
Construction Industry Scheme - CIS
• Operations that fall within the CIS are those that involve construction work to:
• a permanent or temporary building or structure

• civil engineering work like roads and bridges

• For the purpose of CIS, construction work includes:
• preparing the site, e.g. laying foundations and providing access works

• demolition and dismantling

• building work

• alterations, repairs and decorating

• installing systems for heating, lighting, power, water and ventilation

• cleaning the inside of buildings after construction work



Construction Industry Scheme - CIS
Exceptions to the scheme are items such as:

• architecture and surveying
• scaffolding hire (with no labour)
• carpet fitting
• making materials used in construction including plant and machinery
• delivering materials
• work on construction sites that is clearly not construction, e.g. running a canteen or site 

facilities

The same rules apply if the business in charge of the construction is based outside the UK 
but is carrying out construction work within the UK



CIS – Contractors and Sub-contractors
The scheme covers all types of businesses and other concerns that work in the construction industry, 
including:

• companies

• partnerships

• self-employed individuals

These businesses can be:

• Contractors - A contractor is a business or other concern that pays subcontractors for construction work

• Subcontractors - A subcontractor is a business that carries out construction work for a contractor

• Contractors and subcontractors – Businesses can be both contractors and sub-contractors, even for the 
same project

• To benefit from the scheme all contractors and sub-contractors must be registered with HMRC
• There are special rules that cover the payment of tax (either Corporation Tax or Self-Assessment Tax) but these 

are rules are not a part of this presentation as it covers merely the changes to the VAT system operated



Construction Industry Scheme – VAT 
• The way VAT is collected in the building and construction industry is undergoing a huge change

• From 1 March 2021 recording VAT for businesses operating within the CIS will fall under the 
Domestic Reverse Charge

• Originally due to be implemented in March 2020, deferred to October 2020 and then to April 2021 
due to Covid-19

• Normal rules will apply when deciding what falls within the CIS

• If the whole of the supply is at or less than 5% then normal VAT rules can be applied to an invoice



VAT – the current situation
• Let us consider how the system works at present. Consider a very simple chain of suppliers that 

operates within the CIS as follows:

• The main contractor has quoted the customer (the ‘end user’) for a job that will fall within the CIS for 
(say) £3,000 plus VAT but needs to sub-contract out some of the work to the sub-contractor for a 
fee of £,1000 plus VAT. Invoices are raised and the VAT is dealt with as follows:

Customer
Main Contractor (VAT registered)
Sub-Contractor (VAT registered)



Stage 1 - The sub-contractor invoices the main contractor £1,000 plus VAT at standard rate

Invoice details Payment Paid / reclaimed VAT with 
HMRC

Main contractor Invoice received from sub-
contractor

Payment is made to sub-
contractor, including VAT 

of £200 and the main 
contractor reclaims £200 

VAT from HMRC in 
Box 4

-£200

As the VAT is both paid to 
and then reclaimed from 
HMRC, the net VAT due 

to HMRC is zero. Note: in 
this instance there is an 

actual transfer of the 
£200 from the main 
contractor (when the 
invoice is paid) to the 
sub-contractor, then to 

HMRC as part of the VAT 
return and back to the 

main contractor as part of 
their VAT reclaim – a 
complete circuit of 
monetary amounts.

Sub-contractor Invoice issued to sub-
contractor for £1000 + VAT

Payment is received and 
the sub-contractor sends 
HMRC £200 VAT on the 
next VAT return in Box 1

+£200

Net effect of VAT to HMRC £0



Stage 2 - The main contractor issues an invoice to the customer for £3,000 + VAT at 
standard rate.

Invoice details Payment Paid / reclaimed 
VAT with HMRC

Customer Invoice 
received

£3600 paid to main 
contractor £0

The customer is 
the end user and 

cannot reclaim the 
VAT paid to the 
contractor. The 

contractor pays the 
£600 VAT to HMRC

Main 
contractor

Invoice issued 
to customer for 
£3000 + VAT

Payment is received 
from the customer 

and the main 
contractor sends 

£600 VAT to HMRC 
on the next VAT 
return in Box 1

+£600

Net effect of VAT to HMRC £600



Stage 3 – the overall effect of VAT paid to HMRC
Invoice details Payment Paid / reclaimed VAT 

with HMRC

Customer Invoice received £3600 paid to main 
contractor £0

The net result is that 
HMRC receives 
£600 net in VAT 

which is the amount 
of VAT charged to 
the final customer.

Main contractor

Invoice issued to 
customer for £3000 + 

VAT

Payment is received 
from the customer and 

the main contractor 
sends £600 VAT to 

HMRC on the next VAT 
return in Box 1

+£600

Invoice received from 
sub-contractor

Payment is made to 
sub-contractor, 

including VAT of £200 
and the main contractor 
reclaims £200 VAT from 

HMRC in Box 4

-£200

Sub-contractor
Invoice issued to sub-
contractor for £1000 + 

VAT

Payment is received 
and the sub-contractor 
sends HMRC £200 VAT 
on the next VAT return 

in Box 1

+£200

Net effect of VAT to HMRC £600



VAT – the new system
• Let us look at the same situation but under the new system of charging VAT

• Again, the main contractor has quoted the customer (the ‘end user’) for a job that will fall within the 
CIS for (say) £3000 plus VAT but needs to sub-contract out some of the work to the sub-contractor 
for a fee of £1000 plus VAT. Invoices are raised and the VAT is dealt with as follows.

• Under the DRC system, the sub-contractor will not include any VAT on their invoices or credit notes 
but should add the words “This invoice/credit note is subject to a reverse charge for VAT”.  
The invoice should also show how much VAT is due under the DRC but is not a part of the 
calculation of the final amount due. 

Customer
Main Contractor (VAT registered)
Sub-Contractor (VAT registered)



Stage 1 - Sub-contractor invoices Main contractor

Invoice details Payment Paid / reclaimed VAT with 
HMRC

Main contractor Invoice received from 
sub-contractor

Payment is made to sub-
contractor of £1,000 and 
the main contractor must 
show the relevant VAT as 
an output in their next VAT 

return in Box 1

+£200
As the VAT is both 
paid to and then 

reclaimed from HMRC, 
the net VAT due to 

HMRC at this point is 
still zero. The only 

difference is that this 
time both input and 

output VAT are shown 
on the main 

contractor’s return 
rather than being split 
between the main and 
the sub-contractor. The 
net result is the same 
as before – no VAT is 

actually due to HMRC. 

The main contractor must 
also show the VAT as an 
input so the £200 will also 
be reclaimed in the same 

return in Box 4

-£200

Sub-contractor

Invoice issued to sub-
contractor for £1000 with 
the relevant DRC note 

added

Payment of £1000 is 
received – no VAT is 
shown on the sub-

contractor’s VAT return

£0



Stage 2  - Main contractor invoices customer

Invoice details Payment Paid / reclaimed VAT with 
HMRC

Customer Invoice received £3600 paid to main 
contractor £0

The VAT transaction for 
the final sales invoice is 

exactly the same as 
before. As the 

customer is the end 
user the invoice does 
not fall into the RCS 
and the full VAT is 

charged. The net result 
is that HMRC receives 
£600 net in VAT which 
is the VAT charged to 
the final customer, the 
same end result as at 

present. 

Main contractor

Invoice issued to customer 
for £3000 + VAT

Payment is received and 
the main contractor sends 
£600 VAT to HMRC on the 

next VAT return

+£600

Invoice received from sub-
contractor

Payment is made to sub-
contractor and the main 
contractor but the main 

contractor must show the 
relevant VAT as an output 

in their next VAT return

+£200

The main contractor must 
also show the VAT as an 
input so the £200 will also 
be reclaimed in the same 

return

-£200

Sub-contractor Invoice issued to sub-
contractor for £1000

Payment is received – no 
VAT is shown on the sub-
contractor’s VAT return

£0



Transitionary arrangements
• For authenticated tax receipts or self-billed invoices the tax point is normally the date the supplier 

receives payment.
• The transitional arrangements for how to determine the VAT treatment for payments due on any 

supplies entered into your accounting system is if the date entered is:

§ Before 1 March 2021 and the payment date will be on or before 31 May 2021, use the normal 
VAT rules

§ Before 1 March 2021 and the payment date will be on or after 1 June 2021, use the domestic 
reverse charge

§ On or after 1 March 2021, you must use the domestic reverse charge



Completing the VAT Return
VAT on sales

• Suppliers must not enter any output tax on sales under the reverse charge. The supplier only needs to enter the net 
value of the sale (Box 6).

VAT on purchases

• If you buy services subject to the reverse charge, you must enter the VAT charged as output tax on your VAT return 
(Box 1). Make sure you do not enter the net value of the purchase as a net sale.

• You may reclaim the input tax on your reverse charge purchases, subject to the normal VAT rules (Box 4 and Box 7).

Cash Accounting for VAT

• There is no provision for using cash accounting for VAT under the scheme but as no VAT on intermediary supplies 
actually changes hands, simply account for the VAT in the normal way. For sales the reporting date will be the date 
paid, for purchases the reporting date will be the date of the invoice, or payment (whichever is earlier)

Flat Rate Scheme

• The Flat Rate Scheme cannot be applied for DRC transactions

New Build

• The DRC does not apply to new builds as these are zero rated for VAT



Conclusion
• The VAT scheme for the Construction Industry changes to the Domestic Reverse Charge from 1 March 2021

• The scheme does not apply to new builds (which are zero rated) or invoices that only charge VAT at 5%

• The scheme does not apply to invoices sent to the ‘final user’ (customer) – here VAT is charged as normal

• The Flat Rate Scheme cannot be applied when transactions fall under the DRC

• All invoices and credit notes issued by a sub-contractor to a contractor must contain the relevant information that the 
transaction is subject to the DRC

• There are transitionary arrangements for the issue of invoices around 1 March 2021

• Care must be taken when completing the VAT return to ensure the transactions fall into the correct return

• Cash Accounting for VAT cannot be applied to the purchases invoices as the invoices must appear in the return 
containing the date of issue – VAT appears in boxes 1 and 4 and the value of the purchases appears in box 7. For those 
issuing sales invoices no VAT appears in the return at all and the invoice can appear in the VAT return when the 
remittance is received

• Full guidance can be found at https://www.gov.uk/guidance/vat-reverse-charge-technical-guide

https://www.gov.uk/guidance/vat-reverse-charge-technical-guide

