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A situation has come to my attention which indicates
the necessity of further legislation to protect the assets of
savings banks in this Commonwealth.

St. 1908, c. 590, limits and defines the investments which
savings banks may legally make, and authorizes savings
banks to invest in bonds and notes of Massachusetts rail-
roads which have paid in dividends in cash an amount
equal to not less than 4 per cent, per annum on all the
outstanding stock for the five years next preceding the in-
vesting. This provision was, obviously, enacted to restrict
the investments of savings banks to bonds and notes of
successful railroads. Nevertheless, I have learned that dur-
ing the year 1912 notes of the Hampden Railroad Corpora-
tion, a corporation which has never become a railroad in
fact, were acquired by savings banks in this Commonwealth
to the amount of nearly $1,000,000. At the time of the
issuance of substantially all of these notes the Hampden
Railroad Corporation had no capital stock lawfully issued,
and its only substantial assets were represented by certain
construction work which had been paid for with borrowed
money, together with certain borrowed money in its treasury.

It is not by any means clear that under the provisions of
the laws pertaining to savings banks these notes were legal
investments for savings banks. It is claimed, and I under-
stand it to be the opinion of the Bank Commissioner, that
these notes were a legal investment, as coming under the
provisions of St. 1908, c. 590, § 68, cl. 8, h, as amended by
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St. 1909, c. 491, which authorizes savings banks to take
notes of Massachusetts corporations with one or more sub-
stantial indorsers, provided that no such loan shall be made
or renewed unless within eighteen months next preceding
the making or renewing of such loan an examination of
the affairs, assets and liabilities of the borrowing corpora-
tion or association has been made, at the expense of such
borrowing corporation or association, by an accountant
approved by the Commissioner.

On Jan. 1, 1912, a report of such an examination of the
Hampden Railroad Corporation was made by the New
England Audit Company, which stated that the total assets
of the Hampden Railroad Corporation were $2,403,017.04,
and the total liabilities were the same. The report of the
New England Audit Company set forth that said liabilities
included liability for common stock to the amount of $1,400,-
000. Stock at that time could not, under the law, have been
issued, as no approval of any issue had been made by the
Board of Railroad Commissioners. Therefore, to put it
mildly, the statement was inaccurate, since it set forth a
liability of $1,400,000, which would constitute a claim against
the assets only after the other liabilities had been satisfied,
when in fact the money received for said alleged issue of
stock created a debt of the railroad to that amount.

The only indorser to most of the notes issued to savings
banks was the Hampden Investment Company, the incorpo-
rators of which were all persons who were incorporators of
the Hampden Railroad Corporation. This corporation was
organized on Aug. 24, 1911. The purpose for which it was
organized was to transact any business that may be done
by a corporation organized under St. 1903, c. 437, and acts
in amendment thereof and in addition thereto. The only
real purpose for its incorporation seems to have been to
facilitate the financing of the Hampden Railroad Corpora-
tion and to provide a purchaser of its stock and an indorser
of its paper. The only amount of stock issued and paid for
in the Hampden Investment Company was $7,000.

I am informed that before loaning $1,400,000 to the
Investment Company with which to pay for the entire author-
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ized capital stock of the Hampden Railroad Corporation,
14,000 shares, the bankers from whom the loan was made
stipidated that these shares should be deposited by the In-
vestment Company with them as collateral for the loan, and
that $200,000 should be paid into the corporation in addition
to the capital stock of $7,000, in order that the corporation
should have $200,000 cash resources in addition to the $7,000
paid into it on account of its capital stock. I have no
knowledge of where this $200,000 came from, or whether
it was a bona fide contribution to the Hampden Investment
Company. In any event, in its certificate of condition filed
Oct. 3, 1912, it is represented as surplus in the corporation.
On Jan. 1, 1913, a note of the Hampden Railroad Corpora-
tion for $200,000 was given to the Hampden Investment
Company, and the $200,000 paid in, under the stipulation
above referred to, was paid out by the Hampden Invest-
ment Company for some purpose not entirely clear; and
thereafter a note of $200,000 was carried as an asset of the
Hampden Investment Company until in its certificate of
condition for 1916 it disappeared as an asset of the com-
pany.

The Hampden Investment Company was used as the
“substantial” indorser of the larger amount of the notes
taken by the savings banks.

At the time of all of these indorsements the liabilities
of the Hampden Investment Company, exclusive of liability
for its capital stock, amounted to $1,400,000 or more, and
its return of 1912 shows that its entire assets, in addition
to the amounts received for the sale of its capital stock and
the $200,000 above referred to, plus $2,040.41, which seems
to have been accrued interest thereon, consisted entirely' of
the entire capital stock of the Hampden Railroad Corpora-
tion, estimated at $1,400,000.

It follows, therefore, considering the situation in its best
light, that when some of the notes given to the savings
banks were indorsed by it, its liability upon these notes
and its direct liabilities amounted to over $2,000,000, with
but $209,040.41, exclusive of the capital stock of the Hamp-
den Railroad Corporation, to meet these liabilities.
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Substantially all these notes, or renewals thereof, remain
unpaid. There is, in my judgment, no hope of their being
paid by the Hampden Railroad Corporation, unless by
authority of the Public Service Commission sufficient bonds
are issued and sold to take care of them, or some arrange-
ment is made by which the Hampden Railroad Corporation
is made a physical part of some other railroad, and that
railroad assumes the liabilities of the Hampden Railroad
Corporation.

If the reasonable cost of the construction of the Hampden
railroad was less than its outstanding indebtedness, any pro-
vision to take care of this indebtedness creates a situation
which the provisions of law relating to stock watering were
designed to prevent.

There is some doubt in my mind as to whether railroad
companies are included in the corporations referred to in
that part of said section 68, clause 8, subdivision b, pro-
viding that corporations whose notes are indorsed by a
substantial indorser may be used as an investment by
savings banks. There is much more serious doubt in my
mind as to whether the Hampden Investment Company, in
the condition it was at the time of the indorsement of said
notes, was a substantial indorser of notes of hundreds of
thousands of dollars. Furthermore, from my present knowl-
edge of the situation it is not entirely clear to me but that a
question might be raised as to the legality of these indorse-
ments.

However that may be, the Bank Commissioner is, I under-
stand, of the opinion that these notes were legal investments.

The provisions of law now require a report of the examina-
tion of the accountant, above referred to, in such form as the
Bank Commissioner shall require, to be made to the bank
before the loan is made, and also provide that within thirty
days after the completion of the examination a certified copy
of the report shall be delivered by the accountant to the
Bank Commissioner.

Under the law as it now exists a bank may legally make
a loan although such loan is not approved by the Commis-
sioner, and although he may be of the opinion that the cor-
poration is not in a sound financial condition.
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In view of the fact that all the funds of savings banks are
held exclusively for the benefit and security of the depositors,
it seems imperative that further legislation be enacted to
make a recurrence of such a situation impossible.

I suggest the advisability of providing by law that no
such loan shall be legal unless it meets with the approval of
the Bank Commissioner, or at least he certifies that the cor-
poration proposing to make the loan is in a sound financial
condition and is engaged in a profitable business.

I also recommend a consideration of the advisability of
restricting the issuance by railroad corporations of notes or
other evidences of indebtedness payable within a year for
construction purposes.

St. 1908, c. 590, § 8, provides
If, in the opinion of the commissioner, such bank or its officers or

tmstees have violated any law relative thereto he shall forthwith
report such violaton to the attorney-general, ■who shall forthwith, in
behalf of the commonwealth, institute a prosecution therefor. If, in
the opinion of the commissioner, such bank is conducting any part
of its business in an unsafe or unauthorized manner, he shall direct in
■writing that such unsafe or unauthorized practice shall be discon-
tinued; and if any such bank shall refuse or neglect to comply with
any such direction of the commissioner, or if, in the opinion of the
commissioner, a trustee or officer of such bank has abused his trust,
or has used his official position in a manner contrary to the interests
of such bank or its depositors, the commissioner shall, in the case of a
savings bank, forthwith report the facts to the attorney-general, who
may, after granting a hearing to said savings bank, trustee or officer,
institute proceedings in the supreme judicial court, which shall have
jurisdiction in equity of such proceedings, for the removal of one or
more of the trustees or officers, or of such other proceedings as the
case may require; . . .

Until the Bank Commissioner reports to the Attorney-
General, as therein provided, this department, obviously, is
not authorized to act under this section.

I deem it desirable, and so recommend, that provision be
made that where facts come to the attention of the Attorney-
General, which in his judgment warrant proceedings under
this section, he may act of his own initiative under the pro-
visions thereof.








