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Landed Estates Update

Welcome to the current edition 
of Landed Estates update, our 
publication for landowners and 
those advising on Landed Estates. 
With the focus on climate change 
and the Government’s target of net 
zero emissions by 2050, woodland 
creation and biodiversity net gain, 
as well as other schemes, are key  
to meeting these targets.

WOODLAND CARBON CODE
The Woodland Carbon Code (WCC) 
(https://woodlandcarboncode.org.uk/) is 
a voluntary standard for UK woodland 
creation projects, providing assurance 
about the carbon saving of woodlands.  
All projects have to be registered on the 
UK Land Carbon Registry before the start 
of planting. 

If the landowner is selling the future 
carbon sequestration the units of sale are 
called pending issuance units (PIUs). Once 
the trees have grown and the carbon has 
been sequestered these are converted 
to woodland carbon units (WCUs). A 
WCU is a tonne of carbon that has been 
sequestered in trees. Currently within the 
UK companies are paying £7-£20 for the 
purchase of PIUs. 

At the outset of a project an estimate is 
made of the amount of carbon that will 
be captured over the life of the woodland. 
Once the woodland has been planted the 
landowner has to undertake a validation 
process. Only when this is complete can 
the projected carbon units be sold. Five 
years after validation, and then every ten 
years thereafter, a verification audit is 
required. The results of the audit allow 
PIUs to be converted to WCUs, and 
buyers to report against them for the 
purposes of their carbon offsetting. 

20% of the available carbon units must be 
held in a buffer as a safety net in the event 
the actual volume of carbon sequestered 
is lower than anticipated at the start. This 
could be due to factors including tree 
losses, slower growth, drought or disease. 
There is a risk for the landowner that the 
20% buffer may not be enough. If they 
have sold all the carbon credits upfront this 
could result in them having to fund extra 
carbon credits for their buyer, potentially 
at higher future prices. Delaying sale until 
PIUs have become WCUs should mitigate 
this, but with cash flow consequences.

A new native woodland can capture 300-
400 tonnes of carbon dioxide equivalent 
per hectare by year 50 and 400-600 
tonnes of carbon dioxide equivalent per 
hectare by year 100. Based on PIU prices 
above, assuming 350 tonnes per hectare 
and a 20% buffer this could yield £1,960-
£5,600 per hectare, before costs, over a 
50-year period.

BIODIVERSITY NET GAIN
The concept of biodiversity net gain has 
been introduced in the Environment Bill 
2020. Essentially, it aims to ensure that 
the overall amount of natural habitat 
is enhanced and left in a better state 
where development is taking place. The 
bill proposes a compulsory 10% uplift in 
biodiversity and where it is not possible to 
obtain the uplift on the development site 
itself it can be offset on local land. This 
will provide an opportunity for landowners 
to receive payments from developers to 
undertake the work on their behalf, for 
periods of potentially 30 years or more. 
DEFRA is developing a system to measure 
biodiversity net gain. Landowners may 
be able to meet the targets by enhancing 
current habitat, or alternatively by taking 
poorer land out of production.

TAX TREATMENT
There is still no specific guidance on the 
tax treatment of money received for 
the sale of carbon credits or payments 
for biodiversity. It is likely that DEFRA, 
the Treasury and HMRC, along with 
representations from others, including 
farming and landowning groups, will 
all have input into any changes. It is 
important that the tax system is designed 
to encourage landowners not only with 
carbon offsetting but also with the new 
environmental land management schemes 
(ELMS) and a joined-up approach will be 
needed. It can only be hoped decisions are 
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made sooner rather than later. However, 
the possibilities could be as follows:

Income tax 
Commercially managed woodland is 
outside the scope of income tax. There 
is no definition of this other than that 
the woods are managed on a commercial 
basis with a view to the realisation of 
profits. This means that the sale of 
timber is not taxed but also that there is 
no relief for expenses, including capital 
allowances on equipment. Given that it 
will not be possible to fell timber without 
reducing the amount of carbon that can 
be sequestered, the sale of carbon units 
could be regarded as the output from the 
woodland, and so not subject to tax.

If the carbon credits are not regarded as 
the output from commercially managed 
woodland the sale could be seen as 
trading income or, alternatively, as income 
from land and taxed as property income. 
In both cases it would be possible to 
set expenses against this, such as the 
validation and verification costs. If the 
credits are seen as separate to the woods 
themselves, the costs of establishing and 
managing the woodland are unlikely to be 
allowed. The key disadvantage of property 
income is likely to be the restricted 
utilisation of any losses incurred. 
However, there would be no national 
insurance cost on profits. The treatment 
would determine if the income can be 
used to support pension contributions.

Biodiversity payments are likely to be 
payments to compensate for loss of 
farming income. As such they would to 
be subject to income tax. Depending on 
the level of activity undertaken by the 
landowner they could be trading or rental 
income as for carbon credits.

Capital gains tax
The sale of timber from commercial 
woodlands is exempt from capital gains 
tax (CGT), although the underlying land 
is still taxed if sold. As carbon credits can 
be sold independently of the trees, they 
are likely to be regarded as a separate 
asset for the purposes of CGT. If the sale 
proceeds are not subject to income tax, 
CGT is likely to apply. This is more likely 
to be the case if the landowner is selling 
credits to one buyer for a long period of 
time. On the grant of a lease anything 

over 50 years is subject to CGT in full and 
a similar approach could be taken here. 

Inheritance tax
The commercial occupation of woodland 
is regarded as a trade for inheritance tax 
(IHT). Providing all qualifying conditions 
are met the woodlands will qualify for 
business property relief (BPR) giving up 
to 100% relief from IHT. Providing the 
sale of carbon credits is seen as being 
an output from commercially manged 
woodland this treatment should continue.

If the sale of carbon credits is treated as a 
separate trade, BPR should be available. 
If the income is regarded as property 
income, the underlying woodland could 
be regarded as an investment asset. On 
its own the woodland would not then 
qualify for BPR. However, if the woods 
are part of a larger business, providing the 
business as a whole is mainly trading, the 
woods could still qualify for BPR.

It is unlikely that the woodland would be 
regarded as ancillary to the farmland, e.g. 
shelter belts and so agricultural property 
relief (APR) would not be available.

It could be that the carbon credits are 
regarded as separate assets to the wood 
and are valued independently. In this 
scenario they would not qualify for BPR 
unless they were part of a business that 
qualified.

Taking land out of agricultural production 
for biodiversity is likely to result in the loss 
of APR.  Whether the land will continue 
to qualify for BPR will depend on whether 
the activity is regarded as trading, and if 
not, whether it is undertaken as part of a 
mainly trading business.

VAT
Carbon credits are not commodities 
and there are a growing number of 
businesses providing carbon offsetting 
services. Typically, when a person makes 
a payment to a carbon offset provider, 
there is no supply for VAT purpose. This 
is because there is no identifiable, direct 
benefit being received by the person in 
return for their money. However, in some 
situations a carbon offset provider might 
make taxable supplies of carbon credits at 
standard rate of VAT.

The ability to charge VAT by landowners 
on the sale of carbon credits depends on 
how the credits were created. The first is 
the sale under the voluntary market also 
known as verified emission reductions 
(VERs). Under this arrangement there 
are no compulsory standards for creating 
credits, it is essentially a promise that 
carbon has been or may be reduced. No 
service is rendered and, therefore, supply 
of carbon credit under VER is outside the 
scope of VAT. This is likely to be the case 
for carbon credits sold by landowners.

On the other hand, carbon credit sale 
under the UK Emissions Trading System 
(UK ETS) will attract standard rate VAT. 
This is because the system allows for 
verification and regulatory processes, 
which helps to attribute a subjective  
value to the credit units. The credits 
are widely traded on national and 
international markets.

Similarly, payments received from 
developers for biodiversity works will be 
subject to VAT at standard rate.

CONCLUSION
The sale of carbon credits and 
payments for biodiversity net 
gain are likely to be an increasing 
opportunity as a source of income 
for landowners. However, this 
is still very much a developing 
market and there are also risks 
for landowners. Currently, the tax 
treatment is not clear, and care 
should be taken to ensure that any 
agreements entered into do not 
have an adverse impact on the tax 
treatment of the estate as a whole, 
particularly for IHT.


