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Commontoealth of Massachusetts
Office of the Commissioner of Banks,
State House, Boston 33, November 4, 1953.

To the Honorable Senate and House of Representatives of the Commonwealth of Massachusetts in General Court assembled.

In compliance with the provisions of section 33 of chapter 30 of the General Laws (Tercentenary Edition), as
most recently amended by chapter 67 of the Acts of 1948,
the Commissioner of Banks respectfully presents herewith
such parts of the annual report of the Commissioner of
Banks for the year 1953 as contain recommendations or
suggestions for legislative action, accompanied by drafts
of bills embodying the legislation recommended. These
drafts have been submitted to the counsel for the House
of Representatives for advice and assistance as to the
form thereof.
TIMOTHY ,1. DONOVAN,
Commissioner of Banks.
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RECOMMENDATIONS FOR LEGISLATION
As submitted in accordance with General Laws (Ter. Ed.), chapt
lion 33, as amended by chapter 67 of the Acts of 194

The duties and obligations imposed by law on the Commissioner of Banks and the staff of the Banking Department are manifold, but could be briefly summarized in a
statement that we are the representatives of the public
interest in banks and other state chartered financial institutions numbering over 1,200, having in the aggregate
close to 10 billions of dollars of the people’s money. The
phenomenal growth of these Massachusetts institutions,
particularly during the past decade, emphasizes the importance of a strong Banking Department alert to the
needs of the public and the banks and other financial
agencies serving the public.
In justice to all parties in interest including taxpayers,
am
constrained to call to the attention of the General
I
Court that in the operation of the Division of Banks and
Loan Agencies fees paid to the Commonwealth by the
supervised institutions for work performed by the staff
of the Division, enables us to return to the Commonwealth approximately 75 cents for every dollar spent.
Our studies of the problems of the supervised institutions and the public in its dealings with them, is a continuing one and in that connection I respectfully bring
the following matters to your attention with recommendations in certain instances.
Usury Law

Since before the dawn of the Christian era the exchange
of goods and services for money has been a key to the
economic well-being of civilization. As might be anticipated, certain abuses have been prevalent in all ages with
relation to the borrowing or lending of money necessary
in the marts of trade. As a result of such abuses, there
has grown up in the money markets of the world a term
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as “usury”. Usury has been described
to mean the laying out or lending of one’s property, of
any kind or description, to others and taking or contracting therefor an exorbitant return, profit or reward
for the forbearance of such property or loan. History is
replete with untold numbers of incidents wherein usurious
lending practices have brought misery and despair to
victims.
The absolute necessity for a healthy economy, by the
elimination of usurious practices, was recognized by our
forefathers when the Massachusetts Bay Colony was in
existence but eleven years. In 1641, the Colonial Legislature passed a usury statute. From this date to 1867,
a period of over 200 years, the Commonwealth enhanced
the economic happiness of its people by legislating in such
a manner as to keep the original usury statute applicable
to contemporary demands. In this latter year, for some
unexplained reason, Massachusetts divested itself of its
usury law and until 1911 the sky was the limit on the
interest that could be charged on all kinds of loans.
In 1911, as a result of the vicious and reprehensible
practices encouraged by the absence of such a law,
Massachusetts once again gave legislative blessing to controls in the money-lending field by restricting the amount
that could be charged on loans up to $3OO. The law
enacted in 1911 remains unchanged as I make this report
to the 1954 Legislature, in that direct controls are exercised only up to $3OO.
The Banking Department, being ever sensitive to the
demands of the borrowing public, has had under study
for some period of time the lending practices prevalent
in the Commonwealth in the field above $3OO. In my
report in 1952, I informed you that we were studying
this subject and in 1953, after many conferences with
members of the small loan industry, I supported petitions
for legislation which, among other things, would have increased from $3OO to $l,OOO loans subject to the provisions of sections 96-114 of chapter 140 of the General
Laws. The Legislature did not adopt any of the petitions
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considered by it in this field. Some of this legislation was
intended as a step in the general plan evolved by the
Banking Department for remedial action in the whole
lending field. It is my intention to submit a petition
covering the small loan field on or before December 2,
1953.

A second phase of our general plan is intended to encompass the money-lending business outside the scope
of the small loan act or any amendment of that act. In
order to properly guard the public interest in this area
of lending activity, I now recommend that you consider
the enactment of a usury law for this Commonwealth.
It may astound you to know that there are usury laws
in forty-four states of the Union, in Hawaii and in the
District of Columbia. Massachusetts stands as one of
but four states of the Union which does not have a usury
statute, thus enabling the application of unconscionable
interest charges in the field above $3OO. A study of the
facts leads to the inescapable conclusion that many of
the citizens of our Commonwealth have been and are
currently being subjected to some of the most unbelievable
abuses at every level of the money-lending and financing
business, with the exception of that field which the Legislature has occupied covering loans of $3OO or less.
If the great industrial states of New York, Pennsylvania, Ohio and Illinois, which are comparable, in many
respects, to this Commonwealth, determine that their
citizens require protection from the adroit mind ever
ready to take advantage of the unguarded, then this
compels the observation that Massachusetts can no
longer continue to ignore the plight of its citizens currently subject to the most vicious and confiscatory practices prevalent in the unsupervised money-lending marts,
where not only the poor and the uninformed must turn in
the hour of financial need but where also the small businessman is fair game for those who take advantage of the
emergencies that inevitably arise in the operation of a
going business.
Frankly it is high time for this great Commonwealth
to outlaw the imposition of 50 per cent and higher in-
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terest charges on loans above $3OO or to state it even
more forcefully
no man should be permitted to charge
another over $l,OOO for a loan of $l,OOO for one year
and yet today it is perfectly legal in Massachusetts to
do so!
We are currently engaged in studies that include conferences with parties in interest to the end that our specific recommendations to the General Court will not, if
adopted, hinder the free flow of money by banks, commercial finance companies and other legitimate lendingorganizations in their dealings with borrowers.
As the Commissioner of Banks, I would be completely
unmindful of my duty if I did not make you aware of
this matter with an emphasis born of a knowledge of its
importance. I believe that the time has come for Massachusetts to once again enact a usury statute and, in accordance, therewith, I respectfully inform you that a
draft of legislation to accomplish this objective is being
prepared by the Banking Department and will be submitted for your consideration on or before December 2,
1953, together with the draft of one applicable to the
business of making small loans, previously referred to.
Bureau

of

Loan

Agencies.

In the annual report of the Bureau of Loan Agencies
for the license year ended September 30, 1952 I called to
your attention the persistent increase in the number of
loans and in the dollar volume outstanding of loans above
three hundred dollars, a lending field unregulated by the
Commonwealth. This trend is still evident and recognizing the need for proper, and reasonably regulated,
loan facilities in the field above three hundred dollars,
and having in mind the possible restricted effects of a
Usury law referred to in another portion of my recommendations, I shall file on or before December 2, 1953 for
consideration of the 1954 session of the General Court,
a petition for legislation to extend supervision beyond
the present three hundred dollar maximum and to establish a legal interest rate in that field. Thus, adequate, reasonable and regulated personal loan sources
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above three hundred dollars, as well as below three hundred dollars, will be available to the general public when
needed.
I am deferring the filing of this petition until the petition relating to a Usury law has been finally drafted, not
only because they are related but to the end that the proposal will be fair to both borrower and lender.
Credit Union
With each passing year the assets of credit unions
under the supervision of the Department of Banks continues to grow. This is an altogether healthy and normal
condition brought about because of the appeal the credit
union has to its members.
Since my report to the Legislature in 1953, there has
been a growth of over thirteen million dollars in the aggregate asset position of the 463 credit unions now under
the supervision of the Commissioner of Banks.
I respectfully call to the attention of the General Court
the substance of my 1953 report contained in House,
No. 3, wherein 1 discussed the need for a compulsory
audit of credit unions. In that report I informed the
Legislature that I would present legislation to bring about
this additional safeguard after consultations with the
members of the industry. These consultations were held
and at the request of some of the leaders of the credit
union movement I deferred filing the legislation in order
that the credit unions themselves could conduct an exhaustive study of the subject at the industry level.
The state chartered credit unions of Massachusetts
must not be considered the step-children of the banking
industry. The credit union movement has in some respects become big business. It contains over 360,000
members with assets in excess of 106 million dollars. On
the asset side of the ledger, credit unions have invested
in personal loans almost 37 million dollars; real estate
loans approximately 27 million dollars; in securities from
the savings banks’ legal list over 17 million dollars;
deposits in other thrift institutions over 15 million dollars
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and they have balances in commercial banks of over
6 million dollars. The liabilities of credit unions show
that they hold from their members in shares and deposits
over 91 million dollars; while the Guaranty Funds, Reserve Funds and Undivided Earnings total
million
dollars.

A comparison of the credit union aggregate asset position in 1943 with that of 1953 will indicate more forcefully the wisdom of a compulsory audit. Such a comparison will indicate the tremendous growth that has
taken place within the credit union structure. In 1943,
the total assets of all the credit unions under the supervision of the Commissioner of Banks totalled 13(5,169,731,
whereas as of June 30th, 1953 that figure was $10(5,203,667.
In other words, in ten years this 70 million dollar increase
in the aggregate asset position of these credit unions evidences a threefold expansion in this short period of time,
or an over-all growth of almost 200 per cent. During
this same period the assets in co-operative banks increased
66 per cent and those in savings banks 58 per cent.
Thus, it may be seen that credit unions are growing at
an appreciably faster rate than are other thrift institutions
under state supervision.
It is most apparent to the members of the staff of the
Department of Banks that credit unions cannot be treated
as being any less important than other thrift institutions.
We feel that the 463 credit unions of Massachusetts
represent a major segment of the Banking Department’s
business in every calendar year and it is necessary that
they be given close supervision in order to properly protect the 360,000 citizens of the Commonwealth representing the ownership of assets in excess of 106 million dollars.
In order to do this in a sensible and business-like manner,
a compulsory audit of credit unions by a qualified and
responsible public accountant is necessary in addition to
the annual examination conducted by this department.
We are satisfied that it can be done without the imposition of inequitable costs and that the beneficial results
will justify the procedure.
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In accordance, therewith, I recommend that section 17
of chapter 171 of the General Laws be amended in order
to accomplish this purpose and I am, therefore, submitting to you the accompanying draft of legislation which
will accomplish this objective.
Miscellaneous Matters

As previously stated the staff of the Division of Banks
and Loan Agencies conducts a continuing study of matters
affecting the operation of supervised institutions and their
relations with the general public.
These studies culminate in petitions for legislation
whenever in the discharge of our obligations we conclude
that legislative action is necessary.
As in the past, as a matter of record, I respectfully
call to your attention those matters under study that
may be the subject of petitions before December 2, 1953,
or if circumstances warrant may be the subject of requests for late entry during the 1954 session.
1. General recodification of savings bank law
2. Merger, consolidation and conversion of state char
tered financial institutions.
3. Direct notice of annual meetings to shareholders in
co-operative banks.
4. Collection agencies
5. Penalties assessed to borrowers by lenders in connection with anticipatory payments.
6. Sale of so-called register checks and other negotiable instruments.
7. Financing of durable goods on time.
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Recommendation of the Commissioner of Banks (House, No. 5).
Banks and Banking.

Ciie CommontoealtD of e^assacfnisctts
In the Year One Thousand Nine Hundred and Fifty-Four

An Act

pertaining

to the powers and duties of

AUDITING COMMITTEE IN

the

A CREDIT UNION.

Be it enacted by the Senate and House of Representatives
in General Court assembled, and by the authority of the
same, as follows:
Chapter 171 of the General Laws is hereby amended
1
2 by striking out section 17, as most recently amended
3 by chapter 95 of the acts of 1952, and inserting in
4 place thereof the following section:
5
Section 17. The auditing committee shall keep
informed at all times as to the financial condifully
6

-7 tion of the credit union; shall examine carefully the
8 cash and accounts of the credit union monthly; shall
9 certify the monthly statements submitted by the
10 treasurer; before the distribution of an annual or
11 semi-annual dividend it shall make a thorough audit
12 of income and expense and all debts due to the credit
13 union on which interest or partial payments on the
14 principal are due and unpaid for a period of six months
15 and shall report to the board of directors its findings,

16
17
18
19
-20

together with its recommendations. Beginning in the
corporation’s third fiscal year, it shall cause to be
made by an outside qualified and responsible public
accountant, selected by it and approved by the cornraissioner, at least once during each twelve months
21 and oftener if required by the commissioner, an
22 examination and audit of the books, securities, cash,
23 assets, liabilities, income and expenditures of the
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24 corporation, to an extent as shall be prescribed by
25 the commissioner. A duplicate original of the report

26 of such examination and audit shall be submitted
27 to the commissioner by the accountant at the time
28 that the report is filed with the auditing committee.
29 It shall, under regulations prescribed by the com-30 missioner, cause to be verified by such public ac-31 countant the pass books of the credit union at least
32 once in every three years. It shall hold meetings at
33 least once each month and a record shall be made at
34 each meeting of the transactions of the committee
35 and the names of those present and it shall make an
36 annual report at the annual meeting. The members
37 of the auditing committee may receive such reimburse-38 ment for actual expenses incurred in the performance
39 of their duties as the board may authorize, subject to
40 the approval of the members at the next annual
41 meeting or at a special meeting called for the purpose.

