
CONSTRUCTION INDUSTRY 
SCHEME

The Construction Industry Scheme (CIS) applies to all 
businesses that carry out construction operations in 
the UK. This includes overseas entities. Examples of 
construction operations are:

• Construction

• Demolition

• Site preparation

• Dismantling

• Alterations

All contractors involved in construction operations 
must register for the scheme. It is not compulsory for 
subcontractors to register, but if they’re not registered, 
deductions are made at a higher rate.

A contractor needs to verify the subcontractor before 
making a payment to the subcontractor. The rate of 
deduction depends on the subcontractor’s status. There 
are three types of status:

• Gross payment status – no deduction

• Standard registration – deduction at 20%

• No registration - deduction at 30% 

The contractor deducts tax from the labour element of 
the subcontractor’s invoice. No deductions are made 
from the cost of materials or VAT (where charged). The 
tax is then paid to HMRC. This arrangement is similar to 
the operation of PAYE for employers.

Subcontractors can apply to HMRC for gross payment 
status. Where HMRC accept the application the 
contractor can pay the subcontractor without any tax 
deductions.

The contractor must submit monthly returns to HMRC 
which will provide the following details:

• The name of the subcontractor

• How much was paid and amount deducted 

The monthly return must be submitted to HMRC 14 days 
after the end of the tax month i.e. month end 5 July 2019, 
the return must be submitted by 19 July 2019. 

The amounts deducted by the contractor must be paid 
to HMRC within 14 days after the end of the tax month 
as above. If payments are made electronically this is 
extended by three days. This usually means the payment 
is due by 22nd of the month. 

The contractor should provide details to the 
subcontractor of the amount paid and the tax deducted 
in the form of a pay statement. 

The subcontractor can treat the amount deducted in a 
number of ways:

• The amounts can be used to set off against their 
monthly PAYE and NICs

• Used as a credit against their income or corporation 
tax liability

• Request that the amount is repaid to the business

It is important the subcontractor retains their pay 
statements as proof of the tax being deducted. There are 
circumstances where non construction businesses are 
involved in construction operations. These businesses 
will not fall within CIS if the following apply:

• Their main business is not in construction and 
their average spend is less than £1 million a year on 
construction operations over a three year period

• Their main business is not in construction, but is 
involved in construction projects for their own use.

Late by Penalty

One day £100

Two months £200

Six months £300 or 5% of the CIS deductions on 
the return, whichever is higher 

Twelve months £300 or 5% of the CIS deductions on 
the return , whichever is higher 



CONSTRUCTION INDUSTRY SCHEME

Where a business uses the services of an individual their 
employment status will need to be determined. 

Contractors who fail to register for CIS can incur 
penalties and interest 

The above is an overview of the registration and 
operation of the Construction Industry Scheme. If you 
require advice please contact your Moore Kingston 
Smith adviser.
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