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Abstract. Tax reforms undertaken by developing countries are reflected in, among other things, three aspects of the tax system, 
namely obtaining increased revenues, distributing equity of tax expense and having effectiveness and efficiency of tax 
administration. Tax administration plays an important role to realize the tax potential into real take. Therefore, an easy and simple 
tax administration needs to be concerned in designing an ideal tax system. Currently the Indonesian government has prepared the 
revision of the Value Added Tax law. Failure to attain minimum receipts of 4% GDP in 2016 on 10% VAT tariff partly was due to 
the ineffectiveness of tax administration to increase voluntary compliance and inefficiency on VAT collection. Taxation increases 
the administrative burden of the Directorate General of Taxes and compliance and weakens the cash-flow and competitiveness of 
Taxable Person. The current VAT collection is an account tax, and therefore, the compliance rate should be related to the busisness-
income tax. The indirect substraction method system with the tax invoice credit mechanism provides an audit trail in the compliance 
audit because basically the VAT selection avoids cascading effect by applying a tax credit paid as a recouping effect on Input Tax. 
However, the Taxable Person still has to prepare two invoices, namely commercial invoice and tax invoice. Therefore, supervision 
and administration of VAT without IT based in the network (online system) will automatically look tough. In the upcoming 
Indonesian VAT reform, Taxable Person will fully use the single invoice system (integration of tax invoices to commercial 
invoices). The use of single invoice will still be compatible with the VAT invoice credit system and able to provide correct 
theoretical results with minimal administrative costs. 
 

INTRODUCTION 

Value Added Tax (VAT) revenue are the mainstay of many countries and are on the rise. 

Through the mechanism of calculating the "credit method", it is said successful in fiscal systems 

in more than 130 countries worldwide, including every country member of the Organization for 

Economic Co-operation and Development (OECD) except The United States. On average, VATs 

provide about 18 percent of total tax revenues in OECD countries, making them an important 

source of government revenue (Grinberg, 2006). 

In the last four years during the period of 2012 to 2015, the realization of VAT revenues 

in Indonesia continued increasing. In 2012 the realization of VAT revenue amounted to Rp.337.58 

trillion, rose to Rp384.71 trillion in 2013, Rp. 409.2 trillion in 2014 and Rp 422.7 trillion in 2015 

(Kontan, 2017). However, the application of electronic tax invoices (e-invoices) and the 

application of tax amnesty since July 2016 have not been able to increase the acceptance of VAT. 

Even the temporary VAT realization until December 31, 2016 decreased to Rp.410.5 trillion, going 

down 3.12% compared to 2015 (Kontan, 2017). The decrease of VAT revenue is partly due to the 

                                                           
1 Titi.putranti@gmail.com 

. 



2 
 

repayment of overpayment VAT and indicates that e-invoice implementation still does not have 

an impact in the administration of VAT implementation. However, the trend in 2017 shows that 

VAT revenue in Indonesia reached Rp 478,4 trillion or rose 100,6% from the target of VAT 

revenue of Rp 475,5 trillion (Detik, 2018). However, if the realization of VAT revenue is compared 

to Gross Domestic Product (GDP), it shows a decline. In 2013 GDP amounted to Rp 9.084 trillion 

with a VAT ratio of 4,24%, in 2014 GDP was Rp 10.543 triliun with a VAT ratio of 3,88%, then 

in 2015 GDP was Rp. 11.147 trillion with a VAT ratio of 3,80% (klinik pajak, 2016; Kontan, 

2017).  

As the second country in Asia which collects sales tax based on VAT system after South 

Korea since 1977, Indonesia has implemented full- fledged VAT system on production and 

distribution lines of goods and services including retail sector since 1985. In line with what Ebril 

said (2001) “The key features of the VAT are that it is a broad-based tax levied at multiple stage 

of production, with – crucially – taxes on inputs credited against taxes on output. That is, while 

sellers are required to charge the tax on all their sales, they can also claim in a credit for taxes that 

they have been charged on their input”. Although theoretically VAT/GST must be collected 

starting from importation and reaching all production and distribution lines including retailers, but 

in practice with various considerations to the taxation jurisdiction, VAT may be collected on goods 

or goods and services on single-stage levy – on producers and importers, on dual-stage levy – on 

producers [and importers] and on distributors/wholesalers, or on multi-stage levy – or full-fledged 

VAT – on producers [and importers], distributors/wholesalers and retailers to its object. As a 

variation, according to its object, a state can collect VAT in various stages for different object 

types, for example, the imposition of a single stage at the producer level. This should be in 

accordance with the value of the tax object which can be based on the manufacturer’s selling value 

or retail sale value (such as VAT applied to cigarettes in Indonesia adhering to Manufacturer-

Retailer VAT). Although in terms of tax collection, the model of Indonesian Manufacturer-Retailer 

VAT is the most effective and efficient VAT collection system, but for taxable goods and services 

that do not have a retail price, there would be difficulty in determining the tax base.   

The VAT full-fledged system reaching out to retailers provides advantages including: (1) 

because the tax base is wider than taxation with shorter stages, then on the same acceptance of the 

shorter stipend stage it can be achieved at a lower tariff; (2) since the tax base is equal to the price 

paid by the consumer, there is a uniform rate between tax; and (3) having the tax invoice attaching 
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to the purchase price to the delivery to the retailer, there is availability of more comprehensive 

audit trail and means of cross-checking transaction between the seller and buyer than the shorter 

stage collection system. As a result, a tax collection system, with less or shorter stages than full-

fledged VAT, can cause problems such as in legal, revenue , administration and control. For 

economic collection purposes and ease of tax administration, the notion of full-fledged VAT 

includes retailers, but not all retailers and small industries are included in the VAT administration 

system. There is a threshold that shows the amount of turnover of entrepreneurs who are 

administratively efficient registered as a taxable person and must collect the tax. 

Some benefits of implementing the VAT system, referred as Goods and Service Tax-GST 

in some countries like Singapore and Australia, are (McMohon & MacIntyre, 2001, GST and The 

Financial Market): (1) dynamic revenue streams aligned with the dynamics of economy and 

business activities, and (2) the fact that taxable persons are required to apply a self assessment 

system (monthly basis) and pay the net tax (net output tax–input tax) to state treasury. Taxable 

person also acts as assessor and tax collector because most of the initiation of taxation activities 

(including business reporting to obtain taxable person identity) comes from taxable person. Tax 

administration activities are more on regulation, socialization and counseling, facilitation and 

service, supervision and law enforcement in case of non-compliance. VAT self assessment system 

based on voluntary compliance and tax collection and based on withholding system, in terms of 

tax administration, is an effective and efficient system with feasible economic administration cost.     

 

CREDIT METHOD VAT 

VAT target is only the added value which is the cost incurred for production factors starting 

from raw materials/supporting materials received through the production process and results ready 

for sale. This added value arises from the use of production factor costs in each production and 

distribution line. These costs will be reflected in the price of the goods that will be sold. Added 

Value is a number of values (including purchases) that manufacturers and distributors add in 

providing goods and services and channeling them to consumers. A number of value added by 

producers and distributors is called input, while the price of replacement (including profit) 

demanded by the consumers (buyers) is called output.     

From the input and output variables, there are four possible methods of VAT imposition 

divided into two groups (Tait, 1988) namely [(account method – business transfer tax, ie: direct 
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additive and direct subtractive method), and (indirect additive and indirect subtractive method or 

the invoice or credit method)]. Since the VAT first applied in 1985, Indonesia has applied the 

fourth model which is simple in its implementation. This method is the most commonly used in 

calculating VAT in some countries. Through this method entrepreneurs at each level of production 

up to the distribution impose VAT on their sales to the consumers (the VAT on its output), credit 

the VAT paid at the time of purchasing (the VAT on its input) and pay taxes to State Treasury. 

VATable is the difference between (tariff x sale value) and (tariff x purchase value), in which t1 

and t2 respectively are the tariff on the sale value and the purchase value. In other words, the tax 

payable is the difference between taxes levied at the time of delivery of goods /services and taxes 

paid at the time of purchase/acquisition of goods/ services. 

Four reasons why the credit method is most often implemented by the tax administration: 

(1) invoice method associates tax debt with the delivery transaction, so technically and legally with 

the tax evidence owed the invoice method is better than the other methods, (2) invoice method 

creates a reliable audit trail from the seller and buyer of the transaction, (3) account based method 

requires identification of the number of profits as an added value element that is not easy to do, 

and (4) VAT calculation by subtracting the output with the input is also not as simple as subtracting 

the input tax from the output tax on the credit system. Grinberg (2006) also stated that a credit 

method system has two key advantages. First, the ability to adopt best practices from credit method 

system in use around the world provides the credit method with substantial practical advantages. 

It would be politically difficult to adapt certain best practices associated with credit method VATs 

to a subtraction method system. Second, a credit method tax would easily interact with other tax 

systems around the world. 

 

INEFFICIENT TAX INVOCE  

  Credit method implementation in Indonesia is calculated  by reducing the input of tax with 

output tax, so the one that is deducted is the tax. To find out how much taxes are levied and have 

been paid, tax payers should prove it by showing tax invoice. Because tax credit will work well if 

supported by the tax invoice, then this method is also known as Invoice Method. This method is 

the original EC Model. In an Invoice-Based VAT System the issue of correct invoicing is an 

important part of the procedure of imposing and enforcing VAT. Tax invoice functions (William, 

1996) are first, a credit for input tax. VAT laws typically condition the allowance of a credit for 
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input tax on the existence of a VAT invoice issued during the period for which the credit is claimed. 

Second is to audit the collection of VAT by the tax authorities. An invoice is also required by the 

tax authorities to audit the collection of VAT. To allow these requirements to be met, the law 

should require a supplier making a taxable supply to another taxable person to provide a VAT 

invoice with supply or the payment on it. 

  Tax invoice is a proof of tax levy and can be used as a means to credit the input tax. 

Therefore, one of the requirements for crediting input tax in Indonesia is the availability of tax 

invoice in accordance with the provision of Article 13 paragraph 5 of Law No. 42 of 2009. Thus 

the provision of tax invoice becomes very rigid to implement VAT compliance.   

Tax invoice functions for taxable person: 

a. For taxable person (seller), tax invoice is the proof that the VAT owed has been collected 

by taxable person who handed over the delivery of taxable goods, the delivery of the export 

of taxable goods, the delivery of taxable goods in the form of assets which according to 

the original purpose is not for sale, the delivery of taxable services, intangible exported 

taxable goods and exported taxable services.    

b. For taxable person (buyer), tax invoice is the proof that the VAT owed on the acquisition 

of taxable goods and/or the acquisition of taxable services and/or the utilization of 

intangible taxable goods from outside the Customs Area and/or the utilization of taxable 

services from outside the Customs Area and/or imported taxable goods has been paid. 

Furthermore for taxable person, tax invoice serves as a means to perform tax credit. As for 

the non taxable person, this tax invoice serves only as the evidence that VAT has been 

paid.    

In an invoice-based VAT system the issuance of standard tax invoice is an essential part of 

the VAT collection procedure. To avoid black market development, the use of tax invoices, which 

are used for tax claims similar to money printing and tax evasion and the requirement to include 

names, addresses and references of sellers and buyers including other details as per absolute rules, 

must be exercised.   

The requirement of issuing a special invoice is unique in the VAT provisions. The concept 

of tax invoice (Williams, 1996):”is an invoice, chit, till roll print, or other documents that is issued 

by a taxable person who makes a taxable supply and that records the supply and the amount of 

VAT payable on it”. As part of the VAT system, commercial invoices can serve as tax invoices if 
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they meet the requirements of VAT Law. First, the tax invoice serves as an input tax credit. It can 

be a credit to the output of tax invoices issued during the period when the credit is claimed. Second, 

tax invoice is used for tax collection purposes by tax authorities. To fulfill this criterion, in 

designing the provisions concerning tax invoice, any entrepreneurs who undertake taxable supplies 

to other taxable persons shall issue tax invoice on any handover or payment of such delivery. To 

be categorized as tax invoice, it is required to fulfill correct information and to show following 

data (Tait,1988): Name and address of person issuing the invoice, VAT registration number, Serial 

number of the invoice, Date of issue of the invoice, Date of supply of the goods or services (if 

different from the date of invoice), a description of the goods or service, amount charged, 

excluding VAT, rate (including zero rate) and amount of VAT of each rate, name and address of 

customer.”  

The requirement to include all information above will make the tax invoice a formal 

document. However, this is not appropriate for small transactions such as reseller sales to non-

taxable consumers. Many countries allow simplified invoices for small transactions or registered 

invoices in reseller’s cash register. In order to better reflecting certainty and clarity, the law must 

distinguish between standard tax invoice and simple tax invoice. It is only the standard tax invoice 

that can be credited. On the simple tax invoice, the procedure is different from the standard tax 

invoice, and on this procedure it is needed to mention clearly what documents can be equated as a 

simple tax invoice. In fact, efficient administration will be achieved when the tax authorities 

provide examples of tax invoice forms in accordance with the law although it is not needed to 

include details. Flexibility needs to be given, for example by allowing invoices made with the 

computer as long as all requirements are met and any forms of invoice can be used as evidence for 

the employer.            

Tax invoice provisions will be very strict if an invoice that does not contain one or more 

information (specified in VAT Law) cannot be an input tax. As long as the above requests are met, 

any invoices can be used as evidence. Some tax authorities require standardizing invoices to 

become tax invoices, but given the variety of business and accounting practices, it imposes a heavy 

burden on many traders to use only one ‘official’ invoice (Tait, 1988)  

In the case of imported goods, it is advisable to collect import VAT and import duties at 

the same time. Import VAT rules and procedures should, as far as possible, be in line with customs 

duty procedures and requirements. It should be noted also when the tax due should have a 
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relationship with when the tax invoice must be made. Tax invoices must be made upon or 

immediately after submission, and the time must be determined after delivery or payment. Ideally, 

sellers accept payments including VAT prior to maturity, so they do not need to bail out VAT 

payments with their own funds (pre-financing). Because the time of making tax invoice determines 

the time tax payable that must be reported in tax return, then the time of making tax invoice should 

be considered so that entrepreneurs’ cash flow is not disturbed because of pre financing. 

Through a credit method or VAT invoice system, a mechanism of built-in control system may 

happen. Through the mechanism of input-output tax, the VAT system provides audit trail and a 

more comprehensive cross-check transaction between sellers and buyers of a shorter stage 

collection system. This mechanism narrows the opportunity of taxable persons to disobey or cheat 

because basically the selection of VAT avoids cascading effect by applying the tax credit paid as 

recouping effect on input tax. 

 Since 2014, the Directorate General of Taxation has implemented phase-1 of electronic tax 

invoice (e-tax invoice) applied to several companies appointed by the government, although 

hardcopy tax invoices are still in effect. The implementation is supported by the provision of 

procedures for the issuing and reporting of electronic tax invoices. Phase-2 in 2015, all companies 

at Java and Bali are required to use new e-tax invoice. Since 2016, the use of E-Invoices shall be 

conducted simultaneously by all Taxable Person in Indonesia. Even on April 1, 2018, an e-tax 

invoice will be issued for the buyer of an individual who does not have a Taxpayer Identification 

Number (NPWP); then it is obligatory for that person to include his National Identity Number 

(NIK) or passport number for foreign nationals. Figure 1 show the e-tax invoice road map.  
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Figure 1: The E-Tax Invoice Road Map 

Source: Winardi, Wahyu. (2016). Improving VAT administration Indonesia's Experience: 
Challenge and Solution.  

 
Considering that taxable persons still have to issue two invoices which are sales commercial 

invoice and tax invoice, it can lead to ineffective tax administration to increase voluntary 

compliance and to less efficient VAT collection. Therefore, the supervision and administration of 

VAT without IT based tax administration automatically will seem hard in the network (online 

system). The use of two types of invoices in the taxable persons’ economic activities can lead to 

the misuse of tax invoices, and even it may induce fictitious invoices which may result in invalid 

tax invoices. The most prevalent VAT fraud is the creation of fictitious tax invoices. In the period 

2011 

2015 

2012 

2013 

2018 

2017 

2016 

Improvement E-
SPT 

• Controlled 
Registration 
Policy 

• Re-registration 
of VAT Tax 
payer 

• Broaden the base 
of E-SPT  

• Tax invoice 
numbering 
system (E-Nofa) 

• E-tax invoice 
system 

• Increase treshold 
• Increase treshold 

• E tax invoice 
Phase 1 (E-
faktur) 

• Preparation of 
VAT 
amendment 

• E-tax invoice 
phase 2 

• CRS study and 
collecting data 

• E-tax invoice 
phase 3 

• Planning and 
preparation of 
CRS 

• Developing CRS 
System and 
Application 
Planning and 
preparation of CRS 

• VAT Law 
Amendment 

• Cash Receipt 
System 



9 
 

2016-2017 DGT found 525 cases of fictitious tax invoicing and the DGT has disabled electronic 

certificates to 1049 Taxable Person for making fictitious tax invoices. For example, taxable person 

identities do not fit the actual circumstances. Tax invoice can be issued by taxable persons by using 

names, tax identification numbers and other taxable persons’ numbers. It will be a fictitious tax 

invoice as well if it formally complies with the provisions of VAT Law, but materially there is no 

delivery of goods, or goods are not delivered to the same buyer. 

Tait (1988) mentioned several forms of VAT evasion derived from the tax invoice as 

follows:   

a. Exaggerated refund claims. One of the simplest ways to evade VAT is to inflate the claims 

to deduct VAT paid at earlier stages. The easiest way is to create fake purchase invoices 

that never happened.    

b. Credit claimed for invoices from unregistered suppliers. Feedback of VAT credit can be 

claimed if the purchase is from taxable persons (registered). Non-taxable persons or small 

traders enjoy the VAT special treatment, or the suppliers are private persons. If traders who 

buy from non-taxable person entrepreneurs pretend that a purchase invoice has a VAT 

number or creates an imaginary VAT number, it means the government has been cheated.      

c. Credit notes on purchases including VAT not shown on return. This is a minor issue; 

however, if a credit note is issued based on a purchase and the credit for VAT is claimed 

based on the invoice value before the credit, the claimed credit is more than it should be.    

d. False export claims. Companies that routinely export most of their production goods make 

loans to the government. Continuous fictitious export sales that its invoice can be made 

and then make claims for tax restitution is like printing money.     

 

 

Tax reforms undertaken by developing countries are reflected in, among other things, 

three aspects of the tax system, namely to obtain increased revenues, equity distribution of tax 

expense and effectiveness and efficiency of tax administration. Tax administration plays an 

important role to realize the potential tax into real take tax. Therefore, it needs to be concerned to 

design an ideal tax system that has an easy and simple tax administration. Tax Administration is 

one of the important keys to the success of tax revenue. However, the ”best” tax administration 

system alone cannot be used as a measure to improve tax compliance. Tax administration is one 
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of the Taxation Systems that must be supported by a good tax policy and tax law that cause 

certainty. The choice of an alternative tax policy should be considered in order to achieve justice 

such as the determination of tax base that can be used as the target to calculate the tax, the choice 

of tax subject alternative, the scale of tax rate applied and even to the effect on economic activities 

and international trade.    

It is a necessity to have a tax law which is a clear and firm formal law that can provide 

certainty for both tax payers and tax authorities. Therefore, in carrying out their tax obligations the 

tax payers do not dispute with tax authorities in interpreting tax regulation. The tax law should be 

clear and consistent (not generating different interpretations) with the implementing rules below 

it. The certainty of tax compliance and its implementation is something that needs to be enforced. 

Tax administration may mean the Directorate General of Taxation as an agency or entity which 

has the authority and responsibility to hold tax collection. Tax officers and tax staff are responsible 

for the implementation of tax collection activities, and the process of tax collection activities must 

be in accordance with the policies and laws that have been decided. Completion of tax 

administration should be in accordance with the policy proclaimed. Nevertheless, changes in the 

policy will be in vain if they are not followed by tax administration changes and improvements. 

“Best administration” does not only mean it is easy to levy taxes, but it is also worth noting the 

“compliance gap” between actual and potential tax revenue. Completion or renewal in tax 

administration is also a tax policy whose impact can affect economy activities; this has been 

experienced in some developing countries. Tax administration as a policy must be able to reflect 

the efficiency and effectiveness of tax administration and tax payer attitude. This attitude can be 

reflected from the level of tax compliance, tax evasion level. It is also influenced by the level of 

fair tax structure and of how the administration and the commitment of tax officials are. One of 

the increasing voluntary tax compliance is there is a belief from tax payers that the taxes levied by 

the government are fair. The "success" experience in the improvement of tax administration in 

some countries is supported, among other things, by the simplification of tax system in providing 

excellent service, clear rules and easy-to-understand tax forms and documents. 

 

CONCLUSION 

The proposed future VAT reform in Indonesia should fully use a single invoice system (the 

integration of commercial invoice and VAT invoice). The use of single invoice system issued by 
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taxable person (seller) can be a single source document for simultaneous record of seller (output 

tax) and buyer (input tax). That single source document can also be a tax office database in the 

form of sales turnover and potential buyer turnover. Single invoice will still be compatible with 

VAT credit invoice system and able to provide correct theoretical results with minimal 

administrative cost. Without any output paid and reported by seller, then there will be no input on 

the buyer. Single source document and simultaneous records are able to prevent fictitious tax 

invoices, and the efficiency of restitution procedures and VAT compensation is sufficient by 

automated data analysis without examination. 
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