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The Construction Industry Scheme (CIS) is a tax withholding and reporting regime that 
applies to payments from contractors to subcontractors, made under contracts which 
include construction operations undertaken within the UK or UK territorial waters. 
 
The CIS is aimed at preventing evasion of tax by subcontractors working in the industry and 
who are unknown to HM Revenue & Customs (HMRC). The essence of the Scheme is that on 
behalf of HMRC, deductions are made by contractors at one of two prescribed rates from 
payments made to subcontractors engaged in construction operations carried out within 
the United Kingdom.  These deductions are reported and paid on to HMRC and count 

 
 
Avoiding Pitfalls: Mistakes by contractors can be costly as they can be held liable for CIS tax 
under deducted from contract payments to subcontractors. If reasonable care has not been 
exercised, HMRC is able to recover that CIS tax for up to six years from the end of the tax 
year it relates to, together with interest charges and penalties. 

 

 
Contractors are responsible for operating CIS correctly. 
 

 
 
The regulations stipulate that contractors involved in construction work must register under 
the scheme for tax purposes.   
 

- 
 

 A business which includes the carrying out of construction 
operations, where construction operations are central to the business model. 
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Subcontractors that are also contractors are normally regarded as mainstream contractors 
by HMRC. 
 

 A business (or other organisation) which is not a mainstream 
contractor, where construction operations are incidental to the business model and 
expenditure on construction exceeds a certain threshold.  Carmarthenshire County Council 
is a deemed contractor. 
 

as a contractor.  
 

 
Subcontractors who satisfy certain conditions and whom HMRC has good reason to believe 
will pay tax on their profits through the normal processes are able, on application to receive 
payments due to them in full.  Such subcontractors are referred to as 'Gross Payment 
subcontractors'. 
 
Those subcontractors who do not meet the conditions to be paid gross are still expected to 
make themselves known to HMRC and register to be paid under deduction. Those 
subcontractors are referred to as 'Net Payment subcontractors' or 'subcontractors paid 
under deduction'. 
 
In addition to Gross Payment and Net Payment subcontractors, there are those 
subcontractors who have failed to register at all for the new Scheme.  These subcontractors 
are known as 'un-matched' or 'un-registered' subcontractors. Un-matched subcontractors 
have deductions made from their payments at a higher rate until such time as they can be 
verified successfully. 
 
Within 14 days of the end of the tax month in which the payment, or payments, were made, 

how much has been paid and how much was deducted for the tax month just ended. 
 
Subcontractors have to make a return of their profits each year, and their tax liability is 
based on that return. A subcontractor may already have paid tax by payments on account or 
had deductions made, as shown on the payment and deduction statements given to them 
by their contractors.   If the amount already paid or deducted is greater than the amount 
due, HMRC will repay the excess. If there is a shortfall, then the subcontractor must make a 
balancing payment. 
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Under HMRC's Construction Industry Scheme (CIS) regulations, "construction work" 
encompasses a range of activities related to the building and construction of buildings, 
structures, and civil engineering works. 
 
The definition of construction operations in FA2004 S74(2) is widely drawn.  It includes: 

  
  
 

 
  
  
  
  
  
  

It will cover almost any work of this type done to a permanent or temporary building or 
structure, or to the land.  
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Certain activities, such as the manufacturing of building materials or office work, typically 
fall outside the definition of construction work under the CIS but see section on mixed 
contracts.  

 

 
Deductions are only made against the labour element of payments. 
Where a subcontractor has to hire plant in order to carry out construction work:  
 

 
 

 
 

 

 

Before payment the person paying the invoice should make the following decisions: 
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When preparing and evaluating tenders under the Construction Industry Scheme (CIS), 
there are several key considerations to keep in mind to ensure compliance with HMRC 
regulations and to manage financial and administrative responsibilities effectively.  HMRC 
hold contractors culpable for under deducted CIS tax and can go back six years to collect 

interest charges can also be applied to the under-deducted CIS tax.  
 
It is important to stress that deductions are not in addition to agreed payments but 
deductions from the agreed amount which are paid over to HMRC and count as advance 
payments .  There 
have been instances where subcontractors have incorrectly 
deductions back to the contractor as an extra expense.  
 
By incorporating these considerations into your tendering process, you can ensure 
compliance with CIS requirements, mitigate risks and manage financial implications 
effectively. 
 

 
 

 
 

 
 

 
 

 

 
  

- Mixed Contracts  
Determine if the tender includes both construction and non-construction work.  
They include items that are caught by the Scheme and others that are not.  If any 

the Scheme, even those payments that are wholly for non-construction work at the 
point that they are made.  
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Examples: 
Repairs to Systems: Typically, repairs to a building are within CIS, but repairs to a 
system, such as a heating or lighting system, are outside the scope of the scheme.  
However, repairs to a system can be brought into the scope of CIS under the mixed 
contract principles.   
 
For example, an electrical subcontractor might have a contract for rewiring and the 
installation of a burglar alarm system.  The former operation is caught by the 
Scheme and the latter is not.  If both operations are part of the same contract all of 
the payment will be caught by the Scheme, even where the subcontractor issues 
separate invoices for the work carried out. In deciding whether a payment is caught 
by the Scheme it is important to look to the contract and not the payment in the first 
instance.  Payments that are not for construction operations will still fall within the 
Scheme if construction operations form part of the overall contract.  It is important 
therefore to determine also whether the payment stands alone or is merely one in 
series of instalments or other payment arrangements for a larger contract. 

 
- Call off contracts 
These are firm commitments by a contractor to buy goods or services from a 
subcontractor over a period of time. 

 
Framework Agreements are often confused with Call Off contracts.  In a framework 
agreement, a rate for services might be agreed upon, but there is no firm contract 
until a purchase order is placed.  These orders are generally called 'Spot' contracts.  
A framework agreement does not have a contractual commitment to purchase 
goods or services, which sets it apart from a Call Off contract. 

 

 
HMRC Verification:  
All subcontractors are verified by the Creditors section with HMRC before making any 
payments. This process determines whether they should be paid gross or with deductions. 
  
Being registered under the CIS allows contractors to ensure compliance with tax regulations 
while facilitating fair practices within the construction industry.  Subcontractors do not have 

registered.  
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Example Clause for CIS Compliance: 
 
All payments to subcontractors for construction work under this contract will be subject to 
the Construction Industry Scheme (CIS) regulations. The main contractor will verify the 
subcontractor's status with HMRC and apply the appropriate CIS deductions unless the 
subcontractor is registered for gross payment status. Subcontractors are required to provide 
their UTR and relevant details for verification purposes. Monthly CIS returns will be 
submitted to HMRC, and statements of deduction will be provided to subcontractors 
accordingly. 
 
Example Communication to Subcontractors: 
 
Dear [Subcontractor], 
As part of our compliance with the Construction Industry Scheme (CIS), we will be verifying 
your status with HMRC prior to making any payments. Depending on your registration 
status, deductions of 20% or 30% may be applied to your payments unless you have gross 
payment status. Please provide your Unique Taxpayer Reference (UTR) and other company 
details promptly to facilitate this process. For further information, you can refer to HMRC 
guidelines on CIS. Construction Industry Scheme: a guide for contractors and subcontractors 
(CIS 340) - GOV.UK (www.gov.uk) 


