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Understanding Constructive Receipt and Economic Benefit
The triggering of either constructive receipt or economic benefit by a claimant precludes the ability of an obligor to make periodic payments under a 26 U.S.C. § 130 “qualified assignment” and preserve the tax benefits. References to constructive receipt and economic benefit are not included in either section 104 or 130.  However, Congress stated that:

The periodic payments of personal injury damages are still excludable from income only if the recipient taxpayer is not in constructive receipt of or does not have the current economic benefit of the sum required to produce the periodic payments.

1.  Constructive Receipt

Section 451 provides that “the amount of any item of gross income shall be included in the gross income for the taxable year in which received by the taxpayer, unless, under the method of accounting used in computing taxable income, such amount is to be properly accounted for as of a different period.”
  Section 1.451-1(a) of the Treasury Regulations states that gains, profits, and income are to be included in gross income from the taxable year in which they are actually or constructively received by the taxpayer, unless includable for a different year in accordance with the taxpayer’s method of accounting.
  Under the cash receipts and disbursements method of accounting, such an amount is includable in gross income when actually or constructively received.

Treasury Regulations section 1.451-2(a) provides in part that income, although not actually reduced to a taxpayer’s possession, is constructively received in the taxable year during which it is credited to this account, set apart for him, or otherwise made available so that he may draw upon it at any time, or so that he could have drawn upon it during the taxable year if notice of intention to withdraw had been given.
  However, income is not constructively received if the taxpayer’s control of its receipt is subject to substantial limitations or restrictions.

2.  Economic Benefit

The doctrine of “economic benefit” requires a determination that the actual receipt of property or the right to receive property in the future confers a current economic benefit on the recipient.
  The doctrine applies when assets are unconditionally and irrevocably paid into a fund or trust to be used for a taxpayer’s sole benefit.

In Sproull v. Commissioner, the court applied the economic benefit doctrine to tax amounts an employer paid to an interest-bearing trust as compensation for an employee’s past services.
  No one other than the employee had any interest in or control over the monies in the trust, and the employee was required to take no further action to earn or establish his rights to the amounts in trust.
  The trustee’s duties were limited to holding, investing, and paying the amounts in trust to the employee or his estate in the event of his prior death in the two taxable years following the creation of the trust.
  The Tax Court held that “there is no doubt that such an interest had a value equivalent to the amount paid over for his benefit.”

The economic benefit doctrine does not apply where the beneficiary’s ability to obtain trust amounts is subject to a future condition or forfeiture.
  The Sproull Court noted that “the trust agreement contained no restriction whatsoever on petitioner’s right to assign or otherwise dispose of the interest, thus created no restriction in him.”
  Other courts have noted that a taxpayer may still have an economic benefit in a trust where there are restrictions on assignment.
  However, there is no economic benefit when the beneficiary’s right to receive the income is restricted or conditioned upon future events.
  Therefore, in order for a taxpayer to include an amount in income under the economic benefit doctrine, the amount must be set aside irrevocably, for the taxpayer’s sole benefit, without restrictions or conditions based upon the occurrence of future events.
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