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House of Representatives, Jan. 11, 1836.

Ordered , That Messrs. Williams and Dimmock, of Boston ,

Caldwell, of Ipswich,

Lincoln, of Worcester,
Loud, of Dorchester,
Billings, of Conway, and
Carter, of Lancaster,

with such as the Senate may join, be a committee, to in-
vestigate the conduct of any or all the Banks in the Corn-
wealth, A. for the object of ascertaining whether any of
said Banks have violated the restrictions imposed by their
charters, or any law, on the subject of Banks; and that
said committee have power to compel the attendance be-
fore. them of all directors, officers and clerks, of banks,
of any or all persons, who have had transactions with any
of said Banks, and also the power to examine under oath,
all such directors, officers and clerks and persons, and fur-
ther, that said committee shall have the right to examine
freely and fully, any or all of the books and accounts of
any or all the said Banks; and that said committee shall
report to this house the result of their investigations. B.

bent up lor concurrence

L. S. CUSHIMG, Clerk.

©ontmoniucalti) of ißacssacijusctts.



Read, and adopted in concurrence, with the following
amendment, viz :—Strike out all the words between A.
and B. and in lien thereof, insert the following words :

“ Such investigation to be made in conformity to the
provisions of the 17th section of a law, passed the 28th
day of February, 1829, entitled an “Act to regulate
Banks and Banking,”—and this committee shall have
power to summon before them all persons whose testimo-
ny they may require, and to examine such persons under
oath upon all matters relative to the subject under inves-
tigation.”

And Messrs. Lawrence, Sturgis, Sage, Whitmarsh,
Russell and Webb, are joined on the part of the Senate.

Sent down for concurrence,

CHAS. CALHOUN, Clerk.

House of Representatives, Jan. 18, 1836.

Non-concurred.

L. S. CUSHING, Clerk.

In Senate, Jan. 15, 1836.



The Senate recede from their amendment, and adopt
the Order in concurrence.

In Senate, Jan. 23d, 1836.

Mr. Whitmarsh, at his own request, was excused from
serving on the above committee, and Mr. Cashing was
appointed thereon in his place.

In Senate, Jan 19, 1836.

CHAS. CALHOUN, Clerk.

CHAS. CALHOUN, Clerk.



House of Representatives, Jan. 23, 1836.

Ordered, That the Committee on the Investigation of
Banks, be authorized to employ one or more clerks, to be
paid by the government, for the object of keeping and re-
cording a full account of the investigations; and that said
clerk, or clerks, be authorized to aid the committee in
examining the books, papers and accounts of the Banks.

Sent up for concurrence,

Concurred.

CHAS. CALHOUN, Clerk.

L. S. CUSHING, Clerk.

arommontoraltij of ittaggacftusctts.

In Senate, Jan. 23, 1836.



The Special Joint Committee, appointed to investigate
the doings of any, or all of the Banks in the Common-
wealth, and report the results of their investigation to
the Hon. House of Representatives, respectfully re-
port.

Two orders, in the following words, were referred to
the Committee.

House of Representatives, Jan. 11, 1836.

Ordered, That with such, as the Senate may
join, be a Committee to investigate the conduct of any or
all the banks in the Commonwealth, for the object of as-
certaining w'hether any of said banks have violated the
restrictions, imposed by their charters, or any law on the
subject of banks; and that said Committee have power
to compel the attendance before them, of all directors, of-
ficers and clerks of banks, of any or all persons, who
have had transactions with any of said banks, and, also,
the power to examine under oath, all such directors, of-
ficers, and clerks, and persons; and further, that said
Committee shall have the right to examine freely and

erommouujraltt) of i^assacJjusetts.
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fully, any or all of the books and accounts, of any or all
the said banks ; and that said Committee shall report to
the House the result of their investigation.

(Second Order.)

House of Representatives, Jan. 23, 1836.

Ordered,
That the Committee on the investigation of

banks, be authorized to employ one or more clerks, to be
paid by the government, for the object of keeping, and
recording a lull account of the investigation, and that said
clerk or clerks, be authorized to aid the Committee, in
examining the books, papers, and accounts of the banks.

In pursuance of the second order, the Committee, at
their first session, appointed Gen. J. S. Tyler, clerk, who
has discharged his duties, with signal ability, and to the
perfect acceptance of the Committee.

The first order confers a discretion upon the Commit-
tee, as to the number, and location of the banks to be
examined, and as to the mode of conducting the examin-
ation. In the exercise of this discretion, they early re-
solved to examine all such banks, and such only, as should
be, in some form or other, complained against to the
Committee, proceeding upon the well established principle
of presuming all innocent, until proved guilty. They,
also, thought it expedient, both for the banks, and the
public, in the highly excited state of feeling, to depart
somewhat from the usual mode of examination into the
doings of corporate institutions, and conduct their inves-
tigations in public. The wisdom ot this determination is
apparent from the effects already produced. The Com-
mittee has held sixteen sessions, and has examined seven-
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teen banks, twelve in the city, and five in the country.
The order, being indefinite as to specific objects of in-
quiry, and covering in its comprehensive terms, all the
laws relating to banks, their usages, and the general pol-
icy, regulating the transactions of these institutions, the
Committee, feeling bound to make their investigation, as
general and as comprehensive, as contemplated by the
terms of the order, have carefully and perseveringly in-
quired into the actual condition of each bank examined,
into their usages, their modes of doing business, their dis-
counts and exchanges, their ability to meet the public
wants, their conformity to the laws, and regular banking
principles, as generally received and established. In the
prosecution of this investigation, a mass of facts has been
developed of great interest to the mercantile and busi-
ness portions of our citizens, which have little relevancy
to the objects of this order, the Committee, therefore,
think, that they will have discharged their whole duty to
the Legislature, and to the Commonwealth, by reporting
a faithful abstract of the evidence in each case, which, in
the opinion of the Committee, tends to prove either an
infraction, or an evasion of the existing laws relative to
banks, or a departure from the approved principles of
banking.

The Committee feel great pleasure in reporting, that
the directors and officers of all the institutions examined,
with one exception, promptly obeyed the summons of the
Committee, and testified on the stand, with great appar-
ent frankness, and ingenuousness. We are happy to be
able to say, further, that we have noticed, in very few in-
stances only, any disposition in the witnesses to equivo-
cate, to evade the questions propounded, or to withhold
any part of the truth. We are, therefore, satisfied that a

2
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full and honest disclosure of facts has been made to the
Committee, and that public confidence may be safely ac-
corded to the testimony.

We regret to report, but a faithful exhibition of facts
requires it, that the directors and officers of the State
Bank, questioned, nay for a time, denied, the authority of
your Committee. They were, at first, requested to ap-
pear, and give evidence. They declined, doubting, as
your Committee were informed, whether they could, in
justice to their constituents, voluntarily appear, and dis-
close the condition of the bank, and its affairs. They
were, then, summoned in due form to appear. They ap-
peared, in obedience to the subpoena, and declined, very
respectfully, to take the qualifying oath, and asked to be
heard by counsel. The Committee heard and considered
their arguments and reasons, as offered by their counsel,
and decided, that they saw no just cause of exception to

the mode or place of the examination, nor any sufficient
reason for excusing them from testifying, and accordingly
ordered the chairman to tender them the oath. The offi-
cers severally declined taking the oath, at that time, on

the ground that they were under an oath of secresy, not
to disclose the transactions of the bank, except when call-
ed on by a judicial tribunal. The Committee, thereupon,
ordered their chairman to procure compulsory process
against these witnesses, returnable at their next session.
a '

The necessity of issuing compulsory process, was super-
ceded by the witnesses assuring the Committee, that they
would attend and testify, as ordered by the subpoena.
They appeared, accordingly, and without further objec-
tion or remonstrance, took the oath, and it is but an act
of justice to say, that they severally appeared, upon the
stand, to testify fairly, fully, and frankly.
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Merchants’ Bank. The Committee commenced their
examination with the Merchants’ Bank, of this city. The
officers of the bank gave a very minute and satisfactory des-
cription of its affairs. The rates of exchange, as charged
by this bank, during the month of December last, on drafts,
on bills of exchange, payable in the following places, were
as follows, viz: In New York and Philadelphia, Jof 1
per centum, Baltimore J to \ of 1 per cent., New Orleans,
1, Mobile, 1, Augusta, Ga. 1, Savannah, Ga. |, Norfolk,

Ya. 1, Columbus, Ohio, 1, Cincinnati. Ohio, li, Louis-
ville, Ky. IJ, St. Louis, Miss. IJ, Detroit, li, Nashville,
Tenn. IJ, Natchez, Miss. IJ, Alexandria, D. C. Port-
land, Me. i, Portsmouth, N. H. Albany, N. Y. Ded-
ham, Lowell, New Bedford, -J, Hartford, Conn. J,
Burlington, Vt. 1. The rates vary according to the
amount of the draft, the distance of the place on which
payable, and the expense of obtaining remittances. We
have stated the rates of exchange charged by this bank,
thus particularly, to enable members, easily to compare
the rates charged by the other banks, with these, and form
some opinion, if they can, as to the fair current rate of
exchange for the time being. The checks of this bank on
all places, near and remote, have been drawn at par. It
appears that the balances due from other banks, bearing
interest, if added to the amount of the loan, would, some-
times, exceed the statute limitation. This happens in
cases when there are reckoned in the loan, drafts on distant
places, of the payment of which the bank has received no
notice. The amount of loan may thus be increased some
50 or 60,000 dollars, though in fact, the drafts are paid at
the time. It is the practice of the bank to reckon these
drafts as a part of their loan, although they, from the
course of business, presume them to have been paid, until
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actually advised of their payment. Hence the amount of
loan may appear to exceed the prescribed limits, when,
in truth, it does not. Has taken the bills of other banks
as collateral security for loans.

State Bank. After a patient and thorough examination
of the directors and officers of the State Bank, the following
facts were elicited: This bank commenced in 1834, the bu-
siness of discounting notes, by checks on Salem, which has
been resorted to ever since, when the money market was
pressed. This is an ingenious expedient to increase the
rate of interest, or, rather, to augment the profits of the
bank. The nominal rate of discount never exceeds six
per cent., and the additional per cent, is acquired by a

charge of premium on the check. The system of opera-
tion seems to be this. A. offers his note to be discounted,
say of 1000 dollars, for three months. The bank will
accommodate him, if he will take the bank’s check on
Salem, and pay them an agreed premium on the check, in
addition to the regular discount. The note lor 1000 dol-
lars is discounted, and he receives a check for 1000,
less the interest, and the agreed premium on the
check. Having made this bargain, he all at once discov-
ers that he must have the cash, before he can get it from
Salem, the bank, being in a liberal mood, accommodates
him still further. It enters the sum discounted in its
books to A.’s credit, and A. draws his check for 900 dol-
lars, less the discount, and takes a check on Salem for
100 dollars on which the bank charges him a premium of
five dollars, being half of one per cent, on the sum dis-
counted, or at the rate of eight per cent, per annum. In
some instances, this bank has charged thirty per cent,

premium on a small check, given in balance of a note dis-
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counted, and the cash advanced. rlhe principle has been
to charge enough premium on the check to make an an-
nual interest of eight per cent, on the money loaned, so that
the per centum charged on the 100 dollar check, varies
with the amount of the sum discounted. The officers of
the bank, on application for discounts, have told the appli-
cants, that drafts were more popular with banks than
notes, intending thereby to intimate their preference for
the check system. They have thought they had a right
to charge whatever premium they pleased, on drafts and
checks. The bank has not dealt in foreign exchange.
On domestic exchange, it has charged half per cent, on
three months paper, and one per cent, on six. In the
month of December last, the amount of discounts by
this bank, was $369,099 43. Exchange profits were
$2138 83 cts, being a fraction less than ]a of one per cent,

on the whole amount discounted. This, it will be per-
ceived, is a fraction over eight per cent, per annum. The
return does not show the places on which checks were
drawn, but we suppose, principally on Salem, and the
rates of exchange varied from one-fourth to one per cent.

It appears that this practice had been introduced, and
became established without the knowledge of several of
the directors. One of them testified that the first he
heard of it was in the street, about the first of January.
On inquiry, he found the report to be well founded, and a
special meeting of directors was called to consider the
subject, and the following resolves were passed

Saturday, January 2, 1836.

At a special meeting of the board of directors, &c., the
subject of exchanges being under discussion, and some
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questions of doubt arising thereon, the solicitor of the
hank was called in, who after mature deliberation, having
given the board his opinion, touching their chartered
rights, and course of proceeding, it was, Resolved ,

unan-
imously, that hereafter this bank will not charge any ex-
change upon notes discounted, payable out of the city, hut
that it will charge the usual rates for collection.

That it will not hereafter charge any greater rate of
exchange upon drafts of the bank given for notes discount-
ed, than the current rates of such drafts, if money was
received therefor.

That it will, as heretofore, charge the current rates of
exchange for drafts on other places, out of the city, either
discounted, or for collection.

Copy—Attest,

GEO. HOMER,, Cashier.

The average dividends of this bank have been 5 36-100
percent. For the last twelve years, it has been annually
5 7-100 per cent. The whole amount of tax paid to the
state, since it commenced, is 459,000 dollars.

Atlas Bank. This bank was established in June,
1834, and has been devoted, principally, to the exchange
business. It has never sought discounts on common bu-
siness paper, and has generally declined it when offered.
The rates of exchange are very fluctuating. Last year,
drafts on towns in the valley of the Mississippi, were

taken at half of one per cent, exchange. This year the

rate of exchange, on the same places, is two per cent.

Drafts on New York are at a discount of one-fourth to
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one per cent, according to the time the paper has to run,
and its amount.

This bank, at its commencement, did, occasionally, dis-
count Boston paper, and give its checks in payment,
charging on them, a moderate premium. Seven eighths
of its funds are employed in the business of exchanges.
Boston paper has been refused, because the legitimate
business of the bank is dealing in drafts, and that reason
has been assigned. Boston paper has been discounted, and
payment made in the bank’s checks, and the same rate of
premium charged on the checks, as would have been a fair
exchange for the paper, had it been payable in the places
on which the checks were drawn. Proposals for discounts
of this character have always proceeded from the applicant.
Money obtained, by this mode of discount, has been want-
ed for immediate use in Boston, in some instances,
checks have been given in part payment of discounts, and
such premium charged on them, as would produce a great-
er rate of interest than six per cent., and this expedient
has been used for the purpose of increasing the rates. The
rate of interest obtained has been about eight per cent,
per annum. The highest rate of exchange charged, is
two one half per cent, and this on places difficult of ac-
cess, like Nashville, Tenn., and some parts of North
Carolina. The usual premium on checks has been one
half per cent.

The bills of the bank have been loaned, perhaps, to the
amount of 40,000 dollars, with the understanding that
they should be kept out of circulation. They have been
loaned in this manner for sixty or ninety days, but gener-
ally for a less time. Three per cent, interest has been
charged for such accommodations.

Most of the testimony relating to checks, above set
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forth, applies to the practice of the bank for the few first
months of its existence. It was early discontinued, and
has not been resumed. It regards dealing in exchange
as its legitimate business, and would be glad to have it so
understood.

Its rates of exchange in December last varied from 1-4
to 2 1-2 per cent. ; in New York, from 1-4 to 1-2; New
Orleans, 1 ; Charlestown, S. C., 11-2; Louisville, 2 1-2;
Bangor, Me., 1 1-2; on towns in the Mississippi valley
generally, 2 and 2 1-2; Philadelphia, I ; Danvers, Mass.,
1 ; Grafton, 1 ; Lynn, 1 ; New Bedford, 1; Augusta,
Geo., 1 1-2; Providence, 1-2.

The rates are not uniform on the same places, but vary
at different times, in the same month. This arises in
part from the different value of money, and in part from
the quality of the paper, the length of time it has to run,
and the soundness of the parties.

Boston Bank. This bank has never taken, directly,
more than six per cent, interest. Has employed a small
part of its funds in exchange. Has changed from 1-4 to

one per cent, on drafts on New York, Philadelphia and
Baltimore. Drafts and notes, payable in said places,
have, sometimes, been taken, without charge lor the
exchange. In some lew instances, checks have been
given for Boston paper, and charged a premium as high
as one per cent.

The bank has money on deposite, for which it expects
to pay interest, if suffered to remain a sufficient time. It
belongs principally to insurance companies. Ihere is no

agreement, in terms, that the bank shall pay interest, yet,
if it remains such a time, that it can afford interest, it
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expects to pay it. The depositors rely upon the honor of
the directors to do justice.

Checks have been issued in payment for notes, at the
instance of the applicant, and the rate of exchange charged
on them has been the lowest current rate of the bank at
the time. On a note having six months to run, if paid
for in a check, one per cent, premium would be charged,
making about eight per cent, per annum.

In some instances, when Boston and New York paper
have been offered for discount, the whole has been taken,
and from 1-4 to one per cent, exchange charged.

Checks have sometimes been charged a premium of
one per cent, when given in exchange for notes, when they
could not have been sold in the market above par. These
instances are few, and confined to those customers of the
bank, who solicited this sort of accommodation.

An amount equal to the whole capital of the bank, has
always been loaned on Boston paper at 6 per cent. From
two to four hundred thousand dollars have been employed
in the exchange business. The income on exchange
may have averaged one per cent., on the funds so employed,
and for the last six years has amounted to near $21,000.

The semi-annual dividend is 3 1-2 per cent. The aver-
age dividend for six years past is about 3 per cent.

This bank has never drawn a check, at a premium, on
any other place than New York, where alone it has funds.
The funds were actually there at the time, having arisen
solely from the collection of paper received in the course
of business, which had matured and been paid. When-
ever a discount has been paid in whole or in part, by a
check on New York, the premium charged has been
assessed on the face of the check, the highest rate ever
so charged being one per cent. This has been done

3
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chiefly for its own directors, who had occasion to use
funds in New York. The greater part of the whole ex-
change operations of this bank has been done with them,
so that they have paid the greater part of the premiums
received.

This bank took no foreign paper till about the close of
the year 1829. Fiom that time to the present, it has
received, transmitted and collected paper on New York,
Philadelphia, and Baltimore, to the amount of $5,630,000.
It has now on hand of this quality of paper, the sum of
$228,200, making the whole amount received, $5,758,
200. The total amount of all exchange received, during
this time, is $21,806 43 cents, being about 3-8 per cent,

on the whole amount. This is the sole equivalent, the
bank has received, for the risk in transmitting and col-
lecting the same through agents, expense of postage, loss
of interest both in the transit, and by the necessity of
keeping a fund in the collecting bank in New York of
$lO,OOO, &c. &c. The ordinary and mercantile basis
of exchange is assumed to be rated on drafts at sight.
The above described paper was ordinary business paper,
in sums of $lOO and upwards having to run the usual
terms of credit given on sales.

During the pressure on the money market, since Sep-
tember last, the bank could have applied all its means, at
its highest rates of premium, to the purchase and discount
of foreign paper, but it has prefered, in some instances,
to sell its own funds in New York at a discount, to ena-
ble it to meet the wants of its customers, in Boston pa-
per, at 6 per cent. The following statement shows the
rates of exchange, as charged by this bank, in semi-
annual periods.
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From Oct. 1832 to April 1833 1-4 to 1-2 mostly 1-4.
“ April 1833 to Oct. 1833 1-4 to 1.
“ Oct. 1833 to April 1834 1-2 to 1.
“ April 1834 to Oct. 1834 1-4 to 3-4 mostly 1-2.
“ Oct. 1834 to April 1835 no exchange.
“ Sept. 1835 to Jan. 1336 1-4 to 1.

The discounts of this bank in Dec. last
were, in Boston paper, at 6 per cent. 172,208 93
Foreign paper, N. York, Phil., and Baltimore. 55,767 35

Whole amount. $227,976 20

Exchange charged on foreign paper of 1-4 to one per
cent.

Traders Baink. The president said, as he read and
understood the statue hook, he had never known a single
deviation from the law. The bank has dealt in exchange
to the amount of 1-8 or 1-10 of its capital. The rates
charged have been governed by circumstances. A greater
rate of premium has been charged casual customers of the
bank than regular ones. Drafts on New York, Philadel-
phia and Baltimore, in times of scarcity, have ranged
about one per cent. Regular customers of the bank have
been accommodated in preference to strangers. Drafts
to a certain amount have been offered for discount, and
when the terms were settled and the paper counted, it
has sometimes appeared that a small proportion of the
amount was Boston paper. In such case, the agreed
amount of exchange has been charged on the foreign pa-
per, as if the whole had been foreign. Checks have,
sometimes, been given, on other places, for discounts. In
1834, six months paper was taken in exchange for checks
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at a premium of one per cent. The rate of exchange
charged on drafts has depended somewhat on the claims
of the applicant tor accommodation. Four months paper
has been most usually discounted, and, when paid in
checks, the premium has usually been one per cent.
Checks issued by the bank have, sometimes, been taken
back, but, in such cases, a new contract has been made.
The rates of exchange on checks and drafts have been
about the same. The bank has never directly asked
more than six per cent, for money. Checks have occa-
sionally been drawn on New York, and given in discount
for Boston paper, at a premium of one per cent., oftener
at par. There is always a difference of a profit between
the buying and selling price of checks. One per cent,
premium may have been charged on checks on New York
given for discounts, when the bank would have sold the
check for cash at par, or an advance of one quarter per
cent. The bank has ever endeavored to supply the wants
of its customers. Exchange has been a secondary object.
The practice of giving checks for Boston paper began in
1833 or 34. The bills of the bank have been loaned,
with the understanding that they should be kept out of
circulation. The notes, taken for bills so loaned, have
been on demand, and bearing an interest of 1 1-2 or 2
per cent, per annum. Has received deposites, with the
understanding, that if they remained four or six months,
5 per cent, interest should be paid for them. The de-
positor may draw out his deposites at any time. If he
does so before the expiration of the time aforesaid, he is
not entitled to interest. The bank feels a confidence,
therefore, that when a deposite is made, it will remain
the requisite time to entitle it to interest. This contract
or understanding rests wholly with the depositor and the
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officers of the bank. No writing is given the depositor,
and no terms actually stated. His evidence ot having
made a deposite is (he usual deposite book. The bank has
accounts with several corporations that deposite, and draw
out money, from time to time, and interest is allowed on
monthly balances.

A witness, a former customer of this bank, was intro-
duced to show, that the bank had taken a premium of one
per cent, above the regular interest, for a discount, with-
out the intervention of checks. He testified, that on the
13th of January, 1834, M. & Co.’s note was discounted,
payable in three months and twenty-one days,

For s2f!2 44, $262 44
Interest at six per cent., . 484

Leaving as nett proceeds, $237 60

which was entered to witness’ credit by the bank. Wit-
ness finds, by an entry in his bank book, that the further
sum of $2 62 cents was also paid to the bank.

On the 16th January, S. W. H. & Co.’s note,
$438 86

Interest 3 months and 18 days, 7 88
Premium paid, . . 4 39 12 27

426 29Nett proceeds,

Witness received the money at the bank, and thinks he
heard nothing of checks or drafts.
February 6th, another note was discounted of 437 51

Interest 3 months 22 days, 7 96
Premium paid, . 4 SO 12 26

Nett proceeds, $425 25
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Witness does not recollect taking any check or draft,
or agreeing to take any. The amount was passed to wit-
ness’ credit in the bank account, after deducting the ex-
change, The notes were left at the bank for discount.

The president of the bank, explains the first transac-
tion with witness, by the aid of the bank books, very sat-
isfactorily. It appears, by the books, that on the 13th Jan-
uary, 1834, the day of the first discount mentioned, a
check was given by the bank in favor of witness for $383
06 cents, on New York, Witness gave his check on the
bank for $385 68 cents, being $2 62 cents, the precise
discount of one per cent, on M. & C. note, larger than
the bank’s check in his favor. M. &C. note was, the
same day, passed to witness’ credit, at 6 per cent, pro-
ducing, as witness states, $257 60 cents. The check on

Now York was delivered to witness, and afterwards paid
by the bank on which it was drawn. There is no evi-
dence in the case, either explanatory or confirmatory of
the other two transactions. The witness may be as mis-
taken, as to them, as he seems to have been as to the
first. It seems highly improbable, that the bank should
depart from its uniform mode of doing business, in these
cases. The witness says, he has no recollection about it,
but relies on his memorandum book. He there finds cer-

tain entries, but has no distinct recollection as to the pre-
liminary transactions, ot which those entries are evidence.
The Committee deemed it their duty to present this evi-
dence, but it cannot be necessary, that they should com-
ment further upon it.

The December return of this bank shows, that, it dis-
counted, during that month, notes and drafts amounting
to $175,673 01 cent; discount or interest received, $4,-
107 21 cents; exchange on drafts, $267 92 cents.
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Granite Bank. This bank commenced operations in
1833. Interest has always been computed at 6 per cent.
A gain, by exchange, has been made, exceeding that rate.

Since the bank began operations, it has discounted over
four millions of dollars, and its exchange received during
the whole time, has been $2,467. Rates of exchange
from 1-8 to 2 1-2 per cent, on New York, 1-8 to 1 on
New Orleans; 2 1-2 was charged in one instance, and in
one only. The bank knows no established rates of ex-
change, they are influenced by various considerations.

The bills of the bank have been loaned to be kept out
of circulation, in a few instance. From 6 to $30,000
may have been so loaned. It has been done, without
charge, to help a neighbor in distress, and, in some cases,
3 per cent, has been charged for their use. In one in-
stance, bills of another bank, to the amount of $3OOO
were received as collateral security. The sum was con-
sidered as notes receivable. Five per cent, interest has
been paid, on money, left in deposite, if it remained six
months or more. The ordinary deposite book is given the
depositor. There is no specific contract in relation to it.

The discounts of the bank in the month of December,
were $140,284 50 of which there were drafts on $25,-
753 75. Interest at 6 per cent, was $2,862 87. Ex-
change $252 08.

A witness was introduced, who testified, that in Janu-
ary last, he presented to the Granite Bank, a draft on
New Orleans, at 30 days, for $1,050, to he discounted.
The bank charged him, in addition to the regular discount
of interest, an exchange of 1 1-2 per cent, and gave him
a check at a premium of 1 per cent, in payment. The
check, witness sold to the Merchants’ Bank at a discount
of 1 1-2 per cent. Witness thinks the current rate of
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exchange on New Orleans was 1 1-2 per cent. The
whole amount of discount at both hanks, was 4 1-2 per
cent, per month.

The president of the bank, in explanation of this testi-
mony, says, witness presented the draft and importuned
him to take It, at some rate. It was the draft of one
person, without other security, and a high rate was ask-
ed, because the bank did not wish to take it. Witness,
however, though advised to apply elsewhere, decided to
accept the proposals of the bank. The discount and
premium together amounted to two and a half per cent,

the highest rate ever charged on New Orleans, and the
only case in which that rate has been taken.

South Bank. This bank claims not to have taken
more than legal interest directly. Has dealt in exchange
to a limited amount. The bills of the bank have been
loaned to be kept out of circulation, at an interest vary-
ing from two to six per cent. The notes taken for these
bills are, on demand, and agreed to be payable whenever
the bills shall be returned upon the bank. Collateral se-

curity has always been taken for bills so loaned. About
$lOO,OOO are now out. Money has been received in de-
posite, for which interest is paid, if it remain six or twelve
months. No particular contract is made as to the inter-
est. In October 1835, the practice of charging a premi-
um on checks, given in discount, for Boston paper, was
introduced. A fund of $l3OO was some weeks since
remitted to the General Interest Bank in Salem, to be
drawn out by small checks. The rule of the bank gov-
erning this species of discounts was, that the interest on
the paper discounted, and the premium charged on the
check, should together amount to nine per cent. This
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premium was charged to six persons only. The direc-
tors having some qualms of conscience on the subject,
and their moral perception being quickened a little by
the introduction of the order of investigation, resolved to
abandon the practise, and pay back the premiums so re-
ceived. The amount refunded was about $2OOO.
Three of the six persons, who had paid this premium,
were directors of the bank. Discounts in December
$59,442 93.

Hamilton Bank. This bank has not taken illegal in-
terest according to the understanding of its officers. Has
dealt in exchange. From one quarter to one per cent,
has been charged on drafts. Has given checks, in pay-
ment of discounts for Boston paper, and charged from one
half to one per cent, premium. It has been usual to
draw checks for their distant funds, and pass the same in
payment for notes discounted. When the bank has had
money to loan, its customers have not been requested to
take checks. A director, in one instance, took a check
on New York, and paid one per cent, premium for it.
This is the most profitable way of getting home our
funds. Have received no deposites, bearing interest,
since the law forbid borrowing money. Some deposites
remain in the bank, that were received prior to the pas-
sage of the law. Exchange varies according to time and
quality of paper, one and a half was charged in one in-
stance on long paper. In one instance, a discount was
granted, witli the understanding that the money should
not be drawn out for a few days. The dividends have
been three per cent, half-yearly, except the first, which was
two and a half. The whole amount of discounts in De-
cember last, was $181,062 21. Of this sum, there was,

4
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in drafts and on places abroad, $29,821 69 cents. Ex-
change on this sum, $251 63 cents. During the same
period, checks have been drawn on New York for
$117,479 08, and on Providence, $B5O 00. Premium
on the whole sum $1172 76 cents.

American Bank. This bank was very cursorily exam-
ined by the Committee, and nothing appearing worthy of
particular investigation, the witnesses were dismissed.

Oriental Bank. This bank does not admit the tak-
ing of illegal interest. Deals in exchange. Rates from
1-8 to one per cent. Has paid discounts in checks on
Salem and Newbury port, and charged from 1-4 to one
per cent, premium. Has loaned bills, with the under-
standing, that they should be kept in circulation a consid-
erable time ; has loaned them also, to be kept from cir-
culating. In this case, no interest has been charged.
If New York paper is discounted, and paid for in a
check, no exchange has been charged, if a premium is
paid on the check. It has been understood, when bills
have been lent, that they were to be returned before the
next monthly return. The bank had, in deposites, when
the law prohibited banks from borrowing money, about
$600,000. Most of this sum has been paid off—a portion
still remains. Two and three per cent, premium have
been offered by strangers for checks, and declined, in
order to accommodate the customers of the bank with
them at one per cent. The average amount of ex-
change and interest, for the last six months, on all the
transactions of the bank, would not exceed seven per cent.

Mixed paper has been taken, and exchange charged on
the foreign only. One per cent, has been the highest
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rate of premium on checks. Checks have been paid for
discounted paper, when bills would have been preferred.
Discounts for the month of December, $115,932 67.
Premiums and exchange received, $l3B 42—about 1-8
per cent, on the sum discounted.

City Bank. No knowledge of illegal interest having
been taken. It has been usual to keep invested in Boston
paper an amount, equal to the capital of the bank. Has
applied the funds, for which it pays interest, to the ex-
change business. Has large deposites of the money of
the Commonwealth, and of the city of Boston, for which
it pays 4 1-2 per cent, interest. Kates of exchange from
1-8 to 1 1-2 per cent. One per cent, exchange has been

charged on drafts for six months, and the same on checks
given for Boston paper having the same time to run. This
practise has been, and still is, considered legal. The
same rates have been, in some cases, charged on four and
five months paper. Sometimes half per cent, more has
been charged to persons not regular customers of the
bank. Bills of other banks have been taken as security
for loans. Checks have been charged at a higher rate of
premium, when notes have been taken for them, than
their known current value in cash. Drafts have some-
times been made within the knowledge of the officers to
be discounted, because, notes would not be taken. Dis-
counts during the month of December last, $369,375 84.
Premium, $1,840 00—a fraction under 1-2 per cent.

General Interest Bank, in Salem. The president
of this bank gave a full and detailed statement of its
affairs, and modes of doing business. The Committee
perceive nothing exceptionable, and, therefore, think it
inexpedient to report the evidence.
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Norfolk Bank. The Committee have come to the
same conclusion in this case. Nothing was elicited by
the examination, that renders a report of the evidence
necessary.

Framingham Bank. About three fourths of the paper
discounted is Framingham, and the towns in the vicinity;
the other fourth is Boston and Southern. Exchange has
been charged on Boston and other paper, payable at a
distance. One per cent, has been charged on Boston paper,
to cover the expense of collecting, and on account of risk.
Discounts have been made to persons, who would give the
hills circulation. There has been an understanding, that
the bills should not come in, but if they did, the bank had
no remedy. On Worcester paper 1-4 to 1-2 per cent,
has been charged. Discounts have been made, with the
understanding, that a part was to be taken at the time,
and the residue afterward. The aggregate amount of
bills, issued to be kept out, at any one time, is $B,OOO.
Bills of the denomination of $5OO have been issued to he
kept out. The circulation has averaged 80 or $lOO,OOO.

Charlestown Bank. This bank has dealt to a lim-
ited amount, in exchange, but none within two years past.
Formerly gave checks on New York, and charged one per
cent, premium, on six months paper. Never have charg-
ed on Charlestown paper a greater discount than six per
cent. On small notes on the neighboring towns, one per
cent, exchange is charged to cover expense of postages,
&c. On Boston paper has sometimes charged 1-10 per
cent.

This bank has done a good business by discounting six
months paper, with the understanding, that the bills
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should be kept two months, and on longer paper, they
were to he kept three months. It has been expressly
agreed, that the bills should not be put into circulation,
till the two or three months has elapsed. A deposite is
kept in the Suffolk Bank, to remunerate that bank for re-

deeming our bills, an exchange is sometimes charged on
Boston, for the purpose of meeting this loss of interest.

New England Bank. This bank devotes most of its
capital to the exchange business. It has always made
the business of exchange its principal object. Has al-
ways sold its checks, on distant places, at such rates as it
could fairly get. Has dealt, in both foreign and domes-
tic exchange, and cannot perceive any sound distinction
between them, as to the propriety of banks charging an
advance, greater or less, according to circumstances. On
checks, given in exchange for six months paper, it has
been thought legal and just, to charge a premium of 1 1-2
per cent. Exchange on New York has been taken as high
as 1 1-2 per cent. The only peculiarity disclosed in the
examination of this bank relates to its deposites. It takes
money in deposite, and agrees to pay interest for it. The
rate of interest to be paid, and the time the money is to
remain to entitle it to interest, are both stated in the
books of the bank, and also, in the deposite book, given
the depositor.

The Peoples’ Bank, in Koxbury. This bank charges
exchange on paper discounted. On Boston paper 1-2
per cent., two per cent, has been charged on six months
paper, payable at a distance. Exchange on Providence,
has generally been charged from 1-2 to one per cent.
Premium received last year, about $4OO. Claims a right
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to charge exchange between Boston and Roxbury, suffi-
cient to cover the expense of collection. Bills have been
issued, in a few instances, to be kept out, and from one
to six per cent, interest charged. Notes were taken, as
security for such bills. $23,000 the greatest amount out
at one time.

Checks have been given in payment of notes discount-
ed, on Providence, and from one to two per cent, premium
charged. Drafts and checks have been charged like rates,
and the same as were understood to be current in Boston.
In one instance, interest was charged on paper, for the
whole time specified, when it had partly expired. Some
small sums have been received, in deposite, bearing inter-
est. A note for about $7OO, payable in Boston, in four
months from date, having seventy days to run, was taken
at a discount of two per cent., being the interest for the
whole time.

One of the directors, Mr. K., is, and has been from the
beginning of the bank, in the habit of taking bills of this
bank to Brighton, every week, and there exchanges them
for other bank bills, or for the checks of other persons,
payable in a few days. Interest is charged on these
checks, if not payable for eight or ten days. The bank
considers Mr. K. responsible for such checks. Consider-
able discrepancy exists in the testimony on this subject.
Mr. K. testifies, that the money he takes to Brighton is
his own money, and not the property of the bank. He
gives his check for it, when he takes it, and takes up the
check, when he returns a like amount of other bills,
checks, or securities. Notes and other securities, that he
leaves with the bank, he considers his own, and if dis-
counted by the bank, he endorses them. The officers of
the bank, in explanation of their testimony on the stand,
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say, that Mr. K. acts voluntarily in this business, and
without reward, that the bank never authorized him to

take notes or other securities for its bills, and if he has
at any time done so, the act was wholly unauthorized,
and on his private resposihility.

We find, that the officers of many of the hanks exam-
ined, are under an oath of secrecy, as well as of fidel-
ity. No instance of the administration of such oaths,
since the passage of the law prohibiting extra judicial
oaths, has come to the knowledge of your Committee.

The foregoing statement of facts suggests the follow-
ing interrogatories.

Does the charge of premium on checks, given in whole
or part payment of notes discounted, in addition to the
ordinary discount of interest, render the transaction usu-
rious ?

Have any of the banks charged a higher rate of ex-
change, on bills and drafts, than “ the then existing
rate ” ?

Is receiving money in deposite, with the implied un-
derstanding that it shall draw interest, if it remain a cer-
tain time, an evasion of (he law prohibiting banks to bor-
row money ?

Is the emission of bills, on condition, that they be
kept out of circulation, consonant to bank usuages, and
conformable to fair banking principles ?

By the law of 1828, chap. 97, sect. 1, it is enacted,
that no bank, incorporated by the authority of this Com-
monwealth, shall have a right to take, directly or indi-
rectly, any greater interest, by way of discount, on any
note, draft, or other security, than at the rate of six per
cent, per annum. Provided , however, that in discount-
ing drafts or inland bills of exchange, the bank so dis-
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counting the same, may charge over and above the rate
of interest aforesaid, the then existing rate of exchange
between the place, where such draft or bill of exchange
may be discounted, and the place where the same may
be payable.

The common law doctrine, as to what constitutes usury,
is well settled. If A applies to B, a money lender, for a
loan of $5OO, and B says, he may have that sum, at 6 per
cent, if A will give him $lOO for a yoke of oxen, worth
fifty. The contract is made, a note of $5OO is given for
the money, and a note of $lOO for the oxen. This trans-
action, by the decisions of English and American courts,
is clearly usurious. Now, how is this case distinguisha-
ble, in respect to law, from the one under consideration ?

An applicant asks a bank to discount his note. The
officers tell him “ drafts are more popular than notes,”
that they can let him have a check on Salem, at one per
cent, premium if he desires it. The bargain is struck,
the regular interest is discounted from the note, and one

per cent, added on the check. The applicant wants
money, and not a check on some distant place. The bar-
gain assumes a new shape in form, but in substance, re-

mains the same, $9OO in cash, less the interest is paid
him, and a check for $lOO on Salem, charged at a pre-
mium of $lO, or one per cent, on the loan of $l,OOO.
Can there be a doubt in the mind of any body, as to

the character of this transaction ? Can any one doubt,
that this mode of operation was adopted, and practised,
as a cover to illegal interest ? We think the intention
could not have been more manifest, even if the 8 per
cent, reserved, and taken by this machinery, had been
openly discounted from the note, without the interven-
tion of checks. The Committee are, therefore, unani-
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mously of opinion, that the system of discounting by
checks, is a usurious system, and a direct mode of ob-
taining illegal interest indirectly.

We are aware of the difficulty of determining, what is
the existing rate of exchange, between places remote from
each other. The value of money, like commodities, fluc-
tuates. Paper in the market is affected by a variety of
facts and circumstances. The unquestionable solvency of
the parties, the time it has to run, the distance of the
place at which it is payable, its difficulty of access, &c.,
are taken into consideration in establishing a fair rate of
exchange. But the circumstances detailed in the fore-
going report, relieve the Committee from all difficulty as
to this part of the case. We are not called upon to settle
the question, what is the fair rate of exchange between
remote places, because the exchange complained of has
been taken, chiefly, on towns in the neighborhood of this
city, on towns, too, where the rate of exchange, if any,
has been in favor of Boston, rather than against it. Who
can doubt, that an exchange, on Salem or Providence, of
1-2 or one per cent., persisted in for months and years, is
an unfair rate, and greatly exceeding the regular existing
rate of exchange. The Committee are, therefore, of
opinion, that some of the banks have been guilty of an
infraction of the law, which prohibits taking a greater
rate of exchange, than the then existing rate.

Deposites bearing interest, after a certain time, by an
implied understanding of the banks and their depositors,
we regard as a very ingenious evasion of the law, pro-
hibiting banks to borrow money on time and interest.
No time or interest are specified. No contract is set
forth in terms. This practise, therefore, may not be a

5
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violation of the statute, but it is most manifestly an eva-
sion of its provisions. The same results are produced to
the hanks, to the depositors, and to the community, by
this honorary mode of borrowing money, as if the contract
were written out, its terms definitely stated, and the
evidence of it put into the possession of the depositor.

The emission of bills, to be kept out of circulation, we
regard as an irregularity. If interest be charged upon
them, while locked up, perhaps the transaction assumes a
stronger epithet, than irregularity. Banks are authorized
to take interest on discounts of money, but bills so emit-
ted, and to be kept from circulation, are not money, nor
can they perform the offices of money; we question,
therefore, the banks’ right to charge interest on them.
They, in fact, perform the office of a guaranty of another’s
credit, and nothing more; and now, if banks are author-
ized to sell their guaranty of their customers’ credit, they
may emit hills, in this manner, without liability to cen-
sure. Good to individuals has undoubtedly arisen from
this practise. It evinces, also, a disposition, on the part
of the banks to relieve their customers to the greatest
extent of their ability ; yet we are constrained to consider
it as an infringement of fair banking principles.

By the unanimous order of the Committee.

M. LAWRENCE, Chairman.
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House of Representatives, March 3, 1836.

Re-committed to the Committee, with instructions to
consider what further legislation may be necessary in
relation to the subject thereof; and, also, to cause three
thousand copies thereof to be printed.

Sent up for concurrence.

Concurred.

CHARLES CALHOUN, Clerk.

L. S. CUSHING, Clerk.

In Senate, March 4, 1836,




