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ABSTRACT
Until now, financial management at local level is currently showing less
satisfactory results. This is evident from results of the Local Government Financial
Report audit. Poor financial management at local level in Indonesia can also be seen
from various cases of corruption that occurred. Nowadays, in Indonesia the
eradication of corruption becomes a very crucial and important focus. Even, the
absence of corruption sets a benchmark for successful governance within a country.
Therefore, to create good and healthy governance, it is necessary to apply risk
management by having audits conducted by auditors, particularly internal auditors. A
risk-based internal audit approach is an alternative to performing the audit function
in order to run effectively and efficiently. Findings of this research suggest that
successful implementation of risk-based audit is determined by several factors, such as
the role of internal auditors, commitment of the top management, and professional
development. Based on the research findings, it is expected that local governments
will start considering the role of the internal audit function and there is a need for
commitment of the top management, especially local heads, local government
organization heads, and inspectorate heads.
Keywords: Corruption, Risk-Based Internal Audit, Role of the Internal Audit
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1. INTRODUCTION
Financial management at local level is an activity that will affect an improvement in the
welfare and prosperity of the Indonesian people and nation. The Law No. 1 of 2004
concerning State Treasury, Article 58, reads “In order to improve the performance,
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transparency, and accountability of state financial management, one of the units in charge of
auditing and responsible for internal control of the government and implementation of local
government is the Government Internal Supervisory Apparatus (Indonesian: Aparat
Pengawas Intern Pemerintah, abbreviated as APIP). The function and authority of APIP are
to supervise governmental affairs at local level. Supervision of regency/city governments is
carried out by regency/city inspectorates, which are directly responsible to the regent/mayor.
Inspectorates, in this context, are regarded as the right-hand man of the local head that
perform the supervisory function prior to an external audit. APIP of a particular inspectorate
is expected to serve as a consultant and a quality assurer, where in the execution of its duties,
the majority of measures it has to take are preventive in nature.
Until now, financial management at local level is currently showing less satisfactory
results. This is evident from results of the Local Government Financial Report (Indonesian:
Laporan Keuangan Pemerintah Daerah, abbreviated as LKPD) audit. Poor financial
management at local level in Indonesia can also be seen from various cases of corruption that
occurred. Nowadays, in Indonesia the eradication of corruption becomes a very crucial and
important focus. Even, the absence of corruption sets a benchmark for successful governance
within a country. Therefore, to create good and healthy governance, it is necessary to apply
risk management by having audits conducted by auditors, particularly internal auditors. A
risk-based internal audit approach is an alternative to performing the audit function in order to
run effectively and efficiently. APIP in regency/city inspectorates remains failed to perform
its supervisory function effectively. For example, results of the audit by the State Audit Board
(BPK) concerning the implementation of local budget management of regency/city
governments in North Sumatera still discovered a number of frauds which APIP in
regency/city inspectorates could not identify, which indicates that APIP in inspectorates has
not been able to perform its roles and functions properly and shows APIP’s inability to assess
and detect potential frauds. An improvement in the ability to perform audit risk management
will affect the quality of the report of the internal audit conducted by APIP and enable BPK to
perform its duty more easily while conducting a general audit.
Such a condition of the poor internal monitoring function allegedly results from the use of
an approach which should be obsolete to perform the audit. As stated previously, local
government internal supervisors had better begin to apply the Risk-Based Internal Audit
(RBIA) approach, which is a risk-based approach to internal control. This research tries to
examine the effects arising from the roles of internal auditors, commitment of the top
management, and professional development on successful implementation of the risk-based
internal audit in regencies/cities in North Sumatera Province.

2. LITERATURE REVIEW
2.1. Process-Based Audit
A shift in the auditing approach, i.e. from a system-based audit to a process-based audit, and
currently to a risk-based internal audit, causes many researchers to conduct research into a
risk-based internal audit. For example, research conducted by Eshikhati (2012); Kirogo et al.
(2014); Nyarombe et al. (2015); and so on. Eshikhati studied factors affecting implementation
of the public sector risk-based audit in Kenya. Eshikhati’s research focused on five key
factors: the internal audit function, commitment of the top management, training, the policy
framework, and the communication process. The risk-based internal audit (RBIA) is found as
a complex process that tends to continue for several years. The successful RBIA
implementation requires careful planning and implementation. Research findings suggest that
a risk-based audit enhances transparency, accountability, and responsiveness to local
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expenditure policy priorities and covers almost all aspects of financial management at local
level (Burhan et al., 2015a; 2015b; Muda & Naibaho, 2018 & Muda & Hutapea, 2018). It is
revealed that perceptions of the role of the internal audit function largely affect the adoption
of RBIA.
An internal audit examination is designed to ensure compliance with the appropriate audit
procedures. In order that RBIA can be adopted properly, the top management play a vital role
in the process of RBIA implementation because they have to make sure that resources are
available for the internal audit function. Human Resources (HR) significantly affect the
adoption of RBIA. Human resource support is very important because the RBIA process itself
is implemented by them. This commitment must be illustrated through actions so that they
must develop trust in it and act as role models for others in the organization to follow and
support it. They must ensure the availability of resources as this will help alleviate the job of
auditors and accelerate the implementation at the right time. Then, findings of the research by
Nyorambe et al. (2015) suggest that risk assessment helps to detect risks and improve
financial performance in insurance companies. Risk assessment helps minimize risks, and
improves transparency and accountability so as to improve the financial performance of
insurance companies in Nakuru City. Internal auditors’ understanding of the risks facing
insurance companies, risk assessment consideration in identifying wrongdoings, statement
from auditors of the work environment being assessed and the risk management, involvement
of auditors in the process of risk evaluation and identification of changes made by auditors
that affect a company’s financial performance. Lastly, research by Nyorambe et al. reveals
that there is a strong and positive relationship between risk assessment and financial
performance of insurance companies in Nakuru City.

2.2. Risk-Based Internal Audit
The risk-based internal audit (RBIA) approach is a method adopted by auditors to determine
which audit procedures to be performed, i.e. based on the risk or an indication of a greater
possibility that a transaction or the level of transaction, account or balance, and/or disclosure
of misstatements, that enables auditors to realize the audit objective. Evaluation and
consideration of the risk-based internal audit approach are the consequences that normally
arise from attempts to improve and develop services performed by the auditing profession.
The risk-based internal audit theory is applied to the internal control and risk management
system, which requires all departments to build awareness of risk management, identify risk
control points, take the right measures to control, and record various types of risk control, and
perform the risk-based internal audit that provides important data (Doolin and Lawrence,
1997). According to this theory, it is the management that should perform the tasks of
identifying and managing risks, while one of the major roles of an internal audit is to provide
assurance that such risks are well managed (Alexander, 1991). Professional internal auditing
activities can achieve their mission as the cornerstone of governance by positioning their work
within the context of an organization’s risk management framework. This involves looking at
the ways managers identify, assess, respond, and report risks, and how well they monitor how
responses to the risks work. Internal auditors must have a paradigm that is aligned with the
goals of an organization. The ways they work have to be tailored to the demands of
stakeholders as well, including the management. For the management, the topic that interests
them most is the topic on effective ways to achieve the predetermined goals. The management
should be aware that they will have to deal with risks regardless of the method they choose.
However, the management certainly expect the smallest risk possible, even though it will be
impossible to remove it completely. The objective of internal auditors now is to support the
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management to minimize the resulting risk, resulting in the emergence of the concept of riskbased internal auditing (RBIA).
Why should internal auditors change their paradigm? Since the beginning, they have
become part of the organization and function in favor of the management, have not they? It is
true that internal auditors have been designed to be part of the organization and to support the
management. Therefore, internal auditors should have the same language and orientation as
those of the management. Unfortunately, the former paradigm of an internal audit does not
use the same language as that of the management. The former paradigm that puts emphasis on
the control-based aspects is no longer deemed relevant because it is not directly connected
with the focus of the objectives set by the management. Focusing on the control-based aspects
may direct auditors to areas/sectors that are actually not the focus of the management’s
objective, making results of the internal audit do not directly affect the achievement of
objectives. In addition, there is every likelihood that the outcome is merely a list of
supervisory shortcomings along with recommendations for additional supervision that are
considered to increase the management’s workload. Although auditors already focus on risks,
the management still require assistance in terms of control-related issues. But, the priority is
on control that directly affects the achievement of their objectives. In fact, internal auditors
are required to have higher abilities in order to be able to link between control and the goals
and risks of the organization as a whole. Thus, RBIA turns internal auditors’ perspective into
a more bigger and comprehensive one. Griffiths (2006) states that there are 3 stages in the
implementation of RBIA, namely:


assessing the maturity level of the enterprise risk management process



creating an audit plan



implementing the individual assurance audit.

2.3. Determinants of Successful RBIA Implementation
Over the past three decades, criticism about performance of the government has emerged
worldwide from the whole political spectrum. Critics think that the government is inefficient,
ineffective, overpriced, overly bureaucratic, burdened by unnecessary regulations,
unresponsive to the decretive expectation and needs of the public, undemocratic, invasive
towards the personal right of the citizens, concerned about itself, and failed to provide service
quality the taxpayer community deserve (Callender and Mathews, 2000 & Nasir et al., 2017).
Based on the foregoing, an adequate internal audit is required. Implementation of a risk-based
internal audit approach can work best if supported by the following factors.

2.4. The Role of the Internal Audit Function
For many, the role of the internal audit function remains a complete mystery. This is evident
from the history and existence of the internal audit function in the local government. One the
one hand, the internal audit function helps local heads to supervise the execution of the
budget, but on the other hand, it seems that internal auditors have no independence. In the
event that misappropriation in the execution of financial management at local level is
undertaken by a local head, the inspectorate cannot function optimally to give a reprimand.
Internal auditors of a local government were formerly called Bawasda and now they are
referred to as Inspectorate. Strategies to modernize the internal audit methodology have
managed to cause a shift in the operation of the internal audit department in the public sector
from post-dominated audit mapping activities to risk-based approaches that focus on
contributing to broader organizational goals. Such a shift has resulted in a more effective and
strategic focus in its operations; implementation of internal audit standards and best practices
http://www.iaeme.com/IJCIET/index.asp
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promulgated by the Institute of Internal Auditors (IIA) and improved governance through the
establishment of an audit and risk management committee. RBIA provides a system for
determining priority in the event of competition over limited resources. As a fundamental
measure towards forward-looking, proactive, accountable, and innovative public services, all
heads of public institutions should be required to develop and implement a risk management
framework.

2.5. Commitment of the Top Management
The main prerequisites to successfully change an approach into a risk-based internal audit
approach are strong and active leadership support and better governance structures. The
agreement and active participation of the internal audit head (inspector), senior management
(local government organization heads), audit staff, accounting staff, and senior operational
management should be turned into a climate that encourages independent evaluation of the
effectiveness of risk management, control, and governance (Van Gansberghe, 2005). The top
management is involved in designing an information system to be adopted by the organization
in which they affect the variable the environment that is most likely to be noticed within the
organization (Sandelands, 1994). They are also required to provide timely and accurate
feedback on performance and performance of the organization. The individual business units
of the organization used by auditors to provide certainty.

2.6. Training
In the broad sense, the definition of training includes any efforts undertaken within or outside
the organization to improve knowledge and skills related to the work of both managers and
employees (Kitching and Blackburn, 2002 & Erwin et al., 2018). Although this definition
captures important parameters, Skills Assessment Report (2002) also emphasizes specifically
the need to differentiate between formal and informal training approaches. Kimwele (2011)
notes that the public sector generally undergoes a shortage of skilled labor, and efforts to
improve skills at the government level are often frustrating. In the corporate sector, risk
management and a risk-based internal audit were implemented previously. Abdullah and AlAraj (2011), in their research, the audit of the traditional audit business history undertaken in
Jordan with a view to establishing the audit approach currently used by auditors in Jordan; the
absence of adequate training in RBIA implementation, inability to evaluate business risks
objectively, lack of professional efficiency among auditors and the absence of professional
standards governing the RBIA approach. The conclusion that RBIA is a consultant rather than
an audit approach and lack of clarity on business risks affect implementation and training in
relevant areas is recommended.

2.7. Research Design and Hypothesis
The present research employs a quantitative approach. The team of researchers tried to use a
quantitative approach where the factors under study were hypothesized from previous studies.
Based on the previous description, the research design is illustrated as follows:
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Figure 1 Research Design

Based on the background to the research and the literature review, the team of researchers
tried to formulate the following research hypothesis: “The role of the function of an auditor,
commitment of the top leadership, and training affect the success of the risk-based internal
audit implementation in regencies/cities in North Sumatera Province.”

3. RESEARCH METHOD
The research population consist of all internal auditors of the inspectorates of Serdang
Bedagai Regency, Dairi Regency, Binjai City, and Tebing Tinggi City. In addition, in this
research, the team of researchers also used informants understanding the research conducted
(Achmad et al., 2017 & Badaruddin et al., 2017). The researchers used primary data to
directly obtain information about the implementation of the risk-based internal audit process.
In addition to the qualitative approach, this research also employed a quantitative approach to
answer the proposed research hypothesis (Syahyunan et al., 2017). To prove the hypothesis,
the research team used the method Structural Equation Model (SEM) coupled with the
software Smart PLS. The research variables consisted of Implementation of the Risk-Based
Internal Audit as the dependent variable and the independent variables (1) Role of the
Function of an Auditor, (2) Commitment of the Top Management, and (3) Training. Those
variables were measured using a Likert scale, i.e. an attitude scale indicating the extent to
which respondents agree with the statements proposed in the list of questions (Muda et al.,
2018a; 2018b; 2018c; 2018d; 2018e ; 2018f & 2018g). To analyze the research data, the
approach Partial Least Square (PLS) was used. PLS is an equation model of the Structural
Equation Modeling (SEM) which is based on components or variants (Muda et al., 2017;
2017b; Muda, 2018b & 2018c). PLS is an alternative approach that shifts from a covariancebased SEM approach to a variance-based SEM approach.

4. RESULT & DISCUSSION
4.1. Result
After processing characteristics of the data and descriptive statistics in general, the researchers
then performed advanced analysis using Structural Equation Model (SEM). The data obtained
in this research were analyzed using the approach Partial Least Square (PLS). The outermodel test began by estimating or predicting the parameters (Erlina et al., 2017a & 2017b;
Lubis et al., 2017; Nurlina & Muda, 2017; Agustina et al., 2018; Nasution et al., 2018; Lubis
et al., 2018; Tripriyono et al., 2018; Kesuma et al., 2018A & 2018b & Muda, 2018a). The
especially by calculating PLS algorithms with the following results:
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Figure 2 Display of the PLS Output

Based on results of the outer-model test, which included the convergent validity test, the
discriminant validity test, and the reliability test, it can be concluded that all indicators used to
measure each variable are valid and reliable (Azlina et al., 2017; Dalimunthe et al., 2017;
Ferine et al., 2017; Hasan et al., 2017; Handoko et al., 2017; Hutagalung et al., 2017;
Sirojuzilam et al., 2017; Sihombing et al., 2017; Nurlina & Muda, 2017; Sadalia et al., 2017
& Pohan et al., 2018), based on the research’s conceptual framework. The structural model in
the PLS was evaluated using R-square for the dependent variable and the value of the
coefficient for the independent variables whose significance were then assessed based on the
t-statistic value of each path. The PLS results in assessing the value of the path coefficient and
R-square can be seen in Figure 2 and Table 1.
Table 1 The Value of t–Statistics
Exogenous

-->

Path
Analysis

Endogenous

Role of the Function of
--> RBIA Implementation (Y)
Internal Auditors (X1)
Commitment of the
RBIA Implementation (Y)
-->
Top Management (X2)
Training (X4)
--> RBIA Implementation (Y)
Source : SMART PLS Result (2018).

t-Statistics

p Value

Conclusion

0.452

4.455

0.000

Accepted

0.479

4.066

0.000

Accepted

0.049

0.855

0.393

Rejected

Based on Table 2 above, the resulting structural equation is:
RBIA Implementation = 0.452 Role of the Function of Internal Auditors + 0.479
Commitment of the Top Management + 0.049 Training

4.2. Discussion
Findings of this research suggest that the success of the implementation of the risk-based
internal audit is determined by the role of the function of internal auditors and commitment of
the top management. As for the variable training, it has no significant effect on the success of
the RBIA implementation. Based on results of the interviews, some respondents indicated that
local government organizations are not yet ready to be audited using the risk-based approach.
In addition, the research team concluded that some of the respondents lacked understanding of
RBIA, thus failing to explain the process to implement the Risk-Based Internal Audit. In an
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attempt to improve RBIA implementation, respondents recommended strengthening
supervision of the performance of auditors, improving supervision quality across all local
government organizations, improving education of audit practitioners, introducing new audit
standards, and educating the public about the function of an audit and the job of an auditor.
The majority of the respondents recommended educating users as an approach to improving
their understanding and reducing perceptual differences. Overall, the main solution lies in
enhancing the level of independence and responsibilities of auditors using more punitive
measures to reduce government reporting scandals thereby paving the way for improved audit
quality.
Respondents dealt with challenges and there is a common misconception about the ways
auditors determine some audit procedures in the course of an audit. They thought that they
lacked independence in performing their duties, found it hard to undertake more focused
supervision over an activity they deem to be highly prone to wrongdoings and frauds, and
dealt with a condition where local government organizations accused inspectorates of
exaggerating when they are trying to identify any wrongdoings and/or frauds. On the other
hand, audit report users have high expectations for the inspectorate to discover and follow up
on audit findings. Inspectorates often felt disappointed due to the absence of any follows-up
to the audit findings. Respondents perceived that their role in internal audit has limitations.
Severe criticism and litigation against inspectorates as the officials in charge of an audit
indicate a gap between what the public expects from auditors and the perceived performance
of auditors by the organization. Commitment of the top management is deemed vital for the
whole local government organizations for effective RBA implementation. Employees at all
levels of the organization thought that the top management did not provide adequate support
in connection with the implementation of RBIA. They recommended internalization of the
principles of strategic risk management in order that all employees can work more effectively.
Inappropriate training can lead to lack of commitment to the right work procedures, poor
supervision, and demoralized personnel. This may mean that the level of service provided
within the organization does not conform to the standards, thereby requiring changes.
Managers at every level of the organization are responsible for ensuring that employees have
the skills required to perform the necessary work. Carrying out these managerial tasks
includes providing effective training to team members in the existing work policies and
procedures as well as standards and regulations, and identifying the need for skill-based
training and ensuring that such training is available for those employees who need it.

5. CONCLUSIONS AND SUGGESTIONS
5.1. Conclusions
Until now, financial management at local level is currently showing less satisfactory results.
This is evident from results of the LKPD audit. Poor financial management at local level in
Indonesia can also be seen from various cases of corruption that occurred. Nowadays, in
Indonesia the eradication of corruption becomes a very crucial and important focus. Even, the
absence of corruption sets a benchmark for successful governance within a country.
Therefore, to create good and healthy governance, it is necessary to apply risk management
by having audits conducted by auditors, particularly internal auditors. A risk-based internal
audit approach is an alternative to performing the audit function in order to run effectively and
efficiently. Based on results of the analysis of the research data, it can be concluded that the
research findings suggest that there are 2 factors with the most dominant effect on the success
of the Risk-Based Internal Audit implementation in local governments, namely (1) the Role of
the Function of Internal Auditors, and (2) Commitment of the Organization.
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5.2. Suggestions
Based on the research findings, it is recommended that local governments implement the
Risk-Based Internal Audit, by firstly considering the position of internal auditors within the
organizational structure and specifying their rights and obligations more clearly. In addition,
the most important aspect to note in the implementation of the Risk-Based Internal Audit is
the commitment of the top management.
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