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Office of the Commissioner of Banks,
Itate House, Boston 33, November 7, 1951

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 chap-
ter 30 of the General Laws (Tercentenary Edition), as
most recently amended by chapter 67 of the Acts of 1948,
the Commissioner of Banks respectfully presents herewith
such parts of the annual report of the Commissioner of
Banks for the year 1951 as contain recommendations or
suggestions for legislative action, accompanied by drafts
of bills embodying the legislation recommended. These
drafts have been submitted to the Counsel for the House
of Representatives for advice and assistance as to the
form thereof.

TIMOTHY J. DONOVAN,

Cfk CommontoealtJ) of

Commissioner of Banks
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(As submitted in accordance with GeneralLaws (Ter. Ed.), chapter
30, section 33, as amended by chapter 67 of the Acts of 1948.)

A. Trust Companies.

1. Investments in Real Estate.
Section 41 of chapter 172 of the General Laws governs

the holding of real estate for banking purposes by trust
companies. In computing legal reductions in such invest-
ments it was intended that all sums allowable for ordinary
depreciation by the rules laid down by the federal Internal
Revenue Department should be considered proper for
such purposes. However, the use of the word “allowed”
in this section has raised the question as to whether or
not, in making such computations, reductions for ordinary
depreciation should be confined to those already taken.

Since the purpose of the section is to regulate the hold-
ing of real estate for banking purposes, and any changes
in this statute would not affect the obligations of trust
companies under federal income tax laws, I recommend
that the law be changed to permit the computations to be
made on the basis of what is allowable rather than confine
the figures to sums already allowed. The attached form
of proposed legislation will accomplish this purpose.

RECOMMENDATIONS FOR LEGISLATION.

B. Banking Companies.

2. Stock Ownership by Directors.
To qualify as a director of a trust company in this

Commonwealth it is necessary that a person hold in his
own right unpledged shares of stock of an aggregate value
of not less than $l,OOO. This insures an undivided interest
in the stock by the person who is to serve on the Board.
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The current laws governing stock ownership by directors
in banking companies, which institutions operate under
the provisions of chapter 172 A of our General Laws, are
similar to the trust company laws. However, it is possible
for a director of a banking company to have a divided
interest in the minimum amount of stock provided for in
the law. It is recommended that the words “in his own
right” be added to section 3 of chapter 172A, as most
recently amended by chapter 285 of the Acts of 1948, to
insure such undivided interest in stock held by directors
of banking companies. The attached form of proposed
legislation will accomplish this purpose.

C. Co-operative Banks.

3. Military Share Accounts.
The federal defense program that called many citizens

into military training back in 1941 caused hardships to
certain co-operative bank shareholders, which resulted in
the passage of chapter 116 of the Acts of 1941. This act
was later amended by chapter 142 of the Acts of 1943. It
provided relief to certain shareholders by the creation of
a so-called military share account.

This section of the law, however, was not included in
chapter 371 of the Acts of 1950, which became effective
on July 23, 1950, and constituted a recodification of chap-
ter 170 of our General Laws, covering the operation of
co-operative banks.

The present defense and preparedness program of the
federal government which is again bringing so many of
our citizens into military service, emphasizes the need for
a similar relief measure. Accordingly, it is recommended
that our General Laws be amended by the insertion of a
provision similar to that which was enacted in 1941 creat-
ing the so-called military share account, and the accom-
panying draft of legislation will accomplish this objective.

4. Construction Loans.
Prior to the recodification of the co-operative bank laws

in 1950, the statutes governing the operation of these insti-
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tutions provided for the suspension of dues and principal
payments for the first six months on real estate construc-
tion loans.

Because competing institutions are in a position to offer
financing plans which include a suspension of initial pay-
ments on construction loans, it seems to me that these
banks should be given the same powers as formerly existed.

Accordingly, I recommend that the laws be amended
to include such powers, and the attached draft of legis-
lation will accomplish this purpose.

D. Credit Unions.
5. Officers and Committee Members.

Section 15 of chapter 171 of the General Laws, as most
recently amended by chapter 329 of the Acts of 1936,
deals with officers and committee members in credit
unions. To eliminate any possible misunderstanding of
the respective standings of members of credit and auditing
committees, it is recommended that the law be amended
to specifically provide that officers of a credit union shall
only be president, vice presidents, clerk and treasurer.
The attached form of proposed legislation will accomplish
this purpose.

6 and 7. Auditing and Credit Committees.
The success of most credit unions can be attributed in a

large measure to the personal sacrifices made by members.
Relatively few credit unions have paid officers and person-
nel. However, where a credit union is in a position to do
so it may pay salaries to its officers and clerical help. The
credit union laws specifically prohibit the payment of any
compensation to members of any committee, with the
result that in addition to the sacrifices of time, committee
members are frequently put to personal expense in the
discharge of their duties as members of auditing and credit
committees.

It seems to me that members of auditing and credit
committees should not be obliged to expend their own
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moneys in the discharge of their official duties, and I
recommend that the credit union law be changed to per-
mit these institutions to pay the members of these com-
mittees for actual expenses. 1 am certain that the pay-
ment ofreasonable expenses would not be a burden to any
credit union, and the added incentive should result in real
benefit to these institutions. The attached forms of pro-
posed legislation will accomplish these purposes.

For many years credit unions have been permitted to
make second mortgage loans on improved real estate.
This privilege of lending money secured by a secondary
lien is peculiar to the credit union laws, and no other super-
vised banking institutions in the Commonwealth are
permitted to invest their depositors’ or shareholders’
moneys in loans secured in this manner. It would appear
by the reductions in the aggregate amount of such invest-
ments during the past two years that credit unions may
well be cognizant of the hazards involved in such invest-
ments. Nevertheless, the right to make such loans con-
stitutes an invitation to do so, and it seems to me that
the privilege is one which can result in little profit but
great risk to the lender. Because the funds entrusted to a
credit union by its members are in the strictest sense trust
funds, I do not believe that they should be invested in
loans secured by second liens. Accordingly, I recommend
that the law permitting the making of second mortgage
loans on real estate by credit unions be amended to elimin-
ate this privilege, and at the same time clarify subsection
(B) 4 of section 24 of chapter 171 so as to specifically
provide for the making of direct reduction real estate
loans. The attached form of proposed legislation will
accomplish this purpose.

In addition to the foregoing recommendations for legis-
lation, the banking department is currently engaged in
several studies relating to organizations and individuals,

8. Second Mortgages on Real Estate.

E. Miscellaneous Matters.
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some of which are under the supervision of the Commis-
sioner of Banks. Some of the matters under review are
the subject of serious complaints. Probably all of these
studies will ultimately be the subject of petitions for new
laws. However, I have come to no definite conclusion as
to the final form such proposals should take in the pro-
tection of the public interest.

If our studies are completed and conclusions reached in
time to do so, and if the public interest recommends affir-
mative action, it is my intention to offer additional peti-
tions for new legislation on or before the first of December,
1951, or seek permission from the General Court to file
petitions after the 1952 session begins.

I have particular reference to the following matters:
1. Surrender of trust company charters resulting from conversion
2. Collection agencies.
3. Financing of durable goods on time
3. Sale of negotiable instruments.
5. Business of making small loans.
6. Surrender of co-operative bank charters resulting from conversion
7. Recodification of our savings bank laws.
8. Penalties resulting from anticipatory payments of obligation;

The recent removal by the federal government of tax
exemptions heretofore given to savings banks, co-opera-
tive banks and savings and loan associations under the
supervision of the State Banking Department poses many
problems from operational and supervisory standpoints.
While the provisions for building reserves and exemptions
of our state chartered reserve banks from the new tax law
are considerations which are advantageous to the sound
operation of these institutions, nevertheless, a careful
study of all related factors is necessary before the adoption
of new policies or changes in laws governing the operation
of these institutions. Frankness compels the suggestion
that while there should be no reason for concern, the new
tax proposals unquestionably will call for major changes
never before required. Some of these changes may be
accomplished with the present laws under which these
institutions operate, while others in all probability will
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suggest the enactment of amendments to our laws. I
would expect that these problems may also result in fur-
ther proposals for legislation by the undersigned before or
shortly after the 1952 session begins. Until lam satisfied
as to the need for such changes I would ask the indulgence
of the General Court and permission to offer proposals at a
later date.




