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Friday, 30 May 2014                       WRN# 14.5.30 

The WRNewswire is created exclusively for AALU Members by insurance experts led by Steve 
Leimberg,  Lawrence Brody and Linas Sudzius. The WRNewswire  provides timely reports and 
commentary on tax and legal  developments important to AALU members, clients and advisors, 
delivered to your inbox as they happen. 

_________________________________________________________________ 
 
TOPIC: Death Proceeds of Wife’s Policy Received During Bankruptcy Available to 
Husband’s Creditors 
 
CITES: In Re: White, No. 09-83098-JAC-13 (U.S. Bankruptcy Ct. N Dist. AL, May 16, 2014), 
ALA. CODE § 6–10–8(a), (b) and § 27–14–29(a), (b). 

SUMMARY: An Alabama federal bankruptcy court ruled that the $50,000 in life insurance 
death proceeds received by husband at his wife’s death were available to his Chapter 13 
bankruptcy creditors.   

BACKGROUND: On July 31, 2009, Sidney and Lesa White filed a joint Chapter 13 bankruptcy 
petition in Alabama bankruptcy court. Under a Chapter 13 bankruptcy, debtors generally agree to 
a monthly payment plan that is designed to satisfy the claims of their creditors, in whole or in 
part, over a three to five year period.  The court must approve their plan based on the status of 
creditors and the debtors’ available income and assets. 

On December 8, 2009, the court entered an order requiring the debtors to pay their net disposable 
income of $819 per month for a period of 60 months to satisfy the claims of creditors.  Pursuant 
to the confirmation order, the debtors were to pay their mortgage payment of $537.02 directly to 
their mortgage holder, Citizens Bank & Trust.  

  

http://d62d288ee515d729b993-58f6eee170188c8ece9e549a56221c4e.r98.cf1.rackcdn.com/White, (N.D. Ala., May 16, 2014).pdf
http://codes.lp.findlaw.com/alcode/6/10/1/1/6-10-8
http://codes.lp.findlaw.com/alcode/27/14/27-14-29
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Prior to filing a petition for bankruptcy relief, the debtors had purchased a $50,000 life insurance 
policy on the life of Lesa White through the husband’s employer.  Lesa was the insured and 
policy owner. Her husband was designated as the beneficiary.  

FACTS: On April 20, 2010, Lesa White died, leaving Sidney White as the surviving spouse and 
debtor in their bankruptcy case. Sometime thereafter, while the debtor’s bankruptcy petition was 
pending, Mr. White received $50,000 from the insurance policy owned by his wife. Without 
seeking court permission, Sidney used the life insurance funds to pay in full the mortgage debt to 
Citizens Bank & Trust.  

On February 25, 2014, Sidney White filed an amendment to his schedules claiming the life 
insurance proceeds as exempt pursuant to Alabama law. 

A week later, the trustee filed an objection to debtor’s amended claim of exemptions, and filed a 
motion to modify the Chapter 13 payment plan, which at that point had four months remaining. 
The trustee sought to increase the remaining monthly payment obligation by $25,000, which 
amount was based on the savings to the debtor from being relieved of monthly mortgage 
payments the past 48 months (48 months times $537.02 per month). 

RESULT: Sidney argued that the life insurance proceeds were an exempt asset under Alabama 
law.  The critical language reads as follows: 

(b) If a policy of insurance .... is effected by any person on the life of another in 
favor of the person effecting the same .... the latter shall be entitled to the proceeds 
and avails of the policy as against the creditors, personal representatives, trustees 
in bankruptcy and receivers in state and federal courts of the person insured. If the 
person effecting such insurance .... is the wife of the insured, she shall also be 
entitled to the proceeds and avails of the policy as against her own creditors, 
personal representatives, trustees in bankruptcy, and receivers in state and federal 
courts. 

Because the insurance was provided through his employer and because Sidney paid the premium 
himself, he argued that he effected the insurance for the purpose of the statutory exemption, and 
that it was thus an exempt asset in bankruptcy. 

The court rejected Sidney White’s argument, noting that Lesa had—from inception—been the 
owner of the policy on her life.  The court reasoned that the policy owner actually effected the 
insurance, and that Sidney—as a mere beneficiary—was not entitled to a bankruptcy exemption 
under the Alabama statute. 
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The court went on to say that the insurance proceeds could not be used to satisfy Lesa’s listed 
bankruptcy debts, since the death proceeds were exempt from the claims of her own creditors.  
However, the death proceeds were available to pay Sidney’s creditors. 

RELEVANCE:  As we wrote in WRNewswires #13.11.21 and #13.12.12, giving asset protection 
advice with regard to life insurance or annuities is a tricky business.   

The White case reinforces the idea that a policy’s death benefit, when paid to a beneficiary going 
through a bankruptcy, might be lost to the beneficiary’s creditors.  The court’s decision hinged 
on its interpretation of the Alabama state law bankruptcy exemption and the ownership of the life 
policy on Lesa’s life.  It probably never occurred to the husband in this case that policy 
ownership might make a difference as to whether he might be able to keep the death benefit.  
Even though the state bankruptcy exemption provided some protection for life insurance 
proceeds, the specific circumstances of this case didn’t extend those protections to the surviving 
husband.  

Finally, the decision serves as a reminder (again) to life insurance professionals to: 

• Review the ownership and beneficiary designations of all their clients’ life insurance and 
financial products on a regular basis. 
 

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

 

WRNewswire #14.05.30 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 

http://advancedunderwriting.com
http://advancedunderwriting.com
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WRITTEN ADVICE, AND, BASED ON THE PARTICULAR CIRCUMSTANCES, YOU 
SHOULD SEEK ADVICE FROM AN INDEPENDENT TAX ADVISOR.  

_________________________________________________________________ 

The AALU WRNewswire and WRMarketplace are published by the Association for Advanced 
Life Underwriting® as part of the Essential Wisdom Series, the trusted source of actionable 
technical and marketplace knowledge for AALU members—the nation’s most advanced life 
insurance professionals.  


