the customer 

to respond to demand and reduce transpor-

tation costs while trying to minimize invest-

ment in facilities and save warehousing costs 

is a complex one (American Productivity and 

Quality Center, 2005). Nevertheless, the in-

stitutions should have the same aim for their 

average flow time. A relatively low average 

flow time should be desired by all organiza-

tions because it allows an organization to be 

more responsive, reduce costs, easily develop 

new services, and indicate that the organiza-

tion has operational excellence (Anupindi et 

al., 2011). Therefore, by comparing the flow 

time between institutions in the same period 

or comparing a certain institution flow time 

with their own from a different period may 

result in a glimpse of insight about the state 

and the change of their business flow. Addi-

tionally, since inventory is classified as cur-

rent assets, it is not meant to be kept by the 

organization for longer than one year in nor-

mal condition. Accordingly, under normal 

circumstances, the average flow time should 

not exceed one year. 

 

This study is aimed at learning the govern-

mental institutions’ average flow time, espe-

cially those of central government minis-

tries/agencies (MA). This study also aims to 

learn whether MAs’ disclose information re-

lated to their inventory turnover, especially 

for MAs with high average flow time. 

 

 

RESEARCH METHOD 

This study measured the business process 

flow of 86 MAs in Indonesia for the 2017-
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2018 period. It used MAs’ financial state-

ment data obtained from The Audit Board of 

the Republic of Indonesia (BPK RI) financial 

audit report for the respective period. For 

the quantitative analysis purpose, this study 

used three accounts, which are Inventory 

from the Balance Sheet and Inventory Ex-

pense and Goods-to-be-given-to-the public 

Expense from Operational Report for quan-

titative analysis. This study also used infor-

mation from the Notes to Financial State-

ment for qualitative analysis. 

L = λ x W 

L = Average number of items in a queuing 

system  

λ = Average arrival rate of an item in the sys-

tem  

W = Average waiting time of an item in the 

system  

 

To measure inventory turnover (Kanet, 

2004), the formula is modified to:  

 

I = R x T  or T = I/R 

 

I = Average Inventory  

R = Throughput  

T = Average Flow Time  

 

Table 1 presents the operational definitions 

of the variables that will be used in the for-

mula. 

This study compares the MA’s average flow 

time to each other in every period. Since in-

ventory is classified as current assets and is 

expected to be realized immediately or held 

for use or sale within one year from the re-

porting date, the average flow time of the 

inventory under normal circumstances 

should be below or equal to one. This study 

will use T=1 as a parameter to distinguish 

between the low average flow time MAs and 

the high average flow time MA. The parame-

ter is established without considering MAs’ 

inventory replenishment rate due to the lack 

of data about it. 

 

This study also compares the average flow 

time of each MA to its score in a different 

period in order to measure the variation in 

each MAs’ operation during the 2017-2018 

period. By using the comparison, the MAs 

classified into three groups as shown in Fi-

gure 1. 

 

In addition, this study conducts a qualitative 

analysis by using MA’s notes to the financial 

statement. The qualitative analysis was con-

ducted for several MAs in group 2 and group 

3 that have a relatively high average flow 

time. Additionally, to better understand the 

result of the analysis, this study reviews se-

veral works of literature that are relevant to 

the result. 

 

Definition Measurement Scale 

Average Inventory (I) 
The average balance of inventory stated in the 
Balance Sheet.  

(Last year inventory + Current year inventory) / 2  Ratio 

Throughput (R) 
The amount of inventory that is used by the 
MAs in their operation stated in the 
Operational Reports. 

Current year inventory expense + Current year goods 
to be given to the public expense + Current year 

inventory-related maintenance expense + Current 
year spare part maintenance expense  

Ratio 

Average Flow Time (T) 
The average waiting time of the inventory to 
be used (year)  

Average inventory / Throughput  Ratio 

Table 1. Operational Variable Definition  

Source:  Anupindi, et al. (2011) 
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RESULT AND DISCUSSION 
 
MAs Average Flow Time 

This study uses descriptive statistics to brief-

ly explain the average flow time of each MA 

and its variation during the 2017-2018 peri-

od as shown in Table 2. 

Table 2 shows that the average flow time for 

all MAs is always above 1 year. However, the 

data is skewed to the right as the median and 

the third quartile of the data all below the 

average value. This condition happens be-

cause while most MAs have similar average 

flow time, which is relatively low, few MAs 

are having very high average flow time. As a 

low average flow time also means a high 

business flow, Table 3 reflects that at least 

half of the MA has high business flow. 

At least 75% of the MAs do not have a con-

siderable change in their inventory manage-

ment, it is shown by a very small change in 

their average flow time between which is 

0.25. However, there is an extreme gap bet-

ween the median value with the minimum 

and maximum value, which indicates that 

there have been several MAs exposed to sig-

nificant change in their inventory-related 

operation. 

There are 62 MAs that have a relatively sta-

ble and low average flow time as shown in 

Appendix 1. Those MAs are able to maintain 

their business flow to match their inventory 

levels. It can also mean that those MAs can 

maintain their inventory level at an appro-

priate level so that it can be used in less than 

one-year time. The minimum average value 

for the year 2017 and 2018 of those MAs is 

0.0044, while the maximum value is 0.9340. 

There are 12 MAs that have a relatively stable 

but high average flow time as shown in Ap-

pendix 2. Those MAs maintain a high 

Figure 1. MAs Classification based on business process flow  

Table 2. Descriptive Statistics 

Variables Mean Std. Dev Minimum Q1 Median Q2 Maximum 

T17  2.187 9.209 0.005 0.233 0.458 0.984 83.856 

T18  2.4262 7.867 0.004 0.266 0.497 1.285 68.104 

ΔT17.18  0.21 10.87 -82.74 -0.04 0.03 0.25 52.32 

Notes: 
T17   = Average flow time in the year 2017  
T18  = Average flow time in the year 2018 
ΔT17.18   = Deviation of average flow time between the year 2017 and the year 2018 
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amount of inventory in their possession with 

no observable effort to change its inventory 

management. MA with the highest flow time 

in this category is MA 083 with average flow 

time in 2017 and 2018 are 15.219 and 15.425 

respectively. This figure can be interpreted 

as even if the agency does not procure addi-

tional inventory, they can use their current 

inventory for fifteen years of operation. The 

second and third positions in this category 

are MA 022 and MA 006 having average 

flow time in 2018 as high as 7.6389 and 

3.4842 respectively. 

 

There are 12 MAs that have an unstable busi-

ness process flow as shown in Appendix 3. 

The flow time deviation between 2017 and 

2018 range from -82.7365 to 52.3126. While 

negative deviation values indicate an im-

provement in inventory management, posi-

tive values increase inventory-related risk. 

MA 055 has the highest deviation flow time, 

which is 52.3216. The deviation significantly 

increases the already high flow time of 

15.7826 to 68.1041 and become MA with the 

highest average flow time among all MAs.  

MA 090 and MA 119 has the second and 

third highest deviation with 19.2105 and 

12.7166 respectively. 

 

The Average Flow Time as a Symptom 

 

High average flow time serves as a symptom 

of problems that may lie within organiza-

tions. Anupindi, et al. (2011) advocate that 

flow time is an important integrative mea-

sure of overall process performance. Thus, a 

sudden significant change in average flow 

time may indicate a change in performance. 

This condition best reflected in the infor-

mation that is disclosed by MA 055 and the 

MA 090 in their financial statements. 

 

The inventory amount of MA 055's disclo-

sure rose sharply because they act as a Mil-

lennium Challenge Corporation Grant Ad-

ministrator. Therefore, they record the goods 

that are delivered by the donor in their ba-

lance sheet before the goods are distributed 

to the intended benefactors, increasing their 

average flow time. The sudden increase in 

their inventory are not followed by the same 

level of increase in their inventory-related 

expense, thus shoot their average flow time 

up. 

 

MA 090 inventory received inventory trans-

fer from various co-administration task force 

units (unit kerja tugas pembantuan). The 

forms of the inventory that they received are 

561 market buildings, 36 machines and 

equipment, and 4 other assets. The transfer 

resulting in the increasing inventory in 2018 

significantly by 105.28 times from their pre-

vious year's inventory amount. MA 055 and 

MA 090 sudden increase in their average 

flow time and their disclosures in their finan-

cial report inform their financial report users 

that in 2018 they received an extraordinary 

burden in their operation which should be 

addressed by the management. Management 

should allocate more resources to support 

the business process related to their invento-

ry management to adapt to this new chal-

lenge.   

 

MA 006 and MA 093 have a somewhat simi-

lar problem with those that are faced by the 

MA 055 and the MA 090 in terms of their 

lack of control over their inventory intake. 

Most of the MA 006 and MA 093’s inventory 

are confiscated goods that are gained by a 

legally binding court decision. Hence, their 

management does not have meaningful con-

trol over the majority of their inventory in-

put. Consequently, the inventories were ac-

cumulated to the point that it formed the 

greater part of their total inventory. In the 

MA 006’s case, the confiscated goods form 

98.88% of their total inventory. MA 006 ave-

rage flow time is increasing albeit relatively 

insignificant (0,3792), while MA 093 has a 

higher increase in their average flow time 

(1.8095). However, management should be 
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able to properly adjust their business process 

that is related to their inventory throughput. 

Failure in adjusting their inventory through-

put will result in excess inventory. 

 

The problem in matching business process 

related to inventory input and those that re-

lated to business output not only occurred 

within an organization that has a lack of con-

trol over their inventory input such as the 

four aforementioned organization, but also 

within the organization that has a sufficient 

control over the input such as MA 042. MA 

042 disclosed that their high inventory value 

caused by fixed assets that are going to be 

given to universities, which is presented as 

inventory in their balance sheet. They also 

disclose the nature and the recipient of the 

goods. However, their high average flow time 

indicates that they cannot distribute the 

goods to their recipients on time. Their notes 

to financial statement state that out of 

1,333.64 billion of goods that should be 

transferred to universities, the ministry only 

transfers 38,92 billion (2.92%) out of it, 

while at the same time add 704.45 billion 

into it to further increase their amount of 

inventory.   

 

High average flow time can also be interpret-

ed as a symptom of excess in inventory. In-

deed, an organization having a high average 

flow time may not necessarily having an ex-

cess inventory, since for determining the ex-

cess inventory we should not only consider 

the excess of organization’s working invento-

ry represented by their throughput, but also 

the excess their safety inventory, anticipation 

inventory, work-in-process inventory, and 

decoupling inventory (Toelle & Tersine, 

1989). 

 

Several organizations are known for have 

been maintaining a significant amount of 

safety inventory and anticipation inventory 

in their normal operation, such as those that 

are related to security, health, and social net, 

also food safety. Nevertheless, most if not all 

MAs do not disclose their policies regarding 

those inventories, thus prohibiting us from 

having an obvious boundary for excess in-

ventory. Despite this limitation, the very 

high flow time that exists in some organiza-

tions is a sign that they are holding much 

more inventory than what they need such as 

the BIG. Since BIG average inventory con-

stantly higher than their throughput, most 

of their inventory is a slow-moving type that 

will not be consumed within 12 months.  

 

Aside from serving as a symptom for a 

change in performance and excess invento-

ry, a high flow time can also serve as a symp-

tom for the existence of material weaknesses 

in internal control (Feng, Li, McVay, & Skai-

fe, 2015). Feng et al. found that an organiza-

tion that has inventory-related material 

weaknesses in internal control are more like-

ly to experience the shortage or excess of 

inventory and to have a higher rate of inven-

tory obsolescence. Nevertheless, the re-

search that is conducted in this study does 

not have adequate information from the ex-

isting financial statement to support this 

statement. 

 

Possible Corrective Action 

 

To acquire the desired average flow time, 

several corrective actions may be underta-

ken by the management of the MAs. The 

first possible course of action is to try to find 

and promote process innovation as it will 

have a long-lasting effect on inventory turn-

over (Lee, Zhou, & Hsu, 2015). The process 

innovation can reduce the average flow time 

if it can fulfill at least two requirements. 

First, innovation should be able to improve 

flexibility, responsiveness, coordination, and 

team-oriented work at an operational level. 

Second, it should change the way that entity 

share information and knowledge within or 

even across the organization. The process 

innovation in the MAs should be stressed on 
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linking the operational units that managing 

inventory influx with the unit the managing 

inventory disbursement. If the majority of 

MAs inventory is goods to be sold or distrib-

uted to the public or other parties, the man-

agement should also maintain a connection 

with the intended beneficiaries of the inven-

tory. This action is also in line with those 

that are proposed by Altug and Muharremo-

glu in 2011 and APQC in 2005. Altug and 

Muharremoglu (2011) advertise the im-

portance of collaboration between demand 

and supply information. APQC (2005) high-

light the importance of deliberate partner-

ships with internal and external suppliers to 

significantly increase replenishment speed 

and efficiency. APQC (2005) also advocates 

for the integration between suppliers' pro-

cesses and internal processes to achieve com-

mon goals. 

 

The second possible corrective action is by 

addressing the excess inventory. The best 

scenario is by preventing excess inventory 

from building up. It can be done by giving 

attention to some frequent causes which are: 

forecasting errors, inventory record inaccu-

racies, inadequate planning and execution 

systems, long and variable lead time, obso-

lescence, and distribution channel adjust-

ment (Toelle & Tersine, 1989). However, 

when the excess inventory is already built up, 

liquidation may be needed to deplete the 

amount of inventory. The net benefit of liqui-

dating the excess inventory will come in 

forms of salvage revenue plus holding cost 

savings. As Toelle and Tersine (1989) ex-

plained, the terms liquidating not only en-

compass selling but also redistributing the 

inventory to a location where there is de-

mand. If this corrective action supported by 

an established process innovation, redistri-

bution can also involve other MAs. Neverthe-

less, when the organization decides to use 

the liquidation method, it should also con-

sider liquidation cost since it is possible for 

an item to have zero, or even negative, sal-

vage value.   

Recent studies have found several models 

that can be used to increase MA’s inventory 

turnover for organizations that are required 

to maintain a high number of buffer stock. 

While a low inventory level is a general indi-

cator of efficient organizational operation, 

several organizations cannot recklessly re-

duce their inventory because they are re-

quired to maintain a certain amount of in-

ventory as part of their operational readi-

ness. The best example of this condition is 

MAs that related to disaster preparedness 

such as MA 103, MA 107, and MA 24. Those 

MAs should weight the cost related to inven-

tory with the quality of their service delivery, 

especially in an emergency. In this kind of 

situation, disaster management capabilities 

(DMC) may be well suited to be adopted by 

those organizations (Kunz, Reiner, & Gold, 

2014). The reasoning behind the adoption 

suitability is, while pre-positioning physical 

inventory in the warehouse before disaster 

leads to high demand satisfaction from its 

beneficiaries, it also involves a high cost. The 

DMC model may help an organization to re-

duce their idle inventory without sacrificing 

their readiness nor their level of service.  The 

second model is by applying a preventive 

maintenance policy that can be applied by 

organizations that are required to hold in-

ventory in a large size for maintenance pur-

poses (Poppe, Basten, Boute, & Lambrecht, 

2017). 

 

Limitation 

 

The value of inventory presented in the fi-

nancial statement may not reflect the whole 

inventory in MAs possession. An example of 

this condition can be found in the infor-

mation disclosed by the MA 006 in their fi-

nancial statement. The confiscated goods 

that are presented in the financial statement 

of MA 006 are only those that have gone 

through the valuation process, the other con-

fiscated goods not valued yet are not pre-
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sented in the balance sheet. Owing to this fact, 

their real average flow time in 2018 should be 

higher than 3.4842. 

 

The high average flow time that exists in se-

veral MAs may happen intentionally, where 

the existed condition happens as a result of 

the implementation of policies or regulations. 

The policies may include but not limited to 

buffer stock, emergency stock, procurement, 

utilization, and transfer policy. However, 

since this study only considers the infor-

mation obtained from the financial statement, 

the policies or regulations that are not dis-

closed within the financial statement are 

omitted. 

 

Inventory management in public and private 

sector have a different perspective. In the pri-

vate sector, inventory holding cost kept or-

ganization away from their goal, which is 

profit, thus it should be kept as low as possi-

ble. In the public sector, inventory holding 

cost does not have a distinct relationship with 

the government's goal, which is to provide 

service to the public (Bondy, 1991). In a few 

cases, a high holding cost, a consequence of a 

high amount of inventory being maintained, 

can also serve as an indication of perfor-

mance. A clear example of this situation is in 

the military where inventory in the warehouse 

is the service, or the public goods, as it pro-

vides an essential source of deterrence. In this 

context, inventory holding cost makes no 

sense. Therefore, in this situation, inventory 

turnover analysis becomes irrelevant. 

 

CONCLUSION 
The majority of the MAs have a relatively low 

average flow time; however, 24 MAs have a 

high average flow time. While a low average 

flow time cannot serve as an indicator of 

problem-free inventory management, more 

attention should be given to MAs with high 

average flow time. The high average flow time 

is a symptom of the problem in organization 

inventory management.  

 

The qualitative information that is disclosed 

by several MAs in their notes to the financial 

statement can be used to pinpoint the real 

inventory-related problem. After identifying 

the real problem, and after considering the 

organization's business process, a relevant 

corrective action may be assigned to address 

the problem. However, MAs that provide 

adequate relevant information that can help 

to explain their average flow time is the mi-

nority of the set.   

 

The stakeholders, including policymakers, 

should inquire proper and adequate disclo-

sures that are rich in meaningful information 

since it can help them to understand the or-

ganization's condition better. Accordingly, 

the management should provide it since it 

helps them to communicate their condition 

and policies to their stakeholders. However, 

the government's accountants have to ensure 

that they do not barrage the stakeholders 

with meaningless information in their disclo-

sures. The GAS has already mentioned that 

relevancy and reliability are two of the quali-

tative characteristics that become prerequi-

site for the financial statement to fulfill its 

purposes. For this reason, there are challeng-

es for accounting standards setters to require 

information where it provides most value 

and eliminate disclosures that are mere com-

pliance costs; and for the accountants to dis-

close information that has feedback value, to 

correct or confirms previous knowledge or 

expectations, and predictive value, to allow a 

more honed assessment to be made about 

the future (Warren, 2013).  

 

By considering its limitation, the inventory 

turnover analysis may not be sufficient in 

analyzing MAs inventory management. Ra-

ther, the analysis can be used as a short and 

simple initial step that can be used by ma-

nagement or stakeholders as a starting point 

for a further in-depth and detailed examina-

tion that involves other sources of infor-
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mation and considerations. 

 

This study shows that ratio analysis, includ-

ing inventory turnover analysis, can be deve-

loped and conducted over Indonesian go-

vernment institutions' financial statements 

to measure one or more aspects of the go-

vernment's financial-related performance. A 

comparison of financial ratios among central 

governmental institutions can be used to set 

a benchmark for governmental institution 

balance sheet size. Hence, the institutions 

can use the benchmark as a guideline for 

making better financial management deci-

sions, using more precise information than 

previously, so that they can utilize and dis-

tribute social resources in a better way. 
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APPENDICES 
 
Appendix 1. Ministry/agency with a relatively stable and low average flow time 

Ministry/Agency Budget Section Code 

Average Flow Time 

2017 2018 Mean Deviation 

001 0.1785 0.2487 0.2136 0.0702 

002 0.4014 0.5126 0.4570 0.1112 

004 0.3152 0.3367 0.3259 0.0215 

005 0.1886 0.2356 0.2121 0.0470 

010 0.8384 0.4816 0.6600 -0.3568 

011 0.6017 0.7064 0.6541 0.1047 

013 1.0746 0.7172 0.8959 -0.3573 

015 0.4615 0.4212 0.4413 -0.0403 

018 0.0405 0.1293 0.0849 0.0888 

023 0.0922 0.1040 0.0981 0.0118 

024 0.3041 1.1648 0.7345 0.8607 

025 0.0731 0.0671 0.0701 -0.0060 

026 0.0388 0.4873 0.2631 0.4485 

032 0.4283 0.3194 0.3739 -0.1088 

033 0.5016 0.6148 0.5582 0.1132 

034 0.0047 0.0041 0.0044 -0.0006 

035 0.1322 0.1482 0.1402 0.0160 

036 0.2175 0.2326 0.2251 0.0151 

040 0.4585 0.3698 0.4141 -0.0887 

041 0.3467 0.4670 0.4069 0.1203 

044 0.0457 0.9229 0.4843 0.8772 

047 0.4530 0.2565 0.3547 -0.1965 

048 0.2291 0.2631 0.2461 0.0340 

050 0.4399 1.0371 0.7385 0.5972 

051 0.6252 0.4098 0.5175 -0.2155 

052 0.0062 0.0140 0.0101 0.0078 

054 0.5691 0.4599 0.5145 -0.1093 

056 0.1411 0.1150 0.1280 -0.0260 

057 0.1350 0.1510 0.1430 0.0160 

059 0.3565 0.3459 0.3512 -0.0106 

060 0.8880 0.9800 0.9340 0.0920 

064 0.2857 0.3077 0.2967 0.0220 

065 0.4703 0.3095 0.3899 -0.1608 

066 0.7872 0.8139 0.8005 0.0267 

067 0.4624 0.5987 0.5305 0.1363 

074 0.1592 0.2752 0.2172 0.1160 

075 0.5956 0.7233 0.6594 0.1278 

077 0.5367 0.3303 0.4335 -0.2064 

078 0.3417 0.3816 0.3617 0.0400 

081 0.2904 0.3785 0.3345 0.0881 
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Ministry/Agency Budget Section Code 
Average Flow Time 

2017 2018 Mean Deviation 

084 0.0803 0.0942 0.0873 0.0139 

085 0.5909 0.7100 0.6504 0.1191 

086 0.5389 0.5574 0.5481 0.0186 

087 0.3329 0.3133 0.3231 -0.0196 

088 0.5762 0.6044 0.5903 0.0282 

089 0.4277 0.4368 0.4323 0.0091 

092 0.2433 0.0901 0.1667 -0.1532 

095 0.1984 0.1440 0.1712 -0.0545 

100 0.4416 0.2504 0.3460 -0.1912 

103 0.8088 1.0484 0.9286 0.2395 

106 0.9354 0.5589 0.7472 -0.3765 

108 0.1058 0.1172 0.1115 0.0113 

110 0.3701 0.3492 0.3597 -0.0209 

112 0.1400 1.0509 0.5955 0.9109 

113 0.2574 0.5073 0.3823 0.2499 

114 0.3624 0.3243 0.3433 -0.0380 

115 0.1055 0.0519 0.0787 -0.0536 

116 0.3420 0.3606 0.3513 0.0186 

117 0.4934 0.2545 0.3739 -0.2389 

118 0.6556 0.6198 0.6377 -0.0358 

120 0.0936 0.1683 0.1310 0.0747 

121 0.0172 0.0180 0.0176 0.0008 

Appendix 2. Ministry/agency with a relatively stable but high average flow time 

Ministry/Agency Budget Section Code 
Average Flow Time 

2017 2018 Mean Deviation 

006 3.105 3.4842 3.2946 0.3792 

019 1.9966 1.3545 1.6756 -0.642 

022 7.9249 7.6389 7.7819 -0.286 

029 1.2298 1.8644 1.5471 0.6347 

042 1.9697 2.2617 2.1157 0.2919 

063 1.1176 1.6285 1.3731 0.5109 

068 1.3144 1.3596 1.337 0.0452 

076 1.3659 0.7829 1.0744 -0.583 

079 0.8907 1.3246 1.1076 0.4339 

080 1.4544 1.7022 1.5783 0.2478 

083 15.219 15.425 15.322 0.2065 

107 2.6611 2.1666 2.4139 -0.495 



APPLICATION OF INVENTORY TUNOVER ANALYSIS ON …  
 Laskar Rianto 

Vol. 5, No. 2, 2019: 177-189 

Selected and Revised Papers from The International Conference of State Finance and Accountabillity (InCSFA 2019) 
(Badan Pemeriksa Keuangan Republik Indonesia, by 10th October 2019) after peer-reviewed by Organizing Committee of 

InCSFA and Peer-reviewers of Jurnal Tata Kelola & Akuntabilitas Keuangan Negara 

Appendix 3. Ministry/agency with a relatively unstable and high average  flow time  

Ministry/Agency Budget Section Code 
Average Time Flow 

2017 2018 Mean Deviation 

007 4.3999 6.7885 5.5942 2.3886 

012 2.9892 4.7397 3.8645 1.7505 

020 0.4409 2.0165 1.2287 1.5756 

027 3.5680 6.5683 5.0681 3.0002 

055 15.7826 68.1041 41.9434 52.3216 

082 2.8479 3.9105 3.3792 1.0626 

090 0.3409 19.5514 9.9462 19.2105 

093 3.2816 5.0912 4.1864 1.8095 

104 2.7673 4.4003 3.5838 1.6330 

109 83.8556 1.1191 42.4874 -82.7365 

111 0.9997 3.4631 2.2314 2.4634 

119 3.7201 16.4367 10.0784 12.7166 
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ABSTRACT 

The purpose of this study is to analyze and study the process of rock mining permit including the 

effectiveness and benefit from policy implementation related to the abolition of the authority of re-

gency/city government in the rock mining activity after the enactment of Law Number 23 of 2014 in 

Subang Regency. The method used in this study is a qualitative method by interviewing parties re-

lated and literature review. The results of the study indicate that there are differences in the dura-

tion of the permit for rock mining due to differences in the process of issuing rock mining permits 

before and after the authority of the management of rock mining by the province. The social impact 

of the transfer of authority over the management of rock mining does not affect the surrounding 

community. This is due to the coordination and written agreements between the entrepreneur and 

the community related to the social responsibility management of the entrepreneur to the commu-

nity. 
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INTRODUCTION  

The enactment of Law Number 23 of 2014 

concerning Local Government has shifted 

the paradigm of the management of mineral 

and coal resources to decentralization at the 

provincial level. This created problems be-

cause Law Number 4 of 2009 on Mineral 

and Coal Mining was drafted by Law Num-

ber 32 of 2004 on Local Government, (which 

has been replaced) with the paradigm of de-

centralization at the level of regency/city. 

This has created an asynchronously between 

the two regulations. However, in the course 

of implementation, the provincial govern-

ment is vested with the authority to issue 

mining business permits if the government 

wishes to optimize the decentralization of 

authority of the provincial government as 

regulated in Law Number 23 of 2014 

(Isnaeni, 2018). That disharmony posed le-

gal uncertainty to the mining company 

which will affect the mining business climate 

of the community (Firmansyah & Evendia, 

2015).  

 

The shift of the authority of the regency/city 

of local government to the provincial govern-

ment in mining activities has caused mining 

permit procedures to complicate. This has 

posed an impact on the longer permit pro-

cess meanwhile the needs of rock commodity 

at the local level cannot be postponed due to 

the type of rock is a mining commodity en-

joyed directly by the local community or 

mine producer regions. The rock is used in 

the construction, which includes houses, 

roads or buildings (Akhmaddhian & Su-

priatin, 2017).  

 

In the President Regulation Number 58 of 

2017 concerning Amendment to Presidential 

Regulation Number 3 of 2016 concerning 

Acceleration of National Strategic Projects 

Implementation, there are some projects 

conducted  in West Java Province namely (a) 

toll road infrastructure construction project; 

(b) inter-city railway facility infrastructure 

construction project consists of: South Java 

Double Track and Jakarta-Bandung High-

Speed Train; (c) New Airport construction 

project namely Kertajati Airport; (d) new 

seaport dan capacity development; (e) Refi-

nery Development Master Plan (RDMP); (f) 

Waste-Based Energy Infrastructure Project; 

(g) Drinking water supply project; (h) Dam 

and irrigation networks consist of: 

Kuningan, Ciawi, Sukamahi, Leuwikeris, Ci-

panas, Bener, Sadawarna, and Matenggeng 

Dam, also construction of local irrigation 

network of Leuwigoong in Garut Regency. 

From 27 (twenty-seven) regencies/cities in 

West Java Province, according to data from 

the Energy and Mineral Resources Agency 

(ESDM) of West Java Province in 2018, 

there were only 17 regencies/cities that have 

mine resources with a total mining business 

permit (IUP) issued about 390 IUPs. Out of 

390 IUPs, there were about 342 IUPs of rock 

or around 87% of rock mining existed in 

West Java Province, one of the regencies that 

have rock mining is Subang Regency (ESDM 

Agency of West Java Province, 2018).  

 

Subang Regency has a fairly strategic loca-

tion in West Java Province for the develop-

ment of a national infrastructure project. 

Subang Regency is crossed by the Pantura 

route which is one of the busiest routes in 

Java island. Sub-districts in this route in-

cluded Ciasem and Pamanukan. In addition 

to the Pantura route, Subang Regency is also 

crossed by the Sadang Cikamurang alterna-

tive roads, crossing in the middle of the 

Subang Regency area and connects Sadang 

in  Purwakarta Regency with Tomo in 

Sumedang Regency. Subang Regency which 

is directly adjacent to the southern part of 

Bandung Regency has direct access which at 

the same time connects the Pantura route 

with Bandung City (BPS Subang Regency, 

2018). 

 

The strategic location of the Subang Regency 
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for the development of national strategic 

projects will increase rock mining activities 

in the area. As published in the online news 

at Buana Indonesia.co.id, it was stated that 

there were allegedly 8 illegal C minerals that 

contributed to environmental damage in 

Subang Regency. Some of the mines were 

closed in 2014, however, later the mines, 

which was considered illegal, continued their 

operations. Some of the environmental de-

structions were done by mining or C miner-

als in Subang Regency included laterite min-

ing in Rancabango village, Cikaum, Kalijati, 

Ranggawulung forest area, Cicadas Binong, 

West Pagaden, and sand mining in Cipeun-

deuy also rock mining in Cimanglid Kasoma-

lang village (Ripai, 2018). 

 

Based on the background, the formulation of 

the problem as follows: 

a. How is the process of rock mining permit 

in West Java Province after the enact-

ment of Law Number 23 of 2014? 

b. How is the impact of the abolition of the 

authority of regency/city government for 

rock mining activity after the entry into 

force of Law Number 23 of 2014 in the 

Subang Regency of West Java Province? 

 

The purpose of this study is to analyze and 

study the process of rock mining permit in-

cluding the effectiveness and benefit from 

policy implementation related to the aboli-

tion of the authority of regency/city govern-

ment in the rock mining activity after the 

enactment of Law Number 23 of 2014 in 

Subang Regency of West Java Province. This 

study is important with its unique ad-

vantages than others since this study focuses 

on discussing the implementation of rock 

mining policy with direct effects on the inte-

rest and welfare of the mining area commu-

nities. Furthermore, the research data are 

relatively new which focuses on rock mining 

permits after the enactment of Law Number 

23 of 2014. 

 

The author will use some theories related to 

decentralization, local autonomy and public 

policy implementation of MS. Grindle to 

analyze government policies related to the 

abolition of the regency/city government’s 

authority in the field of mine and the result-

ed effect. 

 

Decentralization and Local Autonomy  

 

Decentralization is a system consisting of the 

delegation of powers, authority, and func-

tions from central to the local government, 

which has been recognized globally as a faci-

lity to increase the delivery of goods and 

public services. World Bank research shows 

that from 75 developing countries and tran-

sition countries with populations of more 

than 5 million, 63 countries have started the 

reformation aims to transfer political 

strength to the local government units. The 

main objective of the reform is to increase 

equity, improve efficiency and ensure more 

participation and responsiveness of govern-

ment to the citizens (Frumence, Nyamhanga, 

Mwangu, & Hurtig, 2013). 

 

Cheema views that the changes in govern-

ment centralization to decentralization as a 

solution in the improvement of the quality 

and quantity of government services to the 

community. Decentralized government is 

also considered as the service that can bring 

effectiveness and efficiency due to expecta-

tions that decentralization will reduce the 

load and congestion in the communication 

and administration line, therefore the delay 

of government programs will reduce 

(Cheema, 2007). 

 

The implementation of the government sys-

tem in Indonesia is marked by changes in the 

government system from centralistic to de-

centralized. The changes in line with the 

changes in the law on local government 

which based on article 18 paragraph (2) of 

the 1945 Constitution and last amended by 
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Law Number 23 of 2014 on Local Govern-

ment by vesting broadest autonomy to the 

locals to accelerate the realization of com-

munity welfare (Adhayanto & Adiputra, 

2017). 

 

The authority from central delegated to the 

locals has made the locals overly free to ex-

ploit natural resources without considering 

the impact on the environment. The number 

of mining business permit letters issued by 

the local government has become uncon-

trolled since the local government was given 

the authority by the central government. 

Many mining business permits issued some-

times overlapped with the mining area 

owned by other managers (Risal, 2017). 

 

Furthermore, Prasojo (2006) suggested that 

basically decentralization is classified into 

four types namely deconcentration, devolu-

tion, delegation and support assignment. 

This support assignment is also applied in 

Indonesia where the macro policy is in the 

hands of the central government, and the 

source of financing is also from the central 

government. Meanwhile, micro policy and 

implementation are implemented by the lo-

cal government. Accordingly, the considera-

tion of the decentralization model must take 

into the effectiveness, function, and useful-

ness (Akbal, 2016). 

 

Local autonomy in the NKRI Framework is 

basically a consequence of the existence of 

the decentralization system in the govern-

ment. Decentralization in the government 

system in Indonesia based on the existence 

of the process of the formation of a region 

called local autonomy which is a place or 

scope where the authority is delegated from 

the central will be regulated, managed and 

implemented (Akbal, 2016).  

 

According to Fesler and Leemans (Kaloh, 

2007), local autonomy must be defined as 

autonomy for the community at the local le-

vel and not "local" autonomy in the sense of 

a particular area at the local level. Therefore, 

local autonomy is not the objective but the 

instrument to achieve the goal.  

 

The existence of advances in science and 

technology, the community demands the 

changes in general quality services that are 

faster and more precise. In terms of the de-

velopment of technology, Iglesias stated that 

one of the factors that needed to be consi-

dered to implement local autonomy is tech-

nology, besides human resources and organi-

zational structures related to the roles and 

organizational relations related to the pro-

gram (Kaho, 2007). 

 

Government affairs that fully become the 

governmental authority are those in foreign 

policy, defense, security, national monetary 

and fiscal, justice and religions. Government 

affairs that can be managed jointly between 

levels and arrangements of government or 

concurrent are government affairs other than 

government affairs which are fully the affairs 

of the Government. Therefore, in each field 

of government affairs that are concurrent, 

there is always part of the affairs that be-

come the governmental authority, the pro-

vincial government, and the regency/city 

government (Muluk, 2006). 

 

Implementation of Public Policy 

 

In the implementation process of local au-

tonomy policy, the central government 

seems to want to release its responsibility for 

local, but in a different situation, the central 

government also does not want to miss the 

source of income from the autonomous re-

gion. Even though the local government also 

does not want to lose their regional own 

source revenues because they must be accu-

mulated in the State Budget. This makes the 

central government share authority with lo-

cal government to ensure interest synergies 

between them, especially in the process of 
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natural resources management at the local 

level (Risal, 2017). 

 

Mining policy is a form of public policy that 

refers to public issues in mining manage-

ment. Mining policy is not only related to the 

substance of mineral and coal mining law 

but also including local government law. In 

the context of public policy implementation, 

Ripley and Franklin stated that the imple-

mentation of the policy refers to the series of 

activities or actions that accompany the 

statements on objectives and outcomes of 

the program to be achieved by government 

officials. The intended series of activities or 

actions take place when a rule has been es-

tablished to implement the program (Ripley 

& Franklin, 1986). 

 

The success of policy implementation ac-

cording to Grindle (1980) is influenced by 

two major variables, which are the content of 

policy and context of implementation. There-

fore, the government in policymaking is sup-

posed to review whether the policy can harm 

the community or not. This has the purpose 

to prevent conflict detriment to the commu-

nity (Mandala et al., 2016). 

 

In terms of the content of the policy, Grindle 

(1980, p. 8) described:  

Theodore Lowi has suggested that poli-

cy types will pose major impacts on 

types of political activities stimulated by 

policymaking processes. This observa-

tion can be applied with the same vali-

dity as the implementation process and 

encouraging the consideration of the 

"capacity" of various programs. The dif-

ference may also be created between 

programs that provide collective bene-

fits, encourage categorization requests, 

and provide shared benefits, which can 

mobilize more types of particularistic 

demands at the implementation stage. 

 

In term of this difference, Grindle (1980, p. 

9) suggested:  

The difference in the behavior level has 

changed the program to beneficiaries 

and it is another means of content from 

the policy that affects the implementa-

tion. The introduction of technology to 

the development of agriculture is an 

example generally cited from programs 

that require adequate behavioral adap-

tation and participation from the bene-

ficiary. On the contrary, providing 

housing for low-income groups may re-

quire a slight pattern of behavioral 

changes. Besides, programs designed to 

achieve the long term objectives may be 

more difficult to apply to those who are 

more concerned with immediate bene-

fits. In this context, the content of poli-

cy becomes important to analyze the 

direction of the policy implementation. 

 

In this perspective, Grindle said the content 

of various policies also dictates the site of 

implementation. Further Grindle (1980, p. 

10) said:  

The decision made during policy formu-

lation may also show who will be 

charged to implement various pro-

grams, and those decisions can affect 

how the policy is achieved. There may 

be, for instance, the difference in terms 

of institutional bureaucratic capacity to 

manage the various success of pro-

grams. Some receive greater support 

from political elites and have access to 

resources, and some will be able more 

to overcome the various demands made 

on them.  

 

In addition, the form of policy objective 

might have an impact that is decisive to the 

implementation. Therefore, the context of 

policy becomes a concern. In this case, Grin-

dle (1980, p. 12) suggested:  

The content of policy and program is an 

important factor in determining the 

outcome of the implementation initia-



 

JURNAL TATA KELOLA & AKUNTABILITAS KEUANGAN NEGARA, Vol. 5, No. 2, 2019: 191-212 

196 

tive. However, like many examples, and 

as can be seen in the content figure, pol-

icy or program is often an important 

factor because the real potential or im-

pact may be on the given social, politi-

cal, and economic arrangements. There-

fore, it is necessary to consider the con-

text or environment where administra-

tive actions are achieved. We have pre-

pared the implementation to be a pro-

cess of decision making that will involve 

various actors. In the administration 

process for each given program, many 

actors are called to make choices about 

specific public resource allocation and 

many other things may be tried to affect 

the decision. A brief list of people who 

might be involved in implementing a 

program will include national-level 

planners, national, regional, and local 

politicians, economic elite groups, 

mainly at the local level, recipient 

groups, and bureaucratic implementers 

at the middle and lower level. These ac-

tors are more or less involved in the im-

plementation, depending on the content 

of the program and the form provided. 

Each may have a special interest in this 

program, and each may try to achieve it 

by making demands on the allocation 

procedure. Often, the objectives of the 

actor will be in the direct conflict with 

one another and the outcome of this 

conflict its consequences, who get what 

will be determined by the strategy, re-

sources, and authority positions of each 

actor involved. What is implemented 

may be an outcome from the calculation 

of political interest and groups compet-

ing for scarce resources, the response 

from implementer officials, and politi-

cal elites, all of them are interacting in 

the given institutional context. Analysis 

of the special program implementation 

can be interpreted to assess the "power 

capacity" of actors, their interest and 

strategy to achieve it, and the character-

istics of the regime in which they inter-

act. This, in turn, can facilitate the as-

sessment of the potential to achieve the 

policy and program objectives. 

 

How the objective is achieved, according to 

Grindle (1980, p. 13):  

In achieving the objective, the officials 

face two problems that highlight the 

environment and administration pro-

gram interaction. First, the officials 

must address the problem of how to 

achieve policy compliance. They must, 

for instance, obtain support from politi-

cal elites, and compliance of the execu-

tive agencies, bureaucratic burdens by 

implementing the programs from lower

-level political elites, and beneficiaries. 

They must change opposition from 

those who might be harmed by the pro-

gram to their acceptance, and they must 

guard those who are excluded but wish-

ing to benefit, from destroying them. 

Such an appearance can imply compli-

ance of the bargain, accommodation, 

and again, major conflict. 

 

However, if the overall policy objective is to 

be realized, resources are transacted to ob-

tain compliance that must not harm the im-

pact of program specificity. For this purpose, 

understanding the dimension of other policy 

problems is needed, according to Grindle 

(1980, p. 13):  

The other side of the policy problem 

and achieving the program objectives in 

a particular environment is responsive-

ness. Ideally, public institutions such as 

bureaucracy must be responsive to the 

most adequate needs for them to serve 

them. In addition, without sufficient 

responsiveness during implementation, 

public officials who lose information to 

evaluate the programs achievement and 

support can imply that the policy objec-

tives are not achieved because of inter-

ventions from the same individuals or 
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groups both in the framework of obtain-

ing specific types goods and services in 

the greater number or to prevent the 

fulfillment of particular programs that 

cannot be accepted profitable by them. 

The problem for policy administrators 

is to ensure a sufficient number of res-

ponses to provide flexibility, support, 

and feedback, while at the same time 

maintaining sufficient control over the 

resources distribution to achieve the 

intended objective. This is the balance 

to achieve, and which requires consider-

able political intelligence in taking into 

account the possible responses of actors 

involved and their capacity to subvert 

the program objective. To be effective, 

then, implementers must be skilled in 

the art of politics and must understand 

well the environment in which they 

strive to realize the public policies and 

programs. 

 

Therefore, commitment is required from the 

stakeholders. Grindle (1980, p. 14) said:  

The theme raised in several case studies 

is the extent to which political regimes 

and administrative organizations are 

committed and have the strength to im-

plement their policies. In this problem, 

decentralization occurs or on the other 

side, controlled from the central politics 

or state bureaucracy. Our study suggest-

ed that the political system that does 

not concentrate on broad central po-

wers does not necessarily decentralize 

the authority of implementation or re-

sponsibility if they want to see their ob-

jectives achieved. They may fail because 

they have little control over the sanc-

tions needed to obtain compliance with 

program objectives. Decentralization 

can be a feasible strategy in which the 

central government maintains the ca-

pacity to ensure that implementation 

activities remain within the limits of the 

structure and objectives of the program.  

In the context, the considerations according 

to Grindle (1980, p.  14) are: 

This suggestion shows that the consi-

deration of administrative action con-

text also involves variables such as the 

structure of political institutions and 

types of regimes where policy or pro-

grams are achieved. Ideology, culture, 

political alliances, and rewards, also 

other international events and environ-

mental effects may also have a signifi-

cant impact on the administration pro-

cess. Moreover, the programs are not 

implemented separately from other 

public policies, the success of a pro-

gram can easily be influenced by the 

priority of political officials or results 

from other programs. These factors im-

ply that identical programs in the con-

tent can still be implemented, and it is 

different if the achieved context is dif-

ferent substantially.  

How factors suggested by Grindle correlate 

one with another is shown in Figure 1. 

 

Rock Mining Management 

 

Article 2 of Government Regulation Number 

23 of 2010 classified mineral and coal mi-

ning into five groups namely, radioactive 

minerals,  metal minerals; nonmetallic mi-

nerals, rock and coal. The examples of rock 

mining are mountain rocks, filling sand, ti-

dal sand, sandstone, filling soil, etc. 

 

Rock mining emerged after the issuance of 

Law Number 4 of 2009, as mentioned by 

Sitinjak as staff of the Directorate General of 

Mineral and Coal of the Ministry of Energy 

and Mineral Resources that the terminology 

of class C minerals previously regulated in 

Law Number 11 of 1967 has been amended 

by Law Number 4 of 2009, into rock mining. 

Therefore, the use of term class C minerals is 

no longer appropriate and replaced with 

rock and the granting of rock IUP is based 

on Government Regulation Number 23 of 
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2010 done through the regional application. 

The requirements to be fulfilled by the appli-

cant for an IUP are administrative, technical, 

environmental, and financial (Sitinjak, 

2019). 

 

Prior to the issuance of Law Number 23 of 

2014, West Java Provincial Government is-

sues Local Regulation Number 17 of 2001 as 

revised into Local Regulation Number 2 of 

2012. Next, Subang Regency issues Local 

Regulation Number 6 of 2006 on mining 

management including Local Regulation 

Number 7 of 2001 and last revised to Local 

Regulation Number 1 of 2014 on non-metal 

mineral and rock mining business. Following 

the issuance of Law 23 of 2014, West Java 

Province issued Local Regulation Number 2 

of 2017 on Mining and Mineral Management 

including Local Regulation Number 3 of 

2017 on One-stop Integrated Permit Service 

(PTSP). 

 

Permits activities are the initial steps for in-

vestors or communities who will carry out 

mining activities in Indonesia. Permits are 

issued according to the location and exis-

tence of mine including the authority of each 

region (Mantoro, 2012). Sitinjak also said 

that the rock mining business activity itself is 

different from other mining, both from how 

to obtain, time permits, area of business per-

mit, or revenue received by the state from 

the mining activities results. Related to state 

revenue, rock mining activities are not sub-

ject to royalty or production fees, but the re-

sults of the production of rock mining go di-

rectly to the revenue of regency/city govern-

ment where mining activities are carried out. 

Therefore, rock mining tax production is not 

included in the classification of state revenue 

which must be divided between central and 

local government or often referred to as the 

balance fund. Non-metal mineral and rock 

tax is a type of regency/city tax according to 

Law Republic of Indonesia Number 28 of 

2009 on Local Tax and Local Retribution 

(Rumengan, Karamoy & Pusung, 2015). 

 

Widayati, Usman and Sriyanti (2014) said 

that mining activities without a permit will 

affect the local and environment tax retribu-

tion where mining activities are carried out. 

Meanwhile, the environmental damage is 

Figure 1. Correlation of the factors 

Source: Grindle (1980:11)  
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caused by illegal mining businesses cannot be 

supervised directly by the government as the 

mining permit provider and those illegal busi-

ness actors do not pay reclamation bonds for 

post-mining activities. Environmental man-

agement must lead to the guarantee of envi-

ronmental sustainability according to Law 

Number 32 of 2009 on Environmental Ma-

nagement. Environment defined as a unity of 

space of all objects, power, conditions, and 

living creatures, including humans and be-

haviors, which affects the nature itself, survi-

val of life, and humans welfare including o-

ther living creatures. Not a few company 

mines that have pocketed a permit also often 

not paying the reclamation guarantee fund 

regulated by the local government. Unfortu-

nately, the local government does not take 

decisive action to punish such mining compa-

nies (Hilmawan, Yudaruddi & Wahyuni, 

2016). 

 

Local autonomy policy on in the environment 

has an impact on the creation of the concept 

of solving environmental problems which em-

phasizes the dimension of local wisdom of 

each local community rather than the solving 

of environmental problems based on high 

technology. With the existence of local auto-

nomy, it is a capital for Indonesia to imple-

ment the decentralization of environmental 

governance as an alternative effort to solve 

environmental problems (Mina, 2016). 

 

Legislations that give authority to the local in 

carrying out the management of natural re-

sources, should be done the synchronization 

of the content material between the law of lo-

cal government with natural law and environ-

mental resource management, with the hope 

that the two laws will not cause problems in 

the implementation, mainly relating to attrac-

tion interest between central and local. So 

that it can prevent and avoid prolonged con-

flict of interest between central and local 

(Suhartono, 2013). 

 

The Perspective of the Researcher 

 

The broadest local autonomy given by the 

central government to the regency/city go-

vernment gives the impression of the exist-

ence of small kings at the local so that natu-

ral resource management seems to belong to 

the regency/city government that can be 

managed directly.  

 

The existence of direct management by re-

gency/city government raises many pro-

blems at the local level and central govern-

ment faces difficulty to control the problems, 

such as a large number of mining areas that 

are overlapped as the result of regency/city 

government is too easy in issuing the permits 

also the environmental impact due to its less 

optimal natural resources management. 

 

Rock mining activities are different from 

other mine types, such as metal mine and 

coal because the results of rock mining are 

felt directly by the community and regency/

city government, where the results of rock 

mining activities can be used to carry out 

development at the local level. The sales tax 

of rock mining goes into the government reg-

ulation/city in which rock mining activities 

are carried out. So that there is no need the 

profit sharing between central, provincial 

and regency/city government also former 

mines can be utilized directly as agricultural 

or plantation land. With a shift of authority 

from regency to the province will complicate 

and prolong the process of issuance of rock 

mining permits, meanwhile the needs of rock 

mining by the community cannot be post-

poned for development activities. 

 

RESEARCH METHOD 

Research Design 

 

The research design is descriptive analysis 

with a qualitative approach. Locke, Spriduso, 

and Silverman (in Creswell, 1994) suggested 
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that qualitative research is interpretative re-

search. As such, the biases, values, and judg-

ment of the research have been stated expli-

citly in the research report. Such openness is 

considered to be useful and positive. The 

overall research data results obtained direct-

ly in research field through observation and 

interview with key informants and secondary 

data captured by a qualitative approach and 

carefully processed by avoiding errors in the 

recording on overall of development also  

data rolling that is always changing in each 

situation as well as empirical conditions re-

lated to the authority of rock mining activi-

ties after the enactment of Law Number 23 of 

2014 on Local Government. 

 

Data Collection Method 

 

Based on the research method and approach 

used, the data collection process carried out 

in a natural setting refers to participatory 

observation, in-depth interviews, and docu-

mentation. This refers to the Marshall and 

Rossman’s statement that the fundamental 

methods relied on by qualitative researchers 

for gathering information are, participation 

in the setting, direct observation, in-depth 

interviewing, and document review 

(Sugiyono, 2005). 

 

Research informants can be divided into 

three categories, namely mine entrepreneurs, 

communities and policy implementers con-

sisting of Investment and One-Stop Integrat-

ed Permits Agency (DPMPTSP) of West Java 

Province, Energy and Mineral Resources 

Agency of West Java Province, Environmen-

tal Agency (LH) of Subang Regency, Local 

Revenue Agency of Subang Regency and 

heads of villages around the mine. 

 

Data Analysis 

 

Examination of data in qualitative research is 

necessary to collect data, trusted and show 

data legality as the most strategic step in re-

search because the main objectives of the 

legality examination are to get data that 

meets the established standards. Therefore, 

the research uses data source representation 

patterns and data classification. Data legali-

ty, classification, and analysis are done by 

the triangulation approach.  

 

The research location was Subang Regency 

as the area where rock mining activities exist 

and as the area that receives the benefits also 

the effects of mining policy changes under 

Law Number 23 of 2014. The research was 

conducted in July 2019.  

 

 
RESULT AND DISCUSSION 
 
Primary data in the form of interviews and 

secondary data in the form of the literature 

review are processed in triangulation and 

analyzed using the implementation policy 

model according to Grindle (1980) with two 

major variables which are content of policy 

and context of implementation which later is 

broken down into 9 sub-variables, namely:  

1. Interest Affected  

To analyze the elements, the researcher 

raised questions to the informants, what in-

terests are affected by the existence of the 

policy of governmental authority abolition in 

providing the mining permit according to 

Law Number 23 of 2014 in Subang Regency 

area? Informant 1 and 2 (officials of ESDM 

Agency and DPMPTSP of West Java Pro-

vince) provided answers:  

The affected interest is the regency go-

vernment’s interest because by the en-

actment of Law Number 23 of 2014 the 

regency government authority in issuing 

mining permits is lost.  From the appli-

cant, initially he/she feels shocked be-

cause there are many changes in habits. 

Previously in applying for an application 

in regency, he/she find it easier and fast-

er because there are stages that can be 

bypassed such as in the stage of activity 
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exploration can be skipped by only ma-

king exploration reports. With the shift 

of authority to the province, the stages 

are enforced so strictly that they feel the 

issuance of permits in the province is 

longer and more difficult.  

 

Informant 6 (mine entrepreneurs) has con-

firmed the questions as follows:  

If the regency that issues permits is fast-

er, as long as the money is available, it 

must be worked out, for example there is 

100 million rupiah, 200 million rupiah, 

it must be issued, but if the process is 

longer and more time spent in the pro-

vince and the money is also more, then 

there is no use of it.  

 

In this matter, Grindle (1980, p. 9) suggested 

that “the difference in the behavior level 

changes the program to beneficiaries is an-

other way of policy content affects the imple-

mentation”. 

 

Subsequently, Frumence, et al. (2013) said 

that decentralization is a system consisting of 

the delegation of powers, authority, and 

functions from central to the local govern-

ment, which has been recognized globally as 

a facility to improve the delivery of goods 

and public services. The main objective of 

the reform is to increase equity, improve effi-

ciency and ensure more participation also 

the responsiveness of government to the citi-

zens. 

 

Based on the interview results, secondary 

data and theory, the researcher suggested 

that the most interest party is the mine work-

er community (mine entrepreneur), Subang 

Regency's Local Revenue Agency including 

ESDM Agency of West Java Province as the 

technical agency in the issuance process of a 

rock mining permit.  

 

2. Type of Benefits  

The researcher raised questions to the in-

formants, what kind of benefits are expected 

by the West Java Provincial government 

from the authority abolition of the regency 

government in issuing the rock mining per-

mit according to Law Number 23 of 2014? 

Informant 1 and 2 (officials of ESDM Agency 

and DPMPTSP of West Java Province) pro-

vided the answers: 

One of the expectations is well-managed 

mine, making none of the government 

levels that have absolute authority. 

Therefore, between levels of government 

have mutual control and conflict of in-

terest does not occur. This should be a 

joint responsibility and between levels of 

government must be more harmonious. 

 

Informant 6 (mine entrepreneurs) provided 

the answer:  

Albeit mining activities carried out with-

out permission. There is no conflict bet-

ween the excessive community. Usually 

in the dry season is a lot of dust, and 

people are impatient also request water 

sparkling rashly. The conditions will 

make up to 3 to 4 times day water spar-

kling to the road. In general, the com-

munity supports the mining activities 

because prior to sand mining, most 

farmers run brick printing companies. 

Until now, there are around 25 brick 

printing companies, and even motorcy-

cle taxi drivers are imposing themselves 

to buy cars or transporting sand.  

 

Informant 5 (village heads) provided the an-

swer:  

So far, there have been no serious com-

plaints because all have been handled by 

the company, for example, related to 

road damage has been repaired and even 

re-casted by the company. Related to 

dust caused by material carrier vehicles, 

the company did water sprinkling three 

times a day and gave money to the resi-

dents whose houses located in the road-

side which is passed by sand transporter 
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vehicles. 

 

Informant 7 (mine workers) said: 

There is no complaint because there are 

many company’s services to the commu-

nity, such as if there are public works, if 

there is a need, they also come here to 

give. For instance, if sand is needed, 

they will give it. Also, usually some citi-

zens asked for money on the road, also 

there is money given by the company 

illegally, to the houses in all left and 

right of the roadside. 

 

In this matter, Grindle (1980, p. 9) said that:  

The difference in behavior level changes 

the program to beneficiaries is another 

way of policy content affects the imple-

mentation. Besides, programs designed 

to achieve long-term objectives may be 

more difficult to apply to those who are 

more concerned with immediate bene-

fits. In this context, the content of policy 

becomes important to analyze the direc-

tion the policy implementation.  

 

Furthermore, Prasojo (2006) suggested that 

basically decentralization is classified into 

four types namely deconcentration, devolu-

tion, delegation and support assignment. 

The support assignment is also applied in 

Indonesia where macro policy is in the hands 

of the central government, the source of fi-

nancing is also from central, meanwhile, the 

micro policy and its implementation are im-

plemented by the local government. There-

fore, the determination of the decentraliza-

tion model must take into account the effec-

tivity, function, and usefulness (Akbal, 

2016). 

 

From the informants’ answers and related to 

opinions suggested by Grindle and Prasojo, 

the researcher argues that the types and be-

nefits expected from the provincial govern-

ment are not too affected on rock mining ac-

tivities at Subang Regency. This is because 

the community only hopes how mine entre-

preneurs pay attention to the surrounding 

environment and can help community wel-

fare around the mine. If these expectations 

have been fulfilled by rock mining entrepre-

neurs, then there will be no conflict caused 

by rock mining activities between mine en-

trepreneurs and the communities around the 

mine. 

 

3.  Extent of Change Envisioned  

The researcher raised a question, what are 

the desired changes through government au-

thority abolition in issuing rock mining per-

mits in accordance with Law Number 23 of 

2014? Informant 1 and 2 (officials of ESDM 

Agency and DPMPTSP of West Java Pro-

vince) provided the answer: “The changes in 

the mining area map from the manual to the 

digital system and the increasing of local rev-

enue both in terms of land use as well as ret-

ribution of mining activities production re-

sults”. 

 

Informant 6 (mine entrepreneurs) provided 

the answer: 

At the time of field scheduling, the con-

sultant said that previously we must pre-

pare money then they come to the field. 

For the Mining Business Permit Area 

(WIUP), I must prepare 20 million Ru-

piah that accidentally I give it by myself 

at the field and then I print the WIUP by 

myself with the cost incurred 

750,000.00 Rupiah. 

 

Informant 4 (Official of Local Revenue Agen-

cy of Subang Regency) provided the answer:  

Regarding the mine management, it is 

the authority of the provincial-level but 

the tax of Non-Metal Mineral and Rock 

(MBLB) is still being accepted by regen-

cy. However, related to the issue of col-

lecting the mining tax, we only can col-

lect from the mines that hold permits. 

The problem that occurred recently is 

many mining activities do not have per-
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mits. We have sent a letter to the ESDM 

Agency at the province-level related to 

the existing mining activities problem in 

Subang Regency.  

In this matter, Grindle (1980, p. 8) suggest-

ed:  

The type of policy made will have a ma-

jor impact on the types of political activi-

ties stimulated by the policymaking pro-

cess. This observation can be applied 

with the same validity with the imple-

mentation process, encouraging consid-

eration of the "capacity" of various pro-

grams. The difference may also be made 

between programs that provide collec-

tive benefits, which encourage categori-

zation requests, and they provide shared 

benefits, which can mobilize more types 

of particularistic demands at the stage of 

implementation. 

 

From the answers of the informants and 

Grindle's view, the researcher suggested that 

expected changes with the shift of authority 

have not been reached optimally, because 

the implementor still expects the existence of 

compensation in providing services to the 

community as the applicant of mine permit. 

 

4.  Site of Decision Making  

The researcher raised a question, who is au-

thorized to make strategic decisions in deter-

mining the policy for granting rock mining 

permits after the Law Number 23 of 2014 in 

West Java Province? Informant 1 and 2 

(officials of ESDM Agency and DPMPTSP of 

West Java Province) provided the answer: 

“the authority to make strategic decisions is 

the Governor or the Regional Secretary 

through a proposal from the Head of Agency 

at the provincial level meanwhile the Regent 

at the level of Regency”. 

 

Next, the researcher asked additional ques-

tions who is the leading sector in issuing the 

mining permits? Informant 2 (DPMPTSP) 

provided the answer:  

Until now, the leading sector institution 

in granting mining permits in Subang 

Regency and West Java Province was the 

ESDM Agency of West Java Province and 

it is supposed to be DPMPTSP as the 

leading sector so that we still rely on the 

technical agency from ESDM. 

 

In article 19 of West Java Province, Local 

Regulation No. 2 of 2017 on mineral and coal 

mining management states the issuance of 

IUP is carried out by local apparatus in 

charge of permits affairs. Next, in the West 

Java Governor Regulation Number 62 of 

2016 on main tasks, functions, unit task de-

tails and work procedures of DPMPTSP arti-

cle 17 (1) states that the forestry, environ-

ment, energy and mineral resources section 

has the main tasks of carrying out forestry 

sector permits, environment, energy and nat-

ural resources, including permit registration 

process, technical consideration process, and 

permits issuance process. On this matter, the 

researcher suggested that there is still an 

overlap of authority at the provincial level. It 

is needed for the existence of willingness or 

policy from the Governor/Regional Secretari-

at to combine the technical agency related to 

permits in one agency with DPMPTSP so that 

DPMPTSP can become the leading sector in 

providing the mining permit.  

 

5.  Program Implementer  

The researcher raised a question, how was 

the law implemented and who carried out the 

law? The answer provided by informant 1 and 

2 (officials of ESDM Agency and DPMPTSP of 

West Java Province) are:  

The implementer of the law or regulation 

is DPMPTSP of West Java Province as 

the place for registering and issuing the 

permit. The registration is online, ESDM 

Agency of West Java Province conducts 

technical discussions and the results of 

technical studies are submitted to the 

DPMPTSP.  
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Informant 2 (DPMPTSP) continued the an-

swers:  

Regarding the permits, technical agen-

cies are still not optimal because the 

tasks of technical agencies are more nu-

merous in supervision mining manage-

ment. Thus in terms of permits cannot 

be implemented optimally and the most 

frequent constraints are related to hu-

man resources, where the technical team 

is not attached to us so that when we are 

scheduling to do a site check we often 

find it difficult to match the schedule 

because the technical team is still ad 

hoc. When we propose to check the field 

related to permits, they have other tasks 

from their leaders. Usually, they always 

argue with that reason so that they re-

quest to postpone the schedule until we 

find the appropriate schedule. 

 

In this perspective, Grindle (1980, p. 10) 

said:  

The decision made during policy formu-

lation may also indicate who will be 

charged to implement various programs, 

and the decision can affect how the poli-

cy is achieved. There may be, for in-

stance, a difference in the terms of the 

institutional capacity of the bureaucracy 

to manage various successful programs. 

Some receive greater support from poli-

tical elites and have access to resources, 

and some will be more able to overcome 

the numerous demands made on them. 

 

Based on the information and opinion sug-

gested by Grindle, the researcher suggested 

that the implementer of the rock mining per-

mit issuance program should be DPMPTSP 

assisted by the technical team from the 

ESDM Agency of West Java Province. How-

ever, the program implementer is still not 

optimal in carrying out its activities accord-

ing to their duties so that it inhibits in 

providing the permits in the Subang Regency 

area. 

 

6. Resources Committed  

The researcher raised questions, what re-

sources are required to support the effective-

ness of the issuing of rock mining permits 

after Law Number 23 of 2014 in the Subang 

Regency area and how are these resources 

available in the provincial government as the 

policy implementer? Informant 2 

(DPMPTSP) provided the answer:  

Resources needed are human resources, 

related to the number of personnel and 

personnel technical skill. The budget re-

lates to increasing benefits on human 

resources that carry out the task in the 

field of mining and permits. Integrated 

technology from PTSP Agency and relat-

ed technical agencies, so that all can be 

done online. From these resources, it is 

explained that the performance of re-

sources is not optimal, because there are 

still many employees who do not have 

technical qualifications and employees 

from Regency Government who still 

have the old mindset and empowered in 

their old locations, so that there are still 

causing the opportunity to deception 

outside standard operating procedures. 

Meanwhile, budget resources are not 

operational constraints because of what 

we need, the local government always 

responds. Regarding integrated technol-

ogy, there are still found constraints ac-

cording to the answers given. In the pro-

cess of permit issuance, due to the 

change of status of the PTSP Coordina-

tion Board into PTSP Investment Agen-

cy, DPMPTSP must have become the 

leading sector in providing the permit 

but the leading sector is still in the 

ESDM Agency. 

 

Informant 1 (officials of ESDM Agency of 

West Java Province) added “the human re-

sources must be fulfilled either in terms of 

number as well as quality. Up to now in 
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ESDM Agency, there was a lack of personnel 

in the field of mining”.  

In this matter, Grindle (1980) said: 

Decision made during policy formula-

tion may also show who will be charged 

by implementing various programs, and 

the decision can affect how the policy is 

achieved. There may be, for instance, the 

difference in the terms of the institutio-

nal capacity of the bureaucracy to ma-

nage various successful programs. Some 

receive greater support from political 

elites and have access to resources, and 

some will be more able to overcome the 

various demands made on them. 

 

Based on the answers of the informants and 

opinions by Grindle, the researcher conclud-

ed that the government has not provided op-

timal human resources. Consequently, this 

lack of human resources is one of the con-

straints in providing the services to the pu-

blic related to mining permits. 

 

7. Power, Interests, and Strategies of Actors 

Involved  

The researcher raised a question, who are 

involved in issuing the mining permit after 

the enactment of Law Number 23 of 2014 on 

Local Government? Informant 1 and 2 pro-

vided the answer:  

Those involved in issuing the mining 

permit after the enactment of Law Num-

ber 23 of 2014 on Local Government 

among others from Province are PTSP 

Investment Agency as issuer permit, 

ESDM Agency as a technical party and 

Environmental Agency and Local Reve-

nue Agency of Subang Regency. 

 

It is continued with the question, what inte-

rests are affected by regional government 

authority abolition policy in issuing the mi-

ning permit following Law Number 23 of 

2014 in the Subang Regency area? Informant 

1 and 2 (officials of ESDM and DPMPTSP 

Agency of West Java Province) provided the 

following answer:  

The affected interest is regency govern-

ment because with the enactment of Law 

23 there is an abolition of authority in 

Subang Regency related to mining per-

mits. The applicant initially feels shocked 

because there are many changes inhabits. 

Previously, applying regency to find it 

easier and faster because there are stages 

that can be bypassed such as in the stage 

of activity exploration can be skipped by 

only making exploration reports. But, 

with the shift of authority to the pro-

vince, the stages are enforced so strictly 

that they feel that the issuance of permits 

in the province is longer and more diffi-

cult. 

 

Later continued with the question, are there 

any problems that arise from the affected 

interests, and how to overcome the pro-

blems? Informant 1 (officials of ESDM Agen-

cy of West Java Province) provided the an-

swer:  

There is still a connotation of this per-

mits that it is money-making area so al-

most all regencies in Indonesia are not 

willing to switch to the province. There 

are many livelihoods lost but regionally, 

systematic and comprehensive arrange-

ments should be better. The purpose of 

the "money-making part" is that there is 

an interest in government regency perpe-

trators for personal economic interest. It 

could be the head of regency or perpetra-

tors in the regency.   

 

Then, it is continued with the question, how 

does the West Java Provincial Government 

overcome the problems? Informant 1 and 2 

(officials of ESDM Agency and DPMPTSP of 

West Java Province) provided the following 

answer:  

By creating an online system in the issu-

ance of mining permits where the contact 

between the applicant and the permits 
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manager becomes less. The only pro-

blem is the permits processes such as 

mining and the environment, The term 

of subjective documents which is the va-

lidity of the document needs to be test-

ed. Therefore, it is inevitable to the exist-

ence of contact due to the discussion of 

the document. This is the constraint of 

the online system so that not all can be 

done online.  

 

Informant 3 (Official of Environmental 

Agency of Subang Regency) provided the fol-

lowing answer:  

One of the influences is the changes of 

organization form that used to be in the 

form of the Environmental Board 

(BLH), now become an agency and 

joined with the sanitary sector and is 

now issuing environmental permit 

through DPMPTSP Subang Regency 

which is previously published directly by 

BLH Subang Regency. Meanwhile, if it is 

related to performance in the mining 

permit framework is still the same and 

we are even more glad that the authority 

has been moved to the province because 

providing recommendations have a long 

time to check the situation in the field. 

 

Informant 4 (Official of Local Revenue Agen-

cy of Subang Regency) provided the answer: 

If it is possible, we can collect taxes not 

related to permits such as land and 

building tax. In essence, they have ob-

jects that we can withhold its land and 

building tax. Similar to the mining acti-

vities, if they do activities, we can collect 

the tax.  Meanwhile, informant 7 (mine 

workers) provided the answer: usually 

the deception happens when handling 

the environmental permit and technical 

discussion in the branch agency. That is 

what I experienced. But if in PTSP In-

vestment Agency, I think there is no de-

ception, because they only accept ready-

made goods from the technical agency. 

Informant 6 (mine entrepreneurs) provided 

the answer:  

If for example, the process is not long-

winded, the faster it will be and the tax 

will be received faster. If this is hap-

pened, how to pay the tax? It will not be 

accepted. In the end, we coordinate with 

the local personnel and the mine area 

environment. 

 

Grindle (1980, p. 12) said:  

We have prepared the implementation 

to be a process of decision making that 

will involve various actors. In the admi-

nistration process, each given program, 

many actors are called to make specific 

public resource allocation choices and 

many other things may be tried to affect 

the decision. A brief list of people who 

might be involved in implementing a 

program will include national-level plan-

ners, national, regional, and local politi-

cians, economic elite groups, mainly at 

the local level, recipient groups, and bu-

reaucratic implementers at the middle 

and lower level. These actors are more or 

less involved in the implementation, de-

pending on the content of the program 

and the form provided. Each may have a 

special interest in this program, and 

each may try to achieve it by making de-

mands on the allocation procedure. 

 

 

Based on the information of the informants 

and opinions suggested by Grindle, the re-

searcher suggested his opinion that there is 

still a conflict of interest between DPMPTSP 

as an issuer permit with the ESDM Agency as 

a technical function that provides technical 

recommendations on mining permits. For 

this interest, DPMPTSP hopes that the issu-

ance of permit one roof is carried out by 

combining the technical office in one build-

ing with DPMPTSP so that there is a synergy 

in providing the mining permit service in the 

region. 
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8. Institution and Regime  

The researcher raised a question, how is the 

support from related agencies in the imple-

mentation of the policy for issuing rock min-

ing permits after Law Number 23 of 2014 in 

the Subang Regency area? Informant 2 

(DPMPTSP) provided the following answer: 

Until recently the institution which was 

the leading sector granting mining per-

mits in Subang Regency and West Java 

Province was ESDM Agency of West Ja-

va Province and it was supposed to be 

DPMPTSP as the leading sector. Thus, 

we still depend on the technical agency 

from ESDM and related to permits is-

sues, technical agencies are still not opti-

mal because the tasks of technical agen-

cies are more numerous in the field of 

supervision of mining management, so 

that in the case of permits it cannot be 

carried out optimally.  

 

Informant 6 (mine entrepreneurs) provided 

the following answer:  

Usually, the deception is when handling 

the environmental permit and technical 

discussion in the branch agency. That is 

on my perception. But if in the PTSP In-

vestment agency, I think there is no de-

ception because they only accept fin-

ished goods from the technical agency. 

 

In this matter, Grindle (1980, p. 12) said:  

What is implemented may be an out-

come from the calculation of political 

interest and groups competing for scarce 

resources, the response from the imple-

menter officials, and political elites. All 

interaction is in the given institutional 

context. Analysis of the special program 

implementation can be interpreted to 

assess the "power capacity" of actors. 

Their interest and strategy to achieve it, 

and the characteristics of the regime in 

which they interact. This would, in turn, 

facilitate the assessment of the potential 

to achieve the policy and objectives of 

the program. 

 

Based on the answers of the informants, the 

researcher suggested that the characteristics 

of institutions and regimes relating to the is-

suance of rock mining permits with the dis-

placement of this authority have not changed 

so that there are still characteristics wishing 

to be served and expecting compensation 

from the community in providing the permit 

services. 

 

9. Consistency and Responsiveness  

The researcher raised a question, is there a 

good refusal from the community or the 

Subang Regency Government related to the 

authority abolition of the Subang Regency 

Government related to the issuance of rock 

mining permit after the Law Number 23 of 

2014 in Subang Regency area? Informant 1 

and 2 (officials of ESDM Agency and 

DPMPTSP of West Java Province) provided 

the answer: 

In the beginning, many refusals occurred 

either by regency/city government also 

company and community that applied for 

permit application. The initial problem 

from regency/city is because they feel 

that their authority is eliminated mean-

while from the applicant because the per-

mits process were getting longer and 

more time including the policies being 

carried out increasingly strict. 

 

Informant 5 (village heads whose area co-

vered rock mining activities) said: 

We expect the permits process to be 

speeded up and the process should not 

be too complicated because once again 

from the community there are no pro-

blems related to mining activities and 

here there are needs of community also 

needs of villages government related to 

development issues. 

 

Informant 6 (mine entrepreneurs) provided 

the following statement:  
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If the regency that issues permits is fast-

er, as long as the money is available, it 

must be worked out, for example there is 

100 million rupiah, 200 million rupiah, 

it must be issued, but if the process is 

longer and more time spent in the pro-

vince and the money is also more, then it 

is just a lie.  

 

Grindle (1980, p. 13) said that: 

The other side of the policy problem and 

achieving the objectives of the program 

in a particular environment is respon-

siveness. Ideally, public institutions such 

as bureaucratic must be responsive to 

the needs of the most adequate for them 

to serve them. Besides, without suffi-

cient responsiveness during implemen-

tation, public officials who lose infor-

mation to evaluate the achievements of 

the program to be effective, then, imple-

menters must be skilled in the political 

arts and must understand well the envi-

ronment in which they strive to realize 

public policy and the programs. Related 

to compliance, Grindle stated in achie-

ving the objective. The officials faced 

two problems that highlighted the envi-

ronment interaction of the program and 

program administration. First, the offi-

cial must address the problem of how to 

achieve policy compliance. They must, 

for instance, obtain support from politi-

cal elites, and compliance of implement-

ing agencies, bureaucratic loading with 

program implementation from lower-

level political elites, and beneficiaries. 

 

Data of permits obtained from DPMPTSP 

West Java of 2019, there were found infor-

mation that during 2015 until 2018 the num-

ber of mining application from Subang Re-

gency area were 65 applications and from 

those number, only 12 permits were complet-

ed. The length of the issuance of WIUP rang-

es from 4 months to 18 months. 

 

Meanwhile, in the appendix of Minister of 

Energy and Mineral Resources Regulation 

Number 43 of 2015 states the issuance peri-

od of WIUP is 14 days, IUP Exploration is 14 

days and mining business permit of produc-

tion operations (IUP OP) is 14 days. West 

Java Governor Regulation Number 1 of 2018 

on implementation regulation of one-stop 

integrated services in its appendix states that 

the period of issuance of WIUP is 60 days, 

Exploration IUP is 30 days and IUP OP is 60 

days. 

 

Based on the informants’ information and 

opinions suggested by Grindle, the research-

er concluded that the consistency and res-

ponsiveness of the provincial government on 

the process of issuing permits after the Law 

Number 23 of 2014 was not optimal so that 

the issuance of rock mining permits in 

Subang Regency the area can never be com-

pleted according to the prescribed time. 

 

 

CONCLUSION 

Prior to the enactment of Law Number 23 of 

2014, Subang Regency Government in issu-

ing the mining permits is based on Local 

Regulation Number 7 of 2001 and most re-

cently changed to Local Regulation Number 1 

of 2014 on Non-metal Mineral and Rock 

Mining Business. The leading sector in the 

issuance of a rock mining permit conducted 

by the Subang Regency is the ESDM Agency. 

The issuance process of rock mining permits 

conducted by the ESDM Agency of Subang 

Regency is relatively simple so that the time 

of permits issuance is not long or around the 

3 months.  

 

After the enactment of Law Number 23 of 

2014, article 14 points a states that the im-

plementation of government affairs in the 

field of forestry, marine, including energy 

and mineral resources is divided between 

central and provincial governments. This im-
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plies that the Subang Regency authority has 

been lost its mining management. Next, 

West Java Province issued Local Regulation 

Number 6 of 2016 on the formation and ar-

rangement of regional apparatus of West Ja-

va Province and later issued West Java Gov-

ernor Regulation Number 62 of 2016 on 

main tasks, functions, unit task details and 

work procedures of DPMPTSP that makes 

DPMPTSP as a leading sector in the issuance 

of permits or not permits strengthened by 

Local Regulation Number 2 of 2017 on mi-

ning and mineral management. With the dis-

placement of authority, it causes longer and 

more time spent in the processing of rock 

mining permits in Subang Regency area, the 

causing factors are as follows: 

1. Long bureaucracy, involving the Environ-

mental Agency of Regency to environmen-

tal permit requirements, the Provincial 

ESDM Agency as a technical function and 

DPMPTSP as the party that issues the per-

mit; 

2. Increased and broader area coverage, be-

cause the province must serve all re-

gencies/cities; 

3. The types and benefits that are expected 

from the provincial government are not 

too influential on rock mining activities in 

Subang Regency because the community 

only hopes how mine entrepreneurs take 

into consideration the surrounding envi-

ronment and can support the community 

welfare around the mine; 

4. The corrupt culture of the implementer 

apparatus has not changed so that there 

are still needed transactions that require a 

large amount of cost in providing permit 

services mainly in the technical agency; 

5. Lack of support of technical agencies to 

the DPMPTSP as a leading sector of per-

mits and non-permits, so that there is of-

ten a non-synchronized schedule in tech-

nical discussion in providing the services 

to the community; 

6. Human resources are not sufficient in 

terms of quantity or technical capacity, 

either in the technical agency and 

DPMPTSP of West Java Province; 

7. There is still a conflict of interest between 

DPMPTSP as permit issuer with the ESDM 

Agency as a technical function that pro-

vides technical recommendations on min-

ing permits; 

8. The institution characteristics and regime 

related to the issuance of rock mining per-

mits with the displacement of this authori-

ty have not changed so that there are still 

characteristics of wishing to be served and 

expecting compensation from the commu-

nity in providing the permit services. 

9. Consistency and responsiveness of the pro-

vincial government on the process of min-

ing permits issuance after the Law Num-

ber 23 of 2014 is not optimal so that issu-

ance of rock mining permits in Subang Re-

gency area can never be completed within 

the specified timeframe. 

 

The social impact of authority abolition of 

regency/city government related to rock min-

ing activity after the enactment of Law Num-

ber 23 of 2014 in Subang Regency West Java 

Province, is not significant because the com-

munity around the area is greatly helped by 

the existence of mining activities. Also, the 

community has never seen whether those 

who carry out mining activities have a permit 

or not. In terms of environment, the impact is 

not significant because the mining entrepre-

neur prior to the activity conducts coordina-

tion with the local community and makes 

written agreements that are known by com-

munity leaders, village apparatus and sub-

district officials. So that, in doing mining ac-

tivities the mine entrepreneurs always pay 

attention to the surrounding environment 

and former mines can be utilized by the land-

owner as agricultural or plantation land. 

However, due to the length of the permit for-

mality process, the community who wish to 

work properly by taking care of the permit is 

disadvantaged. Consequently, many people 

decide to carry out mining activities without 
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permits. This will cause the revenue from 

rock mining not optimal. 

 

Based on the conclusion, the researcher pro-

vides suggestions for the effectiveness and 

optimization of rock mining permit issuance 

in Subang Regency as follows: 

1. Utilization of Information and Communi-

cation Technologies (ICT) in the coordina-

tion between DPMPTSP as the leading 

sector and ESDM Agency as a relevant 

technical agency in the issuance of a rock 

mining permit; 

2. Placement of technical office personnel 

relevant to mining permits in one office 

with DPMPTSP; 

3. Placement of technical branch agency in 

each regency/city of rock mining produc-

er; 

4. Capacity building of personnel in tech-

nical mining through training; 

5. Addition of technical personnel through 

personnel recruitment based on the re-

quired competence. 

 

Based on the results, the researcher offers 

recommendations to conduct further re-

search on the impact related to local revenue 

as the consequence of the shift of rock mi-

ning permit authority from Subang Regency 

to West Java Province after the Law Number 

23 of 2014 on Local Government.  
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the author's name must be followed by "et 

al." . 

There are two types of references, those are 

electronics and non-electronics sources. The 

reference examples are as follows: 

a.  Book 

1) Without the author’s name 

Employment the professional way: A 

guide to understanding the Australian 

job search process for professionally 

qualified migrants. (2000). Carlton, 

Australia: Australian Multicultural 

Foundation. 

2) One author 

Saidi, M. D. (2011). Hukum keuangan 

negara. Jakarta: Raja Grafindo 

Persada. 

3) Two authors 

 Hendriksen E. S., & Van Breda, M. F. 

(2002). Accounting theory. New York, 

NY: McGraw-Hill.  

4) Three to five authors 

 Albrecht, W. S., Albrecht, C. O., 

Albrecht, C. C., & Zimbelman, M. F. 

(2014). Fraud examination (5thed.). 

Boston: Cengage Learning. 

5) Six or more authors 

List the first six authors,.....and ended 

the last author without “&”.  

Siregar, B., Suripto, B., Hapsoro, D., 

Widodo, E., Herowati, E., Kusumasari, 

L., Nurofik. (2013). Akuntansi biaya. 

Jakarta: Salemba Empat. 
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b. E-book 

Jonick, C. (2017). Principles of financial 

accounting. Retrieved from https://

www.e-booksdirectory.com/details.php?

ebook=12161. 

c.  Books published by organizations or 

institutions 

 Ikatan Akuntan Indonesia. (2011). Standar 

profesional akuntan publik. Jakarta: 

Salemba Empat.  

d.  Journal Article 

1) Printed Edition 

 Journal with volume and number 

Gumanti, T.A. (2001). Earnings 

management dalam penawaran saham 

perdana di Bursa Efek Jakarta. Jurnal 

Riset Akuntansi Indonesia, 4(2), 165-

183. 

Journal with volume 

 Elliston, F.A. (1982). Anonymity and 

whistleblowing. Journal of Business 

Ethics, 1, 167-177. 

2) Online Edition 

Lowe, D. J., Pope, K. R., & Samuels, J. 

A. (2015). An examination of financial 

sub-certification and timing of fraud 

discovery on employee whistleblowing 

reporting intentions. Journal of 

Business Ethics, 131(4), 757-772. doi: 

10.1007/s10551 -013-2020-8. 

e.  Thesis/Dissertation 

 1)  Unpublished thesis/dissertation 

 Ramadhany, A. (2004). Analisis faktor-

faktor yang mempengaruhi 

penerimaan opini going concern: Studi 

empiris pada perusahaan manufaktur 

yang mengalami financial distress di 

Bursa Efek Jakarta. (Unpublished 

master’s thesis). Universitas 

Diponegoro, Semarang. 

 2) Thesis/dissertation from online 

database 

 Burger, M. A. (2012). Accounting 

measurement and beta risk measures. 

Retrieved from ProQuest Digital 

Dissertations. (UMI No. 3522298).  

f. Magazine 

For magazines that are published monthly, 

the date of publication consists only of year 

and month. But for magazines that are 

published weekly, the exact date of 

publication is provided. 

 Sianturi, H. R. (2019, Januari). 

Memanggul beban utak atik harga BBM. 

Gatra, XXV(9), 92-95. 

 Hamel, G., & Zanini, M. (2018, November-

December). The end of bureaucracy: How a 

Chinese appliance maker is reinventing 

management for the digital age. Harvard 

Business Review, 96(6), 51-59. 

g.  Newspaper 

1) Printed Edition 

 Sutaryono, P. (2019, Januari 3). 

Tantangan perbankan 2019. Kompas, 

p.6. 

2)  Online Edition 

 Zain, W. (2018, June 8). Behind the rise 

of income inequality in Indonesia. The 

Jakarta Post. Retrieved from http://

www.thejakartapost.com/

academia/2016/06/08/behind-the-rise

-of-income-inequality-in-

indonesia.html.  

h.  Internet Documents 

Dawson, J., Smith, L., Deubert, K., & Grey-

Smith, S. (2002). Trek 6: Referencing, not 

plagiarism. Retrieved from http://

www.academicworld.com/referencing-not-

plagiarism.html. 

7. The Editorial Board and Managing Editor 

reserve the right to amend, refine the article 

as long as it does not alter the substance of the 

article. The article which is inappropriate with 

the JTAKEN writing guidelines will be 

returned to the author before the reviewing 

process. 

http://www.academicworld.com/referencing-not-plagiarism.html
http://www.academicworld.com/referencing-not-plagiarism.html
http://www.academicworld.com/referencing-not-plagiarism.html
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PUBLISHING WITH JTAKEN:  

STEP BY STEP 

 
The author submits the article via Open Journal Systems (OJS) on jurnal.bpk.go.id page. To make 

submission, the author must have a user account and registered as a user. 

 

User Registration 

a. Registration process is started by clicking "register with this site" button on the register page. 

 

b. Authors are required to fill out a form that includes language, username, password and profile. 

Figure 1. JTAKEN Home Page for Registration  

Figure 2. Author Registration Form Page  



ONLINE SUBMISSION GUIDELINE  

  

c. Click "Confirmation" to get your username and password sent to author’s email. Next on "register 

as" section, click the "reader" and "author" then click "register" to complete registration.  

 

 

Article Submission 

These are the following steps to make an online submission for the article:  

a. After log in you will be directed to your Author’s User Home Page. To start the submission, click 

“New Submission”. 

 

b. Article submission consists of five steps, including start, upload submission, enter metadata, upload 

supplementary files, and confirmation. At the first step, the author can download the Curriculum 

Vitae (CV), and Statement of Authenticity and Copyright Release. Besides, the author can give com-

ments to the Editor before click "Save and continue". 

 

 

Figure 3. Author Registration page 

Figure 4. Page “New Submission” 
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c. The second step is uploading the article file. This page provide instructions to submit the article. 

The type of uploaded is Microsoft Word.     

d. After that, the author must fill the article metadata. Metadata is information about the submitted 

articles, including author information, article title and abstract, indexation, and references that has 

been used. Author can change metadata during the article review process. The more complete 

metadata, the easier the author's indexing/citation process will be. Some points that must be con-

sidered in filling metadata are: 

 Author whose name consists of one word have to fill in his/her name in last name. First name 

can be filled with repetitions of last name or filled with dots or hypens. 

 If the author is more than one person, then click the "Add Author" button to add Author’s infor-

mation.  

 By clicking the up and down arrows (↑ ↓), articles with multiple authors can be arranged by 

the author's order. The arrow will change the author’s position of the first, second, and so on. 

 At the end of each author column, author can find the delete function. 

 The author has to write abstract using the language according to the article written.  

 List the “keywords” in keywords column at the indexing section and separated with a semicolon. 

 Fill in all references or bibliography that become references to journal articles. Then click “Save 

and Continue” to proceed to the next step.  

Figure 5. “Starting the Submission” page 

Figure 6.  “Uploading the Submission” Page 
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e. On the fourth step, author must upload supporting documents such as research instruments, re-

search data, figures, or tables if needed. The author also uploads the required supporting docu-

ments such as Curriculum Vitae (CV), Statement of Authenticity and Copyright Release. Then click 

"Save and Continue" to proceed to the next step.  

Figure 7. Page to add author 

Figure 8. “Title, Abstract, Keywords, and Reference” Page 

Figure 9. “Uploading Supplementary Files” Page 
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f. On the final step, the summary of all files uploaded will be displayed. To complete the article sub-

mission, click "Finish Submission". 

 

Monitoring The Submitted Article 

After doing the five steps, the author can see the status of article by clicking "active submission" on the 

user home page. On this page, you can see the status of the article is "awaiting assignment" (waiting 

for assignment). Furthermore, the progress status of the article can be seen on this page too. 

The Steps Passed By Each Submitted Article Are: 

1) Awaiting Assignment: the submitted article is waiting to be examined by the editor or section editor. 

The author cannot delete or cancel submissions from the system if the article is proposed in this 

status. 

2) Queued for Review: the article is in the queue for review process. The author will receive a notifica-

tion about the results of the review decision. 

3) Queued for Editing:  the review process has been completed and the article is in editing process. 

4) In review: the article is in the review process which will result in a decision: 

a) Revision required: articles need minor revision by the author and must be   sent back to the edi-

tor. 

b) Resubmit for review: articles need major revision and reviewers need to review again. 

Both of those decisions can be changed to accepted or declined. 

c) In editing: accepted article without revision and in editing process. 

5) Decline: if the article is rejected, the article will be automatically removed to archive. If the author 

wants the article to be accepted then the author has to resubmit the article according to the advice 

of the reviewer.  

Figure 10. “Finish Submission” Page 
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The Revision of Article 

Article that has been reviewed and need to be revised, will be sent back to the author. The author will 

receive notification and some notes via email. Some steps to revise the article are: 

a. Click the article title on the "Active Submission" page, then click the "Review"  button. 

b. Next, the author must download the article file from the "editor version" on the "Review" page. 

c. After that, the author revises the article according to editor’s notes and uploads again through the 

"Upload author version" Editor will automatically receives a notification if the article has been 

sent/uploaded. 

Figure 11. “Active Submissions” page 

Figure 12. “Review” page 

Fig. 13 Downloading and uploading revised article 
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Copyediting  

After the author has finished their revised article and stated accepted (Accept Submission), the next 

step is copyediting. The author will accept an e-mail/notification from editor to review the article. 

Some steps to see copyediting result are: 

a. Click the article title that will be revised on "Active Submission" page. Then click the "Editing" page. 

b. The author can see and download files from the Editor on the "Initial Copyedit" section and re-

checks the article. The author can accept/reject any changes made by the editor in this step. 

c. The author uploads the article file again on "author copyedit" section. Click on the "e-mail" icon to 

send a notification e-mail to journal editor.  

 

Proofreading 

The next step after copyediting is proofreading. The author will receive an e-mail/notification from layout editor 

informed that the layout already finished and uploaded the galley. The author can do proofread at following 

these steps: 

a. Click the selected article title on "Active Submission" page. Then click "Editing"   page. 

b. The author can see if the intial galley already correct by click “view proof” on galley format in 

“proofreading” section.  

c. The author can write suggestions and add comments on the proofreading corrections feature. After 

checking the view proof, the author must review the article metadata by clicking "review metada-

ta". 

d. The author will finish the process by clicking “complete”. This is the last step before the article 

published.When the journal has been published, the author will receive a notification.  

 

 

 

Figure 14. "Copyediting” page  
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Figure 15. “Proofreading” page 
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