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The New York State Free Banking Law
By Forrest W. Daniel

(Concluded from PAPER MONEY No. 40, Page 1531

T HE arrival of the first shipment of new bank notes
was a red letter day for a new bank. The September,

1920, issue of The Numismatist reprinted an article by.
Al. Brown which bad appeared earlier in the Burroughs
Clearing-House magazine: the story:

"About a hundred years ago, the old bank of Albany,
long since defunct, issued its first circulating notes. Al-
most immediately after these notes were received from
the printer. an application for a loan was made to the
bank by a drover well known for his financial sound-
ness. The loan was promptly 'passed' by the board.

"The cashier considered whether he should pay out
the beautiful new currency or gold, and to solve the
question he reconvened the directors, and faithfully laid
this weighty question before them.

"A long discussion ensued, and it seemed as if no satis-
factory conclusion would ever be reached, until the fol-
lowing deep-thinking speech was made by one of the
number:

" 'Gentlemen of the board, these bills of ours, re-
ceived today, have cost this hank a large sum of money.
The engraver, the printer, the paper maker and inci-
dentals all have to be paid. The thought of these ex-
penses. so justly incurred, does not stagger me in the
least, for the hills are very fine and an ornament to the
bank. But, gentlemen. when it is proposed to send these
new bills into the far West, there to be traded for cattle,
torn, soiled, and perhaps utterly destroyed. I. for one.
solemnly protest.

" 'I venture the opinion, gentlemen. that should you
be so unwise as to allow these new bills to be sent north
and west, beyond Lansingburg and Schenectady, and
away to the other side of Utica, as I understand this man
proposes to take some of them—you will never see them
again so long as the Bank of Albany has an existence
or a name!'

"The motion that gold should be paid was carried
unanimously."

That may just be the reason the Bank of Albany be-
came "long since defunct" as the narrator related.

Banks occasionally wished to change the denomina-
tions of their outstanding circulation by replacing them
with notes of other values. Two letters from the Trades-
mens Bank illustrate this activity.

Tradesmens Bank
New York April 1st 1847

A. C. Flagg, Esqr.
Comptroller

Dear Sir:

We propose to cancel about Twenty-five Thousand
dollars of our large notes and to substitute in their place
bills of a smaller denomination. Will you please give the
necessary order to our printers Messrs Toppan Carpenter

& Co. to print from our Twenty-five dollar plate 1000.
impressions making $25,000 and when countersigned we
will forward a like amount to be destroyed.

Very Respy

Your Obedient Servant
Richard Berry, Cashier

Tradesmens Bank
New York June 5th 1847

A. C. Flagg, Esqr., Comptroller

Dear Sir :

I am desirous of renewing some of (our) large notes,
which have become much worn and defaced. Will you
please send the necessary instructions to our printers
Messrs. Toppan, Carpenter & Co. to print Two hundred
impressions from our $180—plate and when countersigned
and registered I will forward the necessary amount of
mutilated bills.

I am Very Respectfully

Your Obedient Servant
Richard Berry, Cashier

The plates are identified in these letters by the total
amount of the face of the sheet. The 525 plate may have
been $5, 5, 5, 10 and the $180 plate 10, 20, 50, 100, but
there is no hint in the letters. (Figures 7 and 8.)

The law: #7. Instead of transferring public stocks as
aforesaid to secure the whole amount of such bills or
Dotes, it shall be lawful for such person or association
of persons, in case they shall so elect before receiving
any of the said bills or notes, to secure the payment of
one half of the whole amount so to be issued, by trans-
ferring to the comptroller bonds and mortgages upon
real estate, bearing at least six per cent interest of this
state, payable annually or semi-annually; in which case
all such bills or notes issued by the said person or asso-
ciation of persons, shall be stamped on their face, "Se-
cured by pledge of public stocks and real estate."
(Figure 9.)

The law: #8. Such mortgages shall be only upon
improved, productive, unincumbered lands within this
state, worth independently of any buildings thereon, at
least double the amount for which they shall be so mort-
gaged; and the comptroller shall prescribe such regula-
tions for ascertaining the title and the value of such lands
as he may deem necessary: and such mortgages shall
be payable within such time as the comptroller may
direct.

Paragraph 9 covers reassignment of the mortgages or
bonds when other approved mortgages or bonds are
submitted to the comptroller to replace them.

The law: #10. The person or association of persons
assigning such bonds and mortgages to the comptroller.
may receive the annual interest to accrue thereon, unless
default shall he made in paying the bills or notes to be
countersigned as aforesaid. or unless in the opinion of
the comptroller the bonds and mortgages or stocks so



111147,14t

7 130 . .,kXr Z.	 7: :61.1

— O R LEANS 60 UNTY —

,-/// \.°10111T0 rf it --- -- —

m1-41,div,i,;;;;;. I 7 ,tili;;;;;	// liwi///::
6,?t,----iit-

11111 1/qIit	  4 A, //l / X/	 ir	 /: GicrAir orvilti-:(1 %/ $'1A/,."1//

//////),;- 	 r 72.1 I)MU) z 	 (4/7:7////

t'/	
ridit

..01.131WirWM/141& ILTIMICWWWILISS

WHOLE NO. 42
	 Paper Money	 PAGE 75

Fig. 7. An ornate note with a small emblem of the bank department. Bank note
reporters listed this note as an imitation and said, "refuse all 5s," so it must be a

good imitation.

Fig. 8. A large version of the bank department emblem appears on this note which
is in imitation of the genuine note. The genuine has nine small twos at the top,

the imitation eight.

Fig. 9. A note secured by pledge of public stocks and real estate. The note lists
registration in the comptroller's office rather than the bank department as on

other notes.
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pledged shall become an insufficient security for the
payment of such bills or notes.

Clinton Bank, New York
17th October 1843

A. C. Flagg Esq.
Comptroller

Sir—We have a mortgage of Benj Waldron for $100,000
on one eights parts (sic) of the Estate of Medcef Eden,
which we propose to assign to you as additional security
for the bills of this bank already received, provided on the
assignment of this mortgage you will give us new bills for
the defaced notes.

Perhaps you may know something about the condition
of the estate of said Eden. It is too long a story for me
to write, will only say that Mr. Waldron & wife are the
sole heirs to said estate, and have commenced proceedings
in law to recover the same. The cases that have been
decided were decided in their favour and if he is success-
ful in the remainder the property will amount to about
one million dollars. Our mortgage covers one eights (sic).

The parties who placed this mortgage in the Bank gave
for the same $1500 in cash and $23,040 of land in St.
Charles County State of Missouri, about 60 miles from
St. Louis, said to be first rate farming land.

I make this statement that you may judge whether the
said mortgage is worthy of your notice, so as to grant
our request.

Yours Truly

Eli Merrill, Pres.

The said mortgage was received about the first of Sept.
last, therefore you will perceive that it is a recent trans-
action.

Whether or not the comptroller accepted that mort-
gage as security for registered notes the Clinton Bank
had another course open to use mortgages to secure
negotiable paper. Certificates of Deposit bearing five
per cent interest and payable ten months after issue to
depositor or bearer supplemented the issue of circulating
notes. The face of the $50 certificate has the statements
"Established under the General Banking Law of the State
of New York passed April 18, 1838" and "Secured by
the pledge of real estate." The certificate, however, is
not countersigned and registered by the comptroller's
office so there was no guarantee other than the reliability
of the hank. (Figure 10.1

The superintendent of the Banking Department pro-
tested the use of mortgages as security for notes, stating
he was able only to realize 88 per cent of their value
when forced to liquidate them to redeem circulation of
failed banks, while he received full value for state stocks.
The provision, however, was not repealed until 1863.

The law: #4. In case the maker or makers of any such
circulating note, countersigned and registered as afore-
said, shall at any time hereafter. on lawful demand dur-
ing the usual hours of business, between the hours of
ten and three o'clock, at the place where such note is
payable, fail or refuse to redeem such note in the lawful
money of the United States, the holder of such note mak-
ing such demand may cause the same to be protested for
non-payment by a notary public, under his seal of office
in the usual manner; and the comptroller upon receiving
and filing in his office such protest, shall forthwith give
notice in writing to the maker or makers of such note
to pay the same; and if he or they shall omit to do so for

ten days after such notice, the comptroller shall im-
mediately thereupon, (unless he shall he satisfied that
there is a good and legal defence (sic I against the pay-
ment of such note or notes,) give notice in the state
paper that all the circulating notes issued by such person
or association will be redeemed out of the trust funds
in his hands for that purpose: and it shall be lawful for
the comptroller to apply the said trust funds belonging to
the maker or makers of such protested notes, to the pay-
ment and redemption of such notes, with cost of protest.
and to adopt such measures for the payment of all such
circulating notes put in circulation by the maker or
makers of such protested notes. pursuant to the provisions
of this act, as will, in his opinion. most effectively pre-
vent loss to the holders thereof.

The law: #11. In case such person or association of
persons shall fail or refuse to pay such bills or notes on
demand in the manner specified in the fourth section of
this act, the comptroller. after the ten days' notice therein
mentioned, may proceed to sell at public auction the
public stocks so pledged or the bonds and mortgages so
assigned, or any or either of them, and out of the pro-
ceeds of such sale shall pay and cancel the said bills or
notes, default in paying which shall have been made as
aforesaid; but nothing in this act contained shall be
considered as implying any pledge on the part of the
state for the payment of said hills or notes beyond the
proper application of the securities pledged to the comp-
troller for their redemption.

The law: #I2. The public debt and bonds and mort-
gages to be deposited with the comptroller by any such
person or association, shall be held by him exclusively
for the redemption of the hills or notes of such person
or association put in circulation as money, until the same
are paid.

The Farmers Bank of Malone, on the verge of trouble.
wrote the following letter to the comptroller:

New York, Nov r 19th 1844.
A. C. Flagg Esq.

Dr Sir,

In reply to yours of the 17th in reference to the Farmers
Bk of Malone, permit me to say that at the last time I
had the pleasure of conversing with you on the subject, it
was your advice that I should not procure or issue any
more bills, that I should return the bills as fast as sent
in, and thus let it stand. This advice has been strictly
followed, and not a single dollar has been issued in any
shape or form to my knowledge since I last saw you,
while every dollar has been redeemed on presentation
and forwarded to Albany.

As regards the tax upon the capital, the matter is under
your direction and in reference to the whole subject I am
prepared to do as you wish and think best, thus avoiding
the necessity of placing it in the hands of the Atty Genl. at
useless expense, and unnecessary reports. Please drop a
line stating your wishes which shall be immediately com-
plied with.

Respy Yours,
M. N. B (	 ) ?

The bank was in deep trouble: it suspended in 1845.

The Merchants and Mechanics Bank of Oswego ap-
pears to have been a shaky institution from the begin-
ning. Open in Oswego in 1852 it moved to Syracuse in
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December the same year. In May, 1853, it moved to
North Granville and suspended in January, 1854.

New-York, Jany 6, 1854

Please to take Notice, That $293 (Two Hundred Ninety
three Dollars) of the Notes of the Merchants & Mechanics
Bank of Oswego (payment of which has been duly de-
manded and refused,) was this afternoon PROTESTED
for non-payment, and that the Holders look to you for
Payment thereof.

Your Obedient Servant,

John H. Platt,
Notary Public, Manhattan

Company No. 40 Wall-Street
D. B. St. John

Bank Department
Albany
	

(Rec Jy 7th 1854)

The same group of notes was again protested on
January 26. A. R. Rodgers and Geo. Woodman, attorneys,
protested $9,800 of the notes of the same bank on
January 31 and February 20. Wismer states the notes
of the Merchants and Mechanics Bank of Oswego were
redeemed at 77 per cent at the State Banking Department
until September 28, 1860.

Thus closes the life of an imaginary bank as illustrated
by the law and the letters. The quoted sections of the
Free Banking Act cover only the provisions relating to
bank notes and numismatic interest. The balance regu-
lated reserves and other aspects of the banking business.

The success of the Free Banking Act, under which any
group of individuals could engage in banking if they met
certain conditions, led the Legislature to extend the rules
for countersigning and registration to notes issued by
the chartered Safety Fund banks. It also set rules for
the voluntary liquidation of the Safety Fund banks and
redemption of their notes and transferred the jurisdic-
tion over the older banks to the comptroller by abolish-
ing the office of bank commissioner.

Chap. 218. An Act to abolish the office of Bank Com-
missioner, and for other purposes. Passed April 18,
1843. The People of the State of New-York, represented
in Senate and Assembly. do enact as follows:

The law: #1. Every chartered bank shall take an ac-
count of its notes for circulation on the first day of July,
1843, and shall return to the comptroller, under the oath
of the president and cashier. a statement of all the notes
of the bank which it has in its possession, or in any way
outstanding or in circulation on that day, specifying the
amount of bills of each denomination, and the aggregate
amount of the whole circulation. and shall. at the same
time, deposit with the comptroller their plates, and no
bank shall after the time in that day to which the return
of the president and cashier is made up, issue any of its
own notes which have not been countersigned and regis-
tered by the comptroller; but if the comptroller shall be
unable to supply any bank with countersigned and regis-
tered notes as fast as such bank may require, on and
after the first of July, 1843, such bank may be permitted
by the comptroller I to I re-issue so much of its old circula-
tion within the limits prescribed by law. as may be
necessary, not exceeding the amount returned to be out-
standing on that day, nor shall any such issue take place
until an application has first been made to the comptroller

for countersigned and registered notes, and refused; and
provided, also, that the stockholders of any chartered
bank shall be individually liable for all the notes of its
old circulation which shall be outstanding on and after
the first of July, 1844; and after the first of July, 1844,
no hank shall pay out any note of any bank which has
not been countersigned and registered at the comptroller's
office, as herein provided. And all the notes of any bank
issued prior to the first of July, 1843, not countersigned
and registered, or delivered to the comptroller to be
countersigned and registered, shall on or before the first
of July, 1844, be redeemed and destroyed in the presence
of the comptroller, or of some person appointed by him
for that purpose. And a certificate of the counting and
destruction of the notes certified to be destroyed shall
be signed and sworn to by the comptroller or his agent.
and an agent appointed by the bank. and deposited in
the comptroller's office.

At a stated meeting of the Board of Directors of the
Phenix Bank held on the 22 Nov. 1843 it was on Motion
duly seconded, Resolved, that Moses H. Grinnell be & he
is hereby appointed Agent on the part of this Bank to
attend to the counting and destruction of all notes issued
by this Bank, & to make a certificate under oath, in con-
nexion (sic) with an Agent appointed by the Comptroller,
of the counting & destruction of such notes, in accordance
with an "Act to abolish the Office of Bank Commissioners
& for other purposes" passed April 18th. 1843.

a True extract from the Minutes.
N. G. Ogden, Cashier

Phenix Bank
New York, 28 Nov. 1843

A. C. Flagg, Esq., Comptroller &c
Albany

Dear Sir

Annexed you have certificate of destruction of $20000
of our old notes & above M. Grinnells appointment by our
Board as Agent for that purpose.

Please send me such of our bills as you have on hand,
viz. 500 sheets of 5, 5, 5, 5.

Respectfully Yours

N. G. Ogden
Cashier

City & County of New York

William S. Coe of the county of New York having been
appointed Agent of the COMPTROLLER, and Moses H.
Grinnell having been appointed Agent of the Phenix Bank
do hereby certify that they did on the Twenty Eighth day
of November One thousand eight hundred and forty three
count and destroy by burning to ashes, notes of the Phenix
Bank of the following denominations and amounts viz:—

1 Note of One Thousand dollars is $1,000
1 – " – Five Hundred dollars is 500

29 – " – One Hundred dollars each is 2,900
59 – " – Fifty Dollars each is 2,950
92 – " – Twenty Dollars each is 1,840

255 – " – Ten dollars each is 2,550
492 – " – Five dollars each is 2,460
300 – " – Three dollars each is 900

2,200 – " Two dollars each is 4,400
500 – " – One dollar each is 500

3,929 Notes Total 20,000

Amounting to the aggregate sum of Twenty thousand
Dollars.

M. H. Grinnell, agent of the Bank.
W. S. Coe, Agent of the Comptroller
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Fig. 10. Certificate of deposit of the Clinton Bank secured by pledge of real estate
but not registered by the hank department.

Fig. 11. A note of a Safety Fund bank registered in the comptroller's office but not
having the same security provisions as notes of the free banks.

Signed and Sworn to, before me,
This 28 day of Nov 1843,

Jasper Storrey
Commissioner of Dues

The chartered banks were required by the new act to
turn the plates for their notes over to the comptroller for
safekeeping and alteration to provide space for the comp-
troller's emblem and registry. In many cases, there is no
doubt, new plates were engraved rather than the old ones
altered. These notes bear no reference to security by
pledge of public stocks or real estate but carry the
notation "New-York Safety Fund." Notes of the earlier
plates may have been registered in the comptroller's office
in the earlier period of the act but none were observed
by the writer. (Figure 11.1

The printer certified his work directly to the comp-
troller in Albany, as seen in this partially printed form
addressed to A. C. Flagg.

(Affidavit.)

Office of DRAPER, TOPPAN & CO., 16 Wall-street
New-York, 	 1843.

I, F. A. Casilear Printer, of the City and County of
New-York, testify that the Plate of the Tradesmens Bank
N. York of the following denomination viz. 5. 5. 5. 10
has been in my charge and keeping since the said Plate has

been (Engraved) and that there has been printed from
said Plate the following impressions, viz. Two thousand
to the order of Comptr and forty proofs on India paper
as Specimens of Eng r work.

There has been no other impressions printed than enu-
merated above, from the time said Plate was placed in my
charge until now, the same Plate being placed under seal.

F. A. Casilear, Printer.
Sworn to before me
This 19th Feby 1844

S. Melvin
Notary Public

The words "altered for Registry" were stricken from
the printed form above immediately before the word
(Engraved I was entered so the numbers of plates altered
appear sufficient to require the convenience of a printed
form. The mention of 40 proof specimens is another
interesting revelation.

The law: #2. It shall be the duty of the comptroller
to receive and safely keep the plates, to be delivered to
him by the banks, as prescribed in section first; and at
all times cause to be printed from said plates, and deliver
to each bank such notes, and of such denomination as
is now allowed by law, as the bank owning such plates
may require, not exceeding together with outstanding
old circulation, and with the notes previously received,
the amount of circulation now allowed to such banks
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by law, and it shall also be the duty of the comptroller,
to employ suitable persons whose duty it shall be to
countersign such hills in such uniform manner as the
comptroller may prescribe, and every note so counter-
signed, shall, before it is delivered to the bank, be
registered in a hook to be kept by the comptroller for
that purpose: and the expenses of preparing, counter-
signing and registering such notes, shall he paid to the
comptroller by the banks receiving the same, in propor-
tion to the number of notes received. And it shall be
competent for the comptroller, when the plates of any
hank are worn or otherwise unfit for use, to require such
bank to furnish new plates, or to procure them himself,
at the expense of such bank.

The following sections of the law provided that each
bank be required to submit detailed quarterly reports of
condition. In that report hills received from the comp-
troller had to be distinguished from notes of the old
circulation. if a bank missed two successive quarterly
reports it could be dissolved by the comptroller as an
insolvent bank.

A chartered hank wishing to wind up its affairs was
permitted to do so by paying up its safety fund clues and
giving notice of closure. Any outstanding notes or other
obligations not presented within one year were to be
covered by a deposit with the comptroller sufficient to
meet those demands. After six years any of the deposit
remaining with the comptroller would be returned to the
stockholders and any outstanding notes became worthless.

The success of the New York Free Banking law is
testified by the fact that while about a third of the banks
in the state closed during the financial difficulties of
1841-42, losses during the first twelve years of its opera-
tion amounted to less than one-half of one per cent a
year. Losses during the next 15 years were only one-
twentieth that amount.

Note:

Notes used to illustrate this article were lent by Mr.
George Wait and his courtesy is deeply appreciated. They
were chosen for reproduction quality, to depict several
aspects of the law, and show the variety of banking de-
partment emblems rather than to relate specifically to the
banks mentioned. Some of the notes are counterfeit but
they are used to illustrate styles used on genuine notes.
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Unusual Latin-American Notes

to be Auctioned by Almanzar's
An extensive collection of Latin-American paper money

which was once the property of King Farouk of Egypt
is to be offered through mail and floor bid auction to
be conducted in late August by Almanzar's Coins of the
World. Farouk was born in Cairo in 1920 and succeeded
his father as King of Egypt in 1936. In July of 1952
a military revolution compelled Farouk to abdicate. His
numismatic collection was fantastic, and the well-known
London House of Sotheby's was commissioned to pre-
pare its sale. Three months were needed to catalog and
11 days to sell it. Farouk died in Rome in 1965, but
this portion of the collection had been acquired by the
late Robert Franklin Schermerhorn at the palace sale
in Cairo.

Schermerhorn, Dallas oil man, ANA life member,
paper money specialist and former owner of the Texas
Stamp and Coin Company, died in August of 1957. The
executor of the estate sold the Latin American section
intact to Thomas C. Bain of Dallas.

Mr. Bain has been a collector of paper currency for
over 40 years. He assisted the late Robert Friedberg
with his first book on paper currency of the United States,
and Bob Medlar, William Donlon and others with their
books on paper currency. Mr. Bain is a past president
of SPMC and is presently an honorary member and on
the Board of Governors. He has been a member of the
ANA for over 25 years and is presently working on a
hook about early fiscal issues of Texas. He has written
many articles on paper currency for The Numismatist
and PAPER MONEY.

Mr. Bain himself is a well-known collector of Mexican
paper currency and added to this section of the Farouk
collection as only a true specialist can. This section
now includes over 400 notes, which includes many rari-
ties and previously unreported signatures and varieties.

The additional Latin-American section includes many
notes which are unlisted in available catalogs. Some of
the best represented countries are Argentina, Bolivia,
Colombia, Costa Rica, Dominican Republic, El Salvador,
Guatemala, Honduras, Paraguay, Uruguay and Vene-
zuela. The sale will also include important consignments
of world coins, medals, tokens, and proclamation pieces
from other important and well-known collections.

The sale will be held in the Hilton Palacio Del Rio
Hotel in San Antonio, Texas on the 25th, 26th and 27th
of August. Catalogs will be released as soon as possible
and in sufficient time to allow all subscribers to research
and place bids by mail if they are unable to attend the
"Paper Money and World Coins Fiesta" in San An-
tonio. Catalogs are available for $2.00 to U.S. addresses,
$3.00 to foreign addresses, with prices realized being
$1.00 extra, from Almanzar's Suite D, Milam Building.
San Antonio, Texas 78205.

Thompson's Bank Note and Commercial Reporter, April
2, 1866

Petersons' Philadelphia Counterfeit Detector and Bank
Note List, March 1, 1866
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