
KEY PERSPECTIVES 

Expenditure - Capital or Revenue 

 

Unfortunately, there is no simple test for, 

any statutory definition or guide of what is 

determined as capital or revenue 

expenditure, and this is acknowledged in 

HMRC’s Capital v Revenue Toolkit.   

Guidance initially will come from legislation 
and then from the case law that has evolved 
around the definitions of capital and revenue 
expenditure.  In addition, the accountancy 
treatment may be of assistance in the 
determination but the tax treatment is always 
a question of law determined by the facts of 
each individual case.  
Although we need to remember that a sum 
that, would be capital expenditure in the 

hands of the payer is not necessarily a capital 
receipt to the recipient.

Ordinarily, tax-payers will prefer expenditure 
to be classified as revenue and early 
identification and correct categorisation of 
revenue expenditure in the accounts will 
maximise the relief.   Relief for revenue 
expenditure in the profit and loss account 
should be provided at 100% in the year of 
expenditure as opposed to being relieved in 
line with the depreciation policy when revenue 
expenditure has been capitalised.
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How do we differentiate 

between capital expenditure 

and revenue expenditure? 

Capital expenditure is expenditure that results 
in the acquisition or construction of a fixed 
asset (land, building, vehicle, furniture or 
equipment) or enhancement of an existing 
fixed asset.  In general, normal accounting 
principles are used as guidance when 
differentiating between revenue and capital 
expenditure but Case Law has been used to 
decide marginal cases.

Revenue expenditure is expenditure incurred 
for the purpose of the organisations daily 
activity, service/trade or to maintain fixed 
assets, for example, employees pay, travel 
expenses or consumables. 

When a business carries out a property 
refurbishment, the works will generally include 
an element of alteration and improvement, as 
well as an element of repair and maintenance.  

Often descriptions contained in the contract 
documentation can be misleading when trying 
to decide whether the work is either a repair 
o r a n i m p r o v e m e n t . A m u c h w i d e r 
understanding of the nature and the extent of 
the refurbishment is necessary to correctly 
identify the scope and extent of the repair 
element.  Therefore, it is important to talk to 
the design team and establish the reasons 
why work has been done to ensure a concrete 
case should HMRC enquire into the tax 
return. 

In differentiating between capital and revenue 
expenditure, it is necessary to consider not 
only the nature of the advantage that results 
from it but also whether it involves the 
acquisition, disposal or modification of an 
identifiable capital asset.  

A useful starting case in determining the 
definition of what is capital, is British Insulated 
and Helsby Cables Limited v Atherton 
(Inspector of Taxes) (1925) KB421 10TC 155.  
In this case, it was established that 
expenditure made with “a view to bringing into 
existence an asset or an advantage for the 
enduring benefit of a trade” is capital 
expenditure.  So, expenditure that involves 
improving, adding to, or modifying existing 
assets are usually capital and cannot be 
deducted in calculating the profits of a 
business.

In broad terms, revenue expenditure is the 
cost of maintaining the value of the capital 
asset as it stands, it also does not have to be 
“once and for all” – it can be reoccurring.  This 
is discussed Commissioners of Inland 
Revenue v 36/49 Holdings Ltd (1943) 25TC 
173 (CA).  
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Law Shipping Company Limited  - v -  IRC 
(1923) 17L1 L Rep 184, further establishes 
the principles involved around revenue 
expenditure.  The basic facts of the case 
involve a company buying a ship that required 
substantial repairs and improvements before it 
could be brought into use in their trade.  The 
previous owners could have claimed a 
revenue deduction, if they had undertaken the 
repairs;  however, they did not do this and the 
purchasers attempted to claim a revenue 
deduction for all the repairs that they had 
incurred.

The court held that the ship cost less because 
of its state and could not be used for the trade 
without the repairs and that the capital cost of 
the ship should include the repair as arrears.  
Thus, this case established three basic 
principles:-

1. Expenditure required to make the asset-fit 
for use in the trade is capital.

2. If the purchase price is substantially 
reduced due to a dilapidated condition 
then re-instatement expenditure is capital.

3. An allowance for one owner does not 
imply a similar allowance for another.

This case can be compared to Odeon 
Associated Theatres Limited -v - Jones (1972) 
2WLR 331 48TC 257.  Here, deferred repair 
costs of the cinemas were allowed.  The 
peculiar conditions imposed by the war meant 
that the dilapidated condition of the cinemas 
had not reduced their price and the cinemas 
were, in fact, fit for use in their trade. 

There is an essential difference between the 
two cases which led to the differing 
conclusions, which is worth pointing out.  
When the cinema was bought, the purchase 
price was not reduced to reflect the condition 
of the property which was both useable and 
used immediately after purchase.  In the Law 
Shipping Company Limited case, the 
purchase price did reflect the condition of the 
ship which was not sea-worthy immediately 
after purchase.
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If refurbishment takes place immediately after 
acquisition, the entire cost will usually be 
capital expenditure unless it can be shown 
that the following principles laid down in the 
Odeon Associated Theatres Limited case 
have been met:-

1. The state of disrepair prior to purchase did 
not reduce the purchase price.

2. The extent of the repairs required did not 
affect the use of the property in any way.

3. Trading could have continued without 
refurbishment.

4. Any expenditure on a property that could 
not be occupied or re-let after acquisition, 
without the work in question first having 
been completed, will probably be “capital” 

in nature. 

Entirety Principle 

It is important to interpret the case law in a 
logical manner but we must not be guilty of 
treating the whole of the expenditure in the 
same manner.  A defining point on deciding 
whether something may be capital or revenue 
is the Entirety Principle.  Where there is an 
element of alteration within refurbishment 
works, it is important to treat individual items 
of work on their own merits, and not treat the 
works as a whole.

However, problems arise in defining exactly 
what an asset is, as well as what is the entire 
asset, as building repairs often involve 
replacement and/or improvement.  

Simply put 

• if the entity replaced is a whole or an 
entirety then expenditure is “capital”.

• if the entity replaced is only part of the 
identifiable whole, then expenditure may 
be “revenue”

Leading cases demonstrate the importance of 
the meaning of “entirety”.  Factors have 
included physical, functional and commercial 
separation and relative importance of an 
entity.  One case, Brown (Inspector of Taxes) 
v Burnley Football and Athletic Company 
Limited (1980) STC 424, concerns the 
replacement of a football stand.  The decision 
depended on whether the entirety was the 
stand or the whole stadium in which it stood.  
It was held that the stand had its own distinct 
function and was a separate entity and, 
therefore, an entirety, and that replacement 
was “capital”.

In contrast, in Conn (Inspector of Taxes) v 
Robbins Brothers Limited (1966)43 TC 266, 
substantial repairs were allowed.  It was held 
that the entirety was the whole building, 
repairs had been carried out in part, the 
premises did not change and no new or 
improved asset
was created.

Also, compare the cases of Samuel Jones 
and Company (Devondale) Limited v IRC 
(1952) SC 94 against the case of O’Grady 
(Inspector of Taxes) v Bullcroft Main Collieries 
Limited (1932) 17 TC 93, both involving 
chimneys.  In the first case, expenditure on a 
new chimney to replace the existing one was 
not capital because the chimney was held to 
be a subsidiary part of the factory.  
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In the second, it was a separate structure and 
not part of the building which was demolished 
and a new chimney built a short distance 
away to replace it.  Here, it was held that the 
new chimney was not a repair of the old but 
was a separate new asset and the cost was, 
therefore, “capital”.  

Again, two cases at opposite ends of a line.  
The test applied in both was the same; is the 
item replaced an entirety or merely part of 
something larger? If it is an entirety, its 
replacement brings about a new asset and if it 
is not an entirety, its replacement is probably 
merely the repair of a larger asset which 
incorporates it.  Unfortunately, it is not always 
easy to identify the entirety. 

So, the question of repair in every case is one 
of degree, as to whether the work to be done 
is that of the renewal or replacement of 
defective parts, or the renewal or replacement 
of substantially the whole.

Modern Equivalent 

Alterations are normally to be regarded as 
“capital”, however, there are certain situations 
where this may not be the case, as identified 
in the case of Conn (Inspector of Taxes) v 
Robbins Brothers Limited (1966)43 TC 266.

Here, a company was carrying on a business 
premises which were over four hundred years 
old, they had carried out various works 
including strengthening the floor and replacing 
the shop front, having eliminated a bow front.  
It was held that the whole of the work was 
“repairs”.  In light of the age of the building, 
the modern building techniques used in the 
structural alterations in replacing the old oak 
floor may be the most efficient and effective 
way of restoring the building to its original 
condition.

This has been confirmed by HMRC back in 
their Tax Bill under Issue 59.  HMRC noted 
that, as a result of this case, they will accept 
the replacement of part of the entirety with the 
nearest modern equivalent is allowable as a 
“repair” for the tax purposes and not 
disallowable as “improvement expenditure”.
  
Thus generally, if the replacement of a part of 
the entirety is like-for-like or the nearest 
modern equivalent, the expenditure is 
allowable revenue expenditure.  They clarify 
this by giving an example of, double-glazing.

Integral Features

 

A point when deciding if expenditure is 
revenue or capital that is often missed is when 
Integral Features are replaced.  HMRC deems 
that where expenditure is incurred on the 
replacement of an integral feature, that 
expenditure must be capitalised even if it 
could otherwise be treated as revenue 
expenditure as a repair to the building 
concerned.
 

The definition of ‘replacement’ of an integral 
feature is set out in CAA2001, Section 33B.  
However, in summary, an integral feature will 
be treated as having been replaced if the 
expenditure incurred on the integral feature in 
any 12 month period is more than 50% of the 
replacement cost of the integral feature.
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Conclusion

 

Generally, the expenditure involved in most 
refurbishments will not fit wholly into “capital” 
or “revenue”.  It is a must to look at in detail, 
all the work done and analyse it between 
capital and revenue items on the basis of the 
individual facts of the case.  

The distinction between capital and revenue 
is not always clear cut, and HMRC 
acknowledges this – ‘No single issue or test is 
likely to be decisive.  You need to come to an 
overall balanced view.  When deliberating 
over the treatment of expenditure incurred, it 
is essential that you establish all the relevant 
facts before entering into argument.’  

Our Service 

We offer a no obligation review of completed or 

potential schemes in order to determine whether a 

viable claim for property tax reliefs can be claimed. 

Our fee structure is tailored to take account of the 

tax status of the individual or business and is 

designed to add value to your business. 


If you would like further information on this topic 

orany other capital allowances issues, please 

contact Lois or Alan.   Alternatively, you can email us 

at info@cavettaconsulting.com.
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Key Contacts 

Scotland (East) 

Lois Stirling 

0131 610 0056 

lois.stirling@cavettaconsulting.com 

Scotland (West) 

Alan Cadden 

041 432 0056 

alan.cadden@cavettaconsulting.com

This briefing is intended to provide an introductory 

outline to certain aspects of the UK Capital 

Allowances regime. It should not be used instead of 

obtaining proper professional advice.  The outline is 

for guidance only and is not an appropriate basis for 

decision-making.
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