
HOUSE No. 484

Office of the Bank Commissioner,
Boston, Jan. 11, 1915.

To the Honorable the Senate and the House of Representatives of
the Commonwealth of Massachusett

The undersigned, the Bank (Commissioner, having dulv
investigated the subject of unauthorized banking as requested
in the order of the Honorable Senate and of the Honorable
House of Representatives dated July 3, 1914, a copy
which is annexed, respectfully submits the following:

Circulars were prepared requesting information pertaii
ina; to banking other than that authorized bv statute. Tin
Bank Commissioner, of course, had no means of compelling
full and satisfactory answers to these questions or, indeed.
that they be answered at all. Hotwithstanding this fact
more than 3,500 circulars sent out, 72 per cent, replied, the
majority answering the questions freely. Those who rc
ported transactions in the nature of banking seemed espe-
cially disposed to give full information concerning their
methods.

Circulars were sent to industrial concerns (manufacturer
merchants and traders generally), throughout the Common
wealth, whose commercial rating appeared to be at least
$50,000. Of the more thai
concerns, only 2 per cent, r

500 replies received from such
rted that thev made a business

of receiving money for safe keeping, or on interest, or for
repayment, or in anticipation of future purchases, such
business as may be termed, for convenience in this report,

iii ate banking.” On July 1, 1914, these concerns held

Cftc Commontoealtf) of spassacjjusetts.
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deposits of $1,800,000. About $1,200,000 belonging to em-
ployees was invested in the employers’ business, and interest
was paid thereon. A large proportion of the balance prob-
ably belonged to stockholders and personal friends of the
officers. Employees owning about $200,000 of deposits par-
ticipated in the profits of the business in addition to receiving
interest. It must have been clear to such persons that they
were not depositing in a bank, but were investing their
money.

For the purpose of promoting thrift and saving, many
reputable concerns have for years encouraged their employees
to invest in the business, often paying them a higher rate of
interest, than the savings banks. It is certain that in some
cases, at least, if State supervision of the employer’s accounts
be imposed, the practice would be discontinued. Such action
is likely to be detrimental, as this system of saving has doubt-
less resulted in much benefit to the employee, and only in
rare cases has its abuse been noted.

Chapter 428 of the Acts of 1905 and additions thereto,
relating principally to the receipt of money by steamship
agents and others for transmission abroad, is the only law
subjecting to the supervision and control of the Bank Com-
missioner those whose principal business is other than
hanking.

About 600 circulars were sent to investment banker
lock brokers, bond brokers, note brokers and private school;

and about 50 per cent, replied. Replies from these (ex-
cluding the private schools) showed that only 7 per cent, were
engaged in private banking, having total deposits of over
$2,400,000 on .July 1. 1914. The greater part of this total
represented money awaiting investment and deposited with
private bankers for that purpose. It is probable that several
times the above amount is held in like manner by private
bankers in this Commonwealth from whom no reports have
been received. Comparatively small losses have resulted,
and the danger from this practice is not so great as to make
it imperative that the Commonwealth should undertake to
supervise private business solely because the receipt of de-
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1
posits was incidental thereto. Such supervision would entai
a great burden and expense, and the people would regar
the Commonwealth morally responsible in case of loss.

The banking done by private schools while in the aggre-
gate amounting to a considerable amount, is, however, of so
temporary a character as to make State supervision of their
accounts unnecessary

The result of the investigation of unauthorized banking
shows that deposits held by private bankers constitute a rela-
tively small part of the total deposits held in this Common-
wealth. Banking institutions, subject to the supervision
and control of the Bank Commissioner, hold deposits to the
amount of a billion and a half of dollars on more than two
million seven hundred thousand accounts. These institu-
tions deserve and have secured the confidence of the com-
munity and they are numerous enough and so protected that
they can amply supply the needs of all who desire to safe-
guard their savings. The losses suffered by depositors in
such institutions have been exceedingly small.

It may he noted also, in passing, that foreign hanking
associations or corporations transacting business in this
Commonwealth are under like supervision. Furthermore,
it is unlawful for any concern not subject to the supervision
of the Bank ( oramissioner to use any sign or name or printed
matter indicating that its business is the business of a savings
bank, or to solicit or receive deposits or transact business in
the way or manner of a savings bank, or to transact business
under any name or title which contains the words “ bank ”

or “ banking ” as descriptive of said business.
Those who are engaged in banking other than that author-

ized by statute assert that supervision is unnecessary be-
au sc

(d I It is desired neither by the depositor nor the de-
positary.

(2) A P erson should be permitted to entrust his money towhom he pleases.
(3) Savings banks are provided for those who want safedepositories.
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iSential to the prosperity of a4) Business freedom is
people

These statements appear
raeht and reason. Moreov

have the force of sound argu-
the difficulty of enacting a
in the nature of hanking oi

persons without an unreason-

r

genera] law to limit activitie
incompetent and nhscrupnlou
able interference with legitimate business, must be apparent.
The Commonwealth cannot be responsible for the act of every

individual. To bring the affairs of persons so engaged
under the supervision of the Bank Commissioner would be
inadvisable, as it would entail an enormous amount of re-
search into matters purely collateral to banking, and would
practically revolutionize the scope of this department. Such
action would greatly interfere with the service of the depart-
ment to the community in the examination of regular bank-
ing institutions, and would add character and credit to
business concerns and so-called bankers, were they able to
advertise that their affairs were subject to the supervision of
the authorities of the Commonwealth.

The deposits of discerning people seldom give rise to seri-
ous complications. But dealing with the deposits of those
people whose hard earned savings mean much to them, offers
a problem difficult of solution. Such people are easily mis-
led by appearances and the problem is not solved satisfac-
torily by saying that they have ample means for protecting
their savings and that, if they suffer loss by entrusting their
money to persons whose accounts are not subject to State
supervision, they have only themselves to blame. Misrepre-
sentation may be practiced as effectually by display and

as by printed or spoken wappearances of prosperity
>s we are confronted with the
lavings without hampering the

Under such circums'lane
problem of safeguarding-
scope of legitimate business
hereinbefore noted as a Iren
ment of a specific warning
makes a deposit should do

to the depositor each tinn
much toward attaining the

sired result. Such a warning should be effective inasmuch
as it apprises the depositor of his risk, relieves the State of

In addition to the safeguards
;ly existing, the further require-
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responsibility, and places no additional burden upon the
depositary.

For this purpose the enactment of the accompanying law
is respectfully recommended. It appears to be broad enough
to cover the whole field of private banking, and includes

1) deposits made in anticipation of stock or bond pur-
posits made with employers for investment

in the business; (3) deposits made with department stores
in anticipation of merchandise purchases; (4) money loaned
to employers where an interest-bearing note is given; and
(5) payments on account of bonds or certificates of concern
operated by persons in real estate speculation.

Unauthorized banking appears never to have been, and
under existing laws certainly is not, a source of grave danger
in this Commonwealth. It seems clear that any considerable
limitation of private hanking is likely to be more of a detri-
ment than a benefit. Ihe object should be to safeguard,
without discouraging, savings, and to do this in such manner
as will not be inconsistent with the greatest freedom in the
conduct of legitimate business.

M ith this end in view, the imposition of some reasonable
restriction, and that alone, should be considered.

AUGUSTUS L THORNDIKE.
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Senate, July 3, 1914,

Ordered, That the Bank Commissioner is hereby requested to in-
vestigate the subject of unauthorized banking and to report the re-
sult of his investigation to the next General Court on or before the
second Wednesday of January, and to accompany his report with
such recommendations for legislation as he may deem advisable.

Sent down for concurrence.
HENRY D. COOLIDGE

Clerk.

House of Representatives, July 3 (P.M.), 1914.
Adopted, in concurrence.

JAMES W. KIMBALL
Clerk

A true copy. Attest:
HENRY D. COOLIDGE,( Signed)

Che Commontoealth of Massachusetts.

Clerk of the Senate.
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AN ACT
Relative to the Receipt of Deposits by Persons not subject

to the Supervision of the Bank Commissioner.
Be it enacted by the Senate and House of Representatives

in General Court assembled, and by the authority of the
same, as follows:

1 Section 1. No corporation, either domestic or for-
- and no person, partnership or association, except a
3 savings bank, co-operative bank, trust company, credit
4 union or any person, partnership, association or corpora-
-5 tion incorporated or doing a banking business in this
6 commonwealth which is subject to the supervision of the
7 bank commissioner, shall hereafter make a business of
8 receiving money or deposits for safe keeping, or on inter-
-9 est - or for repayment, or in anticipation of future pur-

-10 chases, or in payment of shares, bonds or profit-partici-
-11 paring certificates whenever such payment is less than
32 01le hundred dollars, whether or not said monev m- do-r or not said money or de
13 posits may be withdrawn <
14 unless there be given to the

!■> each deposit is made a rec
10 stamped, printed or written

n demand or after notice,
depositor at the time when
ipt, upon which is plainly
the folowimr:

Cbc Commontoealti) of Massachusetts.

In the Year One Thousand Nine Hundred and Fifteen.
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17 Notice is hereby given, in compliance with the statute, that
18 this deposit is not protected by state supervision of our ac-
-19 counts. Your protection depends solely on our integrity, busi-
-20 ness ability and financial worth which you are cautioned not to
21 overestimate. National banks, trust companies, savings banks
22 and co-operative banks are under federal or state supervision,
23 and provide ample means for savings.

1 Section 2. The bank commissioner may prescribe the
2 form of receipt required by this chapter.

1 Section 3. This chapter shall not apply to the eus
2 tomary use of safe deposit vaults, or to the receipt of
3 money for transmission by a telegraph company, or to
1 the receipt of money for transmission by an express
5 company having a contract with a railroad or steamship

6 company for the operation of an express service upon its
7 lines, or to the receipt of money by an innholder for safe

keeping for the convenience of guest

1 Section 4. Any person or corporation violating any
2 provision of this chapter shall be punished by a fine of
3 not more than five hundred dollars. If, in the opinion
4 of the bank commissioner, any provision of this chapter
5 has been violated, he may forthwith report such violation
6 to the attorney general, who shall forthwith, in behalf of
7 the commonwealth, institute a proceeding therefor, either
8 in the supreme judicial court or superior court. Upon
9 such proceeding the court may issue a restraining order.

10 to be effective during the pendency of such proceedir
11 or for all time, and may make such other order or deon
13 as equity and justice may require

1 Section 5. This act shall take effect upon its passa;


