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What is an output-based rebate?

An output-based rebate involves a direct payment to farms 
to cover some of the costs faced under a farm-level split-
gas levy based on national average emissions per unit of 
product. The purpose of the farm-level split-gas levy plus 

How would it work?

A RB C $

rebate is to maintain an incentive to reduce emissions while 
also maintaining production and making the levy price more 
affordable.  

‘A’ is the cost that 
each farm faces for 
their short-lived gas 
emissions (CH

4
)

‘B’ is the cost that 
each farm faces for 
their long-lived gas 
emissions (N

2
O from 

livestock and synthetic 
fertiliser, CO

2
 from urea)

‘C’ is the value that 
each farm is rewarded 
for their on-farm 
sequestration

These costs/values 
total to a ‘net’ 
emissions return, 
where A, B, R and 
C are all netted off 
as dollar values, not 
as gases through a 
carbon equivalency 
metric

‘A’ is determined by:

− The weight of CH
4
 

calculated (kg)

− The price for CH
4
 

($/kg)

‘B’ is determined by:

− The weight of 
long-lived gases 
calculated (kg CO

2
e)

− The price for long-
lived gases ($/kg 
CO

2
e)

‘R’ is determined by:

− Annual farm output 
(e.g. kg meat, milk 
solids)

− multiplied by an 
emissions factor 
based on national 
average emissions per 
unit of product (e.g., 
kg CH

4
 per kg of milk 

solids or meat)

− and a rebate rate (e.g. 
95%)

‘C’ is determined by:

- Area of eligible 
vegetation

- The relevant 
sequestration 
rate/s in weight of 
long-lived gases (kg 
CO

2
e)

- The price of long-
lived gases ($/kg 
CO

2
e)

‘R’ is the rebate that 
each farm receives

+ – – =

Levy rates (for methane and long-lived gases) would be set at 
a higher rate than a system with no rebate.

A rebate amount would be calculated based on annual farm 
output (e.g. kg meat, milk solids), multiplied by an emissions 
factor based on national average emissions per unit of 
product (e.g., kg CH

4
 per kg of milk solids or meat) and a 

rebate rate.  

The rebate rate could start at 95% and fall over time. The 
actual rate would depend on the availability of revenue 

after other costs had been covered, such as payments for 
administration costs of the system and eligible sequestration. 

Under this system every unit of emissions reduced (A+B) 
saves a farm the full cost of that emission, but the rebate is 
unchanged if the farm’s output is maintained.

Not all farms have output of product, therefore not all farmers 
would receive the rebate (or the full rebate) directly e.g., 
breeding, trading farms or support blocks.   
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To implement the rebate the following approaches have been considered:

1. Only farmers who sell to processors receive a rebate 
directly. There are two key potential approaches to 
ensuring the value of the rebate gets distributed through 
market adjustments:

a. No regulation: Use transparency, education, and 
communication to highlight the shifts that this system 
would entail to maintain profitability across the sector 
e.g., how farms without output of product could 
increase the prices charged for their outputs (livestock 
etc) to capture some of the rebate etc. 

b. Use regulation to require participants to pass the value 
of the rebate through their supply chain. 

2. All emitting farms receive some form of rebate 
directly based on a proxy for output (regardless of 
whether they supply a final product to processors). 
Proxies considered include:

a. A unique output rebate, whereby, all farms have an 
actual or theoretical output calculated, based on 
the emissions that occur while the animal is on their 
farms, which they receive regardless of who they buy 
and/or sell animals to/from. This approach requires all 
farms to be using the detailed calculation method – 
including reporting monthly live weight gain.  

b. Rebate divided across lifecycle, whereby, a single value 
of rebate is calculated based on the final output, 
which is then divided between the farmers who 
contributed to this product at various points in 
the animal’s lifecycle throughout the supply chain, 
based on how long the animal spent on their farm 
or another similar estimate of contribution to total 
emissions associated with the animal. This would need 
to be supported by infrastructure such as EID tagging. 
This would also require an interim solution until the 
infrastructure is in place for all species.     

 Both these approaches would require an interim 
output proxy until more detailed farm data for all farms 
or lifecycle tracking infrastructure for all species was 
available. Interim proxies could include simple discounts 
(e.g. 95% discount on emissions) or use of average 
proxies (e.g. stock numbers). 

3. Only farmers who sell to processors pay levy and 
receive a rebate (applies to methane only). Under this 
option all farms would pay a levy on nitrous oxide and 
only those farmers that supply milk or finished animals for 
slaughter would pay a methane levy.  Farms who pay the 
methane levy would receive an automatic rebate against 
this levy up to a benchmark level per unit of that output.

 For meat the methane levy would be based on the 
calculated lifetime methane emissions of all animals 
sent to slaughter in a year. Where there are breeding 
or management characteristics of these animals that 
lower their methane (e.g. high lambing percentage, low 
methane sheep genetics) these will need to be traceable 
throughout the animal’s lifetime to be recognised in the 
methane levy paid. This could add complexity.

 For milk the amount paid by the farmer incurring 
the levy will take into account all methane emissions 
associated with that herd’s production. This includes the 
herds emissions during the non-lactating period and 
emissions associated with herd replacement young-
stock, regardless of whether they are grazed on the 
same property as the dairy platform or not. If a methane 
lowering practice occurs outside of the milking platform 
then this will need to be verifiable, and this could 
add complexity. The existing internationally accepted 
methodology for apportioning milk and meat emissions 
can be applied.  

 Farmers who breed meat producing animals for sale to 
finishers or farmers who graze dairy stock will not directly 
incur a levy (or the rebate) for the methane associated 
with these animals.  They will receive price signals 
through their supply chain.  
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Key advantages and disadvantages 

The three options that were considered are all impacted 
differently by the advantages and disadvantages listed due to 
their design features:

• The pan sector analysis has found that the output 
rebate can make higher levy prices affordable and 
minimise impacts on profitability and production while 
maintaining a strong marginal incentive to reduce 
emissions. 

• Rewards livestock systems that are most emissions 
efficient per unit of product and provides a strong 
incentive for farms to improve emissions efficiency.

• Farms that are least emissions efficient per unit of 
product will face a greater emissions cost per unit of 
output.  

• While an output-based rebate only compares the output 
efficiency between ‘like’ farming systems (the efficiency 
of dairy farmers will only be compared to the efficiency 
of other dairy farmers, and not to other farming systems 
such as sheep and beef farmers), this does not account 

for the considerable diversity of farming systems within 
sub-sectors (e.g., sheep and beef ), and from region 
to region. Some farms are inherently less emissions 
efficient than others not because of farming practice and 
capability but because of farm system and land type e.g., 
extensive hill country, and regional differences. 

• Not all farms have final output. An effective system would 
require pass-through of this rebate through the supply 
chain or have the levy price for methane only apply 
to farms with output. There are ways to ensure and/or 
support this but they add complexity to the system.

• There is a small risk that farms could increase production 
and receive a rebate for doing so that is greater than the 
emissions levy payment. This could result in an increase 
in absolute emissions from these farms.

• On balance while some individual Partners support an 
output-based rebate it has not been recommended as 
an option by the Partnership due to the complexities to 
implement and equity concerns.  


