
Capital vs Repair Determination Criteria 

• In general, a capital expenditure either adds an asset or increases the value of 
an existing one. Expenditures should be capitalized when they: 

o Substantially prolong the life of the property. 

o Materially increase the value of the property. 

o Adapt property to a new or different use. 

o “Put” the property into a useful condition. 

o Have a life of longer than 1 year. 

o Are part of a general plan of rehabilitation, modernization or 
improvement to equipment or other business property, even though 
by itself it would be a repair or maintenance expense. 

o Ordinary repairs made at the same time as capital improvements when 
they are directly related to the capital improvements. 

o Significant structural changes to a building that increase its usefulness, 
efficiency, or asset life also should be accounted for and added to its 
value. 

• In general, a repair or maintenance expenditure is one that does not increase 
the future service of an asset. Expenditures should be expensed as repairs and 
maintenance when they are: 

o Routine maintenance - (recurring activities that a manager expects to 
perform to keep something in ordinarily efficient operating condition.) 

o Incidental repairs – (repairs made at the same time as an improvement, 
but which do not directly benefit it or which were made strictly 
because of the improvement) 

o Equipment and materials that “keep” the property in an ordinary, 
efficient operating condition 

• Examples 

o Replacing the wooden roof shingles on a building when they are 



damaged by a storm would be repairs and maintenance. Replacing the 
wooden shingles with asphalt shingles that have the same life as the 
wood shingles would also be repairs and maintenance. However, 
replacing the shingles with tile shingles for a 50 year maintenance free 
roof would be a capitalized expenditure as would replacing the 
shingles at the end of their useful life. 

o Sealing a floor every year to protect it would be considered repairs and 
maintenance. Applying a seal on a floor that had never been protected 
would be considered capital expense in the first year of use. 

o Replacing asphalt on a road each year would be considered repairs 
and maintenance. Replacing the asphalt with reinforced concrete that 
would last for years without repair would be considered capital 
expense. 

o Incidental Repairs - A company owning several trucks might decide to 
replace the engines and beds with new components. The cost would 
have to be capitalized because it is for "restoration" purposes. Should 
the company decide to paint the truck cabs and replace a broken tail 
light (both would be repair costs if made separately) at the same time 
the new components are installed, the painting would be a capital 
expenditure. The cost of repairing the broken tail light would be 
expensed because it does not directly benefit and is not incurred 
because of the truck restoration. 

 


