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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.
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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, Palyi, Németh, &
Mészaros, 2016; INTOSAI, 2013a; Kaya &
Coskun, 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
(INTOSALI, 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; Ramirez &
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. [jeoma 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; [jeoma & 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. Daujotaité and
Macerinskiené (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; Rios,
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
(INTOSALI, 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

Table 1. Focus of Existing Public Sector Audit

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

Focus on measuring and evaluating

1,2,5,7,8,10, 13, 15, 16,17, 22, 27

Focus on compliance aspect

1,11,12, 13,19, 20, 23, 24, 25, 26, 27, 6

Focus on financial aspect

1,2,4,8,10,12,13, 15,17, 19, 20, 26

Focus on completed programs

All
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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

100% —— —
12.20% 9.76%  12.62% .
90% s W 18.85% —20.58% 55 gyo; 21.83% 21.40%
80% -
70% 5 % 3 % 3 i 2 2 %
60% - s34 3384% 3pE8y; -
50% -
40% -
30% - 5
S5468%
5 % 4 0% 4
>0 | AR N N A0.48% 46.86%
10% -
0% -
2010 2011 2012 2013 2014 2015 2016 2017 2018
1,262 | 1,609 | 1,331 | 1,259 | 1,321 | 1,370 | 1,300 | 1,136 | 1,196

Year and Total Number of Audits

m Financial audit

m Compliance Audit

Performance Audit

Figure 1. Proportion of SAl 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

100%

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-
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o

o
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Figure 2. Proportion of Cases Presented in SAl 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. Ri,
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 Ri4
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 SAT’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

Table 2. Summary of Responses for Theme Promote Development Effectiveness

Description

Interviewees

1. Provide solution and preventive measure

a. Focuses on attainment of program objective with audit
recommendation

b. Minimizes risk of failures

1,2,3,4,5,6,7,8,10,11, 12, 13, 14, 15, 16, 22, 24, 25, 26

1,4,6,7,21,27

2. Create sound environment for development

a. Improves internal control system
b. Itis not only about fighting corruption and finding mistakes

c. More attention should be given on preventing fraud

3,5,11, 12, 14, 16, 24, 26, 27
6,11,13,14,23,24
3,7,14, 26

3. Produce useful information for decision making
a. Provides foresight

b. Provide important information

3,4,6,9,11,12, 16, 17, 18, 19, 20, 23, 26

2,3,4,12,14,15, 16, 18, 19, 20, 27
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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 SAT’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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