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REA draft response: Integrating greenhouse gas removals in the UK Emissions Trading Scheme

The Association for Renewable Energy & Clean Technology (REA) is pleased to submit this response to the above consultation. The REA represents a wide variety of organisations, including generators, project developers, fuel and power suppliers, investors, equipment producers and service providers. The REA has dedicated member forums focused on biomass power, biomass heat, green gas and hydrogen, renewable transport fuels, thermal storage, and energy from waste (including advanced conversion technologies). Members range in size from major multinationals to sole traders. There are around 500 corporate members of the REA, making it the largest renewable energy trade association in the UK. 

1. Do you agree with the Authority's principles for policy design?

Yes, although we’d also like to see three more principles added. These include:
 
· Maintain existing assets which can in future deliver carbon removals – the government’s position is to begin integrating GGRs into the UK ETS from 2028. While we support the principle of integration as soon as possible, timescales need to align with actual GGR projects, like the delivery of BECCS at scale for example, currently expected to start coming online from 2030. Explicit reference to maintaining generating assets that will deliver carbon removals in future will provide developers and operators with confidence to progress their projects, while continuing to deliver low carbon power in the interim. 
· Ability to integrate with Voluntary Carbon Market (VCM) – an overarching principle should include careful integration with the VCM, which would improve competition, international trading, and overall market development. 
· Neutrality on technology – while implied in several principles, government should be explicit about encouraging the development, and purchase, of a full portfolio of GGR technologies (engineered and nature-based), recognising that we will likely need them all to see both substantial carbon removals realised and the delivery of a range of solutions to avoid dependence on one technology and encourage price competitiveness to help reduce costs.

2. Do you agree the Authority should maintain the gross cap for initial integration of GGRs in the UK ETS (Option 2)? Please explain your answer.

Yes, in the short-term, we agree that option 2 – maintaining the gross cap for GGRs – is most appropriate as this will allow the market to develop. However, we support a move to option 3 – setting a new cap - within a reasonable timescale to continue driving GGR demand and reduce risk as supply becomes clearer. It will also be important to differentiate between credits offering carbon reduction and carbon removal. 

We agree with government that option 1 would not work, as this would merely create more allowances, failing to recognise and undermining the value of GGRs. 

3. How can the UK ETS sustain demand for GGRs in the long-term, taking into account the consideration of setting a new cap (Option 3)?

As set out in response to question 1, we believe careful integration with the VCM would help to create more competition and encourage more international trading opportunities. However, we recognise there will be a large number of non-obligated parties wishing to buy negative emissions or carbon removals so integration must be done carefully, to ensure there is no double counting of GGRs. Strong MRV protocols will help ensure appropriate integration and assurance around counting of GGRs. 

4. Do you agree that GGR allowances in the UK ETS should be issued ex-post (i.e. after the removal has taken place and been verified)? Please explain your answer.

We agree with the government position that ex-post is preferrable, particularly initially as building confidence in the market and providing transparency to consumers is critical if we are to integrate GGRs successfully and build a mature market.  

5. Does the Authority need to consider any additional measures for the UK ETS to ensure GGR operators are able to arrange offtake agreements? If yes, please provide specific details of which measures should be considered.

The Authority should provide detailed guidance to obligated parties about the differences between GGRs and UK Allowances (UKA) and how to use both. In addition, early modelling on market price should be undertaken as soon as practicable, as this will impact both developers and obligated parties.

6. Does the Authority need to consider any specific measures for smaller scale GGR operators, including smaller scale landowners if woodland is included in the scheme? If yes, please provide specific details of which measures should be considered.

Yes, the Authority should provide a clear route to market for smaller scale operators to sell GGRs to obligated parties via auction-based mechanisms, while recognising that these smaller operators are unlikely to have taken part in auctions previously and maybe not have trading desks. 

7. Who should receive the GGR allowance? Please consider whether this would also apply for GGRs that involve multiple actors in the value chain and provide examples.

For removals like BECCS and Biochar, we believe it would be most appropriate for the operator to receive the allowance. For land-based capture – for example, enhanced rock weathering – the landowner or farmer using the products should receive the allowance. 

8. Should allowances from GGRs be differentiated from UKAs and, if so, how?

A market for both allowances and GGR credits will help to establish the interaction between both essential activities and help enable the deployment of commercial scale greenhouse gas removal technologies, both engineered, and nature based. 

As such, the REA believes the second option – generic GGR allowance – could be used initially, to help get the market going and build confidence amongst obligated parties. However, once the market is established, and after careful integration with the VCM, then different values for different GGRs, like technology-specific GGR allowances, should be introduced. This would provide more transparency to obligated parties and other consumers and would rightly recognise the difference in permanence that different technologies can provide. 

9. Do you think that differentiated GGR allowances would attract a higher price than existing emissions allowances and why? To what extent does this depend on the degree of differentiation (e.g. a generic GGR allowance versus a technology specific GGR allowance)?

Yes. As set out in response to question 8, it is important to differentiate between removal, reduction, and permanence, which in time could be achieved by banding the GGR allowances. However, to get the market going, it may be best to use generic allowances, with a view to introducing banding for types of GGR allowance once the market is suitably established. 

10. Will differentiated GGR allowances encourage non-compliance or non-trading entities to purchase these allowances?

It is important that generators are able to trade credits and GGR allowances in both the UK ETS and a carefully integrated VCM, provided there are checks and balances in place to ensure no double counting can take place. We recognise that integration with the VCM could result in more non-trading entities trading in a non-compliant way, but if integration is handled carefully, with the right checks and balances put in place, non-compliance can be avoided. 

11. What should the Authority’s role be in facilitating a route to market for allowances from GGRs?

Separate auctions for GGRs would help drive price discovery, which is particularly important as the market is getting established. However, we also think that operators who meet the UK ETS requirements should be able to sell allowances to buyers on the secondary market. We don’t view these options as mutually exclusive.  

12. Do you agree that allowances should only be awarded to UK-based GGRs? We welcome views from all stakeholders including sector-specific considerations. Please explain your answer.

Alignment with EU ETS (GGR allowances recognised within both markets)? Need to recognise that obligated party might be an international organisation with a UK entity – developer can be UK based? NEED MORE MEMBER INPUT. 
It is noted that the UK will likely be one of the first carbon markets to incorporate GGRs. While progress has been made under Article 6 of Paris Agreement to define rules for international cooperation towards national targets and carbon trading mechanisms, it is unlikely that carbon removals will be included in these arrangements in the near term. As such it may be appropriate to make eligibility limited to domestic projects only, with capture and storage of CO2 taking place in the UK. 

However, given that the UK and EU continue to explore options for connecting the UK ETS and EU ETS, GGRs should also be part of these discussions and explored at the earliest opportunity so that trade of GGRs across these two markets are achieved as soon as possible. This will also help with addressing price and carbon leakage concerns.

13. Do you agree with the proposed permanence framework of both a minimum storage period, a liability measure and a fungibility measure? Please explain your answer.

Yes, the framework on liability and fungibility measures is required, although further information is needed on the minimum storage period. 

14. What minimum storage period duration should the Authority set for GGRs entering the UK ETS? Please explain your answer.

Oxford principles – member input 

15. How should the Authority manage potential reversal events from GGRs? Please consider the liability options outlined above, whether any options exist that have not been considered, and how the potential liability options could be used together or in sequence.

The REA supports the introduction of a sort of banding, or equivalence ratios to help differentiate between GGR permanence periods. 

16. Where should the liability for any re-release of stored emissions apply if there are multiple actors in the GGR value chain?

In this case, the liability should be with the storage operator. Placing the onus on the purchaser seems unfair and would create too much risk, potentially undermining the GGR market. 

17. Should the liability measure differ if the GGR is also subject to a fungibility measure? For example, if the reversal event was avoidable (i.e. within the control of the GGR operator) or unavoidable (i.e. due to factors outside of control of GGR operator).

No, there should be no difference assuming the industry (developer/storage operator etc) is insured for both avoidable and unavoidable outcomes. 

18. Should the Authority use a buffer pool or equivalence ratio?

The REA would support the introduction of an equivalence ratio. We believe a buffer pool may hinder market development and could even result in some technologies or projects not entering the market in the first place, reducing the options for purchasers, driving costs up, and potentially hampering our net zero ambitions.  

19. How could the Authority set the contribution rate for a buffer pool? Should this be a flat rate contribution across all applicable projects, or should this vary per project?

MEMBER INPUT

20. Which factors should be considered when determining the appropriate contribution rate for a buffer pool?

MEMBER INPUT

21. How should the Authority decide which GGRs would be required to contribute to a buffer pool and at what level any threshold should be set for contributions?

MEMBER INPUT

22. Should buffer pool contribution rates remain fixed over time or could they vary? If they vary how should this be assessed? For example, the Authority could require projects to contribute depending on an assessment of risk at each verification period, and this could change over time.

Contribution rates should vary over time as technology develops. If there is a large enough contingency, then in time, there would be no need to tap into the buffer pool. 

23. How could the Authority design equivalence ratios?

Nature based solutions, for the most part, could already be at a price point that could allow for quick deployment but there are clear issues around them being able to deliver permeance of storage and providing additionality. By contrast engineering-based solutions are far more expensive, requiring additional support for deployment, but due to geological storage could see far greater levels of permanence.

The first step is therefore to ensure strong standards and methodologies for each form of GGR so that their quality can be assured from the outset through strict definitions. These can be designed around the Oxford Principle’s for Net Zero Aligned Carbon Offsetting.

Once the nature of different GGRs is suitably defined and assured, then mechanisms within market design can be used to appropriately reward different forms of GGRs. A volume-based derating (or discounting) system based on the level of permeance achieved could be used. In such a system, those with lower levels of permeance could receive only a proportion of a single GGR unit. As a result, cheaper but less permeant solutions still receive a benefit, but not as much as the more expensive, but more permeant, geological storage solutions. This can also be expected to lead to market participants seeking a portfolio of GGRs meet their obligation. 

This sort of derating system is preferrable to a blunter permeance threshold which could ultimately exclude some GGR technologies from the market, while also creating a benchmark above which there is little advantage for longer permanence technologies to innovate or improve. We believe a banding exercise based on expected permanence would be most appropriate and simple to design. 

24. Which inputs should be used in determining the appropriate equivalence ratios?

Expected permanence (timeframe of allowance). 

25. Should these equivalence ratios be fixed over time or regularly reviewed and amended?

Ratios should be reviewed over time, to ensure banding remains accurate as technologies develop.

26. Should new ex-post woodland units generated in line with UK Woodland Carbon Code standards be considered for inclusion in the UK ETS? Please base your response on the evidence outlined around permanence, costs and wider land management impacts, and on the policy options outlined in the rest of this consultation.

27. If the Authority does include new ex-post woodland units generated under the UK Woodland Carbon Code in the UK ETS, should any changes be made to the Woodland Carbon Code? For example, this could include changing the 20% flat-rate buffer contribution, or changes to the MRV and measures to mitigate wider land management impacts. Details of the woodland carbon code can be found here: https://woodlandcarboncode.org.uk/standardand-guidance

28. If the Authority does include new ex-post woodland units generated under the UK Woodland Carbon Code in the UK ETS, should any measures be taken to mitigate potential social and cultural impacts? Please provide details of the impacts, including consideration of impacts on different land ownership models, and potential measures.

29. Do you agree with the Authority’s assessment of peatland restoration?

The REA agrees in the short-term but as more peatland restoration takes place, and demand and usage for peat falls, we would expect it to be included in the UK ETS. 

30. Do you agree with the Authority’s assessment that, by maintaining the gross cap on emissions, additional controls could be used to target wider impacts but not mitigation deterrence?

Yes, we agree with the Authority’s assessment. 

31. To what extent will GGR operators seek to sell into voluntary markets and will this provide a control on GGR supply entering the UK ETS?

Operators will want to sell into both markets as long as there are checks and balances in place to ensure double counting cannot take place. Standards in the UK ETS should provide the benchmark for UK negative emissions. 

32. Should the Authority consider the use of demand controls to target any impacts other than mitigation deterrence?

The REA does not support the use of demand controls initially, and only review this if the market remains very nascent. 

33. Do you agree with the Authority’s minded to position to adopt supply controls to target other objectives, such as phasing GGR integration or addressing market impacts? Please consider how supply controls can be used in a way that is compatible with providing a strong demand signal for GGRs.

34. What would be the optimal timing for GGRs to be integrated into the UK ETS, taking into account the considerations set out above? Please explain your answer with reference to impacts on both the UK ETS and GGR deployment.

The REA supports the intention to integrate GGRs into the UK ETS as soon as possible as this will provide the strongest possible signal to market and get the sector moving, however as mentioned in response to question 1, timing should also recognise and be aligned with actual GGR projects, including the delivery of BECCS at scale, currently expected from 2030, and the inclusion of energy from waste into the UK ETS, currently being consulted on. Timing should therefore be considered in the whole, and timings aligned accordingly.
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