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U.S.-based Life Insurance for Non-U.S. Citizens 
Protecting what they have worked so hard to create 

 
 

Tax Planning for Non-U.S. Citizens 

Successful individuals and families have worked hard to build their wealth.  They want  
to keep as much of it for themselves and their loved ones for as long as possible, without it 
being diluted by taxes.   

Owners of U.S.-based life insurance are seeking to take advantage of the tax-favored benefits 
that life insurance provides, both during their lifetimes and at their passing.  Over the past 
decade, the number of U.S.-based life insurance policies placed on non-U.S. citizens has 
increased dramatically.   

What is Occurring in the Marketplace Today  

Non-U.S. citizens are actively establishing U.S.-based life insurance policies as investment 
vehicles in which the underlying cash values are protected from principal loss, and can grow 
free from U.S. income and capital gains tax.  If structured properly, the cash values can be 
accessed without triggering tax and enjoyed during their lifetime. 

Ultimately, the policies will pay a death benefit, allowing insureds to shift wealth, income and 
estate tax-free, to future generations in an asset-protected environment. 

Using Life Insurance as a Tool When Planning for Non-U.S. Citizens 

Life insurance can play a key role in tax planning for non-U.S. citizens and for those who are 
married to a non-U.S. citizen.  In particular, U.S.-based life insurance can provide:  

1. Liquidity for Payment of U.S. Estate Taxes  

 When one spouse is not a U.S. citizen.   

 The “unlimited marital deduction” allows a married person to pass all of his or her 
assets on to a U.S. citizen-spouse at death without having to pay any U.S. estate tax.  
This deduction is not available if one’s assets are transferred to a non-U.S. citizen spouse 
at death.   

 Qualified Domestic Trust (QDOT) can be used to delay, but not mitigate, the estate tax 
until the second death.  However, QDOTs are complicated, rigid, and have the potential 
to actually increase the amount of estate tax paid.  
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 Life insurance can be a very attractive alternative to a QDOT. The death benefits from a 
life insurance policy can provide economic flexibility for the surviving spouse, and can be 
used to pay estate taxes if the assets are passed directly to him/her, rather than 
transferred to a QDOT.   

 Alternatively, the policy’s death benefits can be used to support the surviving spouse, 
rather than pay estate taxes, eliminating the need for the surviving spouse to take 
distributions from a QDOT. 

 When neither spouse is a U.S. citizen.   

 When neither spouse is a U.S. citizen, but they reside in the U.S., they will likely be 
classified as resident aliens who are subject to U.S. gift and estate taxes when they gift 
and bequeath property, regardless of its location.   

 They will have the same gift and estate tax exemptions available to them as are 
available to U.S. citizens, currently $5.24 million of assets per person under the Tax 
Reform Act of 2012, with excess taxed at a maximum 40% federal rate.   

 If not residing in the U.S., they will likely be classified as non-resident aliens, subject to 
U.S. gift and estate taxes for any gifts or bequests of property located in the U.S.   

 They can only shield about $60,000 of value from estate taxes on their U.S.-based 
assets, which is considerably lower than the $5.24 million exemption available to U.S. 
citizens and resident aliens, so estate tax planning and mitigation for non-resident aliens 
with U.S.-based assets is critical. 

 A life insurance policy can be one of the best ways to ensure that funds will be available 
to their heirs to pay the U.S. estate tax.  As a non-resident alien, death benefit proceeds 
from an insurance policy will not be subject to U.S. income, capital gains, or estate 
taxes.  

2. Liquidity for Patrimonial Planning  

 It is common for non-U.S. citizens to own U.S- based assets and/or have U.S.-based 
beneficiaries (e.g.: a grandchild born in the U.S. or a child who was educated in the U.S. 
and never left).  This raises international tax issues related to U.S. estate tax and the 
transfer of domestic and foreign assets.   
 

 If structured correctly, life insurance can be a great tool to create tax-free liquidity for 
future generations to help fund education, healthcare, and other needs. If done 
properly within a special trust, those assets could avoid transfer tax to all future 
generations. 
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3. Liquidity for Estate Equalization and Asset Preservation 

 Most large estates are comprised of illiquid assets, such as real estate and business 
interests.  A properly designed U.S.-based life insurance policy can provide the heirs 
with the liquidity and flexibility that they need to equalize the value of their inheritances 
without having to liquidate valuable assets at an inopportune time.   
 

 It can serve as the means to preserve family harmony and protect valuable real estate or 
a business for those heirs who want it by providing cash to the heirs who don’t.       

4. Funds to Ensure the Smooth Continuation of a Business 

 The loss of a business owner can significantly impact the bottom line.  It can destroy the 
enterprise and have a major impact on the surviving spouse and heirs.   
 

 U.S.-based life insurance can ensure that the heirs have the funds they need to support 
their needs and that the surviving owners may continue the business until a 
replacement is secured or other solution is found.  

5. Tax-advantaged Income for Retirement, Healthcare, and Other Needs   

 Most people focus on the free death benefit and its tax-favored characteristics.  But, for 
over a century, life insurance in the U.S. has retained very favorable tax treatment on 
the cash value accumulation within a policy as well.   
 

 If structured correctly, the cash value within a policy will accumulate without tax, and 
can be withdrawn without tax using loans.  The loans are ultimately repaid by the death 
benefit, which is also income tax-free.  
 

 This makes life insurance a very attractive and safe investment vehicle, with potentially 
compelling rate of return.  U.S. insurance companies have a wide array of options to 
choose how the underlying cash values will be invested. 
  

 Access to cash value is permitted for any reason, including providing a supplement 
retirement income, funding a healthcare need, or paying for an educational expense. 

6. Asset Protection and Pre-Immigration Planning 

 Life insurance policies and their underlying cash values are often considered a safe 
haven for asset protection purposes. 
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 Another layer of protection is added through the use of a special trust to own the policy, 
which can help provide anonymity and, if established prior to immigration, help avoid 
exposure to U.S. estate tax.  

U.S.-based Life Insurance is Desirable to Non-Residents 

U.S.-based life insurance policies are the most competitively-priced and reliable, backed by 
some of the most stable companies in the world.     

1. Cost Savings  

 The U.S. has the single most competitive life insurance industry in the world.  As a 
developed nation, the U.S. also has lower mortality rates and thus lower mortality costs.   

 The combination of competition and low mortality costs creates substantial savings 
potential, translating into exponentially higher internal rates of return on both the cash 
value build up for the insured and the death benefit for the heirs.      

2. Dollar-denominated Asset 

 Non-U.S. residents have often found the dollar to be a safe place to store cash, 
especially when their home country has a volatile currency.  

 Life insurance policies offer tax efficiency and much higher yields than short-term 
treasuries while still allowing for dollar denominated assets. 

3. Reputation and Financial Stability 

 Never in the history of the U.S. has a life insurance company not paid a death benefit 
claim due to financial insolvency.   

 The U.S. life insurance industry has its roots back to the mid-1800s and many of those 
companies are still around today.  Many have incredibly stable balance sheets as they 
are both conservative and highly regulated.  

 If a non-U.S.-based life insurance company is selected, it is critical that its products are 
fully compliant with all U.S. tax laws and regulations, that its structure is appropriate 
and well-designed, and that its fees and costs are fully disclosed.      

Criteria Common to Carriers that will Consider Insuring Non-U.S. Residents 

Insuring non-U.S. residents is an art that requires special professional expertise beyond what 
most insurance agents can offer.  For example:    

The Transaction  



 

Grant, Hinkle & Jacobs  |  777 S. Highway 101  |  Suite 105  |  Solana Beach, CA 92075  
PHONE: 858-350-4000  |  info@ghjinc.com  |  www.ghjinc.com   

 All aspects of the insurance transaction typically must be completed in the U.S., 
including solicitation, completion of the application, medical examination, inspection, 
and policy delivery, although certain carriers are more flexible than others regarding 
these requirements.  

 Current financial documentation verified by a third party is required, as well as a copy of 
the insured’s visa, passport, national ID card, and U.S. references. 

Coverage Limitations  

 Minimum and maximum limits may be considered depending on all facts of the case, 
including the country of residence, age and health status of the proposed insured, 
product applied for, the reinsurance arrangement, in-force coverage, and available 
reinsurance. 

Eligibility  

 Consideration is extended only to business owners and professional individuals working 
in medical, engineering, scientific, technological, or similar fields and their immediate 
families.  

 High net worth individuals and company executives are also considered, as well as 
international business insurance applications. 

 Individuals must have a record of ongoing health maintenance with the most recent visit 
within three years of the applications. 

Premium Origin  

 Premiums need to be paid annually from a U.S. bank account and the policy owner 
needs to have a U.S. address for billing and notices.  More flexibility is available with 
certain carriers. 

U.S. Connectivity 

 The amount of ties to the U.S. depends on the company and the country of residence. It 
can vary, from having no business or investment ties, to a having to own property or a 
business in the U.S. 

 

 

Grant Hinkle & Jacobs does not practice law and strongly urges you to seek a qualified attorney 
when planning or implementing any tax planning strategy.   


