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J. Y. Interpretation No.163 (June 20, 1980 ) *

ISSUE: Shall income tax be levied on the compensation left, if any,
acquired by the lessee of a farmland for the termination of the
lease contract after the deduction of necessary expenses and
actual losses?

RELEVANT LAWS:

Category 9 of Paragraph 1 of Article 14 of the Income Tax Act
(PTAF#i% % + vtk % — 8% /u#a) ; Paragraph 1 of Arti-
cle 77 of the Equalization of Land Rights Act ( --34 HuAE 14 171
% -6+ -E4%% —78) ; Paragraph 2 of Article 56 of the En-
forcement of the Equalization of the Urban Land Rights Act
(CEAaART P RAED F B+t h =) .
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land, according to the laws, has been des-
ignated for the purpose of construction,
and then the lessor terminates the lease

contract in order to take the land back to
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use for the purpose of construction or to
sell it for the purpose of construction, ac-
cording to the laws, the lessor shall com-
pensate the lessee with the amount
equivalent to one third of the land value,
and after the deduction, according to spe-
cific facts, of necessary expenses and ac-
tual losses, if there is any compensation
left, income tax shall be levied according
to Category 9 of Paragraph 1 of Article 14

of the Income Tax Act.

REASONING: When leased
farmland, according to the laws, has been
designated for the purpose of construc-
tion, and then the lessor terminates the
lease contract in order to take the land
back to use for the purpose of construc-
tion or to sell it for the purpose of con-
struction, Paragraph 2 of Article 56 of the
Act Governing Enforcement of the
Equalization of Urban Land Rights, as
amended and promulgated on February
12, 1968, provides that the lessor “shall
compensate the lessee with the amount
equivalent to one third of the declared
value of the land, besides compensating

the lessee for the expenses he has incurred
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in making land improvements as well as
for any crops not yet harvested,” for this
termination is not executed by the lessee
voluntarily, and the lessee’s living ex-
penses need to be taken into account as
well in order to reduce the disputes be-
tween the lessor and lessee and to facili-
tate the urban development. The aforesaid
Act was reenacted as the Equalization of
Land Rights Act on February 1,1977, and
the provision of Paragraph 1 of Article 77
of this Act has revised the above-
mentioned provision as “In terminating
the lease contract and taking the land back
according to the provisions of the preced-
ing Article, the lessor shall compensate
the lessee for the expenses he has incurred
in making land improvements as well as
for any crops not yet harvested. In addi-
tion, if the termination is to take the land
back for the lessor himself to use for the
purpose of construction, the lessor shall
calculate the land value increment tax be-
forehand by the announced current land
value at the time of the termination of
lease contract, and compensate the lessee
with the amount equivalent to one third of

the difference between the announced
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current land value and the anticipated land
value increment tax; if the termination is
to sell the land out for others to do the
construction, the lessor shall compensate
the lessee with the amount equivalent to
one third of the difference between the
current land value and the land value in-
crement tax.” This provision is in order to
compensate the lessee, after the termina-
tion of the lease contract, for the costs of
moving, changing jobs or other paid nec-
essary expenses, and the actual loss de-
rived from the expectation of the continu-
ance of the lease contract, if any; this
amount of money does not belong to the
income upon which the income tax shall
be levied. However, after the deduction,
according to specific facts, of necessary
expenses and actual losses, if there is any
compensation left, income tax shall be
levied on it according to Category 9 of
Paragraph 1 of Article 14 of the Income
Tax Act.

Justice Shih-Ron Chen filed dissenting
opinion.
Justice Wei-Kuang Yiau filed dissenting

opinion.
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