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not result in an increase in the interest 
rate paid by the borrower of more than 
1 percent per year. The borrower shall 
not be required to repay escrowed 
buydown funds. Funds must be 
escrowed with a state or federally su-
pervised Lender. Funded buydown ac-
counts must be fully funded for the 
buydown period. Buydown periods must 
be at least 12 months for each 1 percent 
of the buydown. 

§§ 1980.393–1980.396 [Reserved] 

§ 1980.397 Exception authority. 

The Administrator may, in indi-
vidual cases, make an exception to any 
requirement or provision of this sub-
part or address any omission of this 
subpart which is not inconsistent with 
the authorizing statute or other appli-
cable law if the Administrator deter-
mines that application of the require-
ment, or provision, or failure to take 
action in the case of an omission would 
adversely affect the Government’s fi-
nancial interest. The Administrator 
will exercise this authority upon re-
quest of the State Director with the 
recommendation of the Assistant Ad-
ministrator for Housing. Requests for 
exception must be made in writing ac-
companied by the borrower’s casefile in 
cases involving specific borrowers and 
supported with documentation to ex-
plain the adverse effect, propose alter-
native courses of action, and to show 
how the adverse effect will be elimi-
nated or minimized if the exception is 
granted. 

§ 1980.398 Unauthorized assistance 
and other deficiencies. 

(a) Unauthorized assistance. Unauthor-
ized assistance includes, but is not lim-
ited to, issuance of a loan note guar-
antee when the borrower was not eligi-
ble for the loan or the borrower was el-
igible but the loan was not made for 
authorized purposes. Unauthorized as-
sistance in the form of interest assist-
ance is discussed in § 1980.390. 

(b) Initial determination of unauthor-
ized assistance. The reasons for unau-
thorized assistance being received by 
the Lender may include: 

(1) Submission of false or inaccurate 
information by the Lender; 

(2) Submission of false or inaccurate 
information by the borrower; 

(3) Error by RHS personnel; or 
(4) Error by the Lender. 
(c)–(d) [Reserved] 
(e) Categories of unauthorized assist-

ance—(1) Minor deficiency. A minor defi-
ciency is one that does not change the 
eligibility of the borrower, the eligi-
bility of the property, or amount of the 
loan. Such incidents will be brought to 
the Lender’s attention in writing. Ex-
amples of minor deficiencies include 
improperly completed builder certifi-
cations, use of an outdated credit re-
port, or use of an outdated income 
verification. Minor deficiencies also in-
clude those significant deficiencies 
when the Lender is willing and able to 
correct the problem such as obtaining 
flood insurance for a dwelling located 
in a flood hazard area and assuring the 
escrow amount is sufficient. 

(2) Significant deficiency. A significant 
deficiency is one that creates a signifi-
cant risk of loss to the Government, or 
involves acceptance of a borrower or 
property not permitted by Agency reg-
ulations. Such cases may result in pro-
bation or withdrawal of the Lender’s 
approval for program participation. 
Examples of significant deficiencies in-
clude gross miscalculation of income, 
acceptance of property that is severely 
deficient of the required standards, 
missing builder certifications, and con-
struction changes that materially af-
fect value without proper change or-
ders. 

(3) Fraud or misrepresentation. A defi-
ciency that involves an action by the 
Lender to misrepresent either the fi-
nancial capacity of the borrower or the 
condition of the property being fi-
nanced may, in addition to any crimi-
nal and civil penalties, result in a with-
drawal of RHS approval, or debarment. 
Examples of this type of deficiency in-
clude falsified Verifications of Employ-
ment, false certifications, reporting a 
delinquent loan as being current, and 
omitting conditions relating to the 
health and safety of a property. 

(f) Borrower noncompliance. When the 
borrower receives unauthorized assist-
ance due to an error or oversight, the 
Lender may continue with the guaran-
teed loan. More serious violations will 
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