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HIGHLIGHTS 
 

 

*  The Tax Court of Canada has dismissed the appeal of an economist and a 

naturopathic doctor who maintained that they had established a 10 acre 

Christmas tree farm on a quarter section near Calgary with a "reasonable 

expectation of profit", and were therefore carrying on a commercial activity 

which would entitle them to claim income tax credits against GST relating to 

roads, fences, wells, the construction of a barn, greenhouse and other work 

preparatory to the establishment of the tree farm. Only a portion of the 10 

acre parcel had been planted for trees, and no trees had ever been sold. The 

Court reviews the law with respect to the concept of "reasonable expectation 

of profit" for start up businesses, and concluded that there was no clear 

intention to commence a commercial enterprise or any steps taken in support 

of this intention. (Living Friends Tree Farm v. Canada, CALN/2016-013, 

[2016] T.C.J. No. 92, Tax Court of Canada)  

 

NEW CASE LAW 

 
 

 

 

Living Friends Tree Farm v. Canada; 
 

CALN/2016-013, 

http://getlink.quicklaw.com/find.php?QLINK=Dit58x8IipsRBOUr9ZEnkJaY2HJjBv3EKuarcRitZbIVTUPxmY8cewvY2qKmvVqfjUhFG4MVRU3sUUY7zSIWAdicMXe%2BJuympOv7lCQe%2BVEkKJdX6rTTqj6whOfMPfPJ4sDHQJYqO0zyG8xz6s18kR12iIVNY4VYIVDIjZ5ci3W6wZzlcwWshqaz
http://getlink.quicklaw.com/find.php?QLINK=42Y0CDIq0C4WWhyMExqED5FxMn1GOyEy8P%2B8FUzHm7d43jxh3JGVE%2FberqXaz2cf683Qmx4oFyy1S%2B%2BTf9tJeaye%2B1Lf30g%2F07Fcz4EjyeIqRrgH%2FR6S1tYra7vmVC1XJP7cTWIx4cGlashdreRl0d0MRNqB25n87C115SbkHRgO0ic0uVd%2BlALdIfb4YawDR1jY
http://getlink.quicklaw.com/find.php?QLINK=9GGU4wFS6r5XuicMFK7sGN11pOtMqQai%2BKS%2FU9%2BgmOiwl1evdJjw%2BTGNADYh%2Fui3p7nAj0hxU4DpJaw663Hfvr8avjgJYynv0%2FvauYI6hNPeEVL0Bapi3rcULSLnFQa6YTov%2FZ6pAcewzE50Ltbfv6NkSjafPZe9X5I9tAUUylJbQKKDoxfGElND
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Full text: [2016] T.C.J. No. 92; 

 

2016 TCC 116, 

 

Tax Court of Canada, 

 

Campbell T.C.J., 
 

May 11, 2016. 

 

GST/HST -- Whether Expenses Incurred in Connection with a Proposed Farming 

Operation were without a Reasonable Expectation of Profit -- Income Tax Credits for 

Farming Expenses. 

 

Agnes Dahl and Eldon Dahl, carrying on business as a partnership named Living Friends 

Tree Farm (the "Dahls") appealed from a July 25, 2013 assessment denying them income 

tax credits ("Tax Credits") in the amount of $15,689.00 for the period June 29, 2009 to 

December 31, 2009.  

The Dahls had filed a return for this period claiming nil GST/HST collected, Tax Credits 

of $15,689.00, and a resulting net tax credit of $15,689.00.  

Mrs. Dahl was an economist with degrees in economics, early childhood development 

and teaching who worked full time for a German banking conglomerate.  

Mr. Dahl worked full time as a doctor of naturopathic.  

Mrs. Dahl testified that she and her husband moved from Vancouver to Alberta in 2007 

and purchased 160 acres in Rockyview (near Calgary) in 2009. She wanted to work and 

live in an area surrounded by trees which would provide oxygen to the environment and 

shelter for wildlife. Their plans included the construction of a greenhouse, a barn and a 

house. Their aim was to construct them in an environmentally green manner. They 

purchased a windmill and solar panels.  

The Dahls proposed to set aside 10 of the 160 acres for a Christmas tree farm. They 

planned to use 30 of the remaining 150 acres to grow hay and alfalfa.  

In 2009, they constructed roads, fences and gates, did soil testing and preparation, 

drainage, drilled three wells and started constructing the barn.  

In March of 2010, the Dahls were informed there were deficiencies with respect to the 

barn. A stop work order was issued. There were several lawsuits with subtrades.  

Mrs. Dahl testified that as a result of being preoccupied with these disputes, only 15 tree 

samplings were planted in the tree farm in the spring of 2010. Thirty to 50 were planted 

in subsequent years except 2014 when none were planted.  

The saplings were not purchased, but had been foraged.  

http://getlink.quicklaw.com/find.php?QLINK=mY1%2FUOVKnZNe%2FAS45U4P3oRkhO5yn7yJWx8%2Fae63Bem0PbdvXOCkRO342drNj%2B51JwkMhtfItSiNX70RYyUA8XsogNGWrGT6Qg0qKoZTYTmPLeG1zuDb1A3TxfLGmmzNGTzJZEpB2pUNmRwmndN8tsfvyVhyOZx1M1d0aBmfMq%2BGYMEgFQFZi9g039XX6GJNqZkW
http://getlink.quicklaw.com/find.php?QLINK=gwoVyhVejNc5gARFbgvR7Z2EnBp%2BjZdXxTowzG0z3YZW20tiC6FkhRvxIbxvUmQWjj22DlB8BZjH3kSb1%2BiN97SBhYbKmq6eL2ZDmjYn9WcdyW0LYBHcsSHFoAXOJKZDy1jASjS89gy20pkcoG4rlf5u5n%2BK0BOhcKFwB8iOEu%2FmA0gM%2BhpQ
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By the time of the tax assessment hearing, less than half of the 10 acres had planted the 

Christmas trees and no Christmas trees had been sold because it takes many years for 

them to reach maturity.  

The Tax Credits claimed by the Dahls related primarily to the construction of the barn, 

roads, walls, soil sampling, utilities and legal costs. Their partnership reported no income 

or losses.  

Decision: Campbell, J. dismissed the Dahls' appeal [at para. 25]. Campbell, J. 

summarized the provisions of the Excise Tax Act with respect to the definition of 

"commercial activity" as well as jurisprudence involved in determining whether or not 

business activities were carried on with a "reasonable expectation of profit", as follows 

[at para. 16 to 19]:  

 

 [16] Whether a taxpayer will be entitled to ITCs is dependent upon whether 

GST was paid in relation to a "commercial activity". The term "commercial 

activity" is defined in subsection 123(1) of the ETA:  

 

 "commercial activity" of a person means  

 

 (a) a business carried on by the person (other than a business carried on 

without a reasonable expectation of profit by an individual, a personal trust 

or a partnership, all of the members of which are individuals), except to the 

extent to which the business involves the making of exempt supplies by the 

person.  

 

 (b) an adventure or concern of the person in the nature or trade (other than an 

adventure or concern engaged in without a reasonable expectation of profit 

by an individual, a personal trust or a partnership, all of the members of 

which are individuals), except to the extent to which the adventure or 

concern involves the making of exempt supplies by the person, and  

 

 (c) the making of a supply (other than an exempt supply) by the person of 

real property of the person, including anything done by the person in the 

course of or in connection with the making of the supply;  

 

 [17] With respect to this definition, Favreau J. in Bowden v. The Queen, 

2011 TCC 418, [2011] TCJ No. 346, at paragraphs 20 and 21, stated the 

following:  

 

 [20] This definition clearly establishes that a business carried on without a 

reasonable expectation of profit is not a "commercial activity" for GST 

purposes.  

 

 [21] In Moldowan v. The Queen, [1977] S.C.J. No. 55, 77 DTC 5213, at 

page 5215, the Supreme Court of Canada made the following comment 

concerning the meaning of the expression "reasonable expectation of profit":  

 

http://getlink.quicklaw.com/find.php?QLINK=9m5iUkONkOFe%2B90xl46sGBYM4x%2Bmqs97o%2BucCGReXsSmvuGoDCYp%2BfYbYm6kYbhbrXnX52NHwjXchJMHgbN7I73UXhGa1ETGQs1BkDopVf5hNvzwWK2o4HFNcryrBs2Dh03b9XJxk9GLwZ71TxvZQljjrDzRs6HglO738jGFcam%2B1W8YUdUx
http://getlink.quicklaw.com/find.php?QLINK=JkYL12qwKkFalL9lVoKTF6Xhr352e6XI5zRoPb3b74%2BrG9V8AzDdp3lJ7Fst9JvEygwFQHZdnEenv4Uc4hQoKEIgEvk9vbd0MbYKaT%2BQ4lc8FCj8e0wAGYIvZrZDFkgopcrYZz9xuuLQb0eo4ZuEdQ4Ehh2vtkjlYSFJHq9W5%2F722LJHEZymLfvWNW%2BlYyw43A%3D%3D
http://getlink.quicklaw.com/find.php?QLINK=qu2KSLH9IO6cXhXMbpPFI69GelsBIG5Jiwk7hNlZ67krjYZ5LHUsWmzFOPg8gCvENKihhnz%2BSp4STBySv3OSqe9%2BQXooESM%2FZuvuQGtETxAxXMC1lyC9wkjSciRVkoeii3Ei4%2Fd4KIaHOxbeY7lWdIR2vIcqIdSCVwVNDST8z8eMnYPyESlVMUaUitgaGVHd%2F0QO
http://getlink.quicklaw.com/find.php?QLINK=0Ov6KvUWqnmC8jd9mI%2FQVZ%2Fyn8eZ0mPF1PqHvBA97XdyBJUCu50QdMzd6I2uN%2FndFCo%2BfVvwf9v%2F7MRxlN3YpAjLyrmM6Pv5%2Fia9GkzePk6oEKGw9tMui%2BQ%2Bx88PcD4ccKACPtAZlYYVBGoyep4YX6f4uI%2B7lPrYpWcksJNKNy%2F3PPqgjj0%3D
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 There is a vast case literature on what reasonable expectation of profit means 

and it is by no means entirely consistent. In my view, whether a taxpayer has 

a reasonable expectation of profit is an objective determination to be made 

from all of the facts. The following criteria should be considered: the profit 

and loss experience in past years, the taxpayer's training, the taxpayer's 

intended course of action, the capability of the venture as capitalized to show 

a profit after charging capital cost allowance. The list is not intended to be 

exhaustive. The factors will differ with the nature and extent of the 

undertaking.  

 

 [18] Despite the uncertainty and difficulty surrounding the application of the 

"reasonable expectation of profit" test, the Supreme Court of Canada in 

Stewart v Canada, 2002 SCC 46, [2002] 2 SCR 656, acknowledged the 

objective criteria listed by Dickson J. in Moldowan v The Queen, [1977] 

S.C.J. No. 55, [1978] 1 SCR 480, as the basis for determining whether an 

activity is being conducted in a businesslike or commercial manner. The 

Supreme Court, in Stewart, referred to those criteria as "indicia of 

commerciality" or "badges of trade" and, although not exhaustive, that list 

includes:  

 

 1. the profit and loss experience in past years; 

 

 2. the taxpayer's training;  

 

 3. the taxpayer's intended course of action; and 

 

 4. the capability of the venture to show a profit. 

 

 [19] According to the definition of commercial activity contained in 

subsection 123(1) of the ETA, a business endeavour must be conducted in a 

commercial manner with a view to gaining a profit and exhibit those badges 

of trade that would generally be associated with an undertaking of that nature 

and extent. In Land & Sea Enterprises Ltd. v The Queen, 2011 TCC 101, 

[2011] TCJ No. 70, at paragraph 14, I stated the following in respect to 

business activities conducted in the initial start up phase:  

 

 [14] It is clear that an activity may be considered a commercial activity well 

in advance of the stage of profitability. It will always be a question of fact. 

Expenditures giving rise to ITCs in the start-up phase of a commercial 

activity may be eligible provided that there is clear intention to commence a 

business and that measurably significant and fundamental steps and actions 

have been put into place.  

Campbell, J. concluded that while the Dahls may have had an intention to commence a 

Christmas tree growing operation when they purchased the property in 2009, these plans 

were intermingled with a lifestyle which envisioned them being surrounded by nature, 

particularly trees and wildlife. The Dahls had failed to establish a clear intention to 

http://getlink.quicklaw.com/find.php?QLINK=tfDiv4GTGe%2BmiCUuCwqE3LZB%2FuXEj46OiSNa1ZENsvBnnb0zTIzcOJA0bp6LZK%2BAN7faIDE%2Fm0EyD56nGVcE%2B3eSUoYcP6VGJaVKCR9SzISpsfaUgLBXz21TlwKA3UFeH0yaEpFWCoCi5as2LtchcnJUBYozmClvW13jdlhKEh1OCOtLCq8%3D
http://getlink.quicklaw.com/find.php?QLINK=PUmpuO%2FmJDg3ZKlS1B0pW29ZCVz6zJksaf9Ht7OYQ%2FzNWFOC06HnEVOSnTw4g3Qy9oSS0yzMC6aGv%2Flx1uCRnYcd5tPSFk3pt54tg9VXEuMDOg5Vb6MJt3RvjKb2OaJdX8bder4Xdt22wDktoqkti4YdERlKaxwrI0SNNIF0Ewat%2BHJPJqRJ0b5LkV4xYmbCSNET
http://getlink.quicklaw.com/find.php?QLINK=PUmpuO%2FmJDg3ZKlS1B0pW29ZCVz6zJksaf9Ht7OYQ%2FzNWFOC06HnEVOSnTw4g3Qy9oSS0yzMC6aGv%2Flx1uCRnYcd5tPSFk3pt54tg9VXEuMDOg5Vb6MJt3RvjKb2OaJdX8bder4Xdt22wDktoqkti4YdERlKaxwrI0SNNIF0Ewat%2BHJPJqRJ0b5LkV4xYmbCSNET
http://getlink.quicklaw.com/find.php?QLINK=VOcAmvwO5EBzg%2FxhjfkrRxNZ%2BZrmFHtyzoRwoNBZl3kWCvVHG%2Fe8Q8Fie%2BCdgw8Or5S15GktY2FtMYUqVieCu7%2BJDF4eVSV707FxFp%2Fo0DsPn8niaUqChWHK8Aoob6kPmTSkjtxjAdQUUxAesr5awyT6TO%2Bxk619ofszcxtvWcoGvoxFIqXzs8iFTlq5OOA%3D
http://getlink.quicklaw.com/find.php?QLINK=dYAyKS%2FZU5A0B7WW9K6GGbg2z0ER0FayyudZzpCx3YqGsiss9c7w1Izg%2BJKfLULFWYCnZTgVZONARTPknvz1UIZKlLFHYJEHIxMY4fbHrFI6aURc8AcMX0ulR%2Bb6%2Fc4HINZoMgG7EXtKKjypQjOF%2B%2BEU5DI78P1iLkh9vqXkxXyBG%2BLwM%2FlB
http://getlink.quicklaw.com/find.php?QLINK=HlxnUAxooWuoSKoNx774mk9VNFx7QOvoPJhWyBtGEgQ7YfAs1%2FIaCw6P5sa6%2B4Dmn2W8Uu6pkEoIi%2B6RdXVXxT2%2FhM1Lhfl9c7%2FtxVSd7u0Izsngcgq1Bho95NZQCLn%2B463MXLclZDYx6CCeCDyn3%2FUJjgF0Ju6d%2FXAqyI3MahahOdkp3z2Itg6uNeriolTO
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commence a commercial enterprise and actual steps taken in support of that intention. 

Campbell, J. could not conclude that there existed a commercial endeavour with a goal of 

actively pursuing profit, and concluded that the Tax Credits could not be allowed where, 

where the totality of the relevant facts, there is "no evidence of the indicia of 

commerciality" [at para. 22 and 23].  
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