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REPORT OF THE SPECIAL COMMISSION FOR
INVESTIGATION AND STUDY OF THE
BANKING STRUCTURE.

The Special Commission for Investigation and Study
of the Banking Structure was established by a resolve of
the General Court approved on June 28, 1933. Thereby,
in major effect, this Commission became charged with the
duty to devise means for the further protection of deposits
in state-chartered banks amounting to more than $3,000,-
000,000, the property of some two million inhabitants of
Massachusetts, held in 3,708,999 deposit-accounts. The
Legislature’s decree was as follows:

C6c Commontoealtft of o@assacinisettg

Chapter 35.

Resolve providing for an Investigation and Study by a Special
Commission of the Banking Structure of the Commonwealth.
Resolved, That a special unpaid commission is hereby established, to

consist of one senator to be designated by the president of the senate,
three representatives to be designated by the speaker of the house of
representatives, and three members to be appointed by the governor,
with the advice and consent of the council, for the purpose of investi-
gating and studying the entire structure of the banking institutions
subject to the supervision of the commissioner of banks, with a view to
making such changes therein as will strengthen said institutions and
promote their usefulness to the public. The commission shall devote
especial attention to the devising of means and methods of insuring
greater security to the funds entrusted to said institutions, of prevent-
ing the possibility of the use of said funds for other than legitimate
banking purposes, and of restricting the activities of said institutions
to the field of legitimate banking. The subject matter of the following
legislative documents of the current year shall also be considered by the
commission, to wit: Senate documents numbered thirty-four, fifty-
three, seventy-one, ninety-seven, ninety-eight, one hundred, one hun-
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dred and twenty-two, two hundred and seventy-four, four hundred
and nineteen and four hundred and twenty; House documents num-
bered four hundred and ninety-one, five hundred and seventy-three,
eight hundred and seventeen, nine hundred and fifty-two, nine hundred
and fifty-three, ten hundred and sixty-nine and ten hundred and
seventy-one; and so much of public document numbered twelve as
relates to (1) segregation of thrift accounts in trust companies and other
commercial banks, (2) prohibiting officers of banking institutions from
participating in any business consisting in whole or in part of the sale
of securities, (3) prohibiting banking institutions from engaging in the
sale of securities, (4) prohibiting banking institutions from engaging in
any business other than the receiving of deposits of money and the
making of loans on proper collateral and credits, and (5) requiring
brokers and salesmen to furnish bonds as a condition precedent to
licensing them to sell securities.

The commission shall elect its chairman, shall be provided with
quarters in the state house, shall hold hearings, may require by sum-
mons the attendance and testimony of witnesses and the production of
books and papers, and may expend for clerical, expert and other ex-
penses such sums, not exceeding in the aggregate twenty-five hundred
dollars, as may be appropriated. The commission shall report to the
general court the results of its investigation and its recommendations,
together with drafts of legislation necessary to carry its recommenda-
tions into effect, by filing the same with the clerk of the senate not later
than the first Wednesday of December in the current year. [Approved
June 28, 1933.

Organization and Procedure.

Accordingly, on July 26, 1933, the President of the
Senate designated Hon. Joseph R. Cotton of Lexington;
the Speaker of the House designated Representatives
Alfred W. Ingalls of Lynn, Donald N. Sleeper of Medford,
and Robert L. Lee of Boston; and the Governor appointed
J. Randall Child of Wellesley, Lewis C. Parker of Law-
rence, and Hon. John W. Haigis of Greenfield.

The Commission organized at a meeting held in the
State House on Tuesday, August 1, 1933, by the election
of Senator Cotton as chairman, Representative Ingalls as
vice-chairman, and James E. King of Wellesley as secre-
tary.

The General Court having adopted, at its regular session
in 1933, no less than twenty-four acts and resolves which
enlarged and amended the existing laws relative to banks
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and banking in as many as eighty separate instances, a
clear and complete compilation of all the banking laws of
the Commonwealth, as revised by the Legislature to date,
was found to be necessary. At the Commission’s direc-
tion, this work was done during August.

Public hearings were held in the State House, Boston,
on September 14, and in the City Auditorium, Springfield,
on September 21. Executive sessions were resumed on
September 28 and were held in all to the number of
twenty-three meetings. At these sessions, as in the public
hearings, testimony and advice were received from many
persons qualified to speak with authority on problems of
banking and bank law, including the Commissioner of
Banks, Arthur Guy, and numerous other officials both of
the State and the Nation. Responsible and widely repre-
sentative delegations from all of the state banking associa-
tions were heard at length.

Banking Problems in the New Deal,

As the General Court is well aware, this Special Com-
mission has been dealing with a public interest of im-
mense range and importance. The duty to devise and
recommend steps for the better protection of bank de-
positors urgently deserves the most careful thought of
which men are capable, accompanied by action both
prudent and resolute.

The American Nation, after having met and conquered
the extraordinary banking crisis sustained on March 4, is
still but slowly emerging from one of the deepest economic
depressions known in modern times. The promise of in-
creasing recovery is well assured, but the task of charting
a clear course into the future has become in numerous
instances only the more complex by reason of the new and
frankly experimental nature of many of the national laws
recently adopted to hasten recovery.

We have in mind, for example, the Federal Deposit
Insurance Corporation which began operations on Jan-
uary 1 under terms set forth in the Federal Banking Act
of 1933, commonly known as the Glass-Steagall Act.
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Doubt may well be raised as to the merit and feasibility
of the Federal Deposit Insurance plan through any long
run of the future. But, for the present, it brings Massa-
chusetts face to face with a condition, not a theory.
Recommendations of law and policy considered sound
for the General Court to adopt, in view of this important
new development, will therefore occupy a leading place
in the subsequent body of this report.

Determination of a wise course has become, in the
main, easier than it was a year ago. Passage of the Glass-
Steagall Act has lifted many matters out of their former
state of controversy and confusion. They have not only
become part of the law of the land, but are generally
accepted as useful and well advised. Progress can and
should be made toward co-ordination of the state bank-
ing laws with the approved clauses of the Federal Banking
Act of 1933.

Nevertheless, the times demand painstaking study of
any action proposed in relation to banking and finance.
111-considered measures—no matter how loudly proclaimed
as “helping depositors” might do great harm. Amid
all the present uncertainties that much is certain. Until
the Nation’s current experiments shall have been tried
out to effective conclusions, the watchword rings more
soundly than ever: “Hold fast to that which is good.
Take thorough stock of all existing assets before rushing
into new liabilities. Look well to history before turning
prophet.”

I. SALIENT FACTS.

With such principles in mind, the Commission respect-
fully offers as the first section of this report, a somewhat
extensive factual statement showing

(a) New England’s Banking Power in its relation to the Country at
Large A Rise in Time of Depression.

(h ) Massachusetts Banking Power and its Record for Stability.
(c) Release of Frozen Deposits The Progress thus Far Made in

Liquidation and Conservatorship in Massachusetts,
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New England Banking Power.

To gain an idea of the magnitude of banking in New
England, it is advisable to compare the position of these
States with that of other financial centers throughout the
Nation. This can be done by employing figures which
show the aggregate amount of deposits, capital and
surplus of all the state and national banks (except co-
operative banks and building and loan associations)
located in each of the twelve Federal Reserve districts.

On June 30, 1931, New England’s total banking power,
so measured, stood third in order of size and importance.
The list was as follows: 1

District. Banking Power.

New York §21,521,000,000

Chicago 7,687,000,000

Boston 7,325,000,000
Cleveland 4,996,000,000

Philadelphia 4,840,000,000

San Francisco ...........
4,828,000,000

Richmond 2,590,000,000

St. Louis 2,006,000,000
Kansas City 1,933,000,000

Minneapolis 1,614,000,000

Atlanta 1,609,000,000

Dallas | 1,268,000,000

Total, United States $62,217,000,000

So it appears that on June 30, 1931, the Boston district
stood third, and pressed closely upon the Chicago dis-
trict for rank as the Nation’s second largest financial
center. Moreover, with the exception of New York and

1 Regarding this table for 1931, and the accompanying table for 1932, it should be noted
that Federal Reserve District No. 1, covered by the Federal Reserve Bank of Boston, does
not in fact comprise all of New England. Fairfield County, Connecticut, the sole excep-
tion, —isassigned to Federal Reserve District No. 2, New York. Further, it should be noted

regarding these tables that they include the currency notes of national banks in the calcula-
tion of total banking power,
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Chicago, no other Federal Reserve district disclosed
banking power anything like so great as that of New
England. The districts covered by the Reserve banks of
Cleveland, Philadelphia and San Francisco each with
a quota under $5,000,000,000 followed at a very con-
siderable distance below the figure of $7,325,000,000
then set for New England.

One year later on June 30, 1932 the banking power
of the Boston district had attained a relative position of
still higher importance. Boston forged ahead of Chicago.
The New England district took second place, as shown
by the following figures:

District. Banking Power.

New York 518.397.000.000
Boston ............. 6,423,000,000
Chicago 5,543.000,000
San Francisco ...........

4,035,000,000

Cleveland ............
3,909,000,000

Philadelphia ...........
3,862,000,000

Richmond . 2,137,000,000

St. Louis 1,612,000,000
Kansas City 1,497,000,000

Atlanta 1.346,000.000
Minneapolis ........... 1,301,000,000
Dallas ............. 1,071,000.000

Total, United States . . 551,133,000,000

It is true, of course, that the third successive year of
the recent economic depression was marked by a heavy
shrinkage of deposit-credits throughout the Nation. But
in this general downward movement during the twelve
months from June 30, 1931, to June 30, 1932, the banking
power of New England held its ground much more, firmly
than was the case in Chicago. The reduction in the
Chicago district was 28 per cent, whereas the loss in New
England was only 12 per cent. The shrinkage here was
the smallest recorded in any Reserve district. The
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Of New England’s $7,325,000,000 in banking power on
June 30, 1931, the banks of Massachusetts held $4,552,-
000,000. Of the $6,423,000,000 attributed to the New
England district on June 30, 1932, Massachusetts banks
held $3,974,000,000.

Comparable figures for June 30, 1933, are not available.
At mid-December, the Comptroller had not yet received,
even for his own use, a complete report from all States of
the Union.

The total banking power of Massachusetts on June 30,
1933, can be shown, however, from data supplied by the
State Banking Department. These have been compiled
in a manner different from that employed by the Federal
statisticians. The following tables include the co-opera-
tive banks of this Commonwealth, but for these and all
other types of banks they show only current, paid up and
matured shares of co-operative banks and the deposits
of other banks, exclusive of interbank deposits, and they
do not comprise capital and surplus as in the case of the
Federal figures. The tables for the Commonwealth, as so
organized, are as follows:

figures for all districts, arranged in the order of propor-
tional losses, were as follows:

Massachusetts Banking Power.
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Banking Power of Massachusetts.
[ln thousands of dollars.]

June 30, 1931. June 30, 1932. June 30, 1933.

Amount, j Amount, c?"t Amount.

Trust companies . $587,218 13.1 $378,137 9.6 $352,647 9.2
Savings banks . . 2,165,834 48.2 2,095,250 53.1 2,047,876 53.5
Co-operative banks . 535,870 11.9 506,160 12.8 474,729 12.4
National banks . . . 1,207,508 26.8 968,559 24.5 953,938 24.9

Totals .... $4,496,430 100.0 $3,948,106 100.0 $3,829,190 100.0

The reduction of total deposits in Massachusetts banks
from $4,496,000,000 on June 30, 1931, to $3,829,000,000
on June 30, 1933, was a shrinkage of $667,000,000, or
only 14.8 per cent.

To discover how this experience in the Bay State com-
pares with that of other States during the same period,
the Commission directed the compilation of numerous
statistical tables. Though the data appear too extensive
and complicated for reproduction in this report, it can be
said with the utmost confidence that they give a very
favorable picture of the stability of Massachusetts banks
during the recent period of economic strain.

Take, for example, the four States which had the largest
banking power at the outset of the year 1931. In order of
size of total deposits, these States were New York, Penn-
sylvania, Massachusetts and Illinois. By the end of the
year 1932, New York State still held its leading position
according to all available indices, but the deposits in
Pennsylvania banks had suffered a shrinkage of 23.6 per
cent, and in Illinois banks, of 36.5 per cent, whereas in
Massachusetts the reduction was at a ratio of only 12.5
per cent.

Such was the contrast on January 1, 1933, two months
before American banking conditions had reached the
historic, nation-wide crisis which occurred on March 4.
Even under that intense strain, the banks of Massachu-
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setts stood, on the whole, impressively stable. The
shrinkage of deposits over the entire period from June 30,
1931, to June 30, 1933, including the troublous days of
last March, did not exceed 14.8 per cent, as cited above.

This is a record of stability far better than that shown
by most States, approached or equalled only by New York
and California among States of large banking power, and
exceeded only by a very few among the smaller States,
such as Rhode Island.

In Massachusetts, just prior to the general banking
holiday which began on March 4, 1933, there were twenty-
two banks that had been closed within the two preceding
years. Of these, five were national banks representing
3.42 per cent of the total number of national banks, and
seventeen were banks operating under the supervision of
the State Banking Department, representing 3.27 per
cent of the total number. It should be noted, however,
that one state bank had been closed and reopened during
the two-year period, and that five of the closed state
banks were connected with a closed national bank.

After the storm had broken in full fury in March, and
after the Governor, the General Court and the Banking
Department had put forth extraordinarily able and
devoted efforts to minimize the storm’s ravages, it was
found that conservators were required for only five state-
chartered banks in all Massachusetts, whereas fifteen of
the national banks in this State failed to receive licenses
to resume business. 1

On the other hand, throughout the Nation at large,
approximately 5,227 banks remained unlicensed on March
29, 1933. Of these, 1,327 were Federal Reserve member
banks, and about 3,900 were non-member state banks.

These figures speak for themselves in a loud voice.
They show that Massachusetts came out of the worst
banking crisis known during more than a century in a far
better position than most other States of the Union found
possible.

Of these, only six are now in conservatorship
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Progesss in Releasing Deposits.

We come now to the record of progress thus far made in
releasing the frozen deposits of state banks in Massachu-
setts which have had to be placed in conservatorship or
liquidation, and in restoring such deposits to active use
by their owners.

The following table shows the results accomplished in
all of the state institutions which were closed or in conser-
vatorship at any time during the period from 1931 to
1934. Several of these banks have already been reopened
as going institutions, and many have been consolidated,
either in whole or in part, with other going banks. The
banks reopened on their own corporate structure are
indicated by an asterisk.

Deposits at PerCent
Closing. 22 1933 Released. 1

Banks closed, March 19, 1931, to March 4, 1933
•Arlington Trust Company (Lawrence) . $6,508,099 $6,508,099 100.0

Bancroft Trust Company (Worcester) 4,728,802 2,254,949 47.7
Brockton Trust Company .....

1,462,694 656,058 44.9

Central Trust Company (Cambridge) . 8,672,718 3,739,441 43.1

Charlestown Trust Company .... 2,562,131 1,121,030 43 8
Exchange Trust Company (Boston) . . 10,065,879 4,150,000 41.2
Haverhill Trust Company .....

2,210,940 1,600,555 72.4
Highland Trust Company (Somerville) . 5,351,115 1,015,309 19.0

Industrial Bank and Trust Company (Boston) . 2,375,243 704,062 29.6

Inman Trust Company (Cambridge) . 3,075,120 841,926 27.4

Lawrence Trust Company .....
8,874,243 2,894,255 31.6

Lowell Trust Company .....
3,197,742 627,472 19.6

Medford Trust Company .....
5,163,686 1,751,892 33.9

•Millbury Savings Bank .....
3,799,822 2,769,635 2 72.9

Plymouth County Trust Company (Brockton) . 3,236,646 1,449,444 44.8

Revere Trust Company .....

1,500,170 406,893 27.1
Salem Trust Company .....

1,825,303 574,739 31.5

•Somerville Institution for Savings . 5,397,179 2,673,637 2 49.5

1 If it were possible to calculate exactly the set-offs and the reserves for unproved claims
of depositors and include these with the deposits released, the percentages here shown would
all be slightly higher.

2 Withdrawals restricted in part.
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Deposits at Rn®? e<l b
r
y Per Cent

Closing. 1933 Released. ‘
ZZ, I'd66.

$1,480,000

3.951.000 $1,962,000 49.7
4.032.000 1,863,951 46.2
2.061.000 743,158 36.1

16,924,000 7,500,000 44.2

$108,455,532 $47,794,302 41.6

•ffs and the reserves for unproved claims
eased, the percentages here shownwould

Banks placed in conservatorship after March 4,
1933:

Belmont Trust Company 2
Merchants Trust Company (Lawrence]

Waltham Trust Company

Western Massachusetts Bankand Trust Company
(Springfield).

Worcester Bank and Trust Company

Totals

1 If it were possible to calculate exactly the se
of depositors and include these with the deposits
all be slightly higher.

Under conservatorship, pending reorganization,

The foregoing table shows that of approximately
$108,500,000 of frozen deposits in Massachusetts state-
chartered banks, more than 144,500,000 has been restored
to active use. Liquidation has already been achieved,
therefore, to the extent of 41.6 per cent.

The total number of deposit-accounts in the closed
banks is estimated at 349,623. Owners of 319,255 of these
accounts have had some share in the distribution of divi-
dends. Among the participating accounts, 264,166 repre-
sented savings deposits. This covers all but 7,832 of the
whole number of savings accounts in the closed banks.
Commercial depositors, on the other hand, have not fared
so well. Of 77,595 commercial accounts, 55,059 have
already received some payment, but 22,536 have had
none.

While comparable figures are not available for the
country at large in definite and complete form, it can
safely be said that the progress in liquidation which the
record shows has been accomplished for state banks in
Massachusetts under the direction of the Commissioner
of Banks, Arthur Guy, not only equals the best achieve-
ment in any other State of the Union which has large
banking resources, but far exceeds the progress made in
nearly all other States.

Of the Massachusetts institutions closed since March,
1931, only one remains which has not yet been able to
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release its deposits in any part. Even for this one excep-
tion the Commission is informed that before the present
report is filed, news may be published announcing a
dividend. If so, the Massachusetts record of progress in
liquidation will stand unmatched in any other State of
the United States which has had a considerable number
of closed banks to handle.

In establishing this commendable result, the State
Banking Department has employed all of the new means
to facilitate reorganization and liquidation which have
been incorporated into the laws of the Commonwealth
by the General Court in recent sessions. To help bring
about the desired reorganizations, open banks in this
State have given important aid on many occasions; also,
during the past two or three months in particular, the
Reconstruction Finance Corporation has proved very
useful.

Improvement Still Needed.
But it will not do to look only upon the bright side of

the shield. The dark side must not be forgotten. The
difficulty encountered and the injury suffered by all
those depositors who did find their money tied up in
closed banks of this State and the number of their
accounts approximated 350,000 cannot be minimized
by any comparison with figures showing the favorable
conditions of other banks and depositors throughout the
State. To the depositors in a closed bank such evidence
brings no comfort. It gives no more consolation than
the announcement of a low general mortality rate for the
city of Boston could bring to a family which had just
suffered the loss of its father in the very prime of his
life and usefulness.

An irremovable responsibility rests, therefore, upon
the State to make impossible, so far as may be, the recur-
rence of loss in the future. Toward that end every
energy must be directed, especially at this time when
the troubles and adversities experienced in recent years
are still fresh in mind.
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11. DEPOSIT INSURANCE
The protection of depositors was the dominant pur-

pose sought by the Congress of the United States when,
after two years of exhaustive study by committeemen of
great experience in this intricate field of legislation, the
Congress adopted the Federal Banking Act of 1933.
Certain features of the new national law which the Com-
mission believes would have value for incorporation in
the banking laws of Massachusetts will be described in a
later section of the Commission’s report.

Meanwhile, one part of the congressional act presses
for immediate consideration, and that is the part which
creates the Federal Deposit Insurance Corporation,
hereinafter referred to as the F. D. I. C. This corpora-
tion becomes operative on January 1, 1934, even before
the present report can be printed and placed in the hands
of members of the General Court. Moreover, it now
appears that substantially all the state-chartered com-
mercial banks in Massachusetts will be participants in
the F. D. I. C. at least for the first six months of the
new year. Under these circumstances, the whole sub-
ject naturally has interest not only in its national bank-
ing aspects but also in its relation to matters of state
banking law and practice, including a need to determine
what should be the policy of the Commonwealth of
Massachusetts in view of the far-reaching new arrange-
ments now designed and established by the Federal
government.

The Federal System Defined.
The principal features of the F. D. I. C. can be de-

scribed by stating, first, the essential terms of the insur-
ance benefits offered; second, what banks must or may
participate; third, the means for raising the money
needed to carry out the plan; and fourth, the manner in
which the corporation will manage and operate the
insurance fund.
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Benefits. - Under the terms of the act, banks now-
entering the F. D. I. C. will have their deposits insured
from January I to July 1, 1934, according to a temporary
plan which provides insurance to the extent of 82,500 of
the net claim of any depositor. Thereafter a permanent
plan is laid out. This will insure deposits according to
the following schedule: 100 per cent of the liability to a
depositor not exceeding $10,000; 75 per cent of the
amount in excess of $lO,OOO but not exceeding $50,000;
and 50 per cent of any amount wT hich may be still higher.

Membership. All national banks are, in effect, com-
pelled to apply for membership in the insurance system,
since any national bank which fails to qualify for ad-
mission by July 1, 1934, will be summarily placed in
receivership or conservatorship.

All state banks which are now members of the Federal
Reserve System are likewise compelled to seek admission
to the F. D. I. C., if they desire to keep their member-
ship in the Federal Reserve after July 1 next.

State non-member banks may share in the temporary
insurance “upon certification that they are solvent by
the state banking authorities and upon examination and
approval by the corporation.” State banks so admitted
before July 1, 1934, will be allowed to remain in the
F. D. I. C. for two years longer, until July 1, 1936,
without necessarily becoming members of the Federal
Reserve System. After July 1, 1936, however, the insur-
ance corporation will retain only banks which are mem-
bers of the Federal Reserve.

The option to enter the insurance system on or before
July 1, 1934, is extended not only to commercial non-
member banks, but also to mutual savings banks, with
a right of continuance until July 1, 1936, on which date
they will be compelled to join the Federal Reserve
System if they wish to remain in the F. D. I. C.

Assessments. Each bank participating in the tempo-
rary insurance is required to pay at the time of admission
one-quarter of one per cent of the amount of its deposits
not exceeding, however, the sum of $2,500 held to the
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credit of any single depositor. Each participating bank
will also become liable to call for further payments,
during the temporary period, up to a maximum of one
per cent of the amount of its deposits not exceeding the
sum of $2,500 held to the credit of any depositor. On
the other hand, any balance remaining in the temporary
fund on July 1, 1934, will be refunded pro rata.

To meet the cost of the permanent insurance after
July 1, 1934, a different system of contributions is
ordered by the Federal law. First, each participating
bank is required to subscribe to Class A stock of the
F. D. I. C. in an amount equal to one-half of one per
cent of the bank’s total deposits, the subscription to be
payable in two equal instalments, one immediate and the
other at call. Thereafter, whenever the Federal insur-
ance fund falls below one-fourth of one per cent of the
total deposit liabilities of all Class A stockholders, each
participating bank will become liable to an additional
assessment amounting to one-fourth of one per cent of
its deposits. The number of further assessments, which

aay be so levied, is without limit.
Each of the twelve Federal Reserve Banks is also

required to take stock in this case called the Class B
stock in an amount equal to one-half of the bank’s
surplus as computed on January 1, 1934. Moreover, the
treasury of the United States has been authorized to
subscribe for $150,000,000 of the F. D. I. C.’s stock,
subject to call by the corporation’s board of directors.

Operation. —National Banks: When a national bank is
closed, the F. D. I. C. will appoint a receiver, and at the
same time organize a new national bank. The new insti-
tution will assume the insured deposit liabilities of the
closed bank, the corporation supplying the means which
will permit it to do so. The corporation will then proceed
to wind up the affairs of the closed bank, collect its assets
and enforce the liability of the stockholders and directors.
The new bank is to be organized without capital stock
and managed by the corporation. Except for a right to
receive new deposits, it is not to transact banking business
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until it shall have capital stock subscribed and paid in on
the same terms as provided for the organization of other
national banks. If sufficient capital stock is not thus paid
in, or if the business of the new bank is not sold by the
corporation to another bank in the community, it shall,
after two years from its organization, be liquidated.

State Banks: When a state bank is closed, the corpora-
tion may accept appointment as receiver if such appoint-
ment is authorized by state law. In any event, the F. D.
I. C. shall organize a new national bank to assume the
insured deposit liabilities of the closed bank. The means
enabling the new institution to do so will be supplied by
the F. D. I. C. upon satisfactory recognition, under the
law or practice of the State in question, that the corpora-
tion has a right to receive dividends from liquidation of
the closed state bank on the same basis as in the case of a
closed national bank. In so far as consistent with state
law, the plan is then to proceed as provided with respect
to closed national banks.

General Outlook for the Temporary Plan.
There are several reasons for believing that the tem-

porary Federal insurance will not impose, during the next
six months, any inordinate burden on the commercial
bankers.

In the first place, thousands of weak banks throughout
the country have been closed and thus removed from the
picture. Secondly, the standards set in the recent exami-
nations of going banks for admission to the F. D. I. C.
have been high in principle. If the actual practice has led
to anything like such good results in many other States
as are known to have been attained in the course of these
examinations in Massachusetts, the present position of
banks admitted to the F. D. I. C. should be favorable.
Thirdly, it must be remembered that the Reconstruction
Finance Corporation has recently subscribed for $631,-
000,000 in new preferred stock and capital notes of going
banks throughout the country, and still has funds for
further use in this manner.
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Many banks which accepted such capital had no press-
ing need for it. But hundreds of other banks, outside of
Massachusetts, have taken advantage of the R. F. C.’s
offer as a means to bring themselves up to the level of
strength required by the F. D. I. C. Some of the banks
which have proceeded in this manner are, perhaps, still in
a position not any too good. But even so, this result is
implied, namely, that if such banks do come into any
difficulty in the early future, it will be the government that
bears the first loss. The R. F. C. subscription in these
cases, as indeed for all banks which have accepted it, will
serve as a cushion.

The Outlook in Massachusetts
So much for the national outlook from January 1 to

July 1, 1934. There follows a consideration of some of
the terms of the Federal insurance as these affect Massa-
chusetts.

On November 13, 1933, there were in this State 132
national banks licensed by the Secretary of the Treasury.
All of these banks are automatically qualified for admis-
sion to the temporary insurance plan. The same is true
of the 18 Massachusetts trust companies which are
members of the Federal Reserve Bank of Boston.

Of the 58 state-chartered trust companies which are
not members of the Federal Reserve System, all but four
applied for admission to the F. D. I. C. on a temporary
basis, the four exceptions including banks which do largely
a fiduciary business. As to the 54 state non-member
commercial banks which did apply, and which have
undergone rigid examinations in recent weeks, all have
been successfully qualified.

The question whether any other course of action
could wisely have been followed by the state commercial
banks regarding the temporary Federal insurance, and
more especially whether there is any other sound course
which they might adopt in the future as to the perma-
nent Federal plan, will be discussed at a later stage of
this report. For the moment, discretionary aspects of
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the case are irrelevant. The matter of chief importance
just now is a significant new fact, namely, that from
January 1 to July 1, 1934, the 132 national banks in
Massachusetts and some 72 state commercial banks
will be offering the temporary Federal insurance to their
depositors.

How will the public look upon this innovation? No
man can foretell the future with certainty, and this
Commission attempts no prediction. But one thing is
certain. In any situation which involves credit
whether of men, of banks or of governments —■ public
confidence is a factor of major importance. It wields a
controlling power. Credit and confidence the very
words are synonymous. Anything which affects one
moves the other. Hundreds of thousands, rising into
millions, of bank depositors throughout the United
States will welcome increased assurance of the safety of
their deposits. How can the popular attitude be any-
thing else than one of welcome for such a development,
after the grief experienced during the past three years?

That the people of Massachusetts will take a favorable
view of deposit insurance under present conditions seems
exceedingly probable. The subject, thus far, has had
comparatively little public notice here; but as the Fed-
eral plan comes into actual operation, it is bound to
receive wide attention during the introductory stages.
The national and state commercial banks, which are in a
position to announce that deposits made with them are
insured, may therefore enjoy a distinct competitive ad-
vantage as against banks which offer no plan of insurance
or guaranty.

In the course of the Commission’s deliberations, exten-
sive study has been given to this contingency. The two
great groups of banks in Massachusetts not now equipped
with a plan of insurance are the mutual savings banks
and the co-operative banks. As to the savings banks,
it is true, as before mentioned, that the Federal Banking
Act of 1933 offers them an opportunity to enter the
F. D. I. C. The question arises, however, is it desirable
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that they should do so, and, if not, should some similar
plan be established for them by authority of the Com-
monwealth? As to the co-operative banks, the Federal
act makes no provision. In this case the question, there-
fore, is single: Should some equivalent plan be estab-
lished for the co-operative banks by the Commonwealth?

Savings Banks

Let us first consider, briefly, the issue as it lies regardin
the savings banks.

As already shown in this text, the mutual savings banks
of this State, having deposits in excess of $2,000,000,000,
passed through the recent depression, extraordinary in
its length and severity, with the failure of only two banks,
whose combined deposits amounted at the time of closing
to little more than $9,000,000. This was hut forty-four
hundredths of one per cent of the total then held by the
system as a whole. Today both of these banks have been
reopened on their own corporate structures. Release of
nearly three-fourths of the temporarily frozen deposits
has already been accomplished in one case, and of nearly
a half in the other, with the recovery still progressing:

To show the net losses sustained by savings bank de-
positors after liquidation was complete in every instance,
an exact experience record has been compiled and placed
in evidence before this Commission, covering the entire
period of 115 years from the day when the first Massachu-
setts mutual savings bank opened for business in Febru-
ary, 1817, until the first of the two temporary closings
above mentioned occurred in February, 1932.

This 115-year record shows that the actual losses, after
liquidation, amounted to only $2,549,898. For a system
of banks which, in that course of time, handled deposits
and made loans in an amount running into billions of
dollars beyond calculation, this is a distinguished
of safety.

But note what this record means in relation to the
F. D. I. C. The terms of the temporary Federal
ance create for participating banks a legal liability to be
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assessed one per cent of their total deposits not exceeding
$2,500. The amount of such deposits in the mutual
savings banks is approximately $1,400,000,000. One per
cent of that sum is $14,000,000. Therefore, if the Massa-
chusetts savings banks should enter the temporary plan,
they would be assuming a liability, for six months’ insur-
ance, nearly six times as great as the savings banks’ total
loss to depositors $2,549,000 over a period of 115
vears.

A levy of the maximum Federal assessment for the
temporary plan is unlikely. The figures given above are
offered, therefore, chiefly for their value in supplying a
basis for comparative measurement. But how the com-
parison strikes home!

The strongest drawbacks to any participation by the
mutual savings banks in the Federal insurance arise,
however, in connection with the permanent plan. The
F. D. I. C., as originally set up, was conceived entirely
without regard to the needs or conditions of this type of
bank. Outside of New England, New York, and a few
other States, no such type exists. Those institutions in
other parts of the country which receive savings deposits

including many of those which include the words
“savings bank” in their corporate titles are not mutual
savings banks, but joint stock banks, most of them being
engaged largely in commercial business. The inclusion of
mutual savings banks in the insurance provisions of the
Federal Banking Act was an afterthought.

If any proof of this statement be needed though it
simply accords with reports already printed in the public
press the evidence can be found in the act itself. As
may be seen from the foregoing description of the proce-
dure in operating the insurance fund, the Federal law makes
no suitable provision whatever for the liquidation of a
mutual savings bank. The only plan offered requires the
organization of a new national bank, which is not nearly
so advantageous as alternative procedures permitted under
Massachusetts laws.

By the terms of the law creating the F. D. I. C
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Congress placed the heaviest possible pressure upon all
participating banks not now members of the Federal
Reserve System to become members of the Federal
Reserve, if not at once, then by duty 1, 1936, at the
latest. In this regard, no special exemption was devised
for mutual savings banks. Yet the fact is that the
normal services of the Federal Reserve Banks have al-
most nothing of advantage to offer such banks, even if
they should become members. Idle great usefulness of
the Reserve Banks is to commercial banks, for whose
service the Federal Reserve was created. Moreover, no
high official or expert known to this Commission even
including the warmest friends of the Reserve System
and the strongest champions of its further development

had ever argued, before passage of the Banking Act
of 1933, that mutual savings banks should become Fed-
eral Reserve members. They have no place there.

In the Commission’s opinion, it is evident, also, as a
fundamental fact that mutual savings banks do not be-
long in the F. D. 1. C. This Federal corporation is
designed for banks of a different character. For the
mutual savings banks to join with them would result
in an unwise confusion of principles.

And it would invite something more. As graphically
argued by a speaker in one of the Commission’s execu-
tive sessions: “If the savings banks ever go into the
Federal plan, even on a temporary basis, their path out
would lie across hot stones.” Once engaged in the tem-
porary plan they would in all likelihood find themselves
bound to continue as participants in the permanent plan.
In that event the savings banks of Massachusetts would
become liable to pay assessments uncontrolled by any
legal limit whatever - for the insurance of thousands of
banks of altogether different type scattered throughout
the Nation whose experience records for stability are
nothing like so high as that of the Massachusetts mutual
savings banks, and whose loss ratios over any period of
the past, long or short, are very much greater.

It appears, therefore, that although the Federal Bank-
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ing Act of 1933 gives mutual savings banks a right of
entrance into the F. D. I. C., that option is a definitely
undesirable one for them to exercise.

Co-operative Banks.

Let us turn now to the co-operative banks. The experi-
ence record of co-operative banking in Massachusetts, as
the General Court knows, is likewise of superlative char-
acter.

Although the downward sweep of all values, including
real estate, which began in October, 1929, continued un-
checked for nearly four years, the 227 co-operative banks

the guardians of assets totalling more than $500,000,000
- went through that period of severest strain without

the failure of a single bank or the loss of a single dollar
of principal to any shareholder. This achievement stands
almost unparalleled in any field of banking today, and
certainly is without equal in the particular field of in-
vestment in which banks of the co-operative type are
engaged. On comparison with statistics for the country
at large, the record of the Massachusetts co-operative
banks during the recent depression stands head and
shoulders above that of the building and loan associa-
tions, as similar institutions are called in other States.

The history over a long range is equally impressive
and perhaps still more significant. The first co-operative
bank in Massachusetts was established in 1877. During
the entire period of fifty-seven years since elapsed, no
co-operative bank has ever been compelled to close its
doors. There have been a few liquidations, but all of
them have been voluntary still another achievement
which stands well-nigh without equal in the chronicles
ofAmerican bank systems. Moreover, of those few co-
operative banks whose directors decided to wind up the
bank’s affairs, all produced a 100 per cent dividend for
their shareholders except in one infinitesimal case in
1883,1 and was the minor exception that

discontinued business1 $57 in a bank having total dues capi
k of local interest.
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proved the rule. In this instance, the voluntary liquida-
tion of a small bank realized 89 per cent, but this in-
volved a loss of only $13,500.

The record over the whole period of fifty-seven years,
from 1877 to 1934, shows a loss which is only two-thou-
sandths of one per cent of the co-operative banks’
1500,000,000 worth of assets today.

In the presence of such excellent records, showing
almost impregnable strength and stability, it may be
argued that neither the savings banks nor the co-opera-
tive banks of Massachusetts have any considerable need
of deposit guaranty. But this selfsame fact also supplies
a powerful argument in its favor. Co-operative banks
whose net losses have been only trivial throughout a
period of fifty-seven years, from 1877 straight down to
this date, including the protection of every dollar of their
shareholders’ capital during all of the recent depression,
and a vast savings banks system whose net losses in
liquidation during 115 years, from 1817 to 1932, was
only about $2,500,000, certainly stand in a sound posi-
tion to adopt state-wide guaranty plans without likeli-
hood that these will incur any great cost in the future.

No valid reason appears, therefore, to deny to deposi-
tors the satisfaction of knowing that the security of their
money has been made doubly sure by adding the same
feature of special protection which will hereafter be
offered depositors in commercial banks which, to a cer-
tain extent, are competitors for the savings of our citi-
zens. In that regard, banks without an insurance plan
would be placed at a disadvantage at this particular
time.

To take any other attitude is to treat the whole Fed-
eral deposit insurance plan as though it were of negli-
gible account, both in itself and in the effect which it
may have with the public. Such an outlook, the Com-
mission believes, is unjustified, and it finds that this
view is shared by the two state-wide associations main-
tained by the savings banks and by the co-operative
banks, respectively. Both have given the problem com-
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prehensive consideration. Both sent representative dele-
gations to appear before this Commission, and in these
hearings the question of guaranty, among other issues,
was discussed. At the request of the Commission, the
Savings Banks Association of Massachusetts submitted
a tentative draft of an act to guarantee the deposits of
savings banks, and the Massachusetts Co-operative
Bank League likewise supplied a draft to provide a
guaranty for the shares of co-operative banks.

Recommendation
Under all the circumstances, on the very eve of one of

the most sweeping innovations ever known in the his-
tory of American banking, the Commission considers
that it would be derelict in its obvious duty as set forth
in the instructions given by the General Court, if it were
not now prepared to offer guaranty bills, ready for the
Legislature’s consideration at the earliest moment which
your honorable body may find desirable.

Accordingly, after extensive study, the Commission
voted unanimously to report such bills to the General
Court. (See Appendices G and H for draft of such bills.)

The two measures, in their essential terms, may be
described as follows:

Guaranty Bills Described.
Hie bill providing for a guaranty of deposits in savings

banks establishes a fund which shall be held and admin-
istered by the directors of the existing Mutual Savings
Central Fund, Inc., in addition to, and separate from,
the powers and duties which the Mutual Savings Central
Fund now possesses.

The Deposit Guaranty Fund would attain in the
course of its first year a minimum limit of $20,000,000.
This sum is to be raised by levying upon every savings
bank four assessments, each amounting to one-fourth of
one per cent of its total deposits, the first to be payable
shortly after the passage of the act, and the other three
at successive intervals of three months each. The bill
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provides, however, that any sum paid into the Guaranty
Fund may be set up as an asset on the books of the
contributing bank to such extent as may be authorized
by the Commissioner of Banks.

When the fund has reached the desired minimum level
of $20,000,000 further assessments would be made only
at the discretion of the directors of the fund. Under no
circumstances, however, may the total of all assessments
exceed a maximum limit of $60,000,000.

For purposes of comparison, the requirements which
the permanent Federal deposit insurance plan would
impose upon mutual savings banks are restated below. 1

In fixing the minimum level at $20,000,000 for the pro-
posed Massachusetts plan the Commission’s intent is to
make sure that the resources actually paid into the fund
would be large enough to meet any contingency before,
and not after, the need might arise. The Commission
does not anticipate losses of any such figure, but recog-
nizes the necessity of establishing a fund sufficient in size
to obviate forced liquidations. With $20,000,000 in hand,
the guaranty fund would have cash resources eight times
as great as the whole net loss, amounting to $2,500,000,
which depositors in the savings bank system sustained
over a period of 115 years from 1817 to 1932, and twice
as great as the total amount of deposits in the only two
savings banks which even temporarily closed their doors
during all of the recent years of intense economic strain.
If a fund of this size be recruited before the active need
arises, the money can be collected with less difficult)' to
all concerned than would result from any other procedure.
If the disposition be to wait until some active need should
develop, that is likely to prove the very time when a call
for additional funds would be inconvenient.

Under the terms of the Federal law, any savings bank which h
F. D. I. C. on the permanent plan mustsubscribe one-half of one per cent of its total deposit
liabilities for stock of the corporation, one-half to be paid forthwith, the balance to remain
subject to call. In addition, assessments of one-quarter of one per cent of the total deposit
liabilities shall be levied whenever the net debit balance of the deposit insurance account
shall equal or exceed one-fourth of one per cent of the total dej>osit liabilities of all Class A
stockholders. This opens the door to unlimited assessments in addition to the stock invest-
ment; also, the Federal law provides that whenever any state member bank (including a
mutual savings bank) shall have been closed, the corporation shall organize a new national
bank
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Under the terms ol the bill, the Commissioner of Banks
is given the sole responsibility of deciding when actual
use shall be made of the resources and powers of the
guaranty fund. Whenever the Commissioner finds that
any member bank either has already entered into “an
unsound or unsafe condition,” or will do so if it continues
in business, he may so certify to the directors of the
Guaranty Fund. Thereupon, the corporation controlling
the fund shall immediately take possession of the prop-
erty and business of such bank.

The corporation’s first duty, upon taking possession,
shall be to provide such funds as it may find necessary to
preserve the assets of the bank and manage them in a
business-like manner for the protection of depositors.

Thereafter, the directors of the corporation may follow
one of two courses, they may either decide to carry on
the business of the bank until its condition can be raised
to a point which would justify a return to its original
management, or else the corporation may, and at the
request of the Commissioner shall, discontinue the busi-
ness of the bank and proceed to liquidate its affairs.

If the first course is chosen, the bill provides that the
bank shall not be returned to its original management
unless and until all funds advanced to the bank from the
Deposit Guaranty Fund shall have been repaid to the
fund, or until the corporation shall have received satis-
factory security for such repayment.

On the other hand, if the corporation decides to liqui-
date the bank, the bill provides that the depositors shall
be paid the full amount of their deposits, with interest.
Such payments are to be made within three years from
the time liquidation begins, and in such installments as
the directors of the Guaranty Fund may determine. For
this purpose, the corporation shall use, in addition to the
assets of the bank, whatever sums may be required from
the Deposit Guaranty Fund in order to make up any
deficiency which otherwise would fall upon the depositors.

As a necessary condition of the new duties and powers
thus conferred upon the directors of the Mutual Savings
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Central Fund, the bill makes permanent the life of that
institution which otherwise —in accordance with the
terms of chapter 44 of the Acts of 1932 would expire in
1937.

Co-operative Banks. We come now to a description
of the bill “To Establish a Fund for the Guaranty of
Shares in Co-operative Banks.”

The fund set up by this bill is to be held and adminis-
tered by the directors of the Co-operative Central Bank,
created by chapter 45 of the Acts of 1932, and by a pro-
posed amendment of that act the life of this institution
is hereafter made permanent.

The terms of assessment by which the co-operative fund
is to be recruited are, in their effect, identical with those
in the savings bank plan. Within ten days after passage
of the proposed act there shall be levied upon every co-
operative bank an assessment of not less than one-fourth
of one per cent of the share liabilities of each bank, which
shall be payable at once. This shall be followed by three
further assessments, of one-fourth of one per cent each,
at successive intervals of three months, until the total
sum paid into the fund equals one per cent of the total
share liabilities of the member banks. Thereafter other
assessments may be made from time to time, in the dis-
cretion of the directors of the fund, to a maximum total of
not more than three per cent of the share liabilities. This
would provide a maximum fund of $15,000,000, while the
minimum limit would be $5,000,000.

This minimum sum the Commission considers ade-
quate to cover any or all foreseeable contingencies. As
previously shown, there has never yet been a single com-
pulsory liquidation of a co-operative bank, and the net
losses ultimately resulting from the minor cases of vol-
untary liquidation which occurred at any time during
the past fifty-seven years, from 1877 to 1934, were so
slight that they may be considered negligible.
fet In practically all of its other major features, and even
in most of the details of its wording, the Co-operative
Guaranty bill follows the plan mapped out for the sav-
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mgs banks Guaranty Fund. In case the Commissioner
of Banks should certify that any co-operative bank has
entered into “an unsound or unsafe condition,” or will
do so if it continues in business, the procedure to be
invoked by the directors of the Shares’ Guaranty Fund
would take over the management of the bank, supply
funds to preserve its assets, and then either undertake to
restore the bank to a strong condition, or proceed to
liquidate its affairs, just as in the case of a savings bank.
If liquidation ensues, the corporation shall pay to the
shareholders of the bank the full amount of their shares,
with interest. Such payments are to be made, however,
within five years from the time liquidation begins, instead
of three years, as in the case of a savings bank.

Commercial Banks - Federal or State.
In concluding the Deposit Guaranty section of this

report the Commission will deal, very briefly, with the
question whether it would be possible to set up for the
state-chartered trust companies of Massachusetts a plan
of Deposit Guaranty similar in outline to the plans above
proposed for the savings banks and the co-operative
banks of this State. Certainly, some strong grounds may
be urged for such a development. As set forth in the
first section of this report, the facts show that bank fail-
ures in Massachusetts in recent years have been far less
numerous than in most other States of the Union. It
must be true, therefore, that the risk of loss assumed by
any Massachusetts bank which enters the permanent
insurance plan of the F. D. I. C. on July 1, 1934, will be
greater than that bank would incur if it became part of
a guaranty plan devised for, and limited to, Massachu-
setts banks alone.

In the course of its studies, your Special Commission
received testimony from a reliable expert to the following
effect:

If you take all the hank failures in the United States during the
jeriod from 1926 to 1932, inclusive, and if you assume that the de-
posits in the banks then closed were a total loss (that is, without
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making any allowance for partial returns secured from liquidation),
the annual loss ratio amounts to 1.15 per cent of the total deposits
in all banks in the United States. On the other hand, if you take the
bank failures in Massachusetts alone during the same period, and
compute the loss on the same basis, the annual loss-ratio is only
0.5 per cent.

On the other hand, it must be recognized that a num-
ber of this State’s largest trust companies are members
of the Federal Reserve System. As such they will be
compelled to participate in the F. D. I. C. on a perma-
nent basis, unless they should decide on or after July 1,
1934, to withdraw from membership in the Federal
Reserve. In any event, the laws and conditions must be
recognized as they now exist. So long as those of the
Massachusetts trust companies which are members of
the Federal Reserve System remain there, the task of
determining what might be done as to a state plan of
guaranty for the non-member commercial banks is a
weighty question. The issue cannot be resolved without
thorough study to ascertain whether a guaranty fund of
sufficient size could be set up for the state non-member
commercial banks to make such a plan sound, feasible
and adequate to the purposes in view.

The Commission is convinced, however, that further
consideration should be given to this whole subject not
only by the General Court, at its pleasure, but by all
persons and interests having a concern for the welfare of
the state banking system in time to come. Meanwhile,
as set forth in detail on earlier pages of this report, there
is no present reason for worry. The participation of
state banks in the F. D. I. C., which begins today, is on
a temporary basis only, and that basis puts a definite
limit upon any expense which these banks might be
called upon to bear between now and July 1, 1934.
Moreover, it seems quite unlikely, as a practical matter,
that the participating banks will be called upon to pay
more than a small part even of the limited assessments to
which the Federal law makes them liable during the next
six months, while the advantages to be gained from the
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temporary Federal deposit insurance, through enhancing
the confidence felt by bank depositors in many parts of
the United States, may be substantial.

As to the changes recommended in that part of the
report which next follows, the Commission has in view
not solely conditions as they now exist, conditions which
are largely abnormal, but rather the gradual and con-
stant strengthening of our banking structure, so that if
and when unusual conditions may again occur, our
banks, and most particularly our commercial banks, will
be able to meet them without the casualties which came
to pass in 1920-21 and 1931-32.

Moreover, this Commission has tried to leave ample
room for individual initiative on the part of our bankers,
while at the same time writing into the statutes certain
restrictive changes based on principles which some of
the ablest of our bankers themselves have developed.
Directors and officers will need to continue to be ever
watchful in their efforts to render complete protection
for the funds left with their banks for safekeeping. No
laws can be drawn which will do away with individual
judgment in the passing on applications for credit.

The Commission has no desire to do away with the
competitive system of banking, but it does recognize
the necessity for permitting an extension of branch bank-
ing within county limits, and for imposing certain regu-
lations which will prevent that type of competition which
tends to destroy the stability of our banking institutions.

The Commission has not limited its efforts to the pro-
tection of any one group, be they depositors, borrowers,
stockholders or officers, nor to any one angle of the bank-
ing situation. It has tried to cover the whole field, giving
protection to all, so that, as in the past, others may con-
tinue to look to the banks of this Commonwealth as
leaders

Thought and study have been given to the subject of
credit unions, but the Commission makes no recommen-

111. MASSACHUSETTS TRUST COMPANIES.
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dation concerning these at the present time. Morris
Plan Banks are not now under the supervision of the
Commissioner of Banks. The Commission feels that this
would be desirable. Small loans might be a subject for
special study, since these are allied to banking, although
not a part of our recognized banking structure. Legis-
lation with respect to the three foregoing subjects might
well be included in an industrial banking act. To pre-
pare this would have taken more time than the Com-
mission had at its disposal. However, it does recommend
that the subject be given further consideration.

Among the specific objects which the Commission has
had in mind are (a) more definitely fixing responsibility
for the operation of our banks; (5) the strengthening of
individual banks; (c) making our banks more liquid;
(d) eliminating control by outside corporations and elimi-
nating interbank control; (e) eliminating certain abuses;
(/) aiding stockholders and encouraging the employment
of additional capital in banking; (g) simplifying the
operation of our banks; (h) simplifying and speeding
up the process of reorganization or liquidation of closed
banks; (i) assuring a more ample supply of credit for
the legitimate requirements of industry; and finally
O’) giving to depositors the greatest protection possible.

Of necessity most of the changes have to do with our
commercial banks, and therefore relate to a revision of
chapter 172 of the General Laws.

The most far-reaching of these suggested changes has
to do with the elimination of the separate savings de-
partment. Separation of savings and commercial activi-
ties of our trust companies has not prevented loss to the
savings depositors, and in some instances has worked a
serious injustice to depositors in the commercial depart-
ment. It has greatly added to the expense of liquidating
closed banks, and has delayed the payment of dividends.

The Commission is of the opinion that the elimination
of the savings department should take place at this par-
ticular time, as depositors in such departments would
receive other protection if the General Court looks with
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favor upon certain of the changes herein recommended,
as well as from the benefits of the temporary plan for the
guaranty of deposits by the Federal Deposit Insurance
Corporation. The Commission has already suggested
that after due consideration a guaranty fund might be
created for trust companies incorporated under the laws
of the Commonwealth, such fund to become operative
when the temporary plan of the Federal Deposit Insur-
ance Corporation expires. This would place both savings
depositors and commercial depositors of our trust com-
panies on practically the same basis as exists in the case
of depositors in national banks.

Another important change suggested is the strengthen-
ing of the capital of existing banks in order that depos-
itors may have more protection from losses due either
to bad loans or shrinkage in the value of investments.
This could not be fully accomplished without permitting
branches in communities which, while they may require
banking services, have not sufficient need for a local bank
to warrant the capital investment. In many cases this
has resulted in the formation of banks with the mini-
mum capital permitted by statute, but which is, never-
theless, a capital too large to earn a satisfactory rate of
dividend and at the same time too small to accommodate
the larger business enterprises of the community. County-
wide banking will perhaps result in fewer banks, but it
should result in stronger banks, and more communities
would obtain direct banking service.

The Commission feels that real estate loans should be
limited to an area where constant supervision may be
maintained, and an area within which all directors may
have some knowledge of values. There appears to be
no reason to place narrow arbitrary limits upon those
banks which are situated near a county or state bound-
ary. This applies especially to savings banks and co-
operative banks which cannot now lend outside of the
State. There should be some way whereby the Com-
missioner of Banks could be sure to have brought to his
attention loans that exceed the assessed value of the
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property. At present there is no provision that this
information be included in the written application filed
with the bank when a borrower asks for a loan, except
in the case of credit unions. By adding such provision
and requiring the examiner to report all loans exceed-
ing assessed values, there will be an opportunity for the
Commissioner to note loans that may possibly be ex-
cessive.

Lack of publicity of the true condition of a corporation
may often cause more injury than would be done by
exact knowledge of an unsatisfactory condition. With
a few exceptions our commercial banks give a minimum
of information concerning their financial condition while
they are in business, and even less is available once they
have gone into the hands of the Commissioner. Co-
operative banks have long given their shareholders a
reasonable amount of information. Corporations in gen-
eral have been publishing more and more detailed infor-
mation. This Commonwealth has long insisted on com-
plete information being made public by its public utility
operating companies and insurance companies author-
ized to do business in the State. The Commission is of
the opinion that banks should give adequate reports to
their stockholders, and that the Commissioner should be
required to keep depositors of closed banks informed of
the progress he is making in liquidating or reorganizing
such banks.

At the present time the State Banking Department is
charged with the responsibility for protecting deposits in
state-chartered banks amounting to more than 53,000,-
000,000, the safety of which affects the welfare of all
living in the Commonwealth. It is further charged with
liquidating or reorganizing those banks which have gotten
into difficulties. To assure the quality of supervision
and examination that is essential requires men of great
ability. The Commission finds that the present salary
schedule is not sufficient to compensate such ability. It
therefore recommends that the subject of salaries in the
Banking Department be referred to the committee on
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Ways and Means for a general revision in the direction
of higher rates of remuneration.

As this report moves to a close, the Commission wishes,
in retrospect, to affirm one major principle in particular,
upon which the Commission has sought to proceed in
carrying out the instructions given by the General Court.
Out of the multitude of subjects in question which have
come before the Commission it has undertaken to handle
for this report only those matters which it could handle
in a manner reasonably complete.

Until very recently, the Commission felt that it would
be necessary to ask for an extension of time, but on final
reflection it was decided that the Commission would do
a better service by offering now a report which could
come immediately before the Legislature, at this time
when important changes are impending, such as the in-
ception of the F. D. I. C.

It must be realized that in a work of these proportions
all of the members could not agree in all particulars.
None, however, sees fit to file a formal dissent to the
report. All feel that the recommendations by and large
are in the right direction, and all favor the main con-
structive policies herein described.

Definitions.

The terms “bank,” “banking institution,” “common
stocks,” “capital,” “capital funds,” “total deposits,”
“demand deposits,” “time deposits” and “savings de-
posits” are frequently used in this chapter. The Com-
mission therefore believes that definitions for such
terms should be added to section 1. (See Appendix
A, section 1.)

Officers.

The present law provides that there shall be not less
than seven directors, but does not limit the total num-
ber that a trust company may have. The Federal law
provides that no bank that is a member of the Federal

UGGESTED CHANGES IN CHAPTER 172, GENERAL LAWS.
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Reserve System shall have more than twenty-five direc-
tors. The Commission therefore recommends that legis-
lation should be enacted to limit the directors of a trust
company to twenty-five.

Our present law provides that the president be elected
by the stockholders. It also provides for an actuary,
but, on the other hand, makes no mention of a chair-
man of the board of directors. It seems to the Com-
mission desirable to have the president elected by and
responsible to the directors who should have the power
to choose a chairman. There appears to be no particu-
lar need for the alternative office of actuary.

Although the directors of trust companies have usu-
ally provided for an investment or executive committee
in their by-laws, it seems preferable to provide for this
committee by statute. (See Appendix A, section 12.)

Choice of Officers.
In view of the fact that complications have arisen in

connection with attempts to collect on existing types of
bonds, the Commission feels that specific authority
should be given the Commissioner to require a so-called
“faithful performance” bond from officers and em-
ployees. It further feels that the Commissioner should
not accept a bond from any company not authorized to
transact business of suretyship in the Commonwealth.
(See Appendix A, section 13.)

Directors.
Only a majority of the directors of any trust company

need be residents of the Commonwealth under present
provisions of the law, and they need only hold stock with
a par value of §l,OOO. Moreover, one-third of the di-
rectors may also be directors of other banks. The
Commission recommends legislation to require all direc-
tors to be residents of the Commonwealth. This is more
in line with the Federal law, which requires directors to
be residents of the State in which national banks are
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located, or, if outside the State, such residence must be
within fifty miles of the bank. Present Federal statutes
provide that no director shall be a director of any other
bank, and that each director own stock with a par value
of $2,500 unless the capital of the bank is $50,000 or
less. The Commission feels the $2,500 requirement
desirable, and is of the opinion that interlocking direc-
torates should be abolished. In the case of national
banks, the oath subscribed by directors is transmitted
to the Comptroller of the Currency. Such oaths might
well be kept in the custody of the Bank Commissioner.

The Commission is of the opinion that vacancies
should not be permitted to exist in the boards of direc-
tors of trust companies, and that it should be mandatory
rather than permissive for the directors to fill such
vacancies. (See Appendix A, section 14.)

Certain Fees, etc., to Officers, Employees and
Attorneys prohibited.

Our present law provides that only a majority vote be
required in connection with transactions between the
bank and its directors, and then only if the terms of such
transactions are less favorable than offered to others.
The Commission feels that there are too many loop-
holes in the section as it now stands. They therefore
suggest that a three-fourths vote of the directors be
required in all cases. Under the Federal law, banks that
are members of the Federal Reserve System are prohib-
ited from making loans to bank examiners. The Com-
mission feels that such law is too stringent, and yet,
though our statutes do not cover this subject, there
should be a provision specifically permitting such loans
under certain restrictions. (See Appendix A, section 16.)

Books Open for Inspection.

The Commission feels that the amount of information
contained in returns of banks published under the pro-
visions of section 26 are totally inadequate to indicate
the true financial condition of such banks, and that each
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stockholder is entitled to a more detailed report at least
once every year. Corporations, other than banks, in
general give their stockholders fairly complete reports,
sometimes as often as four times a year. The same is
true of most co-operative banks in this Commonwealth.
Although the determination of the details which shall be
shown may well be left to the Commissioner and each
bank, additional legislation requiring greater publicity
seems necessary. (See Appendix A, section 19.)

By chapter 112 of the Acts of 1933, banks in the process
of reorganization were given authority to issue preferred
stocks. The Commission recommends that the same
authority be given to all banks. They feel that the mini-
mum capital requirements should be increased to corre-
spond with Federal requirements.

The Commissioner of Banks, Arthur Guy, advises this
Commission that some action should be immediately
taken to give going banks the right to issue preferred
stock if such banks are to obtain the full advantage of
the power of the R. F. C. to purchase such stock. With
this in view he has prepared an amendment to chapter
112 of the Acts of 1933. (For his proposed legislation
on this subject see Appendix B. For proposed permanent
legislation, see Appendix A, section 18.)

Liabilities of Stockholders

Reference to the subject of stockholders’ liability was
contained in the report of the Special Commission on the
Revision of the Laws Relating to Trust Companies and
Private Banks, and to the liquidation of banks created
by chapter 42, Resolves of 1932. In view of Federal
legislation eliminating additional liability of stockholders
on all new issues of stock, the Commission has studied
the subject carefully from all angles. It recommends
that liability cease as soon as the unimpaired surplus
equals or exceeds the aggregate par value of the com-
mon stock. This appears to protect the depositors to the

Capital Stock.
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same extent as the existing statute, and also results in
greater justice to the stockholders. (See Appendix A,
section 24.)

Powers.
The present powers of trust companies are derived in

part from powers contained in the general law covering
all corporations, while others are derived from section 31
and subsequent sections. As they now stand, section 31
gives a bank certain specific powers to receive deposits
of various kinds, and limits its right to give collateral
security for deposits; section 33 gives it almost unlim-
ited powers to invest its capital and general deposits in
stocks, bonds, advances and loans other than secured or
unsecured; section 34 permits loans on farm lands and
unimproved land located anywhere in New England or
New York. The Commission recommends that all inci-
dental powers necessary to carry on the business of bank-
ing be given to trust companies, and that certain of these
powers be more closely regulated. This will correspond
more nearly with the provisions of Federal law, especially
the so-called Glass-Steagall Bill. National banks have
long been prohibited from investing in stock. This pro-
hibition may well be extended to trust companies. The
Commission realizes that any broad limitations imposed
concerning the purchase of investment securities will of
necessity eliminate many desirable securities and include
opportunities for the purchase of certain undesirable
issues. Nevertheless, if the limitations do bar the pur-
chase of a vast number of undesirable securities when
either their quality or marketability is taken into con-
sideration, they may be preferable to no restrictions at
all. With this in view, it recommends prohibition of the
purchase of stock and limitation of investments in gen-
eral to securities listed on recognized stock exchanges,
and those savings banks are permitted to purchase with
the further requirement that the investment committee
must approve all purchases of securities before they are
made.
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It is further felt that many of the provisions concern-
ing deposits in savings banks may well be made to apply
to savings deposits in trust companies. (See Appendix A,
section 31.)

Loans on Real Estate.

Trust companies may now make loans on real estate
located anywhere in New England or New York. The
Commission is of the opinion that no real estate loan
should be made at a greater distance than fifty miles.
In case of foreclosure officials of the bank can then give
such property sufficient attention to protect the inter-
ests of the bank. Moreover, all directors can be more
familiar with values of property near the bank, and will
not be forced to depend on the opinions of one or two
who may know the distant property.

The Commission recommends that the aggregate amount
of loans secured by real estate be limited, and that no
mortgage be made for more than three years, the limit
for savings banks, except in the case of loans on farm
lands. (See Appendix A, section 34.)

Acceptance of Drafts and Issue of Letters op

Credit.
At present, acceptance of drafts is covered in two sec-

tions, 36 and 37, under each section of which a trust
company may accept drafts up to 50 per cent of its capi-
tal funds, or, under the authority of the Commissioner,
up to 100 per cent, making its aggregate liability for
acceptances either 100 per cent of its capital funds with-
out, or 200 per cent with, the Commissioner’s approval.
The Commission recommends that the various types of
paper that trust companies may accept be included in
one section, with the limit of liability fixed at 50 per
cent of its capital funds without authority of the Com-
missioner, or 100 per cent with his authority. (See
Appendix A, sections 36, 37.)
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Limit of Liability of Any Person to Bank.

No limitation is now placed on discount of commercial
or business paper actually owned by the person nego-
tiating the loan. Neither is a limit placed on notes
secured by obligations of the Commonwealth or the
United States. The Commission feels that some limit
should be placed on loans of this character made to any
one borrower, and that other types of loans to a single
borrower should be limited to 10 per cent of the capital
funds of a trust company. The former limits in this
latter case varied, being 20 per cent for banks with capi-
tal stock of $500,000 or more, and 10 per cent for other
banks. Therefore, the Commission recommends that
section 41 be redrafted more nearly in line with the
provisions of the Glass-Steagall Act, so called. (See
Appendix A, section 40.)

Real Estate Owned.
The Commission recommends that section 41, which

covers real estate held by a bank for its business, be
rewritten to include real estate acquired by foreclosure
or otherwise, in line with the corresponding section of
the Federal law. (See Appendix A, section 41.)

Limitations.
Although the Federal Reserve Board requires that all

member state banks must have capital funds to equal
not less than 10 per cent of their average deposits, there
is no limitation whatever in our present statutes covering
this subject. The Commission is of the opinion that
legislation should be enacted to place a maximum limit
on the liabilities a bank may incur on a given capitaliza-
tion. At present, a trust company may not hold more
than 10 per cent of the capital stock of any other trust
company. The Commission recommends that a bank be
forbidden to hold any stock in another bank. (See Ap-
pendix A, section 43.)
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Branch Offices.
At present, branch offices are limited to the same town

or city, or to other communities after enactment of
special legislation. The Commission feels that banking
service should be given to communities which cannot
profitably support an independent bank, and that these
communities are entitled to some banking accommoda-
tion. In other communities where there is only one
bank, it is frequently too small to be able to accommo-
date adequately the commercial requirements of its
larger depositors. In such cases, the consolidation of
banks in different communities might well result in a
banking institution of sufficient size to accommodate
all depositors in the several communities which could be
served by its branches. Therefore the Commission
recommends that legislation be enacted to provide for
the establishment of branches within the same county.
(See Appendix A, sections 45, 46.)

Banks may become Members of the Federal
Reserve Bank and/or Federal Deposit Insur-
ance Corporation.

As the Commission has elsewhere recommended that
a bank be forbidden to own stock in any other bank,
it feels legislation should be enacted to permit banks to
own stock in the Federal Reserve Bank and in the Fed-
eral Deposit Insurance Corporation. (See Appendix A,
section 48.)

Trust Funds to be kept as Special Deposit.

At present a trust company cannot hold in its com-
mercial department uninvested funds controlled by its
trust department. National banks may hold such funds
in their commercial department, provided they reserve
the deposit with obligations issued by the United States.
The Commission recommends that legislation be enacted
to extend the same power to trust companies. (See
Appendix A, section 54.)
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Signing of Returns, etc. Examination of Officers.
Any officer authorized to sign by a bank may now sign

returns made to the probate court or elsewhere. The
Commission feels that the power to sign such returns
should be limited to the officer or officers who have knowl-
edge of the subject matter covered in the return. (See
Appendix A, section 57.)

Deposits may go on Interest Monthly.

In order that a bank may not pay out in interest a
larger portion of its profits than earnings and the condi-
tion of its capital may warrant, the Commission is of
the opinion that legislation should be enacted to give the
Bank Commissioner power to limit interest rates. At
present banking institutions are co-operating with the
Commissioner and carrying out his recommendations.
There should be some more definite provision provided in
connection therewith. (See Appendix A, section 67.)

Payment of Dividends to be authorized by

Directors.

At the present time the Board of Investment deter-
mines the rate of dividend on savings deposits. The
Commission recommends that this duty be transferred
to the president and directors. (See Appendix A, sec-
tion 68.)

Reserves

As the savings department is to be eliminated as a
separate department, it is necessary to make certain
changes in the sections of the present law relating to
reserves. The Commission recommends that the reserve
for time deposits, including savings deposits, shall be
fixed at 5 per cent of such deposits. (See Appendix A,
section 73.)
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Composition of Reserves.

The Commission recommends that the power be given
to banks to include bankers’ acceptances in the securities
in which the reserves may be invested. It feels that the
limitation that not more than two-fifths of the reserves
be invested in securities should be eliminated. (See Ap-
pendix A, section 74.)

Corporation may act as Reserve Agent.

At present trust companies may deposit their reserve
funds in any national bank in certain reserve cities. The
Commission feels that no bank not under the jurisdiction
of the Commissioner should act as reserve agent unless
approved by him. It is further felt that power to change
reserve requirements in an emergency should be placed
in the hands of the Commissioner. (See Appendix A,
section 75.)

Proceedings if Reserve less than Required.

Section 76 provides that the Commissioner shall take
possession of and liquidate a bank with deficient reserve.
The Commission recommends that instead of liquidating
he be given power to appoint a conservator. (See Ap-
pendix A, section 76.)

Surplus Fund.

Trust companies now have power to issue preferred
stock under certain conditions, dividends on which may
be cumulative. The Commission feels that the present
section covering surplus funds should be entirely revised
to provide for the creating of larger reserves by prevent-
ing the payment of any dividends on the common until
the surplus equals the outstanding common stock. That
all profits from the sale of securities should be added
directly to the surplus account. Provision should also
be made to transfer the Guaranty Fund of the savings
department to the commercial department, with provi-
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sion for setting up adequate reserves to cover the depre-
ciation of securities now in the savings department. (See
Appendix A, section 80.)

In order to conform to the foregoing rewritten sections,
certain minor changes are necessary in the case of several
of the existing sections of this chapter. These and
certain clarifying changes should be made in the fol-
lowing sections:

Section 9. — Eliminate “president” in the third sen-
tence from the end, as he is to be elected in the future
by the directors.

Section 11. In the next to the last sentence, after
the words “that all requirements of the law have been
complied with,” add “and the qualifications of the per-
sonnel are satisfactory.” The first part of the sentence
requires that an examination of the personnel be made,
but no provision is made for using the result of this
examination in determining whether or not to grant the
charter.

Section 26. Eliminate from this section the words
“railroad stock and;” and
The office of actuary is
docks is forbidden, making
Under the provision “and

“or actuary;” “bank stock,’
“stating amount in each.”
abolished. The purchase of
these references unnecessary.
such other information as the commissioner orders,”he may
require confirmation as to such investments prior to the
expiration of the period during which they may be held.

Section 32. This section should commence with
“except as provided in sections sixty-six and sixty-six A.”
The two sections to which reference is made cover the
withdrawal of savings deposits and loans on pass books
of savings depositors. As “savings deposits” are in-
cluded under the definition “time deposits,” it makes
this reference necessary in order to avoid any conflict
between the provisions of the sections covered.

Section 38. Place the powers contained in this sec-
tion under the “Trust Department” by changing its

MINOR CHANGES IN SAID CHAPTER
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number to 55A. The functions covered more properly
belong to a trust department.

Section 44-A. Add the following sentence: “Subject
to such regulations as the commissioner may make and
during such period as he shall designate, but in no event-
later than January first, nineteen hundred and thirty-
six, assets purchased under this section shall not be
taken into consideration in determining the limitations
and restrictions contained in sections thirty-one and
thirty-four.” It would be unjust to require a bank to
immediately dispose of certain recently purchased assets
if with those previously held they should exceed the
limitations imposed under these sections.

Eliminate all references to “savings department” or
“commercial department” wherever these words appear.

Section 49. After section “fifty-two” add “and sec-
tion fifty-five A,” in order to include under the “Trust
Department” the functions covered therein.

Section 51. — Eliminate “or stocks of national banks
situated within this commonwealth,” and add “The
provisions of chapter one hundred and sixty-eight, sec-
tion fifty-four, clause seventh, shall apply to any bank
stock held on January first, nineteen hundred and thirty-
four.” The foregoing elimination and provisions will
place present investments on the same basis as in the
case of savings banks.

Section 53. Add to this section, “provided that no
investment may be made in the stock of any banking
institution except as may be provided in chapter one
hundred and sixty-eight, section fifty-four, clause sev-
enth.” This will make it possible to take action in
reorganizations.

Section 56. Add references to section fifty-five A so
that the sentence shall include “sections fifty, fifty-one,
fifty-two and fifty-five A.”

Sections 66, 66A and 70. Substitute “deposits” or
“savings” wherever the word “department” is used.
Substitute “directors” for “investment committee,” in
section 66. The directors should have the power formerly
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placed in the hands of the board of investment or invest-
ment committees of savings departments.

Section 82. Eliminate reference to separate depart-
ments in the first part of this section.

In so far as the rewritten sections consolidate the sav-
ings departments and commercial departments of trust
companies, the following sections which have to do with
operation of savings departments should be eliminated
from said chapters:

30A. Interdepartment transfer of asset
60. Savings department investment committee.
61. Investment of deposits in savings department
62. Such deposits to be kept separate.
63. Capital stock as security for such deposits.
64. Guaranty fund in savings department.
65. Income.
71. No officer, etc., to borrow funds of savings department or

become surety.
72. Trust companies, etc., not to receive brokerage, etc., on account

of loan by savings department.

Section 31 as rewritten covers the provisions contained
in sections 33 investment of funds and 35 agents
to buy, etc. These two sections should therefore be
eliminated.

SUGGESTED CHANGES IN CHAPTERS 167, 168 AND 170,
GENERAL LAWS.

Certain changes are suggested in chapter 167 of the
General Laws. Although the Commissioner of Banks
apparently has ample power to make thorough examina-
tions and all necessary regulations under the provisions
of said chapter, specific reference to certain powers and
duties seems desirable.

It is recommended that section 2 be rewritten with
more definite requirements; that the Commissioner be
permitted to accept certain examinations made under
Federal law in lieu of those he is required to make by
statute; that in apportioning the expense of examina-
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tions only salaries paid to the examining staff be charged
directly to the bank examined; and that expenses for
travel and sustenance be added to the overhead and
apportioned on the basis of deposits. As the cost of
these examinations is now charged against the banks they
should be legally entitled to a copy of the report. (See
Appendix C.)

The Commissioner now has the power to require an
appraisal of real estate offered as security for loans if he
feels the loan to be excessive. The Commission recom-
mends that all loans, where they exceed the assessed
value of the property, be brought to the attention of the
Commissioner. It therefore proposes that section 10
start with “At the time of the annual examination, the
examiner or officer in charge shall prepare a list of all
real estate loans taken or renewed since the previous
examination which amount to more than the assessed
value of the property as shown on the application for the
loan.”

Section 18 contains a reference to provision “in the
preceding section.” As this preceding section has been
previously repealed, the Commission suggests the use
of the words “by law,” so that the section will refer to
the present law.

Section 20 governs the issue of new pass books in the
case of savings banks, co-operative banks and savings
departments of trust companies when the original book
has been lost. As co-operative banks do not issue a pass
book, but rather a book in which receipts on account of
payment for shares are noted, these payments are freely
accepted when the so-called pass book is not presented,
and shares may be withdrawn by mail without the presen-
tation of the pass book. This section should therefore
only refer to savings banks and savings deposits of trust
companies.

In section 24 one sentence reads: “The court may by
its decree assess upon stockholders in such suit severally
sums in proportion to the amounts of stock held by them
respectively at the time of such taking possession; but
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no such stockholder shall be liable to pay a larger sum
than the amount of the par value of the stock held by
him at the time of such taking possession.” The Com-
mission feels that the provisions of the Federal law which
prevent a stockholder escaping liability by a transfer
just before a bank closes might well be inserted in this
section, and recommends that the following be substi-
tuted in place of the foregoing sentences: “The court
may by its decree assess upon the stockholders in such
suit severally sums in proportion to the amounts of stock
owned directly or indirectly by them respectively at the
time of such taking possession, or who shall have trans-
ferred their shares or registered the transfer thereof
within sixty days next before the time of such taking
possession, or, with the knowledge of such impending
taking possession, shall be liable to the same extent as if
they had made no such transfer, to the extent that the
subsequent transfer fails to meet such liability; but this
provision shall not be construed to affect in any way
any recourse which such shareholders might otherwise
have against those in whose names such shares are regis-
tered at the time of such taking possession.”

The Commission recommends that a new section 30
be substituted for the present section to more clearly
define charges that can be made against a bank in liqui-
dation. (See Appendix D.)

It is strongly felt that depositors and stockholders of
banks in the hands of the Commissioner should receive
information of the progress being made in liquidating or
reorganizing such banks. The Commission therefore
recommends the addition of a new section to this draft.
(See Appendix E.)

In line with the changes in the statutes concerning
commercial banks it seems desirable to make certain
changes in chapter 168 of the General Laws.

The Commission suggests that in section 16, where
reference is made to “trust companies in their savings
departments,” the wording be changed by eliminating
“in their savings departments.”
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In section fifty-four, First, the Commission suggests
that the area within which real estate loans may be taken
be changed to conform to the newly proposed limits for
trust companies, so that for the first sentence there be
substituted: “In first mortgages of real estate located
(a) within the same county, (b) within the Commonwealth
and within a radius of fifty miles of the main office of
such savings bank, or (c) within a radius of twenty-five
miles of the main office of such bank without regard to
state or county boundaries; when said mortgages do not
exceed sixty per cent of the value of such real estate;
but not more than seventy per cent of the whole amount
of deposits shall be so invested. The foregoing limita-
tions as to location shall not apply to loans now held or
to mortgages taken in part payment when real estate
acquired under Twelfth of this section is sold.”

In the third sentence of the same subdivision of this
section reference is made to the information to be con-
tained in the written application for a real estate loan.
The Commission feels that to these requirements should
be added “the assessed value.”

Seventh in the same section gives the savings banks
power to invest in stock of banks and to carry deposits
in any national bank in Massachusetts. The Commis-
sion recommends that this section be rewritten to permit
purchase of matured and paid-up shares of co-operative
banks, to give permission to savings banks to protect
existing investments in bank stocks, and to limit de-
posits to banks which the Commissioner may approve.
(See Appendix F.)

To complete the changes suggested in the case of other
banks, the Commission recommends that section 26 of
chapter 170 be amended by adding “assessed value” to
the other information to be included in the written appli-
cation connected with loans on real estate.

In section 27 of the same chapter, where it is stated
that loans are to be “ secured by a mortgage of real estate
situated in the commonwealth . .

.” the Commission
recommends that the words “in the commonwealth” be
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eliminated and the following be substituted therefor:
“(a) within the same county, (6) within the common-
wealth and within a radius of fifty miles of the main
office of the bank, or (c) within a radius of twenty-five
miles of the main office of the bank without regard to
state or county boundaries,” and that a new sentence be
added at the close of this section to read: “The limita-
tions in this section as to location of property shall not
apply to loans now held or to mortgages taken in part
payment when real estate acquired under section thirty-
seven is sold.”

The Commission further recommends that section 34
be amended by eliminating the last six words of the first
paragraph now reading “a period longer than two years,”
and inserting in its place, “periods not longer than two
years at any one time.” This will permit a co-operative
bank to give relief a second or third time if need therefor
should develop. It is proposed to also amend said sec-
tion 34 by adding a new paragraph reading, “No action
under this section shall affect the rights of the holder,
other than the corporation granting the accommodation, of
any mortgage which is recorded prior to June first, nine-
teen hundred and thirty-three, unless the written assent
of such holder shall be obtained, nor shall any such action
affect the rights of an original borrower whose note is
dated prior to said date, unless his written assent shall
be obtained.”

Section 35 of said chapter should be amended by strik-
ing out the last paragraph thereof.

Expenses of Insurance Departments of Savings
Banks.

In 1902 it was pointed out in the governor’s Inaugural
Address that in some instances savings banks “are closely
connected with national banks or other financial institu-
tions in the occupancy of the same offices, and also have,
in common with those institutions, the same officers and

rical force,” and that such connections were open to
ous objection in the interest of the public.
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It was recommended that a law be passed to require
the dissolution of such connections within a reasonable
time, and such a law was passed. St. 1902, c. 169, §3.
The wisdom of such action has been fully justified by
recent and present banking conditions in the Common-
wealth.

When savings banks were authorized to form a de-
partment of life insurance, the law provided that this
department should be a distinct entity, but did not pro-
vide any effective means for the segregation of the ex-
penses of this department from the general expenses of
the savings bank itself. The result has been that some
life insurance departments connected with savings banks
have been charged nothing for rent, and, in some in-
stances, little or nothing for clerical hire or management.
It is believed that the interest of the public requires that
the expenses of the life insurance departments in our
various savings banks should be uniformly maintained
and segregated from the general expenses of the savings
bank itself so that the cost of such insurance may be
fairly computed and that the rights of depositors and
policyholders may be mutually protected.

Chapter 178, section 8, prescribes for the apportion-
ment of the expense of the banks’ insurance departments
in the following language: Expenses pertaining to the
conduct of both the savings departments and the insur-
ance department, such as office rent and salaries of general
offices, shall be apportioned by the trustees equitably
between the two departments.

A draft of legislation to correct this situation follows

An Act providing aPenalty for Violations of the Laws relating

to Savings and Insurance Banks.
Section forty-seven of chapter one hundred and sixty-seven of the

General Laws, as appearing in the Tercentenary edition thereof, is
hereby amended by inserting after the word “inclusive” in the fourth
line the words: , or chapter one hundred and seventy-eight, so
as to read as follows: Section J+7. Any officer, director, trustee,
agent or employee of any bank, who knowingly and wilfully does any
act forbidden to him or to such bank by any provision of chapters one
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hundred and sixty-seven to one hundred and seventy-two, inclusive,
or chapter one hundred and seventy-eight, or who knowingly and
wilfully aids or abets the doing of any act so forbidden to such bank
or to any other officer, director, trustee, agent or employee thereof,
or who knowingly and wilfully fails to do any act required of him
by any such provision, or who knowingly and wilfully fails to do any
act which is required of such bank by any such provision the per-
formance of which is imposed on him by the by-laws or regulations
of the bank or by law, or the responsibility for the non-performance
of which is placed upon him by the preceding section, shall, if no other
penalty against him in his aforesaid capacity is specifically provided,
be punished by a fine of not more than one thousand dollars or by
imprisonment for not more than one year, or both.
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PROPOSED LEGISLATION AFFECTING SECTIONS OF
CHAPTER 172, GENERAL LAWS.

Definitions.
Section 1. Whenever used in this chapter, unless

the context otherwise requires, the words “bank,”
“trust company” or “such corporation” shall mean
a trust company incorporated as such in the com-
monwealth, and the “commissioner” shall mean the
commissioner of banks. The term “banking insti-
tution” shall mean a savings bank, co-operative
bank, trust company, or any person, partnership,
association or corporation incorporated or doing a
banking business in the commonwealth, subject to
the supervision of the commissioner or any lawfully
organized national banking association. The term
“common stock” shall mean stock of a bank other
than preferred stock issued under the provisions of
this chapter. The term “capital” as used in provi-
sions of law relating to the capital of banks shall
mean the amount of common stock plus the amount
of preferred stock outstanding. The term “capital
funds” shall mean the amount of capital of a bank
plus its surplus fund. The term “total deposits”
shall include all “demand deposits” and “time de-
posits.” The term “demand deposits” shall include
all deposits which are payable within thirty days.
The term “time deposits” shall include all deposits
payable after thirty days, all savings deposits, and
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26 certificates of deposit which are subject to not less
27 than thirty days’ notice before payment, and all
28 postal savings deposits. The term ‘ ‘ savings deposits ”

29 shall include those deposits (a) which may be with-
-30 drawn only on presentation of the pass book or other
31 similar form of receipt which permits successive
32 deposits or withdrawals to be entered thereon;
33 or ( b ) which at the option of the bank may be with-
-34 drawn only at the expiration of a stated period of
35 not less than thirty days after notice of intention to
36 withdraw has been given.

Officers.
1 Section 12. The officers of a bank shall be a
2 president, clerk or secretary, a board of not less than
3 seven nor more than twenty-five directors, as shall
4 be determined by the stockholders, a treasurer, and
5 such other officers as may be prescribed by law or

6 its by-laws; and they shall be sworn to the faithful
7 performance of their duties.
8 The president of the bank shall be a member of the
9 board of directors and shall be the chairman thereof,

10 but the board may designate a director in lieu of the
11 president to be chairman of the board, who shall
12 perform such duties as may be designated by the
13 board.
14 Each bank shall have an investment committee
15 of not less than three, which shall be elected by the
16 directors from their own members and shall hold
17 office during their pleasure.

Choice of Officers.
1 Section 13. The affairs of each bank shall be
2 managed by the directors, who, with the clerk or
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secretary, shall be elected by the shareholders at
their annual meeting.

3
4

The directors shall appoint the president, treas-
urer and such other officers as the by-laws may
provide, who shall hold their respective offices dur-
ing the pleasure of the board of directors, and shall
give to the corporation bonds for the faithful per-
formance of their respective duties in such amounts
and with such surety or sureties and conditions as
the commissioner may require. The president and
treasurer, and such other officers and employees
required to give bond, may be included in one or
more blanket or schedule bonds; provided, that
such bonds are approved by the commissioner as
to the amounts and conditions thereof and as to
the sureties thereon; and provided, however, that
such blanket or schedule bonds shall be procured
only from a company duly authorized to transact
the business of suretyship under the provisions of
chapter one hundred and seventy-five of the General
Laws.
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Directors.

Section 14. Every director shall be a resident
in the commonwealth and be the bona fide owner
in his own right of shares of capital stock of such
bank having a par value in the aggregate of not less
than two thousand five hundred dollars. From and
after January first, nineteen hundred and thirty-
five, no director, officer or employee of any bank
shall be at the same time a director, officer or em-
ployee of a corporation or a member of a partner-
ship organized for any purpose whatsoever which
shall make loans secured by stock or bond collateral
to any individual association, partnership or cor-
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poration. The directors shall hold office for such
term as is provided in the by-laws, and until their
successors are selected and have qualified. Any
director who ceases to be the owner of the required
number of shares of stock, or who becomes in any
other manner disqualified, shall thereby vacate his
place. Any vacancy shall be filled by appointment
by the remaining directors, and any director so ap-
pointed shall hold his place until the next election.

13
14
15
16
17
18
19
20
21

Each director, when appointed or elected, shall
take an oath that he will, so far as the duty devolves on

him, faithfully, diligently and honestly administer the
affairs of such bank, and will not violate or permit
to be violated any of the provisions of this chapter,
and that he is the owner in good faith and in his
own right of the amount of stock required by this
chapter standing in his name on the books of the
bank, and that the same is not hypothecated or in
any way pledged as security for any loan or debt.
The oath shall be taken before a notary public, ex-
cept that the oath shall not be taken before any
notary public who is an officer of the director’s bank.
The oath subscribed by the director making it, and
certified by the notary public before whom it is
taken, shall be immediately transmitted to the com-

missioner and shall be filed and preserved in his
office for a period of ten years.
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Certain Fees, etc., to Officers, Employees and

Attorneys prohibited.

1 Section 16. Except as herein provided, no officer,
2 director, employee or attorney of a bank shall be a

3 beneficiary of or receive, directly or indirectly, any
4 fee, commission, gift, or other consideration for or
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in connection with any business of such bank. This
section shall not prohibit any such officer, director,
employee or attorney from receiving his usual salary
or director’s fee or a reasonable fee for services
rendered to such banks, (a) Any bank may con-
tract for, or purchase from, any of its directors or
from any firm of which any of its directors is a mem-
ber, any securities or other property when (and not
otherwise) such purchase is made in the regular
course of business upon terms not less favorable to
the bank than those offered to others, and when
such purchase is authorized by three fourths of the
board of directors, such authority to be evidenced
by the written assent of such directors; provided,
however, that when any director or firm of which
any director is a member, acting for or on behalf of
others, sells securities or other property to a bank,
the commissioner by regulation may, in any or all
cases, require a full disclosure to be made, on forms
to be prescribed by him, of all commissions or other
considerations received, and whenever such director
or firm, acting on his or its own behalf, sells secur-
ities or other property to the bank the commissioner
by regulation may require a full disclosure of all
profit realized from such sale. Any bank may sell
securities or other property to any of its directors,
or to a firm of which any of its directors is a member,
in the regular course of business on terms not more
favorable to such director or firm than those offered
to others, and when such sale is authorized by three
fourths of the board of directors to be evidenced by
their written consent. ( b) No officer, director, em-
ployee or attorney of a bank may borrow from such
bank except in accordance with the law, and when
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39 such loans are authorized by three fourths of the
40 board of directors, such authority to be evidenced
41 by the written consent of such directors, (c) No
42 bank shall pay directly or indirectly to any director,
43 officer, employee or attorney a greater rate of inter-
-44 est on deposits of such director, officer, employee or
45 attorney than that paid to other depositors on similar
46 deposits with such bank.
47 No bank and no officer, director or employee
48 thereof shall hereafter make any loan or grant any
49 gratuity to any state bank examiner without report-
-50 ing the loan to the commissioner. No state bank
51 examiner shall perform any other service for com-
-52 pensation while holding such office for any bank or
53 officer, director or employee thereof without first
54 receiving the written assent of the commissioner.

Capital Stock.

1 Section 18. The capital of any bank may con-
-2 sist of common stock and one or more classes of
3 preferred stock issued in such amount and with
4 such par value as shall be approved by the board of
5 bank incorporation. No stock shall be issued by
6 any bank until the par value thereof shall be fully
7 paid for in cash or such other good and valuable
8 consideration as shall be approved by the board of
9 bank incorporation.

10 The holders of such preferred stock may be en-
-11 titled to cumulative dividends at a rate not exceed-
-12 ing six per cent per annum, but shall not be held
13 individually responsible as such holders for any
14 debts, contracts or engagements of such bank, and
15 shall not be liable for assessments to restore impair-
-16 ments in the capital of such association. The holders
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17 of preferred stock shall have such voting and con-
-18 version rights and such control of management and
19 such stock shall be subject to retirement in such
20 manner and on such terms and conditions as may
21 be provided in articles of organization and the by-
-22 laws of the bank, with the approval of the board of
23 bank incorporation.
24 No dividends shall be declared or paid on common
25 stock until any cumulative dividends on the pre-
-26 ferred stock shall have been paid in full and all re-
-27 quirements of any retirement fund shall have been
28 met; and if the bank is placed in voluntary liqui-
-29 dation, or a conservator or a receiver is appointed
30 therefor, no payments shall be made to the holders
31 of the common stock until the holders of the pre-
-32 ferred stock shall have been paid in full the par
33 value of such stock plus all accumulated dividends.
34 The common stock of a bank shall be not less
35 than two hundred thousand dollars, except that in
36 a city or town whose population numbers not ex-
-37 ceeding fifty thousand but exceeding six thousand
38 the common stock may be not less than one hundred
39 thousand dollars, and in a town whose population
40 numbers not exceeding six thousand, not less than
41 fifty thousand dollars. No business shall be trans-
-42 acted by such corporation until the whole amount
43 of its common stock is subscribed for and actually
44 paid in. No stock shall be issued by any such cor-
-45 poration under this section until the par value thereof
46 shall be fully paid in in cash or is in its possession
47 as surplus; provided, that no stock shall be issued
48 against a surplus unless the surplus remaining after
49 such issue shall amount to at least one hundred per
50 cent of the total common stock of the bank after
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51 such increase. Any bank may, subject to the ap-
-52 proval of the commissioner, increase or reduce its
53 common stock in the manner provided by section
54 forty-one, section forty-four, and the first sentence
55 of section forty-five, all of chapter one hundred and
56 fifty-six; provided, that in the case of a reduction
57 as aforesaid the common stock as so reduced shall
58 not be less than the amount required by this section.
59 Any bank may change the par value of its shares
60 in the manner provided by sections forty-one and
61 forty-three of said chapter one hundred and fifty-six.

Books Open for Inspection.

1 Section 19. The books of such bank shall at all
2 reasonable times be open for inspection to the stock-
-3 holders and to beneficiaries under any trust held by
4 such bank. Each bank shall publish an annual re-
-5 port for the benefit of its stockholders. Such report
6 shall contain a balance sheet and a profit and loss
7 statement, and such other information in such form
8 as may be approved by the commissioner.

Liability of Stockholders.
1 Section 24. The holders of common stock of any
2 bank shall be personally liable, equally and ratably
3 and not one for another, for all contracts, debts and
4 engagements of the bank, to the amount of their
5 stock therein at the par value thereof, in addition to
6 the amount invested in such shares, and no stock-
-7 holder shall be allowed to set off any claim as a

8 depositor in or creditor of the bank against such
9 liability. Sections forty-six to fifty-four, inclusive,

10 of chapter one hundred and fifty-eight shall apply to
11 and regulate the enforcement of such liability by
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12 creditors of the bank. When and if, in the opinion
13 of the commissioner, the unimpaired surplus fund
14 equals or exceeds the par value of the outstanding
15 common stock, the foregoing liability of holders of
16 common stock shall cease. Thereafter no additional
17 common stock may be issued unless the unimpaired
18 surplus fund after such issue shall at least equal the
19 total common stock of such bank after such increase.

Powers.

Section 31. Subject to the limitations imposed
in this and subsequent sections, any bank organized
under this chapter shall have power to exercise by
its board of directors or duly authorized officers or
agents, subject to law, all such incidental powers as
shall be necessary to carry on the business of bank-
ing; by discounting and negotiating promissory
notes, drafts, bills of exchange, and other evidences
of debt; by receiving deposits by buying and selling
exchange, coin and bullion; and by loaning money
on personal security. The business of dealing in
investment securities by the bank shall be limited to
purchasing and selling such securities without re-
course, solely upon the order, and for the account of,
customers, and in no case for its own account, and
the bank shall not underwrite any issue of securities;
provided, that the bank may purchase for its own
account investment securities including any invest-
ment securities listed on or traded in on any recog-
nized stock exchange in the United States or Canada;
obligations of the United States, any state or politi-
cal subdivision thereof; and investment securities
meeting the provisions of chapter one hundred and
sixty-eight, section fifty-four, subdivisions third,
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fourth, fifth, sixth, sixth A, seventh and eighth;
but in no event (1) shall the total amount of any
issue of investment securities of any one obligor or
maker, purchased after this section takes effect and
held by the bank for its own account, exceed at any
time ten per cent of the total amount of such issue
outstanding, but this limitation shall not apply to
any such issue the total amount of which does not
exceed one hundred thousand dollars and does not
exceed fifty per cent of the capital of the bank; nor
(2) shall the total amount of the investment securi-
ties of any one obligor or maker, purchased after
this section takes effect and held by the bank for its
own account, exceed at any time twenty per cent of
the amount of the capital fund. As used in this sec-

tion, the term “investment securities” shall mean
marketable obligations evidencing indebtedness of
any person, copartnership, association or corporation
in the form of bonds, notes and/or debentures com-

monly known as investment securities under such
further definition of the term “investment securi-
ties” as may by regulation be prescribed by the
commissioner. Except as hereinafter provided or
otherwise permitted by law, nothing herein con-

tained shall authorize the purchase by the bank of
any shares of stock of any corporation. The limita-
tions and restrictions herein contained as to dealing
in, underwriting and purchasing for its own account
investment securities shall not apply to obligations of
the United States or this commonwealth, or of any
political subdivision thereof; provided, that in carry-
ing on the business commonly known as the safe-
deposit business the bank shall not invest in the
capital stock of a corporation organized to conduct
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a safe-deposit business in an amount in excess of
fifteen per cent of its capital funds. Any securities
now held which do not conform to the requirements
of this section shall be disposed of by January first,
nineteen hundred and thirty-six, or such later date
as the commissioner may determine.
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Nothing in this section shall prevent a bank pur-
chasing, subject to the approval of the commissioner,
preferred or common stock issued by a banking in-
stitution in the process of reorganization or raising
additional capital, or any new banking institution
being organized to take over the assets or liabilities
of a banking institution in which said bank holds
stock at the time this section becomes effective.
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All loans made and securities purchased under the
provisions of this section must be approved by the
investment committee. No securities may be pur-
chased and no advances made on any unsecured loan
until such purchase or advance has been approved
in writing by not less than two members of the in-
vestment committee. Said committee must approve
all renewals of secured or unsecured loans before
they are made. All actions of the investment com-
mittee shall be subject to review and approval by
the board of directors.
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84 A bank shall not give collateral or other security

for a deposit of money received, except that the bank
may make such a deposit of securities as may be
required by the laws of the United States or the
rules and regulations of the trustees of the postal
savings system as security for deposits of postal
savings funds made with the bank, and may give
such collateral or other security for deposits of public
or other funds as may be required by any public
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I

authority making such deposits or controlling the
terms upon which they may be made.

93
94

The provisions of sections thirty-one, thirty-one A,
thirty-two, thirty-four, forty-two and forty-three of
chapter one hundred and sixty-eight applicable to
deposits in savings banks shall apply in all respects
to savings deposits in trust companies. Until Jan-
uary first, nineteen hundred and thirty-six, the fore-
going limitations regarding deposits shall apply only
to new accounts and additional deposits to existing
accounts.
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It shall be unlawful for any officer, director, agent
or employee of a bank to certify any check drawn
upon such bank unless the person or company draw-
ing the check has on deposit therewith at the time
such check is certified an amount of money equal to
the amount specified in such check. Any check so
certified by a duly authorized officer, director, agent
or employee shall be a good and valid obligation
against such bank; but the act of any officer, di-
rector, agent or employee of any such bank in viola-
tion of this section shall be subject to the penalties
specified in section seventeen.
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Loans on Real Estate.

1 Section 34. Any bank may make loans secured
2 by first mortgages upon improved real estate, in-
-3 eluding improved farm lands situated (a) within the
4 same county, (5) within the commonwealth and
5 within a radius of fifty miles of the main office of the
6 bank, or (c) within a radius of twenty-five miles of
7 the main office of the bank without regard to [state
8 or county boundaries. The amount of any such loan
9 shall not exceed sixty per cent of the actual value
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of the improved real estate, or fifty per cent of the
actual value of the improved farm lands. The fore-
going limitations as to location shall not apply to
loans now held or to mortgages taken in part pay-
ment when real estate acquired under section forty-
one (6), (c) or (d) is sold. Any bank may make such
loans in an aggregate sum not to exceed one half of
its total deposits, and in no event to exceed the total
amount of its savings deposits. No loan or mort-
gage shall be made except upon written application
showing the date, name of applicant, amount asked
for, security offered and assessed valuation, nor ex-
cept upon the report of not less than two members
of the security committee who shall certify on said
application, according to their best judgment, the
value of the premises to be mortgaged; and such
application shall be filed and preserved with the
records of the bank. No loan on mortgage shall be
made for a period extending beyond three years
from the date of the note except in the case of loans
on improved farm lands, when the period may be
five years.
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32 Not later than three years after the date of such

loan not less than two members of the board of in-
vestment shall certify in writing, according to their
best judgment, the value of the premises mortgaged;
and the premises shall be revalued in the same man-
ner at intervals of not more than three years so long
as they are mortgaged to such corporation. Such
report shall be filed and preserved with the records
of the corporation. If such loan is made on demand
or for a shorter period than three years, a revalua-
tion in the manner above prescribed shall be made
of the premises ,mortgaged not later than three
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44 years after the date of such loan and at least every
45 third year thereafter. If at the time a revaluation
46 is made the amount loaned is in excess of sixty per
47 cent of the value of the improved real estate xnort-
-48 gaged, or in excess of fifty per cent of the value of
49 the improved farm land mortgaged, a sufficient re-
-50 duction in the amount of the loan shall be required,
51 as promptly as may be practicable, to bring the
52 loan within the foregoing limits of the value of said
53 premises. If at the time of revaluation a borrower
54 is unable to reduce an excessive loan, the commis-
-55 sioner may waive the foregoing limits for a period
56 of not more than two years.

1 Section 36. Any bank may, subject to such
2 restrictions as may be imposed by the commissioner,
3 accept drafts or bills of exchange drawn upon it, and
4 issue letters of credit authorizing holders thereof to
5 draw drafts upon it, or its correspondents, having
6 not more than six months’ sight to run, exclusive of
7 days of grace, which growr out of transactions in-
-8 volving the importation or exportation of goods, or
9 which grow out of transactions involving the domestic

10 shipment of goods, provided shipping documents
11 conveying or securing title are attached at the time
12 of acceptance; or which are secured at the time of
13 acceptance by a warehouse receipt or such other
14 document conveying or securing title covering readily
15 marketable staples. No bank shall accept such bills
16 to an amount equal at any time in the aggregate to
17 more than one half of its capital funds; provided,
18 however, that the commissioner, under such general

May accept Certain Drafts and issue Letters of

Credit.
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19 regulations as he may prescribe, which shall apply
20 to all banks alike, may authorize any bank to accept
21 such bills to an amount not exceeding at any time
22 in the aggregate its capital funds.

May rediscount Certain Drafts, etc.

1 Section 37. Any bank may rediscount notes,
2 drafts and bills of exchange arising out of actual
3 commercial transactions.

Limit of Liability of Any Person to Bank.

1 Section 40. The total obligations to any bank
2 of any person, copartnership, association or corpora-
-3 tion shall at no time exceed ten per cent of the capi-
-4 tal funds of such bank. The term obligations as
5 used in this section shall mean the direct liability of
6 the maker or acceptor of paper discounted with or
7 sold to such bank, whether secured by real or per-
-8 sonal property or unsecured, and the liability of the
9 endorser, drawer or guarantor who obtains a loan

10 from or discounts paper with or sells paper under his
11 guaranty to such bank, and shall include in the case
12 of obligations of a copartnership or association the
13 obligations of the several members thereof. The
14 term obligations shall also include any investment
15 securities, bonds, notes or debentures issued by any
16 corporation or association. Such limitation of ten
17 per cent shall be subject to the following exceptions:
18 (1) obligations arising out of the discount of com-
-19 mercial or business paper actually owned by the
20 person, copartnership, association or corporation ne-
-21 gotiating the same, and obligations of any person,
22 copartnership, association or corporation in the form
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of notes secured by not less than a like amount of
bonds or notes of the United States or of the com-
monwealth, or certificates of indebtedness of the
United States, shall (except to the extent permitted
by rules and regulations prescribed by the commis-
sioner with the approval of the governor) be subject
under this section to a limitation of twenty-five
per cent of such capital funds, provided that in no
case shall the market value of the securities pledged
be less than the face amount of the note or notes
secured; (2) obligations representing loans to any
banking institution operating in the commonwealth,
or to any receiver or conservator, or to any other
agent in charge of the business and property of any
such banking institution when such loans are ap-
proved by the commissioner, shall not be subject
under this section to any limitation based on capital
funds.
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Real Estate owned.

Section 41. A bank may purchase, hold and
convey real estate for the following purposes and
for no other:

1
2

3
4 (a) Such as shall be necessary for its accom-

modation in the transaction of its business.5

(6) Such as shall be mortgaged to it in good
faith by way of security for debts previously con-
tracted.

6
/

8

(c) Such as shall be conveyed to it in satisfac-
tion of debts previously contracted in the course of
its dealings.

9
10
11

(d) Such as it shall purchase at sales under judg-
ments, decrees or mortgages held by the bank, or

shall purchase to secure debts due to it.
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15 However, no bank shall hold the possession of
16 any real estate under mortgage, or the title and
17 possession of any real estate purchased to secure
18 any debts due it for a longer period than five years,
19 without the approval of the commissioner. No
20 bank with outstanding common stock of one hun-
-21 dred thousand dollars or less may hold under (a) of
22 this section more real estate than is used by it in
23 whole for the transaction of its business.
24 Hereafter, no bank without the approval of the
25 commissioner shall (1) invest in bank premises, or
26 in the stock, bonds, debenture or other such obli-
-27 gations of any corporation holding the premises
28 used in whole or in part by such bank; or (2) make
29 loans to or upon the security of the stock of any
30 such corporation if the aggregate of all such invest-
-31 merits and loans will exceed twenty-five per cent of
32 its capital funds.

Limitations.

1 Section 43. Such bank shall maintain capital
2 funds which will be adequate in relation to its total
3 deposit liabilities, and not less than one tenth of
4 the average amount of its aggregate liabilities other
5 than those to stockholders. If in any period of
6 six months the average amount of such liabilities
7 of the bank during such period, as determined on
8 the basis of reports made by the bank to the com-
-9 missioner, exceeds ten times the aggregate amount

10 of the bank’s capital funds, the commissioner may
11 require such bank as soon as possible, and shall
12 require within the next succeeding six months said
13 bank, to increase the aggregate amount of its capi-
-14 tal funds to an amount at least equal to ten per
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15 cent of the average amount of such liabilities during
16 such twelve months.
17 No bank shall hold stock in any other bank.
18 Any such stock now held shall be disposed of by
19 January first, nineteen hundred and thirty-six, or
20 such later date as the commissioner may determine.

Branch Offices.

1 Section 45. A bank may with the approval of
2 the board of bank incorporation establish and oper-
-3 ate one or more branch offices in the county where
4 its main office is located; provided, that the com-
-5 mon stock of such bank shall at no time be less than
6 the aggregate minimum common stock required by
7 law for the establishment of an equal number of
8 banks situated in the various cities and towns where
9 the bank and its branches are situated.

Office of Merged Company maintained as Branch
Office.

1 Section 46. Any office of a bank the business of
2 which has been taken over under section forty-four
3 or forty-four A by or any office of a national bank
4 purchased by or merged in a bank located in the
5 same county may be maintained as a branch office
6 of such bank, if in the opinion of the commissioner
7 public convenience will be served thereby. A bank
8 maintaining an office under this section must have
9 sufficient outstanding common stock to meet the

10 requirements of the previous section.
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May become Members of Federal Reserve Bank
and/or Federal Deposit Insurance Corpora-

tion.

1 Section 48. (a) Any bank may subscribe for
2 and acquire stock issued by the Federal Reserve
3 Bank of Boston for the purpose of qualifying for
4 membership in the federal reserve system under the
5 United States “Federal Reserve Act,” approved
6 December twenty-third, nineteen hundred and thir-
-7 teen, or any acts in amendment thereof, and while a
8 member of such system may have and exercise any
9 and all of the corporate powers and privileges which

10 may be exercised by member banks under said “Fed-
-11 eral Reserve Act” or any acts in amendment thereof
12 or in addition thereto.
13 (6) Any bank may purchase stock issued under
14 the provisions of the United States “Banking Act of
15 1933” approved June sixteenth, nineteen hundred
16 and thirty-three, or any acts in amendment thereof,
17 for the purpose of qualifying for membership in the
18 Federal Deposit Insurance Corporation, and during
19 membership thereof may have and exercise any and
20 all corporate powers and privileges which may be
21 exercised by members of said corporation.

1 Section 54. Money, property or securities re-
-2 ceived, invested or loaned under the provisions of
3 sections fifty to fifty-two, inclusive, shall be a special
4 deposit in such corporation, and the accounts thereof
5 shall be kept separate. Such funds and the invest-
-6 ment or loans thereof shall be specially appropriated

Trust Funds to be kept as Special Deposit.
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7 to the security and payment of such deposits, shall
8 not be mingled with the investments of the capital
9 stock or other money or property belonging to such

10 corporation, or be liable for the debts or obligations
11 thereof; provided, however, that funds deposited or
12 held in trust by a bank awaiting investment may be
13 used by the bank in the conduct of its business if the
14 bank shall first set aside in the trust department
15 bonds, notes, bills or certificates of indebtedness of
16 the United States, or of this commonwealth, or other
17 securities approved by the commissioner under such
18 further regulations as he may provide.

Signing of Returns, etc. Examination of
Officers.

1 Section 57. In all proceedings in the probate
2 court or elsewhere, connected with any authority
3 exercised under section fifty or fifty-two, or under
4 any similar provisions of law, all accounts, returns
5 and other papers may be signed and sworn to, in
6 behalf of the bank, by any officer thereof duly
7 authorized by it, who has knowledge of the subject
8 matter covered therein, and the answers and ex-
-9 aminations under oath of said officer shall be re-

-10 ceived as the answers and examinations of the
11 bank. The court may order and compel an officer
12 of such bank to answer and attend said examination
13 in the same manner as if he, instead of the bank,
14 were a party to the proceeding.

Deposits may go on Interest Monthly.

1 Section 67. Banks may place savings deposits
2 on interest once a month and not oftener, on such
3 day in each month as may be determined by their
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4 by-laws. Interest on such savings deposits may be
5 declared and paid for periods of not less than one
6 month nor more than six months, as determined
7by the by-laws of such corporation. In the com-
-8 putation of such interest, when the day on wThich
9 savings deposits of any bank begin to draw interest,

10 as provided in its by-laws or regulations, falls on a
11 Sunday or legal holiday, deposits made on the next
12 succeeding business day, and remaining on deposit
13 through the balance of the monthly period, may be
14 construed as having been on deposit one full month,
15 within the meaning of this section. No bank shall
16 waive any requirement of notice before payment of
17 any savings deposit except as to all savings deposits
18 having the same requirement. The commissioner
19 may from time to time limit by regulation the rate
20 of interest which may be paid by banks on all
21 classes of deposits, and may prescribe different
22 rates for such payment on demand, savings and
23 other time deposits having different maturities or
24 subject to different conditions respecting with-
-25 drawal or repayment, or subject to different con-
-26 ditions by reason of different locations.

Payment of Dividends to be authorized by

Directors.

1 Section 68. Immediately before a meeting of
2 the directors called to consider the rate of interest
3 on the savings accounts of every bank, the presi-
-4 dent shall make or cause to be made an examination
5 of the income, profits and expenses for the period
6 next preceding the date of the proposed interest
7 payment, and shall report to the directors the esti-
-8 mated net earnings for the said period. No interest
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shall be paid unless it is declared and authorized by
the directors after the said examination, and a copy
of the said report shall be filed and preserved with
the records of the corporation. Interest on savings
deposits shall not be paid oftener than four times a
year.

9
10
11
12
13
14

Reserves.

Section 73. Every bank shall at all times have
on hand as a reserve an amount equal to at least
fifteen per cent of the aggregate amount of its de-
mand deposits and five per cent of the aggregate
amount of its time deposits; and every bank doing
business in Boston shall at all times have on hand as
a reserve an amount equal to at least twenty per
cent of the aggregate amount of its demand deposits
and five per cent of the aggregate amount of its time
deposits, but this provision shall not affect such
banks doing business in Boston and located at a
distance of not less than three miles from the State
House. The treasurer of every trust company, or
other officer or employee thereof charged with the
duties and functions usually performed by the treas-
urer, shall report in writing to the commissioner once

in each week a statement of its reserve for each busi-
ness day of the preceding week. Any such officer or
employee who neglects or fails to make such report
as above provided shall be punished by a fine of not
more than one thousand dollars or by imprisonment
for not more than one year, or both.

1
2
3
4
5

6
I

8
9

10
11
12
13
14
15
16
17
18
19
20
21
22

Composition of Reserve

1 Section 74. Not less than one fifth of the required
2 reserve shall consist of lawful money of the United
3 States, silver certificates, or notes and bills issued by
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4 any lawfully organized national banking association
5 or federal reserve bank. The remainder, if any, shall
6 consist of balances payable on demand due from
7 any bank authorized to act as reserve agent as pro-
-8 vided in the following section, bankers acceptances,
9 and/or bonds, notes, bills and certificates of in-

-10 debtedness of the United States, or of this common-
-11 wealth, computed at their fair market value, which
12 are the absolute property and under the control of
13 such corporation.

Corporation may act as Reserve Agent.

1 Section 75. The commissioner may authorize
2 any member of the federal reserve system located in
3 New York, Chicago or any reserve city in the first,
4 second, third or fourth federal reserve district, to act
5 as a reserve agent for banks doing business in the
6 commonwealth. The commissioner may also author-
-7 ize any trust company in Boston to act as reserve
8 agents; provided, that a bank shall not keep any
9 part of its reserve in a bank so authorized to act as

10 reserve agent without first obtaining the wrritten
11 consent of the commissioner. Not less than one half
12 of the reserve of any trust company in Boston acting
13 as reserve agent shall consist of lawful money of the
14 United States, silver certificates or notes and bills
15 issued by any lawfully organized national banking
16 association or federal reserve bank, and the re-
-17 mainder of such reserve may consist of balances,
18 payable on demand, due from any bank authorized
19 to act as reserve agent as herein provided.
20 No bank shall keep on deposit with any bank not
21 designated as a reserve agent a sum in excess of ten
22 per cent of its own capital funds.
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23 Notwithstanding the provisions of sections sev-
-24 enty-three and seventy-four, if the governor declares
25 that a banking emergency exists, the commissioner
26 may by regulation during such emergency increase
27 or decrease from time to time, in its discretion, the
28 reserve balances required to be maintained against
29 either demand or time deposits.

Proceedings if Reserve less than Required.

Section 76. If the reserve of any trust company
is at any time less than the amount which it is
required to keep on hand, such corporation shall not
make any new loans or investments until the required
proportion between the aggregate amount of its
deposits and reserve shall be restored. The com-
missioner may notify such corporation to make good
such reserve, and if it fails so to do for thirty days
thereafter, he may appoint a conservator as provided
in section eighty-three of this act, or he may proceed
to take possession of its property and business and
liquidate its affairs in the manner provided in sec-
tions twenty-two to thirty-five, inclusive, of chapter
one hundred and sixty-seven. The commissioner
may revoke the authority of any bank to act as a
reserve agent.

1
2
3
4
5

6
I

8
9

10
11
12
13
14
15
16

Surplus Fund.

1 Section 80. Commencing January first, nineteen
2 hundred and thirty-six, after payment of dividends
3 on its preferred stock, and after complying with the
4 requirements of any preferred stock retirement fund,
5 each bank shall carry its net profits to its surplus
6 fund until the same shall amount to one hundred
7 per cent of its common stock. Thereafter the direc-
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tors of such bank, after payment of dividends on its
preferred stock and complying with the require-
ments of the retirement fund, may declare divi-
dends on its common stock of so much of the net
profits of the bank as they shall judge expedient;
but such bank shall, before the declaration of such
dividend from the net profits, carry one tenth
part of its net profits of the preceding period for
which said dividend is paid to its surplus fund until
the same shall amount to one hundred per cent of
its capital stock. No bank or stockholder thereof
shall, during the time it continues its banking oper-
ations, withdraw or permit to be withdrawn, either
in the form of dividends or otherwise, any portion
of its capital. No dividend shall be paid by any
such corporation, while it continues its banking
operations, to an amount greater than its net profits
then on hand, exclusive of the surplus fund provided
for in this section, after deducting from such net
profits its losses and bad debts. All debts due to
any such corporation on which interest is due and
unpaid for a period of six months, unless the same
are well secured and in process of collection, shall be
considered bad debts within the meaning of this
section. But nothing in this section shall prevent
the reduction of the capital stock as provided for
in section eighteen.

8
9

10
11
12
13
14
15
16
17
18
19

20
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27
28
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31
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33
34
35 The guaranty fund heretofore maintained in the

savings department of any bank, after this section
becomes effective, shall be added to the surplus fund
of said bank. If the market value of the investment
securities heretofore carried in the savings depart-
ment of any bank is less than the amount at which
such securities were carried on the records of said

36
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40
41
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savings department, a reserve shall be set up out of
the surplus fund equal in amount to this difference.
Upon the sale of any investment securities, whether
formerly part of the assets of the savings depart-
ment or not, said reserve fund shall be charged
with an amount equal to the loss sustained or
credited with an amount equal to the profit received.
Before any dividends are declared by a bank on its
common stock, or at least once each year, the direc-
tors shall appraise all investment securities at their
fair market value. If the appraised value of such
securities plus the amount in the reserve fund is
less than the amount at which such securities are
carried on the books of the bank, then the directors
shall transfer an amount equal to this difference
from the surplus fund to the reserve fund. If ap-
praised value of such securities plus the amount in
the reserve fund exceeds the amount at which such
securities are carried on the books of the bank, the
directors may transfer from the reserve fund to the
surplus fund an amount not exceeding this excess.
No profits from the sale or maturity of investment
securities shall be carried to current earnings.
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In the Year One Thousand Nine Hundred and Thirty-Four.

An Act Facilitating the Obtaining of Funds by Certain
Trust Companies through the Issuance of Preferred
Stock.

1 Whereas, The deferred operation of this act would
2 tend to defeat its purpose to afford further relief to
3 the depositors of banks, therefore this act is hereby
4 declared to be an emergency law, necessary for the
5 immediate preservation of the public safety and
6 convenience.

Be it enacted by the Senate and Home of Repre-
sentatives in General Court assembled, and by the
authority of the same, as follows:

1 Section 1. Chapter one hundred and twelve of
2 the acts of nineteen hundred and thirty-three is
3 hereby amended by striking out section six and in-
-4 sorting in place thereof the following:
5 Section 6. In case any trust company is reorgan-
-6 izing under this act or resuming business under sec-
-7 tion twenty-three of chapter one hundred and sixty-
-8 seven, or section eighty-eight of chapter one hundred
9 and seventy-two of the General Laws, or in case, in

10 the opinion of the commissioner, it is in the best
11 interests of the depositors of any trust company, then

Appendix B.
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12 such trust company, with the approval of the com-
-13 missioner and if authorized by vote of stockholders
14 owning a majority of the shares of stock thereof out-
-15 standing and entitled to vote, at a meeting duly called
16 for the purpose, may issue participating certificates
17 and may also issue preferred stock of a par value of
18 not less than ten dollars per share, in such amount or
19 amounts and in such classes, for cash or such other
20 good and valuable consideration and subject to such
21 provisions, preferences, voting powers, restrictions or
22 qualifications as shall be approved by the commis-
-23 sioner, and such a trust company may make such
24 amendments in its agreement of association or articles
25 of organization, if any, as may be necessary for any
26 such purpose; but in the case of any newly organized
27 trust company which has not yet issued capital stock,
28 the requirement of vote of stockholders shall not
29 apply, but in such case a vote of a majority of the
30 incorporators shall be required. Any or all classes of
31 such preferred stock or certificates provided for herein
32 may be set up upon the books of such trust company
33 in such manner and in such amounts as the commis-
-34 sioner may approve. The capital stock of a trust
35 company required by the first sentence of section
36 eighteen of chapter one hundred and seventy-two of
37 the General Laws, or by special law, and the stock
38 referred to in section fourteen of chapter one hundred
39 and seventy-two, may consist in whole or in part of
40 such preferred stock with the approval of the com-
-41 missioner.

1 Section 2. Chapter one hundred and twelve of the
2 acts of nineteen hundred and thirty-three is hereby
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3 amended by inserting after section twelve the follow-
-4 ing new section:
5 Section 12A. The word “reorganization” as used
6 in this chapter means, without limiting the generality
7 thereof, any merger or consolidation, or a transfer of
8 all or a part of the assets of a trust company to any
9 bank, trust company or other corporation, or any

10 other change in the assets, liabilities, capital or capital
11 stock of a trust company.
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1 Section 2. The commissioner, either personally
2 or by his examiners, or such others of his assistants as
3 he may designate, shall, at least once in each year,
4 make a thorough examination of the books, securities,
5 cash, assets and liabilities of all banks under his
6 supervision, including an accurate trial balance of
7 the depositors’ or shareholders’ ledgers, the ability
8 of the bank to fulfill its obligations, and also whether
9 it has complied with the law; and he may also, when-

10 ever he considers it expedient, make, at the expense
11 of the bank, such further examinations as he deems
12 advisable. The expenses of the annual examination
13 of a trust company shall be borne by the company,
14 and shall be limited to the actual salaries of the
15 examiners and other assistants taking part in the
16 examination, and such additional sum for the over-
-17 head expenses of the division of banks and loan
18 agencies as the commissioner shall determine to be
19 attributable to examinations, such amount to be
20 distributed in the same proportion as the direct
21 charges. The commissioner or the person making
22 the examination shall,' at the time of any such ex-
-23 animation, have free access to the vaults, invest-
-24 ments, cash, books and papers. The commissioner
25 shall preserve a full record of each such examination
26 of a bank, including a statement of its condition.

Appendix C.

CHAPTER 167.

Examination of Banks.
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27 Copies of the reports of such examinations shall be
28 furnished to the banks and may, in the discretion of
29 the commissioner, be furnished to federal authorities
30 that have the right to examine such banks. The
31 commissioner may accept in whole or in part exam-
-32 inations made under federal laws in lieu of any
33 examination the commissioner might otherwise be
34 required to make under the provisions of this section.
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I

Fees and Expenses.

1 Section 30. The compensation of the special
2 agents, counsel, employees and assistants, and all
3 other expenses of supervision and liquidation, in-
-4 eluding costs and expenses incurred by the commis-
-5 sioner in relation to such bank, shall be fixed by the
6 commissioner, subject to the approval of the supreme
7 judicial court for the county where the principal office
8 of such bank is located, and, upon the certificate of
9 the commissioner, shall be paid out of the funds of

10 the bank in his hands; provided, however, that the
11 compensation paid any special agent shall in no event
12 be at a higher rate than the highest salary established
13 in said bank, or at a rate in excess of one thousand
14 dollars per month, and that the total compensation
15 of special agents, employers and assistants shall not
16 exceed the total pay roll at the time the commis-
-17 sioner took possession.

Appendix D.

CHAPTER 167.
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Semi-annual Reports.

1 Section 358. The commissioner shall issue a
2 report every six months, from the date on which he
3 took possession, for each such bank containing a
4 statement of receipts and expenditures, and a general
o report as to the progress of liquidation, including an
6 estimate of the liquidating value of the remaining
7 assets and liabilities properly classified. These re-
-5 ports shall be available to any stockholders or de-
-9 positor of such bank.

Appendix E .

CHAPTER 167
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AppEN I) i x F .

1 Seventh. In matured and paid-up share certifi-
-2 cates of co-operative banks operating under chapter
3 one hundred and seventy of the General Laws, no
4 other stock may be held by any savings bank after
5 January first, nineteen hundred and thirty-six, or
6 such later date as the commissioner may determine.
7 However, nothing in this section shall prevent a
8 savings bank purchasing, subject to the approval of
9 the commissioner, stock issued by a banking institu-

te tion in the process of reorganization or raising addi-
-11 tional funds by the sale of preferred stock or any new
12 bank being organized to take over the assets or lia-
-13 bilities of a banking institution in which said savings
14 bank holds stock at the time this section becomes
15 effective.
16 A savings bank may deposit not more than two and
17 one half per cent of its deposits in any trust company
18 incorporated in this commonwealth; in any bank
19 authorized to act as reserve agent under provisions
20 of section seventy-five of chapter one hundred and
21 seventy-two; or subject to the approval of the com-
-22 missioner in any national bank located in this com-
-23 monwealth; but such deposit shall not exceed in
24 any case twenty-five per cent of the capital funds of
25 such banking institution.

CHAPTER ICS.

Section 54.
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In the Year One Thousand Nine Hundred and Thirty-Four

An Act to Establish a Fund for the Guaranty of Deposits
in Savings Banks.

Be it enacted by the Senate and House of Repre-
sentatives in General Court assembled, and by the
authority of the same, as follows:

1 Section 1. The Mutual Savings Central Fund,
2 Inc., established by chapter forty-four of the acts of
3 nineteen hundred and thirty-two, hereinafter re-
-4 ferred to as the corporation, shall in the manner
5 herein provided establish a fund for the guaranty of
6 deposits in all savings banks established under the
7 laws of the commonwealth, hereinafter referred to as
8 member banks. For this purpose the directors may,
9 by assessments made from time to time upon the

10 member banks in the same proportion for each,
11 require each bank to pay over in cash to it a total of
12 not more than three per cent of its deposit liabilities
13 as shown by its last annual report to the commis-
-14 sioner of banks, hereinafter referred to as the com-
-15 missioner, such assessments to be in addition to all
16 other payments required under said act. An assess-
-17 ment under this provision of not less than one fourth
18 of one per cent of such deposit liabilities shall be
19 made within ten days after the effective date of this

Appendix G.
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20 act. Other assessments of not more than one fourth
21 of one per cent shall be made in each three months
22 thereafter until one per cent of said deposit liabilities
23 shall have been paid in, and thereafter assessments
24 not exceeding such authorized total may be made
25 from time to time at the discretion of the directors.
26 The provisions of section five of said chapter forty-
-27 four shall apply to the assessments authorized by
28 this section. The funds resulting from these assess-
-29 ments shall be held as a permanent fund, to be known
30 as the Deposit Guaranty Fund, which shall be held
31 and invested separate from the other funds of the
32 corporation and shall not be liable for the obliga-
-33 tions of the corporation other than those created by
34 this act. Assessments of the corporation not held in
35 the Deposit Guaranty Fund shall not be liable for
36 any obligations created hereby. The cost of ad-
-37 ministering the Deposit Guaranty Fund as deter-
-38 mined by the directors shall be paid out of the income
39 from said fund.

1 Section 2. All assessments authorized by the fore-
-2 going section may be carried by each member bank
3 as an asset to such extent as may be authorized by the
4 commissioner.

1 Section 3. The corporation may pay dividends
2 to member banks upon the amounts paid in by them
3 to the Deposit Guaranty Fund or upon the unex-
-4 pended portion thereof at such rate and at such
5 times as its directors may determine. This fund
6 may be invested by the corporation only in such
7 manner as is provided in section seven, subsections
8 (a), (6), (c), and (e), of chapter forty-four, acts of
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9 nineteen hundred and thirty-two. The corporation
10 may by vote of its directors borrow money for the
11 purposes of the Deposit Guaranty Fund and pledge
12 any assets in which that fund is invested as security
13 for such loans. In case of liquidation of any member
14 bank under section fifty-five of chapter one hundred
15 and sixty-eight of the General Laws the corporation
16 shall return the unexpended portion, as determined
17 by its directors, of all assessments paid by such bank
18 to it, upon establishment of proof to the satisfaction

corporation that such bank
to pay its depositors in full.

19 of the directors of the
20 has paid or will be able
21 In case of the merger or
22 banks, such unexpendec

consolidation of two or more
portion of the assessments

23 paid by such banks may be readjusted on the basis
24 of the assessment liability of the continuing bank,
25 and the excess, if any, may be repaid to it.

1 Section 4. Whenever it shall appear to the com-
-2 missioner that any member bank is in an unsound
3 and unsafe condition to transact the business for
4 which it is organized, or that it is unsafe for it to
5 continue business, he may so certify to the corpora-
-6 tion, and upon receiving such certificate from the
7 commissioner the corporation shall, by notice in
8 writing to the commissioner and to the bank, take
9 possession forthwith of the property and business of

10 such bank and retain possession thereof until the
11 bank shall resume business or until its affairs shall
12 finally be liquidated. The corporation may, with the
13 approval of the commissioner, carry on the business
14 of such bank subject to such restrictions as the com-
-15 missioner may impose. The corporation may, while
16 thus carrying on such business, pay to such bank out
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17 of the Deposit Guaranty Fund such sums as the
18 corporation’s directors deem necessary for the pro-
-19 tection of the bank’s depositors, and order the same
20 to be repaid when no longer required for that purpose.

1 Section 5. At any time after the corporation shall
2 have taken over the operation of any member bank,
3 as provided in this act, it may, with the approval of
4 the commissioner, turn back the operation thereof
5 to such bank and thereupon such bank may resume
6 business free from any control by the corporation,
7 subject to such conditions as the commissioner may
8 approve. The corporation shall not thus turn back
9 the operation of any bank until there shall have been

10 repaid into the Deposit Guaranty Fund all such
11 sums as had been paid out from that fund to such
12 bank or its depositors, or until the corporation shall
13 have received security for such repayment satisfac-
-14 tory to its directors.

1 Section 6. The corporation may, and at the re-

-2 quest of the commissioner shall, at any time after it
3 has taken over the operation of any bank under
4 section 4 hereof, discontinue the business of such
5 bank and proceed to liquidate its affairs. The cor-

-6 poration shall in that event pay to the depositors of
7 such bank the full amount of their deposits as of the
8 date of the discontinuance of the bank with interest
9 at such rate, not exceeding three per cent per annum,

10 as the directors shall determine, such payments to
11 be made within three years from such discontinuance
12 and at such times and in such instalments as the di-
-13 rectors with the approval of the commissioner shall
14 determine. For this purpose the corporation shall
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15 use, in addition to the assets of the bank, such sums
16 as may be required from the Deposit Guaranty Fund.
17 In case of such liquidation the commissioner may
18 by regulation establish the manner in which the
19 depositors shall be given notice to withdraw their
20 deposits and in which final payments shall be made
21 to them. When the commissioner shall certify that
22 all depositors claiming their deposits and all other
23 obligations of the bank have been paid in full the
24 corporation may take over and hold as a part of the
25 Deposit Guaranty Fund all the remaining assets of
26 such bank free from all claims except those which
27 may be legally offered for unclaimed deposits. The
28 corporation shall liquidate such assets as soon as
29 feasible thereafter. The corporation shall be liable
30 to pay such unclaimed deposits without interest out
31 of the Deposit Guaranty Fund at any time upon
32 demand made within six years from the date of the
33 last mentioned certificate of the commissioner, but
34 not thereafter.

1 Section 7. In order to carry out the provisions of
2 this act the corporation may exercise all the powers,
3 rights and franchises of any bank the operation of
4 which has been taken over by it under this act.

1 Section 8. Section nine of chapter forty-four of
2 the acts of nineteen hundred and thirty-two shall
3 apply to all sums assessed under this act and paid
4 over to the corporation by member banks.

1 Section 9. Section one of chapter forty-four of
2 the acts of nineteen hundred and thirty-two is hereby
3 amended by striking out, in the fifth line thereof, the
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\

4 words “For the term of five years”, and in the thir-
-5 teenth and fourteenth lines thereof the words “during
6 said term”, so as to read as follows: Section 1.
7 All the savings banks established under the laws of
8 the commonwealth and subject to the provisions of
9 chapter one hundred and sixty-eight of the General

10 Laws, hereinafter referred to as member banks, are
11 hereby constituted a corporation under the name of
12 the Mutual Savings Central Fund, Inc., hereinafter
13 referred to as the corporation. It shall be the purpose
14 of the corporation to assist such member banks, when
15 they are temporarily in need of cash or hold invest-
-16 merits which cannot readily be liquidated, by making
17 loans to them or any of them secured by the pledge
18 of mortgages or other securities legally held by such
19 member banks. Any savings bank hereafter estab-

-20 lished under the authority of such chapter one hun-
-21 dred and sixty-eight shall upon its organization
22 become a member bank.

1 Section 10. The corporation may make such rules,
2 regulations and contracts, subject to the approval of
3 the commissioner of banks, as it may deem necessary
4 in order to carry out the provisions of this act.

1 Section 11. The Deposit Guaranty Fund may be
2 dissolved by a vote of four fifths of all the members of
3 the corporation at a meeting duly called and held
4 for this special purpose, and if it be voted to dissolve,
5 the corporation shall proceed to liquidate the Deposit
6 Guaranty Fund and to distribute the proceeds to the
7 member banks as speedily as may be.
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1
In the Year One Thousand Nine Hundred and Thirty-Four

An Act to Establish a Fund for the Guaranty of Shares
in Co-operative Banks.

Be it enacted by the Senate and House of Repre-
sentatives in General Court assembled, and by the
authority of the same, as follows:

Appendix H
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1 Section 1. The Co-operative Central Bank, estab-
2 lished by chapter forty-five of the acts of nineteen
3 hundred and thirty-two, hereinafter referred to as the
4 corporation, shall in the manner herein provided estab-
5 lish a fund for the guaranty of shares in co-operative
6 banks established under the laws of the common-
7 wealth, hereinafter referred to as member banks. For
8 this purpose the directors may, by assessments made
9 from time to time upon the member banks in the same

10 proportion for each, require each bank to pay over in
11 cash to it a total of not more than three per cent of its
12 share liabilities as shown by its last annual report to
13 the commissioner of banks, hereinafter referred to as
14 the commissioner, such assessments to be in addition to
15 all other payments required under said act. An
16 assessment under this provision of not less than one
17 fourth of one per cent of such share liabilities shall be
18 made within ten days after the effective date of this
19 act. Other assessments of not more than one fourth
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20 of one per cent shall be made in each three months
21 thereafter until one per cent of said share liabilities
22 shall have been paid in, and thereafter assessments
23 not exceeding such authorized total may be made
24 from time to time at the discretion of the directors.
25 The provisions of section six of said chapter forty-five
26 shall apply to the assessments authorized by this
27 section. The funds resulting from these assessments
28 shall be held as a permanent fund, to be known as the
29 Share Guaranty Fund, which shall be held and in-
-30 vested separate from the other funds of the corpora-
-31 tion and shall not be liable for the obligations of the
32 corporation other than those created by this act.
33 Assessments of the corporation not held in the Share
34 Guaranty Fund shall not be liable for any obligations
35 created hereby. The cost of administering the Share
36 Guaranty Fund as determined by the directors shall
37 be paid out of the income from said fund.

1 Section 2. All assessments authorized by the
2 foregoing section may be carried by each member
3 bank as an asset to such extent as may be authorized
4 by the commissioner.

1 Section 3. The corporation may pay dividends
2 to member banks upon the amounts paid in by them
3 to the Share Guaranty Fund or upon the unexpended
4 portion thereof at such rate and at such times as its
5 directors may determine. This fund may be invested
6 by the corporation only in such manner as is pro-
-7 vided in section forty-seven, subsections (a), (b ), (c),
8 and (d), of chapter one hundred and forty-four, acts
9 of nineteen hundred and thirty-three. The corpora-

-10 tion may bv vote of its directors borrow money for
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11 the purposes of the Share Guaranty Fund and pledge
12 any assets in which that fund is invested as security
13 for such loans. In case of liquidation of any member
14 bank under section twenty-two of chapter one hun-
-15 dred and sixty-seven of the General Laws, the cor-
-16 poration shall return the unexpended portion as

17 determined by its directors, of all assessments paid
18 by such bank to it, upon establishment of proof to
19 the satisfaction of the directors of the corporation
20 that such bank has paid or will be able to pay its
21 shareholders in full. In case of the merger or con-
-22 solidation of two or more banks, such unexpended
23 portion of the assessments paid by such banks may be
24 readjusted on the basis of the assessment liability of
25 the continuing bank, and the excess, if any, may be
26 repaid to it.

1 Section 4. Whenever it shall appear to the com-
-2 missioner that any member bank is in an unsound and
3 unsafe condition to transact the business for which
4 it is organized, or that it is unsafe for it to continue
5 business, he may so certify to the corporation, and
6 upon receiving such certificate from the commis-
-7 sioner the corporations shall, by notice in writing to
8 the commissioner and to the bank, take possession
9 forthwith of the property and business of such bank

10 and retain possession thereof until the bank shall
11 resume business or until its affairs shall finally be
12 liquidated. The corporation may, with the approval
13 of the commissioner, carry on the business of such
14 bank subject to such restrictions as the commissioner
15 may impose. The corporation may, while thus carry-
-16 ing on such business, pay to such bank out of the
17 Share Guaranty Fund such sums as the corporation’s
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18 directors deem necessary for the protection of the
19 bank’s shareholders and order the same to be repaid
20 when no longer required for that purpose.

1 Section 5. At any time after the corporation
2 shall have taken over the operation of any member
3 bank, as provided in this act, it may, with the ap-
-4 proval of the commissioner, turn back the operation
5 thereof to such bank, and thereupon such bank may
6 resume business free from any control by the corpo-
-7 ration, subject to such conditions as the commis-
-8 sioner may approve. The corporation shall not thus
9 turn back the operation of any bank until there shall

10 have been repaid into the Share Guaranty Fund all
11 such sums as had been paid from that fund to such
12 bank or its shareholders, or until the corporation shall
13 have received security for such repayment satisfactory
14 to its directors.

1 Section 6. The corporation may, and at the
2 request of the commissioner shall, at any time after
3 it has taken over the operation of any bank under
4 section four hereof, discontinue the business of such
5 bank and proceed to liquidate its affairs. The cor-
-6 poration shall in that event pay to the shareholders
7 of such banks the full amount of their shares as of
8 the date of the discontinuance of the bank with
9 interest at such rate, not exceeding three per cent per

10 annum, as the directors shall determine, such pay-
-11 ments to be made within five years from such dis-
-12 continuance and at such times and in such instalments
13 as the directors with the approval of the commis-
-14 sioner shall determine. For this purpose the corpora-
ls tion shall use, in addition to the assets of the bank,
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16 such sums as may be required from the Share Guar-
-17 anty Fund. In case of such liquidation the commis-
-18 sioner may by regulation establish the manner in
19 which the shareholders shall be given notice to with-
-20 draw their shares and in which final payments shall
21 be made to them. When the commissioner shall
22 certify that all shareholders claiming the value of
23 their shares and all other obligations of the bank have
24 been paid in full the corporation may take over and
25 hold as a part of the Share Guaranty Fund all the
26 remaining assets of such bank free from all claims
27 except those which may be legally offered by share-
-28 holders who have not previously claimed the value
29 of their shares. The corporation shall liquidate such
30 assets as soon as feasible thereafter. The corporation
31 shall be liable to pay such shareholders without in-
-32 terest out of the Share Guaranty Fund at any time
33 upon demand made within six years from the date of
34 the last mentioned certificate of the commissioner,
35 but not thereafter.

1 Section 7. In order to carry out the provisions
2 of this act the corporation may exercise all the powers,
3 rights and franchises of any bank the operation of
4 which has been taken over by it under this act.

1 Section 8. All sums assessed under this act and
2 paid over to the corporation by member banks shall
3 be exempt from taxation under section eleven, chap-
-4 ter sixty-three, of the General Laws.

1 Section 9. Section one, chapter forty-five of the
2 acts of nineteen hundred and thirty-two, is hereby
3 amended by striking out, in the fifth line thereof, the
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4 words “for the term of five years”, and in the eighth
5 line thereof the words “during such term”, so as to
6 read as follows; Section 1. All the co-operative
7 banks now established under the laws of the com-
-8 monwealth and subject to the provisions of chapter
9 one hundred and seventy of the General Laws, here-

-10 inafter referred to as member banks, are hereby con-
-11 stituted a corporation under the name of The Co-
-12 operative Central Bank, hereinafter referred to as the
13 Central Bank, and every co-operative bank hereafter
14 so established shall thereupon become a member
15 bank thereof. It shall be the purpose of the Central
16 Bank to promote elasticity and flexibility of the
17 resources of the co-operative banks of the common-
-18 wealth by centralizing their reserve funds.

1 Section 10. The corporation may make such rules,
2 regulations and contracts, subject to the approval of
3 the commissioner of banks, as it may deem necessary
4 in order to carry out the provisions of this act.

1 Section 11. The Share Guaranty Fund may be
2 dissolved by a vote of four fifths of all the members
3 of the corporation at a meeting duly called and held
4 for this special purpose, and, if it be voted to dis-
-5 solve, the corporation shall proceed to liquidate the
6 Share Guaranty Fund and to distribute the proceeds
7 to the member banks as speedily as may be.






