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State House, Augusta, October 6, 1942,

MR. DONALD W, WEBEER: This matter for presentatlon this
morning comes to us by way of complaint, I think I might
gay, on the part of Mr. Donald Smith and the investment
house in Waterville which he represents agalnst a State
department, the Emergency Municipal Finance Commlssion
which 18 comprised ex officio of the State Tax Assesgsor
which 18 its cehairman, the State Auditor, who isg 1ltse present
secretary, and the State Treasurer, who, as you all know,
have the control of towns and cities lilke the City of
Eagtport which have fallen into financial straits.

Now it is heen the policy of this committee to listen
Impartially to any complalnts or grievances by citlzens
of Maine or any other place against State Departments and
attempt to get at the truth of the matter. I want to
preface the remarks this morning by stating from the
gtories as I have had them from both sides it appears
that difficultles regarding a possible compromise settlement
of the affalrs of the City of Bastport go back of the
incumbency of the present chairman, Mpr., Hill and into
the days when Mr., Holley, the then State Tax Assessor,
wag chairman of the board., This has been the subject
of some thought by the committee, and in the interests of
time we have come to the conclusion that inasmuch as Mr.
Holley is no longer State Tax Agsessor or chairman of this
board and ig not in the employ of the State of Malne that

1t perhaps would be a time-wasting procedure to go back into
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the anclent history of the difficulties which arose while
he was here. We felt that if we did that it would be
necessary in all fairness to allow Mr. Holley to be present
and we might have some prolonged debate as to the merits
of what he did or didn't do at that time which would serve
no very useful purpose, I think it 1is falir to say that
rightly or wrongly when Mr. Smith's firm was first interested
in trying to work something out for the City of Eagtport
Mr. Holley adopted the fixed and rigid policy of not
letting out any informatidn as to the exact financlal
status of the City of Eastport, and I think everybody in
this room knows that 1s true and would not be contested
by Mr. Holley 1f he were here, 1 do not think anybody
vwas able to get any information until the new set-up of
the board took place.,

Now I will ask you, Mr, Smith, if that seems to you
a fair statement and whether we will accomplish the full
results ag far as you are concerned if we begin with the
incumbency of Mr. Hill and the new set-up of the board
which would be as of about what date?

MR, HILL: May 7, 1941,

MR. 8MITH: That k8 perfectly all right.

MR. WEBBER, You understand my reasons, don't you,
Mr, Smith? There 1is no thought of trying to suppress
anything in the past or cover up anybody, but I think that

whatever agreements you may feel were reached or whatever were



supposed to be actually consummated took place after
Mr, Hill came into office and not before. I think we all
know you were not satisified with what took place prior to
Mr. Hill coming into office and I think we can go along
without it and that we have plenty of ground to cover
if we begin with May 1941 and come forward.

MR. DONALD SMITH: Perfectly all right.

MR, WEBBER: ©Now for the knowledge of the commlittee
I might say we have here this morning the full commission,
Mr, Hill and Mr. Smith and Mr. Hayes, the deputy Attorney
General iassigned to this Commission, Mr. Burkett, Mr.
Voge who 1s a practlcing attorney in Eastport and an
Interested citizen there, and Mr. Beckett, who is County
Commnigsioner and a resident of the County, Judge Powers,
whom we are very glad to have with us this morning and
who is acting Master on Eastport, and Mr. Smith and his
partner, Mr, Stanley, who represent the firm.

Now I £hink we might try to see how much progress
we can make without my interjecting too many questions
by giving Mr. Donald O. Bmith an opportunity to state
his position,

You reside in Waterville, and you are in the investmant
businesgs?

MR. SMITH: That ig right,

MR, WEBBER% And, as a part of your business, your
firm has been iﬁterested from time to time in refinancing

municipalities in the State of Malne?



MR. SMITH: That is right.
MR. WEBBER: And even prior to 1941 you had been interested
In the affairs of the City of Eastport and the possible
working of something out?
‘MR. SBMITH: Yes.,
MR. WEBBER: Now have you your facts and circumstances so
arranged that you can follow some chronological pattern
of events as you feel they transpired?
MR. SMITH: Of course I did not know exactly what was
expected down here, but I have tried te jot down the
facts., It is a pretty hard propositlon when you have
worked on a thing about seven years to get it in shape
80 you can conclasely pregent it to a committee such as
this one.
MR. WEBBER: We want to do this as expeditlously as
possible, but neverthelegs we have all day if necessary
and nothing else in particular scheduled for today, and
I think we might at least see how well we get along.
It perhaps would help you 1f I didn't direct your thought
too much, and I think we can begin by lebdting you start
with May, 1941 and tell ug the story as you feel it took
place.,
MR. DONALD SMITH: I have got just a few statements here
in order about the way the thing started.

As Tar as Rastport goes, that is not our main complaint.

We started this crusade against the Emergency Municipal Finance
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after the act was put in force and we tried to do something
with the Commission at that time and were unsuccessful.

We felt the law was illegal in the first place and it was
not adequate to cover the situation. It might posaibly
have taken care of certain of our cities and towne which
the State took over but it certainly could not do anything,
has not any power whatsoever to help communities before
they get into trouble, and our aim and our crusade here
-hasg been to get new legislation =- not particularly Bastport:
Eastport was the shining example becausge it 1s the biggest
place in Maine under State control, and 1t was apparently
one of the worst situations. We were agked to start and
try to refinance Eastport before the bili was passed,

That 1s how we happened to carry the thing through with
Eastport, but our main alm in coming down here 1s not to
get Eastport refinancéd but to polnt out to the Committee
here and try to start work for new legislation in this

next Legisglature which will eventually aid communitles

in Maine, not only the communities which go under state
control but those communities which are not under state
control now but which need help just as badly as the

ones which are under. Ag I say, we start here with the
fact the City of Eastport defaulted way back in 1934 and from
1934 to the present time it hag been about eight years in
which we have had one of the cities of the Btate of Malne
defaulted and interest and credits for the most of the time

frozen, and the thing is not any nearer golution now than it
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was back 1n 1934, We have done a good deal of work in

Maline on municipal bonds; we set ourselves up as experts,
rightly or wrongly, in municipal finance, and we feel

that the thing is not a bit nearer solutlion now than it
was back in 193%4,

MR. WEBBER: Well now, I think what you have suggested
about the whole problem of sick towns 1s one of theAreasons
why we are very glad to have this whole thing come up,
because that might very well be the subject of future
legislation and that 1s very definitely one of the provinces
of this committee; but can we begin first by trying to
analyze the Eastport situation, and I think we will
eventually lead ourselves into a discussion of the general
problem of helping these towns.,

MR. SMITH: You would not be particularly interested at
this time about the plan which we proposed to Eastport
before the Emergency Muniecipal Finance Board took control?
That plan 18 approximately the same plan which we propose
now and 1 believe 1ls the only plan that can be put through.
MR. WEBBER: Then I think we want to hear it,.

MR. SMITH: I started in here: The Merrill Trust Company

In the first place asked us to sBee if we couldn't do
gomething. Thgy put out the last issue of Eastport bonds
they had and these bonds defaulted, and after these bonds
defaulted they asked us to see if we could do sgomething

for Eastport. We went down. We told the council at Eastport --

there were geven on that councll and it was a pretiy tough



counsll to work with -- we finally proposed & plan

of refinancing, and that plan is very briefly as follows:
It was an extension of all their bonds. They had overdue
interest and overdue bonds. BSome of their bonds had
already matured, I think about $5000 at that time, We
proposed an extension of bonds which matured before 1936,
dhe payment in cash of the 1936 and 1937 coupons, the
refunding of all overdue coupons with notesg payable during
the next six yéars, and all extended bonds to be callable
any time at par. In other words, we were trying to set

up a program where Eagtport, if the situation should
improve, could call their bonds in at any time and put

out a lower rate bond. We provided for a sinking fund to
be established which would be sufficlent to take care of
all obligations with the exceptlon of the outstanding bonds
during the next six years. In other words, we were setting
all the bond maturities ahead for a six-year period and
glving them gix years to establish a sinking fund to take
care of thelr overdue bills, blllgs payable, which included
state taxes and county taxes.

Under this plan the city would have had a fixed
charge of less than $3000 per year, I think, which figures
just about $2800, That would be their total interest
charge until 1947,

MR. WEBBER: Let me interrupt you. The debt limit of

the City of Eastport is approximately $50,000%
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MR. SMITH: It 1s at thie time. At that time it was
higher. We had a vote -- I believe the vote was four to
three in the council against acceptance of this plan.
Mr. Emery, who was Mayor, controllied enough votesg to
stop the plan from golng through although some of the
committee wapted the thing to go through,

Soon after that the act was passged and the Emergency
Munlcipal Commisgsion took control. We immediately got
in touch with the Commission and at that time we were
told that they wouldn't do anything, all they were interested
in was taklng care of payrolls. ©So we gave the thing up,
but after that we tried to et Barrows as Governor of the
State 1nterested in the proposition, but I belleve the
act 1s pretty definite, 1t gives practically absolute
control to the Commission and I do not know that the Governor
could interfere in the thing if he wanted to, but it did
seem to me it ie¢ important enough to the State of Maine
80 that he would. At any rate, we didn't get anywhere,

In 1940 we wrote to Nathanlel Tompkins, who was
Chairman of the Legislative Committee. We never did
receive a reply. 1 don't know what happened to that,

Before 1940 we had a conference with Governor-elect
Sewall. Mr. Hill was present at that conference., I think
at that time that Mr. Sewall, hearing just one side of
the picture, agreed something should be done and ag soon

as he was able to do it he would, but realizing he was a busy



9
man we just let the thing go and we never did get very
far and we never heard from him until some other things
happened which brought him indirectly into 1it.

Then we come up to 1942, and that ig where we

actually began with this Commission. At that time Mr.
Somith and Mr. Burkett talked with us. We had an appointment
at the Elmwood Hotel to discuss the City of Eastport
situation, and we were asked at that meeting if we felt
the City of Eastport situation could be worked out, and
we told them very definltely we belleved the City of
Eastport could be refinanced and certainly should be
refinanced as soon as it was possible. That was about
all that happened at that time. Then, followlng that,
we had a meeting with the Finance Commission and that
wag our firgst meeting. We were asked the same question.
MR. WEBBER: That was in February?
MR, SMITH: This was about in February -- I may not be
exactly right on all these dates Dbecause we didn't keep
very good track of dates, but in February, 1942, we were
at a2 meeting Qf the Emergency Finance Commlsslon by
invitation and were asked to present a plan. We told
them in a general way we belleved the situation could be
worked out, and all of the memberg of the Commigsion --
Mr. Stanley was with me at both of these meetings and
he can verify this, because there may be some disagreement --
they agreed they would like to have the plan which we proposed

in a general way put in a definite form and presented to them
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Just as soon as possible, and we told them at that

time that it might take at leagt a couple of weeks to
do 1t but we would get kz 1t back to them Just as soon
ag we could. We were asked what we needed, and at that
time we told them the firsgt thing we needed was the
cooperation of the commissionerg, we needed the financial
statement of Easgtport with an audit showing the way the
taxes had been collected and the way the city had been
operated for the last few years, which we knew was avallable
but which we had never been able to get, and we looked
that over hastily in the office and told them at that
time agalin that we believed we could work out a plan
and we would get a definite plan to them very qulckly,
I don't know just how long a time elapsed but I don't
believe over two weeks, and we came down there and we
presented ag basic plansg three plans.
MR. WEBBER: That was February 17, 19427
MR. SMITH: Yes. We have coples of these plans here,
and some ' of the plang call for the gtate and county to
take bonds for their taxes and others do not.

The plan which the Commigsion approved of and which
we recommended was & plan that would get the state
and the county out and all other creditors, but there
would have to be a compromise.

MR, WEBRER: 1Is this the proper time to state in detall

what that plan was?
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MR. SMITH: Well, I have the plan. If you want to break
in here anytime it 18 perfectly all right because there
may be questions here now that will be pretty important,

In the first place, in lookling over the audit we
found the following liabilities of Eastport which were
outstanding4 Part of them had been frozen since December,
I think December 27th or something like that, 1937, when
the Commigsion took over Eastport. Outstanding bonds,
$61,000; State taxes $41,325.21; county taxes $27,554.72;
accounts payable $47,342,25, Then we have taken an
equalization fund here of %594.60. That equalization fund
was a pretty hard thing for us to figure out. We dldn't
know Jjust what it was, and even after we found out what
it was 1t was pretty hard to say whether 1t should go in
as a liability and be refunded or whether it should not.
It looked ag if 1t was sort of a plaything down there
and they used it to build up thelr cash position as much
ag anything else,

The accrued interest outstanding at the time of -
the audlt -- and that ls what these figures were based on,
the audit of December 31, 1941 -- was $37,737.51. I
don't know just how that interest was figured, whether
it was figured on the coupon rate of the bond and six
per cent for the state and county taxes., I don't know
what it should be. I think the law calls for six per cent

on all overdue bllls, overdue interest on bonds that are defaulted.
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At any rate, 1t is immaterial whether these figures are
exact or not, We have estimate about $7700 in interest
that would bring thie thing up to the present time.
At the time we brought that plan to the committee the
interest would not havé been quite that much, but you
see the interest has accrued down there at the rate of
about $7700 a year in Eastport -- it may be over that
but I have Jjust figured the bare interest. That figure
Wwe got by taking gix per cent on the frozen state and
county taxes and the bonds., Now you might figure interest
on accounts payable and so forth but we have not done
anything like that. Any way, we arrive at a total filgure
here of #223,000 and some odd for the City of Eastport,
Now the Clty of Eastport has a debt limit at the present
time of $50,000., Their valuation is just slightly over
a million dollars., I might say at the time we presented
our original plan the valuation of Eastport was $1,358,000,
In other wards, since this has been under state control
the valuation in Easgtport has been cut approximately
twenty-five per cent. That is one way that the State is
paying indirectly for the Clty of Eastport.

From the audit and from talking with the Commissioners
we arrived at a cash figure. We do not know yet whether
the figure is right or ig not right, and of course that
Tigure would vary at diftferent times of the year, but
the audlt I believe shows $106,000 in cash as of December

31, 1941, but since that time cemetery funds have been
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replaced to the extent of $11,000. Then the school
equalization fund has to be kept ln cash, and as near as
we could make out we figured there 1s somewhere around
$88,000 there. At that meeting the Commlssioners told
us, I believe, there was 75,000 in cash. That was the
filgure that we had to work with and we had to use when wve
presented our plan to them., |
CHAIRMAN DOW: What do you mean by “"cemetery funds replaced?"
MR. SMITH: Just that. The cemetery funds have been replaced
down there with government bonds, cemetery funds which we
understand were dissipated and used for the City of
Fastport, and thosge Tundse have been replaced.

MR. WEBBER: By the Commission?

MR. SMITH: By the Commission. In other words, you have
got a situation there of a city with $223,000 worth of
obligations. Now we do not know whether these obligations
are all legal or not all legal, that 1s for the court to
declde, but at any rate that is the situation; and the
total assets available, including the $50,000 which

they might realize from bonds if they could get anybody
to buy them would be $13%8,000. In other words, there

is 485,000 which the City of Eastport is over and which
has got to be compromised in some way or thrown out

by the courts. Now if the matter ls thrown out by the
courts you may run into a legal tangle that will carry
this thing on a good many more years.,

It is our belief as municipal bond men that in order
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to coneerve the credit of not only Eastport -- we don't
care particularly about Eastport: we are looking out

for our other communities in Maine. Eastport is a

tough situation; they are probably getting Jjust what

they d#egerve down there, nevertheless they are a creature
of the State of Maine and if you let them go it is still
golng to hurt the credit of the State of Maine and the
longer they go the more it is going to hurt the credit
of the State of Maine.

Now if thls situation that existg in the State of
Maine was made public you would find a considerable
difference in the credlt of our Maine obligations right
now., At the present time these things work as a sort of
a technical default. People will say: "Well, in Eastport
there has been a tough crowd down there and they have
got in trouble." They will work out of it sometime, but
if municipal bond buyers generally knew there were
thirteen communities in the State of Maine now under
State control, that some of these communities have heen
under SBtate control for over six years and nothing had
happened, that these credits had been frozen, that
“the State and countj had been collecting thélr current
taxes but the bondholders who deserve current interest
Just as much as the state and the county deserve current
interest were not allowed to do anything, they were thrown

out, they were in a class by themselves, it would not set
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well with the municipal bond buyers and you would find
that the credit of all of your communities in the State
of Maine would be injured severely.

The municipal business 1s a pecullar businegs; it
concentrates in a few buyers; you haven't got buyers spread
all over the country -- you can go into Waterville and
find one or two municipal bond buyers -- so that
information can pass very fast from one to the other,
Municlpal bond houdes are very few in comparison to total
bond houses. If you elaborate on that situation and
say there are probably thirty or forty other communities
In the State of Malne which are considerably over their
debt limlt and nobody is doing anything about it, I thiﬁk
you will find the credit of the State of Maine would be
injured beyond repalr and you would find it would cost
the Btate of Maine a good many thousand dollars to build
that back if it could ever be done., That is the reason
that we have fought this thing. As far as the personalities
go, if we have trouble with Holley or sgomebody else that
doesn't amount to much, we are Just small men and it is
a pretty important thing -- apparently nobody else
believes 1tk but us, but we are still golng to fight the
thing through Just as far as we can, and that is the thing
we have come down here for. We looked at it as sort of
a last resort because we have tried everything else. If

it doesn't work, we feel we have done all we could do,
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and we s8till feel we are right on it. But you have got
a sltuatlion there. We have talke# with lawyers, talked
wlth bankers and everybody else, and talked with our
bondholders and tried to find out what could be done,
and we arrived at something here that could actually be
put across but we stlll were not succesgful in getting
the thing across; but it 1s our firm belief that this
thing should be put through, that these communities should
be cleaned up Just as fast as possible before the end of
thls year before the Leglslature convenes, then you wont
have the dirt to bring before the Legisglature, you wont
have the unfavorable publiclty and you can go ahead and
concentrate on the towns which are in trouble and concentrate
on their leglslation so that you can get some sort of a
state control over these communitlies that are over thelr
debt limit and nobody careg. The Mayor 1s going to keep
his tax rate right down to 57 mills or whatever it 1s: he
don't give a hang what hapvens to the community; he will
let the debt Xikmik go along Just the same but he 1s going
to keep his tax rate down because that is how he stays in
office, If the state doesn't do something about this
situation we are going to pay for it in the end.
MR, WEBEER: Now, Mr. Smith, you have gtated quite
clearly what the financial situation was in February as

near as you could estimate 1t, then you have developed
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the general remarks, but I want to remind you that you
haven't stated what you propose to do to take care of
the situation.

MR. SMITH: Well, I feel strongly about this thing, so I
am apt to get a little bit exclted.

We start back here at the $223,000 worth of obligations
in Eastport and $138,000 available. The plan that we
recommended was a general plan -- 1 have 1t here, but this
may have changed a 1little bit. I think we have added the
%7700 in interest there, At any rate here 1s what we
proposé for the City of Eagtport: To eliminate all outstanding
interest on bonds, state and county taxes and accounts
payable if any; offer the bondholders 80 per cent of the
principal amount of thelr claim; offer the State 80 per cent
of the principal amount of 1its claim; offer the county the
same; offer the miscellaneous accounts pogssibly 25 to
50 per cent; then issue $50,000 City of Easgtport bonds.

Now I might say at this time that after this plan
had been proposed we talked with some bondholders. After
our first mesting we were given avthority by the Commission
to go down to Hastport, get all the information we could
from Ela, who ls Commlssgioner, I guessg you call it, in
Eastport, and talk with some of our bondholders and find
out 1f this thing could be worked out. We also at the
pame time talked with some of the fellows who controlleg

outstanding accounts payable.
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MR. WEBBER: Let me get this straight: This authority you
got from the Commission you got at your first conversation,
February 4th?
MR. SMITH: That 1s right,

Naturally, of course, we were not going down to the
City of Eastport or anywhere else and work on this thing
any further unless we had the backing of the Commlission.
We supposed at that time that we had the backing of the
Commigsion; we had every reason to believe it, because
each man on the Commigsion was asked.

MR. STANLEY: That was at the second meeting each man was
agked.

MR. BMITH: We were not able to get any information out

of Ela, but we were told then we would get full cooperation
from Mr, Ela to go down there and see what we could do

and come back with this plan, which we did.

Our fee for the work that we were to do and the
liability that we were to assume -- because We actually
agreed to buy the $50,000 worth of City of Eagtport Bonds.
Now you gentlemen may not feel that is very much of a
liability, but I think if you talk with very many bond
houdgeg over the country you would think we gtuck our necks
out a §§§§ of a long ways when we s8aid to thils Commisslon
we would buy $50,000 worth of City of Eastport bonds. We
did. We realized exactly what we were doing. At that time

we talked with the Commigsion and they agreed they would
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take $11,000 worth of bands for the cemetery trust fund:
they would sell those government bonds; that the least
the City of Eastport could do was take some of their
own bonds in that cemetery fund. That would cut our
liability down to $39,000. We were willing to go along
with them but we were going to get paid for it if we
accepted this liability; because I had talked with bond
houges and there wasn't any chance in the world, apparently,
of our beling unable to unload a single City of Eastport
bond. This was before the Commission had gone down to
Bogton and talked with some of the Boston dealers -- and
since that has happened the possibility of selling Eastport
bonds has gone down the scale conslderably further: that
is the mere publicity would make this thing harder to work
out. We tried to ilmpress that on the Commigsion at the
time. We said, "Let us get at thisg and get 1t cleaned
up Just as soon as we can," because if we were going to
handle the bonds we would tell the people that bought
those bonds the exact story. That 18 the only way we
have been able to stay in the bond business. We would
outline our story and then say, "This situation isg
cleaned up, the bondholders voluntarily agreed to take
eighty cents on a dollar for the principal amount of
their bonds," -- and that, by the way, flgures somewhere
around 55 per cent on the total amount due them. They

eliminate all the interest,
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The reason this 80 per cent on State and County

tax has come up was the fact that we talked with bondholders
and they stated very emphatically they would not take eighty
per cent féﬁ the State andeounty was golng to take one
hundred per cent; 1t would not be done; they would fight
the thing through and 1f they lost all thelir money they
would lose all their money. $So we came back to the Commission
at our gecond meeting, and that was one of the requirements,
that the state and county would take their proportionate
cut, and at that meeting Mr. Burkett was present; the
present Attorney General was called in and he talked for
half an hour or so, and he finally sald he bellevéd the
thing could be put through,if the Commission wanted to
put it through they could legally do it. Mpr. Paine was
called in. The Commission would recommend to the
Governor the acceptance of 80 per cent of these state
taxeg -- the Btate Auditor and Mr, Paine -- whoever 1is in
hig position -- so that apparently was all agreed on at
the meeting.
MR, WEBBER: Your fee for putting this through and assuming
the liability on the bonds would be how much?
MR. SMITH: $10,000.
MR. WEBRER: And that was so stated?
MR, BMITH: That was so stated,
MR, STANLEY: That should be included in the plan costs really.
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MR. SMITH: It was never discussed at the meeting. At
the Tirst meeting we were told to bring in our plan and
bring in our fee. We did it. We never heard any word
of criticiem from the Commission about our fee.
MR. WEBBER: But at the February 17th meeting when the
plan was presented the fee was presented and discussed?
MR, SMITH: Wag presented but not discussed.
MR. WEBBER’ ©Now what action did the Commission take on
the plan February 17th?
MR, SMITH: Well, there lg apparently considerable dis-
agreement over the action which the Commlission took.
Mr. Stenley and I went out of that meeting with the firm
belief that we were given authority by the Commission to
carry out the plan of the City of Eastport, the refinancing
plan, that the only hiteh or the only gquestion was the
question of the percentage which would be offered to the
bondholders and the others. That was a question which was
brought up very emphatically by Mr. Palne, who sald he
would not make any recommendation whatsoever to accept
80 per cent until he had studied the statements of Eastport
and was convinced in his mind that the City of Eastport
wasguging up the entire amount of cash and credit which
they had. That was 1in perfect accord with our stand.
We are not interested in wiping out the City of Eastport
debt in any way, shape or manner. We do not believe 1t

should be wiped out: we belleve in the best interesgts of
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the State it should be brought down to a point where
they can start out once more with a debt within their
legal debt limit.

MR. WEBBER: Was the Commission polled on the plan in
your presence?

MR, SMITH: Each member of that Commission was asked by
Mpr. Hill if they wanted to go along on this thing and
they answered in the affirmative.

MR, WEBBER: Was 1t put in the form of a vote?

MR, SMITH: They were Just informally asked. I don't know
what a vote of the Commission amounts to. Apparently
we vere very much miglead by the Commission -- or I
might put it another way -- apparently we entirely
misunderstood what the Commission had in 1ts mind when
they called ug down there even,

NR., WEBBER: Now thie plan was predicated among other
things on the legal abllity of the county to accept &
compromise of taxes,

MR, BMITH: That question was discussed very much right
there at that meeting. Mr. Cowan was called in. We had
a previocug experience in gettlling with a county and it
had been worked out. There are a lot of thede things
you can say are illegal but which can be.done. The
Emergency Municipal Finance Act 1itself has been found
1llegal, but it 1e stlill belng carried on,

MR, WEBBER: Now this was also predicated on the accounts
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payable belng willing to accept less than the bondholders
got?

MR. SMITH: That is right. The plan that we presented
called for a payment to the accounts payable for this
reason: we felt those accounts payable might be thrown
out;1f this thing was carried through to the court and
a master's report comes down they might be thrown out;
but for the best interests of Eastport and in order to
carry this thing through and get the people behind this
thing, your accounts payable with the people who were
doing business with the City of Eastport right along --
they had suffered through this thing for six long years,
and in doing business with the city of course they took
a profit, practically all of them -- and we tried to use
commonsense on the thing ourselves, and we talked with
gome of the people that had some of these accounts and
asked them what they thought,}f they would accept a
percentage., We said, "We don't know what the percentage
will be, maybe ten, maybe twenty-five or fifty." They sald,
"Well, ten per cent would be pretty hard to put through,
twenty-five per cent might be put through, fifty per
cent I think there would be no gquestlion but what we
would recommend it." So we put down our twenty-five to
fifty per cent, I bellieve it was, in our plan ln order
to allow some leeway 8o we could get practically one
hundred per cent of accounts payable in there. I would
like to make this plain right now -- we actually got -- 1

guess that was after the meeting ---
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MR. WEBBER: I am going to come to that.
To bring the picture up to date as of February 1T7th,
~am I right that two sults had been brought against the
City of Eastport by creditors at that time?
MR. SMITH: I believe that is right. A sult was brought
by the Waterville Realty Corporation, which ig a corporation

which we control -- it was a dummy sult, brought with apparently

- the entlre approval of the Commission, to bring this

thing out 1in the open, to find whether we had got a legal
right to do what we were doing or not.

MR, WEBBER: That particular sult brought by the Waterville
Realty Corporation went to the Law Court and the Law Court
determined that that provision of the law which seemed

to prevent a creditor from obtaining a Judgment agalinst

a city or town under the Commission was in abrogation of
the right of contract and unconstitutional. Is that right?
MR, BMITH: That 18 correct.

MR, WEBBER: ©So that as to that feature of the law 1t

has now been definitely determined by the Law Court that
part of the law 1s unconstitutional?

MR, SMITH: That is right.

MR, WEBBER: And that judgment is now pendling?

MR, SMITH: I believe that 1lg right.

MR, WEBBER: But held up by the appeal in equity under
which Judge Powers has been appointed Magter for the
determination of what are legal claims against the City

of Eastport?
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MR, SMITH: That is right.
MR. WEBBER: Bo there 1s a temporary injunction in force
agalnegt the putting in effect of that judgment?
JUDGE POWERS: Pardon me, I would like to correct an
error. 1 do not think 1t ever went to judgment; I think
it is 8ti1ll pending.
MR. WEBEER: The original suit of the Waterville Realty
Company?
JUDGE POWERS: I understand so. No judgment was proved
before me. There was a bond proved.
MR. WEBBER: I thought it had actually gone to Jjudgment
and then Judgment was held up.
JUDGE POWERS: I assume Mr. Eaton would have proved judgment
1f he received one. I haven't personal knowledge of it,
but I will say the bond upon which that sult was brought
wag proved as one of the claims, not as a Jjudgment but
a8 a bond.
MR. WEBBER: Now, further, Mr. Smith, there was a suit
brought by the Hastport Water Company. Ferhaps you know,
Judge Powers, whether that suit of the Eastport Water
Company went to Judgment.
MR, POWERS: It did.
MR, WEBBER: And the attorney for the plaintiff in the
Eastport Water Company sult is Mr., Merrill, of Skowhegan,
and this settlement as you propodge would be predicated

upon his willingness or the willingness of his client to
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accept less than elghty per cent?
MR. SMITH: Well, that was the discussion at the meeting.
We realized that some of these clalms we mlght not be
able to get one hundred per cent to agree on this scheme.
At that time I recall Mr. Hayes was very emphatic that
the proper procedure would be on the small claimg to
pay them one hundred per cent anyway and get them out of
the way, that 1t claims under $10 or $25, the small claims
should be paid in full. In other words, 1f we had the
thing to work out we would go ahead and try to work the
thing out. You undergtand in order to put this thing
through and for us ever to sell a City of Eastport bond
this thing had to come voluntarily from the creditors:
the Commission could not go to them and say, "We are going
to glve you eighty per cent on these bonds. If you don't
want it we will gust hold it here."”  You had to get them
to voluntarily take a percentage., That is where we came
into the plcture: we are an intermediary there.
MR. WEBBER: Wnat 1 am trying to establish 1s this: whether
or not when you went out of your February 17th meetling a
definlite plan ag proposed by you had been accepted by
the Commissgion or whether there were still numerous
difficulties which had come up es kk® part of the meeting
whieh still remained to be settled before anything definite

was deternmined on.



27
MR. SMITH: As I pointed out before, the only thing when
we went out of that meeting, the only question which was
in our minds or in the minds of the Commission as far
as we knew was what was the percentage going to be. We
took the liability of $#50,000 of bonds. We said, "We are
going to take this liabllity. Will you let us know Just
as soon as possible go we can get at that thing?" We told
the Commigsion at the first meeting, we sald, "We will hold
our organization ready to go to work on this thing because
we want to clean 1t up Just as fast as possible., In order
to do this Job right it has got to be done very quickly,
cut out publleity and go ahead and contact your men and
do the work," The only question -- I can state this and
Mr. Btanley can verify it -- the only question when we
left that meeting to be settled was whether it was to be
eighty per cent or sevenky-five per cent or what the
percentage would be. Mr. Faine was to look the thing over
and apparently he and Mr, Hayes were to have the final
say on it. We could not determine the exact percentage,
but even then a few thousand dollars one way or another
would not make too much difference in this thing. Bringing
out your point, we knew about the Eagtport matter at this
meeting, we knew that Merrill had been contacted and he
gald he wouldn't do anything on the thing. That was known
right there., But a man can take a stand on a thing and

8till when it 1s pointed out that here is sgomething that is
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golng to be for the best interests of the state you
can compromise that, and we mlight have a compromise on
that situatlion by getting the right partles to go to the
Eastport Water Company. You might say of the Eastport
Water situation here was a big claim that might have
thrown the whole thing to the winds, but I say absolutely
not hecause in our plan we were trying to allow for ten
thousand dollars which would be a Band where money could
be used to pay some clalms one hundred per cent. It wouldn't
make any partlcular difference whether some of these claims
were pald one hundred per cent. In the final analysis
the percentage might have come down to twenty-five per
cent.
MR, WEBBER: I think we have got the picture pretty well
ag of February 17th.
CHAIRMAN DOWs I would like to know the amount of that
Eastport Water Company clalm.
MR, SMITH: $1%,000, I think, I can give you the exact
figure,
MR. PAYSON: Mr., Smith, your intention wag to avoid a
legal determinatlon of what of these bills were good and
what not good against the City of Eastport in order to
protect the general credit situation?
MR. SMITH: That is right.
MR. HILDRETH: I wish you would repealt your statement of what
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the issue was and what was decided when it went to the
Law Court. There was some provision of this Emergency
Finanee act that was unconstitutional?

MR, WEBBER: My understand =-- and Mr, Powers will correct
me if I am wrong -- there is, perhaps you will recall, a
feature of the Emergency Municipal Finance law which says
that no creditor of one of these towns or citles can get
a Judgment -- I am not sure whether it says he cannot
bring sult, but he cannot get a Jjudgment against one or
these towns and citles while it 1s under the Commigsion,
That went to the Law Court, and the Law Court declded
that feature of the law was 1ln derogatlion of the right of
contract and therefore unconstitutlonal.

CHAIRMAN DOW: I would like to interrupt here to ask 1if
anybody has got any questions.

MR, WEBBER: Then I suggest we go along chronologically
as to what you did after that.

MR, BMITH: After we returned from the meeting we did
what we gaid we would do: Wwe held up as much as we could
on the thing. We had already contacted bondholders,

We have been acting for certain bondholders through the
whole process. We had to tak with some of our bondholders
on the thing, but there wasn't much we could do apparently
until we got thils declsion about the exact percentage
which we were going to asgk the creditors to accept.

I would Juet like to make this point clear: when we went
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out of that heeting we had a liability for $50,000
of bonds which we had agreed to buy. We were ready to
believe that we would hear from that Commission within
a very short time: I don't mean wilthin a few weeks, I
mean within a few days. The thing had been carried along
then for a long time. Well, we walted until thils day
and we never did hear from that Commission. We walted
until =- my datesg on this thing may not be exactly right,
but we walted until I believe it was some time prettiy
near the middle of April. Our meeting was February 1l7th.
I would Just like to emphasize this, The middle of
February we had this meeting. We went out of thls meeting
ready to strike on the City of Eastport plan and expecting
to hear from the Commission within two or threefays, and
we held up, s8ltting around the office walting for word
from that Commigsion until about the middle of April.
Now that 1s quite a long time. Ag I say, we did not hear
ax word from the Commlisgsion. Finally the next step was
Belmont Smith called me up one Sunday from Bangor. Ben
Ela wag there. He sald he had some ideas on Eastport
and would I meet him 1n Augusta to discuss the Eastport
situation.
MR. BELMONT SMITH: You mean Ela had the ideas?
MR, DONALD SMITH: That is righ‘b; I said, "Sure." I came
down to Augusta Sunday night. We talked for a couple of

hours anyway, and Mr. Bla, who 13 still Commissioner of the
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City of Eastport suggested that poesibly we were trying
to do too much at once, that the reason we had not heard
from the Commission was we were trying to put through too
much at one time, that he believed the thing to do was
to split our proposition. He gald, "Why don't you contact
the bondholders and see if you can't get an option on
these bonds and go to that Commission? You know they
have got $100,000 or somewhere around there on hand. Go
to them with a definite offer of those bonds."

We argued back and forth, and I says, "What we are
anxlous to do i3 get this program through and get Eastport
within its debt 1limit." That would be one step only, and
ag far as going any further we couldn't do it legally,
we couldn't put out a bond issue working Jjust that way.
We 8t1ll had to wash out the rest of the debt before we
could put out a bond issue. Well, we talked and talked
and that wasg as far as we really got there. 1 went back
home the next morning and I talked the thing over with
Stanlpy and we said, "Maybe that 1s the trouble. Let's
see what can be done, We will contact these bondholders.
If what they want is a definlte proposition on bonds we
will give it to them. We will get some action out of
them some way.,"

In order to do anything -- we had already contacted

every one of these bondholders verbally.
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MR. WEBBER: That you were doing in the early part ---
MR, SMITH: 1In the first part of our meetling we contacted
tham,
MR. HILDRETH: How many bondholders in number.
MR. SMITH: There 18 not very many. Fifteen. So we
started in there =-- that must have been the Bunday before
April 13th or whatever date that would be, because we
immediately started 1n and called some of our holders
and told them what had gone on there, that we had not
heard anything definite from the Commission and it looked
to us as i this other plan had been suggested -- I think
I talked with Otto Nelson -- the Merrill Trust Company
does not own any bonds now but he still knows the whole
background of the gituation so I talked with him and he
suggested the thing to do was to get out a regular letter
to the bondholders the same as we had done on other thinge
and get a written option on their bonds. And after we
thought the thing over we agreed that was the only thing
to do, to get something down on paper. We had talked with
them and talked with them and had not got anywhere. If
we once got the bondholders altogether that would be one
clasgs of creditors which is stlll one of the most important
clagses and we would really have accomplished something,

Before I sgent the letter I called Belmont Smith, and
the reason 1 called Belmont 18 because although we are not

any relation to each other although we are both Smiths, but
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Wwe have done a lot of business with the State of Maine
during past years and he was the man I knew the best on
the Commission. I asked him what he thought of the
thing. He said, "That is all right if it can be done
without too much publicity.”  That was, I believe, your
statement. 50 we got out a letter to the bondholders
askling them if they would offer thelr bonds to us at
elghty pents on a dollar,
MR, WEBBER: Was it a form letter, one to each bhondholder?
MR. SMITH: It was practically the same: I wont say they
were exact duplicates, but as far asg the details went they were
exactly the same. I might have started one letter a little
differently than the others because some 1 knew better
than others.

MR., WEBBER: One letter you wWrote went to Mr. John Wilson?

°

MR. BMITH: John Wilson, that is right.
MR, WEBBER: I don't need to read this into the record
because we have it in our file, but for the benefit of
the Committee I will read the letter and you can comment
on whether this 1g a falr cross-section of the letters
you wrote practically everybody.

(Letter read off record by Mr. Webber)

Now the letter which I have read is a falr cross-sectlon
of the letters you wrote the bondholders on or about
April 10th?

MR, SMITH: That 1is right.
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MR, WEBBER: In using the word "We" throughout -- "We
will do this" and "We can do this" -- you were proceeding
under the authority which you felt you had, Mr. Smith, or
the authority which you felt you obtained February 17th,
or hoth?
MR, SBMLITH: That is a hard question to answer. I would
say this: Wé were proceedlng in good falth., We had belleved
all the time, 1t never entered our minds that the Commlssion
had gone ag far as they had with us -- we never heard any
word of dlssentlon down there about our plan -- 1t never
entered our mind. In other words, they came to us on
this thing and said, "Can you present a plant" We presented
the thing. There were very few suggestlons we got from
them., We were asgked to work this thing out. I would say
we don't need any authority from the Commission to approach
bondholders, we can approach them any time we gee Tit.
MR, WEBBER: By "we" you mean Smith, White and Stanley?
MR. SMITH: Yes. We didn't put the Commission on the
spot in any way, shape or manner on that.
MR, PAYSON: That letter does not sound to me like the
Ela plan, it sounds like the February 17th plan. You
talk about issuing $50,000 bonds and about all creditors.
MR. SMITH: What we were trying to do was get one class
of creditors on paper on the thing. The Ela plan to
our mind was just one step. We 8till would never have

gone through with Just the Ela plan. We go down through with
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this proposition and they accept that proposition and
we gay we stlll want to go ahead and work this situation
out in Eastport. We had never given up the Eastport plan.
MR, PAYSON: You never felliin completely with the Ela
plan?
MR. BMITH: Absolutely not. It dldn't do anything as far
as settling anything in Eastport; 1t Just gave one class
of creditors more and wouldn't work. 7You were really
glving one clasg of creditors a chance to get some cash.
What we were trying to do was Just to get these fellows
on paper., If you could get one class of creditors to
agree absolutely on the thing then we felt we had the
thing half way through.
MR. PAYSON: Then thisg was the game old February 17th
plan?
MR, SMITH: It was,
MR. STANLEY: May I interrupt to say that it seems to me
it was one phase of the February 17th plan,
MR, POULIN: Wouldn't that be the February 17th plan
addregged to one classg of creditors?
MR, SMITH: That 1s right.
MR, POULIN: It was Just addressed to the bondholders?
MR, SMITH: That is right.
MR. DOW: In other words, it included the Ela plan as
part of the whole thing?
MR, STANLEY: All Ela ever said in effect was, " I suggest

you clean up one corner of the plan,'" and that 1s what this
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this wmight have accomplished.
MR. SMITH: I would just like to make this statement for
what it is worth: that Mr. Ela is still Commissioner of
the City of Bastport and I don't know whether Mr. Ela
les firmly convinced he would like to see this thing
cleaned up or not. I would Just like to make that pladn
here, and I kept that in mind all the time I was talking
with him.
MR. PAYBON: Ts that a suggestion, Mr. Smith?
MR, SMITH: It is & statement made and realized in view
of what we have done here,
CHAIRMAN DOW: I have one question I ¥ould like to ask:
Of those taxes past due how many of them are since the
City of Eastport went under State control?
MR, SMITH: None of them,
CHAIRMAN DOW: The state has pald current taxes?
MR, BMITH: %Yes, That 18 one thing I think 1s entirely
wrong. The Commigsion has been paying current state
and county taxes for a period of five years but they
have not paid one cent to bondholders in interest, which
is Just as much of a current obligation as state and
county taxes.
MR. BELMONT SMITH: Haven't they paid all of the bills too?
MR, DONALD SMITH: Tney have paid all other bills
outside of current interest on bonds, which I maintain

is just as much a current obligation as state and county taxes.
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The bonds carry interest payable semi-annually and it
ig Juet as much an obligation as any other obligation
that the State has taken care of.
CHATRMAN DOW: I understand, Mr. Smith, since the State
hasg taken over it hag paid all current bills and all
current taxesg except interest on bonds?
MR. SMITH: That 1s right,

We come to the point where, if you will pardon me,
I will say "merry Hill" broke loose. The next day I expected
to hear something and 1 did get a call from George Hill.
He has always been very cordial and he was that day. He
called me down and very diplomatlcally laid me out. I
wag never lald out any better than I wag that day. 1
came out of my meeting with him and I can remember very
digtinctly the last thing he did was help me on with my
coat; and I will say I came out of there feeling I was
not very many steps removed from one of the fellows down
in Thomaston. I began thinkling the thing over and I
says to myself, "We have been working on this thing six
years and have come to & point where I am to blame for
the City of Eastport plan not going through. I had made
a terrible mistake, a viclous mlstake. The thing began
to get worse and worse."‘ I left that meeting and went
back home and it took me & day or two to think that one
over, Then Mr. Peabody, of Eaton & Feabody up 1ln Bangor,
1s an attorney who controls some of the bonds, and I called

him up or he called me up, I don't know which it was -- 1t



38
does not make any difference =-- he called me up and
agked me if I would meet him over in Augusta. He gaid
he would like to know what was golng on in Eastport, he
had not heard anything for quilte a while, and he asked
me if I would meet him and have dinner with him, I came
over and had dinner with Mr. Peabody. We had a nice little
talk and I told him the positign I apparently was in
innocently -- and I still feel I am right regardlegs of
what anybody says, and I would do it again. We came out
from dinner and we met Mr. Hayes and that was really the
cllmax., Mr. Peabody wanted to talk with Mr., Hayes, He
gsaid, "Let's go up and talk with him." We went up and
started to talk with him and Mr. Peabody said, "Do you
know Mr, Smith?" Mr. Hayes 1lit on me, "Know him?" -- I
wont attempt to say what he said because I was a little
bit excited myself. I have been Insulted a good many
times but never more forclibly. ©So I quit then. We were
golng over to talk with George Hill, I says, "I am going
home," and I went home.,
MR. WEBBER: Let us get this clear, Mr., Smith: the subject
matter of your discussion with Hill was your sending out
the letters to the bondholders?
MR. SMITH® That is right. That 1s the first inkling
I had that the Commission was not in full accord with
our work and that there was some question about whether
they had given us definite instructions to go azhead on this

plan, whether they definitely sald they wanted us to go
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ahead on it. I heard them say so in the meeting.

Then I went back home and I agked Stanley: "Am I
wrong on thig thing? Didn't george Hill ask Belmont
Smith first and ask Mr. Hayes afterward 1f that was
what they wanted to do and they both said "Yes" after
we had discussed that plan considerably? 1 may be wrong
on it, but I would just like to have you verify it," and
he did.

I may be wrong on this, but I did feel along the
road -- you gee after I went and approached Mr. Ela
and talked with some of the bondholders Mr. Hill went
down to Eastport and I found out talked with some of the
bondholders: he was talking and apparently, I thought at
that time, he was trying to help out the situation, and
he stlll may have been, but 1t looks to me as 1f something
elge happened there and we never knew what it was, I
don't know to this day. But it seems to me to be awful
childish for a Commission to go ahead with a thing as
important as thls problem was and then point to a fellow
here who has been working on the thing censcientlously
for six years and say, "You made one¥¥#¥¥of g mistake."

The next thing we knew -- L heard this before from
two different sources which I will not disclose =-- that
the Commission was working on a plan which called for
76 per cent payment to bondholders.,

Now we have done quite a bit of business in our day. We

talked with a good many groups. You 8ee in the bond busginess
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the thing i1s all done on faith: we never get a written
approval of this or that, but 1f we go to a community
and agree to take bonds we take bonds. When we make
our statement we have got a liability. When they agree
to sell bonds all they have got to do 1s say so: we haven't
got to go through a lot of legal technicalitiegs. We felt
that the Commission wasg acting in good faith with us
until after that letter there and then we began to guestion
whether they were acting in good faith or not. It looked
to ug very much as 1f they had gone and drained us of
information and then stopped.

I told Mr. H111 at the time I talked with him -- I
did get that far -- I sald "I have written this letter
and I am stlll going to find out whether the bondholders
will agree to this or not."

We went ahead and got either written or verbal
agreements from all of the bondholders with the mxceptlon
of the Btate, and the State had always malntained they
would take anything which other bondholders took for
bondg which are in the permanent school fund or whatever
it is down there =-- at any rate there are some Eastport
bonds the treasury has,

MR, WEBBER: 8o you did get the consgent of eighty per
cent from all bondholders except the State?
MR. SMITH: PFrom all bondholders except the State,
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MR, WEBBER% Wag there anything that happened between
April 10th, other than you have described, until you
submitted your alternative plan?
MR. SMITH: Except we got to hearing more and more about
this 76 per cent.
MR. WEBBER: That was the Commission's own proposition?
MR. SMITH® Yes;and it was & 1ittle blt disturbing. A
thing 1iké this hasg to be put through with the cooperation
of everybody: you can't have this group arguing with that
group and expect to get anything done.
HMR. WEBBER: Now can you discuss what your proposition of
May 14th was, how you happened to make 1it?%
MR, SMITH® Well, we followed the thing along as I told Mr.
Hill we would. We still didn't hear anything more from
the Commission. After we got our replies, after we
contacted all of the bondholders,-it took quite a while
to get decisions from all of them,- we sat down and wrote
a létter to Mr., Hill offering him #61,000 worth of City
of Eastport bonds at %800 principal amount for the bonds,
and in due time we recelved a letter from Mr. Hill as
Chalrman of the Commlgsion to the effect that they refused
to accept our proposition and the reason for refusing to
accapt 1t was that they were working on a proposition of
their own which in due time they would attempt to put through.
MR, WEBBER: You made your proposition May 14th?

MR. SMITH: I guess that 1s right,
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MR. WEBBER: And that was to offer £58,000 of bonds of
the City of Bastport, stating what the issues were, at a
rate of eighty cents on a dollar?
MR. BMITH: Yes., I think there are three bonds we don't
know where they are, nobody knows where the bonds are
held,
MR. WEBBER: Plus a fee for your firm of $5000; and that
offer was for all but no part of the $58,000%
MR. SMITH: Yes.
MR, WEBBER: And you then had those $58,000 of bondsm under
sufficient control so you felt you wére in a position to
of fer them?
MR. SMITH: Yes.
MR. WEBBER: And then on May 6th Mr, Hill wrote you as follows:

(Letter bead by Mr. Webber off record)

And on May 18th you wrote indicating that if there was
real interest in the offer the time for its acceptance
might be extended somewhat?

MR, SMITH: Tnhat is right. That letter was written for a

reason I thought was a very good reason. We had from a

certain source we felt was pretty important -- it was
pointed out that we might not have given them time to
accept it.

MR. WEBRER: And on May 21st Mr., H11ll wrote you a letter

which we have in our files and vhich I will read.

(Letter read off record by Mr. Webber)
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MR, WEBBER: That was a letter that you receéived, and
you state that wag the first ofriclal notice you had that
the Commlssion had adopted a different plan of coumpromise:
you had simply picked 1t up in the field prior to that
time?
MR. SBMITH: That is right.
MR. WEBBER: Can you tell us briefly what has happened
since then so far as you are concerned?
MR, SMITH: I do not think anything has happened. There
apparently wasn't much of anything we could do., I still
believe that it would not be possible for the Commission
to put their plan through: they cannot put a plan through
which calls for one hundred ner cent of the bbndholders
because we have got some bonds under control, and I will
be #*H¥EFE £ we will, We have been in this pleture too
long to get hooked like that.
MR. WEBBER: On that point, did you meet Mr. Hill and
have a conversation with him sometime 1n the early
part of June?
MR, SMITH: I met Mr. Hill in the Congress 3guare waiting
room. I don't know Jjust what we did say.
MR, WEBBER: You advised him at that time that you owned
gome bonds?
R, SMITH: We owned some bonds and controlled others, and
if they were considering a plan predicated on one hundred
per cent approval of the bondholders 1t could not be put

through -- and I state it very definitely once more.
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MR, WEBBER: ©Now, to get this clarified, that is your
present position?
MR, SMITH: Absolutely.
MR. WEBBER: It would be falr to state that your present
position 18 that unless your compromise proposition of
February 17th 15 accepted and put through you will refuse
to accept as a bondholder any other compromlse proposition
50 that no other compromise proposition 1s possible?
MR. BMITH: That is a pretty rugged statement to make.
MR, WEBBER: I am perfectly willing for you to clarify it.
MR, SMITH: This thing is not a question of money. We
have spent all kinds of money on the City of Eastport. We
dont give a hang about the City of Eastport. I don't care
whether the Commisslon goes ahead with the Clty of Eastport
plan or not. We have carried this crusade far enough
g0 if you fellows don't want to do something on Eastport
we will give up. We will eventually get something out of
the City of Eastport because we are golng to get a
certain percentage for collecting for our bondholders. We
have agreementsg with bondholders for a certain percentage
for collecting the bonds. We wrote to the bondholders
that any other agreement would be cancelled: we were giving
them the entire elighty per cent, but if 1t comes down to
a quegtion of where gomebody else comes into the plcture
we gtill willl colleect fifteen per cent on the bonds which

we have under control. In other words, we are going to
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get something, going to get some money out of these
bonds if any money comes to the bondholders,
MR. WEBBER: How much is your Waterville Realty claim -- how
much is the suit'for?
MR, SMITH: I don't remember. The sult is on a $500 bond,
but, as I say, it was just a sult, B
MR, WEBBER: And that wasn't a suit on”ankordinary account
payable, it was a sult on a bond?
MR. SMITH: Yes.
JUDGE POWERS: The witness will correct me if I am
wrong -- I am speaking from recollection -- but in my
correspondence'with Harvey Baton -- he proved;thé claim
and it is my recollection he stated the mohey for that
bond should go to a Skowhegan bank.
MR. SMITH: That is right. That particulsr bond we brought
sult on was owned by the Skowhegan Savings Bank: the
Waterville Realty Corporation did not own the bond at
the time we brought sult. ‘ '
MR. WEBBER: It was transferred?
MR. SMITH: It was transferred at the time of the suit.
MR, WEBBER: I want to be sure I clarify your present
position., It is stlll your firm conviction that the
affairs of the City of Eastport ought to be compromisged
if possible for the sake of the creditors?
MR. SMITH: That is right.
MR. WEBBER: Now do you still feel that your compromise

proposition is possible?
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MR, SMITH: Well, conditions have changed a lot. Before
I answer that I would like to make one other statement.
One other reason why we wouldn't go along with any plan
by the Commission is that it would not take care of the
Bltuation. What we have tried to point out right straight
through this thing is that if the Commission who is acting
for the Btate of Maline goes to these creditors and
compromises the situation the City of Eastport will never
be able to re-egtablish its eredit. It 1s a different
proposition for bondholders and other creditors voluntarily
to agres to accept a certain amount of money. In one casge
they are forced to accept it and in the other casge we
are trying to put through we haven't any connection with
Easgtport; we are a dealer, we go out and bring two parties
together and say, "Here, we can find a market for your
security, for your claim. Will you take such a price for
your claim? And they agree to take it voiuntarily.
MR. WEBBER: 1Isn't it also true that any plan that the
Commission has worked on has also been on the basis of
a voluntary aeceptance by creditors of the Clty of Eastport?
MR. BMITH: Possglibly they might feel so, but I do not
think 1t would go dovn in the records as a voluntary
settlement. I have talked with a good many bond dealers
about this situation. I do not believe you would ever
find a market for your City of Eastport bonds. In other
words, once a community defaults or compromlses they are done.

Eagtport would never have any credit. One hundred years from
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now they would still look back and say: "One hundres
years ago you pald elghty cents on a dollar for your
bonds and you did it through a Commission of the Btate
of Maine,'

In this way you would not get the publleity that
would follow if the Commission worked this out. We have
already done that with one place and I would be wllling to
gamble that not a man in this room knows 1t except Belmont
Smith and Mr. Hill who were particularly interested.

MR. WEBBER: Mr, Smith, hasn't it at some stage of the
game been brought to your attentlon there 1s no provision
in the law for a compromise of county taxes?

MR, SMITH: That is right.

MR. WEBBER: Now how do you propose to accomplish the same
result in some legal manner?

MR, SMITH: Gounty taxes are due down there now. There ls
a Commission here, the Tax Asgsessor's Department, that

has the power of abatement: they can abate a certaln amount
of this year's tax and offset that clalim.

MR, WEBBER: Your suggestion is in effect to compromise
back county taxes by paying the back county taxes in

full but abating current taxes in like amount?

MR, SMITH: ¥Yes, 1f that is the only way 1t can be worked
out and apparently it 1ies at the present time; and then
follow 1t up wilith enough]egislatioﬁ that would allow the

county to do it.
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MR. WEBBER: It 1s your suggestion as a matter of law

that all accounts payable stand in as faverable a positlon
legally provided they were properly contracted within the
debt 1limit, as the municipal bonds; they are as valid

and as legal obligations and have as much priority in rating?
MR, SMITH: You could run into an awful lot of lawsults

on that because your bonds stlll have a legal opinlon.
That is one reason why bonds are so important in municipal
f'inance.

MR. WEBBER: I am asgsuming something, and I simply want

to get thig on the record. Isn't it a fact that assuming
a proper legal contractlion of the debt in the first
ingtance that there 1ig just as much of a priority in the
standing of an account payable as there 1s of a bond?

MR, BMITH: That is right.

HR. WEBBER: In other words, it is not like an ordinary
commerclal mortgage bond which has a first lien behind 1it7?
MR, BMITH:That is right.

MR. WEBBER: Now with that assumption, do I understand

what you say about the possglbllity of bringling accounts
payable into line 1g ginply you think they can be persuaded
to take less than eighty per cent? In other words, I am
dealing now with the possibllity and probability of a
posglble compromlee gsettlement.

MR. BMITH: I will eay this: The bondholders feel very
definitely there is not any questlon of the legality of

their bonds: the accounts payable still haven't esgtablished
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the legality of their claim, that etill is up in the alr,
and we feel it would be betier to approach those accounts
payable at this time. We have already talked with some
of them. They don't know whether their claims are going
to be declared legal or illegal,

MR. WEBBER: 1In other words, you think you might be able
to persuade them to take less to avold further litigation?
MR, SMITH: Yes. &And we gtill feel that would be a
better proposition, to go ahead and make a payment of
these bills than to let this thing go into court and
possibly have a great number of clalms thrown out.
MR, WEBBER: I am going to suggest, Mr, Chalrman, we now
have quesgtions by the Committee and then perhaps 1t might
be well for us to take a five-minute recess and then have
questions from any of these gentlemen.
MR, POULIN: I want to ask a duestion in connection with
what Don just asgked,

Is it yﬁ&x understanding under your February plan
that the interest on the bonds wasg to be cancelled?
MR, SMITH: Absolutely.
MR, POULIN: And eighty per cent of the principal amount
wag to be pald?
MR, SMITH: That is right.
MR, PCULIN: Now takling the compromise together with
the principal amount of the bondg and the interest

accumulated, wouldn't the amount paid approximate about
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apout the same amount that was proposed on the accounts
recelivable?

MR, SMITH: I think it would figure about 55 per cent.

MR, PCULIN: In other words, that principal aum of the
bonds and interest accumulated, while you would be paying
elghty per cent of the principal sum, if you took the
whole sum of the principal and interest it probably would
amount to about the same.

MR, SMITH: There would be very little difference. That

lg the point we have consldered. That is the argumant

we have used.

MR, POULIN: I was Just asking that in connection with what
Mr. Webber brought out a few minutes ago.

MR, SMITH: That 1s a very good point.

MR. HILDRETH: You said, Mr, Smith, that the bonds that

you controlled, not owned, would not consant to any

plan by the Commission. Have you thelr asgreement in writing
to that effect?

MR, BMITH: The bonds that we control we control in
writing.

MR, HILDRETH: When you deal with the Commisslon you are
willing to go on falilth, but not with your bondholders?

MR, BMITH: I do not know Just what you are getting at.

MR. HILDRETH: You just sald thisg business was all faith, but
I wag interested to see when you got your control of your

bondholders whether you had protection in writing or not.



51
MR. SMITH: Yes; but that happened a long time ago: it
was when we started our gult against the Dtate. We got
ready to start our sult against the State and then we
had to get actual consent from some of the bondholders.
What we were doing at that time was puttling some of the
banks and others down on paper that they would agree to
pay us a commisgion. In that instance the thing might
run along for years.
MR. HILDRETH: I think you were wise in doing it. No
objection to it at all.

(Brief Recess)
MR, WEBBER: Now 1n the interests of time we have more
or less agreed that questions of Mr. Btanley and Mr,
Smith will be addressed for the most part by Mr. Burkett
as attorney for the Commission, albhough I do not want to
prevent any of you gentlemen from asking questions. FPerhaps
1f you have any questions you wiil be willing to write
them down on & pad and pass them to vhim. Perhaps that
will save a little time.
MR, BURKETT: I do not think we want to indulge 1n any
long cross-examination of Mr, Smith. I have loocked forward
to an opportunity sometime before this hearing breeks
off to explaln to the Commlttee what the boerd has been
trying to do in fourteen d@owns in the Btate. I think we
had better stick to this one lissue now. .
It is true, isn't it, Mr. Smith, that the first

conference that was held with you was between Mr. Belmont
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Smith and myself, at Mr. Smith's suggestion, at Waterville
gometime in February?
MR. SMITH: Yes.
MR, BURKETT: And at that time we canvassed the situation
exlsting as far as the board was concerned in getting out
of the fourteen towns that the board is in%®
MR. SMITH: That is right.
MR. BURKETT: And we did not at that time over-emphasize
the situation in Eastport any more than Connor, Van Buren,
Kingman and gome places in a worge situation than Eastport
is?
MR. SMITH: That is right. We followed along on Eastport
because we had already done some work with Eastport and
because 1t was the blggest place under State control, and
our talk was along the lines that if we got started on
Zastport we would hold our orgenization ready and follow
through and do what we could on the other twelwe or thirteen
towns.
MR, BURKETT: It was the feeling and the agreement of all
of us at that time that 1t wasg really necessary that the
financial affairs of these towns be adjusted prior to
the time that the equity court reported on their indebtednesgs?
In other words, the best tlme to make dettlement with the
creditorg of any of these fourteen towns was while there was
uncertainty existing in the minds of all of them as to

whether or not thelr claims were valld?
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MR. SMITH: That is right. We felt if we waited until
the equity matter was accepted or whatever happens in
the court that it would be too late then, that this claim
would be allowed and that claim would be allowed, and then
1t would be much harder to sell them with the idea they
ghould take elghty per cent if the Court sald, "Your claim
ig legal." We have always talked all the way through
here that this court actlion was not a sgolution, that
after we got all through the court would still find the
citles and towns =-- not only Eastport but all these places --
with a lot more legal indebtedness than they could take
care of, In other words, they would be way over their
debt and all declared legal and you would stlll be back
where you sgtarted a long time ago except you would have
a few obligations that were thrown out, and that would
be gpread around and the credit of the community would be
that much worse.
MR RURKEDT.¢ At that time it is true, 1lsn't it, that the
only report that had been filed by the Master in any
one of thesge towns was the Van Buren report?
MR. SMITH: Yes.,
MR BURKETT:: And in Van Buren the legal debt 1limit or
the borrowing capacity, using the two terms interchangeably,
was about #50,000, and the city or town owed, according
to the Master's report, around $185,000 or $190,000%
MR, BMITH: Yes.
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MR. BURKETT: And that town, like Eastport, had bonds
outstanding I guess even in a larger amount than Easgtport.
Didn't we all agree too at that time that in order to
work out a setllement we had got to get the bondholders
to take less and try to get the State to take less, and
unsecured creditors lesgs than their claims?
MR, SMITH: That is right.
MR. BURKETT: BSubsequent to that meeting that Mr. Belmont
Bmith and I had with you, you came down to Augusta and
talked with the board on one occasion when I was present?
MR, SMITH: Tnat is right.
MR. BURKETT: And at that time several methods of sgettlement
were suggested?
MR, SMITH: Three different methods, Is that the firgt
meeting?
MR. BURKETT: Well, one or the other of these meetings
we talked over several madthods of settlement?
MR, SMITH: That 1s right.
MR. BURKETT: And at that time it was the feeling of the
representatives of the State that the State should have
1ts taxesg in fullv
MR, SMITH: That is right.
MR. BURKETT: And the county felt the same way. And you
had contacted, or some of hs had, some of the bondholders,
and it was understood at that meeting the bondholders were

reluctant to take any percentage legg than the Btate took?
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MR. BMITH: In our first meeting I think the State

and the county insisted on one hundred per cent, so our
plan was predicated on one hundred per cent. That 1s why
we had three different plans, But after we talked with
gome of our bondholders they said, "Absolutely no; we will
fight the thing through.” That i1s one of the things

when we went down to the second meeting, that 1s the

first thing we brought up. We couldn't do anything; we
wouldn't attempt to do anything unless the State and
county would accept the same amount that the bondholders
took.

MR. BURKETT® The amounts that we were going to rgy the
various claéﬁes -- L mean by that the State and county

and the unsecured creditors -- were varled: we didn't at
any of these conferences get down on any baslis of a flat
settlement to anybody?

MR. SMITH: No. I think we hovered between 75 and 80, I
think in the conversation the percentage was brought up,
but the exact percentage, we didn't care particularly

what the exact percentage wadg.

MR, BURKETT: But we all agreed in order to make a settlement
it would be necespary to sell some new bonds in Eastport?
MR, ©MITH: That is right.

MR. BURKETT: And that those bonds could not be sgold unless
all of the debts of Eastport were cleaned up?

MR, SMITH: That is right. You couldn'’t get the legal

opinlon on your bonds unlegs all other obligatlions were

cleaned up.
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MR. BURKETT: 5o no matter what the varying percentages
were every creditor had to be paid something and gotten
out of the way before you could have issued bonds?
MR. SMITH: That is right.
MR, BURKETT: There was some talk there at that meeting
aboult what your Tee was going to be?
MR. SMITH* I don't really remember any talk about commissgion.
At the firgt hearing Mr. Hill mentioned we should bring
in a plan and our fee, and the only thing I remember in
the second meeting was Mr, H1ll asklng us why we mentioned
our fee, and I made the statement that the only reason
we mentioned our fee was because we were asked to do it
at a previous meeting. That may not be right, but that 1s
the way I remember it.
MR, BURKETT® You never did tell the board at that second
meet ing what you would require as a fee definitely?
MR, BMITH: Oh yes, absolutely, we told them, and we had
this Tigure worked right in our plan, That was part of
the plan.
MR. BURKETT: At that time you didn't have any opiions
on these bonds and any arrangements with the bondholders
to collect & commission from them?
MR. SMITH: At that time the only agreement we had with
the bondholders was the agreement whilch we had way back,
that we would get fifteen per cent of the amount which we

collected for the bondholders. That wag sowmething that had
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nothing to do with the Gommission: that was started

way back when we started our sult.

MR. BURKETT: Didn't you esplain to the Commission and me

at that time you had an agreement with the bondholders

to get a commission on those bonds?

MR, SMITH: I don't know that I esplained it: I told the
Commission all the way through that we controlled some

of the bondes: I never told them the amount that we controlled
and & never gald anything further. I felt they sort of
ridiculed the statement. I always felt when I made that
statement the Commisgion never really belleved we controlled
any bonds. I don't know, I may be wrong, but that is

the feeling I got. We never had any discussion of it so
far as I know.

MR, BURKETT: At any rate, when you left the second meeting
it was with the understanding the board was golng to

let you know sometime ---

MR, SMITH: Not sometime, Just as soon as possible,

MR, BURKETT: Well, there wasn't at that meeting any
definlte agreement entered into between you and the

board authorizing you to go ahead on any plan?

MR, BMITH: I would &lesgree with that. I feel very
definitely that Mr, Hill polled Mr. Smith -- Mr. H1ll
agreed himsgelf that the Commisslon should go through with
the plan, that he asked Mr. Smith first 1f he believed

the Commiesion should go along with 1t and he asked Mr.

Hayes and Mr, Hayes said, "Yes."
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MR, BURKETT: Wasn't that some plan rather than any
definite plan?
MR, SMITH: As we believed 1t was the plan that we.
finally agreed upon, the third plan, which called for the
purchase by us of $50,000 worth of bonds, because in the
previous dlscussions there Belmont Smith had stated
definitely that the State would not take new bonds, that
‘he could not consclentlously recommend new City of Eastport
bonds at one hundred cents on a dollar or some such filgure
when he was‘going'to turn over bonds which were held in
State funds at 75 or 80 per cent.
MR. BURKETT: To get back to that, the plan you worked
out contemplated the State énd the county would take
gome of these new bonds as partial payment of their
indebtedness?
MR. SMITH: Plan No. 1 or 2 ﬁas predicated on that, but
the plan we recommended and which the committee apparently
~approved of wasg that we purchase $50,000 of City of
Kastport bonds, and we made a deflnite gtatement we
would purchase the bonds, and that was apparently the
only plan which the Commigsion wanted to work out because
the State says definitely they wont take any bonds and they
don't think the county could legally take bonds.
MR. BURKETT: Your sgsecond plan, in which you definiteély
offered to buy $50,000 of bonds yourself?
MR, SMITH: That is right: we made that definite offer.
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MR. BURKETT: You don't mean to say you understood when
you left that second meeting everything was fixed up
between you and the board and you had authority to go
ahead with the bondholders?
MR. SMITH: I believe when we left that meeting everything
was fixed up and the only question that was in the minds
of the board was the percentage whieh we ghould offer to
the creditors.
MR. BURKETT: That had not been definitely fixed?
MR. SMITH: That had not been definitely fixed.
MR. BURKETT: So you didn't have any definite agreement?
MR, SMITH: That is right.
MR. BURKETT: And you called up Mr. Hill on three or four
occasgions on the telephone, asking him when the board
was going to let you know if they approved the plan and give
you authority to go ahead? |
MR. SMITH* I wouldn't dispute that. I don't remember
what happened: I would say I would agree with that, if
that will helﬁ matterse.
MR. BURKETT: At any rate, you agree with me when you left
that second meeting there had not been any binding
ement between you and the board?
MR, SMITH: There was no written agreement.
MR. BURKETT: You stated a few minutes ago you had not
declded on the percentage?
MR. SMITH: Yes.
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MR, BURKETT: Wasn't that a vital part of the plan?
MR. SMITH: What difference does it make? We had a plan
to present to the creditorg: we could present 80 per cent
or 75 per cent. All we cared about was using the cash
in the City of Eastport, and apparently that 1s all the
Commisgsion wanted -- I wouldn't say the Commission, but
Mr, Paine, who had gulte a lot to say at that meeting, he
was going to be very sure the City of Eastport wasn't
left with ten or fifteen thousand dollars in cash - and
that was one of the things we inslisted on, but ag far
as percentage goes I do not think that means anything.,
And if you want to carry that further, as far as our letter
which we have been criticized so severely for, getting the
bondholdefs to approve a plan of elghty per cent, there
is not any reason in the world why that cecouldn't be changed
aftérwards., All we were doling was getting the bondholders
lined up. We coula have gone to the bondholders and
gaid, "Thie thing works out a little bit different.” We
had already talked all the way from TO to 80 per cent and
even a lower figure so we didn't care what the flgures
were, but we arrived at 80 per cent because it looked
as 1f the Commission wag hiding cash on us and had not
told us the exact amount of cash available down there.
That was one of the first things we asked the commigsion,
"Give us the exact amount of cash you have to work with

and we will go ahead and work out this plan." They didn't
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give us the exact amount of cash they had to work with
we found afterwards.

MR. BURKEIT: That is the point I am making: the board
never gave you any authority to offer bondholders 80 per
cent.

MR. SMITH: I would agree with that statement. A&nd we
didn't need any authority from the board.

MR. BURKETT: And you didn't do any more toward putting
your plan through than send out that letter, because
subsequent to sending out that letter Mr. Hill came

down and accused you of having exceeded your authority?
MR. SMITH: That i1s right.

MR. BURKETT: And between the time when you had the second
meeting of the board and the time Mr. Hill called you
down you never had any word from the board authorizing
you to go ahead and make any definite offer to elther
bondholders or unsecured credltors?

MR, SMITH: That is right,

MR. BURKETT: And that lettier you sent out to the bondholders
was without any authority from the Board?

MR, SMITH: That is right.

MR. BURKETT: And that is the one thing that occurred that
started trouble with Mr. Hill and Mr, Hayes?

MR, SMITH: Apparently. I am not so sure about it. We
never have been sure. We never had one word from that
board. You imaglne fellows coming down and offaring to

buy $50,000 worth of CGity of EKastport bonds and put through
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a plan and come back from that bomrd and for a period
of 8lx weeks never hear a word from them. You might think
they thought "We have got all we want out of these fellows:
let ue go ahead and put a plan through."
MR. BURKETT: In other words, you sent out that letter
offering 80 per cent after you heard the board was working
on another plan of ite own?
MR. SMITH: Yes. And you made a statement which I would
like to qualify a little bit. I Just happened to think
of gomething there. I still called up Belmont Smith, who
wasg one of the Commissioners, before I gent the letter out,
and 1 talked with Ben KEla who was your agent down in
Fastport. I called up Belmont Smith and he approved of
sending out the letter. I don't know whether it amounts
to anything,
MR. WEBBER: You didn't have Mr. H1ll's consgent?
MR. SMITH: I didn't have Mr. Hill's consent and I had
not talked with Mr. Hayes, but I supposed the Commission
was Working as a commisglon: I didn't suppose there was
any friction between the commlgsgion; I had never seen
any before.
MR, STANLEY: Thig was all brought up as an offer to buy:
I do not think it was an option to buy.
MR. BURKETT: You never told the board at any conference
I was present you had options on those bonds and that

you and Mr, Eaton had been dissatisfied with the way the
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the board operated down in Eastport and Mr. Eaton
brought a suit on that one bond of hig in an attempt to
disrupt the work of the board, feeling Jjust as you sald
a 1little while ago that the board was 1llegal from its
inception?

MR. S8MITH: I said that and I etlll mean it. But we
didn't intend to disrupt the board. Holley, who was
Chalrman, sat right in that meeting and he sgaid "We would
be tickled to death if Mr, Eaton would enter into this
thing and bring sult agalnst this Commission; we would

be tickled to death to find out where we stand and get
this thing clarified." If that means we did gomething to
digrupt the action of the board, we d4id.

MR, BURKETT: Wasn't it true that Mr. Eaton's approach

to the problem all the way through was he wanted to oust the
board from Jjurlsdiction in Eastport if he could.

MR, SMITH: Mr. Eaton was the attorney hired by us,

MR, BURKETT: Mr. Eaton came down to a term of court

at which I was present when this Waterville Realty case
wag pending -- it had been posgtponed on two or three
occaglong -- and stated he would be perfectly willing

to postpone it but his clients, the Waterville Realty
Corporation, would not do it, and they had insisted he

go through with this thing and taking it to the Law

Court was necessaryX. Mr., Holley and I called up the

bank in Waterville and asked who the Waterville Realty
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Borporation was and thgy said "One of Mr. Eaton'g personal
holding companies." ‘
MR. SMITH: He has nothing whatever to do with it It is
controlled by Mrs. Bmith and myself. |
MR, BURKETT: You and Mrs. Smith brought this sult at
2 time when the board wasg trying to solve the problem down
there in Eagtport with the ldea, if you could, of ousting
the board from ite Jurlsdiction in Eastport?
MR, SMITH: I do not think that is falr,
MR. BURKE@T: You resented having the board in Eastport,
and the fact the board was there had dlsrupted your
plans to refinance the city?
MR. BMITH: Not in any way, shape or manner.
MR. BURKETT: What wae your point in bringing that suit
on that $500 bond and carrying it through to the Law Court?
MR. BMITH: Our point was to arrive at some solution of
the general problem we are faced with for the Btate,
Ag I have sald a number of timeg we do not care about
Basgtport particularly. We brought a sult which apparently
the Commission was glad to have brought. You find lots
of law suits brought not becauge of any feeling against
a party but Just to clarify the situation. I think
myself this sult has accomplished a devil of a lot when
it brings the matter to a point such as 1t hasbeen brought
MR. BURKETT: Wasn't it true that sult went to the Law

Court not on the merits of the obligation you hold but on an
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attempt to declare the law unconstitutional and get the
board out of Eastport?

MR, SMITH: I didn't give & hoot about the board in
EBagtport. We felt the law was unconstitutional and had it
80 declared. We wanted a law that could operate honestly,
not hide money in Eastport and tax people there and not
give them any representation in government. We fought

for that years ago. We gtill have got it in this committes,
and in this committee you have got taxation without
represgentation,

MR, BURKETT: You tried to do everything you could to get
the board out of Eastport?

MR, SMITH: I dldn't care about the board; I tried to get
a law that was workable. If you are not convinced of it
now you ought to be. You have got an unpald commission,
thegy haven't got time to study the problem in Easgtport,
and a lot of them don't know how to work out the problem
dovm there, I am not saying that in disparity of the
committee whatever, but municipal finance comes under a
speclalized heading, very few people know much about it.
You will agree there are very few lawyers who know much
about municipal finance or munleclipal law,

MR, BURKETT: I will agree to that. But, in spite of
everything you did to get the board out of Eastport, Mr,
Belmont SBmith, recognizing your experience in municipal
matters and the fact you had f{inanced some towns succéssfully,

conferred with you in an attempt to work out a problem we
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felt was over our heads?
MR. SMITH: I will say in spite of your belief we were
trying te oust the commission you did approach usg: you
knew we were working against you a1l the time on the thing,
but In spite of that you approached us and asked us to
work the thing out.
MR. BURKETT: And told you at the time if you could
do something in Easgtport there were thirteen other towns,
some of them much worse than Eastport, where we could
not afford to pay more than ten per cent to anybody that
we would need some help on?%
MR, SMITH: That is right. And I think also at that meeting
we said, "What will a thing like this be worth?" We don't
know: there is no precedent for it, We talked with a 7
number of people about it. The reason we stuck our fee
in there, we dldn't know but the Commission might criticizé
our fee. Thney never criticised the fee except to ask why
wé had the fee 1in there,
MR. BURKETT: 7¥You will concede zll your relations with
the board were friendly?
MR. BMITH?Y Perfectly.
MR, BURKETT: Until you gent out thig 80 per cent letter,
which you now admit you did without any authority?
MR, BMITH: I will say without the authority of two
members of the board, without the official authorlty

of the board.
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MR, BURKETT: And you sent that letter out at the time
feeling a little left out or a little spiteful because
you heard the board was working on a plan of its own
to pay everybody 76 per cent, which apparently dild not
include you? Isn't that what you told me the other day
in Portland?
MR, SMITH: That is one reason.thet we got the bondholders
together,
MR. BURKETT: One reason you sent that letter out was
you heard there was a plan in process of being subnmitted
to the creditors which if it went through did not include
you?
MR. BMITH: That is one reason, but we had other reasons
for sending the letter out. We had other reagsons Ela
is s8till a good man: he still sald this was the wéy to
approach the subject. We didn't know whether we were
aporoaching 1t right or not. We had not had one word
from that commigsion in a perilod of five or six weeks
and we didn't know what happened. I tried to find out
from Mr. Hill. I say that because you tell me I did: I
don't remember calling him or not.
MR. BURKETT: You just said you tried to get in touch
with Mr. Hill to find out whaﬁ was holding the thing up.
MR. SMITH: I will agree ir you want me to.
MR. BURKETT: You understand I am not trying to get you
in a hole, Don; I still think there is opportunity for
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you to work on this thing, help these towns out, and 1
would be glad to see you do it; but I want to make it
perfectly plain to the commlittee you had not had any
authority to go ahead at the time you gent out that
eighty per cent letter,
MR. SMITH: I wouldn't agree to it. I do not think you
can make it perfectly clear; it could not possibly be
clear. We were operating with the Commissilan's consent.
The statement we had worked with the committee as long
as we had worked with them was proof enough in itself.
The fact you invited us down there to work the thing out
and had gone along as far as you had was proof we were
working for the Commission; and when you take a subject
a8 important as this and take a little letter getting
optlon on the bonds ag going to throw the whole thing
out, that 1ls carrying the thing to ad absurdum as they
say in mathematics. If some members on that committee
do not like me, I do not care: I can still do a certain
job and that is the important thing today.
MR. BUREKETT: In any event, after that letter was sent
out and after you and Mr, Hayes had had your discussion
which you 8o aptly described, you next met Mr, Hill
down in Portland and told him you controlled practically
all the bondg?
MR, SMITH: No; Just told him we controlled some of the
bondg. That is the firsgt time I ever made the statement

we owned gome of the bonds,
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MR. BURKETT: You never had told the committee you owned
any bonds?
MR, SMITH: We didn't own bonds before. We couldn't: we
didn't own bonds before, 7
MR. BURKETT: You went out afterwards and got some of them,
elther by ownership or control, and then when you met Mr.
Hill down to Portland about the tlme of the Republican
Convention you told him you wouldn't take less than one
hundred cents on a dollar for what bonds you owned?
MR. BMITH: T think that 1ls right, approximately right, yes.
MR. BURKETT% Which in your opinion, knowing the attitude
of the State which was in no event would the State take
a less percentage than the bondholders, would be an effective
bar to any settlement in Eastport as long as you held that
positlion?
MR. SMITH: We felt so.
MR. BURKETT: And you knew that position whikch you took
would absolutely prevent any settlement with Eastport?
MR. SMITH: Yesd,
MR, BURKETT: And you did it with the idea you were golng
to hold up any settlement with Eagtport until you yourselfl
got in on it in some way?
MR. BMITH: We felt we had a plan to work out in Eastport
and we could work it out, and we didn't feel the Commission
could work the thing out satisiactorily, and I still think
80,

MR. BURKETT: And you were not willing for the board to



go ahead and try to work out 76 per cent?

MR. SMITH: No; not after they drained us dry of infor-
mation we had been working up.

MR. BURKETT: And then you go to this committee or some of
them and complain the Commlission are not doing their duty
in not meking a settlement of Eastport?

MR. SMITH: I would like to bring up one thing, how this
thing happened to be brought about. I wasg appointed
Chairman of the Republican Finance Committee for Kennebec
County and we had a little conference up in the Elmwood
Hotel with some of the boys. It was done in fun. I
sald,W¥hy should I vote for the Republican Party? We have
been working six years to try to get something through
for the good of the Btate and never have been able to

get cooperatlion in any way whatgoever from a Republican
group, and still I go ahead and accept a position in the
Republican party."

MR. BURKETT: Did you tell thosge fellows at the time

your insistence on getting 100 per eent blocked any
settlement?

MR. SMITH: I did. I would 1like to have you understand
our position how this came out. I said, "I belleve

the way this thing should be worked out and what I should
do is turn this over to the other party and let them
bring the facts out." I said, "I hate to do it; I have

always been a Republican and I hate to bring polities into



Tl
‘the proposition, a'proposition ag important as this one 14,
but we have had enough trouble down here and we can't
get anywhere, and I am still going to work this out if
it is humanly possible before I die. It may take me most
all my life to do it." Cecil Goddard, who was on that
committee, said, "The thing to do is get in touch with
the legislative committee."” I told him I wrote a letter
to Nate Tompkins two years ago and never had a reply.
He said, "I will start something." BSo he called up a member
of this committee, Bob Dow, who he knows very well and
knows he can get actlion. Bob Bow called Don Webber and
Webber called ne.
CHAIRMAN DOW: I didn't want to be left out, because I was
in there.
MR, BURKETT: Did you tell Mr. Dow or Mr, Webber that the
gettlement of Eastport which I had been working on two
years had been blocked by your statement to Mr. Hill?
MR, BMITH: I never talked with Bob Dow on the thing.
MR. BURKETT: Then you do not mean to accuse the Emergency
Municipal Finance Board of failure toktry to work out a
settlement in Eastport, but you accuse them of fallure
to adopt your particular plan?
MR, SMITH: I do not know what to accuse them of. It has
been brought up to a ridiculous point. Holley wag a man
who was impossible -~ an egotistical fellow who controlled
the board and the board couldn't do anything they wanted to.
We came in to this new board with everything perfectly friendly
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and we were Jjust as happy about the whole thing as
could be until Mr. Hill laid me out one day.
MR, BURKETT: You don't even now think he was justified
in doing 1it?
MR. SMITH: Absolutely no. I think he hag made a mountain
out of a molehill: the Commisslon has made a mountain
out of a molehill.
MR. BURKETT: What could the Commission do after you said
you wouldn't take lesgs than one hundred cents on a dollar?
MR, SMITH: This didn't happen until long afterwards, until
I had found out certain other facts. We were dealing wilith
a committee and couldn't get anything from them for a period
of six weeks, and then we go ahead and send out a letter
and get an option on bonds which would help expedite the
plan and put it through. When you do that you have got
one clasgff creditors right in your hands, and anipone
would realize the bondholders are the toughegt class to
handle., We have got them right in our hands, and we present
them to the Commigsion and they refuse to take it and
keep ug in the air for six weeks with a llability of
$50,000 Borth of bonds, and then because we sent a letter
out to get an option on thege bonds they say, "You have
done something terrible; you have stoppned the wholie plan
from going through."
MR. BURKETT: Wasn't it true at that time you had control
of all these bonds that you wrote in and told the board

you had control of all the bonds, you were trying to get
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one hundred cents on a dollar for them?
MR. SMITH: I didn't ---
MR. BURKETT: You to0ld Mr, Hill down to Portland?
MR. BMITH: Tpat was afterwards.
MR. BURKETT: You were trying to get a fee of $5000, and
you Jjust saild you had an agreement with the bondholders
to pay you fifteen per cent commissgion?
MR. S8MITH: I also stated when I wrote to these bondholders --
that 1s one difference 1n the letters; I thought there
was a little difference in these letters =-- in the bands
we control we sald any previous agreement we had for
commission from the bondholders would be cancelled and they
would get their eighty cents on the dollar. We were not
trying to get both ends and the middle.
MR. WEBBER: These were letters of April 10th?
MR. SMITH: That is right.
MR. BURKETT: You sald Mr. Holley refused to let you see
the audit of the City of Eastport ana would not give
you any information about how much money there was there.
Isn't it true down at the hearing at Machlias when the
FBastport bill in equity was tried you were there and I
took you up to Mr. Ela and told him to let you see anything
you wanted to 1n Eastport?
MR, SMITH: I think I agree with that. That was only
a year or two ago. We had gtlill been working on 1t four

years.
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MR. BURKETT: Mr. Ela told you to go down and he would
show you anything he had?
MR. BMITH: What point are you trying to make now -- that
that information was avallable at any time?
MR. BUREKETT: Yes,
MR. SMITH: I went down and talked with Mr. Hayes several
timeg, and Holley and I have fought about the thing, and 1
talked with members of the Legislature. I have had members
of the Legislature say, "We can go down and get any:information
we want." I have taken them down to Mr, Hayesg -- he
probably will verify it. This member of the Leglslature
agked him to gee data on the City of Eastport. He refused.
This member says, "You know what you are doing: you are
refusing a member of the Legislature?” He gaid, "I know
what I am doing: I am following Mr. Holley's order."
MR. BURKETT: We agreed not to disgcuss Mr. Holley. Isn't
it true you got along all right with Mr. Holley until Mr,
Holley got it very definitely in his mind you and Mr. Eaton
were dolng everything you could hovhave the act declared
unconsgtitutional?
MR. SMITH: Mr. Holley lied ---
MR. WEBBER: Just a minute,
MR. SMITH: There were misstatements all the way throughs.
MR, WEBBER: We will agree there was a very definite
difference of opinion up to the time Mr, Holley went off
the board.

{Recessed to 2,00 P.M.)
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MR. WEBBER: Before we start what might be called the
direct case for the Commission I would like to ask Mr.
Smith one or two questions for the purposes of clarificatlon.

Do I understand, Mr. Smith, that you have a feellng
ag a result of what has taken place that the State of
Maine through the Commlsslon or the City of Eastport
through the Commission, either ons, owes you any fee of
either £10,000 or $5,000%
MR. SMITH: ©No. When ve started in what we gald we would
do was go ahead and do our work: if we couldn't put the
plan through we got nothing for it; or 1f we put part of it
through we didn't have any arrangement made.Ag far as that
goeg, there 1s not anybody owes us anything. What we
have done in the City of Eastport and the money we spent we
spent of our own free will and accord. The attorneys we
hired, we arranged Tor payment to them ourselves,
MR. WEEBER: You discussed with me the function of this
comuittee, the Recess Committee, and the mechanicg and
the way we proceeded and so forth, and I outlined those
things to you. I know the Committee would like to get
clearly in mind your hope or expressed wish ag to what
this committee might do upon this subject matter. That
ig, We want to be sure that we clearly have In mind your
purpose when you come before usg, recognlzing the perfect
right that you have to come here -- that 1s what we are
set up for =-- but we want to listen to the other side of

this picture with the idea in mind as to exactly what your
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hope 1s when you come here. You recognize this Committee
hag the power of investigation of criticism of any
State depattments or commlissions, recommendation as to
policy or method, or the setting up of proposed curative
legiglation.

Now can you state briefly what you would like to
see this Committee do if it becomes convinced of the
merits of your contentiong?
MR. SMITH: Well, what we hope to accomplish from this
hearing is to get this committee interested in legislation
that will aid communities in the State of Maine who are
in trouble now or who may get in trouble. That ig all
that we expect to get. We haven't felt that the legislation
which is in force at the present time was adequate, even
if the bill was legal, that it was not adequate to cover
the situation,

You have thirteen or fourteen dommunitles under
btate control, but there are still probably thirty or forty
others that are, gome of them, in Just asg bad condition
as these communities under the State control. I can
cite Calais, for instance, one of our cities in terrible
condition and nobody doing anything about it. Now gsome
day the State i1s going to pay indirectly, and you might
just as well look the situatlion In the face now before
it gets too serlous. That is all we hope to accomplish,

ig to place thlig matter before an unprejudiced body,
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somebody that can bring it before the Leglslature and
get some legisglation under way before the Legislature
meets; because we tried two years ago to get legislation
started, pget somebody to take an interest in the thing,
and couldn't do anything. It is too big a problem to
start right out from scratch after the Legislature convenesg
and try to work out a solution. There has got to be a
lot of groundvwork done, and that 1s our ownly hope. We
are not asking this legiglative committee to intervene
for us in any way, shape or manner. These factes we have
brought out, we will stand by them, and any differences
we have had with the Commisgion are between the Commisslon
and ourselves, and we are not asking the Legislative
Committee or the Commission for anything. We are all done
with that. Does that cover the ground?
MR. WEBEER: Yes; that 1e a very falr statement of your
position,

Do you as a citizen who has made more than the
ordinary amount of study of this municipal problem, recommend
to this committee that the Emergency Municipal Finance
Commission be abolished?

MR. BMITH: No. I think we have got to have a commission

of some sort. I believe that we have got some ldeas

on it. It would be too much to go into it now, but we

have got to have some head in the state and it might be

in the commission, but set the commisshon up so they have got

some money to work with and some authority and so they can
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go ahead and enforce thelr legislation without prejudice
and do 1t without holding back and all this deception and
so forth, and so they can do a job.

The commission, ag we #took at it, is an unworkable
commnigsion. I think we can point out that the commigsgion
up to the present time has accomplished nothing as far
as Eagtport 18 concerned, that they are Jjust where they
were flve years ago when they started in.

Now they will have arguments on the other side, and
I am not saylng that to disparage any of the commission
or any member of the commission -- we haven't anything
against them at all -- but it is an unworkable proposition
ag it stands there now, and we ought to get a commissgion
that would have some authority to go into these towns; and
you have got to have some money, you can't do anything
without money, you can gee that. These fellows have bullt
up a cash position now of %100,000 and haven't got anywhere,
You have still got to get rid of these obligations in
some way, and there is no legislation that really glves
them authority to compromise or do anything else. 1 think
that 1s one of the reasons the commigssion has been so glow
in making a deciglion: they donlt want to do anything that
would come back on them at some time in the future,
CHAIRMANFDOW: I have one question. Without any obligation
on our part at all, you would be willing in the near future
to gend to our attorney some of your suggestlons in writing,

go that we might look them over as proposed legislatlofi?
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MR. SMITH: We would be glad to make some suggestions

and would be glad to work along with somebody and help work
out something. It is a pretty blg problem from the legal
standpoint. We have done an awful lot of work in putting
out bond issues and so forth, and we know a lot about the
legal points there, but as far as working up legislation we
do not pretend to know anything about it: we are not lawyers,
and I think this 1s the first cross-examination I have

ever attended.

MR. WEBBER: You have done very well so far.

CHAIRMAN DOW: But you have got some ideas from a workabllity
viewpoint.

MR. BMITH: Yes. Pirst you have got a legislature you

have got to put the bill through. There are certain

things you can't do and certaln things you can't talk

too much about, and you have got to raise some money.,

Now in FPortland, if you come right out and say "Let us
appropriate a mlll in taxation ---

CHAIRMAN DOW: The reason 1 asked that question is that
under the law creating this committee we must make our
final report thirty days before the Legislature comes 1n,
which means we can hold but one more meeting sometlme
around the 30th of November, and if you can give us sgome
ldeas in writing before the committee meets again I think
it misght be of value to us.

MR. SMITH: Massachusetts and & good many of our other

states have recognized thie situation for a long time,
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and they have a bill in Massachusetts -- I have a copy
of it here -- that allows the citles and towns to borrow
on tax titles. Now what has happened here, when one of
our communities gets in trouble the State says, "You pay
us 6 per cent: if you don't pay your taxes you pay 6 per
cent on overdue taxes." ﬂére ls a money rate of one and
a half per cent for short term money, but the State says
"You pay us 6 per cent." Here is one of thelr own creatures
that is in trouble. They come to us and say, "How much
can you borrow tax money for?" We say, "Your credit is
bad; you are way over your debt 1limit and probably you
can't do anything." And the chances are we don't. Bo they
work on a hand to mouth basls down there and they can't
do anything and they get worse and worsge as 1t goes along:
unless someone comesg along and bails them out they Just
get in deeper and deeper. In Massachusgsetts I think their
rate now on tax titles 1g something like two per cent.
There is a 1little bit more reason. The Btate can borrow money
now at one per cent. There is not anybody in the Législature
that would criticize loaning on tax titles at two per
cent probably. Those tax titles down there, they are not
even trangferred: all they do, as I understand 1t, they
borrow on certain tax titles. That 1s Just one place where
you could probably get money and it wouldn't be actually
costing the State any money,
CHAIRMAN DOW: If you would send some of this stuff to

Mr. Webber I think we would be glad to have it.
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MR. SMITH: I would be very glad to.
MR. WEBBER: DNow I think we can proceed, ¥ou want to open
this up, Jess, or do you want to have George open it9
MR. BURKETT: Whichever suits the Committes, I would like
an opportunity sometime before you get through to tell the
Comnittee what the situation 1ls in Eastport and what steps
have been taken to lead up to the present situation, not
only in Eastport but in the thirteen other towns. I think,
however, posgibly it would be better if you cleaned up
this present controversy between Mr, Smith and the board
before we do that.
MR. WEBBER: I think that 1s perhaps right, and then we can
get into the general problem afterwards. If Mr, Hill
would fire the first gun,
MR. GEORGE HILL: Gentlemen of the Committee: I might preface
my remarks by stating that in 193% when the Emergency
Municipal Flinance law wag first before the Leglslature,
first enacted, I was a member of the Legisglature and a
member of the Gommittee on Judiciary before which that
bill came, and that the one possible objection that I
segw in the blll was what seemed to me to be a posgsgible
danger of the State having once asgssumed control of these
municipalities belng reluctant or unwilling to relinguish
it at the proper time. I therefore came to the board
ag & member of it and the Chairman of it in May, 1941 with
a very declded feeling that when the proper tlme arose the

State ought to restore local control of these municipalltiles,
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I might also say that the whole tenor and nature of
this State control or domlnation over local municipalities
runs counter to my basic political philosophy and counter
absolutely to the politlical philospphy of local self=-government
as 1t has existed for generations in the State of Maine
and elsewhere in this country; therefore I was entirely
anxious to see the affalrs of the City of Eastport as well
as any of these other communities worked out and restored
to a sound financial basis at the earliest practicable and
feasible dnd legal date., Therefore I began very soon after
becoming the Chairman of the board to urge that some steps
be taken in connection with the Clty of Eastport because
that particular city seemed best adapted to work out a
settlement,

We had many discussiong on thls subject long before
I ever heard of the firm of Smith, White & Stanley. My
first word in regard to Smith, White & Stanley came elther
from Mr. Burkett or Mr. Belmont Swmith, I am not sure which,
but one or the other of these two gentlemen informed
me thet they had talked with Mr, Smith at Waterville, I
was not aware that they were to confer with him but was
told that they had talked with him, that Mr. Smith had
a proposal to submit to the board, that he desired en
opvortunity to appear before the board and to submit this
pronosal, and so of course the board said "Yes," and Mr,
Snmith was informed that we would be in segsion and glad
to discuss the matter with him on a certaln date.

Mr. Smith came down here to Augusta, and, as he hag



related today, he then outlined various ideas that
came to his mind, and we had a general discussion of
ideas and plans that were already in the mind of the
Committee.,

That discussion that afternoon got nowhere. There
are so many angles in this thing to be considered that
we couldn't in one afternoon arrive at any conclusion on
this proposition.

It was my lampression from that very first conference
with Mr. Smith that his attltude and method of procedure
was that of a high-presgure salesman. He seemed to be
anxious to sweep the Emergency Municipal Finance Board
right off its feet in a rush and rush usg into some plan
he was 1n the process of devising at that time. The
information that he had at his disposal was not correct
Iin certain respects, as the board pointed out to him at
the time. We gave him better information, we gave him
a copy of the report of the Btate Departmant of Audit in
respect to the Clty of Eastport, and Mr. Smith stated that
he would return to Wabterville, consider the matter further,
and that he would then let us know if he had any proposal
to make.

I think it was at that Tirst conference that 1 asked
him what the fee of his firm would be 1f they were asked
to do anything about this, and he statedthat it would be --

no, I am going to correct that -- I think it was at the
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gecond ponference that he gtated the fee would be
810,000, At any rate, Mr. Bmith returned to Waterville,
the board discussed the matter further after SBmith had
left, elther on the same day or within a day or two. There
was consilderable doubt expressed in the board at that time
ag to whether 1f & .compromlse settlement were to be under-
takan whether the board would be proceeding wisely in
acting through any investment house or whether it might not
be better handled by the board direct, presenting the
matter to the bondholders and the other creditors as a
matter submitted by the Board of Emergency Municipal Finance.

It was also suggested alt that meeting that we ought
not to take any step without further consultation with
the citlizeng of Eastport, with some of the major creditors.
Accordingly I went to Eastport for that purpose. 1
interviewed a substantial number of leading citizens of
Kastport. I went to Bangor and discusgsed with creditors
there, with creditors at Eastport and with bondholders
at Waterville, the Watervillie Savings Bank, discussed
the matter with the trustees that vwere assembled 1n meeting;
and I discussed it with the Bangor Hydro-Electric Company
that was one of the creditors with an open account, and
with counsel for the Eastport Water Company, which had
a judgment that amounted with interest to nearly %$15,000,
I believe the flgures ghow somewhere that claim was

$£13,000 and some odd dollars, but that was without the
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interest, and I think the Tull amount of the judgment
wag between $14,000 and $15,000,

I returned from that trip and reported to the other
members of the board that in the City of Eastport I found
a difference of opinion among the citizens as to whether
the board ought to undertaks a settlement or as to whether
or not it would be advisable for the board to continue
for some time yet in control without making any settlement
there. My limpression was that the majority of those whom
I interviewed were favorable toward a settlement of some
sort.

In contacting the bondholders whom I did interview and
other creditors 1t was made very clear and definlite to
them that the board wasg in no way submitting to them a
proposal of settlement: I was simply there for the purpose
of a preliminary discussgion or interview to sound out the
proposition as to whether or not there would be any
posgibility of their accepting a compromlse settlement
in the event one was proposed or suggested. I am sure
that was made very clear everywhere,

I then returned to Augugta and the board considered
the matter further at great length. We discussed it with
the repregentative of the Attorney-General, Mr, Burkett,
who wasg asglgned to the board, we discussed i1t with
the Attorney-General himself and with various other
State off'icers, and it was suggested by Mr. Belmont Smith

that the Commissioner of Finance, who had come into thils
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thing in this way -- and perhaps I sghould explain that --
the Commigsioner of Finance, Mr. Palne, wag called into
one or two conferences on this matter as representing the
State ag a creditor of the City of Eastport. The Commlssioner
of Finance and the State Auditor have the authority under |
Chapter 1% of the Public Laws of 1941 to recommend
charging off certaln amounts, and it was from that angle
only that Mr. Paine had been interested. However, it was
suggested by Belmont Smith that it would be advisable
for the board to contact some banking authorities at
Boston on the general question for their advice, and the
board felt that because of Mr, Palne's contacts with certain
bankers and financlal people in the City of Boston that
it would be very helpful to our consideration of the
entire problem if Mr. Paine consulted them. Accordingly,
with the approval of the Governor, Mr, Palne went to Bosgton
and returned and reported to ug at Augusta.

Now the date of that may be of sgome gigniflcance,
becauge 1t wasg, I think, in early March, or Just after
Mr. Donald Smith's last conference with us that Mr.
Paine returned from Boston.
MR. WEBBER: March 11, 1942, to be exact.
MR, HILL: Thank you.

Mr. Hill reported to us that he had interviewed
various prominent bankers in Bogton who had been to him

very emphatic In the opinlon that it would be entirely wrong
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for the State of Maine to compromise the debts of any
city of municipality, that it would be disasterous to
the credit not only of the particular municipality
involved but of municipalities in the State of Malne in
general,

Mr. Paine asked us in his memorandum, of which I
think the Committee has a copy, to withhold any further
action on this matter until he wag able to make a further
report or/gossible further suggestion.,

Now at or about the same time Mr. Hayes was in Boston
on other businesghpart from the board and there contacted
officials of the City of Boston, I think of the Commonwealth
of Masgachusetts, and I belleve also some bankers -- Mr,
Hayes can testify to that part of it. At any rate he
brought back to us substantlally the same report that
Mr, Paine returned with, that this would be very harwful
to the credit of Maine municipalities in general, that
it would be considered as a repudiation of debt, and the
angle we got from Massachusetts was that ought not to
be undertaken,

Now that was one development that occurred between
the time when Mr. Smith last conferred with the board
and the time when he heard from us agaln later on., He
gays he does not know what was holding the thing up. That
was one thing.,

The board then having recéived those reports naturally

desired to give very full consideration to the matterbefore
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proceeding., We did so.

Mr. Paine in his memorandum intimated that he would
have something further to propose a little later on. We
walted for that, and, as 1 recall 1t, his proposal came
orally, and 1t was a suggestion that emanated from bankers
in Bostoh to the effect that the State of Malne ought to
put money into these municipalities to ball them out
rather than to have a compromisé settlement. That opened
up another whole, broad problem that would perhaps be
somewhat of a digression for me to go into at this par-
ticular moment. Perhaps it is sufficient to say that
the board consldered that very carefully and very thoroughly.
We came finally to the conclusion that because of the fact
that there was no legislation that authorized the State
of Maine putting funds into these municipalities, because
of the fact that conditiong at Eastport might become
very much worse if the pending litigation went to an
ultimate conclugion before anything was done, we seemed
to be of the opinion that we had better make an effort
to make a compromlise settlement.

Now at the conference with Mr. Smith and Mr. Stanley,
I want to emphaglze this fact, I want to make this just
a8 positive and emphatic as I know how, and that 1is
that at no time did the Board of Emergency Municipal
Finance give Mr. Smith or the firm of Smith, White &

btanley the slightest sghadow of authorlity to proceed with
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any plan of compromise settlement on behalf of the
board, not the slightest shadow of authority, gentlemen,
Mr. Smith and Mr. Stanley came down and made these proposals
to us; we dlscussed them very fully with them, very fully
with the Attorney General, with Mr. Burkett and Mr. Paine
who were presgent. Mr. Smith tells you that the board was
polled in his presence to agcertain whether or not the
board would authorize his firm to proceed with some one
of these varlous proposals that were being discussed. It
never had occurred to me that the Board of Emergency
Municipal Finance in dealing with so serious a problem
as the settlement of the Filnancial affairs of the Clty
of Eastport would ever think of reaching any conclusion
or taking any action or authofizing anybody to do anything
except by a formal and offlicial vote of the board. Now
Mr, Smith says that I as Chalrman polled the board. I
have no doubt that I may have asked Mr. Belmont Smith and
Mr. Hayes what they thought about the matter. I haven't
the slightest doubt that I did, and I haven't the slightest
doubt that all of us present, after full discussion,
expressed a general sympathy toward working out a compromise
gettlement of the indebtedness of the City of Eastport,
but that, gentlemen, 1s a very different thing from adopt-
ing a plan of settlement and authorizing an investment
house to proceed in behalf of the board to put a certain

plan into effect. Gentlemen, thgt never was done. Mr.



90
Smith came to us for thils conference not as a ‘bondholder,
not ag a creditor of the City of Easgtport, he came to us
as & member of an investment house in Waterville, desgiring
to be retalned by the board to have his services engaged
to put a plan into effect.

Mr, Bmith returned to Waterville.As he says, he did
not hear anything from the board. He has not told you
the exact gtory according to my recollection for he says
he heard nothing from the bhoard for sgix weeks. The
gentleman was in so much of a hurry that I think he scarcely
let thirty-gix hours go by before he called me on the
telephone to know whether or not the board was going to
authorize him to proceed. I iInformed him that the board
had not decided to proceed, that other angles of the
situation had arisen that were belng considered, and that
if and when the board decided to go ahead with any par-
ticular plan or if the board decided to employ Smith, White
& Btanley they would be notified.

Well, Mr. Smith called me from Waterville not less
than three times, I am being conservative., I should think
it was more. He wanted to know whether or not we had so
declided, and was told every time that the matter was
st1ll under conslderation, that we had not so declded.

The next word that came to me -- I think I should
mention this fact too, that in my conference with Edward
F. Merrill, of Skowhegan, attorney for the Eastport Water

Company, I was informed that the Eagtport Water Company,
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which had about nearly one-third of the claims outside
of bonds and taxes, would absgolutely refuse to accept
any payment that was of a lower percentage than the
percentage that was to be pald to the bondholders. NMr.
Merrill stated that his client had recovered judgment,
that he regarded his Judgment as certalnly entitled to
equal treatment with the bondholders.

Then at about this time the board was having meetings
frequently, going into this matter from every possible
angle, and about this time the proposal was advanced that
1t would be both more equitable and more llkely of guccess
if a straight payment were made to all creditors and all
were treated alike. It was flgured out that there were
funds sufficient, would be with the bond issue, to make
a straight payment of 76 per cent all around. We discussged
this matter at length with the Attorney General'g
repregentative, Mr. Burkett, and suggestion was made that
Mr. Burkett would dlscuss the matter wlth Judge Powers,
the specilal master. He dld so and telephoned me that
Judge Powersg had some very strong ideas and opinlons on
the subject which he would like to express to the board.
So we calléd a meeting and Judge Fowers:and Mr. Burkett
came down to Augusta and spent all of one afternoon
digcussing thig matter with the board. Judge Fowers gave
it ag his opinion very definitely that the bondholders
were entitled to no better treatment than anyone elsge: he

expressed 1t ag hig opinion and advised that a 76 per cent
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gettlement all around would be much to be preferred over
g settlement in which the bondholders were given a higher
percentage than the other creditors. Judge Powers stated
that 1n hig opinion it was both a more equitable arrangement
and also more llkely of succesds.

After Judge Powers had left, after Mr. Burkett had

left, and the others, the board considered the matter
further.again at great length, and finally on the 16th
of April, 1942, the board for the first time adopted a
plan of settlement for the City of Eastport, and that plan
wasg carefully reduced to writing and is to be found in
the records of the board. The Commnittee, I believe, has
a copy under date of April 16th.
MR, WEBBER: "Voted unanimously that subject to approval
as to its legality by Attorney General Cowan the followlng
plan be and hereby is adopted for the proposal of a
compromlse settlement for the lliabilitles of City of
EBastport as of December 23, 1937, to wit:

"All creditors whose clalms have been duly filed
with Herbert T. Powers, Esgq, special master appointed
by the Bupreme Judicial Court in Equity in accordance
with the orders and decrees of sald court, including the
tax claims of the State of Maine, County of Washington,
bondholders and other ereditors, shall receive 76 per
cent of the principal amount of sgald claims without
interest on the basis of the amounts so flled less any

taxes or interest which may be due from any of sald creditors
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to the City of Eastport, if accepted by them in full
and final settlement of said claims. Provided, however,
there shall be excluded therefrom such claime or parts
of claims as are kmxkm found to be illegal and void in
the manner herelnafter set forth. Such payments shall
be financed as follows: Serial bonds in the amount of
fifty thousand dollars with final maturity not later than
ten years from date bearing interest at three per cent
per annum shall be issued by the City of Eastport.
Three-fifths of sald bonds or of any part thereof which are
not converted into cash shall be accepted by the State
of Maine at their par value in part payment of 1its sharse
of gaid settlement, and two-rifths thereof shall in
like manner be accepted by the County of Washington, Fhe
balance of the 76 per cent to be paid to sald state and
county together with all other payments to creditors
shall be made in cash from fundg now held by or for said
city. Baid settlement 1s egtimated not to require funds
in excess of $135,000, including the amount of said bond
isgue, The speclal master shall be requested to prepare
and submit to the Chairman of the Board a 1list of all
bondg and all other clalms of whatever nature which were
duly filed with him in accordancé with the order of court
together with all information in hls pogsession in relation
thereto. The Attorney General or his representative shall
then be requested to exclude from said lisgt such claimg

as are in his opinion obviously invalid and to submit to the
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board hig recommendatlon showing a list of the clalims
to participate in this settlement, taking into account
tax offsets provided and showing figure to be offered
to each creditor on sald 76 per cent basis, sald list
to be subject to final approval of the board.

Following approval of this plan by the Attorney General
and the approval of such 1list by the board, and provided
total of said demands shall be found not to exceed sald
sum of %135,000, the Chalrman of the board is authorized
and instructed to present said proposal to the Btate of
Maine ag creditor. Upon written assurance of the Governor
and the Commissioner of Finance to said Audltor and
State Treasurer that said payment wlll be accepted by
the State 1f agreed to by the other creditors as herein
privided and that the balance of sald claims of the State
will be charged off the books of the State as provided
in Chapter 13 of the Publiec Laws of 1941, the Chairman
shall then in behalf of the board offer the amount set
forth in said certifiedilist to each of sald creditors
ag provided herein. All offers of settlement to be made
under the foregolng plan shall be contingent upon acceptance
by the State of Malne, County of Washlngton, all of such
bondholders and not lessthan 75 per cent in amount of
such creditors."

MR. HILL: Now perhaps I have gotten a little ahead of

myself, and let me go back to the last conference we had



o5
with Smith, White & Stanlgy, which I belleve was
February 1l7th or thereabouts. Mr. Smith says he wasg
aunthorized to do something or other by the board. I should
like to read to you now a short paragraph from one lsestter
which I think the committee has not on file, It is evidence
which would not be admissible in the Law Court, I recognize
that, but I should like to read that one paragraph as
showing my understanding at the time, this letiter having
been written on March 4, 1942, in the motem litem, so %o
speak, to Mr, W, C. Beale, a citizen of Eastport. dJust
reading this one paragraph:

"Please be assured that the board has not yet arrived
at any declslion ag to what course it will pursue in this
matter, and whlle such decision is pending we are giving
to the entire matter our earnest and sincere consideration.™

Now that was written within a few days after Mr.

Smith says he was authorized to setile the affalrs of
the City of Eastport.

About the 10th or 12th of April, I believe, and while
we were in the midst of conslderatlon of these matters
and while we felt it was particularly important to main-
tain a delicate sense of halance with the bondholders
and other creditors, I was contacted by certaln bond-
holders who desired to know what the plan was that the
board was submlitting for settlement of the Clty of Eastport.
They informed me that they had received a letter from Mr.

Smith =- that was the letter that was read here this
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morning =-- that Mr. Smith said he sent to practically
all of the bondholders of the City of Eastport.

Now coming as it did at that time, we felt very
decidedly that Mr. Smith had gone much further than the
circumstances warranted. We recognize the fact that Mr,
Smith ag well as any other individual has a perfect right
to offer to buy a bond from a bondholder of the City of
Eastport, but Mr, Smith's letter went much farther than
that. Mr. Smith was presenting himself to us as someone,
‘as I understood it, who wanted to work with us and for
us and in cooperation with us to help usg, for a fee, to
work out the affailrs of the City of Eastport, and it would
be natural to presume if he were going to undertake that
he would be expected to work along with us and at least
to let us know what he was doing before he presents a
whole plan of settlement to the bondholders of the city.

This letter, while it very carefully avolded any
specific mention of the board of Emergency Municipal
Ffnance by name, did embrace a full and complete plan
of settlement of the city's affairs: it proposed payment
fex of so much for State taxes and so much on the county
taxes and so much on open accounts and another percentage
to the bondholders, and 1t proposed the lssuance of bonds
by the City of Eastport I believe, all of thosé¢ things
being things that could not be done except by vote and
aporoval of the board. So, being a complete plan, it

naturally carried to the bondholders the implication that
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it wag a plan being worked out for setilement and must
have the backing of the board,

Now when I received that letter I talked with Mr.
Smith about it, as he hag said this morning, and he was
good enough to come down here from Waterville to discuss
the matter, and I pointed out to him that in my opinion
it went much further than we had contemplated because we
had not agreed on any plan. &nd so when the board wasg in
gegsion again on April 16th I read the letter to the board,
and the Tollowing 18 from the record of the meeting as
prepared by our Secretary, Mr. Hayes:

"The Chairman called the attention of the board
to the fact that it had been learned that Smith, White
& Stanley had written letters to certain at least of the
creditors, offering them certain terms of settlement. The
feeling of all members of the board was alike, that not
only had this firm no authority to send out such a letter
but that any settlement made with the creditors could
best be handled directly by the board."

We had reached that conclusion, gentlemen, that
any settlement in Eastport could best be handled by
the board itself or through its agents, the Commissioner
at Eagtport and the attorney who represented the board.

Following that, the board adopted the 76 per cent
proposal which has Jjust been read to you by Mr. Webber;

We went to work on that very earnestly. The first step wam

to submit that plan to the Attorney General, which wag done
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for his approval. Attorney General Cowan studied 1t
at length and in a written opinion approved the legality
of that proposal. Then as Chairman of the board I
addregsed a letter to Judge Powers and asked Judge FPowers
to assemble from the offlclal information that was on
file with him as Speclal Master the data that was necessary
to work out the claims that would be accorded 76 per cent.
Judge Powers did that, went over thesge clalims, submlitted
them to Mr. Burkett, who, in accordance with the vote of
the board, went over the claims further to eliminate
thoge that were obviougly illegal or clearly barred under
the statute of limitations, and Mr. Burkett prepared a
list of thoseclaims that would be subject to the 76 per
cent payment. That was done only after a great deal
of effort and corregpondence with Commissioner Ela 1ln
an attempt to work out certain tax offgetgs. The matter
wagifinally presented to the board and the lisgt of c¢lalims
wag approved by vote of the board.

At about this stage I received from Mr. Smith hig
letter, of which the commlttee has a copy, dated, I think,
the 14th of May, proposing to sell these bonds at 80 per
eent, That letter was gsubmitted to the board and the
board voted not to accept Mr, Smith's offer for several
reasgons. One reason vas that we had very good reason
to believe that Mr. Smith dld not represent all of the

bondholdersg, that he didn't control by any means all of
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bonds of the City of Eastport and was not in a position
to speak for them. Another reason why we didn't accept
that proposal was that we had already definltely learned
that if we paid 80 per cent to the bondholders we couldn't
gsettle with the other creditors, because they would not
accept fifty per cent -- some of them would not accept any-
thing less than was offered to the bondholders, so that
as a practlcal matter that appeared to eliminate the
eighty per cent proposition which Mr. Smith advanced,
Furthermore, as I sald before, we had been strongly urged
and advised by Judge Power s and by Mr. Burkett to make
it a 76 per cent settlement all around,

Another factor that entered into 1t was the matter
of the fee. The board discugsed the fee, and members of
the board expregsed the opinlon, myself included, that
vwe would not be justified in using $10,000 of the money
of the Citizens of Eastport to pay Smith, White & SBtanley.
Mr., Smith says that the matter of the fee wasg never
questioned, I differ with him on thatdn my recollection,
for I recall very distinctly talking with him over the
telephone and telling him one of the things that was
holding the matter up was the matter of that fee, that
we didn't feel justified in paying such a fee,

Well, at the time of that letter bf May 14th the
board had a month previously adopted the 76 per cent
proposal, we were working along on it, it was coming

along well at the time, the Attorney General had approved it,
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Judge FPowers made his list and Mr. Burkett had gone over
it and the thing was working along, therefore we were ﬁot
in a poglition at that time to accept the proposal that
was then made and we so informed Mr. Smith.

Now we proceéded to work on thig 76 per cent settlement
with some degree of success untll early in June, I believe
it was, when I was in Portland and chanced to meet in
the lobby of the Congress Bquare Hotel Mr. Donald O. Smith
of Waterville., Mr., Smith said to me that he understood
that the board had some plan of 1ts own for settlement
of the City of Eastport, and I told him it had. "Well," he
sald, "you never will succeed, you never will be able to
put it through." I sald, "Why is that?" He said, "The
bondholders will not accept." "How do you know that?"

He said, "I know that because I or my firm are among the
bondholders, we have gone out and bought or acquired bonds

of the City of Eastport, and we are not golng to listen

to any proposal that comes from your board. If your board
wants to accept our terms and adopt our plan and pay us

our fee, all well and good: if you don't, we will accept
nothing less than one hundred percent on the bonds, including
interest.”

Well, that didn't appear to me to be a very cooperative
spirit. If I were to find any text in the discussion
that took place here this morning that I thought would
be apnlicable to the entire situation it would be in

Mr, Smith's own language when he testified, as I recall his
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exact words: "We don't give a ¥¥¥¥ gbout the Clty of
Eastport.

Now, gentlemen, the board was concerned with the
City of Bastport. Mr. Sumith stated that not only would
his concern as bondholders which it had now become refuse
any plan except thelr own plan upon which they were to be
retained for thils fee but also unless the board accepted
Mr. Smith's plan which involved this fee he was going to
bring sult: he stated that he had already engaged coungel
and would bring suit againgt the City or Eastport, that
he as a bondholder would levy upon the property of the
inhablitants of Eagtport, that he would sslze property, real
and personal and create such a general furor among the
inhabltants of Eastport that the board would be forced
to adopt nis plan.

Now, gentlemen, as 1 read the law it 18 ny understanding
that the control of the financial affalrs of the City

Wwhether

of Rastport,famm wisely or unwisely, is at present vested
in the State of Malne as represgented by the Board of
Emergency Municipal Finance, Mr., Smith's attitude has been
such as to indicate that he reads that law ag vesting
the control of the Clty of Eastport in the hands of
the firm of Smith, White & Stanley of Waterville. That
has been hig attlitude throughout this entire matter.

I reported to the board Mr. Smith's conversation., I
omitted one part of Mr. Smith's conversation., I am not

sure 1t ought not to be presented to the commlttee, because
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1t is Indicative of his friendly attitude toward the
board, Mr. Smith told me there in the Cangress Square
Hotel, referring to conversation that he had with the
State Auditor and a mewber of the board, that if Mr,
Hayes wasg a younger man he would have sgmashed hlg %¥¥¥ face
in.
MR, SMITH: I stand behind that. Anybody who insults me
as I was insulted there would have to be a #%%¥% of a lot
bigger than I before I would poke him."
MR, HILL: I am glad you corroborate my testimony on that,
MR, SMITH: I do that. May I put a question here?
MR. WEBBER: You will have a chance,
MR. HILL: Following my conversation in Fortland wlth
Mr, Smith I reported the substance of that conversation
to the board at 1ts next meeting and informed the board
that ¥Mr. Pmith had indicated that it wag impossible to
get one hundred per cent concurrence of the bondholders.
The plan as adopted required one hundred per cent agreement
by the bondholders.

Another factor had arlisgen, and that was this: Pursuant
t0 the vote getting forth the plan, as Chairmen I had
gsubmitted to the State of Maine the proposal t0 compromlse
the claim of the State of Maine, and the State Treasurer’
Mr, Belmont Smith, had then submitted certain quegtions |
to the Attorney General., Although the Attorney General

had previously in two memoranda to me indicated his approval
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of the legality of the entire plan which involved the
glving of certaln bonds of the City of Tastport to the
State of Malne, when the question was speclfically submlitted
by the State Treasurer the Attorney General ruled otherwlige
and adviged the State Treasurer that he was not authorized
to accept bonds of the City of Eastport in part payment
of the State tax; therefore it was obvicus under that
ruling that it was impossible to carry that plan legally
into effect; so that, on account of that legal objectlon
and alsgo on account of the position taken by Mr, Smith,
it wasg apparant that particular plan could not be put
into effect, and so in June, I believe it was, the board
voted to regcind that plan. The committee has & copy of
the record on that point.

Following the regcéssion of that plan, the board
pagsed a resolution which made clear the fact that the
board wag not abandoning 1tsg general purposge which still
existed, to work out a settlement in BEastport. That is
recorded in the minuteg of the meeting.

And now reverting a little to some of Mr. Smith's
testimony this morning, one point I would like to clear
up is this: Mr, Smith spoke of the City of Eastport
as having been in default on its bonds for elght years
and referred to the board as having beén unable to
accomplish anything there during that period of elght years.
i

In the first place, believe it should be made clear to
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the committee that the board did not assume control,
did not come into control of the City of Eastport
until the 23rd day of December, 1937, a llttle over
four years. Now he says that during that period the
board has accomplished nothing., It will be admitted, I
think, that prior to the assumption of control by the
State the city was unable to pay 1ts current bills;
creditors were steppling into Eastport and were levying
on the property. The board went into operation, and from
that time to the present the current obligationsg, apart
from interest on bonds all other current obligations have
been pald to date; the gtate taxes, the county taxes, and
all current running expensges and bills have been paid
to date, and at present, gentlemen, there is in the custody
of the State Treasurer $120,000 that has been accumulated
under Btate control sinbe December 2%, 1937, nearly all
of which or a large part of which is avallable for
settlement with creditors. Of that $120,000 $11,000 is
in the form of United States government bonds; the
rest is in cash on deposit by the SBtate Treasurer as
trustee for the City of Eastport; so that I differ with
my friend from Waterville when he says that the board
hag accomplished nothing during that period.

Now at the time that the board repealed the

particular plan of April 16th I personally had come

pretty much to the conclusion, pretty much to the opinion



105
that I s8t11l hold, that before a gatlsfactory settlement
can be made with the City of Eastport further legislation
will be necessary -- and I expressged that opinion in
writing to the board at that time,

It seems to me that there are two possibilities in
FEagtport, and the same thing applies to other towns: one
is a compromise settlement with the possible lmpalrment
of the credit of the municipalities; the other is a
contribution of funds whether in the form of a loan or
a grant or otherwlse by the State of Malne. Well, now
there you come to a question of broad policy of the State.
It goes beyond, in my Judgment, mere policy of adminls-
tration by the board; it becomes a question of state
policy, because it involves not only Eastport but it
involveg the twelve other municipalities under the bpoard
and other towns which may in the future be in Jjust as bad
condition as Eastport or Van Buren.

In Maggachusetts there are only two municipalities,
gso far as I know, that have been under State control: ome
wag the City of Fall River and the other 1s a little
town called Millville which ig a little smaller than the
City of Eastport. In those cases the Commonwealth of
Masgsachusetts dld invest a congiderable amount of money
in those towng to pull them out. The bankers in Boston
took the view that the State of Malne ought to do the
game thing. Now peresonally I doubt thau:vl think the State

ghould go very, very carefully 1in putting money in to
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pay the debts of the City of Eastport or any other
municlipality for the reason you are establishing s
precedent; you cannot draw the line at the boundary of
Easgtport, you have got to go on to these other towns,
some of which are in worse shape than Eastport. There
are other towns that I am sorry to say in my gudgment
are goling to be in equally bad condition within a few
years, towns that are not now under State control, and it
is a question whether adopting such & policy as that
would not get the Btate into very deep water bhefore
it could be carried through to a logleal conclusion. I
can gee one motive, I believeg, In some of the advice
that comes from Boston., Some of thege people are interested
In the sale of Maine securities. If the State were to
dump money into Eastport to pay the debts of Eastport,
that, I assume, would be a very favorable thing to security
galesmen in Masgsachusetts or elsewhere, because it would
serve as a precedent. I suppose it would strengthen all
Maine municipal securities, because the salesman of a
municipal bond would be able to say, "This is a bond of
a2 Maine municipality and when a Malne municipallty gets
into financilal difficulties the Btate comes to its ald
and the State will stand behind any municipal bond that
is in danger of default." $So I think that adviee is not
entirely free of gome possibly selfish, legitimately selfish

motlves on the part of bond salesmen.
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I think there 1ls under the present law no clear
or speclfic provision to the effect that the board may
make compromise settlement. The powersg of the board are
broad, but there is no sgpecific mention 6f a compromlge
gettlement; therse is no authority conferred upon the
court to order a compromise cettlement: the court is
authorized only to determine the validity of clalilms against
the city, not to go further and enforce a settlement
after the validity has been determined.

Now my feeling is that the Legislature ought to decide
whether a municipality in this condition ig to be handled
by means of a compromise sgettlement or whether the State
18 golng to stand behind the municipalitieg for the sake
of preserving munliclpal credlt in general and put in some
money. I think that 1s a broad question that the Legislature
ought to decide.

Now there are certailn other technical difficulties
that stand in the way of settlement: one of them was
mentioned this morning, and that wasg the apparent lack
of authority on the part of the County Commisslonersxz or
anyone elge to compromldge the clalm of the county for
taxes. In all the research and investigation that has
been made,do far as I know no one has been able to discover
any statutory authority for the County Commissioners to
wipe off any part of the county tax. Mr. Smith mentioned

this morning that the State Tax Agsegsor has authority to
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make abatements in certaln cases. That is true, he
has the power of abatement, but his power of abatement
1s limited to one year from the date of assessment, so
that the State Tax Assesgsor could not abate more than
the current year's taxes, which, for instance, in the City
of Eastport case would not be sufficient even to work
out his 80 per cent proposition on the county taxes, If
you abated all of the current jearls taxes still you would
have more than 80 per cent of the claim left. 7You strike
a snag there.

We have encountered other legal obstacles of a
technical nature, and it is my opinion, as expressed to the
bosrd in June, that recommendation should be made to the
incoming legislature for leglslatlion on this subject that
would clarify the manner in which the financlial affairs
were to be settled and to supplement the laws that now
exigt, clear up gome of these difficulties and enable
the board to work the matter out,

I am s8tlll very hopeful that the finances of the
City of Eastport can be put on a sound basis and that
control of the government of the Clty of Eagtport may
be restored to the citizens of Eastport, to whom it belongs,
at the first opportunity.

Very l1likely I have overlooked some things that 1
wanted to mention. If there are any questions, I will be
glad to angwer them to the best of my abllity, knowledgé

and belief.
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MR. WEBBER: Mr, Hill, after the conference of February
17th had been completed what was your feeling and under-
gtanding with regard to Smith, White & Btanley? Did you
anticlipate that thereafter the board would continue to
work with them in attempting to work out a plan, or had
they apparently presented plans none of which were workable,
none of which were acceptable, and, as far as you were
concerned, they were a dead 1issue? Can we get clear as to
whether they had anything to expect after that conference?
MR. HILL: My understanding was exactly this: that following
that conference the board would consider whether or not

it wighed to adopt any plan that had been presented or
might thereafter be presented by Smith, White & Stanley,
and that the board would also consgider the quegtion of
whether or not 1t felt it wise to handle the matter through
Bn investment house. Those two gquesgtlong were open with
us., The firm of Smlth, White & Stanley apparently

reallzed that they had not been authorized to act, because
they kept telephoning me from Waterville every few days
after that to know when the board was going to decide

what it wanted to do.

MR. WERBBER: Now let me ask you this question. Mr. Smith
tesgtifled that he received a sort of an o.kx. from Mr,
Belmont Smith before sending out the letters of April 10th.
Was that brought to your attention in any way, or brought

to the attention of the board?
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MR, HILL: That never came to my attention nor to the
attention of the board until it came from the bondholders
who had received a letter. .
MR. WEBBER: Well, I meant in particular as to whether it
came to your attention that Mr., Belmont Smith, & member
of the board, had given him some what might be construed
ags authorlty to go ahead on the letter.
MR, HILL: ©No, it didn't. And at the time I called to
the attention of the board in meeting the letter that
had been sent out. Mr. Belmont Smith himself, as well
ag Mr. Hayes, expressed the opinlon that Smith, White &
Stanley were not authorized to submit a plan to the
bondholders. That was my understanding at that time and
I find it was so recorded at the time in the records of
the meeting by Mr. Hayes, the Secretary.
MR, WEBBER: Let me ask you thils question and then I think
I am through: What effect do you feel there has bsen upon
the workability of the Emergency Finance Commission law
cauged by the decision making a part of the act uncon-
stitutional? In other words, hasg that disrupted what you
might be otherwise able to do or can you functlon reasonably
well in spite of that loss of that part of the act?
MR, HILL: During the time that 1 have been a member of
the board we have had no difficulty resulting from that,
although of course I can foresee that there may be great

difficulty at gome time. If one of these matters in the
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Eastport case or the Van Buren case goes through to a

final decidion by the Law Court and the Law Court

ultimately finally adjudicates the amount of the city's
indebtednegs, then I assume suits might be brought and
great'difficulty arise unless the board is then in &
position to settle in some manner. I think Mr. Burkett,
who was connected with this matter long before I was,

could probably tell the board there wag difficulty along

" back arising from that decision, that it was only with

great effort that the board and Mr. Burkett succeeded

in persuading creditors in some instances not to bring

sults againgt the c¢ity; but there has been no difficulty

of that kind since I have been on the board.

MR, PAYSON: George, as Mr., Smith says, "To¥**#¥wgith Eastport" --
would you care to develop the proposition of the State
stepping into this helping out of towns? 'May I sUggest:this:
If the State should exercise a certain amount of preventive
control over towns not within the board that are bankrupt
“now but towns that in the future may become so -- would you
care to go into that proposition?

MR, HILL: Yes; I might comment a little on that, I

might say we have made some investigations ag to the

manner in which the Commonwealth of Massachusetts has

dealt with a somewhat simllar problem and the manner 1in
which the State of New Jersey has dealt with it, and, wholly
apart from state control of financlally embarrassed hmunicipalities,

both Masgachusetts and New Jersey and many other states
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exercise a much more rigid control over all municipalities
than we do here in the State of Maine. Here in this State
our municipalities are comparatively free from State control.
In Massachusetts the tax rates have to be approved by
the Commissloner of Corporations and Taxation: in New
Jersey a municipality cannot lissue a bond or borrow any
money or enter into any other substantial financial
transaction without the approval of the State government.
Here I think if the State were to exercise more control
in certain respects, much as I fundamentally dislike 1t,
1t would probably be of value to the finances of some of
thege communities.
I think we are confronted with two major dlfficulties:
one is the economic condition that obtainsg in & certain
part of our State, which was very, very serious as you
all know, up along the 8t. John valley and down in Eastport.
I do not feel that condition is confined to those particular
regilons: I think it exists 1in a marked degree in a certain
area that emﬁraces the egouthern part of Arocostook County
northesagt
and the northern part of Wasghington County and the/portion
of Penobscot County where industries have vanished, where
people have left the farms and where conditions are such
there ig just not the economic basls for the continued
exlgtence in a prosperous condition of some of these
communities. And now 1t has extended down into Calals,
where conditiong are very, very bad, not that they have

become bad that it has been brought to the board for the
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Btate to gtep in and assume control in Calais as yet,
but there are very many localities in whkizk the State
of Maine that unless there is some change I cannot foresee
that are going to continue to decline. I think that
economic factor is one thing, and then I think there is
also the factor of bad local management in some of these
localitiesg. There is the fact that the SBtate already
is requiring munlcipalities to raise so much money for
certain undertakings. There are cases where a municipality
if left by itself, if 1t didn't have to come up to certain
standards set by the State, could reduce its taxes and
could probably survive, but with the burdens imposged by
the State it 1¢ becoming impogsible for some of these
towns to meet them. Our whole structure of government has
now asgumed so many functlons, has gone so far in certain
gocialistic trends that the burden hag just become too
great for some of these poorer municipalities,
MR, PAYSON: Getting away from that economic proposition
which we cannot touch anyway, there are possibilitles of
swapping State help for some State control, the same as
the federal governmgn? does with us: that 18 if the State

supervision

can have some zpM¥yp¥/over the financing of municipalities
they might be willing to assume some resgponsibillity for
their financial obligations?
MR. HILL: That I suppose is true. If the Btate were to

assist any of these towns in meeting their obligations, I
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should suppose the State would want to acquire or retaln
some degree of control more than they have over the
ordinary municipality at present.

MR. PAYSON: I am not talking about these bankrupt towns,
I am talking about the future, a preventive propoglition.
MR. HILL: Yee, I understand that. Any of these other
towng, 1T the State is going to put meney into those
towng ~-- perhaps you don't mean putting in any money, but
gimply exercise control as a preventive measure?

MR, PAYSON: T dos that is exactly 1it.

MR. HILL: That 18 belng done in other states to a far
greater degree than we do it here.

MR. WEBBER: Now we can give Mr., Smith an opportunity to
ask questions,

MR, DOW: Mr, Smith, wlll you confine yourself to questions
and. answerg, so we can get to all these other people?

MR. DONALD SMITH: There are geveral things we dlsagree
on: the question of whether we had any authority or not,
apparently we will never agree on that.

MR, WEBBER: We have the evidence on both sides,.

MR, SMITH: But there is a statement here Mr. Hill made
about down in Portland. He says I sald that we owned
some bonds and controlled enough so that we would force
the board to adopt our plan. I never made any mention of
foreing the board to adopt our plan. The statement I made
was Wwe own bonds and control bonds. We never have made

any statement to the board of the amount of bonds we control;
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and we don't make 1t now or intend to make it, but we

do control some bonds; whether they believe it or don't
believe it 1s another gquestion., But the reason we made
that statewment is because if this plan does not go through
of ours we are still working for the bondholders and our
other agreement which we have will become retroactive,

the agreement we have to collect as much as we can for

the bondholders and we get 15 per cent on it. That was
cancelled only on the agsumption thie plan went through.
We didn't make any sgtatement about forcing the State to
adopt our plan. We cannot force them to do angthing; I
realize that.

MR, HELL: May I speak with reference to that now? I will
agree with what Mr. Bmith says to this extent: I will
agree to this, that Mr. Smith at FPortland probably didn't
use the word "forece". I agree to that. But when he said
that thig other plan would not go tlrough because they
wouldn't consent, I then asked him the specific guestion
ag to whether or not he was indicating to me that the
firm of Bmith, White & Stanley would block any other
propogal than the one they had advanced and he sald that
wag exactly what me meant.

MR. BMITHsy That covers the ground pretty well. There
wasn't any word "force." What we arrived at, we wouldu

go back to our original proposition to the bondholders and

collect as much money as we could from the bondholders of
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the City of Eastport.
MR, HILL: Also I asgked Mr, Smith at Portland, for the
informatlon of the board, if he would tell me how many
bondsg bhey:-owned or controlled, and he said, "No, I will
not give you that information." I think you will agree
with that, you definitely declined to tell us how many
bonds you held?
MR, SMITH® Yeg. We will stand by that. We have gilven
all the information we can to the board, and, as far as
I can see, it has not helped us any.
MR, WEBBER: Mr, Smith, you are of course not the witness,
but as long ag you have ralsed the point, wouldn't it be
a Talr gstatement that you proposed a plan, the exatt
detalls of which were never worked out apparently -- everybody
seems to agree to that -- but they roughly call for one per
cent 1interest, somewhere around 80 per cent ofi bonds, and
a substantially lower percentage to unsecured creditors,
which proposal, for both practical and legal reasons,
has since proved to be unworkable -- 1 refer to the
attitude of some of the unsecured creditorg and the legal
difficulty of county abatement.
MR. SMITH: I do not think you can say it is unworkable,
becauge you can do an awful lot of things that look
lmposgible. I could sit here all the afternoon and tell
you about communities that we have refinanced and the Bogton
lawyers and the Boston bankers and everybody else sald it

wag impossible to do., All you have got to do 1s look over
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Waterville if you want to study the situation.
MR. WEBBER: Perhaps I am basing my assumptlon on the
knowledge of Mr, Ned Merrill,
MR, SMITH: That is something that might come up, and I
do not belleve the board could gstate our plan could not
go through because of this or because of that, because we
never vere given a chance to put it through.
MR, WEBBER: Mr, Smith, don't we all agree here -- perhaps
the Boston bankers don't agree with us -- but don't we
agree here by and large 1t would be for the best interests
of everybody if a compromise could be worked out?y I am
not trylng to argue with you, but let me ask you this:
Do you think it is entirely fair to use the blocker which
you have,and which everyone recognizes you legally own and
have a right to, to stop any proposed settlement except
one which seemg to have very definite legal and practical
difficulties in its way? Do you think that is falr? Isg
it & pogition you want to be in as an investment man interegted
In municipalities of the State of Malne?
MR, BMITH: Yes, under the circumstancegs. We have taken
that stand with our eyes wlde open. Here we present a plan
to the board; apparently there 1s no dissension; the
thing is never questioned, and we work along a month or
two and nothing is sald; then we come up tc¢ a polnt where
one little decislon ig walting,and I believe the question
was whether they should go along on some plan as suggested

there. Now we come up to that point, and the questlion was
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agked in that meeting -- Mr. Hill, did you ask us the
question of whether or not we would purchase $50,000 of
City of Eastport bonds?

MR. HILL: ©No. I probably asked you what your plan con-
templated, whether under your plan you proposed to purchase
these bonds or whether you proposed to go out and sell
them to the public. I didn't ask you to buy them.

MR, SHMITH! You will recall there was some discussion ag
to whethef the state and the county could take bonds or
would take bonds?

MR, HILL: Well, I don't know ag I can identify the particular
occasion. That has been discussed. Very likely 1t was.
MR, SMITH: At any rate, in that meeting we did take

the definite stand, and we carried a liability for six
weeks, I don't know whether you gentlemen realize just
what that meaﬁs or not, but that was one devil of a
liability to carry in such times as these., We agreed to
purchase $50,000 of bonds of the City of Eastport, and
the reagon we were so ilmpatlient wasg because we had that
liability. We wanted to get out of the liability, but we
never were given any chance to get out of it. That is
our poglitlion in this: they have one side and we another,
and there 1s a misunderstanding in between, that ig all,
quite a misunderstanding. We told them right in that
meeting, "We will hold our orgenization ready to start

thig thing. You fellows agree it should be done lmmediately.
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We will hold our organization ready to go on this." and
Wwe did for six weeks. I ask you gentlemen whether or
not, in view of what has happened since then and in view
of the money we gpent on the City of Hastport, what would
you say on bonds that you owned and controlled? Would
you say, "Sure, I will take 76 per cent on them." I
wouldn't. I don't believe your plan is for the best
interests of the Btate of Maine. The only difference
between them is a small percentage which doesn't amount
to anything. We do not care whether it is 76 or 80. The
only other question is the guestion of the #10,000 fee
we stuck in there and which we belleve we are entltled
to, and that is a very small fee for settling the affalrs
of the City of Eastport, and I think before the Commigsion
gets through with 1t they will agree it would be a very
small fee.,
MR. WEBBER: Have you other guegtions of Mr., H1ll?
MR, SMITH: I would like to ask Mr. H1ll how much the taxes
in the City of Eastport have been raised since the board
took it over?
MR, HILL: I wouldn't dare to give you that figure without
congulting my book., I have 1t on ny desk.
MR, SMITH: Mr., Hayes, you probably recall that the
tax rate has, since the board hasg been in operation, at
one time been over one hundred mills. It is ninety-two

now, isn't it?
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MR, HILL: I will tell you this: the valuation hag been
reduced.
MR, SMITH: Who does that benefit, or who does it hurt? |
The Btate really loses slightly, does it not%
MR. HILL: The Btate valuation wag reduced by my predecessor,
yes. Of course conditions have been such there as to
require a reduction,
MR. SB8MITH: Don't you figure thig situation is costing the
State of Maine indirectly:whether you can gee it in black
and white or not, it ig still there?
MR. HILL: The economic situation at Eagtport is costing
the State of Maine because of the depreciation in values
of property at Eastport, yes.
MR. BMITH* Has there been considerable PWA money and other
money put into Eastport, probably more than in other
communities which are not under State control?
FR.HILL: Well, there has been money put into Easgtport, PWA.
MR, SMITH: I think it would surprlige any mewmber of the
Commlttee to know the amount of money that has gone into
Eastport in the last few years by PWA., The reason I am
bringing this point out is that for five years here thils
city has been under HBtate control, practically five years
now, December 23rd., and it is costing the State a lot
of money. Your accrued interest 1s running up around
$10,000 a year now. These fellows have accumulated $120,000.

The acerued interest in that time hasg been running along and
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your tax rate has been raised -- I think it was 57 mills,
and 1t was ralsed once over 100 mills and I think last
year it was 90 mille. This board has not saved any money
in Eastport: all they have done is taken a few of the
best taxpayers in HZastport and tacked a very high rate
on them and made them pay. They might as well have gone down
and asked them to contribute the money.

MR, HILL: I do not think I can subscribe to that statement.
Whether the tax rate has been increased or not by itself
does not indicate the amount of money that has been raised
in the City orf Eastport. The valuation has been lowered
because of economic conditions. The valuation of the

City of Eastport was subsgtantially reduced a few years ago.
Valuatione in various municipalities have been reduced

when the economic situation was such as to warrant it.

With a reduction in valuation naturally comes a corresponding
inerease in rate if the same amount of money 1s raised.

MR. BMITH: Do you feel the credit of the City of Eastport
has been improved since the board took it over?

MR. HILL: I feel that the financial standing of the

City of Eastport 1is very much better since the State took

it over. At the time the State did take over the City

of Eastport, while I have no personal knowledge of it, it

is my understanding there wag practically a condition of
financial chaog there which would undoubtedly have been

much worse if the Btate had not taken it over.
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MR, SMITH: Don't you feel now the question of chaos
is Jhst a quegtlon of time, and you are right in it again
after your Master's report is filed?
MR, HILL: I think that would undoubtedly be true 1if all
the creditors of the City of Eastport took the same position
you take, yes,
MR, SMITH! I think probably they will. They are still just
human beings. When you try to make a comparison of what
has heppened in Masgachusetts, in Fall River, and compare
it with Zastport,there just isn't any comparison; there
is no way to compare them. We have 15 bondholders and
you can contact those, but Fall River couldn't contact
the bondholders and get them together. The only reason we
can work this out 1s because the creditors are very few
and we can get them together easily,

I would like to agk one more question: Is some sort
of a compromisge being worked out in Van Buren?
MR. HILL: No; the board has taken no actlon other than
to make some exploration of posgibilities there.
MR, SMITH% Do you have any recollectlion compromlges were
proposed by your predecesgor in office, Mr. Holley?
MR, HILL: No. I think there was a case of a compromise
of an individual claim of substantial proportions by my
predecesgor in Van Buren, but I know of no general
compromise,
ME., SMITH® You wouldn't have any knowledge that the

town of Danforth was asked to compromise a pill of around
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two or three thousand dollars that Wytopitlock owed
at fifty cents on a dollar, and were told if they didn't
accept fifty pents on a dollar it would probably be years
of litigation before they got anything?
MR. HILL: You are talking about Van Buren or Wytopitlock?
MR. BMITH: I have switched to Danforth.
MR, HILL: A claim of the town of Danforth againsgt Reed
Plantation?
MR, SMITH: Against Wytopitlock. ;
MR. HILL: Wytopitlock is in Reed Flantatlion. No; I have
no personal knowledge or recollection of that particular
clalm. I do know in some cases in Reed Plantation there
have been some compromlges of individual accounts: I know
nothing of the claims of the town of Danforth.
MR, WEBBER: It seems to me that is rather oftf the point.
MR, SMITH: The only reason I am bringing that up: this
comnission has gone to Boston, two men have talked to
Boston bankersg and others regarding the question of
whether or not a compromise ghould or could be put through,
and at the same tlme the Commlsslon has already been making
compromises. That 1s the only reason I bring the point
out: compromises have been made in the past and are
belng made now,
MR, HILL: You don't know of any case in which the entire
indebtednegs of any munilclpality under the control of
the State has been compromised?

MR, SMITH: I could cite an instance which I wouldn't care to
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publiclze, of the town of Patten, Do you happen to be
aware of that situatlion?

MR, HILL: The town of Patten is not under the control

of the State or the Board of Emergency Municipal Finance.
You are getting now into another matter I would be glad
to dlscuss with you 1f the Committee wants to go into

side issuesd,

MR, BMITH: As a matter of fact, the town of Patten had
outstanding bonds and they were way over their debt

limit. The town is now within its debt 1limit, and we

put through a proposition which ls exactly the same or a
gimilar proposition to what has been proposged here. The
otate owned some of the bonds,

MR. STANLEY: I had just one or two points -- I wont bring
them up In their chronological order; but when Mr., Hill
was going over the matter of how much easler it woula be
for the bond men of Massachusetts to sell State of Maine
bonds with the State of Maine practically guaranteeing

the loans, he 1s absgolutely right, 1t would be eagler;

but I think that perhapsg unintentionally he gave the
impregsion that it would be to the great benefit of the
bondholders -- and that is wny the houses give 1t that way --
but please do not overlook the fact it would be to the
benefit of the interest rate pald by the State of Malne
and municipalities, becauge you can sell anything at a
price -- State of Maine bonds coming out at one and a half

instead of four, there wouldn't be any trouble in selling them,
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I do not suppose 1t is necessary for me to bring
this up, but if my memory ig at all correct, and if this
ls permissible, Mr, Webber, I would like to asgk that you
as attorney for the committee would read with great care
at some time Mr. Smith's testimony this morning, and
certain statements which I can't remember where Mr, Hkll
has stated that Mr. Smith has sald certaln things which
Wwill be clearly outlined when you read the evidence.

MR. WEBBER® 1In other words, what you are indicating is
that there 1s a sharp confliet of testimony on certain
points. I think we are quite aware of that, Mr. Stanley.
MR. STANLEY: May I bring out just one more point, thig
business of the thirty-six hours after the February 17th
meeting and telephone calls, to me that 1s a question of
memory evlidently with Mr, Hkx1ll and members of the board
a8 well as myself.

MR, WEBBER! That is a matter of personal recollection,
MR, STANLEY: But I would like also to say and to go on
record as a member of the firm that it was at least ten
dayse before anything was sald, and I think three will
definitely cover the calls, and I do not recall the three.
MR. HILL: I might add, all telephone conversations to
which I referred were conversations with Mr, Smith, not
Mr. 3tanley.

CHAIRMAN DOW: I would Jjust like to make one statemant to

sum up this evidence in about five sentences on points where
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you do agree., One is by your tegtimony and Mr. Smith's --
you both tegtify you want to see a workable law?

MR. HILL: Yeg; I agree with some of the things Mr. Smith
sald on the matter of legislation.

CHAIRMAN DOW: 9o as to have a workable law, possibly
embracing not only townsg in trouble but towns about to be
involved in trouble. Also, he agrees you don't owe him
any money, and you agree on that?

MR. HILL: We agree on that.

MR. WEBBER: And they agree that as long as Mr. Smith and
Mr, Stanley own those bonds and are not in a mood to accept
any proposition of compromise except their proposed plan,
that no matter how many times the leglslature may amend
or strengthen the law there will still be no compromisge of
the affalrs of the Clty of Eastport? Ig that a fair
statement?

MR, SMITH: Yes. But I would like to bring out a point:
One of the reasons we will not accept a propogition from
the Commiegsion where they are trying to put it through

igs becausé they are not going to improve the credit of
the City of Eastport or any other municlpality; they are
going to Enjure it the minute they step in there asg a
Commission and try to compromise. There is an awful big
difterence between an invegtment flrm compromising thesge
obligationg and the Commission which isg running the City
of Eagtport; from a credlt gtandpoint there is all the

difference in the world.
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MR, STANLEY: This is a polnt I think Mr. Hill brought up
when he said the bankers of the State of Massachugetts
and the City of Boston sald it was not feasible for the
Commigsgion to do it. We told them that first day when wve
met with them that it was not feaslible for the Commissgion
to compromise.,
MR, HILL: I beg to differ a little on that, Mr. Stanley.
Qur advice from Roston was it would be & disasterous thing
to do, whether the action were taken by the Commission or
whether it was purely voluntary, consisting only of the
purchase of bonds by the City of Eastport or by the board,
that the result would be the same in elther case.
MR. WEBBER: The feseling in Boston was it should be one
hundred cents on a dollar?
MR, HILL: In any event.

I think it would be of assgistance to the committee
to hear testimony of the other members of the board that
were present at the conversation with Mr. Bmith and Mr.
Stanley: Mr. Hayes and Mr. Belmont Smith; and I think 1t
would also be of aggistance to the commltteec 1f Judge
Powers would testify concerning his conferences with the
board,
MR, BMITH: May I agk Mr. Burkett a guestion?
MR, WEBBER: Walt a minute. Let us see 1f we cannot
proceed in good order. I am sure you will have an opportunity.

(Brief recesgs)
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MR, WEBBER: I wonder, Mr.Chairmen, if we cannot expedite
matters, because we all want to get through this afternoon,
if in calling on these other gentlemen we simply take
a statement from them that they corroborate Mr, Hill, if
they do, and then offer any supplementary material that
occurs to them?
CHAIRMAN DOW: With the exception of Judge Powers.
JUDGE FPOWJERS: I will agree to be brief,
MR, WEBBER; We will assume that thesge gentlemen for the
most part will corroborate Mr, Hill, and there is no
point in going all over the same story agaein: the committee,
1 think, has it very well in mind at the present time, so
I make that suggestion. Wouldn't your evidence, Belmont,
and yourg, Mr., Hayeg, subsgtantiate what Mr. H1ll has sald?
MR, BELMONT SMITH: That is right.

I would like to add in regard to that letter that
Mr. Smith gent out that he called me and asked me 1f it
would be all right to send out an offer to pay so much
for the bonds. I certelnly did agree with that; but as
far as making a compromige settlement, that is another
matter. I guegs Mr, Smith will substantiate that.
MR, DONALD SMITH: Yes,
MR, BELMONT SMITH: 1In connection with that, I will say
ag State Treasurer probably not a week goesg by but 1 get
one or a dozen letters, offers to buy bonds, and also on
compromise settlements. Any of you gentlemen that will

bring me in $8000 on those 410,000 bonds any tlime between now
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and January lst., I will recommend to the Governor that
it be accepted.

Also, may I clear up in regard to Mr. Holley =-- Mr,
Smith made the statement he couldn't get any information
from Mr. Holley. We had no information. There were all
kinds of rumors in regard to Eagtport. We had an auditor
down there, Mr. Hatch, who was a former state auditor., We
thought he was going to be there about three months. Instead
of that 1t was two years and a half before we got rid of
him, and the only audit we got was from Mr. Hayes' department
as of January 1, 1941. Is that right?

MR, HAYES: You have had it every January lst.

MR, BELMONT SMITHg That 18 the only reported audit we
could give out reél informatidén on. And I also think Mr.
Holley and myself have never refused to allow anybody to
know about the situatlion of Eastﬁort as far as we knew it.
There were a lot of things we didn't know. Do I make
myself clear on that?

MR, WEBBER: That ig pretty much anclent history. I I
have got it stralght in my own mind, the current policy
of the pregent board is to get information and insist that
Mr. Ela give information, Is that correct, Mr. H11l1l?

MR, HILL: The records will ghow in 1941, very soon after
I took office, a vote wasg unanimously passged and recorded
by the board egtablishing i1t as the policy of the board

that full information be made available to all citizens and
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all creditors and to other pergons who had a legitimete
interest in the city's buginesgs, and that is and has Dbeen
the policy of the board ever since my connectlion with it.
MR, HAYES: May I add one more word supplementing what
Mr, Hill has sald: At no time did I know of any vote of
the board or acceptance informally by the board of Smith
and Stanley untlil the final vote was passed turning down
the lagt proposition they put up. When Mr. Smith came down
there first, my understanding was he came there at hisgs
ovn requegt as & salesman to sgell a proposition to ug.

He gent word to others he had a proposgition to put up to
ug, and he came in a way to sell a proposition to us,

In regard to February 17th., I have no memory of the
polling of the members of the board that Mr. Smith spoke of,
and bhere 1is certainly no record of it, and at no time
have I had any knowledge, directly or indirectly, that Smith,
White & Btanley were given any right to proceed in the
matter. And the conference between Mr, Smith and myself,
which hasg been spoken of once or twice, in the lobbey of
the Augusta House, at which George Peabody was presgent, was
a case where Mr., Peabody and Mr., Smith came out of the
dining room and came to where 1 sat 1n the lobbey and we
entered into conversatlon. Mr, Bmith made the statement he
was acting under authorization of the board, and I told
him in my opinion he was not, and he didn't like it. That
was the subject of the famous conference.'

MR, WEBBER: I do not think that type of thing, although of

pa
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course 1t 1lg bound to come into discussglon, will help
us much with the future of the Clty of Eastport, so
Wwe will make ag 1little of it as we poseibly can,.

Now are there any questions by the Committee of either

Mr, Belmont Smith or Mr, Hayes before we leave them?
CHAIRMAN DOW: Any questlons of either of these two
gentlemen?
MR. PAYSON: I should like to have Mr. Hayes express any
ideas he hag in regard to any remedial legislatlion, not
necesgsarily with respect to Eastport but with respect
to bankrupt towns and future bankrupt towns.
MR, HAYES: I have come to the feeling, from working on
municlpal audiﬁ work in the Btate and seelng audlt reporte
of all municipalities going over my degk, that there are
aulte a number of towns and possibly one or two citieg in
the State of Maine that simply cennot ever work themselves
out from their present sgsituation becausge of the polints
that Mr. Hill raised: simply lost tax-raising possibility.
Moegt of those, I think, 1f they could get rid of thelr
past-incurred indebtedness in some way, could; and I am
theoretically in favor, whenever it 1s practicable, of
either a compromige settlement of debts, which will be
something along the samé basic principles as bankruptcy
provided in commercial businesg or assignment to creditors,
or the State has got to step in in some way directly or
indirectly. The policy in Massachusetts ig for the

State to stand behind and step in, but here we have got no
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pollicy either way. I agree with Mr. Hill that the
present law does not certainly give any right for the
8tate to step in. I am not talking about Eastport: I am
talking about the other municipalities. There ig a strong
quegtion in my mind whether the present law definitely
allowe a compromise settlement. The feellng was universal
in Maggachugetta in officlal headquarters -- there wasg
one very slight error in Mr. Hill's testimony: I did not
contact any of the financlal people in Massgachusetts; I
confined myself entirely to state and city officlals there,
and one of the towns that is under the municipal board
there, and the universal feeling I got from the officials
and the universal feeling Fred Paine got from financial
headquarters there was the terrific black mark from every
standpoint if there was any repudiation of public debts.
I said, "It ie not repudiation, it is a coumpromlse
gettlement." They said, "It amounts to the same thing.Any
compromise settlement of the public debts of a municipality
ig repydiation." And Paine got the same thing from peopke
he interviewed. I couldn't agree with it, because to me
they sgeem entirely different, but there they said it would
absolutely undermine the financial structure of municipalitiles
in Maine. The larger cities, probably five places in
Maine which are A-1 credit risks today, they sald even
they would have to pay one-half per cent or a quarter per
cent more for thelr loang: if we ever did anything like

that it would result in ralsing the interest rates
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municipalities would pay and pogsibly even the State
would pay; and they put up the proposition that the
State could afford to invest up to half a million dollars
in sick municipalities and make money on it over the amount
they would have to pay for interest i1f they put over such
a thing as this, In that I think my feeling and Mr. Smith's
agree a good deal. I think it is a big problem before-the
Leglislature, what line the State of Malilne will take in
the future,

0f course we in Maine have a problem entirely different
than Magsachusetts, and I think a bigger one and mdst
generally spread over the Btate, 1 am going to say there
are thirty to fifty municipalities in the State of Maine
that 1t will be nip and tuck whether they can ever pull
out from under, and some of them assuredly cannot get
out from under without scaling down of thelr debts or
State asslistance.

The municipalities that have come under the board
have peaid their way currently with the exception of lnterest
on bondes and state taxes; they have paid thelr way currently
and accumulated some money agalinst past debts. In other
words, it has been proved these municipalities can 1ive
currently 1f they can get out from under the back load;
but there are very few of the thirteen we have and a lot
that we don't have that I do not think ever can get off

the back load -- do you, Mr, H111l?
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MR, HILL: I think that is a very falr statement,amd ny
views coinclde with that, as to the inability of certain
of our munleipalities, both under the board and outside
of board control, to pay off their debts without one or
the other of two things: either a compromise of their
Indebtedness or aselistance from the State. I think it
must be one or the other,
MR. HAYES: There is one other point that indirectly
comes into this that I alone can speak of better than
other people in the room.

The Commissioner of Finance and the State Auditor
are given certaln rights by Chapter 13 of the Public
Lawg of 1941 to certify to the Controller accounts receive-
able in favor of the State of Maine to be scaled down
or wiped off when approved by the Governor. There has
been only one casgse where we have uged that right in
connection with a municlyprality, and that involved only .a
scaling down of the interest on the State tax., It was
only done after forcing the county to take the same
action in regard to interest on the county tax. That was
done by Mr. Paine and myself back before Jim Mossman
came in as Finance Commissioner. We Nave both been inclined
to regret our action in that regard, and the policy of
the present Finance Commissioner and the State Auditor
is to materlally question whether the intent of Chapter

1% of the Laws of 1941 ever intended a scale-down of debts
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owed the State of Malne by municipalities, certainly
as applieg to taxes. We shall certainly be very loath
indeed, at lesast until the law 1s changed or a new law
put through, to put up to the Governor any write-down
of debts owed by municipalities to the State of Maine,
We have turned down probably ten cases during the last
sumner where they wanted to get out from under. In
gome of the cages municipalities were well able to pay
thelr debts, and we religiously turned case after case
down.

This noon when I was at my desk downstalrsg, a long
schedule of figures from one of the municipalities of
the State of Maine came in where they wanted thé&ir debts
scaled down. I didn't get a chance to read it through.
It ig a matter that has been up before and we hneve turned
it down once,

That is covered in the State Auditor's report, which
I hope will be out sometime. Before putting it in there
I went over to Jim Mossman, and what 18 sald there
represents the view of both of us, that we will bhe very
loath to certify to the Governor debis of any municipality
for scaling down; and 1 think it is very questionable
under that law whether we could ever have scaled this
down: we certainly would not have passed a 76 per cent
flat gsettlement.

MR. WEBBER: Well, Mr,., Hayes, didn't you as a member of
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the Comwission vote for 76 per cent?
MR. HAYES: T voted for 76 per cent from the standpoint
of the Commission because there were two votes agalnst
me and I might Just as well. The records will show I wasg
consistently at every meeting opposed to the 76 per cent.
MR. BELMONT SMITH: Wasn't that vote unanimous?
MR. HAYES: It wasg unanimous in the end.
MR. HILL: It might be noted there that the records or
correspondence ghow that the Attorney General has ruled
that the Commissioner of Finance and the State Auditor
do have that authority with respect to the principal ag
well as the interest on taxes,
MR, WEBBER: Any other guestions of Mr. Smith or Mr. Hayes?
If not, these two gentlemen from Eastport, or from the
county anyway, do they have anything to suggest to us
that may be helpful -- Mr. Beckett or Mr, Vose?
MR. BECKETT: Ag a resident of Eastport, I would like
to differ with Mr. Donald Smith on the statement that
the Emergency Board had not accomplished anything in five
years in Bastport, because I think the people down there
are very well satisfied with what they have done and feel
they have done a very good job. There didn't geem to be
anybody to defend the board, so I would like to bring
that up.

When they took us over down there, there was a

political upset there which had rather a bad odor, and we

got into pretty deep trouble. They think so much of the
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board -- I think I can make the statement that they
really prefer, if the settlement of the affalrs of Eastport
terminated control by the board they would prefer to have
1t carry along and the board keep control rather than to
have 1t go back to the o0ld regleme that handled it,.

MR. WEBBER: Mr. Beckett, you are a resident of Eastport?
MR. BECKETT: Yes.

MR, WEBBER: And you are County Commissioner of Washington
County?

MR. WEBBER: Yes. And also with regard to the county in
the abatement of county tax, I never could find where the
Board of County Commilssioners had any authority to scale
down the tax, and Mr, Smith's suggestion of abatement

of the present current tax does not appeal to me, as the
County of Waghington, like other countles in the State,
has not any surplus money. We owe more than any other
county in the State, and we have to work entlrely on a
budget, and to take even the tax of Eastport for the
current year away from the County by abatement would
gerlously upset the filnances of the County.

MR, WEBEBER: Mr. Voge, have you anything to suggest?

MR, VOBE: I might add that I agree with Mr. Beckett 1n
that the citizens in Bastport are entirely satlsifled --
that is the majority of them, the property owners and

the heavy taxpayers are 1In agreement that they would
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prefer the board stay there, and that the present managd-
ment has been sound and efficient. I have discussed with
gsome of thege people informally, without any authority,
in regard to a compromise settlement, and they do feel
that perhaps the citlzens themselves would be interested
in raising some money for it, but only on condition that

hey have gome asgsurance from the State that that present
management or one asg efficient would continue,

MR, WEBBER: 1In other words, Mr. Vose, you don't trust
local self-government in Eastport?
MR. VOSE: I dildn't say I didn't.

(Off record discussion)
MR, DONALD BMITH: I think the point hasg been brought out
rather gsubtly whether 1t was because of the good work of
the board or becausge they were afrald to go back to theilr
own government,

I was recently 1n Boston,and a certain man has been
down there from Zastport canvagsing Boston municipal houses
to find out if they would congider buylng some City of
Bagtport bonds, and he represented himself, ag I understand
it, to be the Mayor of the City of Eastport

I would 1like to agk Mr. Beckett how much the county
tax of the City of Eastport is.

MR, BECKETT: T think it is $4900.
MR. BMITH: And would it dilsrupt your budget too much if

you were to get the payment of all of the back taxes?
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MR. BECKETT: That 1s obligated on a back county debt.
That is set up as debt retirement on back county @debit,
and 1t should not be used to run the county for the current
year.
- MR. FRANE U. BURKETT: When this Emergency Municilpal
Finance Board was get up back in 1933, it was apparent
then there was, Just as explained today, a lot of cities
and towns in Maine that could not ever work out of their
situation,

I have got a little computation I made day before
yesterday, showing the condition of some of the thirteen
towng that we have got. Just as an illustration -- 1
wont try to give them all -- but the town of Connor, a
émall place between Carlbou and Van Buren, with a borrowing
capacity or debt limit of $7500, owes, according to the
rpport of the Master $56,600. Now that is the worst of
them 2ll. The town of Kingman, in Fenobscot County, the
only one wé have in that county, with a debt limit of
47300, owes $42,000, Now that is 50 per cent or more
of the present valuation. In the town of Connor, if all
the real and personal property of the town of Connor was
s0ld, assuming it is all free and clear of mortgages,
which of courge 1g not true, a capltal levy made in that
town would not pay off its present debt.

Van Buren, with a $50,000 1imit, owes $180,000.

Fort Kent, with $62,000 borrowing cgpacity, owes $1%0,000;

and Bagtport, as hasg been explained, with a %50,000 borrowing
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capacity, owes %208,000 according to the Master's report;

At the time the board was first enacted into law,
it was apparent that something had to be done to save
some of these communities from utter financial chaos.
The act was flrst passed in 1933, was amended in 1935,
and no action taken under 1t until 1937, when we started
teking over the first towns. We didn't take over any
towns then until the creditors had secured judgment
againgt them and were in those towns levying upon real
and personal property. In the town of Blalne somebody
got Judgment and went in and took the automoblleg of the
first and sgecond selectmen and applied 1t to the debt,
and. they have never been repaid. One in Van Buren took
a stock of drugs out of a drugstore. They went 1into
Kingman and, after having got Judgment, levied on twelve
of the farms in Kilngman, practically all of which were
mortgeged to the Federal Land Bank. The EKastern Trust
and Banking Company took those farms and sold them and in
many cases people had to move off,

But 1t was the idea of the board, back of the time
Mr, Hill and Mr,., Hayed came on it, that what the board
could accomplish in these communities was to go in and
take over the administration of affairs, stop all these
@ulite and judgments, stop the waste and extravagance that
wag obvlously occurring in these townsg, try and give them

efficlent management, tax them a little extra so that they
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could bulld up a fund to be ultimately used for debt
retirement, with the hope that after two or three years
of that type of wmanagement the people of these communities
would pull themselves together, cast out the people who
had been getting them into difficulties, and take hold
of the situation themselves and help work out a compronmise
settlement of their affalrs.

It ig not any usge, of course, tea talk in the town
of Connor, with that problem facing us, of only two methods
of settlement: one a compromise settlement with creditors,
which would be at most 7 per cent, or some method of the
State stepping in with a fund and balillng them out and
perhaps keeping control until they had pald back what
the State put in. A failr conceptlon of what that would
amount to 1f the Btate should pass legislatlon appropriating
money to pay off the debts of these towns 1ls furnished
by the totals of these figuresg., In these thirteen towns with
a total borrowing capacity of £276,000 it will take
874,000 to pay off their debts, which ig one mill on
the Btate tax rate. That runs into real money.

Without goling into a discussion of the relatlive
merits of & compromisge settlement and payment by the
State, which 1s a debatable question but which I think
the Committee ought, sometime before it makes its report,

to seriougly consider, and which I would be very glad to
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discugs with you, I do not believe that the people
of' Portland or South Fortland or Norway or any of
the towns you gentlemen represent would be willing to
come down here to that leglslature and assess their
comununities an extra mill for the purpose of paying off
these bills If that was going to be done, I would
concelve it-could be done only after a very sgtrong agi-
tation here in the legislature, and someone would have to
be a supersalesman in order to get it through.

o, to my mind, in gpite of the fact the credit of
the State might be hurt by thls compromise settlement, I
believe 1t 1s the only practical thing to do. As I say,
the board has changed, but all the time I have had
anything to do with it, which is since it started, it
hag been my congldered opinion that ultimately in all
these towns we WOﬁld get to a polint where the only
pogslible alternative was a settlement with the credlitors.

You know how the thing operates: the board comes
in, has audits made in an attempt to find out what the
true debt is, and then brings a bill in equity against
all the known creditors of the community. There are
eight of thesge pending now in varlous gtages of progress,
A Master is appointed. Judge FPowers hag acted as Master.
He collects in all the claims, the same as a Master
Wwould in recelvership and makes a report.

Now if the matter 1s left to drift slong until all

the legal guestions are determined of the validity of any
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particular debt, the equity court has done everything
1t can for that community.

To get back to Eastport: Judge Powers' report, which
he has flled and which is now pending for acceptance,
shows that he has allowed in Eastport some $150,000 about
which there can be no possible controversy as to legality.
He has disallowed some %48,000 worth of claims about which
there might be a quegtlon and which untilmately will have
to go to the Law Court for decision. But let usg stlck to
Eastport, because we have all been talking about 1it. IT
nothing 1s done to gettle the clalms of Eastport and the
equity proceedings go through and every claim that Judge
Powerg has disallowed 1g finally disallowed, Easgtport
8t11l owes %155,000 plus perhaps two yearg' more interest
on top of that. Bo I conceive that the only way to get
rid of that gituation, get the State out of there -- and
any legislation you can think of now don't help the
gituation of these towns very much -- 1s for a compromise
settlement of these debts. It seems to me it is one of
the "must'" things, 1f there is any such thing in the
world, is to make a settlement with the creditors of Eastport,

Ag has been explained, we had a borrowing capaclity
of #$50,000, we had $85,000 in cash at that time. That
would furnish a fund of %135,000, which was 76 per cent

of $#208,000, which was the total debt which the Judge had
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proved before him. And as we discussed these various
plans of settlement, 80, 50, 90, or what not, and a good
many that were suggested, we all ultimately came to the
conclusion -- I know Judge Powers and I did, and I think
the board as shown by its vote was convinced that the
best method of working out the affairs of Eagtport was
to pay everybody the same percentage. I know Mr., Hayes
has Just stated that hls board, operating under Chapter
13, as‘far as he is concerned he would be.reluctant to
mark down the State tax. Of course if hig board is
unwilling to do that and we cannot buy the bonds for 76 per
cent, a settlement ils difficult if not impossible,

I do not want to argue with Mr. Hayes, but I think
the Btate of Maine would be a good deal better off if in
facing the’situation in Eastport they took over eight or
ten thousand of accumulated taxes and got that community
cleaned out so that the people could pay 1ts running
expensesg as they have demonsgtrated they could do under
efficlent management,

MR, BAYES: I am not dlsagreelng with that gtatement, but
the feellng of Palne and I is that 1s beyond our pravince
under that law.

MR, BURKETT: You asked the Attorney General about that
and he said under that present law you did have authority
ﬁo scale down taxes. Be that as 1t may, we do not want
to take up the time of the Committee on that.

This 18 true: that in these fourteen towns the thing
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that has caused their difficeulty more than anything else
ls fallure to collect taxes. In those fourteen towns
owing %874,000 there are enough uncollected taxes over a
ten-year period to pay all thelr debt and leave them a
nice fund to operate on 1f they were collected. And that
18 where the State has Talled in treating with towns, which
under our law are simply creatures of the State, having
only powers and duties delegated to them by the Jtate
and no more. That is where the State hag fallen down
in its supervisgion ofer these communities, in not having
stricter control over the tax gituation, and it has cost
the Btate hundreds of thousands of dollars to let that
condition prevail,

Go up into any one of these towns, or any one of the
smaller towns of the 8tate =-- Belmont Smith and I had an
experience 1in Bmyrna Mills a 1little while ago that demonstrated
this gituation to me. The town puts out the collection of
taxes to bids in most instances and a man bids it in for
one or two or three per cent. The Supreme Court of Mglne
has said that the lien law is congtitutional. Before that
he knew pretty well that it was. He collected a percentage
on the taxes committed to him. He didn't cere particularly
whother he collected them in casgh or filed liens, becauvee
he got his money 1n any event, and, as a result, he collected
taxes from people right around in his immediate neighborhood

or people he didn't like, but the great mags of his cousins
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or relatives all over town, he let them go and filed
liens and the town pald him his five per cent and he
got his discharge on his bond and that wés the end of it.

In these fourteen towns I know there are enough
uncollected taxes, mosgt of them uncollectible because
of poor commitment, thé statute of limitations, and bad
gsales, that are not collected, to pay this entire debt.
I suggest that is gomething, if the Commlttee 1s golng to
suggést something to the next Legislature, that they ought
to conglider closer supervision over collection of taxes.
I think perhaps the State ought to step in in some way
and have control over tax collection in these townsg.
Anyway, they ought to stop paying tax collectors a
percentage on taxes they dont collect but simply lien.

To get back to Eastport: we seem to be stymied on
making a settlement withn Eastport, first, because of
the attitude Mr, Bmith has taken, I am not going to say
whether Jjustified or not -- you have got all the Tacts
and can declde -- and again by the reluctance of Mr. Hayes
and his board to take advantage of the powers ihey haveée
been given under Chapter 13 of the Lawg of 1941 to scale
down the State's obligations. I do not know there 1is
very much we can do about it, but I am going to continue
working on it, as I have for a couple of years, to see
if some way cannot be worked out. I know in my own mind
if Mr. Smith would say he would take 76 per cent on the

bondg he controls and the State would say they would take
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76 per cent on their obligations, and I can work a
1little scheme with Mr. Beckett and show him how he can
take 76 per cent on the county taxes and keep within the
law, that every single one of the other creditors of
Eastport would take 76 per cent and be satisfied, and
Bagtport, in spite of what the Boston bankers say, could
contlnue to be a credlt to the State ag 1t was prior to
the time it got out of Mr. Beckett's control and got into
the control of another gang down there. If it was Eastport
alone, probably it wouldn't be so complicated, but if
you settle Eagtport how about these other towns? Can you
conceive of Eastport appropriating $60,000 to pay off
the debt of Connor? And if you pay off Connor you have
got to pay the rest of them. That is almost a million
dollars with accumulated interest. 5o you get back to
the neceegsity of making gomecompromise settlement not
only with Eastport but with these other towns. If Mr.
vSmith and Mr. Hayes would agree, and Mr. Beckett would
agree to scale down taxes, we could do 1it.

When we come to Connor, we have got to go up there
and offer them geven per cent: we can't possibly pay
them any more, because there is no money to do it,
unless you people decide you want to be phllanthropists
and go to the Legislature and create a fund. But I would
hate to be a member of the Legiglature that titled that
law if I wanted to go anywhere in politics in the State

of Maine.
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Of course it 18 true Massachusetts has a scheme
of taking liens on taxes and loaning money to towns and
pulling them out. New Jersey has got a different scheme:
they have got a virtual Federal Bankruptcy Act in the
state. Tnhe town of Asbury FPark was in bankruptecy. There
1s a declsion in the casge of some ilron or steel company
againgt Asbury Park, a declsion recently reported in the
advance sheets, that says that 1ls a constitutional provision
and upheld it. But you pass and equivalent statute to
that in Maine and put these towns through bankruptcy,
and every banker in New England will tell you that the
credit of the State of Maline 1g lmmeasurably harmed, the
minute you start in publlcly passing statutes recognizing
the fact that some poor towns and citles cannot continue
and you have got to put them through bankruptcy, then
there 1s no doubt in my mind that the position of these
Boston bankers is sound, that the credit of the State
ig harmed, and it is going to be a lot more difficult for
the State and the City of Portland and some well-conducted
citieg and towns to borrow money at these advantageous rates.
But if you took the City of Eastport and right here in
this room we could settle up itg affalrs and everybody:
take 76 per cent and go home and give the city a receipt,
even if gomebody had to stretch a few technical points of
law in order to do it, it would save Kastport not peanuts but
£50,000, because 1f you make a sgettlement down there for

$17%5,000 you have saved $%0,000 on the claimg that are
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abgolutely valld, and everyone knowg they are valid,
and the possibility of $48,000 more which are in litigation.
I cannot gee any other alternative except making settlement
with these communities. I welcome this opportunity to
come before this board to see if somebody in his wisdom
cannot suggest some method of doing it.

Ag far as thesge other towns are concerned right on
the verge of trouble, I will agree with Mr. Hayes there
are probably fifty of tham. There ig another 150 in the
State that are probably over their debt 1limit today but
are gtill operating all right, but I think there ought to
be some legislation for more strict control. I think
the Legislature made an awful mistake when 1t tinkered
with the compulsory audit law a year ago and took the teeth
out of that. We ought to have an official in Maine who
had authority to supervise these towns, to have some
control over thelr borrowlngs and expenditured, and when
they reach a certain percentage of thelr valuation have
authority to stop them and perhaps step in and run then
for a while and get rid of the gang that 1s rapling them.
The easlest way 1s for everybody to pull together and cut
some corners if necessary, but do it quietly s0 there 1ls
no publicity. Do not have législation, and do not do
too much advertising about 1t, but go down and settle
with the creditors of the town just as you have finally

got to gsettle with the creditors of Connor, and 1lét them
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gtart over again.

Ag 1 say, sometime I would like to talk with you
about proposed leglislation, but I do not think that meets
this problem: I do not think you can wait until the
Legislature comes in and take a chance any law you pass
might not go into effect until next July. I do not think
the creditors in these communities are going to #it by
that long. If I was a creditor of Eastport and had for
five years been held off by the board on the promisge they
were getting somewhere and would ultimately settle, and if
I go through the whole legal proceeding and the Magter
flles his report, and 1t hag been found i have got a valid
claim on my %500 bond or ten dollars for a cord of wood
I sold them, I should probably feel like taking steps to
collect, The problem in Eastport is the lmmediate problem
of the best possible settlement with creditors.

MR, HAYES: May I say a word there? In order to be

sure the record is clear, I want to call attentlon again
to the fact that when I sald the feeling in Masgsachusetts
wag that a compromise settlement was in the nature of
repudiation and would injure the credit standing of all
the towns 1n the State of Maine, 1 was gquoting other
people, Personally, I do not think 1t would hurt the
credit of towns and citiesg in the State of Maine any

more 1f as much as the rotten credit situation or rotten

Tfinanclal situation at the present time. On the same theory,
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a man goes through bankruptey or goes through assignment
and comes out with hisg creditors taking a licking, but
he gets on his feet and can go ahead: it doesn't hurt
his credit as much as to keep on not paying bills, I
am personally strongly in favor of a compromise settlement,
and 1 belleve the effect on the whole financial structure
in the Btate of Maine would be improved over what it is
the way we are dragging on some oY these thirteen towns
and the way other towns as bad or worse are dragglng
their situatlion on,

One other point that has not beem mentioned: With
all due respect to the Master's reports, and looking
ahead towards posgsible decision of the Law Court on the
validity of these claims, from a practical standpoint
they are deciding, Judge Fowers has declded and the Law
Gourt probably will decide the only way thgy can under
the stralght legality of various clalmg.

There 18 a quegstion in my mind -- and I have heard
it voiced by other people =-- whether in effect a posslible
repudiation of the public debts of thesge municlipalities
on the technical point of exceeding the debt limlt may
not have almosgst as bad an effect as some other things
that we all cuss at, and possibly a worse effect than
to go ahead on a compromise settlement. I would like to
hear from Judge Powersg on that. I am not criticizing his

findings a particle, or the findings the Law Court will
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make, because they have got to decide on technical and
legal grounds, but it is purely technical. To take
one definite case and name names: The Town of Kingman
owes me $300 for an audit bill, back I don't know how
many years ago. I didn't bother to look it up: Judge
Powers probably disallowed that on some grounds and 1is
absolutely right in law in doing it; but that was an
absolutely equitable bill and they owed it to me in equilty,
and it is repudiation of a public debt., I am not kicking,
because I crossed it ofi my books years ago: I am simply
taking that as an example of what I mean. I think there
is a possibility that the net result of reports and
findings by the Law Court may have the effect of the
very thing John Smith and I want to avoid, a detrimental
effect on the credit situation in Malne. It may have
a worsge effect than a compromise settlement.

I guoted the people of Magsachusetts. One person
whom I cannot quote but 1In whose Judgment I have a great
deal of faith,and whose knowledge of the situatlon in
Maine is large and sound, has argued wlth me very strongly
on the polint a compromise settlement would not be as
bad ag the pregent situation ls by a good deal and has
poo-poohed the effect on credit of & compromlse settlement.
Because I believe in 1t so thoroughly, 1 have guoted
him in some of the thilngs he sald as my own.

MR, WEBBER: Did I understand, Mr. Hayes, that the

Attorney-General gave one oplnion on the vallidity of scallng
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down debts and then later gave a different opinion
on the same gubject matter?
MR, HAYEB: I have no memory of his ever having given
a definite opinion that the taxes themsgelves were to be
included under that.
MR. HILL: May I say on that, Mr. Webber, that when the
76 per cent plan was under consideratlion and under dis-
cussion by the bosard, that definltely and necessarily
involved a reduction of Eastport's indebtedness to the
State of Maine, including a debt on taxes. That matber
came up for discusgsion at that time and the Attorney
General was gent -Tor in order to get his opilnion as-to
whether or not the Commissicner of Flnance and the State
Auditor, acting under Chapter 13 of the Laws of 1941,
could charge off a part of the State's c¢laim for taxes.
That was dlscussed at this meeting. 1 think Mr. Hayes
withdrew possglbly from the meeting bemporarily before
that point was fully discussed, but the Attorney General
did conclude and expressed the opinion very definitely
they did have authority under that law to make such a
reduction 1n the State tax,

Later the entire plan was sgubmitted to the Attorney
Ganeral in writing -- the vote that was passed on April
16th, which the Attorney General then considered from
all angles and the legality of which he approved in
Wwriting twice. The plan of course involved a reduction

by the State in the State tax, so that 1s what I referred to
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when I sald 1t had been approved by the Attorney General.
MR, HAYES: he Finance Commisgsgioner and the State
Auditor have had in mind,but have not as yet done 1t,
taking up from their own angle =- not referring to Eastport
or any other place =- but taking up that very point with
the Attorney General and getting a ruling from him on
that, because that question ig liable to come to us.

Ag I say, there is only one case where we scaled down
the debt of a municipality, and in that case we took
two-thirds off of the interest on the State tax.

(OFff record discussion)
MR, WEBBER: I would like to get this clear. As I see
it, it would be fine if we could gettle the troubles of
the City of Eastport: we would perform a real service if
we did. The obstacles seem to be Mr, Merrill, who would
not be an obstacle if he thought he wasg getting as much
ags the bondholders; Mr. Smith, who has expresged his
reluctance to taking anything different than his proposed
plan; Mr. Beckett and the county, which might be ironed
out In some ingenious manner; and Mr, Hayes, who has
gsome reluctance in recommending 76 per cent flat. Now
to get down to cases: Mr, Hayes, what 1s the difficulty
with the Attorney General's ruling as far as you are
concerned? Don't you think 1t 1s good law, or are you
afraid he will change hleg mind?

MR. HAYES: Answering your question: I would like to see
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a definite ruling from the Attorney General covering
one gpeclfic polnt, whether Chapter 1% does allow
scallng down of State taxes.
MR. WEBBER: If that was provided to your satisfaction,
would you then feel free to recommend a 76 per cent
settlement of the Btate tax, if the Commisgioner of Pinance
also came to the same opinion?
MR. HAYES: The feeling at the present time of the Com=-
migsioner of Finance and the State Auditor is that Chapter
13 was nevdr intended to make gifts to towng. You will
have to acknowledge at law those things are collectible.
Chapter 13 uees the term "impracticable of realization"
not "imposggible of realization."
MR. HILL: Mr, Hayes hasg asked for an opinion in writing
from the Attorney General on that sgpecifilec point. 1
have 1t here. The whole plan was submitted to the Attorney
General, and he writes as follows: "I have studied the
proposal for closing up the affalrs of the City of Eastport
in the Emergency Municlpal Board as appears in vote pagsed
April 16, 1942, which you placed in my hands this morning.
The proposed method is within the provisions of Chapter
13 of the Public Laws of 1941 providing for the charging
off of uncollectible accounts and meets with the approval
of this department. (Slgned) Frank I. Cowan, Attorney General,®
MR, HAYES: You have covered the pointe.
MR, WEBBER: Would you be willing to accept his legal opinion?®

MR. HAYES® I would like to discuss it with my sidekilck.
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MR, WEBBER: Mr. Smith, are there any circumstances
under which you would be willing to congider a 76 per
cent flat settlement?
MR. DONALD SMITH: I think there might be. I think
everyone in this room will agree, whether we were authorized
or not auvthorized we brought to a head an lmportent
problem in the Btate of Maine, and it may save the State
of Malne considerable money.

Now Mr., Burkett and Mr. Hayes have brought out some
points we dldn't cover because we thought it might take
too long. But it is very important to the State of
Maine to get this thing cleaned up. We stlll believe
that there should be an intermediary 1In this: we gtill
believe because of the work we have done on thls that
we should be allowed to continue. We have put in seven
years on thig, and I think Mr. Burkett brought out the
point that if he wag owed an obligation by the City of
Eastport and the Master's report was about ready to he
filed he would take steps to collect it
MR. BURKETT: I said after the Master's report had gone
through ---

MR, DONALD SMITH: It is apparently pretty close to
golution., We have got a lot of money invested in thisg
Tastport situsatlon and we believe we should be paid for
it. Possibly $10,000 is not the right fee, but it is
pretty clogse to 1t, and I think if you talked with any

investment dealers you would get that agreement. The
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only way we would agree to go through on thig is to
follow this thing through: we would work in cooperation
with the Gommissioh, they would help us in every way
rossible and help us distribute some bonds, and we could
go ahead and work this thing out in a friendly manner and
wew would get pald for working it out. I think this
Committee and I think the Commission will agree we have
done enough work on this so that we should have something
for what we have done. I think 1t will save the City of
Eastport a considerable amount of money as well as the
State of Maine. 'SOmebddy has still got to go around:
there ig still golng to be the expense to go around and
contact these men., We have already contacted some and
know what we can do with them, and we have already contacted
a number of accounts payable.
MR. WEBBER: I will tell you what I think, Mr. Smith -- and
I am not even a voting member of the committee; I am
Just ite attorney, so my opinion isn't their own -- I
thing that regardless of the merits on either side, from
the point of view of gettling the affairs of the City
of Eastport and perhaps moving on to other more important
difficult situations, your stalemate that you have egtablished,
regardlegs of how you have established it, is worth
something to buy.,
MR. DONALD SMITHé We would not like to stop just with

Eastport but would like to go ahead 'and work out thege other
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communities. If we are hired to do the job on the
City of Eastport, than we can go ahead, and if it is

not ag much of a job ag anticipated it will make a difference.
But somebody has got to take a liability on these bonds,
whether it is the State of Maine or the County of Washington.
Now 1f they take a liability, that eliminates quite an
item: but I do not believe they should take a liability
as Tar as that goes. The City of Eastport bonds, in order
to re-egtablish thelr credit, they should gradually get
out in the hands of the public. That 1s why we have tried
to keep away from publicity on this thing,handle it jugt
as quletly as possibley Regardless of what these Boston
houges say, we know it is commonsense that 1f this situation
ig cleared vp we can go to them with the statement that
the City of Eastport is all clear, Eastport owling %50,000
in bonds, serial lssues, so many bonde payable each year,
and with the regt of thelr slate entirely clear and within
their debt limit. It may be two or three or four years,
but we will eventually unload those bonds and get them
onto the market.
MR. PAYSON: Mr, Hi1ll, didn't you say the Attorney had
ruled that the State could not take those bonds as
part of the plan?
MR. HILL: Couldn't take bonds to apply on taxes.
MR, WEBBER: Wouldn't it be helpful to the 76 per cent
settlement if the firm of Bmith, White & Stanley did

purchase #$50,000 of bondg and you had the cash to use?
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MR, HiLL: If they purchased new bonds of the City of
Bastport.
MR, WEBBER; I assume that is what they are talking about.
MR, HILL: Why, yes, if it 18 determined that a compromise
settlement will be possible and our plan involves the
city presumably necessarily would issue new bonds, undoubtedly
it would be advantageous to be able to gell those bonds,
whether to Smith, White & Stanley or anybody else.
MR, POULIN: That 1g a prerequisite to settlement, ilsn't
147 '
MR, BURKETT: I have been working with Mr. Vose on another
proposition which contmmplated the people of Eastport
raising $25,000 or #3%0,000 and instead of having a new
issue of bonds to go out and buy those old ones at 76 and
mark them down. That has been done In other cases 1in
the State recently. I think the people of Eastport
“would look upon that with some favor.
MR, DONALD SMITH; You still haven't helped the credit.
MR, BURKETT: Except for the fact they fear, as Mr,
Vose and Mr. Beckett have sald, the return of the city
to 1ts old menagement. In fact, one of the represgentative
citizens of Rastport says, "What is the sense of us
saving 450,000 down there on the Easgtport debt:if that
0ld gang is going to come back next year they will waste
$50,000 in one year." That ig Jjust a little sideline on
the spectacle down there, and it is bad. That is regrettable,

of coursge, but that 1s what they say.
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MR. HAYES: Ien't it true there is quite a considerable
Teeling among citlzens of Bastport of hesitancy to work
for any kind of compromisge aettlementvif ag a by-product
of that the board gteps out of Eastport. Of course the
policy of the board, which I am heartily in favor of, is
that the board should step out of every municipallty as
soon as it can,
MR, BURKETT*® Mr. Hill and I have had some interesgting
digcugslons about the benefits of local self-government
as opposed to State control, and about the only thing we
have differed on ig this: It is my consildered opinion,
strengthened here today by things which have been sald
about new legisglation -- here we have thils afternoon been
spending considerable time discugslng the necesgsity of
some more direct control by the State over municipalitles,
possibly creatlon of another board that will have the right
to go into a town when 1t beginsg toc slip and take 1t over
and run it until it gets back on its feet -- so I do not
see any objection to the Emergency Municipal Finance
Board staying down in Eastport four or five years.
MR. WEBBER: Let me ask thig: Legally can they stay?
MR. BURKETT: If I had a copy of it here I would read it
to you.
MR. HAYES: It doesn't say they ghall give it up at any tine.
MR. BURKETT: I am reading from Sectilon 8 of the Act: "Said

board shall continue in charge of the government and



161

financial affairs of sald ecity, town or plantation until
such time asg 1ts taxes to the state or loans made therefor
or expenses or obligations incurred by said commlssionor
or commissioners or the Board of Emergency Municipal Finance
shall have been pald and until in the opinion of the
commlssidner or commlssioners of the Emergency Municilpal
Finance Board the affairs of gald city, town or plantation
may be resumed under local control."

Now the ideal situation ags far as Eagtport 1s concerned --
before CGeorge hag a chance to expound hisg theories on
local self-government =-- would be, in my opinion, some method
of settlement which would tie the State in in some way,
perhaps to take some bonds or some notes or something of
the Cilty of Eastport, with the understanding they were
going to stay in there untlil those obligations had been
pald.
MR, PAYSON: You mean stay in untll gsomebody dies?
MR, BURKETT: It is not costing the State anything to operate
the Clty of Easgtport other than the time and trouble of
this board and what little they pay me, which would be
eliminated if thie thing were worked out. It ig taking a
little of Mr., Hill's time, a lot of hig time -- but he
doesn't have anything else to do. It 18 one of the most
interésting experiments in government ever worked out in
this State, and George is bearing up under it. But L
honestly belleve 1f you are golng to try to remedy condltions

in a city where the temper and spirit of the people lg as bad
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as 1t is in the City of Eastport>—~ and I think Mr. Vose
and Mr. Beckett will bear me out that that condition does
exlst in Eastport -- where you have got a situation like
that, having in mind Eastport is nothing but a chartered
agency of the State and they have been worked into a con=
ditlon by thelr former governmental agencles where they
have not paild thelr state and county tax, where thelir
gchoolteachers are unpaid, where there 1s utter chaoa --
you will find that to be a fact =-- that the State is
Justified under 1ts general powers in goling into that town
and staying there until conditlions are remedied.
MR, POULIN: I just want to ask one question to get it
clear in my mind: Do I understand you to say that because
of the attitude of the people in Eastport 1t is best that
the State of Maine have control over the City of BEastport?
MR, BURKETT: T do not have any doubt about it. Wou agree
with me?
MR, VOBE: Yes, I do,
MR, BECKETT: Yes.
MR, POULIN: I am just tryling to get your oplnion clarifiled
in my own mind. T ghould agsume -- this is just my
personal opinion -- that irrespective of how the cltizens
of Eastport felt that it should be the policy of the
State to let go control over certain municlpalities asg
soon ag they can.
MR, BURKETT: I agree with you == up to the time 1t 1ls safe

to let go. Where you have got a condition -- I don't care
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whether 1t is Eastport or in Van Buren, Connor, Kingman,
which has been wrecked by one of the selectmen -- if you
have got a condition like that where the State 1s suffering
for lack of collection of taxesg, the State is justifiled in
going in.

MR, POULIN: I do not gquestion the State is Jugtified in
going in, but I gquestlon whether the State 1g justified

in staylng there.

MR. BURKETT: Until under the act 1t is safe to turn over
affalrs to local control.

MR. POULIN: Yes; but I understand you are considering the
attitude of the Citizens of Eastport.

MR. BURKETT: I should stay there until I was satisfied
there had heen enough public sentiment for good government.
MR, HILDRZTH: Or until the State had power to go in with
preventive measures,

MR, BURKETT: I am not a member of the board, but I do not
think the State would be Justified in letting go of the
government of Kingman, Connor or Blaine or any of these
towns 1f they were sgatlisfied that 1f they turned them back
it would result in the same chaos as when we went in there,
MR. HILL: Brother Burkett has indicated I might choose

to debate with him on this issue. I might say I am not
going to take the time of the Committee to go into any
extended debate at this juncture; but there are two different

thoughts on 1t that are not to be confused: One is a matter
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of legilslative policy that is for the Legislature to
declde, asg to whether it is desirable for the board to
remain in control after a sound financial condition hasg
been regtored, and the other is the quesgtion of adminigtra-
tive procedure.under the law which we already have, Now
if the begislature sees it to amend the law so asg to
more clearly to state that the board shall remain in control
for three years or five years or whatever tlme is thought
degirable after a settlement, all well and good, we will
undertake to carry out the law; butl under the law as it now
reads I personally do not concur in Mr., Burkett's inter-
pretation. In the first place, we must bear in mind this
law was a drastic departure from anything that was ever
obtained in the Btate of Maine in regard to local government.
In the second place, the purposes of the act and the purposes
for which the board was created are gpecifically set forth
ln Sectlon 2 of the act, which states those purposes to
be the restoration &f the municipality to a sound financial
condition and the payment of the State taxes. Now once
those purposes have been accomplished I doubt very much
whether any court would gay we were Justified 1in retaining
control of that munlcipality, after a sound financial
condition had been regtored and the State taxes paild.
And that section that Mr. Burkett guoted from saysg: "Until
in the oplnion of the Commlssgioner or the Emergency

Municipal Flnance Board the financial affalrs of sald city,
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town or plantation may be resumed under local control."

Now that perhaps 1g a quegtion of law, but my
persgonal opinion 1s the Court would construe that power
very narrowly as being in derogation of the common law and
the esgtablished procedure in Maine, if we were to continue
for an indefinite period after the financial condition of
the elity had been restored. 1 think if you gentléemen:feel
it 1s wise Tor the State to remain in control for a
substantial length of time after such settlement you ought
to make it clear in the law.

It would seem to me 1t would be of Interest to the
Committee and helpful to the Committee if Judge Powers is
willing to review to the Committee the opiniong that he
expressed to this board shortly before we adopted our plan
of April 16th.

MR. WEBBER: I think that is the thing to do now.
JURBGE HERBERT T, POWERS: I will be brief.

I came over here, as Mr, Hill has stated, at the
requegt oi the board., At that time,apparently,in the
minds of the Commisgsion there wag some doubt as to what
policy they would adopt in relation to attempting to
negotiate a gettlement. They were agreed, as I understood
it, on the fact they should, 1if posgible, arrive at some
ad justment, and there was a question as to the percentages
to be paid various clagseg of clalms.

Perhaps 1 was at that time more familiar with the

claims against the town than the Commigsion, because I had
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had them filed and was going over them commencing to
prepare my report. It seemed to me, and I so suggested
to the Commlssion, that there was no special sanctity
attached to a bond over another debt, that if these debts
were honest obligations of the city and were to be paid
I could see no reason why one citizen should ndt have as
blg a percentage of his claim ag another. I did not view 1it,
I confess, from the point of view of a financeer or a bond
dealer but, as it seemed to me, a simple matter of Justice,
that two creditors of equal standing legally should recelve
the same treatment.

Further, there was a suggestion that a smaller per-
centage be pald on gome clalms -- the two largest claimsg
other then those of the State and the County, one of which
was the Eastport Water Company and the other the Bangor
Hydro-Electric Company. Those were two public service
corporationsg who, ever since 19%2, had been furnishing
esgential public service to the City of Eastport. They
had received gome money on account but there had at all
times ever since 1932 bheen a subsgstantlial balance due them
for the service that these utilities had supplied, I
felt very confident at the time from my conversations
with Mr, Merrill, who hasg been referred to, that so far
as his §15,000 claim was concerned you would never get
a gettlement with him unless you pald him an amount equal

at leagt to that received by the bondholders, and 1 have
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no doubt that is true of the Bangor Hydro-Electric,
which had a clalm of four to five thousand dollars. Mr.
Merrill's claim, with accrued interest, amounted to
roughly $15,000. There is $20,000 which would be required
to reach a gettlement as a practlcal proposition.that you
have got to pay an egual amount to what you pay other
creditors,., That left only a comparatively small number
of creditors when you had taken out clalms which were
obviously barred by the statute of limitationg.

I will sgay ag far as Mr, Hayes' claim was concerned,
1t wag disallowed: it was clearly barred by the statute of
limitations.

Now those were the suggestions which I made to the
board so far as I can recall them briefly. We discussed
the matter more or legs and I came away. The board did
not come to any definite concluglion in my presence, and
that 1is¢ practically all the information I have about the
matter. I do not know anything about negotiations with
dmith's firm or anything else,

I would call your attention to this situation: Nr,.
Burkett hag given you amounts of the various towns, thelr
indebtedness and the amount of their debt limit under
the Constitution. Now there ig a very important guestion
which 1s raised as to which there 1ls no decision in the
State of Maine and which involves a very large amount

in these various communities, legs in the Clty of Eastport



in proportion to itsg size than any of the othigg, and
that ig the question which the Law Court must settle if
it 1s to be settled, as to the authority of municipal
off'icers to contract debts of any kind of description
the town beling indebted to an amount edual or in excegs
of its constitutional debt limit at the time the debt is
contracted.,

Now I have acted as Master in four of these towns:
The City of Eastport, the town of Connor, the town of
Blaine, and the town of Kingman. I have adopted a rule
which of course the Law Court may or may not accept and
follow it. I it does follow it, it wakes an enorméus
difference in the total amount of indebtednesgss in the
towns., 1 have held that a municlpallty or 1lts officers,
being indebted to an amount in excess of this 5 per cent
1limit, could contract a legal debt in only one way, and
that ig by borroving in anticipation of taxes under the
provisions of the Constitution, and that 1f it contracted
any debt in any other way, whether it wag a sgchool officer
who purchased gchool sgupplies or a selectman who purchasged
property for the town or expended money ror the support
of the poor and the town incurred that debt, that 1t
was barred by the constitutlonal limits,

Now that is a question ag to which there ig a dlfference
of authority in different jJjurisdictions. We have no
decisions., And also it 18 g question which 1s indirectly

4

involved in the same gquestlon, whether a town having made
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an appropriation for a specific purpose, Lor support
of poor, for insgtance, can go ahead and contract debts
against an appropriation made due to the fact the appro-
priation has been made and you can agsume sometime the

tax will be collected to pay it.

Mow ag a result of that rule -- I will be Drief about
this and omit the small figures to gave time -- in the

case of the CGity o1 Eastport there were $208,000 worth

of ¢laims filed. I allowed $155,000. That included State
taxeg. It was not the full claim of the State: the State
had various claimg for children's relief and road-breaking
and various things of that sort which I put in the same
category with those of other creditors. I allowed the State
texes; I allowed the County taxes, except there were one

or two years, I do not remember now which, which I held
barred by the statute of limitatlons because they were

g0 old, 1 allowed the regt of them and the bonds, found

all the bonds were properly lsgsued and within the legitlmate
debts of the city. That is 2ll I allowed: the balance

of $52,000 disslloved consisting of the claims of the

public utilitles of which I spoke. So that, asg a matter

of fact, i1f we are golng to make & settlement -~ and this

is only & suggestion -- you have got to add to that

4155,000 about $20,000 more for these public utility

claimg 1f you gét & settlement with them according to the
way they talked; and that leaves you only about %$30,000),

gsome of which 1s clearly illegal, barred by the statute of
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limitations and otherwise. I have no doubt, as has been
suggested, many of these ordinary creditors who do not
regard their claimg as worth very much would teke a small
percentage and get out and be glad to get it.

I gpeak of this as bearing upon the legilslation question
of what the State will do. The town of Connor, $56,000
of claimg were presented, and I allowed, applying thig
rule I gpoke of =-- and there were sgsome notes allowed, some
disallowed -- but out of that 456,000 I only allowed $8,400,
because, applying that rule, those claims were simply out.

In the town of Blaine $70,000 of claims were filed., I
allowed %24,000, which is a larger proportion.

Kingman was the worst proposition. There was $41,000
in claime filed: I allowed $20,000 -- and the curious thing
about Kingman wasg that practically all claims of any
lmportanee or size were claims of people whose property
had been taken and sold under execution by creditors of
the town of Kingman. 1 did not see any way to avéid paying
those claims under the statute and those clalms were allowed.
I do not think thelr valuation at pregent agrees with my
figures but the difference is immaterial. Kingman has
an indebtedness of $20,000 with a valuation of £87,000.
Blaine is not so bad: Blaine has $24,000 against $460,000
valuation; in fact that 1s only a little more than 5 per cent.

Those will apparently work out, assuming you eliminate
the other claime I have disallowed. What the Lgw Court

will say about that 1s another proposition entirely, but if
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the Law Court sustains that rule you are going to get
the indebtednesg of these municipalitieg down where it is
a very much different proposition than appears on the face.

Now these debts were a leglitimate, honest propositien,
except there were some of them barred by the statute of
limitatlions and some clalmed interesgt which they d4did not
show they were entitled to; but the great bulk of them
Wwould come under that rule. What the Court will say, I do
not know. It 18 not quite so much a %%%%Sas 1f you were
going to submit 1t to the United States Supreme Court.
MR. WEBBER: Judge, I can recall several instances in past
years when you persuaded me to accept a settlement in
chambers againgt my better judgment. You have heard all
the bars to potential settlement in the City of Eastport.
Can you throw any oll on the waters, make any constructive
suggestion that may get us together?
JUDGE FOWERS:! Well, it seems to me it ought to be possible
to get them together by eliminating the proposition ag has
been suggegted -- 1f they can make a sale of bonde they
can eliminate the question of whether the State and County
can accept bonds in payment of taxes., It strikes me there
is some Justificatlon for doubt on that propogition at
least. I am not pretending to speak with any authority, it
is just a guess offhand, and 1t geems to we that 1t ought
to be posgsible to reach an arrangement and ought to be

poegible to reach a friendly adjustment with Mr., Smith.



172
There 1s no question but he has done some work and
should have a reasonable compengation for whatever he
has done. There has not been anything that has appeared
before me so far that would indicate that $10,000 or
#5000 would be a Jjustified charge for what has been done,
But 1 do not think there is any question it is going to
take ﬁ%ﬁ& trouble to settle with those creditors on the
76 per cant basls. The ordinary creditors down in the
City of Eastport, they would Jump at the chance and teake
it quickly. But it seems to me it ought to be possgible
for these gentlemen to get together in the right spirit
and work out something and Mr. Smith receive fair compensation
for what hag been done. T wont attempt to place any
figures on that. But you have got to pay, if you pay the
bondholders 80 per cent you have got to pay Ned Merrill
80 per cent and probably the other utility on the same
basgis. He insisted he would not take any disgcount, but
I think he will revise that.
MR, WEBBER: That 1g a strong starting position.
JUDGE POWERS: Well, he ig looking after the business of
his clients and that is his business, but I have no doubt
he will accept the game amount.

Of course there were a few claims -- I don't know
how many, that Mr. Burkett took out of this report which
I made to this Commission, I do not think very wmany. The
great hulk of them were merchant's claims for pauper supplies,

wooa for gchoolhouses and things of that type. There were
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a few thousand doliars of claims for things which were
furnished in the year 1937 after the appropriation for
the year had been exhausted: they were pauper supplies
for which they contracted debts after the appropriation
had been entirely spent. I do not know what may be done,
but no person has ralsed before me the claim you could draw
more than the amount of the appropriation.

I will say Jjust a sentence or two. I appreciate
the difficulty you gentlemen are in. If they could sece
the situation, everybody would recognize and admit it
should be cleaned up if poesible, not only this town but
all this situdtion, but when you get to sitiing down to
draw an act to do it you have some burden,
CHAIRMAN DOW: If the Committee could do it, it would be
a worthwhile proposition?
JUDGE POWERS: It certainly would. I do not know whether
if you start it you can ever get anywhere unless you get
back to the New Jersey act which Mr, Burkett has mentioned,
I do not know what effect the New Jersey act has had on
the credit of municlpalities of the 3tate of New Jersey.
MR, SMITH: New Jersey bonds are the poorest bonds on
the eastern coast,
JUDGE POWERS: And they were before they passed this act,
MR. BURKETT: T hope we will never have to passg such an
act in the State of Maine.

JUDGE POWERS: When you talk about appropriating funds, I
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do not believe it 18 any use to go to the Legislature
of the State of Maine and talk of putting in anywhere
from half to three-quarters of a million dollars to pay
the debtsg of these municipalities. Whether or not you could
work out some plan-=- take the little town of Connor or
Kingman, what are you going to do? Nobody wants the
bonds. I do not believe anybody can sell bonds, even you.
MR, DONALD SMITH: They didn't want Eastport.
JUDGE POWERS: They have got something back of 1t; but
these little towns are golng to the dogs every day and
are getting poorer all the time. Another thing they have
lost: most of them have considerable wild land and they
cannot get the tax out of it they used to. The wild land
tax used to run thede towng, but now they cannot do that.

If the State could be induced to raise some sort of
a revolving fund to asggsigt in these settlements, take the
obligations for a reasonable amount, not to pay all the
debts In full, but to work out a gettlement and be authorized
to take the obligatidns of these municipalltlies and let
them have money for it, you might perhaps get somewhere
with them. I do not know but that is as far as you
could ever go. fLven sometimes you might put in a little
more than the five per cent 1limit, which is a low limit.
Any municilpality at all ought to be good for ten or fifteen
pér cent of 1lts valuation. It would take time to work it
out, but you could do it. That is the only suggestion 1

can make., You can't raise money enough to pay all these
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~debts, although they are honest debts and people ought

to have thelr pay.

CHAIRMAN DOW: Is it your opinlon, Judge Powers, if

the town of Connor were on its own feet now it could
“take care of ltself currently?

JUDGE PCWERS: It has.

MR, HILL: 'I would like to advance one more thought
regarding Eastport: that on April 16th we had this worked
out in such a way that the board was unanimously of the
opinion that it was possible to pay 76 per cent to all
the creditors. Now in-gpite:of what Mr, Smith has sald
~this morning tending to show that there has been no
progress under the board, the board has been accumulating
money and 1t has accumulated some more money since that
date.  Just before I came into this committee-room this
morning, I received a communication from the State
Treasurer's office indieating that a further deposit had
been made there to the credit of the City of Eastport.

We have $10,000 more in cash now than we had on April
16th, and while I have not computed exactly, I think T
~am right in saying there are now funde enough available
go that we could now pay 80 per cent to the bondholders
and not asg originally talked of, fifty per cent to the
other creditors, but elghty per cent all around, provided
we could get a loan and get somebody to take the new bonds.
MR, WEBBER: Can you make anything out of that, Mr. Smith?

MR. DONALD SMITH: I do not think we can add anythlng
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further, except we do not have $50,000. If any
gentleman in this room has $50,000 and will step up and
say "We will buy Gity of Eastport bonds," that would make
a. difference to us; The only way we could agree to
purchase these City of Eastport bonds is on our credit:
we have got to go to the bank and borrow money. I wouldn't
g0 to the bank and borrow one hundred cents on a dollar
on City of Eagtport bonds: we would borrow one hundred
cents on a dollar less our $10,000 fee, In that way wWe
could carry the City of Eastport bondsg for five years if
we had to. But one of us may be in the service before
we get through with this thing, and we are not going to
carry a liability that 1s an imposgibility. It is not
a selling fee, 1t 1s not a fee for work: it is a fee
for work and the liability, and I think it is Justified.
I certainly could not agree to anything less than that,
and I think Mr. Stanley would stand behind me. I have
talked with other houseg and they would not buy a City
of Eastport bond on a pet right now,
MR. WEBBER: Now, Mr. Smith, I think we may be making some
progresg. You gay the fee of $10,000 is for work and
liability, and it is falir to say, is it not, that a
very large part of the fee is for liapility rather than
for work?
MR. SMITH: I would say very definitely. We are trying to
cover gsome of the expenseg we had in the past on the thing

but we have practically written that off.
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MR. WEBBER: You say thise in substance: "If we are asked
to take bonds we will take $50,000 worth of bonds, but
ve want %$10,000 for our trouble and risk,and will work
it out the best way we can," but 1f you don't have to
take the $50,000 bonds and they can work it in some other
way so you don't have to take the liability, then you
would be paid only for your work, and wouldn't it be falr
for you to make a very small offer in comparison to the
$10,000, and shouldn't there be two give or‘take offers
made here, one that you say "We will take the bonds for
50,000 and vwe want a $10,000 fee,” or, 2. "The 80 per
cent proposition sounds good to us and 1f we do not have
to take the bonds we will accept the 80 per cent and a
small reasonable fee for the time and bother we have put
in," and 1 am frank to say you will perform some public
service in addition to that . Is that a falr statement?
MR, BMITH: Yes, we have considered that. But, ag a matter
of Tact, when this thing is worked out and if it is worked
out before the Leglslature convenes -- and in our oplinion
it has got to be worked out before the Leglslature convenes
if at all, and before this Master's report ig accepted --
gomebody has got to take the liability. When you sgtart
your plan you have got to have arrangements made to take
care of your bonds. Even if they agree, which we would
assume they would do, on the cemetery funds they have

agreed to take $11,000 on cemetery funds, but we still have
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got to take a liability of those $50,000 bondg until
the thing goes through. Those $50,000 bonds have got
to be issued: we have got to go to the bank and pay for
those bonds and then we have got to turn around and gell
them to the cemetery fund. When we start in on this thing
somebody has got to carry a liabllity of that $50,000 of
bonds,
MR, WEBBER: Then after a reasonable period you will get
out from liabllity on about $11,000%
MR. SMITH: #$11,000 is 8ll we have in hopes at the present
time, but in talking with Mr. Burkett the other day he
suggested he would be willing to work with use on this thing
and he belleved there were certain sgpots he knew of, including
citizens in Eastport, where bonds could be placed. But
we still couldn't count on that. There is a lot of work
to do before you get the thing cleaned up, and the liabllity
of the $50,000 has still got to be taken by someone.
MR. WEBEER: Of coursge there 1s more to it than that. I
think there may be a Jjoker in hls propositlon about people
in the City of Eastport taking a substantial amount or
bonds off your hands, because that seems to be tied in to
the continuation of the Commissgion in Eastport, and that
geems Lo be a moot question. It boldg down to this: You
take bonds at such and such a figure or don't take any
bonds at all and they unload them some other way and you

take a much smaller figure, and if we haven't got enough
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we will charge the vrest up to experience.
MR. BMITH: We would still like to see a tle-in of the
State of Maine in Fastport. In Waterville, that was one
of the reasong we were able to eventually sell the City
of Waterville securitiles, because we had a tie-in from
yeer to year: we had a board of rinance in for seven
years., They can didtate from one council to another:
your councill are elected each year. We would like to have
an undergtanding that the board would gtay in Eastport
until the Leglslature conveneg or an amendment is passed
50 Wwe could have a tle-in.
MR. WEBBER: Can we make any progress, Mr., Hill%
MR. HILL: Mr. Smith has said somethlng about the necessgity
of the board staylng in there until the Leglelature
convenes. 1 should antlcipate that there would be con-
glderable time taken in working out such a settlement if
Wwe were to proceed at once, and I should think further,

if

even mffr 2ll the preliminary work were done now and a
settlement efiectuated tomorrow, 1t 1g probable the hoard
would fTeel jusgtified in continuing control until the end
of the current flgcal year or the municlpal year of the
City of Eastport, which would be December 3lst. I do
not think there lg the slightest possibility that the
State would get out of coutrol before that date, even 1if
a gettlement were made tomorrow.
MR, SMITH: When I eaid "until the Legilslature convenesg" I

mean if we go along on thig thing we want to go along with
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the understanding this board 1is cooperating and the
Leglslature is cooperating and were going to put out some
further leglgslation that will take care of the gituatlon
20 there will be a tle-in in a place like Eastport. There
1g a situvation there where it might be disasterous for
anybody to own any bonds because I think podsgibly they
could get rid of $50,000 in one year,
MR, WEBBER: You would like to seé an amendment that
provided that the Commisgion, after re-egtablishing the
financial structure of the cilty or town, remain in
control through this commlgsion form of government for
a period of at least three years thereafter?
MR. SMITH: I should think something like that would
work awfully well.
MR. BURKETT: That section I read is broad enough to
interpret in that way. That still does not complete the
ad justment: you still have $50,000 of bonds outstanding.
The board would be perfectly Justified under the statute
in staying until there was a sentiment in that community
that provided for good government.
(Off record discusstion)
MR, HILDRETH: Mr. Chalrman, I wish to make a suggestion,
As 1 gee 1t, this agreement hasreally got to come between
the Finance Commigsion and Mr, Smith. I gee two problems:
one that of EKastport, and the proposition of reachling a

golution by voluntary arrangement, and the other the
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legislative program, which is concerned not only with
Eastport but a legislative problem extending over a
good wany years. This Committee is going to meet in
November. Why don't Mr. Smith and the Commission see
1f they can get together on a basls something like that
Mr. Webber suggested, both of you try to get together on
some legislatlion, or send your ideas to Mr. Webber, and
then if thils committee can give any blessing to either
enterprise, let us coneider it at our November meeting,
wnich would give you time to turn around and still give
us thme to put our blessing on anything you can work out.
MR, BURKETT: Mr, Hill and I have givén quite a lot of
thought to proposed legisglation. We both agreed we would,
up to the firaet of December, assemble material.

MR. WEBBER: December lst. 1s too late. We discovered
yesterday the law says we shall prepare and file our final
report thirty days before the beginning of the sesgsion.
MR, BURKETT: I do not know as I could have it all ready
then, but we can have something. Of course the way the
thing stands now, the board has not yet voted to renew

its negotiationg with Mr, Smith. The board has told Mr.
Smith or his firm that as far as they were concerned the
board wanted to make 1tg own settlement. Whether they
would now feel they would want to renew negotliations to
see 1f something could be worked out ig for them to deéide,
CHAIRMAN DOW: Isn't that a question for them in executive

gesggion?
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MR . BURKETT: Yes,
CHAIRMAN DOW: After all, they are not going to make a
decision in thls room.,
MR. BURKETT: If they decide they want to continue to
work with Mr. Smith, that 1s all right.

One reagon I was interested in the beglnning, back
in the early part of February, in approaching Mr., Smlth
wag not particularly in regard to Eastport ~-- I made it
plain to him, because I think the problem 1in some of
these other towns is more acute than Eastport; but I was
trying to work out gome system undée which we could re-
finance all these towns,
CHAIEMAN DOW: I think you are right there, because it
looks ag if you are not too far from the solution of
Eastport with a little bit of luck and give and take.
MR. BURKETT: What 18 the opinlon of the Committee, if
you care to express it, as to whether or not the State
having a stake in there of #41,000, not including interest,
10,000 of bonds and about $10,000 open account, having
gone all over thig thing, would you be willing to state
your opinion ag to whether the State should take 76 per
cent for the gake of cooperating and cleaning this thing up?
CHAIRMAN DOW: I don't know as I can gpeak for the
Committee, but if it was my personal hill I would take
it mighty quick.
MR. BURKETT: When you stop and think of the difficultles of

collecting,if this thing ever goes beyond the report and
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everybody starts collecting, they will gue and get a
Judgment , Mr., Smith may be the first one to get a
judgment on this %500 claim, and he will go down there
and attach Mr. Beckett's house; I go down there with my
claim for a cord of wood furnished the school and take
the houge away from Mr. Smith, and it starts a continual
round of litigation.
MR.'LIBBY: Why is the State entitled to any more per-
centage than a private individual?
MR, BURKETT: I never thought they were. That was Judge
Powers' and my feeling: 1f it came to a question of anyone
making more sacrifice than somebody else the State ought
to make 1t.
MR, BOUCHER: The city back hom, thegy had a lot of old
taxes and tax liens and compromised most of them on fifty
per cent and were glad to get out and clean it up.
MR. BURKETT:; I left with you one thought about the
collection of those taxes which somebody ought to work
on.
CHAIRMAM DOW: I think we have got a lot of thoughts so
far as the Committee 18 concerned, from you and everyone
elge.
MR. BURKETT: I have concelved all the way through thisg
thing we were graduwally working up to a situatlion in these
towns where the easiegt and gqulietest method with the least
publicity was the way to handle them., We have got cases

pending in this report that Judge Powers has Ciled involving
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the legallty of a debt contracted by a town which had
exceeded its debt 1limit out of an avpropriation which was
not exceeded. You let ﬁhe word go out over Malne that it
is possible for a town to slough off its indebtedness,
as the town of Anson did in a leading casgse in Maine, 13%4
Maine: the town of Anson, Maine came down to Portland and
bought a truck and snowplow for five or six thousand
dollars and approprisasted money for it. They took the
snowplow up there one winter and partly wore it out., Then
somebody concelved the idea they didn't have to pay for
it. It was Mr. Ela, our same Commissioner. The Portland
Tractor Company sued them., The Law Court sald very def-
initely they didn't have to pay for 1t becausge they were
over the debt limit.
CHAIRMAN DOW: How was the tractor company to know that?
MR. BURKETT: That is quite a burden, but our Law Court
has sald repeatedly that anybody who trades with a muni-
clpallty does so at thelr peril. If you get this thing
into the Legislature and get it discugsed and get all the
towns to thinking about repudlation, you are golng to
start a wave of it all over the State.
CHAIRMAN DOW: It l1s hard enough to get men to work on
the road now., If they dog't think they are going to get
paid, you can't get any.

(Off record discussion)
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