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SPECIAL REPORT OF THE COMMISSIONER OF BANKS RELATIVE TO
THE RECENT RULE PROMULGATED BY THE BOSTON CLEARING
HOUSE IMPOSING A ChARGE FOR HANDLING SMALL CHECKING
ACCOUNTS.

Boston, December 15, 1924.

To the Honorable the Senate and House of Representatives.
The following Order was adopted by the General Court on June 2, 1924:

Ordered , That the Commissioner of Banks be requested to investigaterelative to the recent
rule promulgated by the Boston Clearing House imposing a charge for handling small check-
ing accounts by its member banks and trust companies, and whether such imposition is justi-
fiable. The Commissioner shall report the results of his investigation to the next General
Court on or before December fifteenth in the current year; and be it further
Ordered, that the Attorney General is hereby respectfully requested to consider whether
the rules recently adopted by the Boston Clearing House Association and effective June 1,
1924, constitute an agreement or combination in restraint of trade or otherwise violate any
statute or other provision of law of the United States or of this Commonwealth, and to take
such action as in his judgment is necessary and proper, and report his findings and recom-
mendations, if any, together with drafts of proposed legislation, to the Clerk of the House
of Representatives on or before December fifteenth in the current year.

The Commissioner of Banks has made the investigation required of him by this
order, and submits the following report :

The section of the regulation in question is as follows:
Regulation No. 7 as amended May 14, 1924, to be Effective June 1, 1924. First

Charges to be made July 1, 1924.
Section 3. Every deposit account subject to check and payable upon demand, except-

ing savings deposits and deposit accounts of the Government of the United States, Common-
wealth of Massachusetts, or the City of Boston, the average monthly collected balance of
which is less than three hundred dollars in any month, shall be charged not less than one
dollar as compensation for services rendered by the member bank in handling the account
during such month. Any account against which no checks have been drawn during the month
shall be exempt from the charge. In applying this regulation every account shall be treated
upon its own basis, and must not be combined with any other account under any condition.

The Commissioner is advised that it was not the primary purpose of the banks-
to impose this charge for the direct profit derived from the fees but rather that
larger balances should be maintained.

The low money rates during the present year and the corresponding decrease in
income of the banks made it more apparent than ever, in the opinion of the Clear-
ing House Association, that the non-productive accounts should be eliminated or
placed in a position whereby the banks would be at least partially reimbursed for
the expense incurred. Individual action was deemed to be inadvisable and as a
result the regulation in question was adopted by the Clearing House Association
applicable to all its members.
It has been found that the practice of charging depositors who carry small

balances is quite general throughout the country. In March, 1924, the Missouri
Bankers Association sent questionnaires to two banks of every city in the United
States having aggregate bank deposits of $10,000,000 or more for the purpose of
ascertaining their methods of handling small accounts. Replies indicated that
charges varying from twenty-five cents to a dollar were made in sixty-one cities
and that in thirty-six of these cities the charge was made as the result of action by
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Clearing House Associations. This information is substantiated by the recent
statement of the Secretary of the Clearing House section of the American Bankers
Association, wherein he makes known the fact that fifty-nine cities have service
charges in force and anticipates similar action in the immediate future by the
banks in twenty-five additional cities.

In some of the larger banks in the city of New York a monthly service charge of
two dollars is made on accounts of S2OO or less while in Chicago a charge is made
similar to that in Boston.

Relative to the situation in Boston, the Commissioner of Banks has conferred
and corresponded with officials of the Clearing House Association and has obtained
necessary figures from various representative banks located in this city.

Attempts have been made to devise some plan whereby the cost of an account
could be determined, the general custom being to confine the analysis to a partic-
ular account rather than to any class of accounts.

The following methods have been suggested in determining the profit or loss
entailed by small accounts.

1. The total expense of operating a bank in relation to the number of accounts.
2. The total expense of operating a bank in relation to the number of items handled by

the bookkeepers.
3. A detailed analysis of the expenses and its relation to the number, activity and size of

the accounts.

Using method number one, the average expense per account in the commerical
departments of trust companies in Massachusetts for the year 1923, exclusive of
amounts paid for interest and taxes, was approximately $27. While this figure is
not absolute, it is apparent that under this method the income received from in-
vestments on accounts under $3OO is insufficient to reimburse the banks for the
expense involved.

In regard to the second method, the Commissioner is informed that it costs over
eight cents to handle each item based on the total expenses of the bank; that is,
the total expense of the bank for one year, taking into consideration the total
number of items going through the bank for the same period. Taking this cost as
a basis, the following examples are applicable:

Average balance ........
$3OO 00 $250 00

Less 10% reserve ........ 30 00 25 00

Loanable funds 1
...... $270 00 $225 00

Income on above at 5% ...... $l3 50 $ll 25
Cost of 300 items per year at .08 2 . . . . . 24 00 24 00

Loss before service fees ......
$lO 50 $l2 75

One year’s service fee ....... 12 00 12 00

After service fees . . . . . . . $1 50 (gain) $0 75 (loss)

Various ideas have been expressed as to the manner of arriving at a fair estimate
of the cost of small accounts through a detailed analysis of the expenses but as
stated heretofore, they would have a bearing on the status of an individual account
and not to small accounts in general. The activity of any account is a vital factor
affecting the operating expenses, necessitating additional bookkeepers and tellers
and additional working space, and this is taken somewhat into consideration in the
regulation as adopted by excluding thoseaccounts upon which no checks arc drawn.

The smaller accounts are comprised largely of the accounts of persons with
moderate salary, household accounts and small business accounts. These smallaccounts, particularly the household accounts, are more active in proportion to
their size than are the larger accounts. The average household or small business
account, which forms the bulk of the small deposits, will have drawn on it fromtwenty to thirty checks a month.

of 10% might reasonably be made on account of other a;
this figure represents the activity of an ordinary, small

1 A further cled
2 It is estimatec 3 me.
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Some idea of the cost of handling items may be obtained from figures submitted
by various Boston banks. According to these figures the average cost of handling
each check deposited was 1.5 cents, each check paid 2.4 cents, each coupon en-
velope 7 cents and each collection item 23.7 cents. These figures are based only on
the direct cost of these items and as a rule include only the salaries of the persons
actually handling them. They do not include amounts paid for rent, light, heat,
stationery, postage, officers’ salaries, taxes or any other overhead expense. If
these latter expenses were included, the cost per item handled would be increased
to approximately 8 cents, as heretofore stated.

Reports from certain representative banks in Boston having 116,589 commercial
accounts with deposits aggregating $390,920,702 show that 66,893 or approxi-
mately 48% of the accounts have balances of less than $3OO. The average balance
on these accounts of less than $3OO was $113.63 and the aggregate of such balances
was 1.65% of the total deposits; i.e,, 48% of the accounts in these banks could
be eliminated with a reduction of only 1.65% in the total amount of deposits.

If the total amount of deposits represented by accounts under $3OO in the banks
under consideration were invested at 5%, after making allowances for assets pro-
ducing no income, they would produce an annual income of approximately $258,000
or $4.53 for each such account. For this amount the banksprovide all checkbooks,
pass books and other stationery, collect checks, coupons and other items, some-
times at far distant points, do the necessary bookkeeping, render statements to
the depositor, render advice as to investments and financial matters, and assume
risks in the payment of checks.

Taking into consideration all of these conditions, I am of the opinion that the
regulation adopted by the Boston Clearing House Association imposing a charge
for handling small checking accounts was justifiable.

Respectfully submitted,

JOSEPH C. ALLEN,
Commissioner of Banks.




