
No. 7HOUSE

Office of the Commissioner of Banks

To The Honorable Senate and House of Representatives of the Common-
icealth of Massachusetts in General Court assembled.

In compliance with the provisions of section 33 of chap-
ter 30 of the General Laws (Ter. Ed.), as most recently
amended by chapter 67 of the Acts of 1948, the Commis-
sioner of Banks respectfully presents herewith such parts of
the annual report of the Commissioner of Banks for the
year 1954 as contain 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,

Cfce CommontoealtJ) of

Commissioner of Banks.
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A.s submitted in accordance with General Laws (Ter. Ed.), chapter 30, section 33
[ided by chapter 67 of the Acts of 1948.)

The financial reverses suffered by members of the gen-
eral public commencing in the late 20’s and extending into
the early 30’s, have all too frequently been attributed to
the operations of our banking institutions in those days.
Whatever the degree of fault, it is to the undeniable credit
of the members of the industry, that commencing in the
early 30’s on the state and national level affirmative action
was taken to insure the public against recurrence of bank-
ing tragedies.

The voluntary adoption of safeguards by bankers, the
enactment of sound restrictive operating laws and the
modernization of the supervisor’s department, have all con-
tributed to the strong position our banking institutions now
maintain.

With a knowledge of the important part that our state
chartered financial institutions play in the economy of the
Commonwealth, the conclusion is inescapable that a con-
tinuing interest by the General Court in the banking prob-
lems of the general public and the operations of the state-
chartered financial institutions under the supervision of the
Commissioner of Banks is the best guarantee that the pub-
lic will never again lose confidence. If any industry can be
labelled “indispensable,” then banking is deserving of that
title in the position it now holds.

The General Court has year after year recognized the
problems of banks, and in retrospect it is clear that our
legislators have been good to banks and bankers in provid-
ing the tools with which they have been operating so suc-
cessfully.

I strongly urge an even closer interest on the part of mem-
bers of the General Court, not only in those matters brought
to its attention by the industry, but also in those presented
by the Commissioner of Banks, who represents the public
interest in our state-chartered banking institutions. Much

RECOMMENDATIONS FOR LEGISLATION.
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of the strengtli of banking lies in the working tools provided
by law and the restrictions imposed by statute. The Gen-
eral Court should not be too liberal with one nor too sparing
with the other.

The annual recommendations made by the Commissioner
of Banks are based on the experience of a trained staff, mem-
bers of which annually visit each and every quasi-public
banking institution for an examination of its operations to
ascertain that the institution examined is solvent and com-
plying with all laws.

The operation of the Division of Banks and Loan Agencies
is no longer a burden on the taxpayer. Following a re-
organization of the department several years ago, which
organization provided for the payment of fees by supervised
institutions, the Commonwealth is now reimbursed at the
rate of about 75 cents for every dollar spent. The assump-
tion of part of the cost of supervision has brought the staff
even closer to the institutions supervised, and since our
studies continue from year to year based upon operation
and fact, the following recommendations are offered for the
consideration of the General Court.

Usury Law.
Contained in the recommendations of the Commissioner

of Banks, filed in November of 1953 for consideration by the
1954 session of the General Court, and subsequently in-
corporated in House Document No. 5 of that year, was a
narrative tracing and defining the practice of assessing ex-
cessive interest charges for the use of borrowed money.
Heeding the responsibility of the Banking Department to
recognize and attempt to correct such exploitation of our
borrowing public, a bill proposing the enactment of a Usury
Law was submitted by the Commissioner of Banks to the
1954 session of the General Court for its consideration.

During the 1954 session, representatives of the Depart-
ment, in co-operation with members of the General Court
and representatives of the banking and lending industries
affected by this proposed legislation, worked together to the
end that the bill to be considered by the General Court
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would be equitable to those institutions and businesses pro-
viding this needed economic service while simultaneously

affording a necessary protection to the citizen borrowei.
This bill was not discharged from the Committee on Rules

during the 1954 session, and accordingly no affirmative ac-

tion was taken by the General Court. Since the public is
still prey to the economic dangers which the absence of such
protective legislation permits, a bill to establish a usuij lav
in this Commonwealth is herewith submitted for the con-
sideration of the 1955 session of the General Court. Con-
tained therein is the basic recommendation of a year ago,
integrated with those changes which were found meritorious
for the protection of both the borrower and the lender.

The proposed law and recommended interest rate struc-
ture represent a realistic appraisal of the economic climate
and necessities currently existing in the Commonwealth.
Accordingly, the contained rate does not adhere to the
basic rate operative in sister States. It does, however, pro-
vide a protection for the citizenry in an economic area

subject of vicious exploitation,
an exemption from the opera-
any institution engaged in the

presently exposed to and the
I am strongly opposed to

tion of this proposed law for
lending of money in our Commonwealth. The competitive
nature of the industry dictates the conclusion that private
and quasi-public institutions must be subject to the same
rate structure for the ultimate protection of our citizens.

Bureau of Loan Agencies

The necessity for the establishment of proper and rea-
sonably regulated loan facilities in the field above $3OO, is
acute in the Commonwealth. The absence of any controls
governing the rate of interest which may be charged on
loans in excess of this amount presents an opportunity to
exploit the citizen whom circumstances, frequently beyond
his control, has made a necessitous borrower. The per-
sistent increase in the number of such loans and in the
dollar volume outstanding of loans above $3OO, conclusively
indicates that the existing small loan ceiling is insensitive to
the economic realities of the present.
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Accordingly, I recommend to the General Court the
enactment of legislation by which supervision will be ex-
tended beyond the present three hundred dollar maximum
and the establishment of a legal interest rate in that field.
This recommendation, in the form of a bill filed herewith,
is repetitive of a similar bill submitted for consideration to
the 1954 session of the Legislature by the Commissioner of
Banks. Your attention is directed, however, to the in-
clusion in its present form of a provision for the establish-
ment of a minimum charge with safeguards against the
abuse of such provision.

I am constrained to point out, however, that certain re-
spected components of the lending industry are opposed to
the establishment of a minimum charge. Their objection
is predicated upon the danger of misuse of the right to the
detriment of the industry and the borrowing public. I have
included in the bill, submitted herewith, a provision for a
minimum charge, but in recognition of the possible danger
of abuse, it is acknowledged that the General Court could
provide for the safety of the borrower by the enactment
into law of a bill extending the area of supervision and the
establishment of a legal interest rate in that field without
the inclusion of a minimum charge. Such a deletion from
the bill, as presented, would not prove detrimental to those
engaged in the business of making small loans, whether they
be private lenders or quasi-public banking institutions.

Specific recommendations for legislation are made annu-
ally only after careful consideration by the staff of the Divi-
sion of Banks and Loan Agencies. As a safeguard against
unnecessary restrictions or invasion of the field of “free en-
terprise,” studies of problems frequently continue from
year to year before submission of a proposal or conclusion
that one is unnecessary.

In 1953 I advised the General Court that the rapid growth
and expansion of our supervised institutions compelled the
observation that complete recodification of the laws affect-
ing the organization, operation and dissolution of savings

Miscellaneous Matters.
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banks and certain other institutions was inevitable, and
could not be postponed much longer. The 1954 session of
the General Court considered a proposal to recodify the
savings bank laws, and while members of the staff of the
Banking Department were in sympathy and fully under-
stood the need, we opposed the proposal as submitted, be-
cause in our opinion it was completely inadequate to solve
the myriad of problems annually faced by savings banks
operating under many archaic laws, and it did not provide
the proper protection for the depositing public.

The Legislature refused to accept the proposal, and since
prorogation in July, 1954, groups of savings bankers have
met with the undersigned and members of the staff in sev-
eral all-day conferences for the purpose of drafting legisla-
tion which both members of the industry and the super-
visor’s department can agree will be beneficial not only to
the banks but give proper protection to the depositing pub-
lic. At the present time these conferences are continuing,
and while no agreement has been entered into regarding a
presentation to the General Court, it is possible that repre-
sentatives of the industry or the Banking Department, or
both, will present a bill or bills to the General Court dealing
with this subject matter on or before the first Wednesday
in December, 1954.

Accordingly, I respectfully call to the attention of the
General Court the fact that our studies of a number of mat-
ters are continuing. Some studies were the subject of peti-
tions to the General Court in other years, while some to our
knowledge have never been presented for consideration by
the Legislature. As in the past, if our studies are completed
and conclusions indicate the need for legislation, petitions
will be filed on or before the first Wednesday in December,
1954, or thereafter with permission of the General Court if
the public interest requires. As a matter of record the fol-
lowing is a list of a number of the major matters under
study:

1. General recodification of savings bank law
2. Merger, consolidation and conversion of state-chartered financial

institutions.

3. Sale of so-called register checks and other negotiable instruments
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4. Collection agencies.
5. Time financing of durable good;
6. Direct notice of annual meetings to shareholders in co-operative

banks.
7. Penalties assessed to mortgagors and other borrowers by lenders in

connection with anticipatory payments.
8. Regulation or prohibition of payment of commissions on mortgage

loans.
9. Revision of statute covering lending powers of trust companies.

10. Revision of statutes relating to lending powers of banking companies.
11. Compulsory audit of credit unions.




