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Proposed regulations: Source of income for certain 

sales of personal property, inventory (text of 

regulations) 
 
The U.S. Treasury Department and IRS this afternoon released for publication in the Federal Register 
proposed regulations (REG-100956-19) concerning the source of income for certain sales of personal 
property. 
 
The 2017 U.S. tax law (Pub. L. No. 115-97)—the law that is often referred to as the “Tax Cuts and Jobs 
Act”—amended section 863 regarding special rules for determining the source of income, including 
income partly from within and partly from without the United States. Specifically, section 863(b) 
provides for allocation or apportionment of income from the sale or exchange of inventory property 
produced (in whole or in part) by a taxpayer within and sold or exchanged outside the United States or 
produced (in whole or in part) by the taxpayer outside and sold or exchanged within the United States 
solely on the basis of production activities with respect to that inventory. Before the 2017 tax law 
changes, section 863(b) provided that income from section 863(b)(2) sales would be treated as derived 
partly from sources within and partly from sources outside the United States but without providing the 
basis for such allocation or apportionment. 
 
The proposed regulations [PDF 326 KB] (16 pages as published in the Federal Register) include: 
 
• Measures to modify the rules for determining the source of income from sales of inventory 

produced within the United States and sold outside the United States or vice versa  
• New rules for determining the source of income from sales of personal property (including 

inventory) by nonresidents that are attributable to an office or other fixed place of business that the 
nonresident maintains in the United States. 

• Modifications to the rules for determining whether foreign-source income is effectively connected 
with the conduct of a trade or business within the United States 

 
The proposed regulations were published in the Federal Register on December 30, 2019. The purpose 
of this report is to provide text of the proposed regulations. 

https://www.govinfo.gov/content/pkg/FR-2019-12-30/pdf/2019-27813.pdf
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The information contained in TaxNewsFlash is not intended to be "written advice concerning one or more Federal tax matters" 
subject to the requirements of section 10.37(a)(2) of Treasury Department Circular 230, as the content of this document is 
issued for general informational purposes only, is intended to enhance the reader’s knowledge on the matters addressed 
therein, and is not intended to be applied to any specific reader’s particular set of facts. Although we endeavor to provide 
accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it 
will continue to be accurate in the future. Applicability of the information to specific situations should be determined through 
consultation with your tax adviser. 

KPMG International is a Swiss cooperative that serves as a coordinating entity for a network of independent member firms. 
KPMG International provides no audit or other client services. Such services are provided solely by member firms in their 
respective geographic areas. KPMG International and its member firms are legally distinct and separate entities. They are not and 
nothing contained herein shall be construed to place these entities in the relationship of parents, subsidiaries, agents, partners, 
or joint venturers. No member firm has any authority (actual, apparent, implied or otherwise) to obligate or bind KPMG 
International or any member firm in any manner whatsoever. 

Direct comments, including requests for subscriptions, to Washington National Tax. For more information, contact KPMG’s 
Federal Tax Legislative and Regulatory Services Group at + 1 202.533.4366, 1801 K Street NW, Washington, DC 20006-1301.  
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