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Executive Department

ate House, Boston, March 18, 1943

To the Honorable Senate and House of Representative

The report of your joint Ways and Means Committee
submitted under date of December 2, 1942 (House No.
1295), calls your attention in two paragraphs on page 21
to “The Sinking Funds of the Commonwealth”.

I have discussed this matter with the Treasurer of the
Commonwealth and he is, as I am, frankly concerned
with this problem. I attach hereto a letter from him to
me. This clearly states the problem and gives the fac-
tual data.

I call this to your attention and recommend your seri-
ous consideration of this entire subject. The railroads
are now doing well. Their business is good because of
the war. While the Treasurer now has the authority to
sell in his discretion bonds in the Sinking Fund, I believe
that he should have your backing in the form of an act or
a resolution to sell these particular bonds if he deems the
time is ripe for so doing.

You represent the people of our Commonwealth. The
problem will be yours two years hence, and any action
that the Treasurer may take in the meantime should be
taken with your backing.

Or Commoiitocait!) of B@aBsac6usnts

LEVERETT SALTONSTALL,
Governor
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The Commonwealth of Massachusetts,
Treasury Department, Boston, March 17, 1943,

His Excellency Levebett Saltonstall, Governor of the Commonwealth,
State House, Boston.

Your Excellency: You are undoubtedly acquainted
with the report of the Joint Committee on Ways and Means,
submitted under date of December 2, 1942 (House, No. 1295).
I particularly call to your attention the two paragraphs begin-
ning on page 21 of this report under the heading of “Sinking
Funds of the Commonwealth,” reading as follows:

On November 31, 1941, the par value of sinking funds owned by
the Commonwealth was $17,005,072.65. Included in the sinking fund
securities are bonds having a par value of $6,370,000, which have a
market value at the present time of less than 50 per cent of their par
value. These bonds do not mature until 1960 ond 1970, $1,820,000
maturing in July, 1960, and the balance in July, 1970. All of the
funded debt of the Commonwealth, either direct or contingent, to be
retired by payments from sinking funds will mature before 1951.
Unless there bonds can be disposed of at par value before that date,
some other provision will have to be made to meet the maturing debt
to be paid from the sale of these bonds now in the sinking fund.

This subject is brought to the attention of the Legislature at this
time in order that they may be made aware of the situation, and for
such action as they may deem necessary.

The bonds referred to as having a par value of $6,370,000
are Boston & Maine First Mortgage 4 per cent bonds, due
July 1, 1960, in the sum of $1,820,000, and Boston & Maine
4}4 Per cent Income Bonds, due July 1, 1970, in the sum of
$4,550,000.

The First Mortgage Bonds now have a market value of ap-
proximately three-quarters of their par value. The Income
Bonds have a market value of somewhat less than 50 per cent
of their par value.

The fact that these bonds are included in the sinking fund
securities presents a very serious problem. They make up
approximately 45 per cent of all the securities in the Sinking
Fund. Assuming that interest on these bonds is paid through
May of 1945, and this may or may not happen, the Common-
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wealth is definitely faced with the prospect of a cash deficit
in the Sinking Fund on January 1, 1946, at which time $3,725,-
000 must be paid out. The deficit will be approximately
$2,250,000, so that prior to January 1, 1946, it will be neces-
sary to sell this amount of bonds from the Sinking Fund to
make up the deficit.

The history of these Boston & Maine bonds is briefly the
following:

These bonds are the outgrowth of securities of the Fitch-
burg Railroad. These securities ($5,000,000 bonds and $5,000,-
000 common stock) were taken in payment for the Hoosac
Tunnel and Troy & Greenfield Railroad.

The bonds were issued February 1, 1887, to run fifty years,
maturing February 1, 1937. The $5,000,000 common stock
was exchanged in 1900 for $5,000,000 Boston & Maine Railroad
fifty-year 3 per cent bonds, due July 1, 1950.

On February 1, 1937, the Boston & Maine Railroad Co. was
unable to pay the $5,000,000 Fitchburg Railroad bonds, and
an agreement was entered into under Chapter 356 of the Acts
of 1934 by the State Treasurer, the Attorney General, and the
Governor and Council to accept Boston & Maine serial bonds,
bearing interest at the rate of .3 per cent, payable $200,000 each
year, January 1, 1938, to and including January 1, 1949, and
$2,600,000 on July 1, 1949. It was also agreed that the Bos-
ton & Maine Railroad would purchase, annually at par, $lOO,-
000 of the $5,000,000 Boston & Maine 3 per cent bonds which
were to mature July 1, 1950. Under this arrangement the
Boston & Maine Railroad, up to and including January 1,
1940, had paid $900,000 on account of principal.

Under date of December 15, 1939, the Boston '& Maine
Railroad offered a plan of exchange affecting its bonds, and
on June 19, 1940, the plan was agreed to by the Common-
wealth under Chapter 356 of the Acts of 1934.

Under this plan, and in exchange for the $9,100,000 bonds
held by the Commonwealth, there were received $1,820,000
Boston & Maine 4 per cent First Mortgage bonds due July 1,
1960, $4,550,000 Boston & Maine 4per cent Income bonds
due July 1, 1970, and $2,730,000 cash.

Interest has been paid to date on both classes of bonds
Obviously, the problem which these bonds present is one

which I inherited upon assuming office. Of course, the solu-
tion of this problem could be postponed for two years. While
that may be the easy course, and, from a selfish point of view,
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probably the wise course to take, it seems to me that this
situation is one which should be dealt with now. It is, of
course, possible that the market for these bonds will be better
two years from now. It is more likely, however, that if there
is any change in the market, these securities will be less valu-
able two years from now rather than more valuable.

Frankly, I am not sure what the best solution will be, and
I am not presently in a position to recommend to Your Excel-
lency any concrete plan to liquidate these bonds. I am, how-
ever, definitely of the opinion that something should be done
forthwith, and that, so far as the interests of the Common-
wealth are concerned, nothing will be gained by further pro-
crastination. That is why I am bringing this matter to Your
Excellency’s attention at this time.

In part, this will be a problem for the Legislature, which
will inevitably have to deal with the impending deficit. I re-
spectfully suggest, therefore, that if Your Excellency agrees
that something should be done now, the matter be brought
formally to the attention of the Great and General Court.

Respectfully yours,

FRANCIS X. HURLEY,
Treasurer and Receiver-General.


