
Office of the Commissioner of Banks.

To the General Court of the Commonwealth of Massachusetts.
In accordance with the provisions of section 33 of chapter

30 of the General Laws, as amended by section 43 of chapter
362 of the Acts of 1923, copies of the recommendations for
legislation to be contained in the annual report of this
department (Pub. Doc. No. 8) are submitted herewith,
together with drafts of bills embodying the legislation
recommended. These drafts have been submitted to counsel
for the House of Representatives, as required by law.

Yours respectfully
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The annual list of securities legal for investment by sav-
ings banks and trust companies in their savings depart-
ments is required by statute to be issued not later than
February 1. It is not possible to obtain the figures of the
preceding year necessary for the issue of this list on that
date. Since a corrected list is issued to all the banks
interested as of November 1 for their use in making annual
reports, it is recommended that the above date be changed
to July 1, to allow for sufficient time within which to obtain
statements and figures as of the close of the previous year
from the various municipalities and public service corpora-
tions throughout the country, necessary in the preparation
of this list.

II
The co-operative banks of this Commonwealth are per-

mitted by statute to issue, in addition to the ordinary serial
shares, paid-up share certificates and matured share certifi-
cates. In the intent of the statute there is between these
two latter classes of shares a clear and distinct difference,
but a practice prevalent in many co-operative banks of
selling shares in series maturing within a very few months
has practically eliminated essential differences between the
matured shares and the paid-up shares. The maximum
rate of dividend payable on paid-up shares is fixed by
statute at 5 per cent. No legal maximum is set on the rate
payable on matured shares, but the average rate paid there-
on during 1926 was 5.26 per cent. The inequality in divi-
dends paid on these very similar classes of shares is, under
the present methods employed, manifestly unfair, and in
order to make these maximum rates uniform and to aid in
building up the guaranty fund and surplus accounts to the
level intended by the statutes (5J4 per cent of total liabili-
ties), I recommend that the maximum rate of dividends on
matured share certificates be set at 5 per cent. Statutory
provision has already been made for the payment of extra
dividends when the guaranty fund and surplus accounts

RECOMMENDATIONS.
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exceed in the aggregate 5M per cent of the total liabilities
of a co-operative bank, in which all classes of shares must
participate equally.

111.
When the statutes were amended to allow the sale of

paid-up share certificates it was deemed wise to limit the
total amount which might be accepted by a bank in this
manner to not more than 10 per cent of its total assets.
This regulation is nullified, however, and its circumvention
is made easy by the sale, without any such limitation, of
shares in series about to mature, under the provision which
permits the sale of prior series shares. This limitation
should be rendered effective, and rather than place a limit
on the amount of matured share certificates which a bank
may issue it is suggested that the statutes permitting the
sale of prior series shares be further amended so as to restrict
its application to such series as have been originally issued
not more than six years prior to the date of sale. Thus all
matured share certificates thereafter issued will more
nearly represent shares actually matured by the regular
monthly payments, as originally intended by the statutes.

Under the present law co-operative banks are required
to file, on or before November 30, annual reports as of the
close of business on their October meeting day for the
receipt of moneys. Since these meeting days fall on various
dates during the month, the majority of them during the
first half of the month, it will be seen that some banks have
as long as sixty days within which to file the report. This
has delayed the publication of the annual report of these
institutions, and in order that this condition may be cor-
rected and the work of this department facilitated, the
accompanying bill, carrying an amendment to provide that
such reports shall be filed in or within twenty days from the,
date of their October meeting day is submitted.

IV.
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Since 1902 a trust company in this Commonwealth has
been allowed, under General Laws and subject to the ap-
proval of the Board of Bank Incorporation, to establish not

more than one branch office within the town or city in which

its main office is located. Branch offices are authorized and

established for the convenience and advantage of the public
by providing new or additional banking facilities. Many of

our cities and towns have wide territorial limits, with more

than one distinct business center, which have in recent years

grown in population and commercial importance. These
centers, although too small in themselves to support a

separate commercial bank, should very properly have the

benefit of the facilities, if available, of an existing trust
company. This condition exists also in many communities
adjoining banking towns and within their economic territory.

The proposed amendment to the General Laws, the adop-

tion of which is recommended, will make possible, under

proper authorization, the extension of the facilities of es-

tablished trust companies to such districts. This form o

branch banking should not be confused with other systems

in operation in some States and foreign countries. The two

cases are not alike, and to prevent any such interpretation

of the proposed amendment herewith submitted a further

provision is inserted whereby branch privileges will not be

extended to trust companies which may merge or consoli-
date, unless the main offices of both trust companies are

located in the same town. Thus county-wide branch bank-

ing, a policy which this department does not favor, but

which has been made possible to national banks by recent

federal legislation, would not be available to trust companies.

It has long been considered sound business judgment to

elect to the board of directors of a bank or trust company
one or more investment bankers to whom the members o

the board naturally turn tor information and advice rn t

selection of securities in which the assets of the trust

V.

VI
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pany may be invested, and from whose firm such securities
might occasionally be purchased. Until recently this
practice has not been regarded as in any way contrary to the
intent of General Laws, chapter 172, section 16. Lately,
however, this department has been advised that a strict
construction of the provisions of that section prevents the
purchase of securities from a firm or corporation in which a
director of the trust company is directly or indirectly
interested.

The advantages of the presence on the board of directors
of some person experienced in the selection of investment
securities are obvious and the objections thereto are negli-
gible. To deprive trust companies of such expert assistance,
properly regulated, is unreasonable. Therefore, an amend-
ment to clarify the provisions and to remove existing doubt
as to the construction of section 16 is submitted. Its opera-
tion will permit, by authority of the stockholders of the
trust company, the purchase and sale of securities from a
firm or corporation in which an officer, director, employee
or attorney is interested.








