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(IITTEEPRETAIIOIT OF BANKING ACT OF 1933) 

Copies to be sent to all Federal reserve banks• 

September 21, 1933# 

Honorable J. F# T* O'Connor, 
Comptroller of the Currency, 
Washington, D. C. 

Dear Mr• 0TConnor: 

Reference is made to Mr. Await* s memorandum of August 9, 

1933, asking to be advised whether the Federal Reserve Board approves 

of the answer which your office proposes to make to a question aris-

ing under Section 23A of the Federal Reserve Act, as amended by Sec-

tion 13 of the Banking Act of 1933. 

The memorandum states that a national bank has sold certain 

of its assets to an affiliate, which has given its note in payment 

therefor, and states that although it has long been the position of 

your office that such a transaction would not be considered a "loan" 

under Section 5200 of the Revised Statutes, you contemplate advising 

the bank that the transaction is to be considered an "extension of 

credit" to the affiliate by the bank and that consequently it comes 

within the prohibition of Section 23A. 

Section 5200 of the Revised Statutes places certain limita-

tions upon the total obligations to any national bank of any individual, 

partnership or corporation, the term "obligation" being defined as the 

liability of the maker, acceptor, indorser, drawer, or guarantor, who 

discounts paper with, or sells paper to, or obtains a loan from a 
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national bank. It appears that it has been the position of your office 

that this provision has reference to transactions involving the bor-

rowing of money from a national bank, and does not have reference to 

a transaction involving, for instance, the acceptance of a promissory 

note by a national bank in payment for bonds sold by the national bank, 

although, the latter transaction would constitute an "extension of 

credit" within the commonly accepted meaning of that phrase. 

Section 23A of the Federal Reserve Act, however, provides that 

except within certain limitations "no member bank shall (l) make any 

loan or any extension of credit to" any of its affiliates, (2) invest 

any of its funds in the stock, bonds or other obligations of any such 

affiliate, or (3) accept the stock, bonds or other obligations of any 

such affiliate as collateral for advances to any person. Section 23A 

therefore covers a broader class of transactions than the discounts 

and similar transactions involving the borrowing of money which are 

covered by Section 5200 of the Revised Statutes. 

Therefore, the Board is fully in accord with the conclusion 

referred to in Mr. Await1s memorandum that the transaction therein 

described, whereby the member bank accepts the promissory note of its 

affiliate in payment for assets of the bank sold to the affiliate, 

should be considered an "extension of credit" within the meaning of 

Section 23A of the Federal Reserve Act. 

Very truly yours, 

(Signed) L. P. Bethea 

L. P. Bethea, 
Assistant Secretary. 
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