except for farmers and wage-earners,
any person subject to income tax, or any
person required to file a return of infor-

mation with respect to income, must
keep such books and records, including
inventories, as are sufficient to establish
the amount of gross income, deductions,
credits, or other matters required to be
shown by that person in any return of
such tax or information.

.03 Section 1.6001-1(e) provides that
the books or records required by § 6001
must be kept available at all times for
inspection by authorized internal rev-
enue officers or employees, and must be
retained so long as the contents thereof
may become material in the administra-
tion of any internal revenue law.

SECTION 3. SCOPE

.01 This revenue procedure applies to
taxpayers who maintain books and

records using an “electronic storage

Rev. Proc. 97-22 system.” An electronic storage system is
a system to prepare, record, transfer,
SECTION 1. PURPOSE index, store, preserve, retrieve, and re-

This revenue procedure providestduce books_and _recor_ds by either:
guidance to taxpayers that maintain (1) electronically imaging hardcopy
books and records by using an elecdocuments to an electronic storage me-
tronic storage system that either imagesgia; or
their hardcopy (paper) books and  (2) transferring computerized
records, or transfers their computerizethooks and records to an electronic stor-
books and records, to an electronigge media using a technique such as
storage medig, such as an optical dis_k‘COLD" (computer output to laser
Records maintained in an electronlcdisk)’ which allows books and records

storage system that complies with thg, pe viewed or reproduced without the
requirements of this revenue procedurgqe of the original program.

will constitute records within the mean-

ing of § 6001 of the Internal Revenue .02 The requirements of this revenue

Code. procedure pertain to all matters under
the jurisdiction of the Commissioner of
SECTION 2. BACKGROUND Internal Revenue including, but not lim-

, i ited to, income, excise, employment,
.01 Section 6001 provides that every,nq estate and gift taxes, as well as

person liable for any tax imposed by th .
Code, or for the collection thereof, muset’[ei(r)r;]psloyee plans and exempt organiza

keep such records, render such state- , ,
ments, make such returns, and comply -03 A taxpayer's use of a third party
with such rules and regulations as théSuch as a service bureau or time-
Secretary may from time to time pre-sharing service) to provide the taxpayer
scribe. Whenever necessary, the Secr&ith an electronic storage system for its
tary may require any person, by noticdo00ks and records does not relieve the
served upon that person or by regulataxpayer of the responsibilities described
tions, to make such returns, render suc this revenue procedure.
statements, or keep such records, as the.04 Except as otherwise provided in
Secretary deems sufficient to showthis revenue procedure, all requirements
whether or not that person is liable forof § 6001 that apply to hardcopy books
tax. and records apply as well to books and
.02 Section 1.6001-1(a) of the In-records that are stored electronically
come Tax Regulations provides thatpursuant to this revenue procedure.
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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 upoﬁ”d retrieval for viewing or reproducing

P Yequest, complete descriptions of: of relevant books and records main-
transfer of the hardcopy or compu_terlzecf a th P lectroni pt temtained in an electronic storage system.
books and records to an electronic stor- (@) the electronic storage systemp example, an indexing system might

age media. The electronic storage Syénclgd|ng all procedures relating 10 its . i o assigning each electronically
tem must also index, store, preserve/S€, an . . stored document a unique identification
retrieve, and reproduce the electronically (b) the indexing system (see secq mper and maintaining a separate data-
stored books and records. tion 4.02 of this revenue procedure)pase that contains descriptions of all
(2) An electronic storage system (6) At the time of an examination, e|ectr0nica||y 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 QOeS 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. re_cords_descrlptlon database be main-
tronically stored books and records; (7) An electronic storage systemt@ineéd if comparable results can be
(d) a retrieval system that in- must not be subject, in whole or in part@chieved 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- electronic storage system on the taxpaym against the unauthorized creation of,
ible and readable hardcopies (within theer’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 softwardmplementation of records management
(3) All books and records repro-docume”tation' 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@ayer. Records management practices
and readability when displayed on dong as their contents may become malay include the labeling of electroni-
video display terminal and when repro-terial 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(ej'd & Secure storage environment, creat-
ity” means the observer must be able to  (9) The taxpayer may use morend Pack-up copies, selecting an off-site
identify all letters and numerals posi-than one electronic storage system. | torsge Iocauon(,j re:ﬁlntlng hg:ltjcqglles of
tively and quickly to the exclusion of all that event, each electronic storage sy hoo S or retc):or s tha Iare egi Ie olr
other letters or numerals. The termem must meet the requirements of thi at cannot be accurately or completely
“readability” means that the observerrevenue procedure. Electronically storef@nsférred to an electronic storage sys-
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 re!ntegrlty.
numbers. The taxpayer must ensure thapect to which the taxpayer ceases t
the reproduction process maintains thenaintain the hardware and the softwar%gg%ﬁg 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 bookstemain 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
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Director may choose to review the inter- (1) has completed its own testing Attention: CP:EX

nal controls, security proce_dures, 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 sectiofjuced in compliance with all the provi-
5.01 of this revenue procedure are noijons 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&?/IEC-I—IO'\I 8. IMPACT ON SECTION 11. PAPERWORK

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

1996, because these tests are not directly 1, provisions of this revenue proce- The collections of information con-
related to the determination of the taxy, o yogarding electronically storedt@ined in this revenue procedure have
It'ab'lk')tly of _adtaxpayer for a particular ., and records do not relieve taxpay2€en reviewed and approved by the
axable period. il fo Office of Management and Budget in

03 The District Director must inform € ©f the responsibity of retaining any_ o, b Fi 0C Do ne o Rectue-
the taxpayer of the results of any test®"© d ion Act (44 U.S.C. 3507) under control
under this section. retained under § 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 At ! lectroni t be retained by Rev. Proc. 91-59 ir]es ond to, a collection of information
: axpayers electronic s Orage(‘fonnection with the taxpayer’s use of arlSsP '

system that meets the requirements q ) ; unless the collection of information dis-
tgis revenue procedure Willqbe treated a utomatic data processing (ADP) Sys'plays a valid control number.
being:gjk in compliance witfh§ the ©M- The collections of information are in
recordkeeping requirements o 600 sections 4 and 5 of this revenue proce-
and the regulations thereunder. JSECﬂON 9. PENALTIES dure. This information is require%l to
.02 A taxpayer’s electronic storageé The pistrict Director may issue a€nsure that records maintained in an
system that fails to meet the requireniice of Inadequate Records pursuanqlectronic storage system will constitute
ments of this revenue procedure may b{ao § 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
t§h%o(giC;;?jk(teheepIPe%ulﬁ%%léemgrgtjndg ronically stored books and records antﬁllatory for a taxpayer who chooses to

; . lectronically store its books and
See section 9 of this revenue procedurd® faxpayer's electronic storage syste d

s t ¢ th ) s of thi ecords. The likely respondents are indi-
for applicable penalties. However, ever®!!S 10 Meel e requirements of ISy, 515 state or local governments,

though a taxpayer’s electronic storagé®venué procedure. Taxpayers Whos%rms, business or other for-profit insti-

system fails to meet the requirements ofl€ctronic storage system fails to meef sions, federal agencies or employees,

this revenue procedure, the penaltie§® requirements of this revenue procezonprofit 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 egtimated total annual record-

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

or maintains its books and records ircivil penalty and the § 7203 willful 1o 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 ¢ mstances, with an estimated average

SECTION 7. DESTRUCTION AND SERVICE OFFICE CONTACT .
DELETION OF ORIGINAL BOOKS of 20 hours. The estimated number of

AND RECORDS .01 Questions regarding this revenudecordkeepers is 50,000.

, : rocedure should be directed to the, BOOkS or records relating to a collec-
This revenue procedure permits th%fﬁce of the Assistant Commissioneriion of information must be retained as

destruction of the original hardcopy o ong as their contents may become ma-
books and records and the deletion ofExamination). The telephone numbe'ierigl in the administrationyof any inter-
the original computerized records (othef0! this office is (202) 622-5480 (not &\ o on e faw, Generally tax returns
than “machine-sensible” records re-toll-free number). ert.ten QUESHioNS y tax return information are confiden-
quired to be retained by Rev. Procshould be addressed to: Assistant Comyy)  5q 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 alkected to the appropriate District Direc-
the provisions of this revenue proceduretor.
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