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10 June 2025
Dear Minister Jones,

We are writing in response to your request for our advice on expanding the UK Emissions Trading
Scheme (ETS) to include nature-based removals.

The Committee recommends the following:

¢ We recognise that the rate of woodland creation needs to accelerate from the current
levels. There are different ways to pay for this using public and/or private sector funding (for
example, use of the Woodland Carbon Code (WCC) under the voluntary carbon market)
but our advice is that it should not be done by adding nature-based removals to the UK ETS.

*  Werecognise the constraints on the public finances. However, to ensure emissions
reductions, any inclusion of woodland creation in the UK ETS would have to be
accompanied by a reduction in allowances. It is likely that this would lead to a reduction in
Exchequer revenues similar in magnitude to the resources made available to woodland
creation from selling into the ETS.

*  While alignment with the WCC would go some way to addressing some of the concerns we
raised in 2022, we consider that:

— There are inherent issues with nature-based removals that the ETS is not designed to
address (for example, the ETS is intended to offset emissions largely of a geological
origin). While the proposed measures (such as the buffer pool”) would go some way to
addressing the issue of permanence, there can be no guarantee of institutional

" To safeguard woodland carbon permanency against forest loss, the WCC operates a pooled buffer of carbon units, setting
aside 20% in case of failure of woodland creation projects.
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continuity over the long fime periods that CO2 emissions would remain in the
atmosphere.

Net Zero requires that residual emissions are offset by removals, either nature-based or
engineered. Given the issues around permanence, there is a strong case for using
natfure-based removals to offset shorter-lived emissions, predominantly from agriculture.
Long-lived CO2 emissions that cannot be mitigated would then be offset with
engineered removals, that can store CO2 over geological time periods. Funding
arrangements also need to match this, with residual CO2 emitters — in the long-term
predominantly the aviation sector — paying for more expensive engineered removals.
Otherwise, offsetfting of residual emissions from agricultural production would overpay,
with likely adverse distributional consequences compared to CO2 emitters paying for
engineered removals.

Woodland creation tends to be a relatively lower cost measure to reduce net
emissions compared fo engineered removals. In a Net Zero UK, residual emissions in the
UK ETS would need to be offset by equivalent removals, so that the ETS price would
tend towards the marginal cost of the more expensive, engineered, removals within
the market. The inclusion of woodland creation in the UK ETS would therefore be likely
to over-reward it, while potentially leaving insufficient funds for the necessary
engineered removals to offset residual CO2 emissions from fossil fuels.

Adding nature-based removals would cause increased divergence from the EU ETS,
which could make linkage between the two schemes more difficult.

¢ Inclusion of woodlands in the ETS is not a substitute for having effective government policy
and delivery to support the necessary upscaling in woodland creation rates in the UK. This
should consider addressing both financial and non-financial barriers and attracting private
sector investment. We therefore recommend that the UK and devolved governments do
the following:

— Clarify how woodland creation will be integrated into post-CAP agricultural policies.

— Explore routes to funding woodland creation via valuing the delivery of ecosystem

services beyond carbon benefits.

If a funding gap remains, explore options to pay for the carbon benefits of woodland
creation, for example, use of the WCC within voluntary carbon markets.

However, should the UK ETS Authority decide to include nature-based removals in the UK ETS, then
they should ensure it is done in a way that mitigates the issues outlined in this letter as far as
possible. This includes the necessity of a mechanism to ensure the aviation industry pays for higher
cost engineered removals to offset its residual emissions. For example, the setting of a cap on
allowances for woodland creation may partially address these issues by reducing the crowding out
of payment for more expensive engineered removals technologies.

I would happily meet with you to follow up any points for discussion.
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Yours sincerely,

-

Professor Piers Forster
Interim Chair, Climate Change Committee
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