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SUMMARY 

 
This bill amends the definition of qualifying accounts that can receive direct deposits related to 

child support payments, public assistance payments, and unemployment benefits.  The bill also 
extends those existing requirements to include recipients of disability benefits and requires the 
Employment Development Department (EDD) to provide a recipient of disability benefits the 

option of receiving such payments via direct deposit into a qualifying account. 
 

 

ABSTRACT 

 

Existing Law: 

 

1) Establishes the Electronic Funds Transfer Act (EFTA) for the purpose of providing a 

basic framework establishing the rights, liabilities, and responsibilities of participants in 
electronic fund and remittance transfer systems. The primary objective of this subchapter, 

however, is the provision of individual consumer rights.  (15 U.S.C. Sec. 1693 et seq.) 

2) Requires that if child support payments are deposited directly into an account of the 
recipient’s choice, the funds only be deposited into a “qualifying account” defined as a 

demand deposit or savings account at an insured financial institution in the name of the 
person entitled to the receipt of child support payments, or a prepaid card account that 

meets specified criteria. (Family Code (FAM) 17325) 

3) Requires direct deposit of public assistance benefits, when direct deposit is requested by a 
recipient, to only be made to the recipient's qualifying account at a financial institution, 

as defined. (WIC 11006.2) 

4) Requires that unemployment compensation benefit payments only be deposited into an 

account that meets the requirements of a qualifying account for deposit of public 
assistance payments, as specified, when direct deposit is requested by a recipient of 
unemployment compensation benefits. (Unemployment Insurance Code (UIC) 1339.1) 

https://www.law.cornell.edu/definitions/uscode.php?width=840&height=800&iframe=true&def_id=15-USC-567770122-643989334&term_occur=999&term_src=title:15:chapter:41:subchapter:VI:section:1693
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5) Requires that disability benefits be paid by the Employment Development Department 
(EDD) through public employment offices or other agencies approved by the director.  

(UIC 2701.)  

6) Defines “financial   institution” to mean a state or national bank, a state or federal savings 
and loan association, a mutual savings bank, or a state or federal credit union.  (FAM 

17325(c)(1); UIC 1339.1(c)(1); WIC 11006.2(c)(1)) 

7) Defines “issuer” to mean a person or entity that issues a prepaid card. (FAM 17325(c)(2); 

UIC 1339.1(c)(2); WIC 11006.2(c)(2)) 

8) Defines “payroll card account” to have the same meaning as how that term is defined 
in the regulations implementing the EFTA. (FAM 17325(c)(3); UIC 1339.1(c)(3); WIC 

11006.2(c)(3)) 

9) Defines “prepaid card” or “prepaid card account” to mean either of the following: 

i) A card, code, or other means of access to funds of a recipient that is usable at 
multiple, unaffiliated merchants for goods or services, or usable at automated 
teller machines. 

ii) The same as those terms or related terms are defined in the regulations adopted 
under the EFTA regarding general use reloadable cards. (FAM 17325(c)(4); UIC 

1339.1(c)(4); WIC 11006.2(c)(4)) 

This Bill: 

 

1) Amends the definition of “qualifying account” to mean: 

a) A demand deposit or savings account at an insured depository financial institution 

that is offered directly by the insured depository financial institution on its 
internet website or through its branches and that is in the name of the person 
entitled to receipt of child support, unemployment compensation and CalWORKs 

payments; or  

b) A prepaid account or a demand deposit or savings account offered by, or 

through, an entity other than an insured depository financial institution,  that 
meets all of the following:  

i) The account is held at an insured depository financial institution;  

ii) The account is set up to meet the requirements direct or passthrough 
deposit or share insurance payable to the person entitled to the receipt of 

public assistance payments, as specified;  

iii)  The account is not attached to a credit or overdraft feature that is 
automatically repaid from the account unless the credit or overdraft feature 

has no fee, charge, or cost, whether direct, required, voluntary, or 
involuntary, or the credit or overdraft feature complies with the 
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requirements for credit offered in connection with a prepaid account under 
the federal Truth in Lending Act and its implementing regulations; and 

iv) The account complies with all of the requirements and provides the holder 
of the account with all of the consumer protections that apply to account 
under EFTA federal law, as specified.  

c) Adds a definition of “insured depository financial institution” as meaning a state 
or national bank, a state or federal savings and loan association, a mutual savings 

bank, or a state or federal credit union that holds deposits insured by the Federal 
Deposit Insurance Corporation or the National Credit Union Administration.  

d) Deletes reference to and definitions of “issuer” and “prepaid card” or “prepaid 

card account.”   

e) Deletes reference to “payroll card account” and instead references “prepaid 

account,” which has the same meaning as that term is defined in regulations under 
the EFTA. 

2) Makes the above provisions applicable to disability benefits and requires that before 

commencing payment, EDD shall provide a person entitled to receive disability benefits 
or family temporary disability insurance benefits the option to receive payments by direct 

deposit into a qualifying account of the recipient’s choice, in addition to other alternative 
disbursement payment methods, including, but not limited to, checks. 

3) Makes technical conforming changes 

 
FISCAL IMPACT 

 
This bill has not yet been analyzed by a fiscal committee.  
 

 

BACKGROUND AND DISCUSSION 

 
Purpose of the Bill: 

 

According to the author, “SB 497 will close a loophole that allows nonbank entities, such as 
prepaid card issuers, from charging overdraft fees on accounts for individuals receiving public 

assistance, unemployment compensation, or child support payments distributed by the state.” 
 
Current law protects recipients of public assistance, including unemployed workers and families 

on public assistance programs, from fees that can significantly reduce funds.  However, 
according to the author, “certain nonbank prepaid card providers have started to offer so-called 

“bank accounts” that do not comply with the federal and California rules for prepaid accounts” 
so that they can keep charging overdraft fees.   The author reports that these “fake ‘bank 
accounts,’ which are sold by alternative financial services providers, are designed to encourage 

overdraft fees that put low-income consumers in a vulnerable and endless cycle of debt.”   This 
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bill “will protect vulnerable families, ensure state funds are used appropriately and efficiently, 
and make it clear that public assistance should not be subject to overdraft fees,” the author states.  

 
Qualified Accounts  
 

The state issues payments to qualified individuals via several programs, including unemployment 
compensation, CalWORKs and child support.   Recipients of such payments may choose to have 

the funds deposited directly into their personal accounts as long as those accounts meet the 
standards for a “qualified account.”  To qualify, an account must either be a bank account at an 
insured financial institution, or a prepaid card account that meets certain standards, including 

deposit insurance, compliance with rules under the federal Electronic Fund Transfer Act, and 
lack of overdraft fees. 

 
These laws protect recipients of public assistance, such as CalWORKs recipients, from fees that 
can significantly reduce their benefit funds. Similar protections exist for accounts eligible to 

receive direct deposit of child support payments collected and distributed by the state.  
 

Per the Senate Committee on Banking and Financial Institutions analysis of the February 17, 
2021 version of this bill:  

 
“The protections in existing state law were enacted in 2013 and 2014 to protect families 
receiving public assistance, unemployment insurance, or child support from being subject 

to inappropriate practices of certain financial institutions. The legislation sought to align 
state law governing the transfer of these payments with federal protections for prepaid 

accounts. In 2010, the federal Department of the Treasury ruled to allow the receipt of 
federal payments through an electronic method. In response to concerns about which 
electronic means, and essentially which types of card accounts, would be eligible for the 

receipt of federal funds, the new rule contained a number of criteria that prepaid cards 
would have to meet to be qualified to receive federal funds. Those criteria include not 

having an attached line of credit or loan feature that would cause automatic repayment 
from the card account and providing for liability protections for loss, theft, or 
unauthorized charges. 

On April 1, 2019, the federal Consumer Financial Protection Bureau adopted rules 
governing prepaid accounts, which limit credit and overdraft features on prepaid cards. 

However, to continue charging overdraft fees, certain nonbank prepaid card providers 
have started to offer so-called “bank accounts” that do not comply with the federal and 
California rules for prepaid accounts. These fake “bank accounts,” which are sold by 

alternative financial services providers, are designed to encourage overdraft fees that put 
low-income consumers in a vulnerable and endless cycle of debt.”   

Direct deposit is available to CalWORKs recipients and parents who receive child support 
payments that are collected and distributed by the state.  Rules regarding qualifying accounts are 
already in place for these programs.  Unemployment benefits are currently administered through 

prepaid cards that comply with existing law. However, EDD may soon provide an option for an 
unemployment benefits beneficiary to receive their payments via direct deposit to their bank 

account. If such an option is provided, this bill will protect unemployment funds from being 
subject to deceptive overdraft fees.  The bill was amended on April 13, 2021 to include the same 
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protections for state disability payments and to make other technical changes.  Thus, SB 497 will 
prevent nonbank prepaid card companies from charging overdraft fees on consumers receiving 

public assistance.  

Covid-19 Pandemic Impacts on Committee Jurisdiction 

Typically, provisions of this bill would trigger the jurisdiction of the Senate Labor, Public 

Employment and Retirement Committee. However, due to the limitations placed on committee 
hearings due to ongoing health and safety risks of the COVID-19 virus, the referral to the Senate 

Labor, Public Employment and Retirement Committee was rescinded. In order to fully vet the 
contents of this measure for the befit of Senators and the public, this analysis includes 
information from the Senate Labor, Public Employment and Retirement Committee as follows: 

 
“Section three of the bill addresses the payment of disability insurance and family 

temporary disability insurance (also known as the Paid Family Leave Program) benefits 
to claimants through EDD. The bill would give claimants the option of choosing how to 
receive their benefits, by direct deposit into a qualifying account, in addition to other 

alternative disbursement methods, including but not limited to, checks. The bill also 
specifies that EDD shall not be held liable for authorizing a direct deposit of benefits into 

an account designated by the recipient that does not meet the requirements of a 
qualifying account. Given the complexities of banking and in order to ensure that 
claimants understand what does and doesn’t meet the qualifications of such a direct 

deposit account, the author may wish to include an educational component to the bill 
targeted at ensuring that claimants make an informed decision when providing their 

banking choice to the department.” 
 

Related/Prior Legislation: 

 
AB 8 (Smith, 2021) would give recipients of unemployment benefits the right to choose whether 

to have the unemployment compensation benefit payments directly deposited into a qualifying 
account or applied to a prepaid debit card. 

AB 74 (Gonzalez, 2021) would provide for direct deposit option for unemployment benefits and 

state disability payments.  

AB 1519 (Judiciary Committee Omnibus, Chapter 416, Statutes of 2015) adopted protections 

for accounts eligible to receive direct deposit of child support payments collected and distributed 
by the state.   

AB 2252 (Pérez, Chapter 180, Statutes of 2014) adopted protections for accounts eligible to 

receive direct deposit of child support payments collected and distributed by the state.   

AB 1280 (Perez, Chapter 557, Statutes of 2013) adopted protections for recipients of cash 

assistance and unemployed workers from fees that drain funds by setting requirements for 
“qualifying accounts” to be eligible to receive direct deposit of unemployment compensation. To 
qualify, an account must either be a bank account at an insured financial institution, or a prepaid 

card account that meets certain standards, including deposit insurance, compliance with rules 
under the federal Electronic Fund Transfer Act, and lack of overdraft fees.  
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COMMENTS 

 
Direct deposit is a useful banking tool that is becoming more and more popular.  Existing law 
regarding qualifying accounts – especially prohibition of banking fees – are important consumer 

protections for recipients of public assistance payments.  However, it unclear how these 
protections are enforced, as the state and county entities that authorize direct deposit payments 

are not responsible for confirming if a recipient’s account is a qualifying account.  For this 
reason, this committee concurs with the Senate Labor, Public Employment and Retirement 
Committee, which notes: “given the complexities of banking and in order to ensure that 

claimants understand what does and doesn’t meet the qualifications of such a direct deposit 
account, the author may wish to include an educational component to the bill targeted at ensuring 

that claimants make an informed decision when providing their banking choice to the 
department.” Should this bill move out of committee, the author may wish to work with 
stakeholders to add such an education component. 

 
Additionally, the committee suggests the following technical conforming amendments.  

 
Amendment 1 - On page 4, line 29:  

(iv) The account complies with all of the requirements, and provides the holder of the account 

with all of the consumer protections, that apply to an account under the rules implementing the 
EFTA or other rules subsequently adopted under the EFTA. 

 
Amendment 2 - on page 6, line 32:  

(3) A person or entity that is not an insured depository financial institution that offers, maintains, 

or manages an account that does not comply with paragraph (2) shall not solicit, accept, or 
facilitate the direct deposit of unemployment compensation benefit payments to the prepaid card 

account. 
 
Amendment 3 - on page 7, line 25:  

(2) “Prepaid account” has the same meaning as that term is defined in regulations under the 
EFTA, as those regulations read on January 1, 2021. 

 
Amendment 4 - on page 8, line 28 

(2) “Prepaid account” has the same meaning as that term is defined in regulations under the 

EFTA, as those regulations read on January 1, 2021. 
 

Amendment 5 - on page 11, line 1:  

(4) A person or entity that is not an insured depository financial institution that offers, maintains, 
or manages an account that does not comply with paragraph (3) shall not solicit, accept or 

facilitate the direct deposit of public assistance payments to the prepaid card account. 
 

PRIOR VOTES 

 
Senate Banking and Financial Institutions  Committee: 9 – 0  
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POSITIONS 

 
Support: 

National Consumer Law Center (Sponsor) 

California Low-income Consumer Coalition 
California Association for Micro Enterprise Opportunity (Cameo); Center for Responsible 

Lending; Hope for All: Helping Others Prosper Economically; Californians for Economic 
Justice; Housing and Economic Rights Advocates; (One letter) 

Oppose: 

None received. 
-- END -- 


