26 CFR 601.1® Examinatim of returrs and
claims for refund credits or abatement determi-
nation of corred tax liability.

(Also Part |, Sectiomn 6001, 1.6001-1.)

Rev. Proc. 97-22

SECTION 1. PURPOSE

This revenwe procedue provides
guidan® to taxpayes that maintain
bools and records by using an elec-
tronic storage systen that eithe images
their hardcopy (paper books and

excep for farmers and wage-earners,
any persa subjed¢ to incone tax, or any

persm required to file areturn of infor-

mation with respet to income must

keg suct books and records including

inventories as are suficient to establish
the amour of gross income deductions,

credits or otha mattes required to be
shown by that persa in any retumn of

sud tax or information.

.03 Section 1.6001-1(} provides that
the books or records required by § 6001
mug be kept available at all times for
inspection by authorizel internd rev-
ente officers or employeesand mug be
retained so long as the conten$ thereof
may becone materid in the administra-
tion of any internd revenwe law.

SECTION 3. SCOPE

.01 This revene procedue applies to
taxpayes who maintan books and
records using an ‘“electronic storage
systeni’ An electront storage systen is
a systen to prepare record transfe,
index store preserve retrieve and re-
produe books and records by either:

(1) electronically imaging hardcopy
documerd to an electront storage me-
dia; or

(2) transferringn computerized

records or transfels their computerized pooks and records to an electront stor-

bools and records to an electronic
storage medig sud as an opticd disk.
Recoré maintaingl in an electronic
storage systen that complies with the
requiremens of this revene procedure
will constitue records within the mean-
ing of 8 600L of the Internd Revenue
Code.

SECTION 2. BACKGROUND

.01 Section 600L provides that every
persa liable for any tax imposel by the
Code or for the collection thereof must
keg sudh records rende sud state-
ments male sud returns and comply
with sudh rules and regulatiors as the
Secretay may from time to time pre-
scribe Wheneve necessay, the Secre-
tary may require any person by notice
serval upon that persa or by regula-
tions to male sud returns rende such
statementsor keg sud records as the
Secretay deens suficient to show
whethe or nat that persa is liable for
tax.

.02 Sectim 1.6001-1(x of the In-
come Tax Regulatios provides that,

age meda using a technige sud as
“COLD” (compute outpu to laser
disk), which allows books and records
to be viewal or reproducel withou the
use of the original program.

.02 The requiremend of this revenue
procedue pertain to all mattes under
the jurisdiction of the Commissione of
Internd Revene including but not lim-
ited to, income excise employment,
and estat and gift taxes as wel as
employe plans and exemp organiza-
tions.

.03 A taxpaye’s use of a third party
(suh as a servie bureau or time-
sharing service to provide the taxpayer
with an electront storage systen for its
bools and records does naot relieve the
taxpaye of the responsibilities described
in this revenwe procedure.

.04 Excep as otherwie providead in
this revene procedure all requirements
of § 6001 that apply to hardcory books
and records apply as wel to books and
records that are stored electronically
pursuart to this revenwe procedure.



SECTION 4. ELECTRONIC manner that provides an audit trail be- .02 Requirements of an Indexing Sys-
STORAGE SYSTEM tween the general ledger and the sourdem.
REQUIREMENTS document(s). (1) For purposes of this revenue

01 General Requirements. (5) For each electronic storage sysProcedure, an ‘“indexing system” is a
must ensure an accurate and comple?end make available to the Service upond retrieval for viewing or reproducing

P Yequest, complete descriptions of: of relevant books and records main-
transfer of the hardcopy or compu_terlze(f a @) thepelectronic ztorage Systemtained in an electronic storage system.
books and records to an electronic stor- For example, an indexing system might

age media. The electronic storage Sygnclgdmg all procedures relating 1o its e of assigning each electronically
tem must also index, store, preserve/S€;an o stored document a unique identification
retrieve, and reproduce the electronically (b) the indexing system (see SeCqmper and maintaining a separate data-
stored books and records. tion 4.02 of this revenue procedur€)yse that contains descriptions of all
(2) An electronic storage system (6) At the time of an examination, electronically stored books and records
must include: or for the tests described in section 5 oflong with their identification numbers.
(a) reasonable controls to ensurdhis revenue procedure, the taxpayem addition, any system used to main-
the integrity, accuracy, and reliability of Must: tain, organize, or coordinate multiple
the electronic storage system; (a) retrieve and reproduce (in-electronic storage systems is treated as
(b) reasonable controls to pre-cluding hardcopies if requested) elecan indexing system under this revenue
vent and detect the unauthorized cretronically stored books and records; angbrocedure. The requirement to maintain
ation of, addition to, alteration of, dele- (b) provide the Service with the an indexing system will be satisfied if
tion of, or deterioration of electronically resources (e.g., appropriate hardwarée€ indexing system is functionally com-
stored books and records; and software, personnel, documentatiorparable to a reasonable hardcopy filing
(c) an inspection and quality as-€tc.) necessary to locate, retrieve, rea@ystem. The requirement to maintain an
surance program evidenced by regulaand reproduce (including hardcopiesjndexing system does not require that a
evaluations of the electronic storage sysany electronically stored books andseparate electronically stored books and
tem including periodic checks of elec-records. relcords.descrlptlon database be main-
tronically stored books and records; (7) An electronic storage systemt@ined if comparable results can be
(d) a retrieval system that in- must not be subject, in whole or in partachieved without a separate description
cludes an indexing system (within theto any agreement (such as a contract dfatabase.
meaning of section 4.02 of this revenudicense) that would limit or restrict the (2) Reasonable controls must be
procedure); and Service's access to and use of théindertaken to protect the indexing sys-
(e) the ability to reproduce leg- €lectronic storage system on the taxpay®m against the unauthorized creation of,
ible and readable hardcopies (within the&r’s premises (or any other place wher@ddition to, alteration of, deletion of, or
meaning of section 4.01(3) of this rev-the electronic storage system is maindeterioration of any entries.
enue procedure) of electronically storedained), including personnel, hardware, .03 Recommended PracticesThe
books and records. software, files, indexes, and softwarédmplementation of records management
(3) All books and records repro_documentation. practices is a business decision that is

duced by the electronic storage system (8) The taxpayer must retain elec-SOlely within the discretion of the tax-
must exhibit a high degree of legibility tronically stored books and records s@yer. Records management practices
and readability when displayed on dong as their contents may become mahay include the labeling of electroni-
video display terminal and when repro-erial in the administration of the Inter- cally stored books and records, provid-

duced in hardcopy. The term “legibil- Nal Revenue laws under § 1.6001-1(e)"d & Secure storage environment, creat-
ity” means the observer must be able to  (9) The taxpayer may use more"d Pack-up copies, selecting an off-site
identify all letters and numerals posi-than one electronic storage system. | torEge Iocatlon(,j re:[[ﬁlrlmg ha_:ldcqglles of
tively and quickly to the exclusion of all that event, each electronic storage sy hoo S or retc):or S tha lare egi F olr
other letters or numerals. The termtem must meet the requirements of thi at cannot be accurately or completely
“readability” means that the observerrevenue procedure. Electronically store fansferred to an electronlc_storage o
must be able to recognize a group obooks and records that are contained i m, _and testing to confirm records
letters or numerals as words or completan electronic storage system with relntegrity.
numbers. The taxpayer must ensure thapect to which the taxpayer ceases t
the reproduction process maintains thenaintain the hardware and the softwargggﬁﬁg 5. DISTRICT DIRECTOR
legibility and readability of the elec- necessary to satisfy the conditions o
tronically stored document. this revenue procedure will be deemed (01 The District Director may peri-
(4) The information maintained in destroyed by the taxpayer, unless thedically initiate tests of a taxpayer's
an electronic storage system must preelectronically stored books and recordglectronic storage system. These tests
vide support for the taxpayer's booksremain available to the Service in conmay include an evaluation (by actual
and records (including books andformity with this revenue procedure.yse) of a taxpayer's equipment and
records in an automated data processing (10) Taxpayers may use reasonablsoftware, as well as the procedures used
system). For example, the informationdata compression or formatting techby a taxpayer to prepare, record, trans-
maintained in an electronic storage sysnologies as part of their electronic storfer, index, store, preserve, retrieve, and
tem and the taxpayer’s books andhge system so long as the requirementeproduce electronically stored docu-
records must be cross-referenced in af this revenue procedure are satisfiednents. In some instances, the District



Director may choose to review the inter- (1) has completed its own testing Attention: CP:EX

nal controlg, security proceplures, andf the electronic storage system that Internal Revenue Service
documentation _assomated with the taxestablishes that hardcopy or computer- 1111 Constitution Ave., NW
payer’s electronic storage system. ized books and records are being repro- Washington, DC 20224

.02 The tests described in sectiojuced in compliance with all the provi-
5.01 of this revenue procedure are no§jons of this revenue
an ‘“examination,” “investigation,” or
“inspection” of the books and records
within the meaning of § 7605(b), or a
prior audit for purposes of § 530 of the

Revenue Act of 1978, 1978-3 (\Vol.1)
C.B. 119, as amended by § 1122 of th§IECTION 8. IMPACT ON SECTION 11. PAPERWORK

Small Business Job Protection Act o ACHINE-SENSIBLE RECORDS REDUCTION ACT

(elatedt 1o the determinationof the tax_, T"® Provisions of this revenue proce: The collections of information con
liability of a taxpayer for a particularxdure regarding electromce}lly storedlained In_{ |sdreve3ue procec(ijurf) ?r\:e
taxable period. books and records do not relieve taxpa (_)(:;feige rc?fwi/lvfr}]a Zrmen?pgr:g\/%u q )ét ine

.03 The District Director must inform 'S of the responsibility of reta!nlng any ccordance Withg the Paperwork gReduc-
the taxpayer of the results of any testg'er Pooks and records required to bg " F) =iy s ¢ 35075) under control
under this section. retained under 8§ 6001. Such othenumber 1545-1533.

books and records may include An agency may not conduct or spon
SECTION 6. COMPLIANCE machine-sensible” records required tosor, and a person is not required to

01 A taxpayer’s electronic storagebe retained by Rev. Proc, 91-59 inrespond to, a collection of information
system that meets the requirements 0(%3?(?;(;2?:” (;/\2:2 thfo(t:aeép;?g/er ‘(SALIJDSIS) Ofs asrlmless the collection of information dis-
this revenue procedure will be treated a - P 9 y plays a valid control number.
being in compliance with the ' The collections of information are in
recordkeeping requirements of § 600 sections 4 and 5 of this revenue proce-
and the regulations thereunder. ]SECTION 9. PENALTIES dure. This information is required to
.02 A taxpayer's electronic storage The pistrict Director may issue a€nsure that records maintained in an
system that fails to meet the requireygiice of Inadequate Records pursuanqlectronic storage system will constitute
ments of this revenue procedure may b?o § 1.6001—1(d) if the taxpayer’s bookg€cords within the meaning of § 6001.

treated as not being in compliance with : The collections of information are man-
. : nd records are available only as elec;
the recordkeeping requirements o Y

§ 6001 and the regulations thereunde ronically stored books and records antfIatory for a taxpayer who chooses 1o

; - lectronically store its books and
See section 9 of this revenue procedur' 1BXpayer's electronic storage SySterﬁecords. The likely respondents are indi-
for applicable penalties. However, eve

ails to meet the requirements of thisviduals, state or local governments,
though a taxpayer’s electronic storagé€venue procedure. Taxpayers WNOSg g hysiness or other for-profit insti-

system fails to meet the requirements oflectronic storage system fails 10 me€{ions federal agencies or employees,

this revenue procedure, the penaltie§® requirements of this revenue procesgnprofit institutions, and small busi-

described in section 9 of this revenuglure may also be subject to applicabl§yesses or organizations.

procedure may not apply if the taxpayeipenalties under subtitle F of the Code, the estimated total annual record-

maintains its original books and recordsincluding the § 6662(a) accuracy-relateq(eepmg burden is 1,000,400 hours.

or maintains its books and records ircivil penalty and the § 7203 willful The estimated annual burden per

micrographic form in conformity with failure criminal penalty. recordkeeper will vary from 20 hours to

Rev. Proc. 81-46, 1981-2 C.B. 621. 22 hours, depending on individual cir-
SECTION 10. INTERNAL REVENUE  cymstances, with an estimated average

SECTION 7. DESTRUCTION AND SERVICE OFFEICE CONTACT .
DELETION OF ORIGINAL BOOKS ‘rjefcgf di‘:;g;sﬁgesgz%%‘ated number of

AND RECORDS .01 Questions regarding this revenue .
Books or records relating to a collec-

. . rocedure should be directed to the, ; X )
This revenue procedure permits thég)ﬁice of the Assistant Commissioneriion of information must be retained as

destruction of the original hardcopy L ong as their contents may become ma-
books and records and the deletion ofExamination). The telephone numbe'{erigl in the administrationyof any inter-
the original computerized records (othefO' this office is (202) 622-5480 (not a "o ane Jaw. Generally tax returns
than “machine-sensible” records re-toll-free number). Written  qUESTions ny tax return information are confiden-
quired to be retained by Rev. ProcShould be addressed to: Assistant Comyy * og required by 26 U.S.C. 6103
91-59, 1991-2 C.B. 841), after themissioner (Examination)
taxpayer:

.02 Questions regarding the applica-
procedure; andion of this revenue procedure to a

(2) has instituted procedures thakpecific factual situation should be di-
ensure its continued compliance with alrected to the appropriate District Direc-
the provisions of this revenue proceduretor.




