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(INTERPRET..TION OF BANKING ACT OF 1933)
Copies to bc sont to all Federal Reserve Bankse
July 17, 1933,
Mr. W W, Hoxton,
Federal Rescrve Agont,
Federal Reserve Bank of Richmond,
Richmond, Virginiae
Dear Mr. Hoxton:
Receipt is acknowledged of your letter of July 12, 1933,
inclosing o copy of a lettor addresscd o you on the same date by Mre

» Exccutive Manager of (a nomber bank), inquiring

whother the provisions of Section 23A of the Federal Reserve Aet, as
omended by Scction 13 of the Banking Act of 1933, arc rctroactives

It appoars fron Mre * lottor that the (member bank)
has two affiliates and that the investimonts which it had made in the
capital stoek of such affiliatcs, prior to June, 1933, coxceed the
linits preseribed by Scetinn 23As To conform to other provisions of
the Banking Act of 1933, those affilintes arc now being liguidated;
but, during the period of liquidation, they decsirc to borrow rcosonable
sums for cxpcnscs and other purposcs, and the bank apparcntly desires
to know whother it may moke loans to these affiliatess

The first paragraph of Scetion 23A, which is the only part
of that scetion pertinent to this inquiry, rcads as follows:

"Scece 23Ae No member bank shall (1) make any loan or any
extension of ercdit to, or purchasc sccurities under repurchase
agrecmont from, any of its affiliates, or (2) invest any of its
funds in the capital stock, bonds, debenturcs, or other such obe
ligations of any such affiliatc, or (3) accept the capital stock,
bonds, debenturcs, or othor such obligations of any such affilie

ate as collateral scecurity for advances made to any person,
partnership, association, or corporation, if, in the easc of any
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such affiliate, the aggregatc amount of such loans, extensions
of erecdit, repurchasc agrecements, investments, and advances
against such collateral sccurity will excced 10 per contum of
the capital stock and surplus of such member bank, or if, in
the casc of all such affiliates, the aggregate amount of such
loans, cxtonsions of credits, repurchase agrecments, investments,
and advances against such collateral sccurity will excced 20 per
contun of the capital stock and surplus of such member bank.""
In view of the words underlined, it is clcar that these pro-
visions deo not requirc a nember bank to disposec of any such loans or
investments acquired prior to June 16, 1933; but they forbid a merboer
bank to make additiomal loans or investments of this character, if
the addition of the amount of such new loans or investments to the
amount of those previously existing will increasc the aggregate to an
amount exceceding 10% of the eapital and surplus of such member bank,
in tho casc of any one affiliatc, or 20% of the capital and surplus of
such member bank, in the casc of all affiliates of such banke
Since the investments made by the (membor bank) in the capital
stock of its affiliates, prior to Junc 16, 1933, cxcecd the limits pre-
seribed by thec law, the (member bank) may not lawfully make 1oags to

such affiliates while it hold s such investments,

Very truly yours,

Chester Morrill,
Secrotary.
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