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Topic: Death Proceeds Received During Bankruptcy Available for Creditors 

CITES: In re Sizemore, No. 09-61064, 2013 WL 6328260 (U.S. Bankruptcy Ct. 
E. D. Ky. Dec. 5, 2013); 11 U.S.C. § 522(d); 11 U.S.C. § 1306(a)(1).

SUMMARY: A Kentucky federal bankruptcy court ruled that life insurance death 
proceeds received during bankruptcy were available to pay the claims of unsecured 
creditors.   

BACKGROUND: Pamela and Eddy Sizemore filed a petition for chapter 13 
bankruptcy relief on July 15, 2009. The court confirmed their chapter 13 plan on 
January 20, 2010.  Under the plan, the Sizemores were liable for monthly 
payments of $1,300, and their unsecured creditors would be paid back about 64% 
of an aggregate liability of nearly $100,000. 

At the time the Sizemores filed bankruptcy and through confirmation of their plan, 
they were married.  Eddy and Pamela separated on September 1, 2012, and 
divorced on April 17, 2013. 

Eddy died in a helicopter crash on June 6, 2013. Pamela received the $100,000 
death proceeds on Eddy’s life insurance policy because she was still listed as 
beneficiary. 

FACTS: After Eddy’s death, Pamela amended the bankruptcy petition seeking to 
exempt the full value of the policy’s death proceeds from the bankruptcy estate.  
Since the Sizemores’ bankruptcy was governed by federal rather than state 



exemptions, Pamela’s exemption claims were based on those in 11 U.S.C. § 
522(d).   
 
The bankruptcy trustee objected to Pamela’s requests. The trustee argued that the 
proceeds were not exempt under any federal exemption rule.  Furthermore, the 
trustee asked the court to rule that most of the proceeds should be used to pay the 
unsecured creditors of the bankruptcy estate. 
 
RESULT: The court ruled that life insurance proceeds received before the 
bankruptcy case was closed are properly part of a bankruptcy estate under 11 
U.S.C. § 1306(a)(1), as interpreted by the Sixth Circuit.  In this case, that meant 
that the proceeds would be available to satisfy unsecured creditors’ claims unless 
exempt under another federal exemption. 
 
The court went on to analyze several possible exemptions available under 11 
U.S.C. § 522(d).  It found that none of them protected the entire death proceeds of 
a life policy from the claims of Pamela’s creditors.  It did concede that a jury might 
find that a small portion of the death benefit was intended to protect Pamela 
against the loss of the insured’s future wages, but that the majority of the death 
benefit—enough to pay off the unsecured creditors in full—was not exempt under 
any valid legal theory.   
 
RELEVANCE:  As we wrote in WRNewswire #13.11.21, giving asset protection 
advice with regard to life insurance or annuities is a tricky business.  In the 
situation described in that article, the identity of the creditor (the IRS) made a 
difference in whether the death proceeds could be reached. 
 
The Sizemore case illustrates that a policy’s death benefit, when paid to a 
beneficiary going through a bankruptcy, might also be lost to creditors.  The court 
ruled that life insurance proceeds have limited protection in bankruptcy when the 
federal bankruptcy exemptions are applied.  Of course, if state exemptions were 
applied, the case might have reached a different result. 
 
Finally, the decision serves as a reminder to life insurance professionals to 
 

• Review the beneficiary designations of their clients’ life insurance and 
financial products on a regular basis to make sure that the designations 
conform to any changed circumstances (such as divorce), and 
 

• Consider naming a spendthrift trust as beneficiary instead of the individual 
directly to protect beneficiaries who might have future financial difficulties. 

 
WRNewswire #13.12.12 was written by Linas Sudzius of Advanced 
Underwriting Consultants. 



 
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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