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TOPIC: Federal Government Overrides State Asset Protection of Life 
Insurance 
 
CITES: United States v. Taylor, 2013 WL 5962057 (U.S.D.C. Neb., November 6, 
2013); 18 U.S.C. § 3613(c);  Neb.Rev.Stat. § 44–371(1)(a). 
 
SUMMARY: A Nebraska federal court ruled that the federal government’s claims 
against a debtor trumped state law asset protection rules with regard to life 
insurance.   
 
BACKGROUND: In 2012, Ruth Taylor pled guilty to fraudulently obtaining 
disability payments.  As part of the plea arrangement, she agreed to make 
restitution in the amount of more than $61,000.  Taylor had more than $171,000 in 
a credit union account, which she said represented money collected from life 
insurance proceeds when her son died in 2011.  She sought to protect that money 
from levy by the court.  
    
FACTS: The court observed that its order requiring Taylor to make restitution was 
the legal equivalent of an IRS lien on her property, under 18 U.S.C. Section 
3613(c).  
 
Taylor argued that her interest in the credit union savings account was exempt 
from garnishment under Nebraska state statute, which provides: 
 

all proceeds, cash values, and benefits accruing under any … life 
insurance payable upon the death of the insured to a beneficiary 



other than the estate of the insured, … shall be exempt from 
attachment, garnishment, or other legal or equitable process and 
from all claims of creditors of the insured and of the beneficiary if 
related to the insured by blood or marriage…. (Emphasis added.) 

 
RESULT: The court ruled that the federal lien statute preempted Nebraska state 
law.  Since federal law provides no exemption for life insurance from the scope of 
its lien power, the court held that the money in Taylor’s credit union account can 
be reached to satisfy her restitution obligation. 
 
RELEVANCE:  Part of the reason that some clients buy life insurance, annuities 
or certain other financial products is for their asset protection characteristics.  Life 
insurance professionals should be aware that the asset protection rules with regard 
to life insurance vary from state to state.  Furthermore, different states may have 
different rules with respect to protection of 
 

• Cash value versus death benefit, 
• Policy owner versus policy beneficiary or 
• Different categories of policy owners or beneficiaries. 

 
To make the asset protection waters even muddier, different kinds of creditors may 
still have access to life insurance assets otherwise protected under state law.  For 
example, deposits into ordinarily exempt life insurance cash values may not offer 
protection against existing creditors.   
 
The Taylor case is a reminder that clients cannot rely on state law to absolutely 
protect them against the claims of the federal government.  The decision also 
reinforces the idea that agents need to be careful when they describe to their clients 
the asset protection characteristics of life insurance. 
 
WRNewswire #13.11.21 was written by Linas Sudzius of Advanced 
Underwriting Consultants. 
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DISCLAIMER  
 
In order to comply with requirements imposed by the IRS which may apply to 
the Washington Report as distributed or as re-circulated by our members, 
please be advised of the following:  
 
THE ABOVE ADVICE WAS NOT INTENDED OR WRITTEN TO BE 
USED, AND IT CANNOT BE USED, BY YOU FOR THE PURPOSES OF 



AVOIDING ANY PENALTY THAT MAY BE IMPOSED BY THE 
INTERNAL REVENUE SERVICE.  
In the event that this Washington Report is also considered to be a “marketed 
opinion” within the meaning of the IRS guidance, then, as required by the 
IRS, please be further advised of the following:  
 
THE ABOVE ADVICE WAS NOT WRITTEN TO SUPPORT THE 
PROMOTIONS OR MARKETING OF THE TRANSACTIONS OR 
MATTERS ADDRESSED BY THE WRITTEN ADVICE, AND, BASED ON 
THE PARTICULAR CIRCUMSTANCES, YOU SHOULD SEEK ADVICE 
FROM AN INDEPENDENT TAX ADVISOR.  
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