IRS proposed regulations for Classification of Cloud Transactions and
Transactions Involving Digital Content

IRS on August 14, 2019 published proposed amendments to the Regulation 1.861-18 and introduced new
Regulation 1.861-19.
Below is the summary of the important aspects covered:
1.

The amendment to Reg 1.861-18 modernizes and expands the software regulations under Treas. Reg. Section
1.861-18 to cover "digital content." They clarify certain open questions, such as the source of income for
transactions involving sales of copyrighted articles and the scope of the copyright rights to publicly display or
make a public performance.

2.

Prop. Reg 1.861-19 addresses cloud-based transactions and other transactions involving digital content, such
as gaming and social media. This prop. Regs. defines cloud -based transaction as a “transaction through which
a person obtains non-de minimis on-demand network access to computer hardware, digital content and
classify cloud-based transactions into two categories: the rendition of services or a lease of property.

Both the proposed regs will be effective from the tax years beginning on or after the date the proposed regs are
finalized. For detailed proposed regulation, please refer the below link:
https://www.govinfo.gov/content/pkg/FR-2019-08-14/pdf/2019-17425.pdf
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