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Office of the Commissioner of Banks.
Boston, Dec. 7, 1921

lalt/i of MassachusettTo the General Court of the Commons
In compliance with the prov .ions of section 33 of chapter

30 of the General Laws, I have the honor to transmit here-
with such parts of the annual report of the Commissioner of
Banks for the year ending Nov. 30, 1921, as contain recom-
mendations for legislative action, accompanied by drafts of
bills embodying the legislation recommended.

Very truly your

JOSEPH C. ALLEN
Bank(

Cij t Commontucaldb of
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1. Providing a Penalty for Embezzlement, etc., in any Bank.
This act is copied from the national bank law and provides

a penalty of a fine of not more than $lO,OOO or imprison-
ment for not more than ten years, or both, for the offences
named.

2. Providing a Penalty for falsely certifying Checks
This act, like the preceding act, is taken from the national

bank laws and provides a penalty of a fine of not more than
$5,000 or imprisonment for not more than five years, or
both, for the false certification of checks.

Relating to Unauthorized Banking.
At the present time sections 12 and 37 of chapter 167 of

the General Laws conflict, and this act is an amendment to
section 12 to eliminate this conflict.

4. Relating to the Annual Report of the Commissioner of
Banl

At the present time the law provides that the Commi
sioner shall make a return to the General Court of the condi-
tion of every incorporated bank from which a report has
been received for the preceding year. The inclusion of the
word “incorporated” in the law i ucl urn on
private banks and bankers not now incorporated but under
the supervision of the Commissioner of Banks. This act
would include the latter by eliminating the word “incor-
porated.” It also substitutes in section 9 of chapter 167 the
words “commissioner of banks” for the word “recei

RECOMMENDATIONS OF THE COMMISSIONER OF
BANKS.
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there are no receivers under the present statutes, and strikes
out the words “from which a report has been received for
the preceding year”, as they are no longer necessary.

The present chapter on bond and investment companies
(chapter 174, General Laws) places the supervision over such
companies under the Commissioner of Banks. Since the
enactment of a law in 1921 known as the act to prevent the
sale of fraudulent securities, it seems advisable to place this
chapter under the same agency as provided in that act,
namely, the Commissioners of the Department of Public
Utilities.

Co-operative Bank
G. Relating to the Powers and Duties of the Commissioner of

Ranks in Co-operative Rank.'
The co-operative banks, according to law, are audited by

the banking department, and the examiner is obliged to re-
port to the Department everything he finds, much of which
is of little importance, but must of necessity be incorporated
in the report for the information of the Department. Many
of these matters could be settled directly with the treasurer;
but as the law states that a copy of this report shall be
rendered to the board of directors, the board of directors
now receive a report containing many items which are of
minor importance and ought not to be called to their atten-
tion in the report. This act would permit the Commissioner
to submit to the directors a copy of so much of the report as
he deems expedient.

5. Relating to Bond and Investment Companies.

7. Relating to Fe Examination and Audit of Co-opera-
tive Ranks

Co-operative banks at the present time pay a fee of 10
cents per §l,OOO of assets for audits which are conducted by
the banking department. This act provides that the banks
shall pay the actual salaries of the employees engaged in
making the examination, which it is believed is a more equi-
table method than the present and will also increase the
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revenue substantially. In this way the bank will be paying
for the actual time taken in making the examination and
audit. If the work on the books of the bank is not in good
condition and extra time is spent in locating errors, as has
been the case in some instances, the banks will have to bear
this extra expense for which the Department now receives
nothing.

8. Relating to the Maturity of Shares in Co-operative Bank
This act amends the latter part of section 19 of chapter

170, relating to the dissolution of co-operative banks, by in-
cluding members holding “paid-up” shares, together with
members holding matured shares, as not being entitled to
preference over any holder of unmatured shares.

9. Relating to Real Estate leased by Co-operative Banks as
Places of Busines

This act provides for the regulating of alterations in leased
quarters, by requiring the approval of the Commissioner of
Banks, and limiting the amount to be expended in such
alterations.

Credit Unions,

10. Relating to the Commencement of Business by Credit
Union.

Several petitions and charters have been granted to credit
unions that have never commenced business, some of them
dating back to 1918. This act provides that a credit union
shall organize and commence business within six months
from the date of its incorporation. Otherwise its charter shall
become void. A similar recommendation is made for trust
companies.

11. Relating to the Election of Officers in Credit Unions
This act amends the law relating to election of officers in

a credit union, to provide for the election of such other offi-
cers as may be necessary for the transaction of the business
of the corporation, and also provides that all officers handling
the funds of a credit union shall be bonded in an amount

atisfactorv to the Commissioner of Banks
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12. Relating to the Supervisory Committee of Credit Unions.
This act provides that supervisory committees of credit

unions shall be required to hold meetings at least monthly
and keep a record of such meetings. It also provides that
pass books of credit unions shall be verified at least once
every three years by the supervisory committee, as is required
by savings banks.

13. To prohibit Loans to Certain Officers of Credit Unions,
This act adds to the officers of credit unions who are not

to borrow from the corporation, the treasurer or assistant
treasurer, if there be one.

14. Relating to the Payment of Interest on Deposits in Credit
Unions

At present, credit unions state in advance the amount of
interest payable on deposits. This act restricts such corpora-
tions in the payment of interest on deposits to the same
degree as savings banks and savings departments of trust
companies are now restricted.

15. To create a Reserve in Credit Unions
This act provides that credit unions shall carry a reserve

in cash amounting to 10 per cent of their resources.

16. Relatirig to Loans made by Credit Unions
At present, unsecured loans of more than $5O are made by

credit unions. This act requires that in all such loans of
more-than $5O at least one substantial endorser shall be
required.

17. Relating to the Approving of Investments in Credit Unions
This act provides that investments other than loans in

credit unions shall be made only with the approval of the
board of directors.
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18. To 'permit Savings Banks to sell Foreign Drafts.
This act would permit'savings banks to receive money for

transmission to foreign countries under regulations made by
the Commissioner of Banks.

19. To provide a General Penalty for Violation of the Bates
relating to Savings Batiks.

This act is similar to one already recommended for trust
companies, and provides a fine or imprisonment, or both, for
the violation of any of the savings bank laws for which a
penalty is not expressly provided. The penalty is left for
the Legislature to determine in its discretion.

20. Relating to the Investments of Savings Banks.
This act permits savings banks to invest in shares of co-

operative banks at not more than 90 per cent of their with-
drawal value. It also provides that departments of the Com-
monwealth having supervision over public utilities be re-
quired to furnish the Commissioner of Banks with a list of
companies whose securities would be legal investments for
savings banks annually at such time as the Commissioner
shall designate.

21. Relating to the Bonding of Officers and Employees of
Savings Bank

The present law requires that the treasurer, vice treasurer
and assistant treasurer shall give bond to the satisfaction of
the trustee, in such form as the Commissioner may prescribe,
“for the faithful performance of their duties.” This act
would provide for the bonding of all officers and employees,
and would permit the use of the so-called bankers blanket
bond. The president is held responsible for the filing of the
bond.

Savings Banks.
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22. Relating to Charters of Trust Companies.
This act gives the Board of Bank Incorporation authority

to examine the methods of payment for stock in a trust com-
pany after a charter is issued, to examine the details of per-
sonnel, including the officers and directors, and to decline to
issue a certificate authorizing the bank to do business if, in
the judgment of the members, it is unwise.

This act also requires a trust company to begin business
within six months after a charter is granted instead of two
years, as at present, and provides that business shall not be
resumed under unused charters existing at the time of the
passage of the act, except with the written approval of the
Board of Bank Incorporation.

To regulate the Consolidation of Trust Companie
This act provides that trust companies desiring to consoli-

date must obtain the written approval of the Commissioner
of Banks, and also that a charter of a trust company, the
business of which is consolidated or merged with, or ab-
sorbed by, another bank, shall be kept alive only for the
purpose of carrying out existing obligations and liabilities.

24. Relating to the Res rve of a Trust Company
This act would prohibit a

that its reserve is at any time
is required to keep on hand, f
making any new loans or inve

trust company, in the event
less than the amount which it
•om increasing its liabilities by
itments otherwise than by dis-

counting or purchasing bills of exchange payable at sight, or
from making any dividends of its profits until the required
amount has been restored. It also provides that if such cor-
poration shall fail for thirty days after receiving notification
from the Commissioner to make good its reserve, the Com-
missioner may proceed, as provided in section 22 of chapter
167, to take possession and liquidate the affairs of such
corporation.

Trust Companies.
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25. To 'prohibit a Trust Company from making Loans on
its Own Stock, either directly or indirectly.

At the present time the law prohibits a trust company
from making loans on its own stock, but does not cover cases
of unsecured loans being made and the stock held by an of-
ficer for safekeeping, nor is any penalty provided for its viola-
tion. This act would prohibit loans made directly or indi-
rectly, either through increases of capital stock not paid for
or on notes or unsecured forms with an agreement to con-
sider the stock as pledged, and provides a penalty of a fine
of not more than $5,000 or by imprisonment for not more
than five years, or by both such fine and imprisonment for
its violation.

26. To prohibit a Trust Company from paying Unearned
Dividends on Capital Stock.

This act prohibits a trust company or stockholder thereof
from withdrawing or permitting to be withdrawn during the
time it continues its banking operations any portion of its
capital, either in the form of dividends or otherwise. It pro-
vides that no dividend shall be paid if losses have been sus-
tained equal to or exceeding the undivided profits then on
hand, and that no dividend shall ever be paid, while it con-
tinues its banking operations, to an amount greater than its
net profits then on hand, deducting therefrom its losses and
bad debts. The act also defines bad debts, but does not in-
terfere with the reduction of the capital stock as already
provided for by law.

27. To establish a Surplus Fund in a Trust Company.
Under this act the directors of a trust company may de-

clare dividends of so much of the net profits as they shall
judge expedient; but the trust company shall, before the
declaration of a dividend, 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 25 per
cent of its capital stock.
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28. Limiting the Real Estate Holdings of a Trust Company
for Business Purposes, and Investments in Furniture and
Fixtures.

This act adds to the present law, section 41, chapter 172,
a provision that the amount invested in the securities of any
corporation, trust or other organization which holds real es-
tate in whole or in part, used or intended for use, by the
trust company, shall be included as part of the amount in-
vested in real estate as defined by said section 41. It also
limits to 10 per cent of the capital and surplus the amount
which may be invested in furniture and fixtures, exclusive of
vaults, except with the written approval of the Commissioner.
It provides, further, that the amount invested in vaults, to-
gether with the amount invested in furniture and fixtures,
when such office is situated in leased quarters, shall not ex-
ceed a certain per cent of the capital and surplus except with
the written approval of the Commissioner of Banks, the
definite limit to be made by the Legislature in its discretion.

29. Relating to the Investment of Funds in a Trust Company.
Sections 33 and 34 of chapter 172, relating to the invest-

ment of funds of trust companies, are not clear. This act is
intended to clarify these sections.

30. Relating to Audits of Trust Companie
This act provides that the examination committee of a

trust company shall cause to be made by a public account-
ant, approved by the Commissioner of Banks, a thorough
examination and audit of the assets and liabilities of the cor-
poration, including those of its trust department, wr hich
would eliminate the possibility of an incompetent committee
endeavoring to make an audit, as has been done. It also
relieves the Commissioner of Banks from making audits in
trust companies and savings banks.
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31. To provide a General Penalty for Violation of the Laws
relating to _ Trust Companies.

This measure provides a fine or imprisonment, or both, for
the violation of any of the trust company laws for which a
penalty is not expressly provided. The penalty is left for the
Legislature to determine in its discretion.

32. Limiting Interest Payments in the Savings Departments
of Trust Companies and in Savings Banks

This measure provides that the rate of interest on deposits
in savings banks, or in the savings departments of trust com-
panies, shall not exceed the rate of 4 per cent per annum
while there are losses or bond depreciation equal to or in ex-
cess of the undivided profits, exclusive of the guaranty fund.
It provides a penalty for violation of a fine of not more than
$5,000 or by imprisonment for not more than five years, or
both, and extends this penalty to cover payments of un-
earned dividends as provided in the general banking laws.

1. To require the Bonding of Officers and Employees of
Trust Companies

This act provides for the election of the officers of a trust
company, and provides, also, for the bonding of all officers
and employees in such form and amount as required by the
directors, giving the Commissioner authority to increase the
amount of such bonds if, in his judgment, the amount is
insufficient.

14. To remove a Conflict in the Trust Company Laws.
This act repeals section 21 of chapter 167 of the General

Laws, which is not only obsolete, but is in conflict with
section 35.
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