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OFFICE OF THE COMMISSIONER OF BANKS
100 CAMBRIDGE STREET

BOSTON, MASSACHUSETTS 02202. NOVEMBER 5, 1986.

The Honorable Michael Joseph Connolly, Secretary of the Commonwealth,
State House, Room 337, Boston, Masssachusetts 02133

Dear Secretary Connolly:
In accordance with the provisions of section 33 ofChapter 30 of the

General Laws, the Division of Banks herewith transmits eight recom-
mendations for consideration by the General Court in 1987. Such
recommendations are accompanied by drafts of bills embodying the
legislation recommended and an explanation of each such proposal.

Respectfully submitted

PAUL E. BULMAN,
Commissioner.
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In the Year One Thousand Nine Hundred and Eighty-Seven

An Act relative to the licensingand examination of certain
FIRST MORTGAGE LENDERS.

The Division of Banks is charged with the enforcement ofa number
of consumer protection statutes related to the granting ofcredit. There
currently exists in the Commonwealth a rapidly growing but unregu-
lated industry providing a significant share of the mortgage lending
funds to our citizens. There is no evidence that this industry’s perfor-
mance is so superior to that of banks or other licensed lenders as to
eliminate the need for oversight of its compliance with these consumer
credit statutes.

This recommendation seeks authority for this Division to license
and examine companies which make five or more first mortgage loans
on residential real property within a twelve month period. The provi-
sions of the legislation are substantially similar to statutes governing
other credit grantors which the Legislature has chosen to license and
examine through this Division. Banks, licensed lenders, insurance
companies and certain other entities would be exempt from this law.

<Vn Act relative to certain aggregate loan and investment

LIMITATIONS APPLICABLE TO A BANK OR CREDIT UNION.

In order to promote safety and soundness by preventing a concen-
tration of assets, a bank is generally restricted in its involvement with
any one entity to a maximum limit of 20% of the bank’s capital. The
existing law governing savings banks, co-operative banks and trust
companies exempts most mortgage loans from being calculated

•mainst the 20% limit. Section 4 of this recommendation seeks to

reduce that broad exemption for those institutions by providing that
only a loan on the one-to-four family owner-occupied property of the
borrower would be exempt from the calculation of that aggregate
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limitation. Section 7 contains a grandfather clause which retains the
exemption for other mortgage loans made while the existing statute
was in effect.

Unlike the law governing other institutions, credit union law does
not provide any exemption for mortgage loans from existing statutory
limit. Section 6 of this petition would provide such an exemption by
eliminating the amount of a loan on a one-to-four family, owner-
occupied property of the borrower from being calculated against that
borrower’s aggregate limit.

A review of the practical application of these current statutes has
resulted in the filing of this legislation which is consistent with this
Division’s responsibilities relative to the safety and soundness of state-
chartered banks yet recognizes the realities of today’s real estate
market and the varying sizes of our institutions.

Current statute further provides that the 20% ofcapital limit may be
exceeded by an amount equal to 2% of savings deposits for loans
secured by certain collateral. The Division believes the general 20% of
capital limitation is consistent with sound banking and that such
limitations should not be tied to the volatile base of deposits. This
recommendation would eliminate from law the clauses in which the
2% of deposits authority is contained. Section 1 would negate that
provision for stock corporations while section 2 would eliminate it for
thrift institutions.

Sections 3 and 5 ofthis legislation seek to technically correct the cite
ofan aggregate investment limitation on certain bank stocks. Section 3
deletes the provision from the loan statute while section 5 properly
inserts it into the investment law.

3. An Act relative to nationwide banking.

/

Massaschusetts laws currently allow entry into the Commonwealth
by financial institutions from foreign countries and, since July of 1983,
banks and holding companies located in one of the five other New
England states. The entrance by out-of-state corporations has demon-
strated to this Office the competitive benefits as well as promotion of
public convenience and advantage that can result from the entrance of
new institutions into a market.

This recommendation seeks to expand the existing regional inter-
state authority to authorize nationwide banking. All other provisions
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of the existing law, including the requirement for reciprocity, are
retained by this recommendation. The legislation, in section 6, would
make this authority effective on June 10, 1988. That date is three full
years after the Supreme Court decision which removed any remaining
obstructions to consummating regional transactions. As with the orig-
inal interstate act, this recommendation would authorize nationwide
banking through a bank holding company, sections 2 and 3; by elec-
tronic banking, section 4; and by a bank, sections 1 and 5.

An Act relative to certain examinations and annual reports

MADE BY OR TO THE COMMISSIONER OF BANKS.

This recommendation has three separate thrusts relating to certain
examination and report responsibilities of this Division.

Current statutes require this Office to examine state-chartered
financial institutions at least once every two calendar years while
allowing such examinations to be made at any other such times as the
Commissioner deems necessary. By law, several banking related funds
established by special act are subject to the same supervision as this
Office has relative to banks. However, this Office is presently required
to examine certain other banking entities each year, since their statutes
were not amended when the examination cycle was changed from one
year to at least once in every two calendar years. This recommendation
would amend the acts governing that latter group to put them on the
same examination schedule governing banks. Those entities affected
by this legislation are foreign banks, section 3; the Mutual Savings
Central Fund, Inc., section 8; the Co-operative Central Bank, section
9; and the Central Credit Union Fund, Inc., section 10. Under this
recommendation the Commissioner could examine any such entity
more frequently than every two years if he deemed such action
necessary.

Each savings bank, co-operative bank, credit union and trust com-
pany is presently required by statute to make an annual report to this
Office of loans to its officers and directors or trustees, as applicable.
Such reports are public records although a recent decision by the
Supervisor of Public Records for the Office of the Secretary of State
requires that all names or information which would identify a particu-
lar individual should be withheld. Loans to such individuals are legal if
within the statutory requirements and are appropriately made by
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banks. These statutorily required reports are lengthy and must be
retained by the Division for a number of years on over five hundred
institutions, yet the number of requests for these reports has been
minimal. Moreover, the recent decision relative to public informaion
raises the question of how informative such reports would be to the
public. This recommendation, in sections 4,5, 6, and 7 applicable to
savings banks, co-operative banks, credit unions and trust companies,
respectively, would delete this reporting requirement from statute. The
elimination of the report, however, will not negate review of such
transactions. This Office secures information on such loans for its own
analysis through its examination process, which, by law, is a confiden-
tial report.

The third aspect of this recommendation involves the requirements
for an annual report on out-of-state mortgage lending and semi-
annual reports on availability of mortgage funds from certain state-
chartered banks. The historical events triggering such reports can now
be analyzed in conjunction with the several reports which have been
produced. In light of the findings of these reports and the years that have
passed since their inception, the Division believes the need to continue
these distinct and separately timed reports has been eliminated and the
concerns first addressed by these requirements can be properly moni-
tored through one report. This recommendation would accomplish
these changes by deleting the annual report on out-of-state mortgage
loans, section 1, and by making the report on the availability of home
mortgages from an annual rather than a semi-annual report, section 2.

5. An Act relative to the applicability of certain laws to
BANKS AND PERSONNEL THEREOF.

Provisions of existing law set out the duties and responsibilities of
certain bank officials while also proscribing various acts by the entity
or its personnel. In general, those provisions make reference to bank-
ing statutes. The recodification of the Massachusetts banking laws
expanded the chapters of the General Laws applicable to banks. Six
sections of this recommendation seek merely to incorporate references
to these additional chapters of law into the statutes relative to duties
and proscribed acts. Those sections apply to savings banks, sections 2
and 3, co-operative banks, sections 4 and 5, and trust companies,
sections 11 and 12.
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I he recodification also retained in effect certain investment authori-
ties and limitations which existed for savings banks on June 30, 1983.
1 hose provisions are applicable to state-chartered credit unions by
statutory cross-references to those investment powers. Sections 6
through 9, inclusive, of this recommendation seek to write those
investment authorities and limitations directly into credit union law.
This framework would eliminate the need to constantly refer to statu-
tory provisions which have not technically appeared in the General
Laws for three years.

The remaining three sections of this recommendation seek to elimi-
nate certain provisions from statute which the Division believes are no
longer necessary. One of those provisions requires that the Commis-
sioner send a copy of laws relating to savings banks to a newly elected
trustee. Section 1 removes that responsibility from this Office and
requires the Clerk of the bank to provide those laws. Section 10
eliminates the ability to obtain a limited purpose trust company char-
ter for certain securities business while section 13 deletes the statute
which subjects stockholders to assessability due to impairment of the
bank’s capital.

6. An Act relative to the annual preparation by the commis-
sioner OF BANKS OF THE LIST OF CERTAIN LEGAL INVESTMENTS.

Prior to the recodification and equalization of powers in the Massa-
chusetts banking laws, the investment powers of various state-
chartered financial institutions were tied to the legal list of investments
for savings banks, so called. That list is to be prepared annually by this
Office and is to include those obligations which meet statutory criteria
or have been approved through a petitioning process also set out inthe
law. The expanded investment powers for savings banks and co-
operative banks which were included with the recodification elimi-
nated their need to rely on the legal list. However, state-chartered
credit unions still rely on the list and were substituted for savings banks
as the body to initiate the petitioning process for certain new invest-
ments. The role of credit unions in that process has been stymied by the
fact that their investment authorities are limited by their governing
statute, Chapter 171.

This recommendation seeks to make two changes to the process for
preparing the legal list. Section 2 would eliminate the petitioning
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process and allow the Commissioner to add those investments to the
list which meet the existing statutory criteria as well as the provisions
added by this legislation. Section I would insert into statute the criteria
for the determination of a legal list investment which is now in the law
governing the petitioning process. These changes will both clarify the
preparation of the list and the legality of investments made under this
authority while maintaining the statutory provisions which seek to
insure that such investments are marketable and liquid.

An Act relative to the operation of certain banking laws.

The Division’s statutory responsibilities in the procedures for the
conversion of mutual savings banks and co-operative banks to stock
form corporations and its administration of the licensing process for
foreign transmittal agencies have made the Office aware of the need to
change various provisions of those laws.

Sections 1 and 5 of the recommendation, governing stock conver-
sions of savings banks and co-operative banks, respectively, seek to
substitute the process applicable to other state agencies for Legislative
review of regulations for the existing cumbersome process now
required for promulgation of stock conversion regulations. These
sections also clarify the law relative to establishing an investigation fee
for the Division’s activities relative to such an application while also
clarifying the applicability of certain laws after conversion.

Sections 2, 3 and 4 merely seek to update the law governing foreign
transmittal agencies which has not been substantively amended since
1949.

s. An Act relative to second mortgage loans.

Second mortgage companies are one of two segments of the consum-
er credit industry that are not required to be licensed and examined for
compliance with various consumer protection statutes and regula-
tions. In order to effectively enforce these measures, the Division of
Banks must know who is extending credit to our citizens, where they
are located and have access to their books and records. This legislation
provides this Division with the mechanism necessary to insure com-
pliance with those consumer protection statutes by these lenders.

This recommendation requires the licensing of second mortgage
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lenders or brokers who make or negotiate more than five second
mortgage loans in a calendar year. Although the provisions are lengthy
they are substantially similar to the requirements governing other
licensed lenders. Banks, credit unions and small loan licensees would
be exempt from these licensing provisions. Other changes contained in
this legislation would limit the coverage of the existing second mort-
gage statute to consumer loans and make it applicable to loans on
one-to-four family, owner-occupied homes instead of one-to-six fam-
ily properties, while increasing the maximum rate for such loans from
eighteen to twenty-one percent. This recommendation would also
extend the coverage of the law to all such properties by eliminating the
provision which limits the applicability of this statute to property
having an assessed value of not over forty thousand dollars.
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