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Can Debt Collectors Intercept Tax Refunds? 
_____________________________________________________________________________ 

Debt collectors utilize a wide variety of debt recovery methods, from letters and 

telephone calls to garnishment and asset seizure. Debt collectors must follow federal 

and state laws that limit the actions they can take during the debt recovery process. 

While collection agents have the right to garnish your tax refund, they cannot intercept it 

directly from the Internal Revenue Service or your state government before you receives 

it. 

 

Intercepting Tax Refunds 

After you file your tax return, the state government or 

IRS will return any excess taxes you paid during the 

year in the form of a tax refund. Debt collectors must 

hold a civil judgment against you before being able to 

seize your assets without your permission. A court 

judgment does not, however, give the company the 

right to intercept your tax refund by seizing it from the 

state or federal government before you receive it. 

Withholding Tax Refunds 

While commercial debt collectors cannot intercept your tax refund, that does not mean that your 

tax refund is immune from collection activity. If you owe a federal debt, such as unpaid student 

loans or back taxes, or a state government debt, such as unpaid property taxes, the 

government in question will withhold your tax refund and apply it to the unpaid portion of your 

debt. This process is known as "tax refund offset." The tax refund offset will continue each year 

that you receive a refund until your debt is paid in full. 

Tax Refund Garnishment 

Your tax refund is safe from interception or 

garnishment from nongovernment creditors until 

you receive it. After you deposit the refund into 

your bank account, however, it becomes fair 

game for garnishment. 

If a debt collector sued you in the past and won a 

judgment against you, it has the right to levy your 

bank accounts in an effort to recover the unpaid 

debt. Unlike government benefits, child support and alimony, your tax refund is not exempt from 

garnishment after you deposit it. Your refund money represents income you overpaid in taxes, 

not a government benefit. Because debt collectors can legally garnish your income, they can 

also garnish your tax refund. 



           

Articles and Whitepapers on Collections & Recovery                 
 

 
 

                                                                   Compiled by Kollect Systems                                                    Page 2 of 2 

 

Garnishment Limitations 

State laws require debt collectors with a judgment to collect the debt within a certain period of 

time before the judgment loses its validity. Each state's validity period varies but, once a debt 

collector's judgment expires, it can neither sue you again nor garnish your bank accounts, 

allowing you to safely deposit your tax refund into your checking or savings accounts without 

worrying about whether or not the creditor will seize it.  
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About Kollect Systems Sdn. Bhd. 

Kollect Systems is a leading technology provider of Revenue & Arrears Collections, Debt Recovery and Agency 

Management Software Solutions. Kollect provides specific solutions to help its Customers focus on their clients 

reduce arrears and optimize profits throughout their Revenue and Profitability Lifecycle. As experts in Revenue & 

Arrears Collections, Debt Recovery and Agency Management, Kollect continuously brings enterprise level scalable 

software technologies to the doorstep of its Customers. This helps to reduce Arrears Delinquency, Bad Debt and 

Improve Tracking & Profitability. Kollect, being a MSC status and TUV Quality certified company has its global 

HQ in Malaysia and leverages on partners for regional presence in ASEAN, Asia South, Middle East and Africa. 

Enterprise Revenue Collections & Debt Recovery Software Systems 

SMS Notification and 2-way SMS Interaction software platform 

Data Management and Software Integration Services 

Data Analysis, OLAP and Multi-dimensional Cubes for Online Interactive Reporting 
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