
Meaning of Capital Expenditure and Revenue Expenditure: 
A business organisation incurs expenditures for various purposes during its existence. Some of these expenditures are meant 
to bring in more profits for the organisation in the long term while some expenditures are for the short term. The main reason 
for incurring expenditure is to increase the efficiency of the business and drive in higher returns. Based on the nature of the 
expenditure they are categorised as:  

 Capital Expenditure 

 Revenue Expenditure 
Capital Expenditure: The expenditures that are incurred by an organisation for long term benefits are known as capital 
expenditures. These expenditures serve the purpose of increasing the capacity or capabilities of the long-term asset by either 
enhancing or adding new assets to the organisation. These expenditures are added on the asset side of the balance sheet. 
Capital expenditure is done mostly on assets such as land, equipment, furnishings or vehicles that help to drive benefits for  
the organisation by increasing the operating capability. 
Example of Capital expenditure are Cash money spent on business purposes, purchasing of Plants and machinery items, 
Permanent additions to existing fixed assets 
 

Revenue Expenditure: Revenue expenditure is referred to as the expenditure incurred by an organisation to manage the day 
to day functions of a business which can include employee wages, inventory, rent, electricity, insurance, stationery, postage 
and taxes. These are expenditures which neither help in the creation of asset nor they help in reducing the liabilities of a 
business. It is recurring in nature and is very essential for maintaining the daily operations of a business or organisation. 
Revenue expenditures can be divided into two categories 

 Expenditures for generating revenue for a business: These are expenditures that are essential for meeting the 
operational cost of a business and hence, can be classified as similar to operating expenses. 

 Expenditures for maintaining revenue-generating assets: Such expenses are incurred by business towards repair and 
maintenance of the assets of an organisation to keep them in working condition without enhancing their lifespan. 
Such expenses can be towards repairing and repainting of assets. 

Example of Revenue expenditure are productive wages and salaries to workers, shipping costs, legal expenses, electricity, water 
bills, fuels costs, rent, commissions, packaging charges, salaries, depreciation etc. 
 

Difference Between Capital Expenditure and Revenue Expenditure: 
 

Basis of 
Comparison 

Capital Expenditure Revenue Expenditure 

Definition Expenditure incurred for acquiring assets, to 
enhance the capacity of an existing asset 
that results in increasing its lifespan 

The expense incurred for maintaining the day 
to day activities of a business 

Term Long Term Short Term 

Value addition Enhances the value of an existing asset Does not enhance the value of an existing 
asset 

Physical Existence Have a physical presence except for 
intangible assets 

Do not have a physical presence 

Occurrence Non-recurring in nature Recurring in nature 

Capitalisation Yes No 

Impact on Revenue Do not reduce business revenue Reduces business revenue 

Benefits Long-term benefits for business Short-term benefits for business 

Appearance It appears as assets in the balance sheet and 
some portion in the income statement 

It always appears in the Income statement 
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Revenue Expenditure Treated as Capital Expenditure: Following are the list of important revenue expenditures, but 

under certain circumstances, they are treated as a capital expenditure − 

 Raw Material and Consumables − If those are used in making any fixed assets. 

 Cartage and Freight − If those are incurred to bring Fixed Assets. 

 Repairs & Renewals − If incurred to enhance life of the assets or efficiency of the assets. 

 Interest on Capital − If paid for the construction work before the commencement of production or business. 

 Development Expenditure − In some businesses, long period of development and heavy amount of investment are 

required before starting the production especially in a Tea or Rubber plantation. Usually, these expenditures should 

be treated as the capital expenditure. 

 Wages − If paid to build up assets or for the erection and installation of Plant and Machinery. 

 

Deferred Revenue Expenditure: Deferred revenue expenditure is an expenditure which is incurred in the present 
accounting period but its benefits are incurred in the following or the future accounting periods. This expenditure might be 
written off in the same financial year or over a period of a few years.  For example, if heavy amount paid for the advertisement 
of a product, which benefits are expected to be received in next four years, then it should be debited as ¼ of the part in Profit 
& Loss account as the revenue expenses and balance ¾ will be shown as the assets in the Balance-Sheet. 
Examples of Deferred Revenue Expenditure 

 Prepaid Expenses: The firm makes a heavy investment in certain activities like sales promotion activities – the benefit 
for which will be incurred over the number of accounting periods but the expenditure is incurred in the same year. 
This expenditure will be written off over the number of periods. 

 Exceptional Losses: Expenditure relating to exceptional losses by for example by earthquake, floods or unforeseen 
losses by loss or confiscation of property. 

 Services Rendered: Since the expenditure for the services rendered cannot be allocated to one year only and also 
there be no asset created with such expenditure. For example, the cost of research and development for the 
company. 

 Fictitious Asset: Fictitious assets in cases, whose benefit is derived over a long period of time. 
 

Features of Deferred Revenue Expenditure 

 Expenditure is characterized by revenue and its features. 

 The benefit of the expenditure is accrued for more than one year of an accounting period. 

 The amount of expense is huge since it’s a one-time investment for the business and is therefore deferred over a 
period of time, which is more than one accounting period. 

 These accrue over the future years, either partially or completely. 

 

Meaning of Capital Income and Revenue Income: 
Capital income is income that arises from an asset because of the passage of time, not because the asset is being used. So, 
buying land at Rs 2 crore and selling at Rs 3 crore generates capital income of Rs 1 crore. The income arises from non-recurring 
transactions by certain or a certain event is called capital income. Capital income includes: Income received on sale of 
investments, Bonus shares on investment, Hidden treasures found on the dismantling of the old house, interest payments on 
bonds, dividends from stocks, rent from properties and royalties. 
 
Revenue income is normal income from sales of goods or the supply of services. Income arose from Recurring transactions in 
the ordinary course of business is called revenue income. Revenue income includes Commission received, Discount received, 
Rent from subletting, Apprentice premium etc. 
 

Meaning of Capital Profit and Revenue Profit:  
Revenue profits: Revenue profit is the difference between revenue incomes and revenue expenses. It is earned in the 

ordinary course of the business. It results from the sale of goods and services at a price more than their cost price. Revenue 

profit is he outcome of regular transactions of the business. It is shown as gross profit and net profit in trading and profit and 

loss accounts. It is available for the distribution to shareholders as dividend or for creating reserve and fund for various 

purposes. It shows the efficiency of the business. In fact, earning revenue profit is the main objective of every business. 

Example: XYZ company manufactures baby diapers. The cost to make one diaper for the company is Rs 5. It sold 1,50,000 

units of baby diapers at Rs 8 per baby diaper during a year to retail companies and wholesalers combined. The revenue profit 

earned by the company is Rs 4,50,000 during the year. 
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Capital profits: The amount of profit earned by the business from the sale of its assets, shares, and debentures is capital 

profit. If assets are sold at a price more than their book values then the excess of book value is capital profit. Similarly, if 

the shares and debentures are issued at a price more than their face value, then the excess of face value or premium is capital 

profit. Such profit is not earned in the ordinary course of the business. It is not available for the distribution to shareholders 

as dividend. Such profits are transferred to capital reserve. It is used for meeting capital losses. It is shown on the liabilities 

side of balance sheet. Items relating to capital profits are as follows:  

 Profit on sale of fixed assets  

 Premium on issue of share/ debenture 

 Share forfeited amount 

 Profit on sale of investment 

 

Difference Between Capital Profit and Revenue Profit: 
 Mode of Earning: Capital profit is earned by selling assets, shares and debentures at a price more than their book 

value and face value. Revenue profit is earned in the ordinary course of the business. 

 Distribution: Capital profit is not available for the distribution to shareholders as dividend. Revenue profit is available 
for the distribution to shareholders as dividend. 

 Use: Capital profit is transferred to capital reserve and used for meeting capital losses. Revenue profit is used to 
distribute dividend and create reserve and fund for various purposes. 

 Treatment: Capital profit is shown on the liabilities side of the balance sheet as capital reserve. Revenue profit is 
shown as debit balance on the debit side of the trading and profit and loss accounts and on asset side of the balance 
sheet as accumulated loss. 

 

Meaning of Capital Loss and Revenue Loss:  
Capital Loss: The amount of loss suffered due to the sale of fixed assets, shares and debentures at a price less than their 
book value or face value is capital loss. It does not occur in the normal course of the business. It occurs in the course of selling 
assets and raising capital. Usually, it is shown on the asset side of the balance sheet and written off out of the capital profit. 
Items relating to capital loss are as follows:  

 Loss on sale of fixed assets 

 Discount on issue of shares and debentures 

 Premium on redemption of debentures 

 Loss on sale of investment 
 

Revenue Loss: Revenue loss occurs in the ordinary course of the business. It results due to inefficiency in operating regular 
activities of the business. It results from the heavy amount of operating expenses and low amount of turnover. It is shown as 
debit balance on the debit side of the trading and profit and loss accounts. It adversely affects the amount of capital and 
stability of the business. 
  

Difference Between Capital Loss and Revenue Loss: 

 Causes: Capital loss occurs due to the sale of assets, share and debentures at a price less than their face value or book 
value. Revenue loss occurs due to heavy amount of operating expenses and low turnover or sales. 

 Nature: Capital loss does not occur in the normal course of the business. Revenue loss occurs in the normal course of 
the business. 

 Indication: Capital loss does not indicate the inefficiency of the business. Revenue loss indicates the inefficiency of 
the business. 

 Treatment: Capital loss is shown on the asset side of the balance sheet. Revenue loss is shown on the debit side of 
the trading and profit and loss accounts and asset side of the balance sheet as accumulated loss. 
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