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Summary of options

Backstop: 
Agriculture in the NZ ETS

Option 1: 
Farm-level Levy

Option 2: 
Processor-level Hybrid Levy

Who is responsible for 
reporting and paying for 
emissions?

Meat and dairy processors, 
synthetic N-fertiliser manufacturers/
importers.

Farms that meet the farm definition 
either individually (currently 550 
stock units and/or 40 t of nitrogen 
applied/year) or as part of a 
collective.

Meat and dairy processors, 
synthetic N-fertiliser manufacturers/
importers. Costs likely passed 
on to farms based on quantity 
of product purchased or fertiliser 
bought.

How are emissions 
calculated?

Tonnes product (meat, milk solids, 
synthetic N-fertiliser) multiplied 
by a national emissions factor to 
determine emissions per unit of 
product (output).

Central calculator that includes 
a simple and detailed method to 
determine actual emissions at 
farm-level.

Tonnes product (meat, milk solids, 
synthetic N-fertiliser) multiplied 
by a national emissions factor to 
determine emissions per unit of 
product (output).

How are emissions 
priced?

Participants pay the carbon price 
of the day in NZ ETS by purchasing 
and surrendering NZUs, but also 
receive 95% free allocation (as 
of 2025 expected to reduce by 1 
percentage point each year).

Unique levy rate for CH4. Long-lived 
gases (N2O and CO2) would be at 
a discounted rate of the NZ ETS 
carbon price.

Unique levy rate for CH4.  Long-
lived gases (N2O and CO2) would 
be at a discounted rate of the NZ 
ETS carbon price.

How can emissions 
be offset with 
sequestration?

NZ ETS eligible forests can be 
entered into the existing NZ ETS.

NZ ETS eligible forests can be 
entered into the existing NZ ETS. 
Emissions can also be  offset 
by sequestration from additional 
vegetation types not included in NZ 
ETS. This includes certain types of:

• Indigenous/native vegetation 
planted or regenerating 
vegetation.

• Perennial cropland (orchards 
and vineyards).

• Scattered trees and small 
woodlots established on or 
after 1 January 2008 that are 
not NZ ETS eligible exotic 
forest.

Rewards the same categories and 
sequestration rates as described in 
Option 1: Farm-level Levy through 
a Sequestration Management 
Contract (SMC).

How will the revenue 
from the system be 
used?

Government intends that any 
revenue raised through the 
backstop would be invested 
back into the agricultural sector 
to support further emissions 
reductions. This could include 
paying for sequestration not 
eligible for the NZ ETS (e.g. riparian 
plantings).

The revenue raised through the 
levy would be invested back into 
the agricultural sector to support 
research and development or 
actions on-farm that help reduce 
emissions, including uptake of new 
technology.

The revenue raised through the 
levy would be invested back into 
the agricultural sector to support 
research and development or to 
reward actions on-farm that help 
reduce emissions via an Emissions 
Management Contract.

Key advantages Low-cost system to administer/
collect revenue.

Farmers pay for actual on-farm 
emissions rather than estimated 
emissions based on national 
averages. 

Treats CH4 and long-lived gases 
(N2O and CO2) differently.

Farmers who have taken early 
action to reduce emissions will face 
a lower emissions cost because 
emission reductions from on-farm 
efficiencies and mitigations are 
recognised in the tool to calculate 
on-farm emissions.

Farmers who have taken early 
action to maintain and increase 
sequestration will be rewarded 
because recognised sequestration 
includes that associated with 
existing vegetation (if it meets He 
Waka Eke Noa requirements).

Low-cost system to collect 
revenue. 

Treats CH4 and long-lived gases 
(N2O and CO2) differently.

EMCs could make a processor-
level levy more effective at 
reducing emissions, and recognise 
efficiencies and mitigations taken 
up by farms. 

Farmers who have taken early 
action to maintain and increase 
sequestration can be rewarded 
via an SMC because this includes 
recognising sequestration 
associated with existing vegetation 
(if it meets He Waka Eke Noa 
requirements). 

Key disadvantages Does not treat CH4 and long-lived 
gases (N2O and CO2) differently so 
misaligns with emissions targets.

No industry input into price setting.

Does not recognise individual farms 
for actions they take to reduce 
emissions other than buying less 
fertiliser or producing less milk or 
meat. 

A processor-level price is blunt 
and is unlikely to be effective at 
reducing emissions.

Setting an affordable price for all 
farms is unlikely to be effective at 
reducing emissions. 

High cost to administer both 
to farms (mostly in time) and 
implementing agency.

A processor-level price signal is 
blunt and does not recognise 
individual farmers for the actions 
they take to reduce emissions, 
other than buying less fertiliser or 
producing less milk or meat.

To be effective at incentivising 
emission reductions some 
Emissions Management Contracts 
will require a benchmark from 
which to measure change. This 
could disadvantage those who 
have taken early action to reduce 
or already have low emissions. 


