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                          Constructive Receipt 
 

Constructive receipt is an accounting term 

that refers to a situation in which a business or 

individual is treated as having received income, 

regardless of whether they have the funds in hand or 

not. Thus, even when a taxpayer has not obtained 

possession of the income, the taxpayer is generally 

subject to tax as though they received possession of 

the income when the income is set apart for the 

taxpayer, credited to the taxpayer’s account, or made 

available to the taxpayer. Sounds confusing, right? 

This advisory will go in-depth to understand the 

doctrine of constructive receipt and why it is 

important. 

The purpose of constructive receipt is to 

ensure that taxpayers pay income tax and can’t delay 

or avoid those taxes by not taking possession of 

income. For an individual, they are considered to be 

in constructive receipt of income anytime they can 

control or utilize the funds. This can apply when 

funds have been credited to their account, even if 

they do not have direct possession of the funds, or if 

it is guaranteed that they will have the ability to draw 

upon the funds in the future. When the determination 

is made that the individual is in constructive receipt 

of income, they cannot delay paying taxes on that 

income even if it is not utilized. 

Looking at businesses, it is important to 

understand that constructive receipt only applies to 

those who use the cash-basis method of accounting. 

A business is determined to be in constructive receipt 

of income if the business can use the money without 

restriction or if it has been deposited into the 

business’s account. Along with this, the receipt of 

funds by an agent of the business is considered to be 

received by its principal.  

 

 

 

 

 

 

 

 

 

 

 

 

 

Let’s look at an example for an individual. 

An employee receives an end-of-the-year bonus 

check on December 29, 2024. With the holidays 

around, they are busy and wait until January 3, 2025, 

to cash it. Even though they physically did not have 

the funds in their hands until January 3rd, you earned 

the income and had constructive receipt of it on 

December 29th, therefore making it taxable in 2024. 

A good example of constructive receipt for a 

business would be if you did work for a client on 

December 18, 2024. You bill them and then go out 

of town from December 19, 2024, through January 5, 

2025.       

 While you are gone, you have your assistant 

act as an agent for you to collect any payments during 

that time. On December 24, 2024, the client delivers 

payment to the agent, who then gives it to you upon 

arrival on January 6, 2025. This income would be 

recognized in 2024, even though you did not have 

access to the funds until 2025. This is because your 

agent accepting the payment is the same as you 

receiving it, regardless of when it is in your 

possession and available to use. 

While end-of-the-year tax planning can be 

tough, it is important to understand constructive 

receipt if you are an individual or are a business 

owner operating under cash-basis accounting. If you 

have any questions regarding the recognition of 

income regarding constructive receipt or are 

interested in talking to a tax professional to help you 

reach your goals, contact the professionals at The 

Center at (618) 997-3436 or visit our website at 

taxplanning.com for more information. 

 



 


