Capital v/s Revenue Expenditure—Fusion, Confusion, Elucidation

	Capital Expenditure (CAPEX)

	As per Accounting standard 10 published by the Accounting Standard Board & ICAI
Funds used by a company to acquire or upgrade physical assets such as property, industrial buildings or equipment. This type of outlay is made by companies to maintain or increase the scope of their operations. These expenditures can include everything from repairing a roof to building a brand new factory. Hence Capital expenditure is expenditure for long-term betterments or additions. This expenditure is in the nature of an investment for future chargeable to capital asset account
In terms of accounting, an expense is considered to be a capital expenditure when the asset is a newly purchased capital asset or an investment that improves the useful life of an existing capital asset. 
· If an expense is a capital expenditure, it needs to be capitalized; this requires the company to spread the cost of the expenditure over the useful life of the asset. 
· If, however, the expense is one that maintains the asset at its current condition, the cost is deducted fully in the year of the expense. 




(Fixed asset is an asset held with the intention of being used for the purpose of producing or providing goods or services and is not held for sale in the normal course of business.)

Also Under Income tax act 1961 no deduction shall be allowed in respect of any expenditure incurred, of capital nature, from the total income of the assessee during that previous year. However he can claim deduction in respect of depreciation under sec 32 of income tax act 1961 for that capital expenditure as per rates provided in the act.
Revenue expenditure

Revenue expenditure on other hand is incurred in the purchase of goods for resale, in selling those goods and administering and carrying of the business of the Company. It is treated as an expense to be matched against revenue.
Such revenue expenditure is charged towards profit and loss accounts and are admissible expenses for the purpose of deduction from the total income chargeable under Income Tax Act 1961.
Other Clarifications
· The definition in paragraph 6.1 gives criteria for determining whether items are to be classified as fixed assets. Judgment is required in applying the criteria to specific circumstances or specific types of enterprises. It may be appropriate to aggregate individually insignificant items, and to apply the criteria to the aggregate value. An enterprise may decide to expense an item which could otherwise have been included as fixed asset, because the amount of the expenditure is not material. 

· Stand-by equipment and servicing equipment are normally capitalised. Machinery spares are usually charged to the profit and loss statement as and when consumed. However, if such spares can be used only in connection with an item of fixed asset and their use is expected to be irregular, it may be appropriate to allocate the total cost on a systematic basis over a period not exceeding the useful life of the principal item

· The Supreme Court in the case of M.K. Brothers Pvt. Ltd. Vs. CIT 86 ITR 38 held that the question as to whether the money paid is Capital or Revenue expenditure would depend not so much upon the fact as to whether the amount is large or small but the real nature and quality of payment which would determine the deductibility or otherwise of such expenses. The largeness or smallness of the sum is not relevant but what is important is the nature of payment. In Rhodesia Railways Ltd. Case, the expenditure was incurred in consequence of the rails having been worn out in earning the income of previous year on which tax had been paid without deduction in respect of such wear and tear, and represented the cost of restoring them to a state in which they could continue to earn income. It did not result in creation of any new asset, it was incurred to maintain railways existing line in state to earn revenue.

