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Che Commontuealth of Massachusetts

O ffice  of  t h e  C o m m iss io n e r  o f  B a n k s , 
St a t e  H o u s e , B o sto n  33, December 3, 1947.

To the Honorable Senate and House of Representatives of the Common
wealth of Massachusetts in General Court assembled.

In compliance with the provisions of section 33 of 
chapter 30 of the General Laws (Tercentenary Edition), 
as most recently amended by section 6 of chapter 292 of 
the Acts of 1945, the Commissioner of Banks respect
fully presents herewith such parts of the annual report 
of the Commissioner of Banks for the year 1947 as con
tain recommendations or suggestions for legislative 
action, accompanied by drafts of bills embodying the 
legislation recommended. These drafts have been sub
mitted to the counsel for the House of Representatives 
for advice and assistance as to the form thereof.

TIMOTHY J. DONOVAN,
Commissioner of Banks.
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RECO M M ENDATIO NS FOR LEGISLATION.

(As submitted in accordance with General Laws (Ter. Ed.), chapter 30, 
section 33, as amended by section 6 of chapter 292 of the Acts of 1945.)

MISCELLANEOUS MATTERS.

C o s t s  o f  B a n k  S u p e r v i s i o n .

The statutes now in effect, which oblige the banks 
and corporations, as to which the Commissioner of Banks 
is charged with supervision and examination, to bear 
some part of the cost to the Commonwealth of such super
vision and examination, are far from uniform in regard to 
particular types of banks, and in some cases work a hard
ship upon the supervised institutions, while in other cases 
they work a distinct hardship upon the Commonwealth 
and the taxpayers thereof. I am recommending below 
several revisions of particular chapters and sections, in 
part to more fairly distribute the cost of supervision 
between the public and the industry, and in part to permit 
increasing and improving the staff of the Department, 
so that the Commissioner may be certain of his ability 
to complete his examinations in each fiscal year. This 
has not been possible in the past decade, due to the growth 
in number, now one thousand one hundred and nineteen, 
and size of the supervised institutions, and the simul
taneous increase in the costs of government, which in the 
case of this Department have prevented additions to our 
staff, no matter how seriously required.

It is my hope, and I am committed to bring that hope 
to fruition, that the additional income for the Common
wealth through the later described increase in charges 
to the industry may be earmarked and expended within 
this Department or for its benefit, and for the ultimate 
benefit of those who pay these charges.
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1. Cost of Examination of Miscellaneous Companies.

Chapter 167 of the General Laws obliges the Commis
sioner of Banks to examine the accounts, books and 
papers of any person, corporation, partnership or associa
tion suspected of engaging in an unauthorized banking 
business, or found to be doing business under a name or 
title which contains the words “ bank” , “ banking” , 
“ bankers”  or “ trust” , but makes no provision for the 
recovery by the Commonwealth of any part of the ex
penses of conducting such examinations. It seems only 
proper that any person found to be violating our banking 
laws should be compelled to pay the cost of the examina
tion of his business. The accompanying draft of legisla
tion will permit this recovery, but only from persons 
found to be transgressing the law.

2. Special Pension and Retirement Plans in Savings 
Banks and Co-operative Banks.

Since the enactment of the acts providing for the or
ganization and operation of the Savings Banks Employ
ees’ Retirement Association and the Co-operative Bank 
Employees’ Retirement Association, the Commissioner’s 
attention has been called to a few pension and retirement 
plans and contracts which were in effect as of the effec
tive dates of said acts, which involve retirement benefits 
and pensions originated at a time when annuity contracts 
could be purchased at a lower premium level than is to
day possible, or special contracts with particular em
ployees. It seems to me to be undesirable to oblige the 
banks which were operating under these plans to aban
don them and join one or the other of the retirement 
associations if that will work a hardship upon, or invade 
established contract rights of, interested employees. 
Consequently, I recommend that legislation of a tem
porary nature be enacted that will remove any doubt 
concerning the legality of any such plans which are in 
effect on January 1, 1948, and which are formally ap-
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proved by the Commissioner. I am submitting a draft 
of a bill designed to accomplish these purposes.

3. Triennial Verification of Pass Books.

The last verification of their accounts conducted by 
some of our banks in 1946 proved so expensive to them 
that they are now sponsoring a study by disinterested 
experts of the theories and costs of regular verifications. 
If the studies now under way indicate that a different or 
more restricted type of verification is desirable there will 
not be time to secure legislation from the next General 
Court before we have to prepare for the next verification. 
This is because the Department will, in the ordinary 
course of events, prepare for the next verification during 
December of 1948, in order that the verification may be 
completed, as required by law, during the first six months 
of 1949. Consequently, 1 am recommending that the 
present rigid law relative to verifications be suspended 
and that the time and extent of verification in connection 
with any particular bank be left to the discretion of the 
Commissioner of Banks until July 1, 1950.

S a v i n g s  B a n k s .

4. Incorporation of New Banks.

Recent hearings before the Commissioner of Banks on 
petitions of savings banks for leave to establish branches 
in communities which had no such banks, and other in
quiries, have indicated an interest among persons in some 
communities in establishing new, locally sponsored, sav
ings banks therein, rather than branches of banks doing 
business elsewhere. Our present laws governing the in
corporation of savings banks, which have not been ma
terially changed in forty years, make no provision for 
any starting or paid-in capital in new corporations of this 
class, as, of course, they are mutual institutions, without 
shareholders or capital stock. As a practical matter, this 
operates to discourage the creation of a new bank. The
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organizers face certain unavoidable organization ex
penses, such as advertising costs, legal fees, the costs of 
books, supplies and outfitting quarters in which to do 
business, the payment of any of which out of deposits 
will render the new corporation temporarily insolvent.

I anticipate that if this practical impediment in the 
way of incorporation could be avoided, the citizens in 
some of our newer and faster growing communities might 
feel more free to seek the establishment of new local 
banks. I am confident that if those interested might be 
assured that once the new bank was well established and 
operating profitably their contributions to an initial capital 
fund could be returned to them, or converted to deposits, 
the sponsors would be more willing to contribute a paid- 
in surplus sufficient to assure the corporation of an ability 
to operate, without danger of insolvency, until its income 
would render such a donated surplus no longer necessary.

Although I know of no pending plans to seek new sav
ings bank charters, and feel that the present number of 
these banks will deter any such, as all will have to warrant 
the approval of the Board of Bank Incorporation, I feel 
that this assurance of a healthy start is desirable.

1 therefore recommend that the Board of Bank Incor
poration be empowered to require of the subscribers to an 
agreement of association of a new savings bank the crea
tion of a paid-in guaranty fund, to be maintained in such 
an amount and for such a period as said Board may deter
mine, and to be released to the contributors under such 
conditions as the Board may prescribe, in some such 
manner as is suggested by the accompanying draft of 
legislation.

5. Extensions of an Agreement for Changes of Terms 
in Real Estate Mortgage Loans in Savings Banks.

Existing laws offer a sufficient diversification of the type 
of loans that a savings bank may originate to permit a 
bank accommodating nearly every borrower who applies 
for a loan. Frequently, however, after the respective 
rights and obligations of the mortgagor and mortgagee
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have been fixed by contract a mortgagor’s situation 
changes to the point where a type of loan contract differ
ing materially from that which he originally secured would 
be better fitted to his needs. Because a bank and mort
gagor in such a situation can agree to discharge the exist
ing mortgage and replace it with another upon some other 
authorized basis, and because it seems undesirable to put- 
borrowers to the expense involved in checking titles and 
recording documents that such a step entails if the same 
result can be achieved in some other proper manner, 1 
recommend that in those cases where the ratio of loan 
balance to value of mortgaged premises warrants a change 
in terms to some basis authorized by law other than that 
upon which the contract was originated, the parties be 
enabled, by recording an extension or agreement, to change 
the terms of the contract in a manner that will satisfy 
the other legal requirement.

It may be that such a right exists by common law. If 
we could be sure this was so, there would be no need for 
legislation such as is now recommended. However, in the 
absence of decisions declaring this to be the common law, 
I consider it desirable that the respective rights of the 
parties to a mortgage in this particular regard be more 
clearly defined. The accompanying draft of legislation 
will accomplish this purpose.

6. Demand Deposits by Savings Banks in Commercial
Banks.

Of late years the savings banks of the Commonwealth, 
due in part to economic factors arising out of war con
ditions, and also in part to their desire to maintain a high 
degree of liquidity as a buffer against any recession that 
may ensue, have been carrying an unusually large part 
of their assets in cash or in demand deposits with com
mercial banks. The statutes currently limit the amount 
that a savings bank may deposit with a national bank or 
trust company to two and one half per cent of the savings 
bank’s deposits. The limit was reasonable and easy to
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meet when these banks had a substantial part of their 
deposits invested in mortgages, but with a large part of 
the deposits in cash form frequently a savings bank finds 
that it has inadvertently exceeded this limit.

This most frequently happens when a savings bank 
decides to acquire a group of securities, such as a new 
issue of government bonds, and accumulates bank credits 
for that purpose, or when it sells a group of bonds with no 
other investment immediately available. If it so happens 
that any delay occurs in obtaining the bonds in the first 
case, or some other new investment in the second case, 
the bank’s deposit may temporarily exceed the low limit 
set by the statutes.

It is irritating both to the Commissioner and to the 
bank affected when the Commissioner is obliged to fre
quently criticise these inadvertent technical violations. 
The commercial banks of the Commonwealth are them
selves in a highly liquid condition, and every indication 
points to their continuing in that condition for years to 
come. Consequently I feel it not only desirable but en
tirely reasonable that the present two and one halfjper 
cent limit be increased, and I recommend that it be raised 
to five per cent of the funds of a savings bank which may 
be deposited with a commercial bank in the Common
wealth.

i

7. Costs of Examination of Savings Banks.

The one hundred and ninety mutual savings banks 
doing business in this Commonwealth, the oldest of which 
has been in successful operation for one hundred and 
thirty-one years, have never been called upon to directly 
bear any part of the cost of public supervision of their 
operations, although all other banks bear either some 
part or all of such cost.

Because these banks have become well and strongly 
established, have demonstrated that they require nothing 
resembling direct or indirect public subsidy, and are 
annually growing larger and more complex in their opera
tions, the conclusion is warranted that they should now
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accept and bear some part of the cost of public super
vision as do all competing institutions.

The Commonwealth’s interest in sound savings bank
ing should oblige the public to bear some part of the cost 
of supervision, but to the extent that it does not injure 
the bank or its depositors, and to the extent that a bank 
can reasonably do so, each bank should assume some 
part of this cost.

Through accompanying proposed legislation I recom
mend that our savings banks bear the cost of supervision 
exclusive of travel, hotel and meal expenses of the Depart
ment’s examiners, which will avoid penalizing remotely 
situated banks, up to five cents per one thousand dollars 
of the assets of each bank. This charge will stop at one 
hundred million dollars of assets regardless of the size 
of the bank to insure against any unreasonable charge to 
any institution. Well managed and operated banks will 
probably pay less than five cents per one thousand dol
lars of assets. Neither formula will result in the Common
wealth being reimbursed in full for the cost of supervising 
this industry.

C o - o p e r a t i v e  B a n k s .

8. Conversion of Co-operative Banks to Savings and Loan 
Associations.

Despite considerable pressure from the industry for 
such legislation, the last Congress failed to finally con
sider or pass an act which would provide a method where
by a federal savings and loan association would be con
verted into a state-chartered association or bank. Such 
legislation will undoubtedly be reintroduced before the 
next Congress. Until it passes, or seems very likely of 
passage, I consider it only proper that the present prohibi
tion against the conversion of our state-chartered co
operative banks into federally chartered savings and 
loan associations should be continued in effect. The 
attached draft of legislation will, if enacted, operate to
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continue this prohibition for another year, and at the 
same time fix the expiration of the period of prohibition 
as of September l, 1949, so that, if there be reason for 
doing so, any further extension of that period may be 
delayed until later in the year than has heretofore been 
possible.

9. Limitations upon Demand Deposits by Co-operative 
Banks in Commercial Banks.

What has been earlier said concerning the limitations 
upon the percentage of its funds that a savings bank may 
deposit with any one commercial bank applies equally 
well to similar deposits by our co-operative banks. The 
statute currently limits the demand deposits of a co
operative bank with a commercial bank to two and one 
half per cent of the co-operative bank’s share liabilities, 
or to ten thousand dollars, whichever is the larger, but 
in no event to more than twenty-five per cent of the 
capital and surplus accounts of the commercial bank. 
Experience has indicated that these limitations are in
ordinately low.

The same factors which have occasioned the current 
high liquidity in savings banks have resulted in an unusual 
liquidity in co-operative banks as well, and the current 
policy of these banks in requiring their mortgagors to 
make monthly deposits against taxes results in their 
having on hand, just before tax-bill time, substantial 
sums earmarked for the payment of taxes. Frequent 
inadvertent violations of the limitation on the sums that 
may be carried in one checking account occur, and while 
little or no risk of funds is involved, the Department is 
obliged to criticise management for such violations. This 
source of irritation will be mitigated, if not entirely 
avoided, by a reasonable increase in the present limita
tions.

I recommend, and have proposed in the accompanying 
draft-bill, that the limitations be changed to five per cent 
of share liabilities, or twenty thousand dollars, whichever 
is the greater.
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10. Costs of Examination of Co-operative Banks.

The present maximum fee that may be collected by 
the Commonwealth from a co-operative bank to defray 
the expense of the examination and audit required to be 
made annually by the Commissioner of Banks was estab
lished in 1928, at twenty cents per thousand dollars of 
the assets of the bank. In the nearly twenty years that 
have followed the adoption of that scale we have seen 
co-operative banks very substantially changing their 
mode of doing business and very substantially widening 
the variety of services which they offer their members. 
As late as 1935, co-operative banks were making only one 
type of mortgage loan, and carrying only three types of 
share accounts. Today these banks vrrite sinking fund 
mortgages, common direct-reduction mortgages, G. I. 
guaranteed mortgages, Federal Housing Administration 
mortgages, and they have the power to combine in financ
ing large-scale housing operations. They have the power 
of selling checks and money orders, and now have such 
new types of accounts as military share accounts and 
share savings accounts, in addition to the more familiar 
serial, matured and paid-up accounts.

The rising costs of operations in industries, including 
banking, have been paralleled in government, and the 
increased volume and variety of co-operative bank oper
ations have substantially increased the cost to the Com
monwealth of the annual audit and examination of these 
banks. It seems to me that the banks which have had so 
much from the Commonwealth in the way of new powers 
should be willing, if not anxious, to carry a greater part 
of the expense of public supervision. I am therefore 
reconunending that they be charged the expenses of the 
audit and examination, including the man-hour cost 
thereof, the overhead of the Department and examiners’ 
travel and other expenses, but in no event, more than 
twenty-five cents per one thousand dollars of assets. The 
proposed five-cent increase amounts to only twenty-five 
per cent of the present maximum charge, and will fall far
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short of matching the increased costs borne by the 
Commonwealth.

Those. banks which continue to be well managed will 
probably escape any increase in examination costs. If, 
as is expected, this acts as an incentive to other banks to 
so improve their internal controls that the time necessary 
for the annual audit and examination can be lessened, 
the expenses of the Commonwealth on account thereof 
will be accordingly lessened. In either event, the burden 
on the general tax revenues of the Commonwealth will 
be lightened without damage to any co-operative bank 
or any shareholder therein.

T r u s t  C o m p a n i e s .

Conversions of Trust Companies into National Banks.

While our statutes as currently worded provide that 
the prior written approval of the Commissioner of Banks 
is required before any trust company chartered by the 
Commonwealth may sell all or substantially all of its 
assets to another bank, or merge or consolidate with 
another trust company or a national bank, there is no 
such requirement as a preliminary to the conversion of a 
trust company into a national bank. I am informed that 
such a conversion is possible under federal laws now in 
effect, and I further understand that if a national bank 
seeks to convert itself into a trust company it must first 
obtain the written approval of a comparable federal super
visory official.

In my opinion, if it can be constitutionally accom
plished, a similar requirement respecting conversions 
should be added to our statute. However, this may re
quire very involved and technical legislation, as a con
siderable number of our trust companies have special 
legislative charters. The Department has had this subject 
matter under study for some time, but has not as yet 
settled upon a form of proposed legislation sufficiently 
final and definitive to warrant its inclusion with these 
recommendations. Leave is therefore sought to submit
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at some later date, early in the session, a draft embodying 
the results of the aforementioned study.

Chain Banking and Bank Holding Companies.

The growth of bank holding companies and of chain 
operated commercial banks controlled by them have 
resulted in legislation being introduced into the Congress 
which proposes federal controls over, and regulation of, 
the operations of such organizations. The proposed 
federal legislation has not so far contemplated preserva
tion of control at the state level. If passed the proposed 
federal legislation will not afford the controls that seem 
necessary to preserve the existing and admittedly desir
able dual banking system which has meant so much in 
the development of our Commonwealth.

Concentrated control of commercial banking and the 
possibilities of acquisition of control of local commercial 
banks by out-of-state chain interests are subjects of so 
many ramifications that a detailed study commenced 
some time ago by this Department is not as yet com
pleted.

Being mindful of the mandate of section 90 of General 
Laws (Ter. Ed.), chapter 167, to annually report to the 
General Court such suggestions relative to the general 
condition and conduct of the banks under the supervision 
of this Department as the public interest may require,
I am obliged to report these developments, and desire to 
submit such legislation as public policy would indicate 
should be enacted by our Commonwealth to curb any 
possible abuses. Permission is, therefore, sought to sup
plement these recommendations through a special report 
on this subject matter with drafts of legislation at a later 
date.

11. Costs of Examination of Trust Companies and Com
panies subject to Chapter 172A.

The present law which obliges the Commissioner of 
Banks to add to the annual cost of the examination of
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trust companies, Morris Plan and banking companies 
the travel expenses of the examining staff as a part of 
the overhead expenses of the Division, operates to se
verely penalize those companies of these classes which 
are geographically situated at a sufficient distance from 
Boston to oblige the examining staff to travel upon bases 
other than commuting. These corporations, in addition 
to paying a very substantial part of the cost, of their 
annual examinations, carry their full share of the cor
poration income and excise taxes levied upon business 
corporations by the Commonwealth.

The accompanying draft of proposed legislation will 
eliminate from that part of the overhead expenses of the 
Department which is now apportioned to these corpora
tions, the travel, hotel and meal expenses of the examin
ing staff of the Department, and put all such corpora
tions on a common examination expense level regardless 
of geographical location.

C r e d i t  U n i o n s .

12. Costs of Examination of Credit Unions.

Since adoption by the Commonwealth of the first credit 
union law known in the United States, it has been the 
policy of the Commonwealth to encourage the creation 
and operation of these institutions, now approximately 
four hundred and sixty in number, as another avenue of 
fostering and teaching thrift. This policy has been evi
denced in the statutes fixing the part of the expense of 
public supervision and examination that these corpora
tions pay the Commonwealth. For the past eleven years 
they have been obliged to pay only twenty cents for each 
thousand dollars of assets, and a minimum of ten dollars.

The only examination of its books or records that must 
be made by persons outside of the management of a credit 
union is the examination made by the Commissioner, and 
it must- be plain that ten dollars will in no case cover the 
cost thereof to the State. It must also be plain that if 
the management, of a particular credit union is at all
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careless in its methods of bookkeeping or lax about keep
ing accounts entered to date, a great deal of work outside 
the proper scope of examination must be done before the 
exact condition of the credit union can be ascertained. 
The difference between the expense to the Commonwealth 
of these annual examinations and the expense thereof 
which is annually borne by the industry is constantly 
increasing, and at an alarming rate.

Because the credit union movement is now well estab
lished, and because there are in the movement experienced 
leaders who can materially assist new credit unions in 
getting properly started, the earlier reasons for indirect 
subsidy are in a sense disappearing. I think it only fair 
to say that the credit union movement has demonstrated 
that it can now assume a more proper part in the expenses 
of government.

Accordingly I am recommending that these corpora
tions assume and pay the cost of supervision up to thirty 
cents per thousand dollars of assets. At the same time, 1 
recommend that the minimum fee collected for the annual 
examination be increased to fifteen dollars to more nearly 
cover the cost thereof to the Commonwealth. The pro
posed new charges will fall far short of absorbing the 
actual cost- of supervision of these corporations. There 
seems to be reason for exempting new credit unions from 
the payment of any fee in the first year of operation, so 
I recommend that the present exemption be continued in 
our law. The accompanying draft of legislation will 
accomplish these purposes.

C o r p o r a t i o n s  s u b j e c t  t o  C h a p t e r  172A.

13. Transfers of Stock of Banking Companies.

The corporations operating under chapter 172A are 
now the only banking corporations under the supervision 
of this Department which have private stockholders wrho 
may transfer their stock, including control of the com
pany, without notice to the Commissioner. I feel that the 
public interest in the operation of these companies war
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rants the Commissioner in knowing at all times who con
trols the affairs and destinies of these corporations. I 
therefore recommend that transfers of ten per cent or 
more of the voting stock of any such corporation be 
promptly reported to the Commissioner, under penalty 
for failure to do so, and am submitting a draft of legisla
tion which will accomplish this.

14. Investments by Banking Companies.

Our statutes as currently worded limit the investments 
of companies operating subject to General Laws, chapter 
172A, in certain securities which are legal investments 
for savings banks, to twenty per cent of the certificate 
funds of said companies. It seems to me to be quite 
proper to permit these companies to make similar invest
ments of their demand deposits. I am therefore propos
ing an amendment which will permit within the present 
aggregate limit, like investments of these other funds, 
and, to secure diversification, I am recommending that 
the investment in obligations of any one obligor in the 
several enumerated classes be limited to one per cent of 
the funds of each company. The accompanying draft of 
legislation accomplishes both of these purposes.

15. Loans by Banking and Similar Companies upon the 
Security of their Own Shares.

The laws governing trust companies have for years 
prohibited loans by those companies upon the security 
of their own shares of stock, and their purchase or owner
ship of their own shares except when necessary to prevent 
losses upon debts previously contracted. The only other 
corporations in this field chartered by this Commonwealth 
which have capital stock are those subject to chapter 172A. 
No similar prohibition appears in that chapter, although 
the lending powers of the two types of corporations are 
very similar.

Now that certain banking companies may accept de
mand deposits, I consider it only proper that such corpora-
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lions be forbidden from loaning upon their own shares, 
or acquiring them except as salvage, in good faith. 1 
therefore recommend that provisions such as those in the 
accompanying bill be added to their law.

16. Loans by Banking Companies to their Own Executive
Officers.

The factors which make it inadvisable for a banking 
company to make loans upon the security of its own 
shares seem to me to warrant a prohibition against loans 
by such companies to their own executive officers. Other 
banking institutions are thus limited in their lending 
powers, and there is no reason why banking companies 
should not be similarly restricted.

I am submitting a draft of legislation which will pro
hibit executive officers from borrowing from their own 
banking companies, and which will oblige an executive 
officer who acquires property upon which his banking 
company holds liens, to satisfy or assign the debt within 
ninety days, or have his office become vacant. As will be 
noted, a penalty is imposed for violations of any of these 
provisions.

17. Branch Offices of Banking and Similar Companies.

Since it is the established policy of the Commonwealth 
to restrict branch operations in commercial bank practice 
to the county in which the bank’s main office is located, 
it seems only reasonable that branch operations of bank
ing companies should be similarly restricted. The accom
panying draft of legislation will add a similar restriction 
to the present branch office section of the banking com
pany law.

18. Merger and Consolidation of Banking and Similar
Companies.

Although the statutes governing the operation of all 
other types of corporations engaged in the banking busi
ness require the approval of the Commissioner of Banks
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