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Abstract Keywords

Tax revenue is improving from year to year. This improvement can tax aqd't_pOI'cy‘ equallt){
be seen in percentage trend of tax acceptance donation for APBN. ~ Principle; taxpayer and fiscus
Tax Examining is one of tax administration part, related to g
increase tax payer obedience, thing that always be criticized @L
because of the closest relation with society, in this case, as an

examined taxpayer. Society evaluates the work and quality of

officers at Tax General Directorate as non-professional and tends

to count on power. The objective of this thesis writing is to

compare examining tax in Indonesia with United States of America

and Japan, analyzing problems relating to tax examining policy
implementation in Indonesia, describing equality principles

between tax payer and fescues in examining and describing the

efforts which have been done by Tax General Directorate in

handling inequality between tax payer and tax officer. Research

approach is qualitative approach through analysis descriptive

research. Data collecting technique through bibliography study

and filed study by participants’ observation and interview with

related parties. From study, result obtains equality policy of tax

examinig in Indonesia compared with USA and Japan, although

there is also some advantageous of tax policy in those nations.

Basis principles in equality between tax payer and fescues in the

examinig such as public trust, fair play, etiquette, right, and duty

protection of tax payer, good governance, supervising and policy

of whistle blowing. Critics of tax examinig policy implementation

in Indonesia appear because of tax policy is not implemented

wholly by tax observer and weaknesses of sanction-given to tax

officers who broke the rule. Inequality also appears because the

existence of examining policy is not ruled specifically in the rule

and regulation. Tax General Directorate has done many efforts

such as implementation of modern tax administration and the

newest tax examinig rules such as forming Observers Team and

Tax Examinig Questioners. The efforts will face some weaknesses

if it is not supported by socialization of the newest tax regulation to

tax payer. Supervising to Tax officer can be improved by speeding-

up the form of supervising committee in taxation.

l. Introduction

National development carried out in Indonesia requires very large costs. In the early
1970s until the late 1980s, when the golden age of petroleum resources (oil boom), state
revenues were mostly sourced from oil revenues. Along with the massive use of petroleum
resources, the Indonesian people can no longer depend solely on resources that are getting
less and less. The government inevitably has to look for other revenue alternatives so that
national development can continue. One of the revenues in question is revenue from taxes.

The importance of revenue from the APBN is shown by the trend in the percentage
of tax revenues from the APBN which continues to increase from year to year. The
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proportion of tax revenues from the APBN was 61.7 percent in 2001, increasing to 70.1
percent in the 2002 fiscal year. The tax contribution to the budget increased by 75.6
percent in the 2003 fiscal year, while the tax contribution to the APBN increased by 79
percent in fiscal year 2004.

However, various studies have consistently identified the government agency
responsible for taxation, in this case the Directorate General of Taxes (DGT), as the most
corrupt entity. The DGT is still the second most corrupt institution after Customs and
Excise, according to a poll conducted by Transparency International Indonesia in late
2004. According to a study of 900 companies in 21 regions conducted by Transparency
International Indonesia (TII) at the end of 2004, the theft of tax revenues was reported to
reach 40 %.

Almost all respondents admitted that they did not pay taxes according to the amount
they should have, according to the Secretary General of TIl, Emmy Hafild. Three patterns
of tax manipulation were found in a survey conducted by Indonesian Corruption Watch in
2000: first, negotiations between tax officials and taxpayers to determine how much tax
should not be paid, second, SPT manipulation, and third, bullying taxpayers by filing a
refund system elusive tax.

Tax audit as a component of tax administration that aims to improve taxpayer
compliance, often gets a warning, especially in this case as an audited taxpayer. The public
views the approach and quality of work of the Directorate General of Taxes as
unprofessional, and tends to rely on authority.

This is supported by reports that the Directorate General of Taxes tends to make the
supposedly simple and straightforward process more complicated. Even in Aisyah's first
research on Jabotabek taxpayers in 2000, 67.7% of respondents considered the tax
examiner's behavior to be very arrogant. The head of the Corruption Eradication
Commission, Taufiequrrachman Ruki, in a seminar attended by tax officials at the end of
2004, read out several letters of complaint about taxes that had come to his desk. One of
the methods is the use of incomplete annual tax returns (SPT), the tax officer does not
explain what the deficiencies are and the deficiencies are used as a means of extortion.

From the data released by the Tax Court, it can be seen that many court decisions
have been won by taxpayers. In 2014-2020, the decision of the Tax Court which grants the
taxpayer's application in full is always higher than the decision of the Director General of
Taxes.

Table 1. Tax Court Decision

Tax dispute settlement in 2014-2020

. Year

No  VerdictResults —57/—5615 2016 2017 2018 2019 2020 Total
1. Revocation 95 174 1350 1524 250 240 141 3774
2. Unacceptable 859 1.187 1.782 701 1.053 621 573 6.776
3. Refuse 2454 22% 2900 2.600 1.997 2.388 2507 17.140
4. Increase the taxes 1 13 8 1 9 1 6 39

to be paid
5. Granting some 1440 1217 1353 1373 1.389 1.903 2282 10.957
6. Granting the whole 4.076 4.094 5.332 4.982 5228 4.937 4598 33.185
7.  Annul 37 94 128 50 37 76 21 443

Total 8.900 9.073 12.853 11.231 9.963 10.166 10.128 72.314

Source: Secretariat of the Ministry of Finance Tax Court

13392


http://www.bircu-journal.com/index.php/birci
mailto:birci.journal@gmail.com

Compare this with the data taken by the Tax Court in Japan (National Tax Agency
Report Japan, 2021). From 2015 to 2019, most of the tax cases were won by the
government. The percentage of decisions won by taxpayers is very small (about 3-10%).

(nta.go.jp)

Table 2. Decisions of the National Tax Tribunal in Japan

Decision
Year Government Win (%) Government Lost (%)
2015 262 (92) 22(8)
2016 245 (96) 11 (4)
2017 210 (90) 21 (10)
2018 177 (97) 6 (3)
2019 216(91) 21 (9)

Source: National Tax Tribunal in Japan

Seeing the composition of such an appeal decision, it is natural that some people see
it as a weakness of the Directorate General of Taxes in conducting tax audits.
Dissatisfaction with the capacity of examinations carried out in developing countries has
always sparked controversy. The constant physical contact between taxpayers and the tax
authorities, as well as the salaries of tax officials which some employees feel is low, create
the perfect environment for corruption.

The internal condition of the Directorate General of Taxes itself, the limited number
of tax auditors also becomes an obstacle in carrying out audit duties. The total audit plan
for 2002 (SE DJP Number 03/PJ.7/2002 dated 23 April 2002) is 81,389 with a total of
4,564 examiners. The audit plan for 2003 is 72,336 with a total number of 5,149 examiners
(SE DJP No. 10/PJ.7/2002 dated December 30, 2002, concerning the 2003 National Audit
Plan). The audit plan for 2005 is 45,401 with 4,376 examiners (SE DGT No. 09/PJ.7/2004
dated December 29, 2004, concerning Amendment to the 2005 National Audit Plan). It
should be explained here that the number of these examiners are tax officers who carry out
audits on a daily basis or the so-called functional tax auditors, plus structural or
administrative employees who are given audit work. By looking at the data above, it can be
seen that the number of examiners and the number of audits are not balanced and can have
a negative impact on the tax authorities and taxpayers. For the tax authorities, the negative
impact is that the tax audit is not optimal because of the heavy workload, while for the
taxpayers, they have to face a long audit time, a maximum for overpaid SPT, one year
from submitting the Annual SPT.

According to Astuti et al (2019) Education is an obligation of every human being
that must be pursued to hold responsibilities and try to produce progress in knowledge and
experience for the lives of every individual. Education is one of the efforts to improve the
ability of human intelligence, thus he is able to improve the quality of his life (Saleh and
Mujahiddin, 2020). Education is expected to be able to answer all the challenges of the
times and be able to foster national generations, so that people become reliable and of high
quality, with strong characteristics, clear identities and able to deal with current and future
problems (Azhar, 2018).

In 2018, the Directorate General of Taxes increased the number of examiners
adjusted to the revenue target. With the new tax auditors, but not accompanied by a
comprehensive audit education, so many young examiners do not carry out audits
correctly, clearly, and in detail (liputan6.com).

13393



In contrast to Indonesia, in Japan, of the approximately 40,000 employees of
Japanese tax institutions, around 70% are tax inspectors, in other countries around 40% -
50%. (National Tax Agency Report Japan, 2021, nta.go.jp).

The audit program is old where there is no selection and taxpayers who are audited
too often usually already know the tax consequences, so the audit results are relatively
small. Not yet, the percentage of taxpayers who are audited is only 1.5% - 2% of all
registered taxpayers, giving the impression of "hunting at the zoo™. Compare in Japan and
America where audits are selected based on computerized calculated risks so that it will
produce accurate data which will produce taxpayer data that has a high risk of being
examined which in turn will increase state revenue through audits.

1. Research Method

Research is a systematic process carried out based on facts and sources in developing
knowledge. In analyzing this research, an appropriate research method is needed. Hamidi
(2007) describes the Research Method, which is a device that is arranged systematically,
logically, and rationally. Usually, it is used by researchers in planning, collecting,
analyzing, and producing a conclusion.

The technique for analyzing the data obtained is qualitative. In this study, researchers
analyzed the data obtained empirically as well as the results of in-depth interviews with
informants. This analysis is also strengthened by supporting theories.

I11. Results and Discussion

3.1 Tax Audit Policy in the United States

A tax audit in the United States is conducted to ensure that taxpayers comply with
the law. This investigation is one of the methods to assess and differentiate the voluntary
system. The Internal Revenue Service (IRS) has issued an audit policy in which all tax
returns (SPT) received by the IRS will be selected for review in order to evaluate taxpayer
compliance.

Correspondence Checks, or checks conducted by mail by the IRS Service Center, are
the scope of IRS inspections. Additional requests can be made from tax return data such as
certain income, expenses, and expense deductions. There was no direct relationship
between taxpayers and IRS officials in this investigation; all done by mail. Tax audits in
the United States include the following types of audits:

a. Office Audit, Taxpayer examinations must be carried out at the IRS office, not at the
taxpayer's residence.

b. Field Audits, are a more in-depth investigation, the tax examiner examines the books
and records of the taxpayer in a field audit, which is usually carried out at the taxpayer's
home or office.

c. Taxpayer compliance audit, conducted based on the “taxpayer compliance measurement
program (TCMP)”. TCMP is a program that uses random audits to assess taxpayer
compliance. The results of the taxpayer compliance audit are used to determine the
confidential DIF formula for selecting the SPT to be audited.

Several selection factors are used to determine which SPT will be examined,
including:

1. By taking advantage of the possibility of using tax avoidance transaction data. The
information can come from public records, credit card transactions, and other sources.
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2. By using a computer program called the Discriminant Inventory Function System
(DIF). The processed data comes from the Taxpayer's SPT, the results of the previous
year's examination, and the identification of similar companies with the Taxpayer. The
data is processed with DIF to get a numerical value, then the error is analyzed before
being selected as an error that will result in a fairly large tax. For example, a large DIF
will arise from the SPT with costs that are too high compared to the taxpayer's financial
capacity (because the expenses are almost the same as the income). After calculating the
total DIF, the SPT with the highest DIF value indicating non-compliance will be
selected based on the scope of the examination. Some will be handled by post, while
others will be handled by direct interaction with the tax authorities by the taxpayer.

By checking the big companies every year.

4. By matching with other information, such as Form W-2 (reports from employees) or
form 1099 (reports from banks) that do not match the SPT entered.

5. By utilizing audit information on the audited Taxpayer. Transactions with other
taxpayers, such as business partners or investors.

6. SPT selection to be checked through the Tax Compliance Management Program
(TCMP). The information obtained came from publications, journals, civil records, and
individuals which indicated that the SPT was filled out incorrectly. To prevent
unnecessary verification, the data is of course guaranteed to be accurate.

Internal Revenue Service employees must follow the tax laws established by
Congress in the Internal Revenue Code. Tax court regulations, processes, and decisions are
part of the tax system. If IRS personnel fail to follow a tax court decision involving a
taxpayer with the same issue, they risk losing in court. If the Taxpayer approves the
notification of the audit result, then the Taxpayer can sign the permit and pay additional tax
on the audit result.

a) Fast Track Mediation Services will assist Taxpayers in interacting with tax auditors in
terms of audits. This mediation is carried out by a skilled mediator who will assist the
Taxpayer and the Tax Auditor in communicating in a neutral manner.

b) In America, there is a Taxpayer Advocate Service that can help if you have a problem
with the IRS. The Taxpayer Advocate Service is independent and reports directly to the
United States Congress through the National Taxpayer Advocate. Taxpayer Advocate
Service helps taxpayers who have problems with the IRS in terms of:

1) Ensure problems faced by taxpayers that cannot be resolved normally through the IRS
channel properly and impartially.

2) Helping taxpayers who are facing difficulties.

3) Identify issues in taxpayer rights that could raise problems for taxpayers and bring these
issues to the attention of IRS management.

4) Recommend changes in tax administration and policy through the National Taxpayer
Advocate Annual Report submitted to the United States Congress

The audit period is also defined under United States tax laws. The audit period is
three years from the end of the SPT submission deadline, or the SPT submission date if it
is late, if the audit is to uncover tax deficiencies. The audit period is not limited to
taxpayers who do not submit their SPT or have an SPT that is marked as fraudulent
(fraudulent return). Meanwhile, the audit period is six years for taxpayers who do not
submit significant income (at least 25% of their business income). Documents in electronic
format are permitted to be retained and presented at inspection in the United States, while
originals must be retained.

w
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4.2 Tax Audit Policy in Japan

To ensure that the taxpayer's tax obligations have been estimated correctly. This is
done to secure government revenues and profits from private sector taxpayers. To provide
information to taxpayers on how to calculate their tax obligations correctly in the future. In
these situations, auditors regularly explain their procedures to taxpayers and give them
advice on how to prepare their tax returns in an appropriate manner. The NTA will warn
other taxpayers in the same business in the future to be able to do their own research so as
not to make the same mistake.

The scope of inspections carried out by the National Tax Agency (NTA) of Japan
are:

a. SPT is used to conduct a review. Taxpayers who have inaccuracies in the SPT will be
notified and asked to correct the error by paying the tax underpayment. Will be
submitted as a return after the due date for Taxpayers who have not submitted their SPT
on time. In the event that the Taxpayer does not fulfill the request, the head office will
issue an assessment notice for those who make an SPT error and a decision notice for
those who do not submit the SPT.

b. Field checks are carried out on people suspected of having unreported income (where
income tax, consumption tax, withholding tax will be examined together). If the amount
of tax that must be audited is large and the audit of several days is inefficient, the tax
office will conduct an in-depth examination to extend the number of audit days. If the
audit involves many KPPs and the tax avoidance behavior is sufficiently sophisticated, a
joint audit will be conducted with other relevant KPPs. In some circumstances, a special
examiner from the appropriate tax office or district office performs a comprehensive
examination.

c. In Japan there are also regulations on the National Public Service Ethics Law and The
Rules of Administrative Ethics. To supervise tax officials, an Internal Inspector system
was established. This Internal Inspector not only detects bad behavior from tax officials
and treats them appropriately but also strives to prevent disgraceful acts to increase
taxpayer confidence. For 2003, there were 120 inspectors, headed by a commissioner
and spread over the local tax bureau and the Okinawa Regional Tax Office.

d. Individual taxpayers in Japan have an audit period of three years. Five years from the

date of submission of SPT for Corporate Taxpayers. The term is seven years in cases

where there are signs of fraud.

Comparison of Tax Audit Policy in Indonesia with the United States and Japan:

2. Tax audits are intended to test taxpayer compliance, as can be seen from its objectives.
Auditing is a technique in which the taxpayer's voluntary compliance system is tested
and its dependability is measured, similar to the taxation systems in Indonesia, the
United States, and Japan, which use a self-assessment system.

3. In the United States, the audit program to examine taxpayers' tax returns will be audited
through various programs, including:

a) Correction of mathematical and clerical errors. The IRS Service Center checks all tax
returns for mathematical errors and clerical errors.

b) Unallowable Items. The examination includes claims for deductions for non-deductible
taxes such as social security withholdings, claims for medical exp reduction from
personal items and others.

1) On the other hand, tax returns are grouped by similar companies in the same industry in
Japan, and sophisticated computer algorithms are used to explain various other criteria.
Meanwhile in Indonesia, the selection criteria program that compares the SPT with

=
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databases and other sources uses risk analysis. The computerized assessment method
was used in another analysis to determine the amount of taxpayer compliance.

2) Differences in Tax Audit Policy in Indonesia with the United States and Japan

3) There is no significant difference in the way the examination is carried out between
Indonesia, the United States, and Japan. Indonesia's tax audit policies more or less
reflect the policies of other countries. For example, the audit must be conducted at a
reasonable time, place and time limit; the auditor must notify the reasons for conducting
the audit; and the Taxpayer may be accompanied by a consultant during the audit by
first obtaining a power of attorney, the authority to obtain information from a third
party, and the confidentiality of the Taxpayer which must be maintained.

4) However, there are small differences between the three countries. In terms of the need
to provide written notice to the taxpayer at the time of the commencement of the audit,
the United States and Indonesia are similar, but in Japan, written notification is not
required, and verbal notification is more often used. The second similarity between
Indonesian and American inspection regulations is that inspections can be carried out
outside business hours if required, whereas in Japan, inspections must be carried out
during business hours.

5) The tax audit policy in the United States is different from that in Indonesia and Japan,
where taxpayers in the United States have the right to record conversations with tax
auditors using electronic devices during the question and answer process. Ten (ten) days
before the question and answer session, a written request will be sent. IRS employees
also have the right to record conversations, and if the taxpayer wishes, they can request
a copy of the recording at their own expense.

6) Extortion by tax officials and cooperation between taxpayers and tax officers can both
be avoided by using electronic records during the audit question and answer process.
Similarities of Tax Audit Policy in Indonesia with the United States and Japan:

a) The tax regulations in the United States and Indonesia have much in common when it

comes to document retention.

b) Records or electronic books can be kept by the taxpayer, but the original must be kept.
In this scenario, Japan goes a step further by allowing taxpayers to keep documents or
books in electronic format after first obtaining authorization from the tax authorities.

¢) The tax auditor is obliged to notify the Taxpayer in writing of the results of the audit
based on the results of the audit. If the taxpayer accepts, he will sign the approval letter
and pay on the due date. If they do not agree, taxpayers can appeal to a higher tax
agency or file an objection.

d) The amount of time a taxpayer can be audited is often related to the amount of time
documents must be kept on file. In the United States, the normal period for filing an
SPT is 3 (three) years, while in Japan it is 3 (three) years for individual taxpayers and 5
(five) years for business taxpayers. In Indonesia, the inspection period and document
storage are both extraordinarily long, namely ten (ten) years.

e) In the United States, there is a facility called fast track mediation services that assists
taxpayers in dealing with audit problems with tax auditors. This mediation is carried out
by a trained mediator who will help facilitate communication between the taxpayer and
the tax auditor at a neutral venue. This mediation is carried out by superiors or higher
tax officials than the officer conducting the audit. The Fast Track Mediation Services
policy is more or less the same as the tax audit policy in Indonesia, where the
Discussion Team was introduced in 2007. Taxpayers can apply for discussion by the
Discussion Team in the event that there is a difference between the opinion of the
taxpayer and the results of the discussion on the taxpayer's response by the tax audit
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team. This Discussion Team consists of at least three people who are formed by the
Head of the Tax Audit Implementing Unit. If the taxpayer is still dissatisfied with this
Discussion Team, the taxpayer can submit a second application to be discussed by the
Discussion Team at the level of his superior Regional Office.

f) In relation to the implementation of ethics in tax officials, each country has a code of
ethics that must be obeyed by tax officials. In Japan, there are the National Public
Service Ethics Law and The Rules of Administrative Ethics. Indonesia, since the
introduction of the modern tax administration system starting in 2002, has made a code
of ethics for tax employees which contains what are prohibited and allowed in terms of
their employment relationship. In the United States, the IRS issued Document 12109
called The IRS Supervisor's Guide to Conduct and Discipline and Related Topics. The
document contains information relating to the conduct of tax officials as well as their
responsibilities towards procedures and administration of ethical regulations. In
America, there are things that are more advanced than other countries with respect to
whistle blowers.

Table 1. Comparison of Tax Audit Policies in Indonesia, America United and Japan

Indonesian United States  Japanese
Inspection objectives test to Yes Yes Yes
compliance
Wewengan information party Yes Yes Yes
from third
Written notice of inspection Yes Yes No, orally usually
beginning
Specific time in the examination  Outside of working Every time that  Only during
hours if deemed allow working hours
necessary
Recording in check answer Not Yes Not
question
Electronic format deep record Yes, but the Yes, but the Allowed after
keeping original must be original must be approval from the
kept. kept tax authorities
Team of Mediation/ Mediation yes, start on Yes Not
Discussion 2007
Taxpayer Advocate Service No Yes Not
Employee Code of Conduct Yes, for  tax Yes Yes
offices that have
an administrative
system
modern tax
Taxpayer charter Not Yes Not
Whistle Blower Not Yes Not
The taxpayer's term can be 10 years 3 years 3 years for
checked individuals, 5 years

for the company
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1VV. Conclusion

The conclusions that can be drawn from the descriptions in the previous chapters are
as follows:

a. When comparing the tax audit policies of Indonesia, the United States, and Japan, the
advantages of the United States tax audit policies include the right of taxpayers to
record discussions during audits, as well as the existence of a Taxpayer Advocate
Service , Taxpayer Charter and apolicy whistle blower. The advantage of Japan's tax
audit policy is that data can be stored electronically without the need to keep the
original documents. In terms of the time required to examine taxpayers, Indonesia has a
maximum period of ten (ten) years.

b. Problems that arise in connection with the implementation of tax audit policies in
Indonesia are the frequency with which taxpayers are audited, the obligation to keep
documents for 10 (ten) years, compliance with audited taxpayer documents, audit
techniques, closing conference a fairly shortperiod, and behavior of auditors arrogant
and a culture of corruption within the Directorate General of Taxes.

c. The principles that are used as the basis for equality between taxpayers and tax
authorities in audits include the principles of public trust, fair play, ethical enforcement,
protection of taxpayers' rights and obligations, implementation of good governance, and
controlling and thepolicy whistle blowing.

Efforts made by the Directorate General of Taxes to reduce inequality between
taxpayers and tax authorities:
Tax reform with the establishment of a modern tax administration system.

1. To reduce direct contact between taxpayers and tax authorities, a correspondence

inspection policy was issued.

There is a policy of the Discussion Team and the Tax Audit Questionnaire.

3. The increase in the number of audit employees and tax audit policies are only carried
out by employees with the functional position of auditors.

4. Enforcement of a code of ethics for employees who work in offices with a modern tax
administration system.

5. Tighter supervision by holding an MOU (memorandum of understanding) with the
Corruption Eradication Commission and the Investigation Division Inspectorate of the
Inspectorate General of the Ministry of Finance.

The efforts made were further increased by the approval of the Draft Law on General

Tax Provisions by the government and the DPR with the inclusion of the obligation to

submit examination results and closing conferences in the articles in the KUP Bill.

Examination expiration is also reduced from the previous 10 (ten) years to 5 (five) years.

The imposition of sanctions on tax officials is also included in the article in the KUP Bill if

the tax officer violates the Criminal Code Law and the Corruption Eradication Act.

N
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