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Loan Clause
Checklist

11 Dangerous Clauses to Find Before You Sign —

Plus Opt-Out Letters, Red Flag Guide & Tracker

FREE PRINTABLE PRE-SIGNING LEGAL PROTECTION

⚠️ Why This Matters: The loan agreement you sign is a legal

contract written by the lender's lawyers — for the lender's

benefit. The fine print is the actual agreement. Everything else is

marketing. Use this checklist before signing any loan —

personal, auto, payday, or installment. 

Laxmi Hegde, MBA in Finance

Founder, ConfidenceBuildings.com
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📋 The 11 Most Dangerous Loan Clauses

Search your loan agreement for these exact phrases. Check each box after you've located and understood

the clause. If it's present, use the tracker on page 5 to record your decision.

1. Arbitration Clause HIGH RISK

Forces you into private arbitration instead of court. You waive your right to a jury trial and cannot join a

class action lawsuit. The arbitrator is often paid by the lender industry. 

Search for: "binding arbitration" "waive right to jury trial" "class action waiver"

2. Auto-Renewal / Evergreen Clause HIGH RISK

Loan automatically renews unless you opt out within a short window — often just 3–5 days before the

end of the term. Most borrowers miss the deadline and are locked in again. 

Search for: "automatic renewal" "evergreen clause" "unless borrower notifies"

3. Prepayment Penalty WATCH

A fee charged for paying off your loan early. This punishes financial responsibility and can eliminate any

savings from paying ahead of schedule. 

Search for: "prepayment penalty" "early termination fee" "yield maintenance"

4. Balloon Payment HIGH RISK

A large lump-sum payment due at the end of the loan term — often equal to 50–80% of the original

balance. Many borrowers cannot pay it and are forced to refinance at worse terms. 

Search for: "balloon payment" "final payment" "lump sum due"

5. Variable Rate Clause WATCH

Your interest rate can increase with market benchmarks (like the prime rate or SOFR). Your monthly

payment can rise significantly with no warning. 

Search for: "variable rate" "adjustable rate" "floating rate" "indexed to prime"

6. Cross-Collateralization HIGH RISK

Links collateral across multiple accounts with the same lender. If you default on one loan, the lender can

seize assets pledged on a completely different loan — including your car or savings. 

Search for: "cross-collateral" "security interest in other accounts" "all obligations"

7. Confession of Judgment HIGH RISK

You waive your right to a court hearing before judgment is entered against you. The lender can obtain a

judgment and garnish wages without notifying you first. Illegal in many states.

Search for: "confession of judgment" "cognovit note" "warrant of attorney"



8. Acceleration Clause WATCH

On a missed payment, the lender can demand the entire remaining balance immediately — not just the

missed installment. This can trigger repossession or legal action without warning. 

Search for: "acceleration" "entire balance due" "default — full balance due"

9. ACH / Electronic Debit Authorization WATCH

Gives the lender direct, ongoing access to debit your bank account. Some lenders use this to collect

fees, roll over loans, or take payments on their schedule — not yours. 

Search for: "ACH authorization" "electronic debit" "automatic withdrawal"

"remotely created check"

10. Deficiency Balance Clause HIGH RISK

After repossession and auction sale, you still owe the difference between what the lender recovers and

your remaining loan balance. You can lose your car and still owe thousands. 

Search for: "deficiency balance" "deficiency judgment" "remaining balance after sale"

11. Bundled Insurance Add-Ons WATCH

Credit insurance, debt protection plans, or GAP coverage added to your loan without your explicit

consent. These inflate your loan principal and rarely pay out when needed. 

Search for: "credit insurance" "debt protection" "GAP insurance" "optional product"
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🔍 Ctrl+F Search Terms — Copy These Into Your Contract

If you have a digital copy of your loan agreement, use Ctrl+F (Windows) or Cmd+F (Mac) to search for each

term. Highlight every match and flag it for review.

"arbitration" "class action waiver" "jury trial waiver"

"automatic renewal" "evergreen clause" "unless borrower

notifies"

"prepayment penalty" "yield maintenance" "early termination fee"

"balloon payment" "variable rate" "adjustable rate"

"cross-collateral" "confession of judgment" "cognovit"

"acceleration" "entire balance due" "ACH authorization"

"remotely created check" "deficiency balance" "credit insurance"

💡 Pro Tip: Also search the words "Miscellaneous" and "General Provisions" — lenders frequently

bury high-risk clauses in these catch-all sections at the end of the document where borrowers stop

reading. 

📝 Opt-Out Letter — Auto-Renewal / Evergreen Clause

If your loan contains an auto-renewal clause, send this letter via certified mail with return receipt before the

opt-out deadline stated in your contract.

📄 TEMPLATE — FILL IN BRACKETED FIELDS · SEND CERTIFIED MAIL

[YOUR FULL NAME]

[YOUR ADDRESS]

[CITY, STATE, ZIP]

[DATE]

[LENDER NAME]

[LENDER ADDRESS]

[CITY, STATE, ZIP]

Re: Notice of Non-Renewal — Account Number [ACCOUNT #]

To Whom It May Concern:



I am writing to formally notify you that I am declining any automatic renewal,

rollover, or extension of the loan referenced above. I do not consent to any

continuation of this agreement beyond its current term.

Under the terms of my loan agreement, please treat this letter as my written notice

of non-renewal. Please confirm receipt of this notice in writing within 5 business

days.

Sincerely,

[YOUR HANDWRITTEN SIGNATURE]

[YOUR PRINTED NAME]

[YOUR PHONE NUMBER]

⚠️ Timing is critical. Most auto-renewal opt-out windows are 3–10 days before the term ends. Missing

this window locks you into another full loan cycle. Set a calendar reminder the moment you sign. 
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✅ Pre-Signing Master Checklist

Run through every item before you sign any loan agreement. If you cannot check all boxes, consider walking

away or asking the lender to clarify in writing.

Full APR confirmed in writing — Not just the interest rate. APR includes all fees and is the true cost of

borrowing.

Total repayment amount calculated — Principal + interest + ALL fees over the life of the loan. Write

this number down.

Origination fee identified — You may receive significantly less than the loan amount. A $1,000 loan with

a 10% origination fee gives you $900.

Prepayment penalty checked — Confirm you can pay early without penalty. If there is a penalty,

calculate whether paying early still saves money.

Grace period confirmed — Know exactly how many days after your due date a late fee is triggered and

how much it is.

Arbitration clause located and understood — You are giving up your right to sue in court. This is a

significant legal concession.

Auto-renewal opt-out deadline noted — Write the exact date and set a calendar reminder. Missing it =

automatic renewal.

Rate type confirmed as fixed or variable — If variable, ask for the maximum rate cap and calculate

your worst-case monthly payment.

Balloon payment identified — If present, confirm you have a plan to cover the lump sum before it

comes due.

Insurance add-ons reviewed and optionally removed — Ask the lender in writing which products are

optional and request removal if desired.

ACH authorization limits understood — Confirm what amounts the lender is authorized to debit and

under what conditions.

Lender verified on NMLS — Check nmlsconsumeraccess.org. Status must say "Active" and your state

must be listed.

At least 3 lenders compared — Never accept the first offer. Even a 1% APR difference can mean

hundreds of dollars over the loan term.



CFPB complaint history checked — Search the lender's name at consumerfinance.gov/data-research/

consumer-complaints.

📌 The Golden Rule: Never sign a loan document the same day you receive it.

Legitimate lenders do not require you to sign within hours. Pressure to sign immediately is itself a red flag.

Ask for 24–48 hours to review. If refused, walk away.
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📅 Clause Tracker — Record What You Find

Fill in this tracker as you review your loan agreement. Use it to decide whether to accept, negotiate, or walk

away.

Clause Present?
Location (Page /

Section)
My Decision & Notes

Arbitration ☐ Yes   ☐

No

_______________ ☐ Accept   ☐ Walk away

Note: _______________

Auto-Renewal ☐ Yes   ☐

No

_______________ ☐ Send opt-out letter by: _______

Prepayment Penalty ☐ Yes   ☐

No

_______________ ☐ Accept   ☐ Negotiate   ☐ Walk away

Balloon Payment ☐ Yes   ☐

No

_______________ Amount: $_______   Due: _______

Variable Rate ☐ Yes   ☐

No

_______________ Rate cap: ______%   Max payment:

$_____

Cross-Collateral ☐ Yes   ☐

No

_______________ ☐ Accept   ☐ Walk away

Confession of Judgment ☐ Yes   ☐

No

_______________ ☐ Legal in my state? ☐ Walk away

Acceleration Clause ☐ Yes   ☐

No

_______________ ☐ Accept   ☐ Ask for cure period

ACH Authorization ☐ Yes   ☐

No

_______________ Limit: $_______ per

________________

Deficiency Balance ☐ Yes   ☐

No

_______________ ☐ Accept   ☐ Walk away

Insurance Add-Ons ☐ Yes   ☐

No

_______________ ☐ Remove   Cost: $______/mo

🏛️ Verify Your Lender Before Signing

Every legitimate lender must be registered. Take 2 minutes to verify before you hand over your personal

information.

Search lender name at nmlsconsumeraccess.org — Status must say "Active"



Confirm your state is listed on the lender's license — they must be licensed where you live

Search lender name at consumerfinance.gov/data-research/consumer-complaints for complaint

history

Verify lender has a physical address — not just a P.O. box or website URL

⚠️ If the lender is NOT in NMLS: They may be operating illegally in your state. Do not sign. Do not

share your SSN or bank account. File a complaint at your state attorney general's office (naag.org). 
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🚩 Emergency Loan Red Flags — Walk Away If You See These

These are not minor concerns. Each one is a pattern used by predatory lenders. Treat any single item on this

list as a reason to stop and reconsider.

🚩 Guaranteed approval before reviewing your finances — Legitimate lenders assess risk.

"Guaranteed" approval is a scam signal.

🚩 Upfront payment or fee required before funds are released — This is advance-fee fraud. Stop

immediately.

🚩 Lender contacted you first (unsolicited) — Ethical lenders do not cold-call, cold-text, or cold-email

loan offers.

🚩 Pressure to sign within hours or "offer expires today" — Artificial urgency is a manipulation

tactic. Real lenders give you time.

🚩 APR not clearly stated in the loan documents — Federal law (TILA) requires APR disclosure. If it's

missing, stop.

🚩 Terms differ between what was said verbally and what's written — Bait-and-switch. Trust only

what is in the signed, written document.

🚩 No verifiable physical address or NMLS registration — Unregistered lenders are often operating

illegally. Verify at nmlsconsumeraccess.org.

🚩 Lender asks you to wire money or pay with gift cards — No legitimate financial institution accepts

gift cards as payment. This is fraud.

📞 Quick Resource Directory

Resource How to Reach Them

NMLS — Verify Lender License nmlsconsumeraccess.org

CFPB — File a Complaint consumerfinance.gov/complaint · (855) 411-2372

FTC — Report Fraud reportfraud.ftc.gov

Free Credit Reports annualcreditreport.com — all 3 bureaus, free weekly

State Attorney General naag.org — select your state



Resource How to Reach Them

NFCC Credit Counseling nfcc.org · (800) 388-2227

📝 My Loan Notes

Laxmi Hegde, MBA in Finance
Founder, ConfidenceBuildings.com · Emergency Borrowing Blueprint 2026 · Episode 21

© 2026 ConfidenceBuildings.com · For educational purposes only. This is not legal advice.

If you are unsure about any clause in your loan agreement, consult a licensed attorney before signing.

Free resource — no email required. Share freely with anyone who needs it. 
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