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“Diageo fills pension deficit with whisky.” 

This well-remembered headline, while not quite 
accurate, referred to one of the early  
Asset-Backed Funding (ABF) arrangements. 
This was over a decade ago and the pension 
landscape has changed considerably. However, 
what has not changed is the continued 
development and use of ABFs and contingent 
funding arrangements to address the funding 
challenges faced by employers and trustees.

In this series of articles, we will explore how 
ABFs have become more mainstream, with 
clearer support from stakeholders and with the 
increased knowledge and experience gained by 
professional trustees and advisers meaning both 
the time and costs involved in implementation 
have	reduced	significantly.



Through examples, we will look at how some of the early 
ABFs which were structured with large bullet payments, are 
creating	an	undesirable	‘cliff-edge’	that	both	employer	and	
trustees are keen to avoid and how some companies have 
replaced these.

A	further	article	will	focus	specifically	on	how	these	
arrangements are particularly relevant for current funding 
negotiations—the	flexibility	which	they	offer	being			
well-suited to the market uncertainties and with the 
Pensions	Regulator	giving	much	clearer	support	for	their	
use in the journey towards a long term funding objective.

We will also consider how ABFs can act as a facilitator to 
achieve other desired outcomes, such as merger, mitigation 
for corporate transactions or de-risking of investments and 
look at how ABFs can work outside of the mainstream of 
trust-based schemes.  

Document	classification:	Public		|	2

First implementation 
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The Pensions Regulator (TPR) 
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suggests use of ABCs in 
funding negotiations

A brief timeline of key events

Property, cheese, ships and brands

An explanation of how ABF arrangements work and how 
they compare to other contingent funding arrangements 
can be found in our funding brochure and	we	won’t	revisit	
that here, except to say that ABFs use group assets in an 
efficient	way	to	collateralise	a	long	term	payment	promise	
to the scheme. The scheme gets downside protection and 
the	employer	gets	improved	cash	flow.

Any asset that has a realisable value on sponsor distress 
can be considered for an ABF and various assets have 
been successfully used (as suggested by the sub-heading), 
although property is the most obvious example. 
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A key question, which we are often asked, is how many 
implementations have there been? Up to 2015 we produced 
a	survey	tracking	who	had	implemented	but,	reflecting	the	
fact that they were starting to become more common and 
so were not announced with such fanfare, this became 
more	difficult.	However,	since	we	have	been	involved	with	
over	60	implementations,	we	can	confidently	say	the	total	
easily exceeds 100.  

While the larger implementations with the more esoteric 
assets get the most attention, what has been noticeable to 
those	at	the	coal	face	is	the	ability	to	efficiently	implement	
ABFs	to	address	smaller	deficits	(down	to	around	£10m	or	
lower). Yes, it requires experienced advisors and a desire 
between employers and trustee to achieve a mutually 
beneficial	outcome,	but	it	is	certainly	achievable.

https://www.isio.com/news-opinion/opinion-alternative-funding-arrangements-for-defined-benefit-pension-funds/


Addressing concerns
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So	why	aren’t	there	more	ABFs?	In	our	experience	there	are		
few times when we have concluded that an ABF simply is 
not possible. If there is value in a company or wider group, 
then it should be possible to ringfence some assets that 
can support an ABF (perhaps accessing valuable parts of a 
group via the use of loan assets).  

A common challenge is whether the assets are available 
for use and whether the scheme can place reliance on the 
assets. If the assets are already encumbered, or secured, 
then it may be necessary to approach lenders to release 
an	element	of	security.	This	isn’t	necessarily	the	barrier	
it	might	seem—by	demonstrating	the	cash	flow	benefits	
of ABFs we have obtained lender consent on numerous 
occasions. Similarly, it is common for assets to be subject 
to negative pledge restrictions. In many cases ABFs can be 
constructed	without	offending	negative	pledges	but,	again,	
if consent is required this is often forthcoming.

We also have experienced concern being expressed about 
the views of key stakeholders towards ABFs—whether 
that	is	TPR’s	attitude,	HMRC	acceptance	or	the	legal	
position.	Back	when	Diageo	was	filling	its	pension	deficit	
with whisky, there clearly was some nervousness around 
acceptance. However, as the above timeline of events 
demonstrates, we now have much clearance guidance 
and	all	key	stakeholders	are	broadly	aligned:	ABFs	are	an	
efficient	way	to	address	pension	deficits	that	benefit	both	
employers and trustees. The guidance now exists to ensure 
the	benefits	of	ABFs	are	appropriately	reflected	for	funding,	
PPF	and	tax	purposes.

We expect to see a continuation in the growth of ABFs and 
other contingent funding arrangements, especially given 
the current uncertainties for employers and trustees. Our 
subsequent	articles	will	look	at	some	specific	situations	
where we are seeing particular interest but, overall, we 
see such arrangements as placing a much bigger role in 
the future. Although we might not get such interesting 
headlines such as that at the beginning of this article this 
will be because they have formed an integral part of the 
toolkit for addressing funding challenges and they are no 
longer considered novel.
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