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He Waka Eke Noa Option 2: Processor-Level Hybrid Levy

The processor-level hybrid system uses the split-gas approach (see information sheet page 14). The key features of this options are:

1. Processors would pay for emissions based on the emissions charge applied to products supplied, or bought (fertiliser), by farmers or growers. 

2. Processors would likely pass on the cost to farms based on the quantity of product processed, or fertiliser bought.

3. Separate emissions charges for short- and long-lived gases.

4. Farms or collectives could receive a payment for emissions reductions by entering an Emissions Management Contract (EMC). This would be 
a voluntary process, but once established, EMC contracts would be binding. 

5. Farms could also receive a payment for sequestration via a Sequestration Management Contract (SMC). This would be a voluntary process, 
but once established SMC contracts would be binding.

An EMC and an SMC would provide incentives for farms or collectives to reduce emissions, and maintain and increase sequestration, through 
receiving a payment that goes some way toward offsetting the costs. The following diagram shows how the net cost to the farm would be 
calculated under a processor-level hybrid levy.
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Farms and collectives choose to enter 
into an EMC to obtain a payment for 
emissions reduced and/or to have 

their sequestration on-farm 
recognised through an SMC
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Who is responsible for reporting and paying 
for emissions?
Processors (meat and dairy) and fertiliser manufacturers and 
importers would report and pay for emissions, based on the 
emissions charge applied to products supplied or bought by 
growers. Farm-level reporting may be required for farms or 
collectives that choose to enter an EMC (to receive a payment 
for emissions reductions), or a SMC (to receive a payment for 
sequestration). 

How are emissions calculated?
Emissions would be calculated using national average emissions 
factors for relevant products, e.g., milk, meat, and synthetic 
fertiliser. They would be applied per kg of product produced and 
per tonne of synthetic fertiliser sold. Individual farms emissions 
would need to be calculated if they chose to apply for an EMC. 

How are emissions priced? 
The processor-level hybrid system uses the split-gas approach and 
sets a separate price for biogenic methane (CH4) and long-lived 
gases (N2O and CO2). The Partnership recommends a unique price 
for CH4. The price of long-lived gases would be a discounted rate of 
the NZ ETS price of carbon. 

How can emissions be offset with 
sequestration? 
Individual farms or collectives could only seek recognition for 
sequestration by entering into a Sequestration Management 
Contract (SMC). The same categories and considerations would 
apply as under a farm-level system (see information sheet page 15). 

How will the revenue from the system be used? 
The revenue raised through the levy would be invested back into the 
agricultural sector to generate further emissions reductions. This 
will be done through research and development, payment/credit 
for adoption of approved practices, use of mitigation technologies 
or additional emissions reductions through Emission Management 
Contracts and payment/credit for on-farm sequestration through 
Sequestration Management Contracts. 

Emissions Management Contracts (EMC)
Individual farms or collectives could enter an EMC to be rewarded 
for formally managing and reducing their emissions and adopting 
new mitigation technologies as they become available. 

There are two potential approaches to an EMC:

• Actions-based approach would reward farms or collectives for 
the adoption of approved practices or technologies. 

• Benchmark-based approach would reward farms or collectives 
for emissions reductions beyond an initial benchmark; based on 
emissions at a historic point in time or date range. 

The minimum EMC contract period would be three years with no 
obligation for a farm or collective to enter into a new contract after that 
time. Annual reporting would be required for payment and at least 
10% of contracts would have an annual desktop-based audit, with 
on-farm audits as required. 

Sequestration Management Contract (SMC)
A separate but similar process would be used to recognise and 
reward sequestration. Farms or collectives could enter a SMC to be 
recognised and rewarded for on-farm sequestration. A SMC would 
give farms and collectives the opportunity to receive revenue to offset 
some of the costs of the emissions charges that would be passed on 
by processors. 

All farms and collectives are eligible to enter into an SMC, however, 
the contract would only be with a landowner due to the long-term 
implications for land-use flexibility. This would be registered against 
the certificate of title to keep track of sequestration opportunities and 
liabilities against the land. The contract period would be indefinite, 
and would require annual reporting and receive annual payment. The 
same categories and considerations would apply as under a farm-
level system. 

Administration costs
The total estimated operating costs are $6 million per annum ($4M 
to processors and $2M for operational costs) and the estimated 
establishment cost is $4 million. On top of this, the estimated 
establishment cost for the EMC and SMC is $75 – $125 million; while 
administration and operating costs come to an additional $33 – $60 
million per annum. These figures are based on estimated costs of $8 
– $19 million to farmers (up to $1600/farm to join up, report data etc) 
and $25 – $41 million operational costs.

Transition to farm-level levy
If, in time, there was to be a transition from the Processor-Level 
Hybrid to a Farm-Level system, key systems would be designed with 
a transition in mind. 


