
 

 
 

 

 
 
 
 

capped drawdown 
 
 

setting the scene 
 

Capped drawdown is an option available to individuals who were in drawdown prior to 6 April 2015. 
This is a form of drawdown from a pension scheme where a maximum income level (the ‘cap’) is 
applied. 
 
The drawdown pension available to an individual is based on a number of factors. These include 
the value of the fund, Gilt Yields, and rates determined by the Government Actuary’s Department 
(GAD). An individual can draw 150% of the amount specified, which equates very broadly to what 
could be obtained through a single life level annuity. 
 
It is possible for an individual to draw more income than the cap, but doing so will possibly affect 
future contributions that are payable to the pension scheme. 
 

summary 
 

 Capped drawdown is only available as an historic method of drawing benefits from a 
pension scheme. It applies specifically to individuals who drew benefits prior to 6 April 
2015. 
 

 Where capped drawdown applies, income limits are currently reviewed every three years, 
or annually from age 75 onwards. 
 

 An individual can draw out more income than the capped level. However, doing so will 
make the individual subject to the Money Purchase Annual Allowance. This is designed to 
restrict the future amount of contributions payable by an individual to a pension scheme to 
£10,000 per annum. 
 

 Where an individual has uncrystallised funds forming part of the same arrangement as a 
capped drawdown fund, further funds can be ‘designated’ into the capped drawdown part. 
This releases further tax free cash, and serves to recalculate the income limits, but also 
means that the individual is not then subject to the Money Purchase Annual Allowance. 

 
 
 
 

For use by 

 Financial Advisers only 

This note is for general guidance only and is based on our 
understanding of the current position of the rules relating to capped 
drawdown. Specific advice should be sought in respect of each 
individual case to ensure that the requirements of HMRC and relevant 
legislation are being met. 
 

 

Technical 

Guidance 



   
   

 is a registered trademark of Alltrust Services Limited. Registration Number 5365396. 
Registered Office: Fountain House, Fountain Lane, St Mellons, CARDIFF CF3 0FB 

  
GD14 (08/15) 

 

 

 

 

 

contact us 
 
alltrust   T:  029 2077 2970 
Fountain House  F:  029 2077 2981 
Fountain Lane  E:  info@alltrust.co.uk 
St Mellons 
CARDIFF CF3 0FB W: www.alltrust.co.uk 
 

Authorised and regulated by the Financial Conduct Authority for SIPP Business 
 

 
 
 

 

 

 

detail 
 

Method of Calculation 
When an individual takes capped drawdown they will have allocated an amount of their fund from 
which to draw benefits. This could be part or the entire fund, and this amount is deemed to be 
‘crystallised’. The calculation then involves obtaining the 15 year gilt yield from the 15th day of the 
month prior to this crystallisation, rounded down to the nearest 0.25. The individual’s age is then 
cross referenced against GAD tables which determine the rate applicable (gender is no longer a 
variable since December 2012).  
 
The rate applies to the amount of the fund after tax free cash has been drawn, and it is set for 
three years. From 27 March 2014 the individual can also draw up to 150% of the ‘basis’ amount 
calculated. The rate will not take account of any variable issues, such as health or geographical 
location. For these, specialist annuities or Scheme Pension will need to be used.  
 
Further Designations 
If an individual has uncrystallised funds held as part of a capped drawdown arrangement it should 
be possible for further funds to be ‘designated’ to the capped drawdown arrangement. This is a 
further crystallisation of benefits, and will release tax free cash as well as resulting in a revised 
capped income calculation applicable to the crystallised benefits. 
 
Lifetime Allowance Test 
When an individual designates further benefits to a capped drawdown arrangement, the amount 
that is crystallised is tested against the Lifetime Allowance. Any amount being crystallised in 
excess of this will result in a tax charge of 40% unless the individual benefits from a form of 
protection (Enhanced Protection, Primary Protection or Fixed Protection).  
 
Reference Periods 
The maximum amount of annual income is currently fixed for a three year period and income can 
be drawn at that level irrespective of the value of the fund. The limit is reviewed at the end of the 
three year period and set for a further three years. If the individual is aged 75 or over, the limit is 
reviewed annually. This limit will apply even where a transfer to another pension plan takes place.  
 
Exceeding the Income Cap 
An individual can exceed the income cap if they wish, which automatically converts the 
arrangement to a flexi-access drawdown arrangement. The cap will no longer apply, and an 
individual can draw the balance of the fund as income (which will be subject to tax). The individual 
will also become subject to the Money Purchase Annual Allowance (MPAA), which is designed to 
prevent recycling of pension income into a pension scheme. When the MPAA applies, an individual 
is restricted to a maximum contribution of £10,000 per annum gross to money purchase 
arrangements, and is no longer able to use Carry Forward. 
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Comprehensive Assistance  

for SIPP and SSAS 


