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Angelina Lemus had no idea why
every month as much as $96 was
disappearing from her Citibank
checking account.

Months later, Ms. Lemus finally
figured out that Citibank was tak-
ing the money to pay a loan, with an
interest rate of 18 percent, that was
devised to cover the shortfall ev-
ery time Ms. Lemus overdrew her
checking account.

The problem was that Ms. Lemus,
a home health care worker from
Queens, said she never signed up
for the line of credit and was un-
aware that she was borrowing from
it every time her account dipped
below zero. In all, Ms. Lemus had
amassed $3,400 in debt — interest,
principal and other fees that dam-
aged her credit.

Ms. Lemus is one of millions of
Americans tripped up by overdraft
practices, a murky corner of con-
sumer banking that remains largely
untouched by financial regulation.
In a push for transparency since the
2008 financial crisis, regulators re-
quire banks to clearly disclose and
explain the terms of just about ev-

ery financial product. But overdraft
practices still come with hidden
costs and confusing terms, custom-
ers, lawyers and consumer advo-
cates say.

Citibank declined to comment
on Ms. Lemus’s situation. In a
statement on its practices, a bank
spokesman said, “Customers who
choose overdraft lines of credit
must enroll, and any line of credit
balance appears on every monthly
statement.”

Typically, banks charge custom-
ers $35 every time they exceed their
checking account balance. Those
fees add up. One mistake can push
checking accounts into the red,
generating multiple fees in a single
day. But other, sometimes harmful
practices are proliferating, too, like
lines of credit banks pitch as a way
to cover shortfalls in checking ac-
counts but that can end up ensnar-
ing customers like Ms. Lemus in a
cycle of debt.

It is by no means a new problem.
In a series of class-action lawsuits
beginning in 2009 against more
than a dozen big banks, customers
accused banks of hiding a practice
known as reordering. The practice,
the lawsuits revealed, involved de-
liberately processing large transac-
tions like mortgage payments first
before taking out smaller charges,
like a purchase of coffee — even if
customers bought the coffee first.
By arranging the order of transac-
tions, the banks could maximize the
number of overdrafts they charged.

The lawsuits resulted in the

banks’ paying more than $1.1 billion
in settlements. Among them was
TD Bank, which agreed to pay $62
million. Today, TD Bank is still re-
ordering transactions and informs
customers about the practice in the
fine print of its checking account
agreements.

“Their position is, ‘If we disclose
it, we can get away with whatev-
er the hell we want,’ ” said Mark
Mangan, a TD Bank customer from
Bloomfield, N.J., who has been hit
with as much as $140 in overdraft
fees in a single day.

TD Bank said in statement that it
planned to end the practice as soon
as April.

Such small fees can amount to big
profits for the banks. The nation’s
big consumer banks collected about
$11 billion in overdraft fees last year,
which accounted for 8 percent of
their profits, according to the Con-
sumer Financial Protection Bureau.

Regulations, passed in 2010, re-
quire banks to give customers a
choice of whether to incur overdraft
fees or have a transaction declined.
But many customers end up con-
fused by how overdrafts work. In
their marketing materials banks
present the choice of whether to sign
up for overdraft as an offer of “over-
draft protection” — a feature many
customers thought would automat-
ically deny transactions and shield
them from incurring the fees at all.

Mr. Mangan says he is the first to
acknowledge that when he bounces
a check, he should pay a penalty.
But one day last May, he noticed
TD Bank Group had charged him
a $35 overdraft fee even though his
account still had money in it. That
afternoon, Mr. Mangan withdrew
$20 in cash at a TD Bank A.T.M.,
leaving only a few dollars in his
account. That night, TD Bank pro-
cessed a $125 check he had written
days earlier. As a result, the bank
charged him two fees: one for the
bounced check and another for the

$20 withdrawal.
“I had that money in my account.

I have the slip to prove it,” Mr. Man-
gan said.

The Consumer Financial Protec-
tion Bureau is hashing out rules
that could limit reordering. Outlines
of the rules are expected this year.
Still, the regulation will not address
the lines of credit, which are consid-
ered loans. The credit lines are sup-
posed to be less expensive than tra-
ditional overdrafts, and if customers
pay off the loans quickly, the charges
amount to only a few dollars.

The real problems arise, though,
when customers have no idea
that they signed up for the loans.
Citigroup’s line of credit is called
“Checking Plus,” which to Ms. Le-
mus, who speaks primarily Spanish,
did not appear to be anything like
a loan. But what she learned was
even more distressing: Every time
she overdrew her checking account,
Citigroup was lending her money at
18.25 percent to cover the shortfalls.
There were other unusual features
and charges. Citigroup extended
the loan in $100 increments, even
if she was short by only $35. And in
one month, Citigroup withdrew the
loan payment two days after the
due date the bank itself had set. For
this, Citigroup collected an addition-
al $25 for the late payment. “I felt so
humiliated,” Ms. Lemus said.

If she made just the minimum
payment, it would take Ms. Lemus
13 years to pay off her credit line.
The bank has been trying to collect
the debt.
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Hidden costs lie in a
murky area of consumer
banking regulations.

A continuing scam
demands that you pay
or be arrested.

¶ Can I claim both the American
Opportunity Tax Credit and the
Lifetime Learning Credit?
A student can claim just one of
the tax credits in a given year. A
family with two or more children,
however, can claim different
credits for different children, Mr.
Sonnenblick said.

¶ How can I tell if I’m eligible for
the tax credits?
The Internal Revenue Service
offers an interactive tax assistant
tool on its website, which can
help you see if you can claim

the credits.

¶ Can I deduct the interest I pay
on student loans?
If you borrowed money to attend
college, you can deduct the
interest paid on both federal
and private student debt, even
if you don’t itemize. You can
reduce your taxable income for
2015 by up to $2,500, if you meet
the income requirements. The
deduction is available for single
filers making up to $80,000, and
married taxpayers with income
up to $160,000.

Debts Grow as Overdraft Fees Mount

Tax Tips to Cut Costs
Of College Education

If the I.R.S. Calls, Hang Up

No Shortcuts in Evaluating How Much Risk You Can Handle

PRICEY PROTECTION Every month,
Citibank took money from Angelina
Lemus’s checking account to pay for a
line of credit that she says she did not
sign up for.
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Craig Smalley, a tax adviser in Or-
lando, Fla., received a call about 10
months ago from a panicked client.
Someone from the I.R.S. had just
phoned, she said, to say a warrant
for her arrest had been issued for
failure to pay back taxes.

Her caller ID displayed the 202
Washington area code, home of
the I.R.S. She told the person on
the phone she needed to call her
accountant. He said that was a bad
idea, because time was running out.
She hung up, but before she could
contact Mr. Smalley, her phone rang
again. This time caller ID displayed
the area code of her home in Cler-
mont, Fla. A voice on the line said
something like: “I’m with the Cler-
mont police. We have a warrant for
your arrest.”

By the time she reached Mr.
Smalley, she was expecting a police
car to roll up to her house.

“I told her: ‘Listen, this is a scam.
Don’t do anything they are telling
you to do,’ ” Mr. Smalley said. “I told
her that the I.R.S. doesn’t operate
this way. It would never demand
instant payment. And it would nev-
er dissuade you from talking to

an accountant.”
To prove his point, he put his cli-

ent on hold and called the Washing-
ton number of the man claiming to
be an I.R.S. agent and asked for his
I.R.S. badge number. It was one dig-
it shy of the requisite complement
of numbers.

Since October 2013, about 900,000
people have reported getting a call
from an I.R.S. phone swindler, and
not all of these people hung up un-
scathed, the Treasury Department
reported in January. Officials esti-
mated that 5,000 victims had parted

with a total of more than $26 million.
The I.R.S. has been trying to

get the word out about this fraud
with a web page listing common
tricks (https://www.irs.gov/uac/
IRS-Urges-Public-to-Stay-Alert-for-
Scam-Phone-Calls).

Among those tricks: getting the
I.R.S.’s actual phone number, 800-
820-1040, to appear on caller ID.
The same page also describes what
no legitimate I.R.S. agent would
ever do, like ask for a credit card

number or threaten you with the
police. Another common tactic is to
ask taxpayers to pay off a bill with a
prepaid debit card.

The crime first made the I.R.S. list
of “Dirty Dozen” tax frauds in 2014.
The calls have become so pervasive
that the head of communication at
the I.R.S., Terry Lemons, gets an
earful about it whenever he visits
his mother-in-law in Missouri. “She
says, ‘You guys have been calling me
again,’ ” he told me. “She knows it’s a
scam, so it’s become a family joke.”

You can imagine how unhappy
I.R.S. officials are about these calls.
“We’re easy to stereotype, but it’s
not how we do business here,” Mr.
Lemons said. “Most people inter-
act with the I.R.S. once a year. If
you owe money, you’ll hear about
it through snail mail. And if you’re
paying attention to your mail, you’ll
know you have a tax issue. We’re
not out of the blue calling you and
saying you owe money.”

In a cursory search, I could find
news reports of just one arrest and
conviction for this crime. The cul-
prit, Sahil Patel, pleaded guilty to
aggravated identity theft and con-
spiracy and was sentenced in Octo-
ber to 14 years in prison.

Apparently, catching Mr. Patel did
not have a deterrent effect.
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With income tax season well un-
derway, college students and their
families should brush up on avail-
able tax benefits that can help lower
their education costs.

Families spend an average of
$24,000 a year on college, but just
over a third take advantage of fed-
eral tax credits and deductions to
help make college more affordable,
according to Sallie Mae.

These education tax benefits can
help offset the cost of tuition, fees
and related costs. (Credits reduce
the tax owed, while deductions
reduce the amount of income on
which the tax is calculated.)

The benefits have varying rules
and limitations, and deciding which
one works best can be a challenge,
said Michael Sonnenblick, a tax ana-
lyst with Thomson Reuters. But the
tax savings can be meaningful, es-
pecially for families with more than
one child in college, so it’s worth tak-
ing the time to see if you qualify.

The American Opportunity Tax
Credit lets families reduce their
tax bills by as much as $2,500 a
student, for the first four years of
higher education. To receive the full
credit, a single taxpayer can have
2015 income of up to $80,000, Mr.
Sonnenblick said. A partial credit is
available for income up to $90,000.
(The comparable income limits for
married filers are $160,000 for the

full credit and up to $180,000 for a
partial credit.)

The credit is partly refundable, so
even if you owe no taxes, you can
get up to $1,000 back as a refund, if
you qualify.

The Lifetime Learning Credit of-
fers a credit of up to $2,000 a year,
per taxpayer return. It can be used
for any post-high school education,
and there’s no limit on the number
of years it can be claimed.

The credit is available to those
with 2015 income of up to $65,000
for single filers, and $130,000 for
joint filers. The lifetime credit isn’t
refundable.

If you don’t qualify for a credit,
you may be able to use the deduc-
tion available for tuition and fees.
You can take the deduction, even
if you don’t itemize on your re-
turn. Single filers can deduct up to
$4,000 if their income is $65,000 or
less ($130,000 or less for joint fil-
ers). The deduction is $2,000 for
single filers with income between
$65,000 and $80,000, and for joint
filers with income between $130,000
and $160,000. Filers with higher in-
comes aren’t eligible.

Families can’t take both the de-
duction and a credit in the same
year, Mr. Sonnenblick said.

For more details on education
credits and deductions, including el-
igible expenses, see I.R.S. Publica-
tion 970, Tax Benefits for Education.

Here are some answers to com-
mon questions about education tax
benefits:

There are many shortcuts that
people try to use to determine how
much risk they can handle with
their investments. Maybe you’ve
heard the story where your hobbies
determine the risk you’re comfort-
able taking? If you’re a private pilot
or a rock climber, then surely you
can handle lots of investment risk.

This year’s scary markets have
led to lots of talk about how you
should go about deciding how much
risk to take. The way this decision
manifests itself is through the per-

centage of your money you decide
to have in the stock market.

Unfortunately, you can’t just push
a button and get an easy answer to
the “how much risk” question. But
that doesn’t keep people from trying.
If you’ve been to one of the major
brokerage firms in the last 20 years,
you may have completed a risk tol-
erance questionnaire. Many in the
industry use these questionnaires
as a shortcut to plug investors into a
prepackaged blend of mutual funds
without really considering messy
things like values and goals.

Traditionally, the problem with
these tools has been that if you
answer these questions during a

bull market, you tend to answer,
“Risk? No problem, bring it on!”
But during a scary market, you’re
more likely to say, “Risk? Yikes, get

me out of here!”
If you or your adviser

is not careful to examine
the times you felt elated or
scared about your financial
life, you could be in danger
of doing the wrong thing
at exactly the wrong time.
Remember, our natural
temptation is always to buy
high and sell low — to be
greedy when everyone else
is greedy and scared when
everyone else is scared. And

that’s the exact opposite of what
Warren Buffett suggests we do.

I don’t think questionnaires are
completely useless. In the hands of

a thoughtful adviser, they provide a
starting point for useful conversa-
tions to help build a plan based on
your own values, goals and finan-
cial situation. Specify clearly the
money you have to invest and the
goals you want to hit.

You may find you only need to
have 20 percent of your assets in
stocks to reach your goals. What-
ever you discover, if reaching your
goals requires more risk than you’re
comfortable taking, the next step is
to reassess your goals.

Now that we’ve been reacquainted
with scary markets, use what you’ve
learned to get clear about what you
can handle in terms of risk.

CARL RICHARDS

SKETCH GUY
CARL RICHARDS

Q & A


