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provide the disclosures described in
§615.52565 of this chapter.

[66 FR 16843, Mar. 28, 2001, as amended at 70
FR 53907, Sept. 13, 2005; 71 FR 65386, Nov. 8,
2006]

§611.1136 Regulation and examination
of service corporations.

(a) What regulations apply to a service
corporation? Because a service corpora-
tion is formed by banks and associa-
tions, it is subject to applicable Farm
Credit Administration (we, our) regula-
tions.

(b) Who examines a service corporation?
We examine service corporations.

(c) What types of service corporations
are subject to our regulations and exam-
ination? All incorporated service cor-
porations formed by banks and associa-
tions are subject to our regulations and
examination.

[66 FR 16843, Mar. 28, 2001, as amended at 78
FR 31831, May 28, 2013]

§611.1137 Title VIII service corpora-
tions.

(a) What is a title VIII service corpora-
tion? A title VIII service corporation is
a service corporation organized for the
purpose of exercising the authorities
granted under title VIII of the Act to
act as an agricultural mortgage mar-
keting facility.

(b) How do I form a title VIII service
corporation? A title VIII service cor-
poration is formed and subject to the
same requirements as a service cor-
poration formed under §611.1135, with
one exception. The Federal Agricul-
tural Mortgage Corporation or its af-
filiates may not form or own stock in
a title VIII service corporation.

Subpart J—Unincorporated
Business Entities

SOURCE: 78 FR 31831, May 28, 2013, unless
otherwise noted.

§611.1150 Purpose and scope.

(a) Purpose. This subpart sets forth
the parameters for one or more Farm
Credit System (System) institutions to
organize or invest in an Unincor-
porated Business Entity (UBE) in ac-
cordance with the Farm Credit Act of
1971, as amended (Act).
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(b) Scope. Except as authorized under
these regulations, no System institu-
tion may manage, control, become a
member or partner, or invest in a
State-organized or chartered business
entity. This subpart applies to each
System institution that organizes or
invests in a UBE, including a UBE or-
ganized for the express purpose of in-
vesting in a Rural Business Investment
Company. This subpart does not apply
to UBEs that one or more System in-
stitutions have the authority to estab-
lish as Rural Business Investment
Companies pursuant to the provisions
of title VI of the Farm Security and
Rural Investment Act of 2002, as
amended (FSRIA) and United States
Department of Agriculture regulations
implementing FSRIA.

§611.1151 Definitions.

For purposes of this subpart, the fol-
lowing definitions apply:

Articles of formation means registra-
tion certificates, charters, articles of
organization, partnership agreements,
membership or trust agreements, oper-
ating, administration or management
agreements, fee agreements or any
other documentation on the establish-
ment, ownership, or operation of a
UBE.

Control means that one System insti-
tution, directly or indirectly, owns
more than 50 percent of the UBE’s eq-
uity or serves as the general partner of
an LLLP, or constitutes the sole man-
ager or the managing member of a
UBE. However, under generally accept-
ed accounting principles (GAAP), the
power to control may also exist with a
lesser percentage of ownership, for ex-
ample, if a System institution is the
UBE’s primary beneficiary, exercises
significant influence over the UBE or
establishes control under other facts
and circumstances in accordance with
GAAP. Under this definition, a System
institution also will be deemed to have
control over the UBE if it exercises de-
cision-making authority in a principal
capacity of the UBE as defined under
GAAP.

Equity investment means a System in-
stitution’s contribution of money or
assets to the operating capital of a
UBE that provides ownership rights in
return.
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System institution means each System
bank under titles I or III of the Act,
each System association under title II
of the Act, and each service corpora-
tion chartered under section 4.25 of the
Act.

Third-party UBE means a UBE that is
owned or controlled by one or more
non-System persons or entities as the
term ‘‘control” is defined under GAAP.

UBE means a Limited Partnership
(LP), Limited Liability Partnership
(LLP), Limited Liability Limited Part-
nership (LLLP), Limited Liability
Company (LLC), Business or other
Trust Entity (TE), or other business
entity established and maintained
under State law that is not incor-
porated under any law or chartered
under Federal law.

UBE business activity means the serv-
ices and functions delivered by a UBE
for one or more System institutions.

Unusual and complex collateral means
acquired property that may expose the
owner to risks beyond those commonly
associated with loans, including, but
not limited to, acquired industrial or
manufacturing properties where there
is increased risk of incurring potential
environmental or other liabilities that
may accrue to the owners of such prop-
erties.

§611.1152 Authority over equity in-
vestments in UBEs for business ac-
tivity.

(a) Regulation, supervisory, oversight,
examination and enforcement authority.
FCA has regulatory, supervisory, over-
sight, examination and enforcement
authority over each System institu-
tion’s equity investment in or control
of a UBE and the services and func-
tions that a UBE performs for the Sys-
tem institution. This includes FCA’s
authority to require a System institu-
tion’s dissolution of, disassociation
from, or divestiture of an equity in-
vestment in a UBE, or to otherwise
condition the approval of equity in-
vestments in UBEs.

(b) Assessing UBE investments and
business activity. In accordance with
section 5.15 of the Act, the cost of regu-
lating and examining System institu-
tions’ activities involving UBEs will be
taken into account when assessing a
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System institution for the cost of ad-
ministering the Act.

§611.1153 General restrictions and

prohibitions on the use of UBEs.

(a) Authorized UBE business activity.
All UBE business activity must be:

(1) Necessary or expedient to the
business of one or more System insti-
tutions owning the UBE; and

(2) In no instance greater than the
functions and services that one or more
System institutions owning the UBE
are authorized to perform under the
Act and as determined by the FCA.

(b) Circumvention of cooperative prin-
ciples. System institutions are prohib-
ited from using UBEs to engage in di-
rect lending activities or any other ac-
tivity that would circumvent the appli-
cation of cooperative principles, in-
cluding borrower rights as described in
section 4.14A of the Act, or stock own-
ership, voting rights or patronage as
described in section 4.3A of the Act.

(¢c) Transparency and the avoidance of
conflicts of interest. Each System insti-
tution must ensure that:

(1) The UBE is held out to the public
as a separate or subsidiary entity;

(2) The business transactions, ac-
counts, and records of the UBE are not
commingled with those of the System
institution; and

(3) All transactions between the UBE
and System institution directors, offi-
cers, employees, and agents are con-
ducted at arm’s length, in the interest
of the System institution, and in com-
pliance with standards of conduct rules
in §§612.2130 through 612.2270.

(d) Limit on one-member UBEs. A UBE
owned solely by a single System insti-
tution (including between and among a
parent agricultural credit association
and its production credit association
and Federal land credit association
subsidiaries and between a parent agri-
cultural credit bank and its subsidiary
Farm Credit Bank) as a one-member
UBE is limited to the following special
purposes:

(1) Acquiring and managing the un-
usual or complex collateral associated
with loans; and

(2) Providing limited services such as
electronic transaction, fixed asset,
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