What is an Acceleration Clause in my Loan Documents?

An acceleration clause is a provision in a loan agreement that gives the lender the right to demand
immediate repayment of the entire outstanding loan balance if the borrower fails to meet specific
conditions or breaches certain terms of the loan agreement. Essentially, it allows the lender to
accelerate the repayment schedule, making the entire loan amount due and payable.

Here are some specific examples of triggers for an acceleration clause in a loan document:

1. Failure to Make Payments: If the borrower fails to make regular, timely payments as
specified in the loan agreement, the lender may invoke the acceleration clause.

2. Violation of Loan Covenants: Many loan agreements come with covenants—conditions or
restrictions that the borrower must adhere to. If the borrower violates any of these
covenants, it could trigger the acceleration clause. For example, a covenant might require the
borrower to maintain a certain debt-to-equity ratio or limit capital expenditures.

3. Transfer of Ownership: Some loan agreements have a clause stating that if the borrower
sells or transfers the collateral (property securing the loan) without the lender's consent, the
lender can accelerate the loan.

4. Bankruptcy or Insolvency: The occurrence of events such as the borrower filing for
bankruptcy or becoming insolvent may trigger the acceleration clause.

Consequences of triggering an acceleration clause:

1. Immediate Repayment: The primary consequence is that the borrower is required to repay
the entire outstanding loan balance immediately, rather than continuing with the scheduled
payments over time.

2. Additional Costs: Acceleration may result in additional costs for the borrower, such as
penalties, fees, or increased interest rates.

3. Foreclosure: If the loan is secured by collateral (such as real estate), failure to cure the
default and repay the loan may lead to foreclosure, allowing the lender to take possession of
the collateral.

4. Legal Action: In some cases, lenders may pursue legal action to enforce the acceleration
clause and recover the outstanding amount.

It's essential for borrowers to carefully review and understand the terms of their loan agreements,
including any acceleration clauses, to avoid potential consequences in the event of financial
difficulties or breaches of contract. Borrowers should communicate with their lenders if they
anticipate difficulties in meeting their obligations to explore potential alternatives and solutions.

Q: Can | negotiate with my lender about my acceleration clause?

Whether an acceleration clause is negotiable can depend on the specific terms agreed upon by the
borrower and lender during the negotiation and drafting of the loan agreement. In many cases,
lenders may include standard acceleration clauses in their loan documents, and these terms might be
less negotiable, especially in standardized loan agreements. However, in more complex or



individually negotiated transactions, borrowers may have some room to discuss and potentially
modify the acceleration clause.

Negotiation possibilities for acceleration clauses:

1. Conditions and Triggers: Borrowers may negotiate the specific conditions or triggers that
would activate the acceleration clause. For instance, they might seek to clarify or limit events
of default to avoid unintentional breaches.

2. Cure Periods: Negotiations might involve the inclusion of cure periods, allowing the
borrower a specified amount of time to remedy the default before the acceleration clause
becomes enforceable. This provides the borrower with an opportunity to rectify the situation
and avoid immediate repayment.

3. Redemption Language: Redemption language, which allows the borrower to redeem the
loan and prevent acceleration by curing the default, may be negotiable. This provision could
outline the specific steps the borrower must take to bring the loan back into compliance.

However, it's important to note that while negotiation is possible, the degree of flexibility in modifying
acceleration clauses can vary based on the lender's policies, the type of loan, and market conditions. Lenders are
often motivated to include clauses that protect their interests and ensure timely repayment.

The inclusion of redemption language in an acceleration clause is another aspect that may be subject
to negotiation. Redemption language provides borrowers with an opportunity to rectify the default
by making the necessary payments or curing the breach within a specified timeframe. This can be a
valuable provision for borrowers seeking to avoid the severe consequences of acceleration.

Negotiating redemption language might involve discussions on the length of the redemption period,
the acceptable methods of curing the default, and any associated costs or fees. Borrowers may also
negotiate the language to ensure clarity and fairness in the redemption process.

In summary, while acceleration clauses are often included in standard loan agreements, the
negotiability of specific terms, including triggers and redemption language, can depend on the
nature of the loan, the bargaining power of the parties involved, and the overall market conditions.
Borrowers should carefully review and, if necessary, seek legal advice during the negotiation of loan
agreements to ensure that the terms align with their financial capabilities and strategic goals.
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*#**This article is for informative purposes only and nothing in this article is intended to give
legal advice. Please consult with an attorney prior to entering a real estate transaction! ****



