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Honorable F.C. Brenson
Banking Commissioner
Austin, Texas

Desr Sir: ) Opinion No., )-1618

Re: Benk loan limit -- R.C.S8. Article
392 -- F,H,A, Title 1, Cless 3
loens,

We beg to aclinovwledge receipt of your letter of Jesnuer:
13, 134D, asking en opinion from this depertment, s Tollcus:

"The Federel Housing Act wes originslly
enacted in 1334, and on Mey 9, 1937, under its
several titles gnd vprovisions it autihoriced the
insurance of severel classes of loans., Eech cless
of loan eliglble for insurance was subject to
divers tests and restrictiong, and each was insurad
to & stipuleted rercenteage of the a2mount of the
loans.

"On Wey 2, 1337, the Legislature of Texes
amended Article 32C of the Revised Statutes. That
article, in its originel form, prohibited a stete
bank from investing more than ha2lf of its securities
in real estate losns, and prohiblted such banks from
mzking real estate lozns in excess of 50% of the
value of the real estate securing the same., The
Amendment of May 2, 1937, provided thet the restrict-
ione contained in Article 392, should not apply to
mortgage lozns insured by the Federal Housing Admin-
istrator,

"Subsequent to May 2, 1937, on July 1, 1233,
the Federal Housing Act (Sub-section B of Section 1723,
Title 12, U.S.C.A.) wes amended, This amendment provided
ior the partial insurence of 2 new and different cless.
of loan; 2 1loan not to exceed $2,500.20 to be made for
tne purpose of erecting improvements uponland owned
by or (with certein restrictions) held under lease t3
the borrower, The Act did not 1imit the amount of tre
loan to any given percentage of the velue of the lanc
and improvements. The insurence on this character <f
loan was limited to 10% of the amount of the loan.
This new clasas of loan has been designeted by the Fed-
erzl Housing Administretor as Title 1, Class 3 loens, znd
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Wwill be nereinafter referred to as such,
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"The Department is sdvised thei certein stzte
banits are now contempleacing extensive investmenss in
Title 1, Class 3 loans. The office Counsel of this
Department has ruled thst Article 392, 25 2mended,
permits unlimited investment of bank funds in loans
which were 1nsured bty the Federal Housing Authority
under the provisions of the Federal Housing Act is it
exlisted on May 9, 1237. However, our counsel has
ruled thet the exceptionto Article 392, as provided
in the above mentioned amendment, does not permit s
state bank to invest in loans which were not eligible
for insurance under the provisilons of the Housing
Act s 1t exlsted on May 9, 1937; thet Title 1, Class
3 loans, not belng eligible for insurance under the
Housing Act as it then existed, ere not eligible in- -
vestments for state banks., I atteach herewitn a copy
of his opinion.

"IF Article 332 is tc be construed to
aguthorize state benits to invest in Title 1 Cless 3
loans, such construction must necessarily be bzsed
upon the propssition that the amendement suthoriced
investment, not only in loans which were insured under
tne then existing PFederal Housing Act, but alsc in
any l1loan which might thereafter be partially insured
under the provisions of any subsequent amendment to
the F,H,A, Act, The amendment of July 1, 133S, pro-
vided for 10% insurence on loans, 2nd msde no re-
striction a2s to the percentage of tne value of the
security that might be loaned, The next emendment
mey reduce the insurence coverage to 1%,

"I am sure that I do not need to point out
the far-reaching, and possibly serious effect which
any construction of Article 392, 2s amended, me&y have
on the banks of this Stzte,

"In the light of the above, I respectfully
submlt the fzllowing question:

"Under tne providons of Article 332, as
amended, may stete banks melte unlimited inveﬁtments
in Title 1, Class 3 loans, &s above defined?

The limitation placed by the stetutes upon & bank's loazn
of its funds, whether such limitation be &s to the customer or tone
security, 1s a wnolesome one for the bank, and even more especiezlly for
the public desling with the 1nstitution,

In the very nature of the metter any limitetion upon
loans i1s a summery cne, btut even so, it represents the sound judgment
of the Legislature, clothed with power to regulate such matters.

So thet :our question calls for 2 construction of Apticle
202, Thet Article rezds:
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"Beniting Corporetions shell be zuthorized
to conduct the business of receiving money on deposit,
cllowing intsrest thereon, and of buyring ond =elling
exchange, gold end silver coins of 211 kinds; of lend-
ing money upon re:l estate and personal property and
upon collatersl 2nd personal securitles at a2 rete of
Interest not exceeding that allowed by law; of buying
and selling certiflcates, securities and shares incured
by the Federzl Savings and Loan Insurance Corporztion;
and of buying, selling, and discounting negotiable and
non-negotiable commercial paper of all kinds, No such
benk sh2ll lend nore then fifty (59) per cent of its
securities upon regl estete, nor meite & loan on real
estate to an emount grester than helf the reesonable
cash value thereof; provided that the restrictions os
£to the amount ¢ banlt may invest in sgecuvritles upon
resl estate znd 2s to tine velue of such real =zstste sas
compared to the secuvrity of the logn shell net gonly ¢o
mortgege loens which ére incured b the Federsl Housing
Administretor. As zmended, fcts 1237, 45th Leg., ©.
1296, Ch. 48z, B1."

F.H.A.,, Title 1, Class 3 losns were notimown £t the time
Article 392 wes amended in 1237. The Article snould be construed in the
light of well-lmown conditions as they existed 3t the time of its ensct -
ment. This is especielly true since the erticle specificsll; refers to
the existing conditions -- that is, loegns insured 1y the Federszl Housing
Administrator.

It is the rule, to be sure, thset a2ll c¢ivil sitestutes zre
to be liberally construed with & view of effectuating their purvose., A
above indiceted, thet purpose with respect to F.H.A, 1o2ns wes to except
those lo&ns insured by the Federel Housing Adninistretor, snd tinis could
only mean, iInsured &s they were at thet time, To ctonstrue the stetute
&s including any class of F,H,A., loans afterward esuthorized or insured
by the Administretor without further qualification or limitetion whatso-
ever would exceed all bounds of libterality of construction and go fer
into the field of license to legislate upon the sublect. Such en extreme
rule of construction might, and would, in the light of the present situ.-
ation, afford s very much less protection to the zublic end the benking
Ingtitutions then ves contemplated by the stetute 2zt tihe time It wes
edopted.
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You stete thet your office counsel hes ad-ised ocu thev
1our question should be znswered in the negative. We concur in thet
edvice.

Very truly rours
ATTORNEY GENERAL OF TEXAS
B: g,” Ocie Sreer
0S-MR-.w¢ Ocie Speer
Assistent
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