Legal Standards for Digital Storage of Documents

IRS Revenue Procedure 97-22
(found in Internal Revenue Bulletin 1997-13)
Addresses record retention on electronic storage systems instead of on paper. Please reference document
on next page.
Reference /procedures/1997/revproc97-22.htm
www.revenueprocedures.com

SEC Rule 17
(Code of Federal Regulations 240.7a-3 and 17a-4)
Establishes regulations for record keeping by securities brokers using an electronic storage medium.

FDA Rule 21
(Code of Federal Regulations, Part 11, March 20, 1997)
Covers the requirements for the storage of records on an electronic medium.
Reference /nara/cfr/waisidx_99/21cfr11_99.html
WWW.access.gpo.gov

Uniform Photographic Copies of Business and Public Records Act
(Adopted by 31 states including California and New York)
Defines standards for optical image reproductions used in place of originals as evidence.

Federal Rules of Evidence

Rule 1001 (Sections 1,3, & 4)
Defines “originals” and “duplicates” for use as evidence in court.

e [SO 9000 Standards for Industry
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SyTech Solutions and the IRS

Paper Records Online - Now

The Internal Revenue Service (IRS) has moved to implementing, and encouraging the rendering of as much
technology as possible as part of the Paperwork Reduction Act. The issuance of Revenue Procedure 97-22, |.R.B.
1997-13, 9-11, March, 1997, is a landmark for the use of document imaging as a means to permanently bring
paper-based record keeping on-line and under control.

This procedure eventually allows for the destruction of physical paper archives once the procedure
requirements have been met. This truly brings - full circle - the ability to gain maximum return on investment in
imaging technology and provides a means to modernize long-standing and inefficient IRS record keeping
requirements.

The following is a consolidated sum of the parameters for the imaging system outlined by the procedure. (Please
refer to the IRS ruling in its complete form when implementation is desired for proper compliance.)

¢ The image storage system must ensure the accurate and complete transfer of the hard copy to the
storage location.

¢ The image storage system must provide organization, storage, preservation, retrieval, and
reproduction capabilities of the converted hard copy.

¢ The storage system must provide controls to ensure integrity, accuracy and reliability.

¢ The system must provide controls to prevent and detect unauthorized creation of, addition to,
alteration of, deletion of or deterioration of electronically stored records.

e Legibility and readability of the electronic copies must meet requirements for hard copy.

¢ If all requirements of the system according to the procedure have been met, then destruction of the
original hard copy records is permitted.

SyTech’s document scanning and data storage solutions provide all the necessary features and functions required by
this new code. This allows organizations to implement an affordable, enterprise-wide imaging system to address the
record keeping and storage systems required by the IRS. SyTech Solutions has the unique ability to bring

desktop-oriented collaborative imaging and client/server open imaging into the same architecture. This allows
centralized or de-centralized document capture, indexing, storage and access capabilities to bridge the gap between
paper and electronic information.

As the market changes, so do your needs. With SyTech Solutions, there’s no more hide-and-seek with your
information because of proprietary software. Through its strategic focus on low-cost, efficient and open records
management solutions, you can be sure that the investment you make today will be good tomorrow and well into
the future.



Part Ill. Administrative, Procedural, and Miscellaneous

Tax on Certain Imported
Substances; Notice of
Determination

Notice 97-22

This notice announce a determina-
tion, unde Notice 89—-61, 198941 C.B.
717, tha the list of taxabk substancgin
§ 4672(a)(3 will be modified to include
diglycidyl ethe of bisphenol-A This
modification is effective April 1, 1992.

Backgound

Unde § 4672(a) an importea or ex-
porte of any substane may reques that
the Secretay determire whethe that
substane shoutl be listed as a taxable
substance The Secretay shal add the
substane to the list of taxabk sub-
stance in 8 4672(a)(3 if the Secretary
determins tha taxabk chemica$ con-
stitute more than 50 percen of the
weight or more than 50 percet of the
valug of the materiat usal to produce
the substance This determinatio is to
be mack on the bass of the predominant
methal of production Notice 89-6L sets
forth the rules relating to the determina-
tion process.

Determination

On Februay 24, 1997 the Secretary
determinel tha diglycidyl ethe of
bisphenolA shoutl be addel to the list
of taxabk substance in § 4672(a)(3),
effective April 1, 1992.

The rate of tax prescribe for
diglycidyl ethe of bisphenol-A under
8§ 4671(b)(3) is $7.(88 pe ton. This is
base& upan a conversio factar for ben-
zere of 0.459 a conversion facta for
propylere of 0.494 a conversim factor
for chlorine of 0.833 ard a conversion
factar for sodiun hydroxide of 0.705.

The petitione is Dow Chemich Com-
pary, a manufacture and exporte of
this substance No materid comments
were receival on this petition The fol-
lowing information is the bass for the
determination.

HTS number 3907.3
CAS number 025085-99-8

Diglycidyl ethe of bisphenol-A
(DGEBA) is derived from the taxable
chemica$ benzene propylene chlorine,
ard sodium hydroxide arnd produced
predominantl from epichlorohydnm and
bisphenolA via a two-ste reaction.

The stoichiometrc materid consump-
tion formula for this substane is:

2 CgHg (benzeng + 4 C;Hg (propyleng + 4 Cl,
(chloring + 6 NaOH (sodiun hydroxidg + 2 O,2
(oxygeny (CH3),C(CeH40C;3H50),
(DGEBA) + CHCOCH,; (acetong + 2 HCI
(hydrogen chloride + 6 Nad (sodium chloride +
5 H,0O (water)

Diglycidyl ethe of bisphenolA has
been determiné to be a taxabke sub-
stancer because a- review~ of- its
stoichiometre materid consumptia for-
mula shows that basel on the predomi-
nart methal of production taxable
chemica$ constitue 92.% percem by
weight of the materiab usel in its
production.

The principd autha of this notice is
Ruth Hoffman Office of Assistan Chief
Counsé (Passthrough ard Specia In-
dustries) For further information regard-
ing this notice conta¢ Ruth Hoffman on
(202 622-319 (nat a toll-free number).

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

(Also Part I, Sectiomn 600% 1.6001-1.)

Rev. Proc. 97-22

SECTICN 1. PURPOSE

This revenwe procedue provides
guidane to taxpayes tha maintain
books and records by using an elec-
tronic storage systen tha eithe images
their hardcoyy (pape) books and
records or transfes their computerized
books ard records to an electronic
storag medig sud as an opticd disk.
Record maintaing in an electronic
storag systen tha complies with the
requiremerd of this revene procedure
will constitue records within the mean-
ing of § 6001 of the Internd Revenue
Code.

SECTION 2. BACKGROUND

.01 Section 6001 provides tha every
persa liable for any tax imposel by the
Code or for the collection thereof must
keg suc records rende sud state-
ments make sud returns and comply
with sud rules ard regulatiors as the
Secretay may from time to time pre-
scribe Wheneve necessat, the Secre-
tary may requir ary person by notice
serval upon tha persm or by regula-
tions to make sud returns rende such
statementsor keg suc records as the
Secretay deens sufficient to show
whethe or not tha persm is liable for
tax.

.02 Sectim 1.6001-1(a of the In-
come Tax Regulatios provides that,
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excepp for farmes and wage-earners,
ary persa subjec to income tax, or any
persa require to file aretum of infor-
mation with respet to income must
keep sudh books ard records including
inventories as are suficient to establish
the amoun of gross income deductions,
credits or othea mattes requiral to be
shown by tha persm in any retum of
sud tax or information.

.03 Section 1.6001-1(¢ provides that
the books or record requirad by § 6001
mug be kept availabk at all times for
inspection by authorizel internd rev-
ente officers or employeesard mug be
retainel so long as the contens thereof
may becone materid in the administra-
tion of ary internd revenw law.

SECTION 3. SCOPE

.01 This revene procedue applies to
taxpayes who maintan books and
record using an ‘“electronc storage
system. An electronc storag systen is
a systen to prepare record transfe,
index, store preserve retrieve ard re-
produ@ books ard records by either:

(1) electronicaly imaging hardcopy
documers to an electronc storag me-
dig; or

(2) transferringr computerized
books ard records to an electronc star-
age meda using a techniqe sud as
“COLD” (compute outpu to laser
disk), which allows books ard records
to be viewed or reproducd without the
use of the origind program.

.02 The requiremerg of this revenue
procedue pertan to all mattes under
the jurisdiction of the Commissione of
Internd Revene including but not lim-
ited to, income excise employment,
amd estaé and gift taxes as well as
employe plars and exemp organiza-
tions.

.03 A taxpaye’s use of a third party
(suh as a servie burear or time-
sharirg servicg to provide the taxpayer
with an electront storag systen for its
books ard records does nat relieve the
taxpaye of the responsibilitis described
in this revenwe procedure.

.04 Except as otherwig provided in
this revenie procedure all requirements
of § 6001 that appl to hardcoy books
ard records apply as well to books and
recors tha are storel electronically
pursuan to this revenwe procedure.



SECTICN 4. ELECTRONIC
STORAGE SYSTEM
REQUIREMENTS

.01 Genera Requiements.

(1) An electronc storag system
mud ensue an accura¢ ard complete
transfe of the hardcoly or computerized
books ard records to an electront star-
age media The electronc storag sys-
tem mud alo index store preserve,
retrieve and reprodue the electronically
storel books and records.

(2) An electronc storag system
mug include:

(a) reasonald controk to ensure
the integrity, accurag, ard reliability of
the electronc storag system;

(b) reasonald controk to pre-
vert ard dete¢ the unauthorized cre-
ation of, addition to, alteration of, dele-
tion of, or deterioratim of electronically
storel books and records;

(c) an inspection ard quality as-
surane progran evidence by regular
evaluatiors of the electronc storag sys-
tem including periodc checls of elec-
tronically stored books ard records;

(d) a retrievd systen tha in-
cludes an indexing systen (within the
meanirg of sectim 4.02 of this revenue
procedure) and

(e) the ability to reprodue leg-
ible and readabé hardcopis (within the
meanirg of sectim 4.01(3 of this rev-
enwe procedurg of electronicaly stored
books and records.

(3) All books and records repro-
ducel by the electront storage system
mug exhibit a high degre of legibility
arnd readabiliy when displayel on a
video display termind and when repro-
ducal in hardcopy. The term “legibil-
ity” mears the observe mug be able to
identify all letters and numeras posi-
tively and quickly to the exclusio of all
otheg letters or numerals The term
“readability’ mears tha the observer
mud be able to recogniz a growp of
letters or numeras as words or complete
numbers The taxpaye mug ensue that
the reproductim proces maintairs the
legibility and readabiliy of the elec-
tronically stored document.

(4) The information maintaine in
an electront stora@ system mug pro-
vide suppot for the taxpaye’'s books
and recorcs (including books and
records in an automate dat processing
system) For example the information
maintainel in an electronc storag sys-
tem and the taxpaye’'s books and
records mud be cross-referenak in a

manne tha provides an audi trail be-
tween the gener& ledge and the source
document(s).

(5) For eadt electronc storag sys-
tem used the taxpaye mug maintain,
and make availabk to the Servie upon
request complee descriptios of:

(a) the electronc storag system,
including all procedure relating to its
use and

(b) the indexing systen (see sec-
tion 4.2 of this revenwe procedure).

(6) At the time of an examination,
or for the tess describé in sectin 5 of
this revene procedure the taxpayer
must:

(@) retriee and reprodue (in-
cluding hardcopis if requestel elec-
tronically stored books ard records and

(b) provide the Servie with the
resource (e.g, appropriaé hardware
ard software personnel documentation,
etc) necessar to locate retrieve read,
ard reprodue (including hardcopies)
ary electronicaly storal books and
records.

(7) An electront storag@ system
mug not be subject in whole or in part,
to ary agreemen(suc as acontrad¢ or
licensg tha would limit or restrid the
Services acces to amd use of the
electronc storag systen on the taxpay-
er's premise (or ary othe place where
the electront storag systen is main-
tained) including personnel hardware,
software files, indexes amd software
documentation.

(8) The taxpaye mug retan elec-
tronically storel books and records so
long as their contens may becone ma-
terid in the administratin of the Inter-
nd Revene laws unde § 1.6001-1(e).

(9) The taxpaye may use more
than one electronc storag system In
tha event ead electronc storag sys-
tem mud med the requiremerg of this
revene procedure Electronicalyy stored
books ard record tha are containel in
an electronc storag systen with re-
spet to which the taxpaye ceass to
maintan the hardwae and the software
necessayr to satisfy the conditiors of
this revenue procedue will be deemed
destroye by the taxpaye, unles the
electronicaly storal books ard records
reman availabk to the Servie in con-
formity with this revene procedure.

(10) Taxpayes may use reasonable
dala compressio or formatting tech-
nologies as patt of their electronc sta-
age systen so long as the requirements
of this revenwe procedue are satisfied.
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.02 Requiemens of an Indexirg Sys-
tem.

(1) For purposs of this revenue
procedure an “indexing systeni is a
systen tha permis the identification
ard retrievd for viewing or reproducing
of relevann books and records main-
tainad in an electronc storage system.
For example an indexing systen might
consis of assignig ead electronically
stored documen a unigue identification
numbe ard maintainirg a separat data-
bag tha contairs descriptios of all
electronicaly storel books and records
alorg with their identification numbers.
In addition ary systen useal to main-
tain, organize or coordinaé multiple
electronc storag systens is treatal as
an indexing systen unde this revenue
procedure The requiremeh to maintain
an indexing systen will be satisfied if
the indexirg system is functionally com-
parabé to a reasonald hardcoy filing
system The requiremeh to maintan an
indexing systen does nat require tha a
separad electronicaly stored books and
records description databas be main-
tained if comparal® resuls can be
achievel without a separat description
database.

(2) Reasonald contros mud be
undertake to proted¢ the indexing sys-
tem agains the unauthorizd creatin of,
addition to, alteration of, deletim of, or
deterioratio of ary entries.

.03 Recommendk Practices The
implementatio of record management
practices is a busines decisin tha is
solely within the discretion of the tax-
paye. Record managemen practices
may include the labeling of electroni-
cally stored books and records provid-
ing a secue storag environment creat-
ing back-p copies selectirg an off-site
storag location retainirg hardcopis of
books or records tha are illegible or
tha cannd be accuratef or completely
transferré to an electronc stora@ sys-
tem and testig to confirm records
integrity.

SECTION 5. DISTRICT DIRECTOR
TESTING

.01 The District Directar may peri-
odically initiate tess of a taxpaye’'s
electronc storag@ system Thes tests
may include an evaluatimm (by actual
us§ of a taxpaye’'s equipmen and
software as well as the procedurs used
by a taxpaye to prepare record trans-
fer, index store preserve retrieve and
reprodue electronicaly storel docu-
ments In some instances the District



Directar may choo® to review the inter-
nd controls securiy procedures and
documentatin associaté with the tax-
paye’s electront storag system.

.02 The test describé in section
5.01 of this revene procedue are not
an ‘“‘examination’) ‘“investigation; or
“inspectiort’ of the books ard records
within the meanirg of § 7605(b) or a
prior audt for purpose of § 530 of the
Revene Act of 1978 19783 (Vol.1)
C.B. 119, as amendd by § 1122 of the
Smal Busines Jdb Protectiom Act of
1996 becaus the® tess are nat directly
related to the determinatio of the tax
liability of a taxpaye for a particular
taxabk period.

.03 The District Directar mug inform
the taxpaye of the resuls of ary tests
unde this section.

SECTION 6. COMPLIANCE

.01 A taxpaye’s electronc storage
systen tha mees the requiremerg of
this revenie procedue will be treatel as
being- in- compliance: with- the
recordkeepig requiremerg of § 6001
ard the regulatiors thereunde

.02 A taxpaye's electronc storage
systen tha fails to med the require-
mens of this revene procedue may be
treatel as not being in complian@ with
the recordkeepig requiremend of
§ 600L ard the regulatiors thereunde
See section 9 of this revenwe procedure
for applicabké penalties Howeve, even
thoudh a taxpaye’s electronc storage
systen fails to med the requiremerg of
this revenwe procedure the penalties
describé in sectim 9 of this revenue
procedue may not appl if the taxpayer
maintairs its origind books ard records,
or maintairs its books and record in
micrographc form in conformity with
Rev. Proc 81-46 19812 C.B. 621.

SECTION 7. DESTRUCTICN AND
DELETION OF ORIGINAL BOOKS
AND RECORDS

This revene procedue permits the
destructio of the origind hardcopy
books ard recorags and the deletion of
the origind computerizd record (other
than ‘“‘machine-sensibié record re-
quired to be retainal by Rev. Proc.
91-59 19912 C.B. 841) afte the
taxpayer:

(1) has complete its own testing
of the electronc storag systen that
establishe tha hardcoly or compute-
ized books and record are being repro-
duced in compliane with all the provi-
siors of this revene procedure and

(2) has instituted procedurs that
ensue its continual compliane with all
the provisiors of this revenwe procedure.

SECTICON 8. IMPACT ON
MACHINE-SENSIBLE RECORDS

The provisiors of this revene proce-
dure regardirg electronicaly stored
books ard records do nat relieve taxpay-
ers of the responsibiliy of retainirg any
othe books and record required to be
retaingl unde § 6001 Sud other
books: and- records: may- include
“machine-sensiblé records requira to
be retainel by Rev. Proc 91-® in
connectio with the taxpaye’s use of an
automatt dat processig (ADP) sys-
tem.

SECTION 9. PENALTIES

The District Directr may isslte a
Notice of Inadequatd Record pursuant
to § 1.6001-1(dl if the taxpaye’s books
ard records are availabk only as elec-
tronically stored books ard records and
the taxpaye’s electronc storag system
fails to med the requiremerg of this
revene procedure Taxpayes whose
electronc storag systen fails to meet
the requiremerg of this revenwe proce-
dure may alo be subjet to applicable
penalties unde subtitle F of the Code,
including the 8§ 6662(3 accuracy-related
civil penaly ard the § 7203 willful
failure crimind penaly.

SECTION 10. INTERNAL REVENUE
SERVICE OFFICE CONTACT

.01 Questiors regardirg this revenue
procedue shoutl be directed to the
Office of the Assistan Commissioner
(Examination) The telephor number
for this office is (202 622-54® (nat a
toll-free number) Written questions
shoull be addresse to: Assistan Com-
missione (Examination)
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Attention CP:EX

Internd Revene Service
1111 Constitution Ave.,, NW
Washington DC 20224

.02 Questios regardirg the applica-
tion of this revene procedue to a
specifc factud situatim shoutl be di-
rected to the appropria¢ District Direc-
tor.

SECTION 11. PAPERWORK
REDUCTION ACT

The collectiors of information con-
tainad in this revene procedue have
been reviewal and approvel by the
Office of Managemen and Budgé in
accordane with the Paperwok Reduc-
tion Act (44 U.S.C 3507 unde control
numbe 1545-1533.

An ageng may not condud or spon-
sa, amd a persm is not require to
respoml to, a collection of information
unles the collection of information dis-
plays a valid contrd numbe:.

The collectiors of information are in
sectiors 4 ard 5 of this revenw proce-
dure This information is required to
ensue tha records maintaing in an
electronc storag systen will constitute
records within the meanimg of § 6001.
The collectiors of information are man-
datoy for a taxpaye who chooss to
electronicaly store its books and
records The likely responderst are indi-
viduals stae or locd governments,
farms busines or othe for-profit insti-
tutions federd agencie or employees,
nonproft institutions ard smal busi-
nesse or organizations.

The estimatel totd annu& record-
keepirg burden is 1,000,4@ hours.

The estimatel annud burden per
recordkeepewill vary from 20 hours to
22 hours dependig on individud cir-
cumstanceswith an estimatel average
of 20 hours The estimaté numbe of
recordkeepexris 50,000.

Books or record relating to a collec-
tion of information mug be retainal as
long as their contens may becone ma-
terid in the administration of ary inter-
nd revene law. General tax returns
ard tax retum information are confiden-
tial, as required by 26 U.S.C 6103.




