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Amendment Transmittal 
 

A Reasons for Amendment 
 
Subparagraph 110 A has been amended to clarify the requirements for applicants who are 
entities. 
 
Subparagraph 110 B has been amended to modify the rules for applicants applying for FO loans 
who are operator only entities. 
 
Subparagraphs 111 D and 112 B have been amended to modify rules for entity applicants who 
are owned by embedded entities. 
 
Subparagraph 123 B has been amended to clarify when FO funds are used to purchase a farm 
only FSA applicants may be owners of the farm being purchased. 
 
Subparagraph 247 A has been amended to clarify signature requirements on promissory notes 
when embedded entities are involved. 
 
Exhibit 2 has been amended as follows: 
 
 embedded entity definition has been added 
 
 entity definition has been modified 
 
 entity member definition has been added 
 
 family farm definition has been amended to clarify that family farm refers to the business 

operation 
 
 operator definition has been amended. 
 
Exhibit 9 has been added to provide examples of how to evaluate embedded entities. 
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Par. 109 
109 Specific Requirements for OL’s (7 CFR 762.120(i)) (Continued) 
 

A Operator Requirement (Continued) 
 

Item Factor Consideration 
4 Credit 

Needs 
Congress established FSA’s loan limits to assist family sized 
operations.  The loan limits generally ensure that loans are made to 
family farm operations.  It is also important that every effort be made 
to ensure that loans are made only when it is certain that other credit is 
not available.  Loan participation arrangements are acceptable when 
FSA farm loans cannot meet the total needs; but, if maximum FSA 
farm loans are a small portion of the total credit requirements, this may 
be another indicator of a larger than family-size farm when considered 
with other factors, or that credit is available from another source. 

 
B Entity Borrower Requirements 

 
In the case of an entity borrower: 
 
 the entity must be authorized to operate, and own if the entity is also an owner, a 

farm in the state or states in which the farm is located 
 
 either of the following: 

 
 if the entity members holding a majority interest are related by marriage or 

blood, at least one member of the entity also must operate the family farm 
 
 if the entity members holding a majority interest are not related by marriage or 

blood, the entity members holding a majority interest must also operate the 
family farm. 

 
Note: The entity can be the operator for organizational or tax purposes in either case. 
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Par. 110 
110 Specific Requirements for FO’s (7 CFR 762.120(j)) 
 

A Owner and Operator Requirement 
 

 *--[7 CFR 762.120(j)(1)]  The individual must be the operator of not larger than a family 
farm and the owner of a farm after the loan is closed.  Ownership of the family farm 
operation or the farm real estate may be held either directly in the individual’s name or 
indirectly through interest in a legal entity.  
 
The applicant must own the farm to obtain FO.  The factors in subparagraph 109 A will be 
considered when determining whether or not the farm meets the family farm definition.  
Farmers also may lease farm land in addition to the land they own. 
 

B Entity Requirements 
 
[7 CFR 762.120(j)(2)] In the case of an entity borrower: 
 
An ownership entity must be authorized to own a farm in the state or states in which 
the farm is located.  An operating entity must be authorized to operate a farm in the 
state or states in which the farm is located; and 
 
 either of the following: 

 
 if the entity members holding a majority interest are related by marriage or 

blood, at least one member of the entity must operate the family farm and at 
least one member of the entity or the entity must own the farm 

 
 if the entity members holding a majority interest are not related by marriage or 

blood, the entity members holding a majority interest must operate the family 
farm and the entity members holding a majority interest or the entity must own 
the farm. 

 
[7 CFR 762.120(j)(3)]  If the entity is an operator-only entity, the individuals that own 
the farm (real estate) must own at least 50 percent of the family farm (operating entity).   
 
[7 CFR 762.120(j)(4)]  All ownership may be held either directly in the individual’s 
name or indirectly through interest in a legal entity. 
 
To determine if an operator-only entity meets the 50 percent rule, the following steps can be 
used. 
 

Step Action 
1 Identify all individuals with an ownership interest in any farm real estate operated by 

the family farm. 
2 Identify the individuals with an ownership interest in the family farm operating 

entity and their percent interest. 
3 Select the individual family farm owners who are also owners of the real estate. 
4 The total interests from step 3 must be at least 50 percent. 

--* 
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Par. 110 
110 Specific Requirements for FO’s (7 CFR 762.120(j)) (Continued) 
 

B Entity Requirements (Continued) 
 

 *--Example: Jones Farm Inc. applied for FO.  The corporation is owned by Bob and Jeff Jones.  
Jones Farm Inc. operation includes a farm that is owned by Jones Farms, LLC, 
with Bob and Betty Jones, each having a 50 percent ownership interest in LLC. 
 
Individuals owning farmland                     Jones Farm Inc. 
Bob Jones                                                   Bob Jones (50 percent) 
Betty Jones                                                 Jeff Jones (50 percent). 
 
Jones Farm Inc. would meet the ownership rule because farmland owner 
(Bob Jones) owns 50 percent of the family farm (Jones Farm Inc.).--* 
 

C Life Estates 
 
FO’s may be guaranteed under some circumstances when life estates are involved. 
 
A guaranteed FO can be made to: 
 
 both the life estate holder and the remainderman, if: 

 
 both have a legal right to occupy and operate the farm 
 both are eligible for the loan independently 
 both parties sign the note and lien instrument 
 

 just the remainderman, if: 
 
 the remainderman has a legal right to occupy and operate the farm 
 
 the lien instrument is signed by the remainderman, life estate holder, and any other 

party having any interest in the security 
 

 just the life estate holder, if: 
 
 there is no restriction placed on a life estate holder who occupies and operates a farm 
 
 the lien instrument is signed by the life estate holder, remainderman, and any other 

party having any interest in the security. 
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Par. 111 
111 Eligibility Requirements for OL and FO Entity Applicants (7 CFR 762.120(k)) 
 

A Individual Ownership Interest Requirement 
 
Each entity member’s ownership interest may not exceed the family farm definition 
limits. 
 

B Entity Ownership of Large Farms 
 
The collective ownership interest of all entity members may exceed the family farm 
definition limits only if the following conditions are met: 
 
 all of the entity members are related by blood or marriage 
 
 all of the members are or will be operators of the entity 
 
 the majority interest holders of the entity must meet the requirements of 

paragraphs 108 F, H, I, and 109 and 110 of this section. 
 
The majority interest holders of the entity must meet the following requirements: 
 
 the entity member is a citizen of the United States, United States non-citizen national, or 

qualified alien 
 
 the entity member, in past dealings with FSA, must not have provided FSA with false or 

misleading documents or statements 
 
 the entity member has an acceptable credit history 
 
 the entity members meet the requirements of paragraph 109 or 110. 
 

C Domestic Farmer 
 
The entity must be controlled by farmers engaged primarily and directly in farming in 
the United States after the loan is made. 
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Par. 111 
111 Eligibility Requirements for OL and FO Entity Applicants (7 CFR 762.120(k)) 
 

 *--D Embedded Entities 
 
[7 CFR 762.120(k)(4)]  If the applicant has one or more embedded entities, at least 75 
percent of the individual ownership interests of each embedded entity must be owned 
by members actively involved in managing or operating the family farm. 
 
Each embedded entity must separately meet the 75 percent test.  When determining whether 
the individual owner is actively involved in managing or operating the family farm, consider 
whether the individual has a daily or weekly role in the farming operation rather than simply 
acting as an absentee investor.  Also consider the total time the individual participates in the 
operation, either labor or management, and their time in comparison to others.  To be 
considered actively involved, the entity member must provide some amount of the 
management, or labor and management such that if the individual did not provide these 
inputs, operation of the farm would be seriously impaired. 
 
To determine if an embedded entity meets the 75 percent rule, the following steps can be 
used. 
 

Step Action 
1 Identify the embedded entities. 
2 Identify the individual ownership interests of each embedded entity. 
3 For each individual with ownership interest in the embedded entity, determine 

whether they are actively involved in managing or operating the family farm. 
4 For each embedded entity, individuals representing 75 percent of ownership of each 

embedded entity must meet the test in step 3. 
 
See Exhibit 9 for examples of embedded entity scenarios.--* 
 

E NPO’s 
 
NPO’s are typically not eligible to receive FSA guaranteed loan assistance.  Eligible entities 
must be comprised of members who have an individual ownership interest in the entity and 
will assume personal liability on the promissory note, as required by subparagraph 247 A. 
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Par. 112 
112 Specific Requirements for CL’s (7 CFR 762.120) 
 

A Applicant Requirements 
 
CL applicants do not have to meet the following: 
 
 “family farm” definition 
 test for credit requirement. 

 
Note: Because of this, some CL applicants will be very strong financially, with high 

debt service capacities and significantly more than adequate equity to secure the 
loan request.  See paragraph 70.5. 
 

B Eligibility Criteria 
 
[7 CFR 762.120(l)]  Entity applicants for CL guarantees must meet the following 
eligibility criteria: 
 
 the majority interest holders of the entity must meet the requirements of 

subparagraphs 108 F, H, and I of this section 
 
 the entity must be controlled by farmers engaged primarily and directly in farming 

in the United States after the loan is made 
 
*--if the applicant has one or more embedded entities, at least 75 percent of the 

individual ownership interests of each embedded entity must be owned by members 
actively involved in managing or operating the family farm--* 

 
 the entity must be authorized to operate a farm in the State or States in which the 

farm is located. 
 
[7 CFR 762.120(m)]  Individual applicants for CL guarantees must be farmers in the 
United States. 

 
113-121 (Reserved) 
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Par. 122 
122 OL Purposes (7 CFR 762.121(a)) (Continued) 
 

E Refinancing 
 
OL notes may be used to refinance existing debts when the refinancing activity will benefit 
the farming entity and the original loans were for approved OL purposes. 
 
When the guaranteed loan is to be used to refinance an unguaranteed debt that the lender has 
with the applicant, the authorized agency official must evaluate whether the terms of the 
proposed loan will improve the applicant’s cash flow and likelihood of success. 
 

F LOC Purposes 
 
Loan funds under a line of credit may be advanced only for the following purposes: 
 
 payment of annual operating expenses, family subsistence, and purchase of feeder 

animals 
 
Note: Annual operating expenses include those expenses related to operations with 

normal production cycles exceeding 12 months, such as some aquaculture and 
tree crops. 
 

 payment of current annual operating debts advanced for the current operating 
cycle; under no circumstances can carry-over operating debts from a previous 
operating cycle be refinanced 

 
 purchase of routine capital assets, such as replacement of livestock, that will be 

repaid within the operating cycle 
 
Note: Only routine, annually recurring capital purchases may be included under LOC.  

These purchases must be scheduled for repayment within the operating cycle. 
 
Example: Operations that normally replace a certain portion of their breeding 

livestock each year may include these purchases under LOC. 
 

 payment of scheduled, non-delinquent term debt payments provided the debt is for 
authorized FO or OL purposes 

 
 purchase of cooperative stock for credit, production, processing, or marketing 

purposes 
 
 payment of loan closing costs. 
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Par. 123 
123 FO Purposes (7 CFR 762.121(b)) 
 

A General FO Purposes 
 
The authorized agency official shall review loan applications to ensure that FO funds are 
used for approved purposes. 
 

B FO Purposes 
 
Guaranteed FO’s are authorized only to: 
 
 acquire or enlarge a farm 

 
Examples: Examples include, but are not limited to: 

 
 providing down payments 
 
 purchasing easements for the applicant’s portion of land being 

subdivided 
 
 participating in the Downpayment Loan program under  

7 CFR Part 764 of this chapter (3-FLP). 
 

Notes: Land acquired with FO funds must be intended for production of agricultural 
commodities, used as the headquarters of the farming operation, used as the 
primary residence of the farm owner or manager, or used to store, repair, or 
process farm equipment, commodities, or livestock. 
 

 *--FO funds must only finance purchases by FSA loan applicants; therefore, when FO 
funds are advanced to acquire or enlarge a farm, all individuals that will own the 
farm (real estate) being purchased must also be owners of the family farm 
(operating entity).--* 
 
Acquiring farm assets by purchasing 100 percent of a corporation’s stock is 
considered to be the same as purchasing the assets themselves.  The corporation 
must be the operator at the time of loan closing.  State Offices shall contact the 
National Office for guidance in processing these requests. 
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Par. 247 
247 Actions Before Issuing the Loan Guarantee (7 CFR 762.130) (Continued) 
 

A Lender’s Actions (Continued) 
 
●*--as of loan closing, applicant has an outstanding balance on a direct Downpayment loan 

under 3-FLP, Part 7, Section 2, or a qualified State Beginning Farmer loan; or has a 
direct Downpayment loan or a qualified State Beginning Farmer loan approved but 
funding is not available at the time the guaranteed loan is closed.   
 
Notes: Applicants meeting only the definition of beginning or socially disadvantaged 

farmer will not qualify for the waiver.--* 
 
A qualified State Beginning Farmer Program has MOU between the State and 
USDA and has been approved by DAFLP and signed by the State. 

 
 a copy of the executed promissory note or loan agreement. 
 

Note: The lender will use its own promissory notes, line of credit agreements, real 
estate mortgages (including deeds of trust and similar instruments), and 
security agreements (including chattel mortgages), provided: 
 
 the forms meet Agency requirements 
 
 documents comply with State law and regulation 
 
 the principal and interest repayment schedules are stated clearly in the 

notes and are consistent with the conditional commitment 
 
Note: A lender may use notes with short-term maturities for intermediate and 

long-term loans provided: 
 
 the lender has indicated the intended term of the loan 

 
Note: This may be done by entering the total number of years in 

the repayment period block of the application form. 
 

 the subsequent note is a continuation of the original intended 
repayment plan and not a restructuring of a past due account 

 
 there is a clear link between the Loan Guarantee and all the notes 

intended to be covered by the Loan Guarantee.  The Loan 
Guarantee references only the debt instrument used at loan closing.  
The necessary linkage may be established with a master note, a 
loan agreement, or by referring in the subsequent notes to the 
original debt instrument referenced on the Loan Guarantee. 

 
 
 
 
6-13-13     2-FLP (Rev. 1) Amend. 23 Page 10-13 



Par. 247 
247 Actions Before Issuing the Loan Guarantee (7 CFR 762.130) (Continued) 
 

A Lender’s Actions (Continued) 
 
 the note is executed by the individual liable for the loan 

 
 *--Note: For entity applicants, the promissory note will be executed to 

evidence liability for the entity, any embedded entities, and the 
individual liability of all entity members (including individual 
owners of embedded entities).  Personal guarantees, or other--* 
forms, will not be used to address the individual liability requirement.  
Individual liability can be waived by the Agency for members 
holding less than 10 percent ownership in the entity if the 
collectability of the loan will not be impaired. 
 

 when the loan purpose is to refinance or restructure the lender’s own 
debt, the lender may continue to use the existing debt instrument and 
attach an allonge that modifies the terms of the original note. 
 
Note: This also applies when a lender has closed an approved guaranteed 

loan before funds are available. 
 

See Exhibit 11 for additional guidance. 
 

In addition, the lender should take the following actions. 
 
 Inform FSA of the lender’s plans to market the loan to the secondary market.  These 

plans must be consistent with Part 15.  LOC’s may be funded in participation with other 
lenders, but may not be sold into the secondary market. 

 
 The lender must notify the Agency of any scheduled inspections during construction 

and after the guarantee has been issued.  The Agency may attend these field 
inspections.  Any inspections or review performed by the Agency, including those 
with the lender, are for the benefit of the Agency only.  Agency inspections do not 
relieve any other parties of their inspection responsibilities, nor can these parties 
rely on Agency inspections in any manner. 
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Exhibit 2 
Definitions of Terms Used in This Handbook (7 CFR 761.2(b)) (Continued) 
 

Default 
 
Default is the failure of a borrower to observe any agreement with the Agency, or the 
lender in the case of a guaranteed loan, as contained in promissory notes, security 
instruments, and similar or related instruments. 
 

Deferral 
 
Deferral is a postponement of the payment of interest or principal, or both. 
 

Delinquent Borrower 
 
Delinquent borrower, for loan servicing purposes, is a borrower who has failed to make all 
scheduled payments by the due date. 
 

Direct Loan 
 
Direct loan is a loan funded and serviced by the Agency as the lender. 
 

Disaster 
 
Disaster is an event of unusual and adverse weather conditions or other natural 
phenomena, or quarantine, that has substantially affected the production of agricultural 
commodities by causing physical property or production losses in a county, or similar 
political subdivision, that triggered the inclusion of such county or political subdivision in 
the disaster area as designated by the Agency. 
 

Disaster Area 
 
Disaster area is the county or counties declared or designated as a disaster area for EM 
loan assistance as a result of disaster related losses.  This area includes counties contiguous 
to those counties declared or designated as disaster areas. 
 

Disaster Yield 
 
Disaster yield is the per-acre yield of an agricultural commodity for the operation during 
the production cycle when the disaster occurred. 
 

 *--Downpayment Loan 
 
Downpayment loan is a type of FO direct loan made to eligible applicants to finance a 
portion of a real estate purchase under part 764, subpart E of this chapter.--* 
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Exhibit 2 
Definitions of Terms Used in This Handbook (7 CFR 761.2(b)) (Continued) 
 

Due Diligence 
 
Due Diligence (762.128) is the process of evaluating real estate in the context of a real estate 
transaction to determine the presence of contamination from release of hazardous 
substances, petroleum products, or other environmental hazards and determining what 
effect, if any, the contamination has on the security value of the property. 
 

Economic Emergency Loan 
 
Economic Emergency loan is a loan that was made or guaranteed to an eligible applicant to 
allow for continuation of the operation during an economic emergency which was caused 
by a lack of agricultural credit or an unfavorable relationship between production costs 
and prices received for agricultural commodities.  EE loans are not currently funded; 
however, such outstanding loans are serviced by the Agency or the lender in the case of a 
guaranteed EE loan. 
 

Emergency Loan 
 
Emergency loan is a loan made to eligible applicants who have incurred substantial 
financial losses from a disaster. 
 

 *--Embedded Entity 
 
Embedded entity means an entity that has a direct or indirect interest, as a stockholder, 
member, beneficiary, or otherwise, in another entity. 
 

Entity 
 
Entity means a corporation, partnership, joint operation, cooperative, limited liability 
company, trust, or other legal business organization, as determined by the Agency, that is 
authorized to conduct business in the state in which the organization operates.  
Organizations operating as non-profit entities under Internal Revenue Code 501 
(26 U.S.C. 501) and estates are not considered eligible entities for Farm Loan Programs 
purposes. 
 

Entity Member 
 
Entity member means all individuals and all embedded entities, as well as the individual 
members of the embedded entities, having an ownership interest in the assets of the 
entity.--* 
 

False Information 
 
False information is information provided by an applicant, borrower or other source to the 
Agency that the applicant or borrower knows to be incorrect. 
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Exhibit 2 
Definitions of Terms Used in This Handbook (7 CFR 761.2(b)) (Continued) 
 

Family Farm 
 

 *--Family farm is a business operation that:--* 
 
(1)  Produces agricultural commodities for sale in sufficient quantities so that it is 
recognized as a farm rather than a rural residence; 
 
(2)  Has both physical labor and management provided as follows: 
 
(i)  The majority of day-to-day, operational decisions, and all strategic management 
decisions are made by: 
 
(A)  The borrower and persons who are either related to the borrower by blood or 
marriage, or are a relative, for an individual borrower; or 
 
(B)  The members responsible for operating the farm, in the case of an entity. 
 
(ii)  A substantial amount of labor to operate the farm is provided by: 
 
(A)  The borrower and persons who are either related to the borrower by blood or 
marriage, or are a relative, for an individual borrower; or 
 
(B)  The members responsible for operating the farm, in the case of an entity. 
 
(3)  May use full-time hired labor in amounts only to supplement family labor. 
 
(4)  May use reasonable amounts of temporary labor for seasonal peak workload periods or 
intermittently for labor intensive activities. 
 

Family Living Expenses 
 
Family living expenses are the costs of providing for the needs of family members and those 
for whom the borrower has a financial obligation, such as alimony, child support, and care 
expenses of an elderly parent. 
 

Family Members 
 
Family members are the immediate members of the family residing in the same household 
with the borrower. 
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Exhibit 2 
Definitions of Terms Used in This Handbook (7 CFR 761.2(b)) (Continued) 
 

Farm 
 
Farm is a tract or tracts of land, improvements, and other appurtenances that are used or 
will be used in the production of crops, livestock, or aquaculture products for sale in 
sufficient quantities so that the property is recognized as a farm rather than a rural 
residence.  The term “farm” also includes the term “ranch.”  It may also include land and 
improvements and facilities used in a non-eligible enterprise or the residence which, 
although physically separate from the farm acreage, is ordinarily treated as part of the 
farm in the local community. 
 

Farmer 
 
Farmer is an individual, corporation, partnership, joint operation, cooperative, trust, or 
limited liability company that is the operator of a farm. 
 

Farm Income 
 
Farm income is the proceeds from the sale of agricultural commodities that are normally 
sold annually during the regular course of business, such as crops, feeder livestock, and 
other farm products. 
 

Farm Loan Programs 
 
Farm Loan Programs are Agency programs to make, guarantee, and service loans to 
family farmers authorized under the Act or Agency regulations. 
 

Farm Ownership Loan 
 
Farm Ownership loan is a loan made to eligible applicants to purchase, enlarge, or make 
capital improvements to family farms, or to promote soil and water conservation and 
protection.  It also includes the direct * * * downpayment loan. 
 

Farm Program Payments 
 
Farm Program payments are benefits received from FSA for any commodity, disaster, or 
cost share program. 
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Exhibit 2 
Definitions of Terms Used in This Handbook (7 CFR 761.2(b)) (Continued) 
 

Non-Eligible Enterprise 
 
Non-eligible enterprise is a business that meets the criteria in any one of the following 
categories: 
 
(1)  Produces exotic animals, birds, or aquatic organisms or their products which may be 
agricultural in nature, but are not normally associated with agricultural production, e.g. 
there is no established or stable market for them or production is speculative in nature. 
 
(2)  Produces non-farm animals, birds, or aquatic organisms ordinarily used for pets, 
companionship, or pleasure and not typically associated with human consumption, fiber, or 
draft use. 
 
(3)  Markets non-farm goods or provides services which might be agriculturally related, 
but are not produced by the farming operation. 
 
(4)  Processes or markets farm products when the majority of the commodities processed 
or marketed are not produced by the farming operation. 
 

Nonessential Assets 
 
Nonessential assets are assets in which the borrower has an ownership interest, that: 
 
(1)  Do not contribute to: 
 
(i)  Income to pay essential family living expenses, or  
 
(ii)  The farming operation; and 
 
(2)  Are not exempt from judgment creditors or in a bankruptcy action. 

 
*--Nontraditional Lender 

 
Nontraditional lender is a lender that extends credit but is without federal deposit or share 
insurance protection.  They typically do not hold deposit accounts and are not subject to 
supervision by the FDIC, Office of Comptroller of the Currency, Office of Thrift Supervision, 
Federal Reserve Board, Farm Credit Administration, or National Credit Union Administration.  
They include, but are not limited to, lenders regulated by the U.S. Department of the Treasury’s 
Community Development Financial Institutions Fund.--* 

 
Normal Income Security 

 
Normal income security is all security not considered basic security, including crops, 
livestock, poultry products, other property covered by Agency liens that is sold in 
conjunction with the operation of a farm or other business, and FSA Farm Program 
payments. 
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Exhibit 2 
Definitions of Terms Used in This Handbook (7 CFR 761.2(b)) (Continued) 
 

Offset 
 
Offset is the referral of a debt to TOP for offset of payments made to a debtor by Federal 
agencies other than USDA. 
 

Operating Loan 
 
Operating loan is a loan made to an eligible applicant to assist with the financial costs of 
operating a farm.  The term also includes a direct Youth loan. 
 

Operator 
 
Operator is the individual or entity that provides the labor, management, and capital to 
operate the farm.  The operator can be either an owner-operator or tenant-operator.  
Under applicable State law, an entity may have to receive authorization from the State in  

 *--which the farm is located to be the owner and/or operator of the farm.  Operating-only 
entities may be considered owner-operators when the individuals who own the farm real 
estate own at least 50 percent of the family farm operation.--* 
 

Partial Release 
 
Partial release is the release of a portion of the security used as collateral for a loan, usually 
accomplished by the sale of the property. 
 

Partnership 
 
Partnership is any entity consisting of two or more individuals who have agreed to operate 
a farm as one business unit.  The entity must be recognized as a partnership by the laws of 
the State in which the partnership will operate a farm.  It also must be authorized to own 
both real and personal property and to incur debt in its own name. 
 

Past Due 
 
Past due is when a payment is not made by the due date. 
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Exhibit 9 
(Par. 111) 

*--Embedded Entity Examples 
 

A Determining Embedded Entities 
 
Subparagraphs B and C have been provided to help in determining whether embedded entities 
meet 7 CFR 762.120 FLP rules. 
 

B Embedded Entity Example 1 
 

John Smith 
 

 50 percent 
interest. 
 

 Absentee 
investor. 

 Mike Smith 
 
 50 percent 

interest. 
 

 Full time grain 
manager. 

 Bob Smith 
 

 100 percent 
Bob Smith, LLC. 
 

 Full time 
livestock 
manager. 

        
JM Smith, LLC. 

Assets: 40 Percent Smith Farms, Inc. 
 Bob Smith, LLC. 

Assets:  60 Percent Smith Farms, Inc. 
     
 Smith Farms, Inc. 

Assets:  Equipment and livestock. 
Operator:  Grain and livestock income and expenses. 

 

 
JM Smith, LLC, fails the 75 percent test because only Mike is actively involved in the operation 
and he owns only 50 percent of the embedded entity, JM Smith, LLC.  If Mike Smith owned 
75 percent of JM Smith, LLC, then the application would meet the embedded entity test.--* 
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Exhibit 9 
(Par. 111) 

*--Embedded Entity Examples (Continued) 
 

C Embedded Entity Example 2 
 

Dad 
100 Percent 

 
Mom 

100 Percent
 

Daughter 
Living Trust 
(25 Percent)  

Son 
Living Trust 
(25 Percent)

           
Dad 

Living Trust 
(25 Percent) 

 Mom 
Living Trust
(25 Percent)

      

           
           

Good Farms, LLC 
 
 Assets:  Land and 

equipment. 
 

 Operator:  
Crop income and 
expenses. 

 Office, LLC 
 
 Assets:  2 Pickups. 
 
 Income:  Fee for 

employee hiring. 

 Big Cow, LLC 
(FSA Applicant) 

 
 Assets:  Cows. 
 
 Operator:  

Milk income and 
expenses. 

 
Both Mom and Dad must be actively involved in managing or operating the family farm.  
Daughter and Son are not involved in embedded entities, so they are not subject to the 75 percent 
rule. 
 
Either Good Farms, LLC, or Big Cow, LLC, could be the FSA applicant depending on the 
purpose of the loan.--* 
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