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Personal tax residence —

misconceptions & implications

Personal tax residence in Indonesia is not based solely on the
existence of a work permit and it has broader implications than many

are aware.

It isa common miscon-
ceptionthat youarean
Indonesian tax resident
only if you hold a work
permit and thereis no
personal tax if you hold a
business visa. Infact, you
are ataxresident if you
are present in Indonesia
for more than 183 daysin
any 12-months period or
are present in Indonesia
during the tax year and
intend toreside. The
existence of a work per-
mit suggests that the 2nd
criterion willbe met; how-
ever, the time test
remains relevant and
using a business visais not
alegitimate strategy.
Someone with their fami-
ly/home here but working
in Singapore each week
(for example) is likely to
be considered to be an
Indonesian tax resident.

Theseresults are poten-
tially modified if you can
show tax residence of a
country that has a tax
treaty with Indonesia. In
such cases actual tax resi-
dence will be determined
by the tax residence tie-

KEY POINTS

breaker tests in the tax
treaty (where the perma-
nent home is; centre of
personal and economic
relations; location of
habitual abode). The co-
rollary to this is that it will
be difficult to argue
against Indonesian tax
residence if you are not a
tax resident of another
country.

Assuming you are an
Indonesian tax resident
then you should:

. Apply for anIndone-
sian Tax ID (NPWP)

. Declare and pay tax on
your worldwide
income

. LodgeaPersonal Tax
Return that alsore-
ports your worldwide
assets and liabilities

Indonesia taxes on a fami-
ly basis and therefore
your spouse’s income
must also be included.
Typically this means (with
the exception of employ-
ment income from a non-
family company) that all
non-final-taxed income

earned by the spouse will
be taxed at the 30% rate.
A separation of assets
agreement does not
change this; it only results
in the tax being appor-
tioned based on the pro-
portionate share of
income.

A potential complication
can occur if you pay tax in
another country based on
assessment rather than
withholding. Thisis
because Indonesia only
allows a tax credit based
on the foreign tax paid
during the calendar year.
Therefore there canbe a
timing mismatch between
when the income must be
reported for Indonesian
tax and when the foreign
tax credit is available.

In addition, the Controlled
Foreign Corporation/
deemed dividend regula-
tion will apply if you/your
spouse/other tax resi-
dents own at least 50% of
the shares or voting rights
of an overseas company.

If you are a tax resident
but have no NPWP then

e Taxresidenceis not based on whether you have a work permit.

¢ Indonesia taxes worldwide income.
¢ Incomeis taxed on a family basis.

THE POWER OF BEING UNDERSTOOD

you are subject to Article
21tax (not Article 26) and
your employer should add
a20% surcharge to the
standard Article 21tax
rate (i.e. the highest mar-
ginal rate becomes 36%,
not 30%). Thisresultsina
higher cost to the em-
ployer or tax to you
depending on your
employment agreement.

Therefore it pays toun-
derstand your tax resi-
dence situation. If your
expected timein Indonesia
is short and you remain
tax resident elsewhere
then it might be appropri-
ate to assess whether you
canuse atax treaty to
avoid Indonesian tax resi-
dence. Of course you
should then continue to
comply with that coun-
try's taxing rules. If you
are an Indonesian tax resi-
dent then obtain an NPWP
and carefully consider the
resulting obligations,
remembering that tax
authorities will soon be
sharing financial account
information.
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