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To His Excellency Edward Everett,
Governor of the Commonwealth of Massachusetts:

The Bank Commissioners, in compliance with the provi-
sions of the Act under which they were appointed,
have the honor to submit the following as their Second
Annual

The Act under which the Commissioners received
their appointment in April, 1838, requires them, or some
one of them at least, once in every twelve months, and
as much oftener as they may deem expedient, to visit
and examine every Bank and Provident Institution for
Savings in the Commonwealth ; and it also requires
them to make a Report to the Governor, in the month
of December, annually. The year in which the first
annual examination was to be completed expired in April
last. The year in which the second annual examination
was to be completed will expire in April next. Previous
to their First Annual Report, in December, 1838, the
Commissioners had examined all the banks in the Com-
monwealth, then in operation, except ten in the city of
Boston, and all the Institutions for Savings, except three.
Since that time these have been visited and examined,
and all the banks in operation in the Commonwealth,
except ten in the city of Boston ; and all the Institutions
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for Savings, except six, in Boston, and its immediate vi-
cinity, have received the second annual visit and exami-
nation.

Under the provisions of the act of the last session,
passed February 21st, 1838, the Commissioners made
examination into the condition of the several banks
whose charters have been annulled by the legislature,
and their first Report in relation to them was sub-
mitted to your Excellency, on the 25th day of March
last.

The labor of examining the banks during the present
year, has been divided among the Commissioners, and
the banks in the country generally, with the exception
of a few of those having comparatively large capitals,
have been visited by one only of the Commissioners.
The same course is pursued in relation to the banks in
Boston. A few of them are examined by all the Com-
missioners ; others by two of them together, and others
by one only.

The law requires that the annual Report of the Com-
missioners shall be made, “ of the general conduct and
condition of the corporations visited by them, and in
case any one or more of said corporations have, in the
opinion of the Commissioners, essentially violated any
law of this Commonwealth, they shall make a special
report on the subject of such violation, with such state-
ments as they may deem expedient.”

And the Commissioners are able to report, that as far
as their examinations have extended, the banks of this
Commonwealth are generally in a sound condition, and
have been conducted in substantial conformity with the
laws. Those particulars, in which there is still, in the
opinion of the Commissioners, a misapprehension on the
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part of a portion of the banks, of some of the provisions
of law, and those instances in which some of the provi-
sions of law have been disregarded, will be noticed in
the subsequent part of this report.

The Commissioners are also enabled to report, that
the Banks now in operation, since the resumption of spe-
cie payments in August, 1838, have performed their
paramount duty to the public, in furnishing a currency
convertible at all times into specie. They have not
yielded in any instance either to panic or to pressure so
far as to refuse specie for their obligations whenever de-
manded. In the financial crisis which has been accom-
panied by a general suspension of specie payments by
the banks in the middle, southern and western states,
and in the state of Rhode Island, commencing by the
suspension of the United States Bank of Pennsylvania, on
the eighth of October last ; the Banks in Massachusetts
having extensive business connections with all those sec-
tions of the country, were obliged, in order to sustain
their ability of redeeming their own obligations in spe-
cie, to avoid almost entirely for a time the creation of
new liabilities, and to apply all their energies to the re-
duction of those already incurred. The Commissioners
have been happy to witness at the severest period of
pressure the fixed determination manifested by many of
the Banks to maintain their faith to the government and
the people inviolate at all hazards, and under all circum-
stances, and not to set the demoralizing example to the
business community of failing to perform their contracts
according to the terms and letter of them. In this,
however, it is to be distinctly understood, that they have
performed merely their duty, and have consulted their
true interests. Since the resumption of specie payments
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in some of the suspended states, and the prospect of re-

sumption in others ; and the consequent improvement of
the domestic exchanges ; and the restoration of mercan-
tile confidence, the banks have manifested a willingness
to relieve and accommodate the business community. It
is of course for their interest to do so, within such limits
however, as constantly to retain their ability to meet
their engagements to the public, and to maintain the
entire soundness of the currency.

The tax to the Commonwealth of one per cent, upon
their capital stock, payable semi-annually, in April and
in October, has been promptly paid into the treasury by
all the banks now in operation, and has amounted to the
sum of three hundred and thirty-eight thousand, six hun-
dred and twenty-six dollars and sixty-seven cents.

In order that the manner and effect of the examina-
tions by the Commissioners may be clearly understood
by all who wish to know concerning them, we will here
state as briefly and clearly as we may, the principles
upon which our Banking System proceeds, and the man-
ner in which the business of banking is here conducted.

A corporation which accepts a bank charter under
our laws, takes it upon the condition, that the whole
capital stock shall be paid in within a certain specified
time. It then has the right to issue its obligations to
the public in the shape of bank bills, to the amount of
that capital and twenty-five per cent, more : and it un-
dertakes that these bills shall be at all times converti-
ble into specie, thus keeping them at all times equal in
value to gold and silver. It engages to pay specie for
its bills whenever presented at its counter. To accom-
plish this purpose, a certain amount of specie must al-
ways be found in its vaults, and the corporation must al-
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ways take care that this amount shall be sufficient to
meet any demand that shall at any time be made. A
portion of the capital stock, therefore, paid in, in spe-
cie, must be kept in the vaults for the purpose of re-
deeming the bills and specie obligations incurred by the
bank. But it is obvious that if the whole capital stock,
or a sum equal to the whole capital stock, is at all times
kept in the vaults of the bank, that amount will produce
no interest. It lies permanently there to perform a du-
ty which occurs but occasionally, and which in practice
is found in well managed banks never to require its full
strength, and seldom to require but a small portion of
its strength. The interest of the bank and its stock-
holders requires that such portion of this capital stock
as may not be needed in the vaults, to make entirely
certain the redemption of the obligations of the bank,
should be placed upon interest; in other words, should
be loaned out for notes, or upon contracts bearing in-
terest. The loan of a bank, therefore, is made up of
promissory notes, drafts, bills of exchange which were
received by the bank, for the amount of its bills issued,
and also for a portion of the money which has been paid
in for its capital stock. But it is here to be remarked,
that it is an essential requirement of the law, that the
capital stock shall in the first instance be paid in, by
the stockholders. No part of it must remain unpaid from
the first, or remain from the first in promises to pay. It
must be paid in without evasion, as an investment. It
is not a compliance with the law, but an evasion and
violation of the law, to affect to pay in any portion of
the stock with money borrowed temporarily, followed
by an immediate permanent loan from the bank to the
stockholder merely to enable him to replace the money
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temporarily borrowed. After such an operation the
stockholder has done nothing in substantial effect but to
place in the bank his promise to pay. It is only after
the capital stock has been paid in by the stockholders in
cash; and after one half has been paid in, in gold and
silver money, there to remain as part of said capital;
that the bank is authorized to negotiate its moneys and
effects by discounting upon banking principles; and it
is only after such payment, that the law allows the loan
of a bank or the total indebtedness of individuals to a
bank to be double the amount of its capital stock. And
the law does not authorize any subsequent change in
this capital stock or any part of it, which shall so lock
it up in a permanent loan as to render it unavailable to
produce at any time in connexion with the cash funds,
enough to meet any demand upon the bank.

The country banks of this Commonwealth, as it is
well known, do not at present redeem any considerable
portion of their bills at their own counters. Those bills
are principally redeemed for them at the Suffolk Bank
in Boston. The amount of specie, therefore, actually
kept in the vaults of those Banks, is usually quite small
in proportion to their capital ; and small as it is, is sel-
dom much diminished by demands for redemption of
bills ; and in ordinary times the amount received in the
ordinary course of business from the adjacent community
is nearly equal to the amount paid out.

This is the system popularly known as the Suffolk
Bank System. The Suffolk Bank agrees to redeem the
bills of the corresponding bank in specie or its equiva-
lent, at any and all times, when they may be presented,
by those banks in Boston by which they are received in
deposite, or from other country banks, whose accounts
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are there kept. The corresponding bank in the first
instance deposits a certain amount of specie in the Suf-
folk Bank, the amount being matter of special agree-
ment, there to remain so long as the contract continues
without interest ; and it further agrees to keep the Suf-
folk Bank at all times supplied with sufficient funds to
meet the redemption of its bills. Whenever that supply
is insufficient, the obligation of the Suffolk Bank to
redeem the bills of the corresponding bank ceases ; and
although in fact a portion of the corresponding banks
do occasionally fail to some extent to keep their accounts
good at the Suffolk, while at other times they have con-
siderable balances in their favor ; and although that bank
does sometimes continue to redeem their bills after the
funds supplied by them are exhausted and before they
are replenished, yet it ought not and will not do so in
any ordinary case beyond the limit of entire safety to
itself.

The duty of a bank, therefore, is to take care that its
specie funds at home are at all times sufficient to meet
any demands there ; and that its specie funds in Boston
are at all times sufficient to meet any demands there ;

and if it be too much to say, that these should be pro-
vided in such amount, as to meet all demands which by
any possibility or casualty may occur ; it is not too
much to say, that the redemption of its obligations should
be placed beyond all reasonable doubt. It is not enough
that a bank is abundantly able to meet all its liabilities
ultimately, dhe funds of a bank should be in such a
situation that its bills shall never be discredited even
temporarily ; for in such case that portion of the commu-
nity who have them and cannot afford to hold them,
must suffer from their depreciation in value ; and so far

o
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forth the paramount duty of the banks to furnish a cur-

rency for the people at all times convertible into specie,
is not fulfilled.

The legal sources of profit to a bank secured to it
by its charter, and by the principles of banking, recog-
nized in its charter, may be stated as follows :

First. In connexion with the legal rate of interest,
of six per cent, upon its loan ; the difference between
interest and discount ; or the difference between inter-
est taken in advance, or at the maturity of the note.

Second. The gain by circulation of the bills of the
bank, for as the bills of the bank bear no interest, it is
obvious that the bank enjoys the use of an amount of
money equal to its circulation, on which it pays no in-
terest.

Third. The gain by dealing in exchange ; for the
banks are allowed by law to receive on drafts and bills,
payable abroad, (and also on notes, provided they have
accepted the act of April 25, 1838,) in addition to the
legal rate of interest, the then existing rate of exchange.

Fourth. The gain on money deposited in the banks;
for the customers of banks, and others, are in the regu-
lar habit of keeping their cash funds deposited in banks,
and the surplus of these, in ordinary times, may be
regularly estimated and treated as an uniform amount;
the use of which the bank enjoys without interest.

jFifth. The gain from the destruction or loss of bills
of the bank in the ordinary course of business ; a gain,
how’ever, which, in our banks, can hardly be estimated
as greater than the expense of procuring them.

The earnings of a bank, for any given period of six
months, will be found in the items of Discount, Interest
and Exchange. From the sum of these items are to be
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deducted, the losses and the expenses of the bank,
which last are principally made up of the State tax and
the salaries of its officers. After deducting the ex-
penses and the losses from the earnings, the balance or

any part of it may be legally divided among the stock-
holders, as the semi-annual dividend ; with, however,
two provisions : Ist. From the gross amount of the dis-
count is to be deducted that portion, which, though re-
ceived, is not yet earned ; the discounted paper upon
which was received, not having yet arrived at maturity.
2d. If the bank has bad debts, beyond the amount of its
reserved profits and its earnings, no dividend ought to
be declared. The law allows dividends to be made
from profits only ; and there are no profits when the
stock of the bank has been impaired by bad debts to an
amount equal to its earnings.

Many of the statements here made may seem to some
too obvious to have required special notice. The ex-
perience of the Commissioners has led them to believe,
that these statements will not be found useless ; and
they wish to have them considered in connexion with
their general mode of examination.

The Commissioners have visited the banks generally
without previous notice to them ; and as their examina-
tions have been made at intervals, the time in the year
at which the banks in the different sections of the Com-
monwealth were to be visited, has not usually been pre-
viously known to them. In these examinations, which
have been conducted mainly in the manner detailed in
the last annual report, the first object has been to
ascertain the amount of the liabilities of the bank to the
public; the nature of those liabilities, and in connexion
with them the amount and character of the resources to
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meet them. And here it will be readily perceived that
a very special object of attention has been the loan.
The duties of the Commissioners in examining the loan
of a bank, are delicate in their nature, requiring pru-
dence and discretion, but they are absolutely neces-
sary. Neither the present form of bank returns nor
any form of public returns can show’ the character of
the loan of a bank. What portion of the loan is dor-
mant and unproductive, what portion is doubtful in its
character, in what manner it is secured ; at what times
the live and sound portions of it are coming due ; what
portions of it are at any and all times available ; in
what manner it is divided among the community ; what
portions of it are due from the directors and immediate
managers of the bank ; these are all matters of vital
importance and can only be ascertained by examination.
The manner in which the capital stock is owned, and
in which the amounts are kept, are also matters requir-
ing special attention. All the items in the statements
of the condition of the banks, at the time of the exam-
inations, have been examined to such extent as the Com-
missioners have deemed necessary. The officers of the
banks or some of them have, in ail cases, been examined
under oath, in regard to such particulars as seemed to
require such examination, and especially to the various
requirements of the law's applicable to banks.

The stockholders of banks do not generally pay so
much attention to their interest in the banks, as those
interests require. The annual meetings are but thinly
attended. It is true that portions of the stock are held
by women ; on behalf of minors ; by persons retired
from active business ; and by persons holding stock in
various banks, so that they cannot give their attention
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to all : but the true effect of these circumstances should
be to induce that portion of the stockholders who are

competent and able to understand the matters to attend
to them more particularly.

There has been a decided improvement since the
last year in the examinations of the directors or com-
mittees of the directors, into the condition of the banks.
These have been more frequent, more general, and
more thorough. The Commissioners wish they could
say these examinations had been regularly made in all
the banks, but such is not the fact. Some few of the
banks have been examined by committees of the stock-
holders, and this example is worthy of imitation.

Fewer memorandum checks and overdrafts were
found than in the previous examinations. These should
he entirely discontinued, as indeed they are in most of
the banks. But as they exist in some as yet, some of
the conclusive reasons against them will here be repeat-
ed. It must be considered a well settled banking prin-
ciple, that money should not be loaned except upon pa-
per signed by principal and surety or endorser, or ac-
companied by available collateral. In most instances,
memorandum checks and over-drafts rest only upon one
name. Again, a considerable proportion of these irreg-
ular loans, are found to be made to directors and officers
of the banks. Besides, though not in ail instances, they
are frequently the indications of other irregularities in
the bank ; and have almost invariably been found among
the fatal symptoms of those banks which have come to
an untimely end. The true course is to place an arti-
cle in the by-laws, and to require rigid conformity to it,
that they are not to be allowed.

The practice of employing agents by banks to cx-
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change their bills for the bills of other banks, is not yet
entirely discontinued. It prevails in few banks, and
usually to a small extent, but the most limited indul-
gence in this practice, is too great. The cases are very
rare where the circulation thus obtained, is of any per-
manent benefit to a bank. The practice frequently
leads to small losses.

It is against a well settled banking principle, that all
the bills of a bank paid out on its account should be paid
from the counter of the bank. The regular means of
obtaining a circulation is to discount paper sure to be
paid at its maturity. The bills constantly paid out for
such paper will keep up a sound permanent circulation.
For a bank, dependent upon its circulation to any great
extent for its profits, to attempt to increase those profits
by a forced circulation, is vain. The advantage, if any,
thus gained, is at the expense of other banks. The
practice is unnecessary in a well managed bank, and a
bank, whose location, or other circumstances, render
such a practice indispensable, should lose no time in
surrendering its charter.

The recent pressure of the times has had a forcible
tendency to call the attention of the officers of banks to
the materials of which their loans are composed, and
they have probably found in a good many instances a
larger proportion of their discounted paper in the shape
of slow notes, than they were before aware of; which,
though perhaps eventually sound and safe, were entirely
unavailable to produce money at present, when most
wanted by the bank. It seems to be the policy of the
banks generally, to reduce the amount of their accom-
modation paper, and to put more of their loan in the
shape of business paper, the one class of paper, being
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sure of payment at its maturity ; the other deriving its
name from the fact, that the debtors are to be accommo-
dated by repeated renewals and extensions. It is not
the interest or duty of banks, especially in the country,
to avoid entirely the loans upon accommodation paper.
There are certain portions of the community, not usual-
ly engaged in active business operations, to whose in-
terests and wishes a reasonable regard is to be given.
But it is necessary to the ease and continued safety of a
bank, that the proportion of such paper should be limit-
ed ; and when it is received it should usually be upon
the payment of a portion or instalment upon it.

There are yet in some of the banks, deposites of in-
dividuals bearing interest. It is believed that deposites
of this kind have not increased during the past year, but
rather diminished. The views of the Commissioners in
regard to these deposites, and the law with which they
conflict, were fully set forth in their last Annual Report.

The law in regard to the charges for premium on ex-
change paper, is, and must be, from the nature of the
case, somewhat flexible and peculiarly liable to loose
construction and evasion. The Commissioners have
made inquiries at all the banks, in regard to the rates of
exchange charged on paper payable abroad. They are
able to say, generally, that those rates, where they
were properly chargeable, have not been extravagantly
high. But in their opinion there have been cases where
they were so. They have freely expressed their views
to the officers of banks upon this subject ; and they
trust that their constant attention to this subject will
not be without effect.

In the country banks there is a diversity of practice in
the matter of charging for exchange upon paper dis-
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counted by them payable in Boston. A part of them
charge no exchange upon such paper. Others charge
one-fourth and one-half per cent., and in a few instances,
which it is hoped will by no means be repeated, one per
cent, has been charged. The Commissioners cannot
find any sufficient reasons to convince them that these
charges are justifiable. This paper is almost universally
preferred by the banks, as well those who take ex-
change upon it as those who do not. It is more sure to
be paid at maturity than paper payable at their own
counters; its payment places their funds where they
want them in Boston for the redemption of their bills at
the least possible expense and hazard, and with the
least loss of interest. Besides, these banks, when they
make collections in their own vicinity, for Boston or
other banks, always charge some compensation for col-
lecting and remitting the funds to Boston, partly at least
upon the ground that they do not wish to draw upon
their Boston funds. The Commissioners therefore can-
not understand how there can be any existing rate of
exchange, in favor of the places where the banks are
situated, against Boston. It is said by some that this is
not a charge for exchange, but for trouble and cost of
transmitting the paper, and of collection. But if the
transmission of a portion of their funds in this way is
attended with less trouble and cost, than in any other,
the argument gains nothing by this form of stating it.

There have been charges for exchange in some of the
Boston banks who deal in exchanges, which are, in the
opinion of the Commissioners, liable to objections in
regard to their amount, even in ordinary times, and be-
fore the recent suspensions. The Commissioners do not
deem it expedient at this time to go into further partic-
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ulars; because that portion of the public most interest-
ed are aware of the different practices of banks in this
respect ; and those whose course has been entirely un-
objectionable are in no danger of being classed with
those whose conduct may require special attention. It
is not uncommon to hear the question asked ; how can
exchange be regulated, so as to be entirely without ex-
ception, or difference of opinion ? This question, though
it may not be the most easy to answer with satisfactory
precision, furnishes no argument to justify exorbitant
rates.

At the time of the recent suspension in Philadelphia,
and other cities, those of our banks, both in the city and
country, who had discounted paper payable at those pla-
ces, found themselves in the possession of funds there,
in the depreciated currency of those cities. Those funds
have been depreciated at some periods of the suspension
to the extent of 14 per cent. They have disposed of
these funds in various ways. They have parted with
them to persons who could use them in the places where
they were situated ; and in some cases for paper dis-
counted on time. And they have discounted paper pay-
able here, and paid for it in those funds, to persons who,
in the pressure of the times, were willing to take that
means of procuring money. In other cases, the specie
has been demanded there, and collected by course of
law. Ihe banks have also had quantities of discounted
paper payable in those cities, which at the time of the
suspension had not become due. The banks have, in
many instances, had previous agreements or made sub-
sequent agreements, by which the customers for whom
the paper was discounted have made the lo'S good to
the banks. 1 his has been done in various ways ; by

3
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agreement of the customers to pay interest on the funds
while they remained there, awaiting a resumption ; or
by discounting paper for those customers, payable here,
for which those funds were received by them. The
banks have done this upon the ground, that although
they had discounted the paper, at usual rates, yet that
it was done in ordinary times, and without contempla-
ting the possibility of being obliged to receive payment
in a depreciated currency. For this manner of availing
themselves by the banks, of funds accrued in places dis-
honored by suspension, provided those funds accrued by
regular and legal means, and provided such disposition
of them was made by fair agreement with the customers
of the banks, or with those by whom those funds might
be as advantageously used as other funds, perhaps some
apology may be found in the extraordinary circumstan-
ces of the case. The practice of discounting paper by
banks, however, the amount or proceeds of which is
not “ payable by the bank, in specie, or in the bills of
the bank,” is contrary to the law.

Checks and drafts have been bought by some of the
banks, upon the suspended cities. Some have been
purchased for the purpose of obtaining specie for them,
by force of law, and thus they have been the means of
strengthening the specie funds of the banks here. And
there is reason to believe that some have been purchas-
ed for purposes more questionable than this ; and that
the proceeds, together with other funds accrued in a
manner less objectionable, have been made the basis of
subsequent discounts. Where this has been done to a
very limited extent, without time for much considera-
tion, and where it has been entirely discontinued, when
the attention of the directors has been called to it, per-
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haps this notice of it may be sufficient at this time. But
the attention of the Commissioners will be given to the
subject; a strict compliance with the provisions of law
will be insisted on, and, if it shall appear necessary,
upon more full and extended examination, further report
will be made upon the subject.

The Commissioners have urged upon the banks, the
necessity of greater care in the matter of the issues and
destruction of their bills. The following course has
been found practicable in at least one bank, which seems
to be as perfect a method as can be devised :

1. A vote of the directors is taken specifying the
amount of sheets to be procured from the engravers.

2. When the sheets are received from the engravers,
they are counted by the directors.

3. A vote is taken, specifying the amount to be signed
by the president and cashier for issue.

4. When they are so signed, they are counted by the
directors ; and the remaining sheets are counted and
sealed up. And a record is made of these several trans-
actions signed by the directors and cashier.

5. A full record is kept of the denominations of all
bills issued as well as of all destroyed.

6. Every destruction of torn and mutilated bills, is
made by the directors, and the record thereof signed
by them.

7. These several records are compared with the en-
tries upon the books of the bank.

If a course so particular is not in all cases practicable,
a more near approach to it than is often found, surely
is so. Two things ought at least to be considered indis-
pensable. The evidence of the amount of issues and
destructions should never rest upon records made and
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signed by tbe cashier alone ; and the president of the
bank should always have in his own possession, the
means of knowing the exact amount of bills of the bank
in existence. These precautions are equally important
to the bank and to the cashier.

The observations of the Commissioners in regard to
the effect of the Act “ concerning Banks and Banking”
passed April 25, 1838, were fully given in their Report
of last year. A list of twenty-three banks, who had
by vote of their stockholders, accepted said Act, is con-
tained in that Report. To this list is now to be added
the Merrimack, Haverhill, Housatonic, Ilingham, Fra-
mingham, and Warren Banks. All the banks where
paper is discounted payable abroad, receive exchange as
well on notes, as on drafts and bills.

Some of the banks continue to hold portions of their
own stock. The amount thus held is believed to be less
than it was last year. All of these wish to dispose of
the small portions of stock thus held. The price of bank
stocks, generally, has, however, for some time been so
much below their real value in ordinary times, that they
arc unwilling at present to incur the sacrifice of their
sale, on account of (he bank.

In addition to the remarks, in the last Report, upon
(he annual returns of the banks, the Commissioners
would suggest, that the line, “ Amount of debts due
and considered doubtful,” might be advantageously made
to read, “ Amount of debts considered doubtful and
that a new line might be added for “debts overdue.”

The Middling Interest Bank in the city of Boston,
was incorporated April 13, 1836 : and went into opera-
tion in September of that year. This bank was first vis-
ited by two of the Commissioners, November 17, 1838.
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Its liabilities to the public and its resources were at that
time found to be as follows :

LIABILITIES. RESOURCES.
Circulation, 505,529 00 Notes discounted, §229,073 58
Due to Depositors, 37,729 63 | Memorandum Checks, 8,100 91

Dividends unpaid, 920 00 Overdrafts, 5,588 00
Due from other Banks, 19,100 92
Bills of other Banks, 8,280 90
Specie, 10,302 45
Vault, Furniture and

Fixtures, 2,754 35

§137,178 00 §289,207 77

The liabilities of the directors, and mercantile firms,
with which they were connected, amounted at that time
as promissors to 8131,273 24 —their liabilities as endor-
sers, being mostly upon paper for each other. The
management of the bank appeared to be chiefly entrusted
to John M. Fiske, the President, and James Steele, the
Cashier, who was also a director. There were notes in
the bank to a considerable amount, with only one name
upon them : and there were other notes of a mercantile
firm, endorsed only by one of the members of that firm.
There were other large notes of directors, said to be
secured by collateral : but much of the collateral was
of that nature, and in such situation, that the Commis-
sioners could obtain no satisfactory evidence of its suf-
ficiency. The President and Cashier at that lime testi-
fied, that the whole capital stock was paid in, bona fide,
one half in specie, and one half in bank hills, and that
there was no understanding or agreement, that the
amount paid in should be loaned out again to those who



[Jan.22 BANK COMMISSIONERS’ REPORT.

made such payments. As matter of fact, however, the
President said, loans were made to stockholders shortly
afterwards, but not in consequence of any previous
agreement. It appeared to the Commissioners, that a
great part of the loan was accommodation paper, that
two large loans had been made to individuals ; that it
was not well divided among the business community,
and that although the greater part of it, seemed to be
ultimately secure, it was not in such shape as viewed in
connexion with the available means of the bank, w-ould
justify its extended liabilities. The managers of the
bank were informed of these views of the Commission-
ers, and that they were not satisfied with the condition
of the bank : and the means of reforming the manage-
ment of the institution were pointed out, and there ap-
peared good reason to believe, that the resources of the
bank were such, that by an energetic and thorough
course of management, it might be placed in a sound
condition, and upon a firm basis, and they were assured
by various persons connected with the bank, that such
course of management would be adopted and efficiently
carried out. And upon consideration of all the facts in
the case, in connexion with their powers, the Commis-
sioners concluded, that their most prudent and legal
course of proceedings, was, to wait the progress of sub-
sequent measures, and to inform themselves from all
proper sources, of the condition and management of the
bank, and of the. intentions and abilities of its debtors.
The Commissioners had, from time to time, interviews
with several of the principal stockholders of the bank,
who not only expressed their intention to use their in-
fluence in the measures ol reform, which were necessa-
ry, but their belief and assurance, that in any event, the
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institution would be found able to meet its liabilities, and
their determination that those liabilities shall be reduced.

But the Commissioners did not subsequently find
themselves, from repeated examinations, relieved of
their anxieties in relation to this institution, though
they had reason to anticipate a very different course of
management, from that which continued to exist. In
separating, therefore, in April last, they left this matter
in the especial charge of Mr. Shove, one of their num-
ber, whose situation would enable him to give more par-
ticular attention to it than either of the others. He
became convinced that another thorough examination
was necessary, and this was made by a majority of the
Board, on the 3d day of August last, and on the sth of
that month, upon their application, an injunction was
issued by the Supreme Judicial Court, and served upon
the bank. It appeared, among other things, in regard
to the capital stock of this bank, which is said to have
been all paid in on the first day of September, 1836 ;

that on the 2d day of said September, $45,000 were
loaned to two parties, who held 450 shares of the stock ;

and that during the succeeding month of October, and
principally early in that month, §71,734 36 were loan-
ed to three other persons holding 707 shares of said
stock ; and those stockholders remained debtors to the
bank, in about the same proportion, to the time of the
injunction. And as to 200 of the above shares, (he
party in whose name they stand, has never paid in a
dollar upon them, but merely given notes for $20,000,
which have all along remained unpaid, and has never
paid any interest on said notes, or received any divi-
dends on said stock. However true it may be, there-
fore, that an amount of money was on the Ist day of
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September in the bank, equal to the capital stock, it
cannot be true that the whole capital stock was paid in
by the stockholders, according to law. On the 12th
day of August a decree was made by the court, the ma-
terial part of which is here recited.

“ The said judge doth think fit, and doth so order
and decree, upon the motion of the defendants, the said
Commissioners not objecting, as follows :

“ That the injunction aforesaid be made perpetual in
part, and with the exceptions hereafter set forth and
specified, and in the excepted particulars aforesaid, the
said injunction be discharged.

“ That the said president, and directors, and company,
the defendants, appear again before the said judge, on
the 3d day of September, now next ensuing, for further
order or decree in the premises.

“ That the said president and directors of said bank,
who are now in office, be permitted to collect the debts
and demands due to the bank, and to redeem their bills
and notes under the direction of one of the Bank Com-
missioners, but not to transact any other business, ex-
cepting with the advice and consent of one of the said
Commissioners, whose advice is to be conclusive.

“ And one of the Bank Commissioners shall have the
oversight and direction of the affairs of the bank, until
further order and decree, who is to be consulted rela-
tive to the icdemption and payment of all bills and notes,
issued by said bank ; what denominations of said bills
shall be paid and redeemed,and at what time and limes;
and no no : e or other security, now held by the said
bank, shall be cancelled, given up, and exchanged, un-
less with the consent and approbation of our aforesaid
Commissioners, or unless payment for the same is re-
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ceived in money, or in bills of the said bank, and all
drposites of individuals shall be applied to the payment
of the debts due ; or becoming due, from said individ-
uals to said bank, and to their liabilities to said bank.

“ That the appointment of receivers be not made now,
but suspended until the further order of said judge, but
such receiver or receivers may be appointed at any time
hereafter, upon written application and petition of one
of the Bank Commissioners of said Commonwealth, in
conformity to the statute providing for the appointment
of Bank Commissioners.”

The Commissioners, at the time this decree was made,
did not, under all the circumstances, feel it their duty
to object to the terms of it, although its effect was to
impose upon them an additional amount of labor and
responsibility, which they would have gladly avoided.
And they requested Mr. Shove to give his particular at-
tention to the matters connected with this bank, and he
has continued to do so, so far as his other duties would
allow, with the occasional advice and assistance of the
other Commissioners.

Two new directors having at the last annual meeting
been chosen, and some measures of considerable effi-
ciency having been adopted, with an apparent intention
to follow them up as fast as the nature of the debts and
the state of the times will admit, the Commissioners
have not as yet applied to the court for a receiver, but
they will do so whenever it appears to them that such
an appointment would have a tendency to promote the
interests of that portion of the public who are creditors
of the bank. They regard the redemption of all the lia-
bilities to the public as certain, the only question, as
they believe, is, as to the time of redemption, and they

4
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trust all practicable means will be taken to make that
time as short as possible.

The liabilities ol the bank to the public, and its nom-
inal resources, on the third day of August, at the time
of the injunction, were as follows :

LIABILITIES. RESOURCES.
Circulation, $121,413 00 Notes discounted, $230,454 00
Due to Depositors, 28,596 70 Memorandum Checks, 18,229 94
Dividends unpaid, 977 00 Overdrafts, 19,401 85

Due from otherBanks, 17,682 59
Bills of other Banks, 7,083 00

; Specie, 10,782 79
| Vault, Furniture, Fix-

tures &. Real Estate, 3,793 39

$150,986 70 $307,427 56

The above statement, taken in connexion with the
following, which is furnished by the cashier, showing
the liabilities of the bank to the public, and its nominal
resources, December 28th, 1839, will show the amount
of reduction, since the injunction.

LIABILITIES. RESOURCES.
Circulation, $55,692 00 Notes discounted, $210,847 75
Due to Depositors, 19,411 75 Memorandum Checks, 10,258 0!)
Dividends unpaid, 937 00 Overdrafts, 5,557 74

Due from other Banks, 108 37
Bills of other Banks, 1,111 49
Specie, 206 00
Vault, Furniture, Fix-

tures & Real Estate, 3,793 39

$75,950 75 | $231,882 83
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Showing a reduction of the liabilities of the bank to
the public, since the injunction of $75,035 95, —a por-
tion of this reduction, however, was effected by the set-
off, of the amount at that time nominally due from the
Suffolk Bank, to the account of that bank for bills re-
deemed at that bank. A further portion of the reduc-
tion is in the amount due to depositors, which has been
effected, by applying those deposites which stood to the
credit of several debtors to the bank, to the reduction
of their liabilities. A portion of the circulation has also
come in by payments made upon debts due the bank,
which payments have been partially made, in bills of the
bank. The direct redemption of bills by cash funds, has
been hitherto mostly confined to the redemption of the
bills under the denomination of five dollars. In Septem-
ber last, as it appeared, that there was no reasonable
doubt, that the resources would ultimately be sufficient
to redeem all the liabilities to the public, and as the
bank was possessed of, and wr ere receiving a certain
amount of cash funds, not sufficient, or likely to be suffi-
cient for some time to come, to redeem the whole liabil-
ities, and as there was reason to believe, that a portion
of the small bills in circulation, were in the hands of a
great variety of people, who were peculiarly unable to
hold them, or suffer from their sale at a discount, and,
as unless redemptions were commenced, the funds on
hand must for some time lie on hand without use, the
redemption of the bills, under the denomination of five
dollars, after the intention of doing so had been stated
to the Court, was in pursuance of the foregoing decree
commenced, and has been continued as they have been
presented for redemption.

Of the sum of $55,602 now unredeemed, $3,572 are
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bills under the denomination of five dollars, and $52,030
are of the denominations of five dollars and upwards.
A question has been presented to the Court by certain
depositors, to obtain a decision, whether in the further
redemption of the liabilities of the bank, the bills in cir-
culation are to be preferred to the deposites ; which it
is understood, is to be considered by the Court early in
January.

The Commissioners, under all the circumstances of
the case, do not deem it necessary to encumber this re-

port with details of greater length in regard to the
course of this bank, previous to the injunction. The
whole matter has been opened before the proper tribu-
nal, the Supreme Court, and all the investigation has
been, and will be made there, which may be thought
necessary.

This bank commenced and continued its operations
with an entire misconception of legal requirements and
banking principles. The forms and machinery of law,
were, to a certain extent, observed, but in many re-
spects without regard to their spirit and substance. A
permanent loan created at the time and immediately
after its commencement,, to a few individuals, and those
individuals the largest stockholders in the bank, some of
them directors, and others intimately connected with
those directors, was a vital disease in its constitution
from the first. It was apparent to the Commissioners,
that unless that debt could be entirely changed in its
character ; and its place supplied by available assets,
the lurther progress of the bank must be attended with
hazard to the community. The managers of the bank
still insist upon it, that but for the extraordinary state
ol the times, all this would have been effected. But
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it was not effected. Nor can the Commissioners say
that reasonable efforts were made by the managers of
the bank in this behalf. The circulation was sustained
by forced means and temporary expedients, in violation
of correct banking principles. At the time of the last
examination contrary to all assurances, the liabilities in
proportion to the available means had not been dimin-
ished but rather increased. Nothing permanently ef-
fectual had been done to improve the character of the
resources. A new emission of bills had taken place,
which, though limited in amount, and said to have been
made to supply the place of those which were worn and
mutilated, were not necessary if the bank adhered to
the policy of reduction. A debt to a considerable
amount, which was soon coming due from the president
of the bank, had been renewed in a manner and upon
time, altogether inconsistent with true banking princi-
ples. The liabilities of the directors as promissors, and
those connected with them in the aggregate, had not
been diminished, but rather increased, and amounted
on the 3d of August, to $141,967 52. The Commis-
sioners, who had all along been of the opinion, that the
bank had “ failed to comply with all the rules, restric-
tions, and conditions, provided by law,” being fully
convinced that its further progress w'as hazardous to
the community, of which subsequent events have left no
doubt in (he minds of any, applied for an injunction, as
has been before stated. They have been recently in-
formed by the president, that the stockholders will im-
mediately surrender the charter. The tax to the gov-
ernment, accrued since the bank was closed, may be
sufficient to cover the expenses incurred by the Com-
monwealth.
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In the matter of the Farmers and Mechanics Bank at
South Adams, the facts in regard to which were fully
detailed in the last Annual Report, the question of the
constitutional validity of the law creating Bank Commis-
sioners, has been argued before the Supreme Court, and
decided on all the points raised, in favor of its validity.
It is understood that a receiver has been appointed by
the Court for that bank.

The Commissioners are required by law, before pro-
ceeding to ultimate measures against a bank, to be con-
vinced ; First, that there has been a failure on the part
of the bank to comply with the provisions of law ; and,
Secondly, that the further progress of the bank is
hazardous to the community or those having funds in its
custody. In all the cases where the Commissioners
have proceeded to injunction, the facts have fully justified
their course. In a few instances, the Commissioners
have found banks in such a situation, that though the
two requirements for injunction had not arisen, they
were not altogether unlikely to arise. In these instances
the Commissioners have taken pains to impress upon the
directors a full sense of the exigencies of their condition;
have made repealed examinations, and given their best
advice ; keeping themselves acquainted with the amount
and reduction of their liabilities. In most of these in-
stances they have seen radical changes effected in the
management and direction , their compliance with the
provisions of law restored, and the institutions proceed-
ing in a safe and secure condition, and reasonably ex-
pecting continued prosperity and profits.

Ihe details of these operations are unnecessary. But,
in one instance, where a different result has been pro-
duced, some detail is required.
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The East Bridgewater Bank was incorporated April
Ist, 1836, with a capital of $lOO,OOO, and went into
operation in July of that year. It was first visited by
two of the Commissioners, on the 10th of August, 1838.
This bank was found with liabilities to the public com-
paratively small, but with a loan, a part of which was in
an overdue, weak, and unproductive condition. But it
was found, that an efficient alteration had been made in
the board of directors ; that the whole policy of the bank
had been changed ; that the present directors had great-
ly reduced the liabilities of the bank, and were pursu-
ing measures in regard to its affairs, which appeared for
the interests of the public, and the stockholders. The
Commissioners, having had repeated communications
with the directors, in the mean time, again visited the
bank, on the 26th of December, 1838, when it was
found, that other changes had been made in the board
of directors, and that the measures of reform were pur-
sued with continued and increased vigor ; that progress
had been made in the collection of the debts, and that a
good degree of attention was given to the concerns of
the bank, by a part of the directors ; and that with pro-
longed life, it would be better able to turn to good ac-
count, portions of its doubtful debts, and that the danger
of loss to the public by the temporary discredit of its
bills, if any existed at that time, was continually dimin-
ishing, and that the interests of the stockholders would
be essentially promoted. The Commissioners having
done all in their power to encourage and assist the di-
rectors, in their efforts, continued to keep themselves
acquainted with the amount of the liabilities of the bank,
by interviews and communications with the directors.
Ihe last visit was made by one of the Commissioners, on
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the 24th instant, when the liabilities were found to be
smaller than ever before ; and the condition of the bank
was found to be such that the remaining liabilities to the
public might be amply provided for. That provision
has been made ; the bills will be redeemed as they may
be presented, and will continue to be received at the
Suffolk Bank, until they are all redeemed ; and the Com-
missioners have no doubt, that their charter will be very
soon surrendered.

The Hancock Bank, in the city of Boston, at the last
session of the Legislature, was authorized to reduce its
capital stock, from $500,000 to $300,000. The stock-
holders, however, have since voted to surrender its
charter ; and upon such surrender, and upon the ap-
plication of the officers of the bank, the Commission-
ers, in pursuance of the act of April 13, 1838, have,
upon examination, given their certificate, that said bank
may, with safety to the public, proceed to close its con-
cerns. A similar certificate has also been given to the
American Bank, in the city of Boston. The Warren
Bark, in Danvers, and the Market Bank, in Boston,
were authorized by acts of the last session, to reduce
the amount of their capital stock, and ihe examinations
and certificates required by those acts have been made
and given by the Commissioners.

The Amherst Bank, alter the discovery of the fraud
of the former cashier, in September, 1838, and the ap-
pointment of the present cashier, determined to take
out of circulation all its old bills, and to issue only those
of a new emission. The old bills were redeerhed to an
amount equal to the balance of bills issued, as appeared
by the ledger account, but still continued to come in
for some time, and have since been redeemed to the
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amount of $22,928. The balance of bills issued, as it
appears, agrees with the balance as ascertained from the
books of receipts kept by the several presidents of the
bank, (some of whom are dead,) of the bills signed and
delivered to the cashier ; and from the records of de-
struction of bills. Of some of the destructions, however,
of bills, there seems to be no evidence, but that of the
records of the former cashier. The bank is, of course,
doing business only upon its sound capital ; and with
liabilities proportionally reduced. The facts relating to
its condition have been fully made known to its stock-
holders.

There are now in operation, in the city of Boston,
twenty-five banks, with an aggregate capital of $17,-
850,000; and out of Boston ninety-one banks, with an
aggregate capital of $16,050,000. And the capital of
the one hundred and fifteen banks of the Commonweahh
is $33,900,000.

The banks which have not yet received their second
annual examination, are the Boston, City, Columbian,
Freemans, Globe, Mechanics, New England, State, Suf-
folk, and Washington ; and as the present is probably
as favorable a time to obtain a correct knowledge of
their situation as any that may occur, it is proposed to
proceed immediately to their examination ; and a brief
report in relation to them will be made if necessary.

Under the act of the last session, the banks whose
charters have been annulled, will require an examina-
tion ; which, however, it is presumed will be attended
will less labor than the first examination of them.

In their examinations of the several Provident Institu-
tions for Savings, the Commissioners have pursued the
same method of examination as was stated in the last

b
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report. And they take pleasure in reporting, that so
far as their examinations have extended, they are faith-
fully fulfilling the purposes for which they were charter-
ed. In several of them the deposites have gradually in-
creased, even during the time of the greatest demand
for money.

A comparative statement is annexed, showing the lia-
bilities of the banks, and also their resources, as taken
from the published returns for the last eleven years ; by
which it appears that their immediately available resour-
ces, though much reduced from the last year, still bear
a rather greater proportion to the liabilities than at
that time, although the proportion of those resources to
the liabilities, at that time, was greater than it had been
at any former period since 1829.

A second comparative statement is also annexed,
showing the amount of specie, circulation, deposites and
loan, of all the Boston banks now in operation, on the
first Saturdays in August, October, November and De-
cember ; and of 86 banks in the country, at the three
periods first named, by which the effect of the pressure
of the times, and the suspension of the southern banks,
upon the operation of the banks in this Commonwealth
may be seen. The effect upon the item of circulation,
of the country banks, is not shown with perfect accu-
racy, because many of them are in the habit of returning
as circulation all their bills out of the bank, including
those redeemed lying in the Suffolk Bank.

JULIUS ROCKWELL,
JONATHAN SHOVE,
WARREN LOVERING,

Bank Commissioners.
December 31, 1839,



COMPARATIVE STATEMENT of the Condition of the Banks in Massachusetts, at various times.
K

~ ■— —— —■ ■ p
Aug. 1829. June, 1830. Oct. 1831. Aug. 1832. Oct. 1833. May, 1834.

Circulation, - - - 4,747,784 50 5,124,090 00 7,739,317 00 7,122,856 00 7,889,110 00 7,650,146 75
Balances clue to other Banks, 1,566,203 93 2,128,576 35 2,477,615 43 1,993,904 15 2,881,447 50 2,393,301 25
Deposites, - - - 4,755,069 79 6,379,825 33 8,952,913 30 9,207,554 9411,666,122 90 13,308,059 09

CQ
11,069,058 22 13,632,491 68 19,169,845 73 18,324,315 0922,436,680 4023,351,507 09 W

25
>
H

. w
Specie, ... - 987,210 47 1,258,444 05 919,959 73 902,205 78 922,309 84 1,160,296 09
Real Estate, - - - 650,877 96 621,152 34 683,307 89 738,612 64 791,821 77 867,76156
Bills of other Banks, -

- 1,236,179 07 1,393,855 68 1,375,174 17 1,201,930 65 1,796,361 96 1,952,417 54 ?

Balances due from other Bks. 1,651,323 57 2,191,087 62 2,427,679 37 2,307,784 26 3,363,716 29 2,824,984 86 <1

4,525,591 07 5,464,539 69] 5,406,121 16 5,150,533 33 6,874,209 86 6,805,460 05

Notes, &,c. discounted, - 28,590,893 17 27,987,234 0936,040,760 76 38,889,727 24j45,261,008 0^47,200,477 15

CO
ot



COMPARATIVE STATEMENT—Continued. os

May, 1835. Sept. 1836. Oct. 1837. Feb. 1838. Oct. 1838. Nov. 1839. td
!zj

Circulation, - - - 9,430,357 72 10,892,249 50 10,273,118 00 9,100,776 75) 9,400,512 75 7,875,322 50 W
Balances clue toother Banks, 3,490,097 56 5,063,886 94 5,721,969 54 4,534,813 43 3,526,686 6 „,4-8,0~l 69 Q
Deposites, - - - 6 B 6B 8744,059,448 61 9,087,363 38: 9,621,217 03 6,/28,/18 42 g

24,842,155 9631,218,582 3130,054,536 15 22,722,953 5622,548,416 44117,032,062 61 g
. 9 ’ * 9 1 h-Hin

in
h—t
C

Specie, ... - 1,136,444 30 1,455,230 47 1,517,984 02 1,701,460 71 2,394,624 24 H
Real Estate, - - - 922,543 78 1,140,004 65 1,155,722 96 1,100,606 30 1,066,327 21 1,141,595 46 53
Bills of other Banks, - - 2,097,797 75 3,428,852 75 2,988,617 13 2,700,275 73 ~,309,387 46 1,55-,o<l 08 CO

Balances due from other Bks. 3,797,9*26 86 5,1*26,900 81 5,814,224 04 4,037,618 /I I > *

' I i_j

7,954,712 6911,150,988 68 11,476,548 15 9,539,961 45i10,848,138 94i 8,305,398 51

W
- H

Notes, &.c. discounted, - U,342,019 94156,643,171 96 58,414,182 799,967 32 48,206,808 85 44,967,749 50
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SECOND COMPARATIVE STATEMENT—shewing the amount of Circulation, Specie, Dcposites
and Loan, on the First Saturdays of August, October and November, 1839.

Aug. 3, 1839. Oct. 5, 1839. Nov. 2, 1839. Dec. 7, 1839.

r Circulation, -
- - $2,990,012 00 $2,803,650 00 $2,408,692 00 $2,202,158 00

Twenty-five Banks in Bos- ) Specie, - - - 1,611,397 56 1,327,069 37 1,271,013 41 1,370,315 55
ton, ) Deposites, - - - 4,396,765 89 4,112,648 01 4 327,609 72 3,579,753 14

( Loan, .... 23,935,154 1523,430,261 9822,379,546 3122,262,115 51 co
W

r Circulation, - - - 5,700,081 75 1 5,663,019 50 5,069,081 75
.

. „

.
„ , ) Specie, - - - 579,820 07 576,128 77 537,944 23Eighty-six Country Banks, % D

'

epositeSi . . . 3,671,040 07 3,410,586 27 2,286,043 17
( Loan, .... 21,836,686 5821,797,326 8920,819,754 11 ‘r3

S Circulation, -- - 8,690,093 751 8,409,669 50 7,477,773 75 -3
Specie, - - - 2,191,217 63 1,903,198 14 1,808,957 64 •

Deposites, - - - 8,067,805 96, 7,523,234 28 6,613,652 89 -4
Loan, .... 45,771,840 73,45,227,588 8743,199,300 42

CO
-1




