
from sales of qualified export property or 50% of its
net income on those sales. The exporter deducts the
payments, but the IC-DISC is exempt from tax on the
commission income.

The IC-DISC has the ability to defer tax on up to 
$10 million in commission payments in exchange for
modest interest payments to the IRS (hence the “inter-
est charge” or “IC” designation). Most important,
commissions distributed to the exporter or individual
shareholders are treated as dividends and taxed at the
15% qualified dividend rate.

For example, EXP Inc., an S corporation, earns $1 million
in net income on $15 million in qualifying export sales.
EXP forms an IC-DISC as a subsidiary, paying it a
$600,000 annual commission (4% of $15 million).

EXP deducts the $600,000 commission payment, avoid-
ing $210,000 in ordinary income taxes (assuming the
highest 35% rate). When the commissions are distrib-
uted as dividends from the IC-DISC, its shareholders
pay a 15% tax — or $90,000. By forming an IC-DISC,
EXP saves $120,000 a year in federal income taxes.

Don’t let it slip by
It’s possible the European Union will challenge the 
IC-DISC, though many experts view that as unlikely
because it isn’t available to large publicly traded 
corporations.

Even if a challenge is brought, it could be several years
before the dispute is resolved, so take advantage of this
export incentive’s low cost and potentially significant
tax savings while you can. 2
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Shredding personal records

With year end rapidly approaching you may be cleaning through records wondering what to save and what to
toss. Here are some general guidelines to help you determine which records you must hold on to. Before you
start, check with your tax and legal advisors. If you don’t, you may get rid of something you really need to keep.

1 After ownership period or loan term ends
2 After policy expires

Personal records 1 year 3 years 7 years Permanent
Bank statements and deposit slips X

Brokerage statements (year end), investment purchase and sale records,
mutual fund annual statements, and dividend reinvestment records

X 1

Brokerage and mutual fund statements (monthly and quarterly) X

Credit card statements X

Estate planning documents X

Home improvement records (canceled checks, receipts, etc.) X1

Home purchase documents X 1

Insurance policies (other than life) X 2

IRA and retirement plan documents and statements X

Legal documents X

Life insurance policies X

Loan records/Forms 1098 X 1

Medical bills (insurance-related) X

Medical bills (tax-related) X

Medical records X

Paycheck stubs (until you reconcile them with your W-2) X

Tax returns X

Tax return supporting documents (canceled checks,
receipts, charitable contribution documentation, etc.)

X

W-2s and 1099s X




