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A Reasons for Amendment

Exhibit 34 has been amended to correct the examples of how to evaluate embedded entities.
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Exhibit 34

(Par. 174)
*--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 Mike Smith Bob Smith
e 50 percent e 50 percent e 100 percent
interest. interest. Bob Smith, LLC.
e Absentee e Full time grain e Fulltime
investor. manager. livestock
managetr.
JM Smith, LLC. Bob Smith, LLC.
Assets: 40 Percent Smith Farms, Inc. 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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Embedded Entity Examples (Continued)

C Embedded Entity Example 2

Dad
100 Percent

Dad
Living Trust
(25 Percent)

Mom
100 Percent

Mom
Living Trust
(25 Percent)

Daughter

* * *

(25 Percent)

Exhibit 34
(Par. 174)

Son
* % %

(25 Percent)

Good Farms, LLC

e Assets: Land and
equipment.

e QOperator:
Crop income and
expenses.

Office, LLC

e Assets: 2 Pickups.

e |ncome: 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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