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The authors used a qualitative approach in conducting this study with data collection
through in-depth interviews. Our findings demonstrate the need for entities to

Keywords: consider taxation issues that may arise due to revenue recognition developments.
IFRS adoption, Unconformity that may arise between accounting and tax requires the entity to
PSAK, explain these differences by documenting them in advance. Taxpayers need to
revenue recognition, underline the burden of compliance arising from the IFRS 15 adoption, which is the
income tax, compliance cost in the form of mark-to-market and realization taxation. In
value-added tax. implementing PSAK 72 to align with the realization principle under Income Tax

Law, the taxpayer compliance cost will increase by making detailed fiscal
reconciliations. From the VAT perspective, the Taxable Entrepreneurs ("PKP") need
to consider contract adjustments with the counterparty to ensure that the time of
supply is the basis for determining the VAT payable. This research presents the gap
between accounting and taxation so that it can also be a lesson to be applied in other
countries.

A. INTRODUCTION

International Financial Reporting Standard (IFRS) adoption varies from country to
country; some have made full adoption, while others have been gradual. Indonesia is one of
those who adopted IFRS gradually (Laupe, 2018). In principle, IFRS convergence expects to
produce different qualities arising from financial statements and earnings (Atga et al., 2019).
Before adopting IFRS, the accounting standards applicable in Indonesia were flexible standards
that allowed different accounting methods to be applied for each company, giving rise to the
possibility of creative accounting and earnings management (Andison, 2017). However, a
study from Setiawan et al. (2019) shows that the IFRS adoption in Indonesia has decreased the
earnings management behavior.

Concerning revenue recognition, IASB and FASB have agreed to issue IFRS that regulates
revenue recognition from contracts with customers through IFRS 15. IASB states that the
fundamental change in IFRS 15 is a general principle model of contract-based revenue
recognition with the allocation of transaction prices as a reference in its measurement (IASB,
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2014). In addition, as a compilation of several standards, IFRS 15 introduces the concept of
"performance obligation,” which enables the entity to recognize revenue on the goods or
services transfer to customers. Besides, IFRS 15 introduces a revenue recognition model when
the entity has fulfilled its performance obligation. The consequence of fulfilling the
performance obligation is the transfer of control over goods or services.

After the global introduction of IFRS 15, Statement of Financial Accounting Standard
(SFAS or "PSAK") 72 was passed on July 26, 2017, and effectively came into force on January
1, 2020. PSAK 72 adopted IFRS 15 Revenue from Contracts with Customers. Therefore, the
most appropriate way to understand PSAK 72 is by examining IFRS 15 as a reference in
adopting PSAK 72 in Indonesia. IFRS 15 is a joint project between FASB and IASB. The IASB
issues accounting standards in IAS and IFRS, while the FASB issues US GAAP. Compared to
revenue recognition in the prior standard of IAS 8, IFRS 15 introduces guidance with more
prescriptive requirements (Levanti, 2020). The new requirements could substantially change
the policy regarding revenue recognition of implementing entities.

The issue that often arises when the convergence of IFRS with national accounting
standards is the shadow of state intervention and other causes such as no modification when
IFRS was adopted (Guerreiro et al., 2020). Countries that may not have implemented IFRS
adoption and convergence are Bolivia and Guatemala (Carneiro et al., 2017). The accounting
standards that apply in the two countries use instrumental logic related to taxation so that
companies must follow standards based on the tax laws. When taxpayers have to run two
systems in parallel (accounting and tax), it will be costly (Uzma, 2016). Several developing
countries have modified their IFRS to suit domestic challenges such as economic, tax, and
financial regulations in line with domestic conditions. These countries include China and India
(Uzma, 2016).

For the context in Indonesia, the policymakers in 2020 changed the tax law twice through
the omnibus law (Khozen et al., 2021). Since the new rules do not address accounting issues,
questions arise about their concern for the field and the direction of Indonesian tax reform.
Prior tax reform had taken place in three phases: the first reforms carried out in 1983, 1994,
1997; the second phase was in 2000; and the third phase was in 2004, 2005, 2007, 2009
(Rahman, 2017). According to Bawazier (2011), in post-1997, even though being costly and
not well-planned and having political implications, the tax reform showed indications of
failure.

Only the 1983 reform touched on technical rules by adopting accounting practices
(Rahman, 2017). However, these rules are no longer relevant to current accounting
developments (Budi & Rahayu, 2021). Since only a few studies compare PSAK 72 adoption
on taxation, resulting in some research scope. The approach in PSAK 72 related to revenue
recognition based on predictions raises different concepts that underlie the recognition of
income before and during the application of PSAK 72. Therefore, this paper is one of the first
academic responses that aim to provide a brief report and analysis of the application of PSAK
72 in Indonesia to deal with administration issues regarding Income Tax and VAT.

B. LITERATURE REVIEW

The approach used to assess the connection between accounting and tax refers to the
connection's stringency and the likelihood of maintaining that connection. Hoogendoorn
(1996) developed a taxonomy of the connection between accounting and tax in 13 European
Union countries. Hoogendoorn finds possibly identifying two types of connection that are
essentially different and refer to the structures of "independence” and "dependence.” The
dependent connection shows a strong relationship between accounting and tax. Dependency is
presumed to exist if financial statements refer to tax rules or taxable income is determined
based on financial statements. On the other hand, an independent connection shows a weak
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relationship between accounting and tax. In other words, companies use different accounting
policies to prepare financial reports and tax calculations.

After Hoogendoorn (1996), Lamb et al. (1998) developed a method of assessing the
connection or conformity between (a) tax rules and practices and (b) financial reporting and
practice. Lamb et al. (1998) focus on four countries (UK, US, France, and Germany). They
categorize five cases of the connection between accounting and tax: Cases I, 11, Il1, IV, and V.
The assumption used for the five cases is that they occur in many countries. The main issue is
the connection between accounting reporting practices and tax reporting at the operational
level. Case | (disconnection) is a case where tax and accounting rules are different. Case Il
(identical connection) applies when the tax and accounting rules are the same. Case Il
(accounting leads) is for accounting standards affecting taxation and following accounting
practices. Case IV (tax leads) is applicable when accounting does not have a sufficiently
specific arrangement to follow tax rules. Case V (tax dominate) occurs when accounting rules
are set aside since reliance follows tax rules for tax reporting purposes.

Gilbai (2014) models the level of the connection between accounting and tax after IFRS,
as shown in Figure 1. The figure shows that Germany and the United States (US) occupy
opposite accounting and tax relations positions. The US has a dualistic approach based on the
significant separation between IFRSs and taxes. In this regard, the US has the flexibility to
allow regulations to form the basis for preparing financial statements for tax purposes. In
contrast, Germany is known for the very close connection between the tax system and GAAP.
Referring to Figure 2, two countries in the European Union (Germany and the UK) are
examples of countries with contrasting and different accounting traditions in Europe. Germany
is an example of a country with a continental system, while England has an Anglo-Saxon
system.

Singular doctrine Selective dual doctrine Dualist doctrine
* Germany * Denmark = United States
= Belgium / Austria = Cyprus * Iceland * United Kingdom
* Sweden * Greece = ltaly * Netherlands

= Hungary * Finland * Norway

* Luxembourg * Ireland * Poland

= Switzerland

Source: adapted from Gilbai (2014, p. 8)
Figure 1. Model of Connection Level between Accounting and Tax in Europe

After the convergence of IFRS in Italy, Gavana et al. (2013) also researched the connection
between accounting and tax using the approaches of Lamb et al. (1998) and Nobes and
Schwencke (2006). The results show that companies that implement IFRS face a high level of
disconnection when adjusting financial reports according to tax regulations. Besides, most
taxpayers who apply local financial accounting standards in Italy are small and closed
companies, so they do not need to communicate their financial reports to investors in the capital
market. The financial statements of these companies are also rarely audited by public
accountants. Therefore, when preparing financial reports, these companies still consider the tax
aspect. Based on these conditions, Gavana et al. (2013) positioned the level of connection in
Italy between the Anglo-Saxon accounting system and the Continental European system for
the international context.
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C. METHOD

PSAK 72 that adopting IFRS 15 has been implemented in Indonesia effectively since early
2020. Some entities in Indonesia have also chosen to undertake early adoption of PSAK 72.
The application of PSAK 72 as a standard with new principles opens opportunities for several
studies. As a preliminary study on the impact of PSAK 72, this paper aims to provide a brief
report and analyses the application of PSAK 72 concerning Income Tax and Value Added Tax
issues that may arise. This study used a qualitative approach and analyses data sources from
literature studies enriched with several case studies of the application and impact of PSAK 72.
We also use data from in-depth interviews to provide an overview of the impact of the adoption
of PSAK 72 on the fulfillment of Income Tax and Value Added Tax obligations for entities
that apply PSAK 72. Research refers carried out Research-oriented open methods have carried
out research-oriented open methods during the interview process, making it possible to explore
informants' perspectives and feelings about a complex phenomenon (Brounéus, 2011).

This study conducted interviews purposively with some key resource persons. The first
interviewee is an academics (Academician 1). The second is an official of Directorate General
of Taxes (DGT official 1) becoming a member of the Financial Accounting Standards Board
of the Institute of Indonesian Accountants (IAl) for the 2018-2020 period (PSAK standard-
setter 1). The third is a policymaker of Corporate Income Tax Policy at DGT (Tax policymaker
1). The fourth is a tax consultant (Tax Consultant 1). The last interviewee is a tax practitioner
who works for a go-public company having adopted PSAK 72 (Tax Practitioner 1). They are
all chartered accountants.

Considering the quality of the data, the scope of the research, the nature of the topic, the
amount of useful information obtained from each, the use of shadow data, and the qualitative
methods and research design used (Morse, 2000), we agree with Dworkin (2012). Furthermore,
he stipulated that based on the recommendation of many articles, book chapters, and books,
the sample size in a qualitative study requires a minimum of five participants.

The data analysis in this research follows Creswell (2013) and consists of several
activities. First, after collecting data and information from the field, we organized the data into
several categories, transformed it into stories or descriptions, and wrote them into text. Second,
regarding the amount of field study data we obtained, we manually re-presented it into several
patterns and categories following codes and themes then interpreted it by triangulating it with
accounting standards and tax laws. Fourth, we compared one interview result to others. Finally,
we compared the interview results to documentation. We used such techniques to ensure that
every conclusion in this study can be justified and has a high level of validity.

D. RESULT AND DISCUSSION

Starting in 2020, revenue recognition from contracts with customers in Indonesia refers to
PSAK 72. Revenue recognition, according to PSAK 72, must use a lot of considerations and
estimates. Therefore, it takes much detailed disclosure. Because of the large number of
estimates, the entity should disclose all significant sources of estimating uncertainty and
considerations to ensure the financial statements' users could understand the estimates and the
judgments made in recognizing revenue from contracts (Van Wyk & Coetsee, 2020). These
judgments and estimates are to determine transaction prices and allocate them to each
performance obligation so that the entity could recognize revenue. The current fully converged
requirements for revenue recognition in IFRS 15 significantly improve revenue reporting
quality and consistency while enhancing financial statements' comparability (Du et al., 2016).

As with IFRS 15, PSAK 72 issues are related to revenue recognition using a contract-
based model, principles-based approach, and balance sheet orientation. The contract-based
model focuses on the contracting parties' rights and obligations (Alibhai et al., 2019). In some
cases, the IFRS 15 introduction has involved significant costs associated with developing
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additional computer software (Napier & Stadler, 2020). However, the adoption of IFRS 15
makes it necessary for entities to assess the effects related to performance and contract use of
accounting metrics as well as dividend payments, loan arrangements, compensation plans,
taxation, domestic or transnational regulatory restrictions, and other institutional factors
(Usurelu & Dutescu, 2018).

PSAK 72 fully adopted IFRS 15, which became effective as of January 1, 2018. However,
some arrangements were not adopted because they were deemed irrelevant, such as paragraph
C10 regarding the SIC 31 Revenue-Barter Transactions Involving Advertising Services
statement withdrawal. Also, Appendix D regarding consequential amendments to IFRS 1 First-
time Adoption of International Financial Reporting Standards was not adopted because 1Al
has not adopted IFRS 1 in Indonesia. To better understand the application of PSAK 72 in
Indonesia and its relationship with tax aspects, the following section briefly presents the
recognition of income under PSAK 72 and administrative issues that arise regarding income
tax and VAT.

1. Revenue Recognition under PSAK 72

Financial statement users judge a company's financial performance and prospects from
revenue, showing it at the top of the income statement, indicating that revenue is an important
metric (Boujelben & Kobbi-Fakhfakh, 2020). However, one of the most fundamental problems
standard-setters confront is revenue recognition (Kivioja, 2018). Following the principles-
based approach under IFRS (Guerreiro et al., 2014), PSAK 72 regulates the principles for
recognizing and measuring all types of income with customers. Thus, PSAK 72 is the single
standard for revenue recognition. Because the new standard is principles-based, entities have
greater flexibility in exercising judgment in applying it (Bloom & Kamm, 2014). There are five
revenue recognition stages from contracts with customers, as summarized below.

a) Identifying the Contract with Costumers

If a contract has many components, the new framework in IFRS 15 could motivate
companies to carefully consider whether they meet each element of performance requirements
(Gee, 2016). Thus, the standards in IFRS 15 or PSAK 72 could be a handy tool to encourage
entities to be more vigilant when reporting each contract component. This first step influences
the next step, although there is no accounting personnel intervention (Ferreira, 2020).
Compared with the prior processes implemented, IFRS 15 triggers entities to build more
effective internal communications and improve internal control policies and procedures to
establish effective internal control (Chen, 2019).

b) Identifying the Performance Obligation

Accounting treatment usually refers to only one performance obligation. However, many
revenue arrangements have performance obligations more than just one. To determine the
entity carries out multiple performance obligations or not, the entity uses stage two to evaluate
and differentiate the products under the revenue arrangement (Boujelben & Kobbi-Fakhfakh,
2020). Suppose the entity could separate the performance obligations from one another (fulfill
the concept of being capable of being distinct). In that case, the entity must separately account
for each performance obligation (Napier & Stadler, 2020). If several performance obligations
are interdependent and interrelated, the report is as a single unit.

¢) Determining the Transaction Price

The transaction prices are often easy to determine because the customer usually agrees to
pay a fixed amount to the entity over a short period. In other contracts, to determine the
transaction price, an entity must consider several factors such as variable consideration,
significant financing component, constraining estimates of variable consideration, the
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consideration payable to a customer, and non-cash consideration. The transaction price's
determination should also reflect the effect of the time value of money if the contract contains
a significant financing component (Napier & Stadler, 2020; Trabelsi, 2018). Theoretically, the
concept of the time value of money will ensure that the reporting entity accurately describes
the transaction's economic value. However, according to Wéarnlund and Klein (2020), some
actors question the lack of an exact procedure in identifying whether a contract contains a
significant financing component. The absence of clear criteria can lead to unfaithful
representation.

d) Allocating the Transaction Price to Performance Obligations

In the fourth stage, the entity allocates the transaction price to each contractual
performance obligation. The allocation uses the "relative stand-alone selling prices” of the
promised goods or services. It is at the contract's inception but without adjustment to reflect
subsequent changes in the goods or services' stand-alone selling price. The best evidence for
determining a stand-alone selling price is the price of a good or service that is observable when
the entity sells the goods or services separately (BC276). An entity should estimate the selling
price of goods or services that do not have an observable stand-alone selling price and
maximize the use of observable inputs when making such estimates.

e) Recognizing Revenue

The implication of applying IFRS 15 is that the entity recognizes revenue from customers
based on the completion of the contract terms and conditions, in the sense that the agreed
contractual obligations have been rendered (Alotibi, 2018). Determining the contract
completion stage can use several ways, including the proportion of contract costs incurred for
work with performance to date with the estimated total contract costs, a survey of work
performed, or completion of the physical proportion of the contract work (Akinmoladun, 2019).
The entity's revenue recognition is when (or as) it fulfills its performance obligations (EY,
2018) by transferring the promised goods or services (i.e., assets) to the customer. Assets are
transferred when (or during) the customer obtains control of the asset.

2. lIssues concerning Income Tax

The tax implications of the enactment of PSAK 72 can be analyzed through tax accounting
development since 1983 under the Income Tax Law (Law Number 7/1983) era. Explicitly, the
explanation of Article 13 paragraph (1) of the Income Tax Law includes the reference to the
bookkeeping of 1984 Indonesian Accounting Principles (PAI) (IAl, 1984). The 1984 PAI
reference for tax accounting lasted until 2000, following the explanation of Article 28
paragraph (4) of the General Provisions and Tax Procedures Law (Law No. 9/1994).
Furthermore, from 2001 to 2011, following the law (Law No. 16/2000; Law No. 28/2007), tax
accounting for public companies refers to the PSAK developed based on the Conceptual
Framework for the Preparation and Presentation of Financial Statements (KDPPLK) (IAl,
1994). Since 2012, tax accounting continues referring to PSAK, but the development of PSAK
refers to KDPPLK (1Al, 1994) and Conceptual Framework for Financial Reporting (KKPK)
(1Al, 2016).

Upon the IFRS 15 adoption, many entities will change the total contractual considerations
measurement and its split among the several elements deliverable in a single contract
(Berchowitz & Whitehead, 2014). The IFRS 15 introduction's possible effects could differ in
each industry (Tutino et al., 2019). Therefore, entities applying PSAK 72 must begin to analyze
the impact of IFRS 15 or PSAK 72 on their business, including taxation (Oncioiu & Tanase,
2016). The root problem that could cause tax disputes related to revenue under PSAK 72 is the
basis for measuring income according to PSAK 72, which uses many considerations and
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estimates. The main focus of PSAK 72 is a balance sheet orientation so that the revenue
recognition basis is a fair value (FVA) approach. Meanwhile, tax recognition is still motivated
by the accounting regulations in 1984 with an income statement orientation and HCA.

According to Budi and Rahayu (2021), the income tax concept in Indonesia relates to
accrual accounting, received or accrued. Accrual accounting under Income Tax Law refers to
the accrual concept in 1983, which still adheres to historical accounting. Meanwhile, the
current accrual accounting concept has adopted fair value accounting. Concepts in taxation that
have not adapted to the latest developments may cause problems. Therefore, the choice of
future tax policy will always refer to one of the three available options (Saptono & Khozen,
2021a): (a) realization of taxation, (b) accrual taxation, or (c) hybrid taxation. Each of the
taxation options could increase compliance costs. Such a statement refers to one of the
academics from the University of Indonesia, quoted as follows:

"From both sides, the compliance cost is high. The problem of a dispute between the
tax authorities and the company or taxpayer is also heavy. It is better, strengthening
human resources in the field of taxation first to understand these standards.”
(Academician 1)

For the realization of taxation, compliance costs are a fiscal reconciliation process that
must be more detailed. According to accounting and tax, the income value may differ
continuously, even though the proofing process for this type will be more straightforward. For
mark-to-market taxation, the compliance cost is in the form of a burden of proof for the
taxpayer. The burden of proof relates to estimates and professional judgment for measuring
income under accounting and tax. As we are familiar with the adoption of IFRS 15 still requires
professional interpretation and judgment, which may cause the accounting treatment to be
erroneous or divergent (Haggenmuller, 2019).

Prior studies also show that one of the significant drawbacks of IFRS is that increased
demand for interpretation and more excellent judgment skills can reduce the reliability and
credibility of financial reporting (Wéarnlund & Klein, 2020). Moreover, they exemplify,
countries tend to succumb to bias and interpret IFRS based on national interests. Therefore,
Guerreiro et al. (2014) state the importance of investigating the new ways of accounting
practices that developed due to IFRS adoption, which will provide a better understanding of
how to institutionalize changes in national and international settings. For the context of PSAK
72 implementation in Indonesia, our discussion boils down to the fact that there is an intense
desire of business actors so that the next taxation provisions rely on IFRS, as disclosed below.

"The easiest way, in my opinion, is the standard in taxation to follow IFRS. If taxes
do not follow IFRS in this case, there will be many changes that require fiscal
correction, which will make it even more complicated. Therefore, the tax standard
is just the same as IFRS. After all, it has its criteria. Just stay consistent.” (Tax
consultant 1)

The concept of income refers to an accrual accounting concept under Article 4 paragraph
(1) Income Tax Law. In contrast, tax accounting refers to the explanation memory of Article
28 paragraph (7) General Provision and Procedure Law. If we use historical interpretation, the
accrual accounting model in the Income Tax Law refers to the realization. When textual
interpretation is applied, the accrual accounting concept in the Income Tax Law refers to
accrual taxation or mark-to-market taxation because tax provisions refer to accounting
standards (Budi & Rahayu, 2021). Taxation based on realization taxation is in line with the
ability to pay principal and the concept of wherewithal to pay (Saptono & Khozen, 2021b).
However, the principles adopted by taxation are contradictory to the principle-based approach
adopted by IFRS 15 and later PSAK 72. These differences can disrupt the company's cash flow
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since taxes owed may mature faster from a business perspective. Tax practitioners in one of
the public companies that have carried out the early implementation of IFRS complained about
this.

"Since 2019, we have carried out an early adoption of PSAK 72. After that, there
has been a new assessment of the performance obligation. The income recognition
is slightly different from the previous one. Anyhow, when it comes to performance
obligations, revenue recognition will be slightly smaller. However, the recognition
of income from a tax perspective becomes fixed so that it is more significant than
commercial since taxation did not adopt IFRS. "(Tax Practitioner 1)

The tax reporting orientation did not shift from the income statement to the balance sheet,
and the regulatory model still uses a rules-based approach. According to a rules-based
approach, the most appropriate tax imposition option for revenue from contracts with
customers is realization taxation. The choice of realization taxation is consistent with the
realization taxation on unrealized gains/losses from financial instruments under PSAK 71
(adopting IFRS 9 Financial Instruments). As additional information, the determination of
transaction prices in PSAK 72 also considers the significant funding component measured
based on PSAK 71. Therefore, with the classical paradigm still valid in the income tax law, the
entities or taxpayers need to adjust their contracts to consider realization principles. In other
words, taxpayers need to continue making fiscal reconciliations even more significantly, as
confirmed by an informant (PSAK standard-setter 1).

3. Issues concerning Value Added Tax

The question from a VAT perspective is, "When the entity that adopts PSAK 72 should
recognize revenue?" In this regard, it is either at a point in time or over time. The VAT issue
arises regarding the place of supply, the tax invoice's issuance (time of supply), and the tax
base amount. For VAT base, it is often clear that the tax base for goods is the selling price
while for services is the replacement. However, new problems may arise when the entity
promises additional performance obligations in the contract. The place of supply is vital
because the VAT Law applies in an area where the tax burden is generally on consumers' shift
according to Indonesia’s destination principle. Of the five stages of revenue recognition in
PSAK 72, revenue recognition is when the transfer of control occurs. The transfer of control
occurs between the entity and the customer, the seller and the buyer. The transfer of control
occurrence over goods is at a point in time while services tend to be over time.

Control includes the ability to prevent another entity from directing the asset's use and
obtaining benefits from it (Van Wyk & Coetsee, 2020). When the entity has delivered the
goods, the buyer also receives control over the goods. The timing issue arising from the
delivery will determine the taxation aspects. Time of control as the basis for revenue
recognition often becomes a dispute because the provisions in Article 13 paragraph (1a) of the
VAT Law use the term delivery, which has multiple interpretations. Although there are already
more technical arrangements through Article 17 of Government Regulation Number 1/2012
and its amendments, the details of "time of delivery" according to the provisions mentioned
above still lead to disputes due to different perspectives between the taxpayer/tax consultant
and tax office authority. In the case of delivery of goods, it may be simpler than services. We
recognize two approaches: FOB shipping point and FOB destination concerning the delivery
of goods. When the goods leave the warehouse (shipping point), there is a transfer of title at
that time; or the determination for "at a point in time™ is when the goods arrive at the buyer's
warehouse (FOB destination).

However, determining the time of control for services' performance obligations is not as
easy as the goods delivery. Transfer of control for over time criteria of the services may fall
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into one of the following three criteria. First, when the customer receives and consumes the
entity's benefits simultaneously as long as the entity carries out its performance obligation, for
example, in routine or recurring services (such as cleaning services) and cargo transportation
services (Deloitte, 2016). Second, when the entity's performance obligation creates or increases
assets controlled by customers—for example, construction services based on the percentage of
completion method (PoCM). Third, when the entity's performance obligation does not create
an asset with alternative uses for the entity, the entity has the right to enforceable payments for
the performance completed to date. An entity performs over time revenue recognition for
services if fulfilling one of the three criteria above. If does not meet the criteria, the entity shall
recognize revenue at a point in time.

In the Indonesian context, VAT is payable when it occurs earlier between the date of
supply of the taxable goods/services or the date of receipt of prepayments (EY, 2015). The
concept of time of supply or "basic tax point™ specifies when goods are purchased or sold for
VAT purposes. Besides, the primary tax point determines when the service is delivered or
received for VAT purposes. The date is essential because it will determine the time to create a
Tax Invoice and the VAT reporting period to account for the output tax and input tax. From
the policy side, the taxation provisions in Indonesia that have regulated the time of supply are:
Avrticle 13 paragraph (1) and (1a) Law no. 42/2009; Article 17 Government Regulation No.
1/2012; Minister of Finance Regulation No. 151/PMK.03/2013; and the Director-General of
Taxes Circular Letter Number SE-50/PJ/2011.

Even though the time of supply regulations are pretty straightforward, there are still
frequent tax disputes in practice due to different interpretations of the time supply. Previous
experiences show that tax disputes have increased concerning differences in tax authority and
taxpayers' interpretation (Saptono & Khozen, 2021c). When dissenting interpretations occur,
the contract takes a vital role to ensure the tax obligation between the entity and the customer.
For this reason, Walker and Place (2020) analogize contracts as "kings" in their purpose of
determining the amount of VAT payable. The identification of rights and obligations, including
the timing of their performance, boils down to the contract. Therefore, it is in the taxpayers'
interest to ensure that their contracts protect them from the adverse financial implications that
may arise due to VAT (PwC, 2018). However, the problem will become more acute if the
delivery timing in the contract between the entity and the customer is obscure (OECD, 2017).

Responding to the differences that may arise between accounting and tax, one of our
research informants (Tax Policymaker 1) emphasized that the highlighted element to provide
legal certainty is a more profound insight into legal contracts. Each contract needs to include
arrangements regarding four basic concepts to minimize the risk of VAT payable and avoid
ambiguity: consideration paid (e.g., cash or in-kind payments); nature of supply (e.g., goods,
services, tangible property, real property, intellectual property); time of supply (e.g., when the
VAT is payable); and place of supply (e.g., domestic or foreign transactions) (KPMG, 2017).
With a more explicit contractual arrangement, the entity does not have to make excessive
adjustments to equalize income tax, VAT, or estimates and judgments under PSAK 72. The
contractual approach can result in greater certainty and consistency in determining
responsibility for collecting and calculating VAT, emphasizing that contractual arrangements
should minimize ambiguity and contradictions (OECD, 2017).

E. CONCLUSION

After PSAK 72 becomes effective, starting in 2020, the implementing entity must use
many judgments and estimates in recognizing revenue. Considerations and estimates made by
the entity should also consider taxation issues that arise from the development of revenue
recognition approaches. We identify several issues that arise under PSAK 72 concerning
taxation. First, promises to customers can raise questions from tax authorities regarding the
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record in the financial statements. The emergence of promises requires entities to carry out
fiscal reconciliation. Second, PSAK 72 requires consideration in identifying transaction prices,
such as but not limited to a significant financing component, which seems to generate interest
expenses. The appearance of interest expense in the financial statements will raise questions
regarding the tax aspects, thus requiring the entity to carry out fiscal reconciliation. Third,
establishing an expected value for a particular transaction causes the entity to recognize
unrealized gain. Because the Income Tax Law still embraces realization taxation, disputes may
also occur so that the entity needs to explain why the expected value does not have a tax
obligation. Fourth, when an entity identifies each performance obligation and the transaction
price allocation, the entity needs to consider the taxation aspects that arise from each
transaction.

For taxpayers, the implementation of PSAK 72 creates compliance burdens in the form of
mark-to-market (accrual) taxation and realization taxation. The transformation carried out by
PSAK 72 adds to the burden of compliance in the form of a burden of proof because taxpayers
need to make estimates and professional judgments in measuring income according to
accounting and tax. In adjusting the realization principle under Income Tax Law, there will be
increased taxpayer compliance costs. The costs are related to a detailed fiscal reconciliation
process related to income determination according to accounting and tax, which tend to be
different. While the VAT perspective concerning the application of PSAK 72 is related to the
time of supply, the time of supply becomes the basis for determining when the VAT payable
is a benchmark in the issuance of tax invoices and the reporting period for periodic VAT
returns. To adapt to PSAK 72, Taxable Entrepreneurs ("PKP") need to make or revise
cooperation contracts with counterparties. A written cooperation contract needs to explicitly
regulate the clause regarding the time of supply to accommodate VAT issues.

The scientific contribution of this research is in the area of public policy, particularly tax
policy, expected to take into account the presented findings. Policymakers can identify
measures that tax authorities can pursue by addressing the growing disparity between
accounting and tax treatment due to the convergence of IFRS. These efforts are related to tax
policies that the tax authorities can select after IFRS adoption in Indonesia, as described in this
study. The gap between accounting and tax that we present in this study also can be a lesson
for policy consideration in other countries. However, one of the limitations encountered in this
study is that among four accounting pillars that currently apply in Indonesia, this study is only
concerned with PSAK. Moreover, of the existing accounting arrangements, this study's income
tax and VAT aspects only focus on the standards under PSAK 72. Future research can
complement these limitations by examining tax administration issues based on other standards,
not only IFRS 15, and conducting further investigations from empirical data.
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