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Executive Summary

For many business owners and buyers, securing finance is an exciting step
towards growth or business ownership. Yet one of the most important
documents in the lending process is often the least understood; the personal
guarantee.

Many borrowers believe that if they don't use their home as security, their
personal assets are protected. In reality, a personal guarantee is a separate
legal commitment that can expose you to personal liability, even when
residential property isn't offered as security.

Understanding the difference between security and a personal guarantee is
essential before signing any loan documents.

This paper explains what a personal guarantee is, why lenders require one,
and the key questions every borrower should ask before committing to a
business loan.
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Why Understanding A
Personal Guarantee Matters

Whether you're buying a business, refinancing existing debt, purchasing
equipment, or funding growth, chances are you'll be asked to sign more than
just a loan agreement.

Many business owners focus on the interest rate, repayment terms, and loan
amount, but pay little attention to the personal guarantee attached to the
facility. Understanding your obligations before signing allows you to make
informed decisions, negotiate where appropriate, and avoid unexpected risks
later.

~  security. Even without a registered morttgage over your ?orggerty,

you may still be personally responsible

- - Apersonal guarantee is not the same as offering your home as
@ or repaying the

The Biggest Misconception

One of the most common statements we hear is:
"l don't want to put my house on the line."

It's a reasonable concern. However, removing your home from the security
package doesn't automatically remove your personal financial exposure.

Many business loans are provided without taking a mortgage over residential
property, yet still require directors or business owners to provide a personal
guarantee. These are two different legal concepts, and understanding the
difference is essential.

Finance insight:
Removing your home from the security package doesn't necessarily

remove your personal liability. Security and personal guarantees are
different legal obligations.
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Security vs
Personal Guarantee

Although they're often discussed together, security and personal guarantees
serve different purposes.

Security is a specific asset that a lender registers an interest over, such as
residential property, commercial property, or business assets. If the borrower
defaults, the lender has legal rights over that secured asset.

A personal guarantee is a promise made by an individual, typically a director
or business owner, to personally repay the loan if the borrowing entity cannot.
Unlike security, it isn't tied to a single asset. Instead, it creates a personal
legal obligation that may ultimately expose your personal assets if the loan
remains unpaid.

SECURITY PERSONAL GUARANTEE

A lender takes a registered You make a personal
interest in a specific asset promise to repay the
as collateral for the loan. loan if the business cannot.

Claim over an asset Claim over a person

Unsecured obligation
against you personally

Registered over property or
business assets

Person assets may ultimately be
at risk if debt is unpaid

Asset can be sold to recover
debt (subject to legal process

Appears on title Does not appear on title
)

Finance insight:
Think of security as a claim over an asset. A personal guarantee is a

commitment made by you.
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Why Do Lenders Require
Personal Guarantees?

From a lender's perspective, business lending carries more uncertainty than
residential lending. Unlike a home, a business's value can change quickly.
Equipment depreciates, goodwill can fluctuate, and future earnings are never
guaranteed.

For this reason, lenders generally require the people behind the business to
share responsibility for the debt.

Business value is not
guaranteed. Goodwill
can erode quickly.

P

il

Future LENDER Business
earnings are RISK FACTORS assets
uncertain depreciate or
by nature. become illiquid.
The lender needs The borrowing
alignment and skin entity has limited
in the game. operating history.

Lender's Perspective
Lenders aren't asking for a personal guarantee because they expect

your business to fail. They ask because they want confidence that the
people making business decisions are personally committed to meeting
the loan obligations.
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A Practical Example

Imagine you're purchasing an established business and require finance to
complete the acquisition. During the lending process, you make it clear that
you don't want your family home included as security for the loan. After
reviewing the business's financial performance, assets, your contribution to
the purchase, and your overall financial position, the lender agrees.

No mortgage or direct security interest is registered over your home. You feel
relieved. It may seem that your home—and your personal financial position -
is now completely separate from the business loan.

However, as part of the loan documents, you also sign a personal guarantee.
This means that if the borrowing entity cannot meet its obligations, you may
become personally responsible for the outstanding debt under the terms of
that guarantee.

Now imagine the business later experiences significant financial difficulties.
Revenue declines, cash flow becomes strained, and eventually the business
can no longer meet its loan repayments.

The lender may first seek recovery through the borrowing entity and
available business security. If a debt remains outstanding, the lender may
then seek to enforce the personal guarantee, subject to the loan documents
and applicable legal processes.

At that point, your personal assets may ultimately be exposed—including
savings, investments, or potentially your home—even though your home was
never directly offered as security for the original loan.

The distinction is important: keeping your home out of the security package
may remove the lender's direct registered claim over that property, but it
does not necessarily remove your personal liability as a guarantor.

-~ - Removing your home from the security package can reduce one
- ~  form of exposure - but it does not necessarily remove your
personal responsibility for the debt.

Common Mistake
Assuming that because a home is not directly used as loan security, it

can never be exposed if a personal guarantee is enforced.
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When Does Property
Security Make a Difference?

This doesn't mean security and personal guarantees are identical.
There are important differences.
Using property as security may affect:

e Your ability to refinance.

e Your property's title.

 How quickly a lender can enforce their rights.

» The lender's priority over other creditors.

A personal guarantee, while serious, follows a different legal process.

Understanding these differences can help you structure finance more
effectively and negotiate suitable lending arrangements.

00000

No mortgage Personal Business Lender may Lender may
over your guarantee cannot repay obtain a pusue you
home signed by the loan judgement personally
director/ against the for the
owner business outstanding
debt

Finance insight:

The goal isn't necessarily to avoid personal guarantees—it's to fully
understand the obligations you're accepting before signing.
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Four Questions to Ask
Before You Sign

Before accepting any business loan, ask your lender or finance specialist:

_ 1. What exactly am | personally guaranteeing?
p— Understand whether you're guaranteeing the entire loan or
— | only part of it.

2. Can the guarantee be limited?
Some facilities may allow guarantees to be capped or
structured differently.

-D

A 3. What assets could ultimately be exposed?
| I Ask what could happen if the business cannot repay the
debt.

4. How will this affect future borrowing?
Personal guarantees can influence future lending capacity

and financial flexibility.

Finance insight:

The best time to ask questions is before signing—not after settlement.
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Why Expert
Guidance Matters

Business finance is about more than obtaining approval.

It's about understanding the structure of the loan, the security being offered,
and the commitments you're making.

An experienced finance specialist can help explain:

Security structures

Personal guarantees

Alternative lending options

Loan terms and conditions

The long-term implications of different funding arrangements

The right advice gives you confidence - not just finance.

LENDING CONVERSION TIMELINE

01 02 03 04 05

Initial Finance Approval Loan Settlement
Enquiry Discussion in Principle Documents
Discuss goals Explore Subject to due Review and Funds released
and funding options, diligence and understand all and business
needs. structure and conditions. documents. ownership
requirements. transfers.

Lender's Perspective
Every lender has different policies regarding security, guarantees, and

lending structures. Understanding these differences early often creates
more options and stronger negotiating outcomes.
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Conclusion

A personal guarantee is one of the most significant commitments a
business owner or buyer may make when securing finance, yet it is also
one of the most commonly misunderstood.

The key distinction is simple but important: security is generally a claim
over a specific asset, while a personal guarantee is a commitment made by
you as an individual. Removing your home from a lender's security package
does not necessarily remove your personal financial exposure if you have
also signed a personal guarantee.

Personal guarantees are a common feature of business lending and, in
many cases, form part of the structure that enables a lender to provide
finance for a business purchase, growth, refinancing, or investment. What
matters is understanding exactly what you are agreeing to before you sign.

Borrowers should be clear about the extent of the guarantee, the security
being provided, what could happen if the business cannot meet its
obligations, and how the lending structure may affect future financial
flexibility.

These conversations are best had early. Waiting until loan documents
arrive or settlement is approaching can leave less time to explore options,
ask questions, or negotiate aspects of the lending structure where
appropriate.

The strongest finance decisions are not simply those that secure approval.
They are decisions made with a clear understanding of the opportunity, the
structure, and the responsibilities involved.

Because understanding what you're signing is just as important as
securing the funding itself.
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At Wood Associates Finance, we believe informed borrowers
make better decisions.

Before you commit to purchasing a business, refinancing
existing debt, or securing funding for growth, we help you
understand not only the finance available—but also the
obligations that come with it.

Our role is to explain the lending process in plain English,
explore suitable funding options, and ensure you enter every
finance arrangement with confidence and clarity.

Because understanding what you're signing is just as
important as securing the funding itself.

To arrange a confidential discussion about your finance
requirements, contact Wood Associates Finance on 03
5259 9970 or speak directly with Chris Capponi, Head of
Finance Advisory.

Chris Capponi

Head of Wood Associates Finance Advisory
+61466 235 726
chriscapponi@woodassociates.com.au
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