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SUBJECT: Qualifying accounts:  overdraft features:  direct deposit 

SOURCE: National Consumer Law Center 

DIGEST: This bill revises the definition of qualifying accounts that can receive 

direct deposits related to unemployment compensation, child support, and other 
public assistance payments and requires the Employment Development 
Department to additionally provide direct deposit options for recipients of 

disability or family temporary disability insurance benefits, as specified. 

ANALYSIS:   

Existing law:  

1) 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 specific criteria. (Family Code 

Section 17325) 
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2) 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. (Welfare and Institutions Code Section 
11006.2) 

3) 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 Section 1339.1) 

4) Requires that disability benefits be paid by the Employment Development 

Department (EDD) through public employment offices or other agencies 
approved by the director. (Unemployment Insurance Code Section 2701) 

5) Defines “qualifying account” as one of the following: 

a) A demand deposit or savings account at an insured financial institution in 
the name of the person entitled to receipt of public assistance payments; or  

b) A prepaid card account that meets all of the following:  

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

ii) The account is set up to meet the requirements for pass through deposit 
or share insurance so that the funds accessible through the account are 

eligible for insurance for the benefit of the person entitled to the receipt 
of public assistance payments, as specified;  

iii) The account is not attached to any credit or overdraft feature that is 
automatically repaid from the account after delivery of the payment; and 

iv) The issuer of the card complies with all of the requirements and provides 
the holder of the card with all of the consumer protections that apply to a 

payroll card account under federal law, as specified. 

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 
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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 
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 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 references 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 federal law. 

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 
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recipient’s choice, in addition to other alternative disbursement payment 
methods, including, but not limited to, checks. 

Comments 

The provisions 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 

Of the four types of payments covered by this bill, only some cases of child 

support payments are currently transferred via direct deposit to a recipient’s 
checking or savings account. Unemployment benefits, disability benefits, and 
public assistance funds are currently administered through prepaid cards that 

comply with existing law. In the case of unemployment and disability benefits, 
however, the EDD may soon provide an option for a beneficiary to receive their 

payments via direct deposit to their bank account. If such an option is provided, 
this bill will protect those funds from being subject to deceptive overdraft fees.  

FISCAL EFFECT: Appropriation: No Fiscal Com.: Yes Local: Yes 
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According to the Senate Appropriations Committee, 

 Unknown total costs ranging in the tens to hundreds of millions of dollars for 

the EDD to develop a direct deposit option to supplement its existing direct 
deposit feature offered by the EDD Debit Card for its Unemployment and 

Disability Insurance programs. While the bill requires this new direct deposit 
option specific to EDD’s Disability Insurance program, EDD notes that it 

would also extend this option to Unemployment Insurance claimants. The fiscal 
impact provided by EDD reflects a direct deposit for both of these benefit 

programs.   
 

 Minor fiscal impacts to the Department of Social Services - County Welfare 
Department and the Department of Child Support Services as these entities 

currently provide direct deposit options to the assistance programs they 
administer. 

 

 No anticipated fiscal impact to the Department of Financial Protection and 

Innovation. 

 

 Unknown potential state reimbursable costs to the extent that county offices 

providing public assistance payments and benefits under the programs included 
in the bill would have increased responsibilities or would need to change 

administrative processes to expand direct deposit options to specified qualified 
accounts. However, to the extent that county office are already providing direct 

deposit options for public assistance payments in line with the revised definition 
of qualified accounts in the bill, costs may be minor.  

SUPPORT: (Verified 5/20/21) 

National Consumer Law Center (source) 

California Low-income Consumer Coalition 
Californians for Economic Justice 
CAMEO - California Association for Micro Enterprise Opportunity 

Center for Responsible Lending 
Hope for All: Helping Others Prosper Economically 

Housing and Economic Rights Advocates 
 

OPPOSITION:  (Verified  5/20/21) 
 

None received 
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ARGUMENTS IN SUPPORT: The National Consumer Law Center is the 
sponsor of the bill and argues that the bill is necessary to “close a loophole that 

allows nonbank prepaid card companies to evade California laws that prohibit 
overdraft fees on prepaid cards used to receive public assistance, unemployment 

compensation, or state-distributed child support payments. The bill will ensure that 
state funds go for their intended purpose of supporting families in need and are not 

drained off by fees.” 
 

  
 

Prepared by: Michael Burdick / B. & F.I. / 
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