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_____________________________________________________ 
Frequently Overlooked Qualified Exports ! 
 
1) Manufacturers,  Distributors,  Resellers: 
  
    Assume a product is sold to a Distributor, at a $6,000 profit, and the Distributor 
exports the product for another $4,000 profit.  In essence,  the U.S. export generated  a 
total profit of $10,000.   If each used a DISC the Manufacturer could pay it a commission 
of $3,000 and the Distributor could pay its related DISC a commission of $2,000. They 
would each realize a tax savings equal to,  10% of their profit.  
  
     What  documentation is required?   
  
 Once a year the Manufacturer would have to obtain a Statement from the Distributor          
(or any other buyer), that the named goods were in fact reshipped within 12 months, 
 intact.  Intact means they did not become a component of another product. 
  
2) Architectural and Engineering services: 
  
     Both services qualify as exports, regardless of where the services are 
 performed, as long as the project is,  in fact,  a foreign project.  

Our WEB site is at <http://www.ExportSubsidy.com>  

 

Please visit our site for additional information, including Email and Print 
application form.  

If you would like to be removed from our email list please reply to this email and place 
remove in the subject or call 800-243-1372.   
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Part I    What is the $ value of an IC-DISC to the Exporter? 
 
1)  It does not make any difference how the Exporter is structured since the basic     
     benefit is based on having the IC-DISC owned by Individual Shareholders.     
     This Dividend tax rate break does not apply to Corporate Shareholders..  
      
2)  Assume Exports of $1 million with a profit margin of 10% or $100,000. 
 
    No IC-DISC                C Corporation 
 
 Exporter Profit:               $ 100,000 
 Tax @  35%                       (35,000) 
 After Tax Profit            $ 65,000 
 
3)        With IC-DISC       IC-DISC    C Corporation 
 
 Exporter Profit:         $ 100,000 
             
 IC-DISC Commission-50%    $ 50,000         (50,000)  
 Taxable Income                    0                    $ 50,000            
 Shareholder Dividend               $ 50,000 
 
   Tax @  15%                      (7,500)                     
                35%              (17,500) 
     
           After Tax Profit                          $ 42,500              $ 32,500               75,000 
 
 IC-DISC Benefit                + $ 10,000 
 

Our WEB site is at  www.ExportSubsidy.com 
Please visit our site for additional information, including Email and Print application form.  

If you would like to be removed from our email list please reply to this email and place remove in the subject 
or call 800-243-1372. 
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         Misconception!  
  $ 10 Million Dollar Export Limit for IC-DISCs ? 
 
The revenue cap only relates to the amount of Income,  generated by $10 Million in 
Qualified Exports that is eligible for tax deferral.  In essence, there is no Export Limit 
for IC-DISCs.  
  
When Qualified Exports claimed by an IC-DISC exceed $10 Million,  the income 
attributable to this excess is not eligible for the Tax deferral provisions.  Instead it is 
treated as a Deemed Dividend, distributed to the IC-DISC shareholders on the last day of 
the taxable year of the IC-DISC. 
  
Since most of our clients are not interested in the Tax Deferral aspect,  the $ 10 Million 
revenue cap is of little or no consequence.  
  
In effect, when the IC-DISC is owned by individuals,  all income, distributed and 
deemed,  attributable to Qualified Exports,  may be treated as qualified Dividends eligible 
for the dividend 15% tax rate.  

 
Our WEB site is at  <http://www.ExportSubsidy.com>  

 
Please visit our site for additional information, including 

Email and Print application form.  
 

If you would like to be removed from our email list please reply to this email and place 
remove in the subject or call 800-243-1372.  
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How do IC-DISC tax benefits, compare to the former FSC tax benefits, 
for exporters, assuming a combined US & State tax rate of 40%? 
 

   IC-DISC  =  25% Income Exemption. 
 
   FSC          =  15% Income Exemption. 
 
Explanation: 
 
    1) For non-publicly traded exporters, the IC-DISC benefit can be   
         equivalent to a 25% tax exemption of foreign trade income,        
         whereas,  the FSC represented a 15% tax exemption! 

 
2)  For publicly traded exporters,  the IC-DISC is of no more 

        value than it was when enacted in 1984,  whereas,  
        the FSC represented a 15% tax exemption! 

 
  Key:  The reason for the difference is because the 2003  
   15% Dividend Rate only applies to individuals. 
  
 
 
 
            Think about it,  but don’t “ship” until you form an IC-DISC.      
    One Day Service! 
 
  Please visit our site for additional information, including 
                                         Email and Print application form. 
 
                                  Our WEB site is at  www.ExportSubsidy.com 
  
   If you would like to be removed from our email list please reply to this email and place remove  

in the subject or call 800-243-1372. 
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IC-DISC:        New Interest in Export Incentives 
        For New and Smaller Exporters 
 
    
During the 1990’s we participated in over 30 DOC and SBA sponsored seminars  around 
the country focusing on U.S. Export Incentive programs, such as Foreign Sales 
Corporations, commonly known as FSCs.  
 
However, with the WTO controversy of the 90’s, the repeal of the FSC legislation in 
2000 followed by advent of the ETI Concept,  the various Agencies charged with Export 
responsibilities were somewhat at a loss as to which program they should promote. 
 
With this as a background,  we were very pleased to receive an invitation to address the 
combined Texas District Export Councils’ annual state meeting in San Antonio, on  
October 28, 2005 
 
Their specific interest is, how the 2003 Jobs and Growth Act,  passed in May, 2003, 
rejuvenated the IC-DISC provisions, in place from 1984-2003, to the extent that Smaller 
Exporters may now enjoy benefits far in excess of the repealed FSC/ETI benefits.   
 
The irony of this result is that, while historically, incentive benefits were often exploited 
by Industry Giants to the detriment of new and growing exporters, this new result is 
simply not available to Publicly Traded Companies.  However, as with most programs, 
the biggest obstacle to Smaller exporters realizing the benefits, is getting information that 
they exist.  Our hope is that this opportunity to address the Texas District Export 
Councils will result in increased activity by Governmental Agencies in bringing this new 
concept to the attention of Smaller Exporters. 
 
  

Our WEB site is at  www.ExportSubsidy.com 
 

Please visit for additional information and on site application. 
  

If you would like to be removed from our email list please reply to this email and place 
remove in the subject or call 800-243-1372. 
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IC-DISCs:                 Ownership  /   Caution            
  
                              Pass Through Shareholders 
 
  
Since the basic benefit of this concept is based on the premise that a portion of Export 
Trade Income may be converted into Dividend Income, taxed at a rate of up to 20% 
lower than trade income, it is imperative that the ownership structure of the IC-DISC be 
as well defined as possible for Federal tax purposes. 
  
For this reason, we caution the use of pass through entities as a viable form of IC-DISC 
stock ownership. As far as we can determine, none of the common pass through vehicles, 
such as S Corporations, LLPs and LLCs are without risk of having their IC–DISC 
“dividends” being subject to taxation based on their original source character. Should 
they retain source character and be taxed as ordinary income to the shareholder, most, if 
not all, tax benefits would be lost.  
  
The use of individual shareholders would avoid concern over % of ownership by an S 
Corporation, Separate reporting of income definitions for Partnerships and LLCs electing 
to be taxed as Partnerships and concern over different State interpretations. 
  
In essence, since in most situations individuals are the targeted beneficiary of this tax 
break, it is usually just as easy to issue the IC-DISC stock directly to them. 
 
                      Our WEB site is at  www.ExportSubsidy.com 
 
        Please visit for additional information and on site application. 
  
If you would like to be removed from our email list please reply to this email and place 
remove in the subject or call 800-243-1372.  
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The Director of International Business Affairs, Richard Barovick, has been a writer focusing on U.S. Export-Import 
Finance information issues for many years and, has created an Export Sourcebook Website. Of particular interest  
to this Newsletter, is the section dealing with Export Tax Benefits.   
 
Focusing on benefits available to closely held Small to Mid-Size Exporters,  
he reports that an unplanned combination of two tax laws,  passed 20 years apart, has  
produced a significant benefit.  
 
The First law came in 1984, when Congress overcame WTO objections to DISCs by amending  
the 1972 law to create IC-DISCs,  at the same time FSCs were introduced into the law. While FSCs  
and its successor ETI were eventually declared illegal by the WTO and repealed by the U.S., the legal  
status of IC-DISCs remain unchallenged.  
 
The Second law came in 2003, when Congress slashed the tax rate on dividends to individuals from 
35% to 15%. 
 
The author concludes that “Export advisors are getting the word out, and building what is becoming a 
lively IC-DISC business”.  The 20% tax spread, due to the beneficial combination of Dividends from IC-
DISCs now being taxed at 15%, has created a benefit equal to about 10% of the overall export profit 
earned by closely held U.S. exporters. 
 
The Author’s website may be accessed @<http://www.exportsourcebook.com>).   
 
Our WEB site at  www.ExportSubsidy.com contains more detailed clarification and, an on site application. 
 
If you would like to be removed from our email list please reply to this email and place remove in the subject or call 
800-243-1372.    
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    IC-DISCs                 How They Work 
              At-A-Glance 

                                          Allowable Commission Methods 
                  _________________________________________________________________________   

                                              Exporter   Exporter 
A)  50% Profit Method w/IC-DISC         w/o IC-DISC 
 
Exports                              3,000,000                    3,000,000 
Profit Margin      20%                   600,000                               600,000 
 
IC-DISC Commission- 
       Greater of: 
       50% Profit Method            <300,000>            -0- 
         4% Method                         120,000                                      -0- 
Taxable Income        300,000                                600,000 
 
U.S. Tax @ 35%                           105,000                                210,000 
Dividend Tax @ 15% x 300,000     45,000                                    -0-      
Total Tax                                       150,000                                210,000 
 
Tax Savings = 10% of  Profit          60,000 
__________________________________________________________ 
 
B) 4% of Gross Sales Method w/IC-DISC         w/o IC-DISC 
 
Exports                              3,000,000                     3,000,000 
Profit Margin      6%                     180,000                                180,000                  
 
IC-DISC Commission- 
       Greater of: 
       50% Profit Method                 90,000            -0- 
         4% Method                        <120,000>                                   -0- 
Taxable Income                                60,000                               180,000 
 
U.S. Tax @ 35%                               21,000                                63,000 
Dividend Tax @ 15% x 120,000      18,000                                    -0-      
Total Tax                                          39,000                                63,000 
Tax Savings = 13+% of  Profit         24,000 
  
 The theory behind the 4% method is to provide a benefit for Exporters  
         with high volume/low profit margins.  In essence,  it assumes an 8% profit  
         margin.  The ” no loss” rules limit the IC-DISC commission to actual profit,  
         if less than 4%.   Generally, if margin is  8% +- use 50% method,  if margin is  
         4% to 8%- use 4% method,  if less than 4%- use actual profit. 
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IC-DISC:         The Confusion  /  The Benefit 
 
The Confusion 
 
Many of our calls from Exporters concern the point that, upon inquiry, the Department of Commerce does 
not recognize the IC-DISC concept as a new Export Subsidy program, since it has been in the Law since 
1984! 
 
The D.O.C. is absolutely correct,  the IC-DISC program is not new,  what is new is the Tax Act of 2003.   
 
The Benefit 
 
The benefit we structure is based on the result of legislation passed in 2003 and its impact on entities 
formed as IC-DISCs. but owned by entities taxed at individual rates.   
 
The 2003 Legislation reduced the “individual“ tax rate on dividends from a high of 35% to 15%, thereby 
creating a 20% rate spread.  The IC-DISC structure converts 50% of export trade income into dividends, 
thereby producing a benefit of 20% on ½ of the trade income. Since all export income is basically taxed at 
Corporate rates or individual rates (with a high of 35%), the ability to “convert” 50% of the Export Income 
into dividends through the use of an IC-DISC, is what produces the Benefit. 
 
For ease of figuring the benefit, 20% of ½ of the income is equivalent to 10% of the whole.   Ergo, if your 
export profit is $1 million the tax savings would be about $100,000 annually. 
 

                                   Our WEB site is at  
                             http://www.ExportSubsidy.com 
 
Please visit for additional information and on site application. 

 
 

If you would like to be removed from our email list please reply to this email and place remove in the subject 
or call 800-243-1372. 
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New Program!   IC-DISC: The Tax benefit, equal to 10% of the net foreign profit, 
assumes,  having only non C shareholders of the IC-DISC. 
 
While the program is new, the definitions are basically the same as FSCs or ETI. 
 
Qualified Sale:  Based on point of destination.   
     ie.  Sale to distributor with customers in Europe. 
 

Counts as a foreign sale for both.  The reality is one split profit.  
 
Documentation Required;  Letter from the distributor stating that the goods were, or 
will be, reshipped, intact, within 12 months.     
Rev. Rul.77-249 
                                         Also 

 
Engineering and Architect Fees: They still qualify as foreign trade income as long as the 
project is foreign.  In essence,  they do not have to leave the U.S. to perform qualified foreign 
services. 

 
But,  before you ship or perform a qualified service,  be aware that IC-DISC 
benefits only apply to shipments or services performed on or after the date of the IC-DISC 
Formation. 

 
Our WEB site is at  http://www.ExportSubsidy.com 

 
 

Please visit for additional information and on site application. 
 

If you would like to be removed from our email list please reply to this email and place remove in the subject 
or call 800-243-1372. 
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New Program! 
 

 Tax Reprieve for Closely Held Exporters 
 
While U.S. exporters waited for corrective legislation to resolve an international tax 
conflict with the EU/WTO for over an excruciating four year period,  an extra ordinary 
event was taking place.  Congress passed legislation in 2003,  though seemingly 
unnoticed at the time,  that resulted in the biggest tax break in history for Smaller 
Exporters.  Since,  some say, the original conflict was caused by Congress and exploited 
by the multinationals,  while the Smaller exporters paid penalty duties, justice prevailed.   
 
As FSC/ETI benefits finally sail off into history,  Smaller exporters surface with an age 
old structure from 1971,  and refurbished in 1984,  to sail on as IC-DISCs .   
 
Exporters may deduct and pay up to 50% of their export Profits to IC-DISCs, which are  
non taxable entities.   The IC-DISCs, in turn, pay “dividends”  to their shareholders, 
which are taxed at 15% under the 2003 Legislation.   In effect,   the repealed export 
benefits averaging 3.675% during 2006-7,  was replaced by (20% x 50%) or 10% benefit 
for Smaller Exporters effective immediately.  Finally,  since the focus of of our program 
is tax reduction rather than tax deferral,  the historical limit of $10 million in Export Sales 
does not apply.   Bon Voyage.   
 

But,  before you ship,  be aware that IC-DISC benefits only apply to 
shipments made on or after the date of Formation. 

 
Our WEB site is at  http://www.ExportSubsidy.com 

   Please visit for additional information and on site application. 
 

If you would like to be removed from our email list please reply to this email and place remove in the subject 
or call 800-243-1372. 
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New Program!   IC-DISC: The Tax benefit, equal to 10% of the net foreign profit, 
assumes,  having only non C shareholders of the IC-DISC. 
 
While the program is new, the definitions are basically the same as FSCs or ETI. 
 
Qualified Sale:  Based on point of destination.   
     ie.  Sale to distributor with customers in Europe. 
 

Counts as a foreign sale for both.  The reality is one split profit.  
 
Documentation Required;  Letter from the distributor stating that the goods were, or 
will be, reshipped, intact, within 12 months.     
Rev. Rul.77-249 
                                         Also 

 
Engineering and Architect Fees: They still qualify as foreign trade income as long as the 
project is foreign.  In essence,  they do not have to leave the U.S. to perform qualified foreign 
services. 

 
But,  before you ship or perform a qualified service,  be aware that IC-DISC 
benefits only apply to shipments or services performed on or after the date of the IC-DISC 
Formation. 

 
Our WEB site is at  http://www.ExportSubsidy.com 

 
 

Please visit for additional information and on site application. 
 

If you would like to be removed from our email list please reply to this email and place remove in the subject 
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