
HOUSE Ho. 1248.

Board of Railroad Commissioners

Hon. James J. Myeks, Speaker , House of Representatives, State
House , Boston.

Dear Sir : I am instructed to transmit herewith tc
the Honorable House of Representatives the report of the
Board of Railroad Commissioners on the investigation made
by order of the House dated February 2, 1903.

Yours respectfully,

WM. A. CRAFTS,

Commonwealth of illassacliusdts.

Clerk
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In Board of Railroad Commissioners, March 25

The Board respectfully submits its report of investigation
under the order of the House of Representatives, dated Feb.
2, 1903, directing an inquiry into certain transfers of street
railway stocks to foreign corporations.

The New Hampshire Traction Company was organized under
the general laws of New Hampshire Nov. 19, 1901, with a
capital stock fixed at $1,000,000, substantially all of which
was issued to the New York Security and Trust Company.
Under date of Dec. 1, 1901, the Traction Company authorized
the issue of first-lien 5 per cent, gold bonds to the amount of
$1,700,000; and under date of Jan. 1, 1902, first-lien 5 per
cent, gold bonds to the amount of $3,000,000 ; and 5 per cent,
twenty-five-year gold debentures to the amount of $1,500,000.
Of these bonds there had been issued prior to July, 1902,
$5,560,000, all to the New York Security and Trust Company.

The organization of the New Hampshire Traction Company
and the issue of its stock, bonds and debentures, to the New
York Security and Trust Company were in pursuance of two
agreements; the first, dated November 12, between the Massa-
chusetts Construction Company, a domestic corporation, the
Massachusetts Construction Company, Incorporated, a Con-
necticut corporation, and the New York Security and Trust
Company, a New York corporation ; the second, dated Decem-
ber 28, between the three above-named parties and W. D.
Lovell. In accordance with the terms of these agreements,
various stocks, bonds, securities and claims, in which the
Massachusetts Construction Company and the Massachusetts
Construction Company, Incorporated, were interested, passed
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at different times to the New York Security and Trust Com-
pany, and from that company to the New Hampshire Traction
Company, the stock and bonds of the last-named company
being issued therefor.

Under date of July 2, 1902, the New Hampshire Traction
Company authorized the issue of first-lien 4% per cent, gold
bonds to the amount of $7,500,000, and actually issued these
bonds, to the amount of $6,625,000, to the New York Security
and Trust Company, taking up and cancelling all bonds and
debentures of the company outstanding under the prior issues
of Dec. 1, 1901, and Jan. 1, 1902. The Traction Company
has also recently issued and delivered to the Security Company
notes to the amount of several hundred thousand dollars, rep-
resenting the balance of its indebtednes

Feb. 24, 1903, the Traction Company owned, among many
other securities, 995 of the 1,000 shares of capital stock of the
Amesbury & Hampton, 295 of the 300 shares of capital stock of
the Haverhill & Plaistow, 394 of the 400 shares of capital stock
of the Lowell & Pelham, 1,245 of the 1,250 shares of capital
stock of the Lawrence & Methuen, and 795 of the 800 shares
of capital stock of the Haverhill & Southern New Hampshire
street railway companies, all Massachusetts corporations.

Of the $1,000,000 of capital stock of the New Hampshire
Traction Company, stock to the amount of $999,300 was issued
to the New York Security and Trust Company Dec. 3, 1901
according to the terms of a written proposal of sale in part
payment for certain stocks and bonds named. No Massachu-
setts stocks were included among those named, the Traction
Company first acquiring title to such stocks in April, 1902,
when 993 shares in the Amesbury & Hampton and 295 shares
in the Haverhill & Plaistow street railway companies wei

transferred to it
When in July the Traction Company issued to the Security

Company the $6,625,000 in bonds, it owned the controllin
interest in the above-named Amesbury & Hampton and Haver-
hill & Plaistow street railway companies; but t
were expressly excepted from the lien then created to secure
the issue of bonds. The Traction Company 1
the stock of the other
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The aggregate par value of the Massachusetts street railway
stocks held by the Traction Company is $362,400 ; the value of
the entire assets of that company is placed by its own experts
at over $7,000,000.

In carrying out these transactions, the parties interested
acted under the direction of counsel, who advised them that
the Traction Company could not issue stock or securities
secured by or based upon the Massachusetts stocks without
subjecting the domestic corporations to the danger of forfeiture

The statute in question, which is section 11, chapter 126 of
the Revised Laws, provides that, if a foreign corporation which
controls a majority of the stock of a domestic street railway,
gas light or electric light corporation “issues stock, bonds or
other evidences of indebtedness based upon or secured by the
property, franchises or stock of such domestic corporation,
unless such issue is authorized by the laws of this Common-
wealth, the supreme judicial court shall have jurisdiction in
equity in its discretion to dissolve such domestic corporation.”

The purpose of this law seems to be to prevent a foreign
corporation from exerting a commanding influence toward the
payment of large dividends by domestic companies, in order to
help out the necessities of a situation created by its own issues
of securities.

The statute aims at safeguarding the public interests, which
in respect to street railways are protected by the statutory
limits upon their dividends; the restriction upon their issues
of capital stock and bonds to the actual and proper cost of the
railway property; and a supervision over operation which
gives no heed to stock ownership.

If this statute means that no foreign corporation which owns
a controlling number of shares in the stock of a domestic com-
pany can, without risking the charter of such company, issue
a note or bond; for the reason that such note or bond must be
considered as based upon the Massachusetts stocks, no matter
how small a part of the entire assets of the company such
stocks are, and no matter how great the responsibility and
credit of the company independent of such ownership, and
how strong the protest that the note or bond is given or

f charter.
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accepted in disregard of such ownership, then the New
Hampshire Traction Company has plainly jeopardized the
charters of these five Massachusetts companies, as it owned
controlling interests in their stocks at the time when it issued
its own bonds and notes.

If, however, the statute applies rather to issues that have
either been actually secured by pledge, mortgage or lien, or
have been actually made with reference to or in reliance upon
the credit due in whole or in part to the ownership of Massa-
chusetts stocks, then the character of the issues by the New
Hampshire Traction Company is to be determined by the
accompanying circumstances, —the agreements between the
parties in interest explaining the plan for purchase of these
stocks, the statements which preceded the issues of bonds, the
wording of the securities and instruments securing them, and
the condition of the company in respect to assets and liabili-
ties at the time.

As bearing upon these matters, we have requested and have
been promptly furnished with copies of the written records,
contracts, circulars and pertinent papers. The existing law
defines the manner for taking action, if any is necessary, in
the premises, reading as follows: “If it appears to the at-
torney-general that such issue has been made, he shall insti-
tute proceedings for such dissolution and for the proper
disposition of the assets of such corporation.”

For the Board

JAMES F. JACKSON




