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Abstract

The agricultural sector holds significant potential to achieve a range of environmental objectives.
Unlocking these benefits requires adequate funding and targeted support. This report presents a
framework for categorising rewarding mechanisms at the European level, with a particular focus on
climate-smart farming practices linked to carbon removals, emissions reductions, and climate
adaptation. The framework is designed to facilitate navigation through the different types of rewarding
mechanisms. It has been developed based on literature review, a survey targeted at national
coordinators within the CFD network and has been tested through several expert workshops. The
findings highlight the existence of a wide range of tailor-made rewarding mechanisms across the EU
and its Member States that incentivise climate-smart farming practices. The landscape is dynamic and
constantly evolving. In particular, rewarding mechanisms for climate mitigation are well established,
while mechanisms that promote climate adaptation are less common. Blended finance approaches
remain limited but are gaining more attention and can help bridge the gap between beneficiaries and
providers of the rewarding. Supportive mechanisms that encourage long-term behavioural change are
often overlooked and not recognised as rewarding mechanisms. Moreover, farmers and farm advisors
face challenges in navigating the diversity of rewarding mechanisms, both in terms of administrative
requirements and in identifying those most relevant to their needs. Rewarding mechanisms are
embedded within a broader policy mix that should be mutually reinforcing. Evaluating both the
mechanisms and their possible combinations is essential to ensure the policy mix can be adapted
accordingly.

About Climate Farm Demo

Climate Farm Demo (CFD) is a unique pan-European network of Pilot Demo Farmers (PDFs) covering
27countries and all pedo-climatic areas. Its objective is to promote the adoption of climate-smart farming
(CSF) practices and solutions among farmers and actors of the climate-smart Agriculture Knowledge
and Innovation Systems (AKIS). This project aims to support the adaptation of agricultural production
systems to the challenges of climate change and to contribute to achieve a carbon neutral agricultural
sector by 2050.

To this end, the project connects 1500 Pilot Demo Farmers and their Climate Farm Advisors (CFAS) at
European and national levels to increase knowledge exchange & cross-fertilisation in their respective
AKIS. Furthermore, the project seeks to identify, propose, and demonstrate a set of rewarding
mechanisms to incentivise the adoption of CSF practices, ensuring the development of sustainable
business models that can guide and support farmers in this transition.

Wor k Package (WP) 6 fAAnalysing and demonstrat:i

and increasing awareness of the available rewarding mechanisms to support the implementation of
adaptation and mitigation plans (AMP) at farm level. This WP aims to address the needs of farmers,
value chain actors and funders by developing capacity-building tools and providing policy
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recommendations for EU and national authorities on how to effectively scale up the use of rewarding
mechanisms as levers for transformation.

Task 6.2, iRewarding mechani sms: state of t he
identifying, describing and categorising rewarding mechanisms that incentivise the adoption of climate-
smart farming practices. The main output is the development of an assessment framework (milestone
48) and the development of a categorization framework (Deliverable 6.1). The work of task 6.2. is linked
to related tasks on stakeholder needs, capacity building and policy recommendations.
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Chapter 1
Introduction

This chapter gives an introduction to the report and the role of rewarding mechanisms as a tool to
incentivise on-farm climate action.




1. Introduction

Agriculture plays a vi tlanhte coronitments, incliiogclimate meatrglitytoyn e

2050. Agriculture provides not only food and raw materials but also contributes to landscape
management, ecosystem shaping, animal welfare, and carbon sequestration, and is essential for
supporting livelihoods and generating economic value.

Al t hough the EUG6s agricultural s e ¢t o rrelated achdllenges
facing farmers and rural communities are particularly severe, while the sector continues to struggle with
its role in combating climate change (ESABCC, 2024). Continuing with business as usual is not viable.
Incentivizing farm-level action through rewarding mechanisms is one pathway turning climate action in
agriculture into a success story. Agriculture can contribute to GHG emissions reductions, carbon dioxide
removals and climate adaptation. The provision of these environmental objectives needs funding and
support to create opportunities in the sector and incentivise a transition to greater sustainability. The
relevance of rewarding mechanisms, compared to other policy tools, lies primarily in their ability to
recognise, incentivise, compensate, and value climate-smart approaches. Rewarding mechanisms
alone will be insufficient to effectively and efficiently promote the transition and need to be embedded
into a wider policy mix.

Rewarding mechanisms are often viewed as purely economic incentives. This framework explicitly
includes supportive and non-financial rewarding mechanisms. Social recognition, knowledge-sharing,
and enabling legislative frameworks can also serve as powerful incentives, encouraging farmers to
adopt climate-smart farming practices alongside, or in place of, financial rewards.

To facilitate a greater understanding and use of rewarding mechanisms in the agricultural sector, there
is a need to systematise and categorise the different types of rewarding mechanisms. This will support
administrators, farmers and farm advisors, investors, policy makers, value chain actors and other key
stakeholder to understand the opportunities and risks associated with different rewarding mechanisms.
In this report, we develop a framework that organises the rewarding mechanisms into tiers with
increasing levels of detail. Tier 1 provides a general overview grouping rewarding mechanisms into the
three overarching categories (monetary, non-monetary and regulatory), while Tiers 2 and 3 offer
increasingly specific descriptions. This hierarchical structure enhances the understanding of the
different types of mechanisms and supports stakeholders in their engagement with those mechanisms
that support climate-smart farming practices. In addition to developing a structure, we provide detailed
explanations of thirteen rewarding mechanisms, matched with practical examples in form of fact sheets
that promote agricultural climate emissions reductions, carbon removals, or climate adaptation. The
report focuses on a farmer perspective when analysing and describing the rewarding mechanisms.

The report proceeds as follows: Chapter 2 describes the methodology and background for our
development of the framework, including desk research, survey to CFD national coordinators, and
workshops. Chapter 3 defines rewarding mechanisms and characterises them in terms of their
constitutive elements (e.g., source of funding, type of beneficiary, form of reward, etc.). Chapter 4
describes the survey results from CFD national coordinators. Chapter 5 draws on the characterisation
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of rewarding mechanisms and survey results to propose the categorization framework of rewarding
mechanism, divided into multiple tiers and featuring detailed descriptions and examples. Chapter 6
provides overall conclusions. Annex | highlight the survey questions. Annexes Il and Il present the fact
sheet templates and the fact sheets (explanation of the rewarding mechanisms matched with practical
examples). Annex IV lists the workshops and presentations where draft version of the categorization
framework were presented and discussed.



Chapter 2

Categorization framework
design process

This chapter describes the methodology used to develop the categorisation framework.




2. Categorization framework
design process

The analysis of a diverse set of rewarding mechanisms and the development of a categorisation
framework is drawn from a combination of desk-based review of rewarding mechanisms, a targeted
survey with CFD national coordinators, the development of fact sheets to present practical and existing
rewarding mechanisms and a number of expert workshops and presentations within the CFD network
and beyond. The following sections provide a description of the methods applied.

To support the development of the categorisation framework of rewarding mechanisms, a
comprehensive desk-based literature review was conducted. The objective was to explore how climate
mitigation and adaptation on-farm actions are being rewarded across Europe. The review focused on
monetary, non-monetary and regulatory rewarding mechanisms to support farmers in transitioning to
climate-smart farming systems.

The review, done through systematic keyword searches using Google and Google Scholar, included a
wide range of sources, such as grey literature, peer-reviewed journal articles, and policy reports.
Relevant websites were also consulted to gather practical examples of existing rewarding mechanisms.
To further expand the scope of the review, the snowball method was applied by examining the reference
lists of key articles and reports. This iterative process enabled the development of a more in-depth and
comprehensive compilation of relevant literature. All sources reviewed are listed in the references.

Keywords used in the literature search included: incentives, carbon farming, agriculture, subsidies,
payments for ecosystem services, carbon markets, Common Agricultural Policy (CAP), agricultural
policy, grants, loans, agricultural labels, price premiums, peer knowledge, advisory services, research
and development (R&D), public procurement, economic incentives, agricultural payments, financial
instruments, climate mitigation, carbon removals, emission reductions and climate adaptation.

As part of the iterative process, preliminary versions of the categorisation framework and the analysis
of rewarding mechanisms were presented during CFD knowledge exchange sessions to gather
feedback from the CFD network and project members. The insights gained from these sessions were
used to further refine and enhance the categorisation framework, ensuring it captured a wider range of
perspectives and practical considerations.

=



The categorization framework draws on findings from
projectodo and the AAgri PolicyKit Compendi-iomodfse@otl ot & c
(Lago M., 2024; AgriPolicyKit, 2024).

A survey was conducted targeting national coordinators within the CFD network, with the goal of gaining
in-depth knowledge of regional rewarding mechanisms to support the development of the categorisation
framework.

The survey consisted of seven questions, two multiple-choice and five open-ended. The questions
covered the following topics:

A Par t i ceéxagmplastobedisting rewarding mechanisms, with a brief description and source
of information.

A Geographic scope of the mechanisms (global, EU, national, or regional).

A Types of actions rewarded: GHG emission reductions, carbon dioxide removals, climate
adaptation.

A Sources of funding for the mechanisms.

A Consideration of non-monetary rewards.

The data collection took place in June 2023 via an online survey tool (LimeSurvey), and the survey was
shared by email to national coordinators through the CFD network.

The quantitative data were processed using Microsoft Excel to generate descriptive statistics and visual
representations. Qualitative responses to the open-ended questions were analysed by identifying
patterns and recurring themes. This enabled a systematic categorisation of the types of climate actions
and funding sources linked to the recognised rewarding mechanisms. The survey questions can be
found in Annex I.

To substantiate the categorisation framework, two fact sheet templates were developed to capture and
present key information of identified rewarding mechanisms and selected examples. The first template
focuses on the rewarding mechanisms, providing definitions and outlining the subcategories each
mechanism may include. The second template captures the characteristics of rewarding mechanisms,
which are defined in chapter 3. The characteristics are split into scope of climate action, source of
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rewarding, rewarding method, type of beneficiaries, types of on-farm climate actions and time of
rewarding.

The fact sheets were designed to present practical and existing examples that can inform and inspire
the members of the CFD Network, its pilot farmers, national coordinators and the climate advisors. The
two fact sheet templates are provided in Annex IlI.

In a second step, the templates were filled in with the respective information gathered through the desk-
based research, the survey to CFD national coordinators and the expert workshops. In total, 13 fact
sheets of rewarding mechanisms were developed, each with a corresponding fact sheet containing an
example. The fact sheets are part of the categorization framework. The fact sheets can be found in
Annex IIl.

The categorisation framework was fine-tuned through an iterative feedback process. Feedback was
collected during a series of internal workshops with CFD national coordinators, pilot farmers and climate
advisors, allowing participants to provide comments on the proposed systematic. Annex IV includes a
list of the different workshops and their timings. Additionally, WP6 held internal workshops to discuss
and revise the categorisation framework as well as for quality control.



Chapter 3

Characteristics of rewarding
mechanisms

This chapter defines rewarding mechanisms and characterises them in terms of their constitutive
elements




3. Characteristics of rewarding
mechanisms

Prior to the development of the categorization framework, the different characteristics of rewarding
mechanisms were defined, which are presented in the following chapter.

Rewarding mechanisms for agricultural actions are defined as instruments that offer incentives to
farmers in return for implementing specific practices or delivering desired outcomes. These
mechanisms are characterised by aiming to induce a voluntary behaviour change through the use of
positive incentives. They can take multiple forms and can be sourced from public or private entities or
a mix of both.

Rewarding mechanisms are often viewed as purely economic incentives. This categorization framework
expands the definition including a non-financial and a regulatory dimension. Social recognition,
knowledge-sharing, and enabling legislative frameworks can also serve as powerful incentives,
encouraging farmers to adopt climate-smart farming practices alongside, or in place, of financial
rewards.

A wide range of climate-smart farming practices can be implemented at farm and landscape levels
across EU agricultural land. They can be grouped into three overarching categories:

1. GHG emissions reductions !, which are mainly methane (CHas) from enteric fermentation
and N20 emissions from managed agricultural soils, which together represent over 80% of
agricultural emission in the EU (EEA, 2024). Other sources of emissions include CH4 from
manure management, soil carbon emissions from organic and mineral soils.

lnscientific l|iterature, the phrases favoided emissions?o

ar

synonymous (see McDonald, 2024). To maintain consistency,

exclusively to describe all forms of mitigation that decrease anthropogenic GHG emissions.
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2. Carbon dioxide removals (COz2), which refers to the process of extracting carbon dioxide
from the atmosphere and storing it elsewhere, such as in soils or vegetation, has the
potential to mitigate climate change from a global perspective by offsetting human-made
GHG emissions (Don et al., 2023). For example, this can be achieved by converting
between different land cover types or by managing agricultural soils to increase carbon
sequestration.

3. Climate change adaptation practices aim to enhance the adaptive capacity of the
agricultural sector in response to increasing climate pressures. Many of these measures
also support mitigation and broader environmental objectives, while remaining
economically viable and helping to build resilience within farming systems. According to
the European Environment Agency (2019), adaptation actions at national and regional
levels include integrating adaptation into farm advisory services, providing risk
management and insurance against extreme weather and climate events, improving the
efficiency of irrigation infrastructure, and implementing flood prevention and management
strategies. At the farm level, adaptation can involve practices such as crop diversification
and rotation, use of adapted crops, field margins and Improved animal-rearing conditions.

The scope of the climate action considered as part of the categorization framework is limited to
those applied or applicable within the EU, excluding forestry activities as well as activities in the
upstream and downstream sectors.

The sources of incentivizing farm-level climate action can originate from a range of public, private, or
mixed sources.

Public rewarding refers to funding or support offered by public institutions, which is typically
administered by EU, national, regional or supranational authorities, e.g., through the EU Common
Agricultural Policy (CAP), public agencies, public investment banks, or research and development
(R&D) initiatives. By contrast, private rewarding involves financing from private-sector actors, including
banks, companies, (philanthropic) organisations or consumers, commonly channelled through
mechanisms such as carbon markets, price premiums, or labels. While private rewarding is generally
commercial in nature and may require financial returns (for example, through commercial loans), public
rewarding is commonly offered at lower rates (such as soft loans) or in the form of grants that do not
require repayment (McDonald, 2024). Additionally, there are mechanisms that integrate blended
finance (public, private) approaches. These include market-based approaches where the government
plays a central role in providing or distributing funding (Vanzini M., et al 2024).

Beyond monetary based rewards, rewarding can come from more intrinsic forms of motivation, such as
farmer satisfaction, social recognition, or alignment with personal values. This aspect is explored further
in Chapter 5, where it is examined in connection with the categorisation of rewarding mechanisms.
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Different categories of stakeholders can benefit directly or indirectly from specific types of rewarding
mechanisms associated with climate-friendly farming practices. These may include:

|l

Farmers: Individuals directly engaged in the day-to-day operations of a farm, including crop
production, livestock and soil management. They play a central role in the direct implementation
of climate-smart farming practices. A farmer may also be a landowner or a group of farmers.
Landowners: Individuals or entities that hold legal ownership of agricultural land and may
lease their land to farmers or allocate it for other purposes. Their involvement in farming
activities may vary. Additionally, a landowner may simultaneously act as a farmer.

Land managers: Person or entity responsible for overseeing the day-to-day operational
management of agricultural land. This role can only exist if a landowner and/or farmer asks
them to manage the land.

Farm advisors : Professionals who provide technical support and guidance to farmers, helping
them to make informed decisions and implement climate-smart farming practices.

Project developers and monitoring, reporting and verification (MRV) providers:
Professionals and organisations that support the implementation of climate-smart farming
practices by providing technical, organisational, or institutional services.

There are various options for rewarding farmers and land users for their climate action. Overall, they
can be distinguished between the delivery of action-based and result-based outcomes as well as for
the hybrid approaches. Table 1 shows the main advantages and challenges of each rewarding method.

1

Action -based funding provides rewarding to the farmer in compliance with typically very
specific farming practices. They receive a payment or reward for implementing defined
management actions, independently of the resulting impact of those actions (COWI et al.,
2021). Action-based models are commonly used in the EU and Member States as part of the
Common Agricultural Policy (CAP) (COWI et al. 2021; Siemons A. et al., 2025).

Result -based funding is tied to a quantified and verified outcome and requires a direct and
explicit link between the result delivered (e.g., Emission reduced, carbon sequestered) and the
reward that the farmer receives (COWI et al. 2021; Siemons A. et al., 2025).

Hybrid approaches combine action-based and result-based elements on the same parcel of
land, where farmers are paid for adopting practices and achieving certain measurable
outcomes (COWI et al. 2021; Siemons A., 2025).

Table 1. Advantages and disadvantages of the different rewarding methods
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Advantages =~ ALow uncertainty for | A Higher credibility, with a A Farmers benefit from more
farmer, with predictable strong link to positive certain, upfront payments,
payments and lower environmental outcomes. reducing financial risk.
financial risks. A More flexibility that fosters | A Combines the

ALower transaction costs, innovation, farmers decide straightforward design of
as there is no monitoring how to meet targets. action-based  methods
of results. A Potential for higher with the outcome

ASimple to tailor to specific additionality as payments are accountability of result-
measures  and local tied to measurable mitigation based approaches.
conditions. results.

Challenges A No verified link between AHigher risk for farmer as A Hybrid approaches still
reward and outcome. payments depend on require some form of MRV

A Limited  flexibility —and = achieved results. which can incur higher
innovation as farmers must AHigher transaction costs due transaction costs.
follow prescribed to need for robust MRV A Farmers may face
measures. systems. uncertainty over whether

A Less attractive to private AComplexity and risk may they will receive full
funders seeking discourage participation, rewards, if the result-
quantifiable results. especially for smaller farms. based goals are not

achieved.

On-farm climate action consists of specific management practices or activities implemented at farm
level with the aim of reducing GHG emissions, increasing carbon sequestration (Bognar, J. et al., 2023)
and enhance the adaptive capacity of the agricultural sector in response to increasing climate
pressures. Such actions are considered effective when they have demonstrated potential for climate
change mitigation and adaptation. Importantly, they should also provide co-benefits beyond climate
mitigation, including improvements in soil health, biodiversity, and the overall sustainability of farming
systems.

There is a wide variety of on-farm climate actions, including among others: livestock emission reduction
measures, improved manure processing and storage, better timing of fertilisation, crop rotation and
diversification, cover crops, low or no tillage, planting hedgerows and agroforestry systems, and
peatland rewetting.

There are various design options on the timing of rewarding, when and how often the rewarding is
allocated. Ex-ante rewarding refers to rewarding (usually monetary) allocated before the climate action
outcome has occurred. Farmers receive funding upfront, based on estimated outcomes. However, first
the project needs to be certified or registered and the climate action assessed by an independent
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auditor. This payment model can be particularly relevant for long-term projects, which need substantial
upfront investments, while the actual climate action outcome can take years (I14CE, 2019). The Ex-ante
approach carries the risk of under-delivering if the expected outcomes are not fully achieved. It has also
risen concerns about potential double counting, especially if the mitigation is later used in a cap-and-
trade-scheme (Siemons A., 2025).

Ex-post rewarding is allocated after the climate action has been implemented by the farmer and has
been verified. While ex-post payments directly links funding to actual outcomes, they may be
considered insufficient to incentivise the implementation of mitigation activities that require a high initial
investment, posing a barrier to the uptake of new farming practices (I4CE, 2019). The rewarding can
be one off or ongoing/multi-year rewarding during the project timeline. Also, combinations of the time
of rewarding are possible involving up-front funding, e.g., for the implementation of actions and funding
linked to the outcome of the action to fund the maintenance of an action.
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4. Survey results

The survey conducted with the CFD national coordinators provided an initial overview and
characterisation of existing rewarding mechanisms. This first step helped to identify the different
clusters that could shape the categorisation framework. A total of 27 organisations completed the
survey. However, for the purpose of data analysis, responses from 20 organisations were considered,
as they provided sufficient depth and detail of information to enable further analysis. The remaining
seven responses lacked adequate information and were therefore excluded. These 20 organisations
identified 49 examples of rewarding mechanisms, varying in scope and characteristics.

An initial analysis provided insights regarding the geographical scope of the identified mechanisms.
The majority of them operate at the national level, suggesting that these programmes are often tailored
to country-specific contexts. They are followed by mechanisms implemented at the regional and
European levels. A smaller number of cases were identified at the global level (Figure 1).

Figure 1. Geographical distribution of the identified rewarding mechanism examples, based on survey responses.
The classification reflects whether the mechanisms operate at national, regional, European, or global levels.
(source: own data).
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The survey also offered an initial understanding of the types of climate actions being rewarded. Most of
them focus on incentivising carbon removals and emissions reduction activities. In contrast, climate
adaptation efforts were mentioned less frequently, suggesting that they are not commonly rewarded
(Figure 2). Adaptation initiatives were primarily reported at European and national levels, with funding
sources dominated by private actors, followed by public funding, and only a minimal presence of
blended finance approaches.
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Figure 2. Types of climate actions for which farmers are rewarded, based on the examples of rewarding
mechanisms reported by national coordinators through the survey (source: own data).
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A critical aspect of these mechanisms is their source of funding. The survey indicates a relatively even
distribution between public and private funding sources. Only a limited number of mechanisms use
blended finance approaches, combining both public and private contributions (Figure 3).

Figure 3. Funding sources of the rewarding mechanism examples reported in the survey, indicating whether the
examples are supported by public, private, or mixed finance (source: own data).

Funding Source
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The insights of the survey and the characterisation of a diverse set of rewarding mechanisms, enabled
a systematic categorisation of the rewarding mechanisms, which resulted in the framework introduced

in the next chapter.
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Chapter 5

Categorization  framework  of
rewarding mechanisms

This chapter introduces the categorization framework of rewarding mechanism, divided into multiple
tiers and featuring detailed descriptions and examples




5. Categorization framework of
rewarding mechanisms

The analysis of rewarding mechanisms for climate-smart farming practices indicated a wide range of
mechanisms with varying scopes and characteristics. To facilitate the understanding and use of these
rewarding mechanisms in the agricultural sector, there is a need to systematise the different types of
rewarding mechanisms. Hence, we developed a categorisation framework to navigate through the
different types of rewarding mechanisms. The framework is organised in tiers with increasing levels of
detail. Tier 1 provides a general overview, while tiers 2 and 3 offer increasingly specific descriptions.
This hierarchical structure enhances the understanding of the different types of mechanisms and
support stakeholders in their engagement with those that support climate-smart agricultural practices.

At tier 1, rewarding mechanisms are grouped into three overarching categories: monetary, non-
monetary, and regulatory. These categories capture shared characteristics, allowing for the clustering
of similar mechanisms and establishing a foundation for comparison. Tier 2 offers a categorization of
the typology of rewarding. The categorization is composed of 13 different rewarding types. At tier 3, the
rewarding mechanisms are further differentiated based on the distinctions established in the previous
tier. The overview of the categorisation framework is illustrated in table 2.

In the following section, the different tiers are presented with detailed descriptions including examples
of current (rewarding) mechanisms.



Table 2. Categorization framework of rewarding mechanisms including tier 1, tier 2 and tier 3 levels.

Tier 1

Monetary

&

Supportive

Tier 2

Tier 3

Tax reductions

European Agricultural Guarantee Fund
(EAGF)

Action based subsidies

Result based subsidies

Green loans

Financial guarantee

Equity

Voluntary carbon markets (VCM)

Payments for ecosystem services (PES)

Regulatory




This category refers to the use of monetary rewards to encourage the implementation of climate-smart
farming practices. This category includes a wide range of options for different types of rewarding
mechanisms. Although climate-smart farming practices can offer significant long-term benefits to
farmers, such as improved soil conditions and cost savings (e.g. reduced input costs), the adoption of
climate-smart farming practices usually involves costs that must be compensated or mitigated to ensure
profitability during the implementation. Monetary rewarding mechanisms are therefore crucial, as they
help to redistribute the risks associated with implementing new methods, making the adoption of
sustainable farming practices both feasible and economically viable.

Subsidies are a form of financial support provided by the governments to a person, company or
organization with the purpose of promoting certain economic, environmental or social actions, or
outcomes by lowering the cost of purchases or production (Lago M., 2024). For example, to encourage
farmers to implement climate-smart agricultural actions that reduce or avoid emissions, remove carbon
from the atmosphere, or adapt to climate change.

5.1.1.1. Tax reductions

Tax reductions are a form of subsidy, by reducing some or all tax obligations for specific groups, entities,
products, investments, or activities engaged in agricultural practices that implement climate-smart
agricultural actions, usually linked to the achievement of certain environmental targets. These
reductions aim to stimulate the supply of specific goods and/or encourage the adoption of particular
behaviours or economic activities. Table 3 provides an overview of the advantages and disadvantages
of tax reductions.

Table 3. Advantages and disadvantages of tax reductions.

Advantages Disadvantages

Encourage the adoption of climate-smart farming | Accessing tax reductions may involve significant
practices by reducing tax obligations (Eurostat, 2015). | administrative burden, with complex eligibility
requirements and bureaucratic processes that can
discourage participation (Eurostat, 2015; Lago
M., 2024) .

F a r meacksofvledgment for the implementation of
climate-smart farming practices through the granting of
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tax reductions, thereby improving their net income
(AgriPolicyKit, 2024).
Box 1. Example of tax reduction: Tax reduction for organic farming in France
The organic farming tax credit is a form of pub

production methods. To qualify, farm businesses must derive at least 40% of their revenue from activities
that have been certified as organic. The tax credit applies to income tax, regardless of the farming system.
The tax reduction can be as Ouwnuaton rales afly D tBedfdrmy is areadyp
receiving organic farming support.

Note: Further information can be found in Annex Il.

5.1.1.2. European Agricultural Guarantee Fund (EAGF) (Broad-scale climate subsidy)

The European Agricultural Guarantee Fund (EAGF) is a subsidy providing income support for EU
farmers through direct payments and market measures under the Common Agricultural Policy (CAP).
It mainly provides direct income support for farmers, coupled income support and eco-schemes
promoting environmental practices. Farmers receiving the direct payments have to fulfil certain
minimum requirements (GAECSs). Additionally, it finances market measures, such as intervention buying
to stabilise prices, private storage aid, sector-specific support or exceptional market disturbance
measures (European Commission, 2024a). Table 4 provides an overview of the advantages and
disadvantages of the European Agricultural Guarantee Fund (EAGF).

Table 4. Advantages and disadvantages of the European Agricultural Guarantee Fund (EAGF).

Advantages Disadvantages

Direct financial support, providing consistent income | This incentive may prioritise short-term income
support for farmers, avoiding land abandonment | support that might not be sufficient to achieve and
especially in marginal regions, which are essential for | reward long term sustainability goals (COWI et al.,
biodiversity conservation and the maintenance of | 2021).

cultural landscapes (Szerletics, A., 2020; Gi c k iete
al., 2022; Brady et al., 201)

Risk reductions due to the income support, reducing | Low effectiveness of these payments and negative
the farmer’'s exposure to the market volatility | impact on farm efficiency ( Br ady et al

(European Commission, 2024a). et al., 2022). The more payments farmers receive, the
less incentivised they are to adopt the most effective
and efficient strategies for adapting to market and
environmental changes. This, in turn, results in lower
income and a greater reliance on subsidies making the
rewarding less efficient (Gi | ki end et al




Box 2. Example of the European Agricultural Guarantee Fund (EAGF)

The European Agricultural Guarantee Fund (EAGF) provides financial support to farmers through direct
payments and market measures, ensuring stable incomes and balanced agricultural markets. With a budget
of approxi mat folthe 202117192827 GAPIplogramnme, it mainly provides direct income support
to farmers (~50%), coupled income support (~12%), and eco-schemes promoting environmental practices
(~24%). Managed jointly by the European Commission and Member States, the EAGF focuses on immediate
market and farmer support, promoting economic and social sustainability in the EU agricultural sector. A
significant portion of the EAGF budget is allocated to area-based and coupled income support, which are
flat-rate, annual payments for eligible hectares or livestock units and fully funded by the EU budget leading
to their prioritization by member states over potentially more targeted instruments. As a result, these
payments are inefficient or even counter-productive in addressing environmental goals which have been
criticised in the past.

The beneficiary of the EAGF must comply with the Good Agricultural and Environmental Conditions (GAECSs)
as minimum requirements.

Maintenance of permanent grassland (GAEC 1)
Protection of wetlands and peatlands (GAEC 2)
Preservation of soil organic matter (GAEC 3)
Protection of water pollution (GAEC 4)

Prevention of soil erosion (GAEC 5)

Minimum soil cover (GAEC 6)

Crop rotation (GAEC 7)

Preservation of landscape features (GAEC 8)
Protection of grasslands in Natura 2000 sites (GAEC 9)

To o o T o Do Do Do I

At least 25% of the EAGF budget is allocated to eco-schemes which are voluntary for farmers and provide
payments for practices that are beneficial to the environment and/or climate. Eco-schemes can support
practices such as organic farming, agro-ecological practices, precision farming, agroforestry or carbon
farming, as well as animal welfare improvements.

Note: Further information can be found in Annex Il.
5.1.1.3. Action-based subsidies

Action-based subsidies refer to financial support provided to farmers and agricultural businesses that
implement specific agricultural actions or practices, rather than on the results they produce, although
they are generally expected to deliver positive environmental outcomes (AgriPolicyKit, 2024). These
subsidies reduce the uncertainty farmer face when adopting climate-smart farming actions and have
low transaction costs. Moreover, they can be customised to consider individual characteristics of the
different measures, and local conditions. Most environmental schemes that have been implemented in
the EU over the last years have been action-based especially through the Common Agricultural Policy



(CAP) (Siemons et al., 2025; Bleasdale, A., et al., 2020). Table 5 presents the advantages and

disadvantages of action-based subsidies.

Table 5. Advantages and disadvantages of action-based subsidies.

Advantages

Promote specific climate-smart management practices

and can be customised to consider individual
characteristics of the different measures, and local
conditions. They can be targeted to support nature-
based solutions that deliver multiple benefits (IPBES,
2019).

Disadvantages

Environmental effectiveness may be reduced due to

high uncertainty to what extent the action will deliver
the desired environmental outcomes (COWI, 2021).

Rewarding can be tied to implementation requirements
(AgriPolicyKit, 2024).

Few or no guarantees that environmental outcomes
will be maintained after the payment has been
disbursed (COWI, 2021).

Lower implementation and transaction cost (compared
to result-based rewarding) as farmers follow
prescribed climate-smart measures without or limited
monitoring and measuring of mitigation results
(Siemons et al. 2025).

Can be very prescriptive in what specific measures are
eligible for funding, giving farmers less flexibility and
thereby less support for transformational change of
management practices (European Commission,
2023b).

In principle suitable for private and public funding
(Siemons et al. 2025).

Provide less flexibility to farmers to try out different
approaches and thus provide fewer incentives for
farmers to innovate (European Commission, 2023b).




Box 3. Example of action-based subsidies: European Agricultural Fund for Rural Development EAFRD.

The EAFRD is a financi al instrument under the CA
based payments to support the sustainable development of rural areas through three long-term objectives:
1) fostering the competitiveness of agriculture and forestry, 2) ensuring the sustainable management of
natural resources and climate action, and 3) achieving balanced territorial development of rural economies
and communities. These objectives are realised through interventions co-financed by the EAFRD and the
national budgets of EU countries with at least 35% of this funding targeting environmental and climate
protection. The EAFRD also serves as a source of loans, microcredit, guarantees, and equity, available to
recipients in agriculture, forestry, and rural areas undertaking financially viable projects that align with its
priorities.

To receive funding from the EAFRD, farmers must undertake a range of measures, including: reducing
greenhouse gas (GHG) emissions from livestock and soils (both mineral and organic), increasing carbon
sequestration and storage, and adopting climate adaptation practices. Other eligible activities are switching
to more efficient irrigation systems; taking part in training programmes, farm exchanges and demonstration
projects; modernising technologies, machinery, tools and equipment; and participating in quality schemes,
local markets, short supply chains and producer groups or organisations.

Note: Further information can be found in Annex Ill

5.1.1.4. Result-based subsidies

Result-based subsidies are financial incentives provided to farmers and agricultural businesses linked
to the achievement of a pre-defined environmental outcome (e.g., emission reductions, carbon
removals and climate adaptation). Although most of these payments do not rely on the direct
guantification of environmental outcomes, they can be based on estimations with varying degrees of
accuracy (Bonvillain T. et al, 2020). Result-based payments can involve high transaction costs for MRV
of the environmental outcome. Advantages and disadvantages linked to result-based subsidies are
summarised in table 6.

Table 6. Advantages and disadvantages of result-based subsidies.

Advantages

Rewards farmers to enrol land that will deliver higher
environmental results, since outcomes are required to
be monitored and quantified (Bottcher, H. et al., 2022).

Disadvantages

High transaction costs associated with quantification
and monitoring, reporting and verification (MRV) of
results that limits their efficiency (Siemons A. et al,,
2023).

Cost-effective in meeting set targets (COWI, 2021).

Less attractive to farmers if they do not know
beforehand if results are sufficient compared to the
effort (Siemons et al. 2025).




Cost-efficient by providing incentives for innovations
that improve the measurable result while reducing the
costs to achieve the intended outcomes over time
(Bartkowski et al. 2021).

The focus on one result (e.g., additional mitigation) can
come at the expense of other objectives (e.g.,
biodiversity) (Siemons A. et al., 2023).

Lower informational requirements for the regulator i.e.,
the regulator does not need to have all the information
about the farm, if he can measure and pay for the

Potential environmental risks if the measures do not
actually deliver the expected results (Bonvillain T. et
al, 2020).

result only (Bonvillain T. et al, 2020).

Generally, suitable for private and public funding.

Since the outcome is rewarded rather than a specific
practice, farmers have greater flexibility to achieve the
agreed targets and can adapt climate-smart
agriculture measures to local conditions (Hagemann
N., et al., 2025).

Box 4. Example of result-based subsidies: French CAP strategic plan agri-environment-climate measures
(AECMSs) fAiTransition of practicesospecifically the reduction of carbon footprint (70.27).

The agri-environment-climate measures 70.27 is a key component of France's Common Agricultural Policy
(CAP) Strategic Plan for 20237 2027. This intervention provides flat-rate payments to farmers and land
managers who voluntarily implement practices aimed at reducing their farms' carbon footprints. The program
promotes the adoption of locally relevant environmental practices that go beyond the scope of direct payment
schemes. Participants must complete an initial assessment to establish a baseline, commit to monitoring
their climate actions for 517 years, and receive payments based on the results achieved at the end of the
period compared to the initial assessment. The methods for achieving emission reductions are not specified
in the CAP Strategic Plan, which allows flexibility for participants to choose their approach. However, its
effectiveness may be limited by the relatively small, targeted areas and the constrained budget allocations.

Farmers should demonstrate that they have improved or achieved better climate results by summiting two
GHG emissions assessments: at the beginning and end of the commitment period. Additionally, they must
develop an action plan and record their farming practices. Additionally, the farms are required to achieve a
minimum improvement of 15% in the carbon footprint of the farm within a contractual period of 5 to 7 years.
Farmers who apply for environmental and climate commitments must complete a specific training, conduct
an agro-ecological assessment of their farm, and participate in exchange meetings with other farmers.

Note: Further information can be found in Annex Il

Grants are a direct contribution (money, goods or services) from governments (local, national, or EU)
to support practitioners in adopting specific climate-smart practices that align with defined policy



objectives2. They are often restricted to a small number of recipients, who are often selected through
competitive application processesf ol | owi ng a f or ma IGrariscag lgdnerdilyoone-off r o p o s a |
payments, although they may be paid in instalments, and they are not required to be repaid. However,
their provision often depends on the beneficiary demonstrating concrete actions or results, or their
participation in evaluation and technical assistance programs (McDonald, H., et al., 2024). Table 7

presents the advantages and disadvantages of grants.

Table 7. Advantages and disadvantages of grants.

Advantages ‘ Disadvantages

Grants reduce the initial cost of transitioning into
climate-smart farming practices (Tobin-de la Puente,
J., & Mitchell, A. W., 2021).

Applying for and managing grants can be time-
consuming and involve complex procedures, affecting
especially small farms with limited capacities or
resources (McDonald, H., et al., 2024).

Funding can be used for training, technical help, and
sharing best practices, creating opportunities for
farmers to improve their knowledge and abilities
(Baroni, L., et al., 2019).

Grants often require farmers to demonstrate
measurable outcomes or participate evaluations and
technical support programs. These requirements can
be complicated and lead to extra costs (Baroni, L., et
al., 2019).

Grants help to reduce the financial and practical risks
of shifting from conventional to climate-smart farming
(McDonald, H., et al., 2024).

Specific grant programs may not fully reflect local
needs or the variety of farming systems, resulting in
unequal benefits for different farmers and regions
(Tobin-de la Puente, J., & Mitchell, A. W., 2021).

2At EU level, grants cover two main categories: financing actions that help to achieve the objectives of an EU
policy, and financing the operating expenditure of a body pursuing an objective of general European interest or
which is part of an EU policy. https://commission.europa.eu/funding-tenders/how-apply/you-apply-eu-funding-

beginners_en




Box 5. Example of grants: LIFE programme.

The Programme for the Environment and Climate Action (LIFE) is an EU initiative that funds projects entirely
focused on environmental protection, nature conservation, and climate adaptation and mitigation. By acting
as a link between research and practical implementation, this programme provides grants or public contracts
to support projects that protect, restore, and e
and contribute to the transition to a resource-efficient, renewable energy-based, climate-neutral, and resilient
economy. The program focuses on four thematic areas: Nature and Biodiversity, Circular Economy and
Quality of Life, Climate Mitigation and Adaptation, and Clean Energy Transition. LIFE encourages
collaboration among a diverse range of stakeholders, including NGOs, businesses, public authorities,
academia, and community groups, to ensure widespread participation in achieving environmental objectives.
The program is implemented based on multi-year work programs with a duration of 3 or 4 years. Despite its
significant budget, LIFE is considered a |imited
goals. As aresult, it is designed to act as a catalyst, promoting the exchange of knowledge and best practices
to maximise its impact. The program also plays a key role in supporting the Natura 2000 network and aligning
environmental goals with broader EU policies.

Participants in the LIFE programme should implement on-the-ground initiatives that contribute to reducing
agricultural GHG emissions and enhancing carbon removals from the atmosphere using viable nature-based
solutions in land management. Key activities include assessments, guidance, capacity-building initiatives,
studies, surveys, stakeholder workshops, conferences, meetings, networking, and the development of
suitable financial approaches and products.

Note: Further information can be found in annex Il

Financial instruments facilitate access to financial support for farmers and agri-businesses, reducing
financial barriers to the adoption of sustainable agricultural practices (McDonald, H., et al., 2024). They
commonly take the form of agreements or contracts established between the farmer or agri-business
and the provider of funds (e.g., governments or financial institution). These financing instruments
encompass favourable lending conditions for borrowers, such as reduced interest rates or extended
repayment periods (Green Loans); reduced risk for lenders, making it easier for farmers to access
credits (Financial Guarantee); and access to capital from external investors in exchange for ownership
stake in the future value generated by sustainable farming practices (Equity Investment).

5.1.3.1. Green loans (including green bonds)

Green loans and bonds can finance the adoption of environmentally friendly practices. Both are financial
instruments aimed at funding projects with environmental benefits (World Bank Group, 2021). Green
loans are typically smaller private loans, issued by public or private banks, exclusively used to finance
projects with environmental benefits, such as carbon climate- friendly farming projects. They are often
simpler and less costly than green bonds. In contrast, green bonds are larger instruments, often issued
by governments or corporations, that raise funds from multiple investors in the debt capital market and



are tradable on bond markets. These bonds also finance green projects but tend to have higher
transaction costs and can be more complex. Table 8 provides an overview of the advantages and

disadvantages of green loans.

Table 8. Advantages and disadvantages of green loans.

Advantages Disadvantages

Green loans often come with lower (concessional)
interest rates and longer repayment periods compared
to traditional loans (McDonald, H., et al., 2024).

The criteria for green loans can be strict, requiring
farmers to meet certain environmental performance
standards or thresholds (Baroni, L., et al., 2019).

Green loans often facilitate collaborative partnerships
between governments, financial institutions, and

Lack of awareness or understanding of green loan
options among farmers.

farmers (Tobin-de la Puente, J., & Mitchell, A. W.,
2021).

Although green loans provide access to capital, they
are still debt instrument therefore, farmers are taking
on debt (which can be used to finance, e.g., equipment
or working capital required in their transitions)
(McDonald, H., et al., 2024).

Box 6. Example of green loans: InSoil.

InSoil is an online platform with a focus on climate action that operates a marketplace facilitating investments
in sustainable agricultural practices by connecting investors with farmers across Europe. The platform
provides access tafamefsGvhiehdeaturd adfiged intérest rate of 0%. These loans support
farmers in adopting sustainable practices such as renewable energy, reforestation, or regenerative land
management (i.e., no-till farming), thereby storing carbon in the soil and generating carbon credits, which are
sold and the revenue from these credits are offered to the investors as a return for their investment. To secure
loans, farmers typically use heavy machinery as collateral. During the project registration process on the
platform, farmers undergo an assessment in which they specify the number of hectares that will be managed
under regenerative agricultural practices. Once the project is listed on the InSoil platform, the investor
community has 14 days to fully finance the project. InSoil uses a standardised methodology developed by
Verra to monitor, report, and verify carbon sequestration outcomes. The monitoring framework integrates
satellite imagery, public registries, on-site inspections, and laboratory soil analysis.

Farmers need to complete an online application and participate in an initial interview to discuss loan options
and financial arrangements. They are required to implement at least two of the following farming practices:
reduced tillage, planting cover crops, increasing crop rotation, and applying organic fertilisers.

Note: Further information can be found in Annex lIl.

5.1.3.2. Financial guarantee

A financial guarantee is a financial instrument that implies the repayment of a debt to a lender by
including a third-party guarantor who agrees to take on the financial responsibility if the borrower fails



to meet the initial financial obligation. This mechanism can facilitate the access to better interest rates
for farmers or land users, who will use the money for the implementation of climate-friendly agricultural
actions, by providing a guarantee to the lender (fi-compass.,2023a). Table 9 presents the advantages
and disadvantages of financial guarantees.

Table 9. Advantages and disadvantages of financial guarantees.

Advantages ‘ Disadvantages

Can be used as collateral or to reduce lending risk, | Small-scale farmers may face challenges in accessing
making it easier for farmers and agri-businesses to | guarantees due to limited awareness or capacity to
access finance for implementing climate-smart | handle administrative procedures (fi-compass, 2019).
farming practices with lower interest rates, reduced
collateral requirements, and longer repayment terms
(fi-compass, 2023a).

Information on available financial guarantees is often
difficult to access, poorly communicated, or
fragmented across institutions (fi-compass, 2019).

Box 7. Example of financial guarantee: Alter'Na.

Al t e is @ juarantee fund developed by the Nouvelle Aquitaine Region (France) to facilitate access to
bank credits for farmers. Its goal is to contribute to the transition towards sustainable farming practices and
to enhance the competitiveness of the agricultural sector by offering significant financial advantages such as
reduced personal guarantees, no guarantee charges, and lower interest rates on loans.

To qualify for the guarantee, farmers are required to diversify their production, reduce or eliminate the use of
pesticides, transition to cultivation within an eco-greenhouse, and participate in a micro-methanisation
project. Applicants must also hold an environmental certification, such as organic farming certification or High
Environmental Value certification. Additionally, an assessment will be conducted to evaluate the feasibility of
the projectds business model

Note: Further information can be found in Annex Il.
5.1.3.3. Equity investment

Equity involves the provision of capital to an agricultural enterprise or project in exchange for partial or
full ownership, including rights to a share of profits, losses, and, in certain cases, participation in
management decisions (fi-compass, 2023a). The financial return on equity investments is contingent
upon the enterprise's growth and overall profitability. Equity does not require fixed repayments but
rather that investors assume both the risks and potential rewards associated with the enterprise, with
returns typically realised through profit distribution or the eventual sale of ownership stakes. Advantages
and disadvantages linked to equity investment are summarised in table 10.



Table 10. Advantages and disadvantages of equity investment.

Advantages Disadvantages

The alignment of farmer and investor interests fosters
shared responsibility and distributes the risks
associated with adopting climate-smart agricultural
practices (McDonald, H., et al., 2024).

Small-scale farmers, particularly those in marginalised
or hard-to-reach areas, may struggle to access this
kind of finance (fi-compass, 2015).

Provides adaptable financial support to manage
unexpected challenges and encourages
diversification, enhancing resilience to market
fluctuations (McDonald, H., et al., 2024).

Smaller farms may face barriers to access, resulting in
a disproportionate advantage for larger farms.

Allows farmers to maintain a stronger role in decision-
making over the land management, rather than simply
following external contracts or payment schemes (fi-
compass, 2023a).

Involving external investors may lead to reduced
ownership or influence over land and operations,
limiting farmers' autonomy (McDonald, H., et al,
2024).

Economic rewards driven by markets for climate-smart action. For example, payments associated with

selling claims or rights to ecosystem services (especially climate mitigation) to companies,
government s, and individual s (boyértmaynuseithe créditseor theirr m o f
own purposes, for example to meet environmental targets, offset their own emissions, or contribute to
environmental protection. A credit price is negotiated between the buyer and seller (e.g., project
developer, farmer).

5.1.4.1. Voluntary Carbon Markets (VCM)

Voluntary Carbon Markets (VCM) are a trading system where companies, organizations, and individuals
buy carbon <credits. Thi s is often motivated by a
emissions. These credits are generated by projects that reduce or remove emissions, such as farmers
implementing climate-smart farming practices. Generally, one carbon credit is equivalent to one tonne
of carbon dioxide equivalent (1 t COz2eq) that has been reduced or removed from the atmosphere.
These credits are usually certified by private organizations or sometimes by governments (SDSN,
2023). Farmers who adopt climate-smart farming practices can generate credits and sell them to
buyers, creating a new source of income. However, the certification process can be highly complex,
and since patrticipation in VCMs is voluntary, no mandatory monitoring, reporting, and verification (MRV)
standards exist, but rather a multitude of heterogeneous quality standards, raising concerns about the
credibility of some credits. The price of carbon credits can vary widely, creating financial uncertainty for
both sellers and buyers. While VCMs have the potential to attract private funding for climate action in
the agricultural sector, they also present risks and challenges depending on the design of the market
structure and the quality of certification methodologies. Table 11 presents the advantages and
disadvantages of Voluntary Carbon Markets (VCM).
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Table 11. Advantages and disadvantages of Voluntary Carbon Markets (VCM).

Advantages Disadvantages

Farmers can earn additional money by selling carbon
credits, offering a financial incentive for sustainable
practices (COWI et al., 2021).

Carbon credit prices are
income unpredictable and creating financial risks, as
credits are not received immediately (McDonald, H., et
al., 2021).

Participation is optional and less bureaucratic than
compliance  markets, allowing more tailored
approaches for different farm types and regions
(McDonald, H., et al., 2024).

Uncertainty for farmers due to unclear rules for income
reporting and taxation.

Ensuring that carbon reductions are measurable and
credible can be costly and complex, particularly for
smallholders. The lack of mandatory MRV
requirements and heterogeneous quality standards
raise concerns over credit quality and pricing (SDSN,
2023).

Many farmers may find the process of joining and
complying with market standards difficult without
external support or intermediaries (Barbato, C. T., et
al., 2023).

The VCM for climate-smart farming practices remains
low.




Box 8. Example of Voluntary Carbon Markets (VCM): Label Bas-Carbone

The Label Bas-Carbone (Low-carbon standard) is a voluntary climate certification framework for emissions
reductions and carbon removals in France, managed by the French Government. The framework provides
rules and guidance by establishing a framework for monitoring, reporting and verification of greenhouse gas
emission reductions or carbon removals of projects implemented in France. The French Ministry of Ecological
Transition is responsible for approving methodologies, validating project applications, and officially awarding
the | abel. Once a project is approved, external 4
To date, 15 methodologies have been approved by the Ministry across various sectors, including forestry,
construction, transport, urban and marine environments, and agriculture. The agricultural sector alone
accounts for six of these approved methodologies. The prices for carbon credits under the Label Bas Carbone
framework in France vary by project, but the average price pertonne of COFeqi s appr ox i mat ¢

Farmers must adopt low-carbon practices that contribute to either carbon removal or reductions in
greenhouse gas (GHG) emissions in order to receive the Label. These practices must fall under one of the
six recognised fAlLabel basdrmayindudenferexarhpier mi ng met hod

Reducing the use of mineral fertilisers for field crops
Use of cover crops for field crops

Optimising herd management in livestock farming
Reducing the use of imported soya in livestock farming
Planting hedges

= =4 =4 =4 =4

Carbon audits are conducted both before the project begins and upon its completion to measure progress in
carbon sequestration and emission reductions. In addition, the project design must be submitted and
validated by the Ministry of the Environment, with independent auditors responsible for evaluating the
outcomes.

Note: Further information can be found in Annex Il.
5.1.4.2. Payments for Ecosystems Services (PES)

PES are a financial mechanism based on the voluntary transaction between ecosystem services
providers and beneficiaries who pay for those services (IPBES, 2019). Farmers deliver ecosystem
services - such as water filtration, biodiversity conservation, soil health improvement, cultural and
spiritual values, among others i by adopting sustainable farming practices. Through agreement with
governments or private entities, farmers receive payments as an incentive to maintain or increase the
ecosystem service supply. Table 12 illustrates the advantages and disadvantages of Payments for
Ecosystems Services (PES).

Table 12. Advantages and disadvantages of payments for ecosystems services (PES).

Advantages Disadvantages

Farmers may receive compensation for providing | Quantifying ecosystem services can be complex and
measurable environmental benefits (e.g., carbon | costly, especially in diverse landscapes (Barbato, C.
sequestration, water purification, biodiversity) or for | T., et al., 2023).




implementing climate-smart  farming  practices
expected to deliver such benefits (McDonald, H., et al.,
2024).

Payments are usually based on individual contracts, | Farmers may face paperwork, compliance audits, and
offering more certainty and flexibility than volatile | reporting requirements that are difficult to manage
markets (IPBES, 2019). without support (IPBES, 2019).

Smaller or marginalised farmers may be excluded if
programs favour large landowners or require upfront
investments.

Box 9. Example of payments for ecosystems services (PES): HUMUS +, Ecoregion Kaindorf.

The HUMUS+ program, part of the Okoregion Kaindorf in Austria, aims to improve soil health conditions and
tackle climate change by increasing soil organic carbon (SOC) in the form of humus. Participating farmers
agree to adopting recommended practices which increase soil humus content, thereby improving soil fertility,
enhancing water retention, and reducing soil erof
CO2 they demonstrate to sequester, which is verified through soil testing. These payments are funded by
companies that voluntarily purchase COF certificates to offset their emissions.

The programme encourages a range of practices to promote carbon storage in agricultural soils, including:

o] Maximise diversity: Crop rotation, catch crops, undersowing, mixed sowing, winter greening,
agroforestry, hedges

o] Maximise photosynthesis: Intercropping, undersowing, mixed sowing, winter greening, agroforestry,
hedges, healthy plants, compost, plant charcoal.

o] Minimise soil disturbance: reduce tillage, direct sowing, mulch sowing, reduction of agrochemicals.

To join the programme, farmers must register on the HUMUS+ website and commit to participating for a
period of 12 years. An initial soil sample, paid by the farmer, is taken to establish a baseline. This is followed
by another soil sample after 51 7 years, funded by the programme, to verify humus build-up. If humus content
increases by at least 0.3%, the farmer receives a success fee per tonne of CO2 stored.

Note: Further information can be found in Annex Il

Labels function as informational tools that communicate the environmental services provided by farmers
and the agricultural sector to consumers. Labels can influence consumer behaviour by guiding it toward
more sustainable consumption patterns (Schulze, C., et al., 2024). For farmers, certification through
labelling can act as an incentive, enhancing their visibility and credibility by demonstrating compliance
with established sustainability and climate standards. Labelling not only ensures the reliability of



environmental claims but also fosters market opportunities (e.g., consumers paying price premiums).

Table 13 presents the advantages and disadvantages of labels.

Table 13. Advantages and disadvantages of labels.

Advantages

Labelling facilitates the differentiation of sustainably

produced agricultural goods, enabling farmers to
distinguish their products within the marketplace
(Schulze, C., et al., 2024).

Disadvantages

Annual renewal fees for certification schemes can be

expensive, especially for smallholder farmers, and
may sometimes exceed the financial benefits gained
from participation (ADA, 2022).

To meet labelling requirements, farmers are
encouraged to adopt sustainable and innovative
farming methods, helping them stay competitive and
avoid losing market position (Tiboni-Oschilewski, O.,
et al., 2024).

Meeting and maintaining certification requirements
often demand considerable investment in farm
infrastructure and ongoing efforts to remain compliant,
which can be challenging for farmers with limited
resources (ADA, 2022).

Labelling and certification can lead to financial
benefits, such as higher prices for their products or
access to premium markets, offering farmers an extra
source of income (ADA, 2022).

The monitoring, reporting, and verification (MRV) of
sustainability claims can be both costly and
complicated, creating barriers to wider adoption and
scaling carbon farming practices (Tiboni-Oschilewski,
0., etal., 2024).

Farmers might be held accountable if certified
practices do not deliver the expected environmental
benefits, even when the outcomes are affected by
factors beyond their control, such as adverse weather
or climate variability.




Box 10. Example of labels: Bioland

Bioland is a German organic farming association that promotes sustainable agriculture and environmentally
friendly food production. With more than 9,000 organic farms, beekeepers and winegrowers in Germany and
South Tyrol, it operates according to seven basic principles integrated in its certification process. This
certification process is recognised for exceeding EU organic standards, guaranteeing high sustainability and
product quality. However, its rigorous certification requirements and bureaucracy can pose difficulties for
farmers. To support this transition, Bioland offers training, networking and marketing opportunities. Its label
covers the entire value chain, ensuring compliance with biodiversity and sustainability guidelines.

To receive Bioland certification, farmers begin by contacting Bioland e.V. to express their interest. This is
foll owed by an initial a s stersiahand readihess fal eettifeationi Farmers
must then completeon-si t e i nspections and audits, officiall
specific guidelines and standards. Participation in training programmes and workshops is also required.

Certified farms follow the seven Bioland principles:

Implementing circular economy
Promoting soil fertility

Ensuring animal welfare

Producing valuable food

Promoting biodiversity

Preserving natural resources
Securing a liveable future for people

To Do o o o Do Do

Note: Further information can be found in Annex Il.

Price premiums refer to additional payments or higher prices that value chain actors (e.g., food
processors, traders, or multinational corporations) offer to farmers who apply climate-smart farming
practices. These premiums are not only the result of emission reduction, carbon sequestration, and
climate change adaptation actions, but may also be linked to the achievement of various co-benefits,
e.g., biodiversity or other sustainability outcomes.

Environmentally aware consumers and companies with clear sustainability objectives both contribute
to the increasing demand for agricultural goods produced in sustainable ways. Some agri-food
companies, especially those aligning their operations with climate targets, such as the Science Based
Targets initiative (SBTi), use price premiums within their strategies to encourage regenerative, low-
emission, and conservation-oriented farming systems (Ecosystem Marketplace, 2024). Despite this
trend, consumers still hesitate to purchase products that come with a price premium. Concerns about
affordability and doubts about the credibility of sustainability claims may reduce their willingness to pay
(Lamerre, J., et al., 2024). Table 14 provides an overview of the advantages and disadvantages of price
premiums.
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Table 14. Advantages and disadvantages of price premiums.

Advantages Disadvantages

Farmers can sell products at higher prices compared | The added price is often limited and may be insufficient
to conventional markets (at higher-than-average | to fully compensate the costs of sustainable practices
market price) (Ecosystem Marketplace, 2024). (Pawlewicz, A., 2020).

Price premiums programs usually provide support | Access to price premiums is often limited for
services and technical assistance (Pawlewicz, A., | smallholders, who might face challenges in meeting
2020). program requirements or accessing associated
benefits (Network for Business Sustainability, 2011).

Box 11. Example of price premiums: FarmAheadE .

FarmAheadE is a sustainability incentive model developed by the cooperative Arla to calculate and reduce
the carbon footprint of its dairy products. It fd
reduce COFeq emissions from farms by 30% per kilogram of milk by 2030. The model is based on
methodologies for calculating carbon footprints and operates as a point-based system, where farmers earn
points by engaging in various sustainability activities. Each pointcor r esponds t o an a
kil ogram of milk delivered to Arl a. I'n addition,
the AClIi mate Checko tool , which serves as a prel
consists of 200 questions that every Arla farmer must answer, covering five main categories: feed efficiency,
protein efficiency, animal robustness, fertiliser use, and land use. Each Arla farmer also participates in a
consultation with an expert advisor, who verifies the farm data and provides tailored recommendations for
reducing COF emissions. Small and medium-sized dairy farmers may come under pressure, as the model
tends to benefit from intensive dairy farming systems.

To receive the price premium, farmers must first be members of the Arla Cooperative. They are then required
to complete a detailed questionnaire of around 200 questions covering various aspects of dairy farm
production. Finally, the information provided must be verified through a meeting with an external expert
advisorrFar mers are expected to i mplement measur es 2éqr
emissions on your farm. These measures may include:

Reduction of CO2 emissions

Improve animal feed characteristics

Use of solar panels and wind turbines

Use of manure for biogas

Reduction of fertiliser use for feed production
Reduction of fuel use

= =4 =4 -4 A =4

Note: Further information can be found in Annex lIl.



Agricultural insurance is a risk management tool designed to protect farmers from financial losses
caused by unforeseen events such as natural disasters, disease and market fluctuations (Aubert, C.,
et al., 2024). By providing compensation for such losses, insurance helps stabilise farm incomes and
supports the financial resilience of agricultural businesses. Adopting climate-smart farming practices,
can reduce farmers' vulnerability to climate-related risks. Consequently, farmers who implement
climate-smart farming practices are often considered lower-risk clients by insurers (Meuwissen, M. P.
M., et al., 2018). This lower risk profile can justify the introduction of premium discounts as a rewarding
incentive, making insurance coverage more affordable while simultaneously promoting sustainable
farming methods. However, despite the potential of agricultural insurances as an incentive for farmers,
their availability and implementation at the EU level remains limited. Table 15 illustrates the advantages
and disadvantages of agricultural insurances.

Table 15. Advantages and disadvantages of insurances.

Advantages

Redistribute the risk linked to unforeseen events

helping farmers to stabilise their income (Aubert, C., et
al., 2024).

Disadvantages

The bureaucratic process involved in obtaining this

type of agricultural insurance can pose a barrier,
limiting farmers' ability to access it as an incentive.

Insurance premium reductions associated with the
adoption of climate-smart farming practices can
enhance farmersd i ncome
insurance coverage (Meuwissen, M. P. M., et al,
2018).

Insurance premium discounts targeted to certain areas
or types of farmers can lead to uneven benefits,
influenced by local conditions and farming practices.
Farmers in high-risk regions may encounter higher
premiums or limited access to coverage (Aubert, C., et

al., 2024).

Blended finance refers to the use of multiple types of capital, typically provided by development finance
institutions, state-owned banks, philanthropic organisations, or impact investors, to mobilise additional
private investment in activities with environmental or social benefits (IEEP, 2025; Convergence, 2024).

In agriculture, the transition to climate-smart practices often requires substantial upfront costs and faces
uncertain returns. These risks discourage private investors from engaging independently. Blended
finance addresses this challenge by de-risking investments, reducing the likelihood or severity of
potential losses, and therefore making projects that would otherwise appear too risky more feasible. By
temporarily lowering risks, blended finance enables transactions and investments that would not have
occurred under conventional market conditions (Vanzini et al., 2024).

It is increasingly seen as an important tool to attract large amounts of private capital under favourable
conditions, speed up investment in sustainable agriculture, and show that climate-smart farming
practices can be commercially successful (IEEP, 2025). Table 16 outlines the advantages and
disadvantages of blended finance.
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Table 16. Advantages and disadvantages blended finance.

Advantages Disadvantages

Bridges the gap between grant-based models and | Limited application of blended finance at the EU level
market-based products by integrating different actors, | to date, with relatively few practical cases
risk-return profiles, and expertise, thereby supporting | implemented (IEEP, 2025).

farmers in advancing towards sustainable and
commercially viable farming practices (Vanzini et al.,
2024).

Can attract additional investment from private actors | Involves  complex design and  governance
who would otherwise avoid agriculture due to | arrangements, requiring coordination between
perceived risks (Convergence, 2024). multiple actors, which can increase transaction costs
and delay implementation (Habbel, V. et al., 2021

Supportive rewarding mechanisms refer to non-financial incentives that promote climate action by
building on intrinsic motivation and social factors within farming communities. These mechanisms are
essential to de-risking the transition to new practices, facilitate knowledge sharing, peer recognition and
continuous learning, which can encourage farmers to implement climate-smart farming practices.

Advisory services are tailor-made services provided to farmers and land users, that support and
empower them to enhance their knowledge about climate-smart farming practices that promote
emissions reductions, carbon sequestration, and climate adaptation while improving their livelihoods
and overall wellbeing, building resilience, and creating opportunities to increase their profitability.
Through advisory services, farmers can make informed decisions at farm level, optimising the
effectiveness of their current practices. With this knowledge, farmers can maximise the environmental
benefits of their land management and innovate along the entire value chain. Advisory services are
provided individually or in groups, through various methodologies (e.g., on-site, online, newsletter),
sometimes in collaboration with agricultural training schools or research and development institutions.
Table 17 presents the advantages and disadvantages of advisory services.
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Table 17. Advantages and disadvantages of advisory services / upskilling.

Farmers gain a deeper understanding of climate-smart
farming practices, enabling them to make decisions
that are both environmentally and economically sound
(AgriPolicyKit, 2024).

Even with the right information, farmers might not
adopt practices due to financial, cultural, or
infrastructural barriers (Barbato, C. T., et al., 2023).

Access to up-to-date practices and technologies helps
farmers experiment and innovate within their farming
systems (Buck, H. J., et al., 2022).

Requires  sustained investment in training,
infrastructure, and delivery mechanisms (Sulaiman,
R., etal.,, 2018).

Can be customised to local contexts and delivered
through various formats (in-person, online, mobile
platforms) (Barbato, C. T., et al., 2023).

Online platforms might not be accessible to all,
especially in rural or low-income areas with limited
internet or device access (AgriPolicyKit, 2024).

Box 12. Example of advisory services / upskilling: Organic Advice Network project.

organic farming sector.

The OrganicAdviceNetwork is a European initiative designed to enhance the knowledge and skills of organic
advisors, to facilitate the transition towards sustainable agricultural practices. This initiative seeks to build a
network of 1,000 organic advisors across the EU and neighbouring regions, fostering knowledge exchange
and collaboration between experts in plant production and animal husbandry. The network offers training
programs designed to strengthen both technical expertise and interpersonal skills, through a combination of
in-person workshops, online courses, and practical learning through farm visits. Furthermore, it explores
financial mechanisms and business models to develop a robust framework for advisory services in the

Advisors get trained to improve their organic advice competences and on the conversion from conventional
to organic farming. This will result in skilled advice for farmers from the advisors.

Note: Further information can be found in Annex Il

Social rewards refer to the intangible benefits perceived by farmers as a result of engaging in climate-
smart farming practices. Based on cultural and social contexts, these benefits strengthen relationships
among farmers, facilitate peer-to-peer knowledge-sharing networks, and enhance social recognition of
sustainable efforts. These rewards are often linked to the influence of opinion leaders, particularly
farmers who adopt innovative and sustainable practices. By visibly demonstrating the benefits of
climate-smart farming practices, these farmers gain credibility, serve as role model, and inspire others
to follow (Barnes A. et al., 2022). Their influence contributes to the wider adoption of sustainable farming
practices, encourages social participation, and reinforces community-based networks that support
collective environmental stewardship. Advantages and disadvantages linked to social rewards are

summarised in table 18.




Table 18. Advantages and disadvantages of social rewards.

Farmers are more likely to adopt sustainable practices
when they see respected peers doing the same
successfully (Barnes A. et al., 2022).

Hard to measure and track impactd what counts as a
firewardo can vary great/l
cultures.

Encourages collaboration and collective action toward
shared environmental and social goals (Buck, H. J., et
al., 2022).

Social norms and peer influence take time to develop
and might not produce quick results (Rodriguez, J. M.,
et al., 2009).

Farmers gain respect and prestige, which can lead to
opportunities (e.g., training others, community
leadership).

Recognition and influence might concentrate around a
few individuals, potentially reinforcing existing
inequalities in the community (Rodriguez, J. M., et al.,
2009).

Research and Development (R&D) refers to the process of increasing knowledge to better understand
agricultural practices and their role in addressing climate change. It involves creating, testing, and
applying innovative solutions that strengthen climate-smart farming, support carbon sequestration, and
promote both mitigation and adaptation to climate change. The outcomes are achieved through the use
of scientific research and technological innovation. By investment in, for example, new farming
techniques, crop varieties and precision technologies, R&D seeks to boost agricultural productivity while
minimising environmental impact. It can also promote sustainable farming systems, encouraging
collaboration between researchers, farmers, and policymakers. In some cases, farmers may receive
payments for participating in R&D initiatives. Table 19 illustrates the advantages and disadvantages of
Research and Development (R&D).

Table 19. Advantages and disadvantages of Research and Development (R&D).

Participation in R&D programmes can generate
additional benefits for farmers, including introduction to
new knowledge, technologies, and methods, which
can deliver sustainability and/or business benefits
(European Commission, 2023f).

Participation in R&D programmes can be costly for
farmers in terms of time and administration complexity
(Barbato, C. T., et al., 2023).

Participation in R&D can open up access to carbon
markets, certification schemes, or premium products
(Sharma, M., et al., 2021).

Innovations do not always reach or resonate with
farmers, especially if knowledge transfer is weak
(Sharma, M., et al., 2021).

Opportunities to receive a monetary compensation for
participating in R&D programmes, in certain cases.

The benefits from R&D may take several years to
become tangible at the farm level.




Box 13. Example of Research and Development (R&D): LIFE Carbon Farming.

The LI FE Carbon Farming project is an initiative
supports environmental protection and climate action across the EU. Running from 2021 to 2027, the project
involves 50 partners from six countriesd France, Belgium, Germany, ltaly, Ireland, and Spaind with the
objective of promoting climate-friendly agricultural practices aimed at reducing greenhouse gas emissions
and enhancing soil carbon sequestration. The principal aim of the project is to achieve a 15% reduction in
the carbon footprint of agricultural products over a six-year period. This project supports 700 mixed livestock
farms across Europe, providing tailored advisory services and monitoring tools to assist farmers in designing
and implementing farm-level strategies to reduce emissions. A key element of the project is the development
of a harmonised sustainability assessment methodology, alongside a standardised monitoring, reporting, and
verification (MRV) framework, which aims at supporting farmers in assessing the progress in carbon footprint
reduction, and facilitate the certification of low-carbon farming practices. This framework aims at enabling the
implementation of a results-based reward mechanism on farms, facilitating contracts between farmers,
project developers, and carbon buyers to generate revenue from carbon credits.

Farmers participating in the programme undergo visits by an accredited advisor at the start and end of the
project, using standardised environmental and carbon diagnostic tools. Together, the farmer and farm
advisors develop a tailored action plan, which the farmer has 5 years to implement. During this
implementation period, two technical visits will be financed. After six years, a third-party audit certifies the
carbon footprint reductions.

Note: Further information can be found in Annex Il.

Regulatory rewarding mechanisms consist of policies and regulations that create an enabling
framework incentivizing the implementation of climate-smart farming practices, through recognition,
market access, and support structures beyond direct financial rewards.

Enabling policies refer to policies, strategies, and regulations that are developed to create synergies
between climate mitigation, adaptation, and environmental protection fostering climate-smart farming



practices. They also seek to strengthen governance and transparency by aligning with international
standards. This can involve, among others, better access to markets, common sustainability
benchmarks, promotion of climate-smart products through labelling systems, which in return can
generate or facilitate financial compensation for farmers. However, enabling policies alone are
insufficient to incentivise sustainable and long-term change. Table 20 presents the advantages and

disadvantages of enabling policies.

Table 20. Advantages and disadvantages of enabling policies.

Establishes a legal and institutional environment that
makes it easier for farmers to shift toward sustainable
and climate-smart farming practices (Climate Trade,
2023).

Well-designed policies can fail if not properly enforced
or if local institutions lack capacity (Raina, N., et al.,
2024).

Stable and predictable policy environments attract
investment from businesses and financial institutions
into climate-smart initiatives (Raina, N., et al., 2024).

Shifts in political leadership or priorities can lead to
uncertainty or rollback of climate-smart policies
(Eichhorn J. & Grabbe H., 2025).

Navigating regulations or accessing benefits can be
complex and time-consuming for farmers.

Policies developed without farmer input risk being
poorly oriented or perceived as imposed, which
reduces stakeholder acceptance (Frelih-Larsen, A., et
al., 2023).




Box 14. Example of enabling policies: EU Carbon Removals and Carbon Farming Certification (CRCF).

The Carbon Removals and Carbon Farming (CRCF) regulation establishes a voluntary system for certifying
carbon removals and carbon farming activities across Europe, aiming to scale up high-quality carbon
removals by standardizing practices, establishing quality criteria, and streamlining the certification process.
This framework focuses on four key certification principles: quantification, additionality, permanence, and
sustainability. By certifying carbon credits that can be traded on carbon markets, the CRCF supports financial
incentives for farmers and land managers adopting carbon farming practices. Additionally, the framework
aims to promote sustainable farming technologies and encourages investment in innovative practices as it
seeks to align agricultural activities with broader EU climate goals. To ensure transparency, the CRCF aims
to mandate third-party verification and the inclusion of certification-related data in an EU-wide registry.

To meet CRCF requirements, farmers must adopt a range of eligible, verifiable, and sustainable carbon
removal practices in line with the core principles of the CRCF. They are also required to carry out Monitoring,
Reporting and Verification (MRV) activities, including collecting baseline data and maintaining detailed
records of the practices adopted. Additionally, farmers are expected to undergo independent third-party
verification and comply with the Do No Significant Harm (DNSH) principle, ensuring to avoid negative impact
of farming activities on biodiversity, water, or soil health.

Note: Further information can be found in Annex IIl.

Public procurement is a policy tool that can promote specific farming approaches (e.g., organic farming
or carbon farming) by setting purchase requirements for public institutions, e.g. state-owned
enterprises, hospitals, schools, kindergartens and government agencies. By influencing consumption
patterns through public institutions, public procurement increases demand for agricultural goods
produced following climate-smart farming practices. This stable demand creates income opportunities
for farmers and provides a market-based incentive to adopt such practices (Andhov, M., et al., 2024).
Public procurement thereby contributes to the transition toward more sustainable farming systems,
supporting broader climate mitigation and environmental objectives. Table 21 outlines the advantages
and disadvantages of public procurement.

Table 21. Advantages and disadvantages of public procurement.

Provides a reliable revenue stream, reducing | Creates participation barriers for farmers due to scale,
dependency on volatile private markets (Andhov, M., | administrative complexity, and demanding
et al., 2024). procurement requirements.

Frequently includes local sourcing criteria, offering | Policy or funding changes may affect the continuity or
advantages to regional and small-scale farms. level of payments available to farmers.




Box 15. Example of public procurement: Buy Better Food Campaign.

The Buy Better Food campaign is a coalition of European non-profit organisations, local and regional
government networks and civil society groups advocating for the integration of sustainable, nutritious and
ethically sourced food into public procurement processes. The aim of the campaign is to promote public
procurement of food across Europe to improve environmental sustainability, consumer health and worker
welfare, while ensuring the provision of healthy food in public institutions such as schools, hospitals and
nursing homes. The campaign suggests seven minimum standards for public canteens across the EU,
aligning with the Farm to Plate strategy and the UN Sustainable Development Goals. It advocates for public
funding to support sustainable food systems and fair compensation for producers, as well as simplified
procurement procedures to strengthen local supply chains and promote fair, healthy and sustainable food
systems.

Farmers can join the Buy Better Food campaign by completing an on-line survey.

Note: Further information can be found in Annex Il.
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6. Conclusions

Promoting farm-level action through rewarding mechanisms is a crucial pathway turning climate action
in agriculture into a success. The agricultural sector has the potential to reduce GHG emissions,
enhance carbon removals, and support climate adaptation. Delivering these environmental objectives
requires adequate funding and support to unlock opportunities that drive the transition toward greater
sustainability and are a useful tool as part of a broader policy mix to promote the transition.

There are a wide range of tailor-made rewarding mechanisms across the EU and its Member States
that incentivise climate-smart farming practices. This report shows that the landscape of these
mechanisms is broad, dynamic and constantly evolving. Mechanisms differ in their scope of climate
action, source and type of rewarding, target beneficiaries, supported on-farm practices, and timing.
There is no silver bullet rewarding mechanisms to incentivise climate-smart farming practices. Instead,
combinations of farm-level rewarding mechanisms are needed to drive the shift and to deliver targeted
incentives that reflect the needs of the beneficiaries and the intended objectives.

To facilitate navigation through the different types of rewarding mechanisms, a categorisation
framework has been developed. The framework is organised in three tiers: (1) the three overarching
categories: monetary, non-monetary, and regulatory; (2) 13 types of rewarding mechanisms; and (3)
further distinctions within these types. The framework has been developed based on literature review
and a survey targeted at national coordinators within the CFD network and tested through expert
workshops. The framework should be considered as a dynamic tool, able to adapt for further research
and use in future policy work and should create a better understanding among providers and users of
rewarding mechanisms. Overall, the categorization framework plays a crucial role in simplifying the
complexity of rewarding mechanisms.

The research underpinning the categorization framework highlights several key findings:

1 Rewarding mechanisms for climate mitigation are relatively well-represented. Conversely,
rewarding mechanisms linked to climate adaptation were less frequently mentioned in the
survey and less frequently found in the analysis of existing mechanisms. This finding suggests
that climate adaptation is rarely rewarded compared to climate mitigation and is often not
explicitly reported as a climate action. Climate adaptation should be mainstreamed into EU and
national agricultural rewarding policies promoting farm-level incentives with win-win benefits for
mitigation and ecosystems.

1 There are limited blended finance approaches, though they are gaining increased attention.
They can help bridge the gap betweentheb e ne f i c i a (eigefmancing ga@shcion and

opportunity costs, low risks, longer timelines)andpr ovi der s 6 (e.g.gaocountablee nt s

outcomes, shorter timeframes).

1 Supportive rewarding mechanisms can promote and sustain long-term behavioural change by
encouragingf ar mer s & i nt rtb mpléement cimateismattfarnung practices. Yet
they are often neglected and not considered as rewarding mechanisms.
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1 Farmers and farm advisors struggle to navigate the wide range of rewarding mechanisms, both
administratively and in identifying which mechanisms suits best to their specific needs. In
addition to the categorisation and description provided in this report, a decision support tool
could support farmers to identify and apply for the rewarding mechanisms that addresses their
needs and the climate objective in the most effective way.

Rewarding mechanisms must be embedded within a broader, mutually reinforcing policy mix.
Evaluating both individual mechanisms and their combinations is essential to ensure that the policy mix
can be adapted accordingly.
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Annex

Information of the survey

1 Obijective : Use the CFD Network to gather information on rewarding mechanisms
9 Target group : national coordinators and if possible, to the entire CFD mailing list
1 Timeline : Latest by 2nd June 2023

Survey questions

We are looking for interesting and good examples of rewarding mechanisms, that are within the scope
of our definition of rewarding mechanisms (see further down below). We are especially interested in
rewarding mechanisms that cover the area of climate adaptation and non-monetary rewards. Both are
part of our definition of rewarding mechanisms, but it has been difficult for us so far to identify rewarding
mechanisms that cover those areas.

Contact of respondent (Name, Email & Organisation) (Mandatory field)

1. Name Rewarding mechanisms (Mandatory field)

2. Regional scope (Region/Country/EU/Global) (Mandatory field)

3.  What are farmers rewarded for? (emission reduction, carbon removal, climate adaptation)
(Multiple choice) (Optional field)

4. Can you provide more information on the specific climate action being rewarded?
(optional field)

5. Who is providing the funding  (public, private, mixed)? (Multiple choice) (Optional)

6. And more specific? (Optional field)

7. Additional information on the rewarding mechanism you want to give us? (Optional
field)

8. Links and references (Optional field)

a. Additional studies, research projects, reports on rewarding mechanisms to be considered?
(optional field)

How we define rewarding mechanisms:

Rewarding mechanisms for climate-smart farming actions on emission reductions, carbon removals or
climate adaptation are rewarding farmers in return for implementing a desired action or delivering a
desired outcome and can be sourced from public or private entities or a mix of both and include
regulatory obligations, voluntary public funds, R&D, voluntary carbon markets and price

premiums/labelling.



Incentive

Name of the incentive

Rewarding mechanism

Name of the rewarding mechanim to wich this incentive belongs

Category

Description

References

Monetary/Supportive/Regulatory

Definition of the incentive

References

Rewarding mechanism

Type of rewarding mechanims

Incentive Name of the incentive

Category Monetary Supportive Regulatory
Example Name of the incentive example

Summary Short summary of key design elements of the example (location, years opera

Type of climate action

Appropriate for: Who can
benefit from this type of

scope incentivised)

Carbon removal Emission reduction Climate adaptation

Farmers




rewarding mechanism(in
agricultural sector?)

Source  of rewarding
mechanism Who provides
the rewardingmechanism?

Rewarding method What
is the reward based on?

Type of onfarm action:
What is the recipient
obliged to deliver in return’,

Recipient  requirements
What requirements mus
recipient meet to receive
finance?

Timing of rewarding
When is the reward
receive®

Rewarding timeline: How
often is the reward
receive@®

Governance

Who manages the
programme, provides the
reward, and where doe:
the money come from?

References:

Public Private PubliePrivate

e.g, actionbased, resutbased, mixed

Description of the oifiarm climate action to be delivered to receive the reward
e.g, livestock emission reductions, soil carbon, etc

e.g, any conditions around recipient type, size, location etc.

e.g., ex ante, expost

e.g, one off, ongoing, mukyear payment

e.g, Administrative costs and difficulties / farmers costs and difficulties

References
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Subsidies

Subsidies are a form of financial support provided by
governments to individuals, companies, or organizations
withtheaimofpromotingspecificeconomic,environmental,
or social objectives by reducing the cost of purchases or
production (Lago M, 2024). For example, subsidies may
be used to encourage farmers to adopt climate-friendly
agricultural practices that reduce or avoid greenhouse gas
emissions, sequester carbon, and support adaptation to
climate change. These can include:

1. Tax reductions

2. European Agricultural Guarantee Fund (EAGF)
3. Action-based subsidies

4. Result-based subsidies

" mked i Facetook:
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1. Tax reductions

Tier 1 Monetary
Tier 2 Subsidies
Tier3 Tax reduction
Description Tax reductions are incentives that reduce some or all tax obligations
for specific groups, entities, praducts, investments, or activities engaged
ir agricultural practices that implement climate-friendly agricultural
actions usually linked Lo the achievernent of certain environmental
targets. These red uctions aim to stimulate the supply of specific goods
andfor encourage the adoption of particular behaviours or cconomic
activities
References - Lago, M., Mysiak, 1, Comer, C. M, Delzcamara, G, & Maziotis, A
[2018). Use of economic instrurments in waler policy: Insights from
International experience. Ecologic Institute. Retrieved from httped
wwwecolodic oul/14932
- Eurostat. {2015), Environmental subsidies and similor transfers
[Statisticalreport). Publications Cfficeof the Furcpean Unicn. Retrieved
from hitpsfeceuropaeufurostat/documents/3859598/6923655/KS-
GC-15-005-EN-N.pdffe3bedl9b-bb19-4486-ab2 3132583624
European Commission. (2023). Phasing out enwvironmentaily harmiul
subsidies (Webpage}. Retrieved from hitpsiemvironment.ec europa
eufeconomy-and-finance/phasing-out-environmentally-harmful-
sidies_en
Advantages Disadvantages
Encourage the adoption of climate-friendly | Accessing tax reductions may involve signif-
agricultural practices by reducing tax obliga-  icant administrative burden, with complex
tions [Eurcstat, 2015). eligibility requirements and bureaucratic pro-
cesses that can discourage participation (Fu-
rostat, 2015; Lago M., 2024).
Farmers' acknowledgment for the implemen- | Limited availability of this incentive at EU level.
tation of climate-friendly agricultural prac
tices through the granting of tax reductions,
thereby improving their net income [AgriPal-
icyKit, 2024).




Example Tax reductions: Tax reduction for organic farming in

France
Tier 1 Monetary Support ve Regulato
Tier 2 Subsidies
Tier 3 Tax reductions
Example Tax reduction for organic farming in France
Summary The organic farming tax credit is a form of public support for
agricultural businesses that adopt certified crganic production
metheds To qualify, a farm must generate at least 40% of s revenue
from erganic-certified activities. This credit applies to income tax,
regardless of the overall farming system, and can reduce a farmer's
tax lizbility by up to €3 500 per year.
Type of climate action | Carbon removal Emission reduction | Cliimate acoptation
Appropriate for:

Whao can benefit from
Lhis type of rewarding
mechanism [in
agricultural sector?)

- Farmers

Source of rewarding
mechanism:

Wheo provices
the rewarding
mechanism?

Rewarding method:
What is the reward
based on?

Type of on-farm
action:

What is the recipient
obliged to deliver in
return?

Public

eg. action-based, result-based, mixed

Any certified or 'in conversion’ organic farming systerr.

Recipient
requirements:

What requirements
must the recipient
meel Lo receive
finance?

Timing of rewarding:

When is the reward
received?

mi

To qualify, farmers must denve at least 40% of their revenues from
activities that have been certified as organic or under cenversion.
Cumulation rules apply if the farm is already recewing organic
farming support.

Fx-post after each annual tax ceclaration




Rewarding timeline:

How oftenisthe
reward received?

Muilti-year if the organic farming continues.

Governance:

Who manages the
programme, provides
the reward, and where
does the money come
from?

References:

These are ceductions from the state annual budget. Annual budget
discussions between the government and the parliament are key te
maintaining the measure,

-French Government. (2024). Tout savoir sur le créadit dimpdt en
foveur de loagriculture biologique. Retrieved from bt
economiegouv.frfentreprisesfredit-impot-agriculture-biologique
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Rogissart, L. Leoq, S, & Tayeb Cherif, O, (2024). Public spending
in the French food system: Which contributions to the ecological
transition? Institute for Climate Economics (I4CE). Retrieved from




2. European Agricultural Guarantee Fund (EAGF) (Broad scale
climate subsidy)

Tier 1 Monetary

Tier2 Subsidies

Tier 3

EAGF (Broad scale climate subsidy)

Description

The European Agricultural Guarantee Fund (EAGF) provides income
support for EU farmers through direct payments and market measurcs
under the Commen Agricultural Policy [CAP). It mainly provides
direct income support for farmers, coupled iIncome support and eco-
schemes promoting environmentzal practices. Farmers receiving
the direct payments have to fulfil certain minimum requirements
(CAECs). Additionally, it finances market measures, such as intervention
buying to stabilize prices, private storage aid, seclor-speciflic support
or excepticnal market disturbance measures (European Commission,

20243).

References

Fund [EAGF).

- European Commission,
Retrieved
funding-tenders/find-funding/eu-funding-programmes/feuropean-

(nd.). Europson Agncultural Guorantee

from  httpsfcommission.europa.eu/

agricultural-guarantee-fund-eacf_en
fi-compass. Ind). EAFRD :
Development. Retrieved from httpsi/f\wwwii-compasseuffundsieafrd

Curopcan Agricuitural Fund for Rurol

Advantages

Direct financial support, providing consistent
income support for farmers, avoiding land
abandonment especially in marginal regions,
which are eszs=ntial for biodiversity conserva-
tion and the maintenance of cultural land-
scapes (Szerletics, A, 2020; Zickiene et al.,
202Z Brady et 2l 201)

Disadvantages

This incentive may prioritize short-term in
come support that might not be sufficient to
achieve and reward long term sustzinability
goals (COWI et al., 2021).

Risk reductions due to the income support,
reducing the farmer s exposure to the market
volatility (European Commissian, 2024a)

Low effectiveness of these paymentsand neg-
ative impact on farm efficiency (Brady ct al,
2017, Zickiené et al,, 2022). The more payments
farmers receive, the |sss incentivized they
are to adopl the moest effective and efficient
strategies for adapting to market and enviren-
mental changes This, in turn, results in lower
inceme and a greater reliance on subsidies
making the rewarding less efficient (Zickiena
et al., 2022).




Example European Agricultural Guarantee Fund (EAGF) (Broad
scale climate subsidy) (Pillar 1)

the rewarding
mechanism?
Rewarding method:

What is the reward
basad en?

Special report 16/
hrips avawe

Tier1 Maonetary pport ve Regulatory

Tier2 Subsidies

Tier 3 EAGF (Broad scale climate subsidy)

Example Curopean Agricultural Guarantee Fund {CACF) CAP (pillar 1)

Summary Provides financial support to farmers through direct payments and
market measures, helping to ensure stable incomes and balanced
agricultural markets,
With a budget of approximately €198 billion, the EACF primarily
supports farmers through direct income suppert {~50%), coupled
payments (~12%), and eco-schemes promoting environmentally
trienaly practices (~24%) Jointly managed by the Eurcpean
Commssion and Member States, the fund focuses on immeadiate
support for markets and farmers, contributing to the economic and
social sustainability of the EU agricultural sector.
A substantial share of the EAGF budget is allocated to area-based
and coupled income suppert  flat-rate annual payments per cligible
hectare or livestock unit. Fully funded by the EU budget, these
payments are often prioritized by Member States over more targeted
instruments. However, this has raised concerns, as such payments
are frequently seen as inefficient—or even counterproductive—in
meeting environmental objectives, and have faced criticism in the
past..

Type of climate Carbon removal | Emission Climate adaptation

action reduction

Appropriate for:

Whao can benefit from - Farmers

this type of rewarding o

mechanism {in the Land users

agricultural sector?|

Source of rewarding

mechanism:

Who provides Public Private Public-Private

Action-based

Zommon Agriculturs Polcy end ¢imate Hall of £U dimate spendng Dul fam emisions are not decreasing
awanipublicationsgid«-56013




Type of on-farm
action:

What is the recipient
obliged to deliver in
return?

Recipient
requirements:

What requirements
must the recipient
meet to receive

Implementaticn of Cood Agricultural and Environmental Conditicns
|GAECS) as minimum requirements’.

- Maintenance of permanent grassland {GAECT)

- Protection of wetlanos and peatlands (CAEC 2)
Preservaticn of scil organic matter [GAEC 3)

- Protection of water pollution {GAEC 4)
Prevention of soil ercsicn [GAECS)
Minimum soil cover (CAEC 6)

- Crop rotation (CAEC7)

- Pressrvation of landscape features (CAEC 8)

- Protection of grasslands in Natura 20C0 sites {GAEC 9)

Al least 25% of the EAGF budgel is dedicated to eco-schemes, which
are voluntary for farmers and offer payments for practices that benefit
the environment and/or climate. These schemes can support a range
of sustainable approaches, including erganic farming, agroecology,
precision farming, agroferestry, carbon farming, and improvements in
animal welfare.

Good Agricultural and Environmental Condition (GAECs)
standards

- Meet the Statutory Management Requirements (SMRs) which
ensure that the agricultural industry complies with high CU
standaras for puklic, plant, and animal health and welfare,

- Minimum requirements to receive support:

- Farmers must submit an annual aid application
declaring all their agricultural areas.

Income suppert is not granted for amounts lower than

finance? €100 to €500 (depending on the EU country) and/or
where the eligible area is less than 0.3 to 5 hectares.
- Perform an agricultural activity or maintain land in
good agricultural condition.
- Meet the definition of an 'active farmer’ as specified by
each EU country.
Timing of rewarding:
When is the reward Ex-post
received?
Ongoing

Rewarding timeline:

How oftenisthe
reward received?

hrtes fapaurspaculnpuhlicatinn detald sl
Understanaing FU tormn paymeants

ENpdr

For the respective funding period (7 yearg)

Payments are typically made annually or in instalments, depending
on the national schedules.*

Payments for Eco-schemes are on a yearly basis
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Covernance:

Whao manages
the programmae,

provides the reward,

andwhere docs the
money come from?

The Eurcpean Commission's Directorate-General for
Agriculture and Rural Development (DG AGRI) manages EU
policies on agriculture and rural development.

- The Multiannual Financial framework [MMF) establishes the
maximum spending ceiling for the CAP.
The fund is administered by the Eurcpean Commission in
ccllaboraticn with member states, providing some flexibility to
tailor pelicies to local farming conditions.

- Forthe period 20232-27, the planned EU budget for the EAGF s
around € 2911 billion*

References:

- Europsan Commission. (nd.). Furopeon Agricultural Guorontee
Fund (EAGF). Agriculture and Rural Development. Retrieved from
httpsfcommission.europa.eu/funding-tenders/find-fundingfeu
funding-pregrammesicuropean-agricultural-guarartee-fund-cagf
en

- Europsan Commission. (nd.). CAP paying agencies. Agriculture and
Rural Development. Retrieved from hitps/Eariculturesceuropa.eu/

commean-agricultural-pelicy/financing-cap/cap-paying-agencies_
ch

European Commission. [nd ). The common agricultural policy at a
glance. Agriculture and Rural Development. Retrieved from https
agriculture rop2.eufcammeon-agricultural-policyi/ca p-overvie

“
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3. Action-based subsidies

Tier1 Menetary

Tier 2 Subsidies
Tier3 Action-based subsidies
Description Action-based subsidies refer to financial supporl provided Lo farmers and

agricultural businesses that implement specific agricultural actions or
practices, rather thanon the results they produce, althouah they are gencrally
expected te deliver positive environmental outcomes [AgriPolicyKit, 2024),
These subsidies reduce the uncertainty farmers face whenr adopting climate
friendly zctions and have low transaction costs. Moreover, they can be
customized toconsider individual characternstics of thedifferent measures, and
lecal conditions. Most envircnmental schemes that have been implemented
in the EU over the last years have been action-based cspecially through the
Coemmon Agricuitural Pelicy [CAP),

References CurcpeanCommission. (2023). Eligibility for direct paymentsofthe Common

Agricultural Policy 2023-2027. Retrieved from https-/agricultureeceuropa

eu/document/cownload/66f112fe-B281-4266-3377-9e86d6e9bb7]

en?filename=direct-pavments-aligibility-conditions_en.pdfl

Eurcpean Commission. (nd.). Europeon Agricuitural Fund for Rural

Development (EAFRD). EU Funding Programmes. Retrieved from httpsy/

commission.europa.eu/funding-tenders/find-funding/eu-funding-

programmes/european-agricultural-fund-rural-development-eafrd_en

- Eurcpean Commission. (nd). Common Agrcultural Policy funds
Agriculture and Rural Development. Retrieved from hilpsdagriculture.
eceuropacufcommon-agricultural-policyfinancing-capfcap-funds_en

Advantages Disadvantages

Promote specific climate-friendly | Potentizlly low ernvironmental effectiveness due
management practices and can be | 1o high uncertainty to what extent the action will
customized to  consider  individual | deliver the envisaged cnvironmental outcomes.
characteristics of the different measures, | Few or no guarantees that environmental
and local conditians. They can be targeted | outcomes will be maintained after the payment
to support nzature-based solutions that | has been disbursed (COWI, 2021).

deliver multiple benefits (IPBES, 2019).

Rewarding can be tied to implementation | Can be very  prescriptive in what  specific
requirements [AgriPolicyKit, 2024) measures are eligible for funding, giving
farmers less flexibility and thereby less support
for transformational change of management
practices (European Commission, 2023b),

Relatively loner implementation | Provide less flexibility to farmersto try out different
requirements and transacticn cost | approaches and thus provide fewer incentives
([compared to result-based rewarding) | for farmers te innovate (Eurepean Commission,
(Siemons et al. 2023). 2023b).

In principle suitable for private and public
funding (Siemons et al. 2025).




Example Action-based subsidies: European Agricultural Fund
for Rural Development EAFRD (Pillar 2)

Tier1 Monetary | Support ve l Regulatory
Tier2 Subsidies
Tier 3 Action-based subsidies
Example European Agricultural Fund for Rural Development EAFRD (Pillar 2)
Summary The European Agricultural Fund for Rural Develepment (EAFRD) is
a key financial instrument under the Commeon Agricultural Policy
{CAPR), with a budget of approximately €955 billion. It provides action-
based payments to promote the sustainable development of rural
areas, focusing on three long-term objectives:
1. Enhancing the competitiveness of agriculture and forestry
2. Ensuring the sustainable management of natural resources
and climate action
3. Supporting balanced territorial  development  of  rural
economies and communities
These goals are pursued through interventions co-financed by
the EAFRD and national budgets, with at least 35% of the funding
dedicated to environmental and climate-related measures. In
addition, the EAFRD supports acoess to financial instruments such
as loans, microcredit, guarantees, and equity for agricultural, forestry,
and rural stakehelders engaged in financially viable projects that
align with the fund's prioritics.
Type of climate Carbon removal Emisslon Teduction Climate adaptation
action
Appropriate for:
Whe can benefit from Farmers
this type of rtl?«v'ardlng % LERdewNers
mechanism [in the
agricultural sector?)
Source of rewarding
mechanism:
\:\.{hc pro-woes Public Private Public-Private
the rewarding
mechanism?
Rewarding method:
What is the reward Mainly acticn- based
kased on?




Type of on-farm
action:

What is the recipient
obliged to deliver in
return?

Reduction of GHG emissicns (livesteck, mineral soils, organic
soils)

Increasing carbon sequestration and storage

Climate zdzaptztion

Switching to efficient irrigation systems
Participationintrainings, farmexchanges, and demonstrations
Modernisation of technelegies, machines, toolsand equipment

Participating in quality schemes, local markets and short
supply circuits, and producer groups/organisations”

Recipient
requirements:

Nhat requirements
must the recipient
meet to receive
finance?

Good Agricultural znd Environmental Condition (CAECs)
standards

Statutory Management Reguirements (SMRs)

The EAFRD is implemented by individual Member States
through naticnally tailored Rural Development Pregrammes
(RDPs), resulting in country-specific eligibility criteria

Timing of rewarding:

When is the reward
received?

Ex-ante

Rewarding timeline:

How oftenisthe
reward received?

Ongoing. The timing and frequency can vary depending on the
funding period set by cach Member State

Governance:

Who manages the
programme, provides
the reward, and where
does the money come
from?

The Furopean Commissicn's Directorate-Ceneral  for
Agriculture and Rurzl Develepment (DG AGRI) manages EU
policies on agriculture and rural development

The EAFRD operates through multi-annual Rural Development
Programmes (RDPs), which are designed and implemented
by each EU member state or regian.

Each RDPs must address at least four of the six priorities of the
EAFRD, which are further dwided into 18 specific focus areas.
Countries ==t largets and strategies for their chosen pricrities,
selecting from 20 broad policy measures tailered to national
orregional heeds®™.

The EAFRD does not give funds directly to farmers or rural

businesses. Instead, it provides money to FU member states,
which add their own funding to support projects

For the period 2023.27, the planned EU budget for the EAGF is
around € 955 billion”.

Tha common agricultural palicy 2023-27, hiy

eon CommEsian, Hurl dewiapment.

Ceuropesunrgpolicy-irractionyural-desdoprnent-polic-figwegpronty-focus-ares-summanes «nhuml

agrizusure e C'.Af:f‘.ﬂ,:""fnm”ﬁ"r agricukural palizyyurad- desclopment _on

25 MAGICURUNE BC 2L 00e SLComMMOon-agrisultural-palicaeag- ovanieescap- 2003 -27_en




References:

European Commission. (2023). Eliqibility for direct paymerits of the
Common Agricultural Policy 2022 2027 Retrieved from https
agricy ftyre.ec.e curopa.eu/document/download/66f112fe-828]-436
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Europears Commission. [nd). European Agricultural Fund for
Rural Development (EAFRD). EU Fundmn Progtummc-’ Retrieved
from htipsficommission.curapa.ct !
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4. Result-based subsidies

higher envirenmental results, since cutcomes
are required to be menitered and quantfied
(Bottcher, H. et al,, 2022).

Tier1 Monetary
Tier 2 Subsidies
Tier3 Result-based subsidies
Description Results-based subsidies are financial incentives provided Lo farmers
and agricultural businesses linked to the achieverment of a pre-defined
chvironmental cutcome (e.g. cmissicn reductions or carbon sequestration).
Although most of these payments do not rely on the direct guantification
of environmental outcomes, they can be based on estimations with varying
degrees of accuracy (Bonwvillain T. et al, 2020). Result-criented payments
can invelve high transacticn coste for (MRV) of the environmental cutcome.
References Siemons, A, Gocht, A, Brauer, |, Dreste, N.. & Wurbs, A. (2023). Funding
chimate-friendly soil manogement: Risks and key issues. German
Erwvironment Agency, Dessau-RoBlau. Retrieved from https /s
ccolodic. cuf19407
Advantages Disadvantages
Rewards farmers to enrol land that will deliver | High  transaction costs asscciated  with

quantification and monitoring, reperting and
verification [MRV) of results that limit their
efficiency (Siemons A. et al, 2023).

Cost-effective in meeting set targets (COWI,
2021).

Less attractive to farrmers if they do nol know
peforehand if results are sufficient compared
to the effort [Siemons et al. 2023)

Cost-efficient by providing incentives for
innovations that improve the measurable
result while reducing the costs to achieve the
intended cutcomes over time (Bartkowski ¢t
al. 2021)

The focus on cne result (eg. additional
mitigation] can come at the expenss of other
chbjectives [eqg. biodiversity) (Siemons A. et al,
2023).

Lower informational requirements for the
regulater ie. the requlator does not need to
have all the information about the farm, if
he can measure and pay for the result only
(Bonvillain T. et al, 2020).

funding

Generally, suitable for private and public

Potential environmental risks if the results
do not actually deliver the expected results
[Bonvillain T. et al, 2020,




Example Result-based subsidies: French CAP strategic plan
Agri-Environment-Climate Measures (AECMs) “Transition of
practices”. Reduction of carbon footprint (70.27)

Tier1 Monetary Supportive equ

Tier 2 Subsidies

Tier3 Result-based subsidies

Example French CAP strategic plan Agri-Environment-Climate Measures
(AECMs) "Transition of practices” specifically the reduction of carbon
feotprint (70.27)

Summary Agri-Environment-Climate Measure 70.27 is a key element of
France's Common Agricultural Policy [CAP) Strategic Plan for 2023-
2027. It offers flat-rate payments to farmers and land managers who
veluntarily adept practices aimed at reducing their farms' carbon
feotprint. The measure supports the implementaticn ef locally relevant
environmental practices that go bevond standard direct payment
reguirements.
Participants are required lo complete an initizl assessment to
establish a baseling, commit to monitering their climate actions over
25 7year period, and receive payments based on the results achioved
compared to the baseline. While the CAP Strategic Plan does not
prescribe specific methods for achieving emissions reductions
allowing flexibility in how participants mect cbjectives  its overall
effectiveness may be constrained by limited geographic coverage and
restrictec budget zllocations.

Type of climate Carbon removal Emission Climat

action reduction

Appropriate for:

Whe can benefit from

Lhis type of rewarding - Farmers

mecharism {in the

agricultural sector?)

Source of rewarding

mechanism:

Who provides Public Privats Public-Private

the rewzarding

mechanism?

Rewarding method:

What is the reward Result-based

based on?




Type of on-farm
action:

What is the recipient
obliged to deliver in
return?

Farmers should demonstrate that they have improved or
achieved better climate results by summiting twe GHG
emissions assessments at the beginning and end of the
commitment period. Additionally, they must develop an action
plan 2nd record therr farming practices.

- The farms are reqguired to achieve a minimum improvement
of 15% in the carbon footprint of the farm within a contractual
pernod of 5 to 7years”,

- Farmers who apply for environmental and climate
commitments must complete z specific training, conduct an
agro-ecelogical assessment of their farm, and participate in
exchange meetings with other farmers.

Recipient
requirements:

What requirements
must the recipient
meet to receve
finance?

GCood Agricultural and Ervironmental Condition (CAECs)
standards

- Statutory Management Requirements (SMRs)

Timing of rewarding:

When is the reward
received?

Rewarding timeline:

How oftenis the
reward received?

Governance:

Wheo manages

the pregramme,
provides the reward,
and where does the
money come from?

Ongeing: payments are granted annually for a pericd of Ste 7 years

Farmers are eligible to receive a flat-rate payment of up to €18,000 per
farm over a 5-year period if they achisve the minimum improvement
by 15% by the end of the contract. The payment is calculated based on
the average characteristics of French farms, particularly the average
Utilized Agricultural Area (UAA).

Regardless of farm size, the maximum payment is capped at €18,000
per farm, which makes this measure particularly beneficial for smaller
farms

-€3 600 per year. This can potentially be adjusted according to the size
of the holding through flat rate aid.

Ongeing
(Contract period of 5-7 years)

The scheme is part of the Agri-Envirenment-Climate Measures
which runs under European Agrncultural Fund for Rural
Development (EAFRD), which & co-funded by the Member
States.

This measure was designed and implemented as part of the
French CAP Strategic Plan and the corresponding national
regulations.

This measure is managed by the Ministére de I'Agriculture ot
de la Souveraineté alimentaire (Ministry of Agriculture and
Food Soversignty in France)

so [2022). Pricing sgticullurd emssons od remanding dinsle sctiver in U agri-"uod value chging Bulpasiobiorisie se surops

umentySannloadSOtc2s 48

Q- dche-pRSTH-GIE3B4 2484 _enfilzname=Pricing+aancultural+ emisizns- and- resarang+c-




References:

- Ministry of Agriculture, Agrifocd, and Forestry of France. (2022).
French CAP Strategic Plan.

- Ministére de I'Agriculture, de I'Agroalimentaire et de |a Forét, (2024),
PAC 2023-2027-iePlan Stratégique National. Retrieved from https://
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of France's CAP Strategic Plan |Policy repert), | nstitute for European
Environmental Policy (IEER]. Retrieved from httpsiieepeu/
publicationsfenvironment-and-climate-assessment-of-frances-cap-
strategic-plan/
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REWARDING MECHANISM: GRANTS

Grants

A grant is a direct contribution (in the form of money,
goods, or services) from governments (local, national,
or EU) to recipients in return for undertaking a specific
activity, such as implementing carbon farming practices.
Grants are generally one-off payments (though they may
be paid in instalments) and are not intended to be repaid.

o i Facebook;
www.climatefarmdemo.eu Unkediri:Simatefarmdamo acsbook; feimatefarmdemo - ::-grdhy i
X @ClimateFarmDemo Youlube @FarmDemeo uropean Union
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GRANTS

Tier1 Monetary
Tier2 Grants
Tier 3
Description Grants zre monetary rewards provided by governments (local, naticnal,
or EU) to support practitioners in adopting specific sustainable
practices {2.g., the implementation of carbon farming aclivities). They
are often limited to a small number of recipients, typically selected
through campetitive application processes. Grants are generzlly one-
off payments, although they may be paid in instalments, and they
are not reguired to be repaid. However, their provision often depends
on the beneficiary demonstrating concrete actions or results or
their participaticn in evaluation and technical assistance pregrams
{McDonald, H, et al, 2024),
References - Tobin-de la Puente, 1, & Mitchell, AL W. (2021). The Liltle Book of
Investing in Nature. Global Canopy. Oxford.
Barari, L, Nicholls, G, & Whitccak, K. (2079). Approcches to financing
nature-based solutions in cites |Working document). Prepared in the
framewaork of the Horizon 2020 project GrowCreen. Retrieved from
hilps:growgreenprojecl.eufwp-contentiuploads/2019/0%/ \Working-
xacument t?nb"[m](:- jaﬁ-il 'S‘i!&h ‘r‘f
- McDenald, H., Sseger. |, Lago, M., & Scholl. L. (2023). Synthesis report on
sustainable finoncing of the establishment of ponds and porndscopes
[Deliverable 1.4). PONDERFUL Project, Herizon 2020, Grant Agreement
No. 869296,
Advantages Disadvantages
Grants reduce the initial cost of transitioning | Applying ferand managing grantscanbetime
inte climate-friendly agricultural practices | consuming and involve complex procedures,
(Tobin-ge la Puente, 3, & Mitchell, A. W, 2021), | affecting especially small farms with limited
capacities or resocurces [McDonald, H, et &l
2024).
Funding can be used for training, technical | Grants often require farmers to demonstrate
help, and sharing best practices, creating | measurable outcomes or participate in
oppartunities for farmers to improve their | evaluations and technical support programs.
knowledge and abilities (Baroni, L, et 2l 20713). | These requirements can be complicates and
lead to extra costs (Baroni, L., et al, 2019).
Grants help to redguce the financial and | Specific grant programs may not fully reflect
practical risks of shifting from conventicnal te | local needs or the variety of farming systems,
climate-friendly farming (McDonald, H. et al, | resulting in unegual benefits for different
2024). farmers and regions (Tebin-de la Puente, J., &
Mitchell, A, W, 2027)
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GRANTS

Example Grants: LIFE programme

Tier 1

Monetary Supportive Regulatory

Tier2 Grants

Tier3

Example LIFE programme

Summary The Programme for the Environment znd Climate Action [LIFE] s an EU
initiative that funds projectsentirely focused on environmental protection,
nature conservation, and climate adaptation and mitigation',
By zcling as a bridge between research znd practical implementation,
this prograrmme provides grants or public contracts to support projects
that protect, restore, and enhance the EU's natural environment, halt
biodiversity loss, and contribute to the transition toward 2 resource-
efficient, renewable energy-based, climate-neutral, and resilienteconomy.
The programme fecuses on four thematic areas: Nature and Bicdiversity,
Circular Economy and Quality of Life, Climate Mitigaticn and Adaptation,
and Clean Energy Transiticn. LIFE encourages collaboration among a
diverse range of stakeholders including NGOs, businesses, public
authorities, academia, and community groups — to ensure broad
participation in achieving environmental objectives.
LIFE is implemented through multiannual work pregrammes lasting
either three or four years. Despite its substantial budget, itis considered a
limited grant programme inrelation to the EU's ambitious environmental
goals. As such, it is designed Lo act as a catalyst, promoting the exchange
of knowledge and best practices to maximize its impact.
The pregramme also plays 2 key rele in supporting the Natura 2000
network and aligning environmenta! objectives with broader EU palicies.

;!r;: f climate Carbon removal Emission reduction Climate adaptation

Appropriate for:

Who can benefit = Eamners

from this type - Land ussrs (NGOs, business, elc)

of rewarding

. - Landowners

mechanism [in

the agriculturzal - Farm advisors

sector?)

Source of

rewarding

mechanism:
Public Private Public-Privale

Who provides
the rewarding
mechanism?

Europzan Commission LIFE programme https fSingle-markat-zconomy ec.curapacwinaustrpstratzgyhwadrogenffunding-gude fau-
pregramenes-fundsiifo-programme_nn
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GRANTS

Rewarding
method: :

. Action-based and resuft-based
What is the reward
based on?
Type of on-farm Implementation of on-the-ground initiatives that contribute to reducing
action: agricultural greenhouse gas (GHG) emissions and enhancing carbon

: removals from the atmosphere through viable nature-based solutions
What is the in land management. Key activities include assessments, guidance,
recipient obliged capacity-building initiatives, studies. surveys, stakeholder workshops,
to dehyer I conferences, meetings, networking, and the development of zppropriate
return? financial approaches and products.

- Public and private institutions from all EU Member States are

Recipient eligible to apply for LIFE funding (e.g., administrative authorities,
requirements: nen-governmental organisaticns, profit and non-profit entities).
What Natural persons are not eligible.

requirements
musl the recipient
meet Lo receive
finance?

- The LIFE programme publishes annual Calls for Proposzls
targeting different Lypes of projects. Applicants must submit
their proposals in respense to these calls. Successful applicants
are required to implement the proposed work plan in accordance
with the programme’s guidelines and timelines,

Timing of
rewarding:

When is the
reward received?

- After signing the Grant Agreement, beneficiaries typically receive
an initial payment o support the launch of project activities. The
amount and timing are stipulated in the agreement.

-  During the project, beneficiaries are required to submit regular
techrnical and financial reports. Based on the review and approval
of these reports by the granting authority, interim payments may
beissued.

- At the end of the project, beneficiaries must submit a final
techniczal report and a3 comprehensive financial statement. The
final payment is made after these documents are reviewed and
approved.”

Rewarding
timeline:

How oftenis the
reward received?

Ongeing (multiyear)

2

LIFC Technizal Aszivtance for Replication (2023) htips S euro-scoesnsy/ madiaTie 199 UFC 2023 Technical Ausistance for

Replicaton 2023 zdfl
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GRANTS

Governance:

Who manages
the pregramme,
provides the
reward, and where
does the money
come from?

- The LIFE Programme is managed by the European Climate,
Infrastructure and Environment Cxecutive Agency [CINLCA) on
pbehalf of the Eurcopean Commission's Directorates-General for
Ervironment, Climate Action, and Energy.

- Itz budget is provided directly from the EU budgel.

Grants financed under the LIFE Programme are administered by
CINEA,

- The budget zllocated for the implementation of the LIFE
Programme far the 2021-2027 period is EUR 5432 billion.

- The LIFE Programme is established for a peried of seven years te
align with the duration of the Multiannual Financial Framework,
as set oul in Council Regulation {EU, Euratom) 2020/2053.

References:

European Commission [2021). Annex to the Commission Implementing
Decision on the adogption of the muitiannual werk programme for thc
years 2021-2024 for the LIFE Programme. Brussels, Available at: https.//
ec.europa.eu/ ‘infolfunding-tendersiopportunities/docs/2021-2027/ife/

wi-call2021-2024 np_life-2021-2024_en.paf

European Climate, Infrastructure and Envirenment Executive Agency
(CINEA) (2023). LIFE Pragramme. European Commission. Available at:

https/cinea.ec europa.eu/programmes/life_er

LIFE Carbon Farming .2024) LIFE Corbon Farming Project Cvonaow.
Available at: bttps fwwwilife-carbon-farming ewlife-carbon-farming/

European Parlizment and Council of the Furopean Union (2021}
Regulation (EU) 2021/783 estoblishing a Programme for the
Environment ond Climate Action (LIFE} and repealing Regulotion
{EUJ No 1293/2012. Cfficial Journal of the European Union. Available at:
https/ieur-lex europa ewlelifea’2021/783/i

European Commission (2024). FL invests cver €380 million in 132 new
LIFE projects to support the green transmcn ocross Europe [Press
release]. Available at hitpsiifece 2
dotailionfip 24 5367
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REWARDING MECHANISM: FINANCIAL INSTRUMENTS

Financial Instruments

Financial instruments are mechanisms which facilitate
access to financial support for farmers and agri-
businesses, reducing financial barriers to the adoption

of sustainable agricultural practices (McDonald, H., et

al,, 2024). They commonly take the form of agreements
or contracts established between the farmer or agri-
business and the provider of funds (e.g. governments

or financial institution). These financing instruments
encompass favourable lending conditions for borrowers,
such as reduced interest rates or extended repayment
periods (Creen Loans); reduced risk for lenders, making it
easier for farmers to access credit (Financial Guarantee);
and access to capital from external investors in exchange
for ownership stake in the future value generated by
sustainable farming practices (Equity Investment).

LinkecIn: felimatefarmdemo Farebook: feimatefarmdemo - ;'::,d by o
X: @ClimateFarmDemo YouTube: @FarmDemo e Europaan Union
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FINANCIAL INSTRUMENTS

Green Loans (includes green bonds)

Tierl Monetary

a2 Financial Instrument

Tier3 ' Green Loans (includes green bonds)

Description ' Green loans and bonds can finance the adoption of environmentally
friendly practices. Both are financial instruments aimed at funding
projects with cnvironmental benefits (World Bank Group, 2021). Green

loans are typically smaller private loans, issued by public or private
banks, exclusively used to finance projects with environmental benefits,
such as carbon dimate- friendly farming projects. They are often
' simpler and less costly than green bonds, In contrast, green bonds are
larger instruments, often issued by governments or corporations, that
raise funds from multiple investors in the cebt capital market and zre
| tradable on bond markets. These bonds also finance green projects but
| tend to have higher transacticn costs and can be more complex.

References c

- McDonald, H., Seeger, |, Lago, M., & Scholl, L. {2023, Synthesis
report on sustaynable finoncing of the establishment of ponds and
pondscapes (Deliverable 1.4). PONDERFUL Project, EU Horizon 2020
[Grant Agreement Ne. 869296).

- World Bank Group. (2021). What you need fto know obout green
loans. Retrieved from http o Haks .-_ orgleniney
feature/202110/C4 Awhat you- need 1o New-a b ULt -loan

Advantages Disadvantages

Green loans often come with lower (con- | The cnteria for green loans can be strict, requir-

cessional) interest rates and longer re- | ing farmers to meel certain environmental per-

payment periods compared to traditional | formance standards or thresholds (Baroni, L., et

loans (McDonald, H, et al., 2024), al.,, 2019,

Green loans often facilitate collzborative | Lack of awarensss or understanding of gresn

partnerships between governments, finan- | loan options among farmers.

cial institutions, and farmers (Tebin-de la

Puente, 1, & Mitchell, AW, 2021).

Althouch green loans provide access to capital,
they are still debt instrument therefore, farmers
are taking on debt. {which can be used to finance
eg. equipment or working capital reguired in
their transitions) (McDonald, H., et al,, 2024).
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FINANCIAL INSTRUMENTS

Example Green Loans: InSoil- Green loans

Tierl

Monetary Supportive Regulatory

Tier2

Financial Instruments

Tier3

Ex;mplo

Green Loans

InScil- Green loans

Summary

InSeil is an online platform focused on climate action, functioning as
a marketplace that connects investors with farmers across Furope to
finance sustainable agriculturzl practices. The platform offers zccess to
"Green Loans” featuring a fixed interest rate of 0%, aimed at supporting
investments in renewable energy, reforestation, and regenerative land
management practices such as no-till farming all contributing to
carbon sequestration in seils and the generation of carbon credits.

To secure & loan, farmers typically offer heavy machinery as collateral.
During the project registration process, they specify the number of
hectares to be managed under regenerative practices. Once approved
and listed on the platform, the InSoil investor community has 14 days to
fully fund the project.

InScil employs a stancardized methedelogy developed by Verra to
monitor, report, and verity (MRV) carbon sequestration outcomes, The
MRV framework integrates satellite imagery, public registres, on-site
inspections, and |aboratory soil znalysis to ensure transparency and
credibility in carbon impact tracking.

Type of climate
action

Appropriate for:

Who can benefit
from this type

of rewarding
mecharism {in the
agricultural sector?}

Emission
reduction

Carbon removal ‘ Climate adaptation

Farmers
Landowners
Land users
Farm advisors
Investors

Source of
rewarding
mechanism:

Whe provides
the rewarding
mechanism?

Public Private Public-Privats

Rewarding
method:

What is the reward
based on?

Action based
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FINANCIAL INSTRUMENTS

Type of on-farm
action:

What is the
recipient obliged to
deliver in return?

Adopticn of the following farming practices:
Reduced tilling

Plant cover crops

Increase crop rotation

Use organic fertiliser

Recipient
requirements;

What requirements
must the recipient
meet to receive

Implementing a minimurr of two eligible farming practices
Manage 40+ hectares of arable agricultural land
- Fillan enline application

Take part in an initial interview to discuss loan eptions and
financial details

finance? - The minimum lozn amount is €10.000
- The maximumn loan term: 4 years

Timing of

rewarding: Ex-ante

Whenis the reward
received?

After the project is listed on the InSoll platform, the investor
community has 14 days to fully linance the project

Rewarding
timeline:

How oftenisthe
reward received?

Cne-off

Governance:

Who manages
Lthe programme,

provides the reward,

andwhere does the
money come from?

InSeilis a crowdfunding platform regulatea by:
- The on European Crowdfunding Service Providers (ECSP)
The Bank of Lithuania

- The European Investment Fund [EIF) has committed €20 million
to the fund. This commitment is supperted by InvestEU

InvestEU

References:

- European Investment Fund. (2024) Agricultural SMEs tcget €50 muiilion
to support decarbornsation as Lithuanian fintech Heavamance
teoms up thh EIF cmd InvestEL. Retrlew.bd frorn ht

{InvestEU/ 4fzgricultural-smes-1o

3 s-lithuanian-fintee

m

up-with ,.r' nel-ir 'vl

- HeawyFinance. (2024). Green (oans. Retrieved fram
heavwlinancecom/green-loans-for-farmers!

- HeawyFinance. [2024). Service rates for users of crowdfumdingp!atform
Retrieved from httos://heavwlinance comidocs/Fees-HaavwvFinance
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FINANCIAL INSTRUMENTS

Financial Guarantee

Tier 1 Monetary

Tier 2 Financial Instrument

Tier 3 Financial Guarantee

Description A financial guarantee ic a financial instrument that implies the
repayment of a debt to a lender by including a third-party quarantor
who agrees to take on the financial respensibility if the barrower fails
to meet the initial financial obligation. In the carbon farming context,
this mechzanism can facilitate the access to better intersst rates for
farmers or land users, who will use the money for the implementation
of climate friendly agricultural actiens, by providing a guarantee to the
lender [fi-compass, 2023a).

References - Furopean Commission. (2023]. European Agricultural Guarantee
Fund {EAGF}. Retrieved from bilps//commissionsuropa.eu/lurding-
tenderedind-funding®eu-fund ing-programmes/eyrepea n-ggricultural -
cuzrantee-fund-eagf en
- Eurcpean Commission. (2023). Guarontee foctsheel: introduction.
fi-compass. Retrieved from hitps/vewwli-compeasceu/figuarantees
factshoet/introduction htm
- fi-compass (2015). ESIF financial mstruments Financial products
European Commission. Retrieved from nttps:fwww fi-compasseu/
sites/default/files/publications/ESIF-facisheet-Fl-products.cdf

Advantages Disadvantages

Can be used as collateral or to reduce lending | Small-scale farmers may face challenges in

rick, making it easier for farmers and agri-busi- | accessing guaraniees due Lo limited aware-

nesses to access finance for implementing cli- | ness or capacity to handle administrative pro-

mate-smart farming practices by lower inter- | cedures [fi-compass, 2019).

estrates, reduced cellateral requirements, and

longer repayment terms [fi-compass, 2023a),

Information eon available financial guaran-
tees is often difficult 1o access, poorly com-
municated, eor fragmented across institutions
{fi-compass, 2019).

o)
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FINANCIAL INSTRUMENTS

Example Financial Guarantee: Alter'Na

Tier1 Menetary Supportive Regulatory

Tier 2 Financial Instruments

Tier 3 Financial Guarantee

Example Alter'Na

Summary Alter'NA 15 a guarantes fund estzblished by the Nouvelle-Aquitaine
Region (France) to improve farmers' access Lo bank credit. Its primary
objective is to support the transition to sustainable farming practices and
strengthen the competitivenass of the agricultural sector. The fund offers
notable financial advantlages, including reduced personal guarantee
requirements, no guarantee fees, and lower interest rates on lcans, thereby
casing the financial burden for farmers investing in environmentally
friendly practices.

Type of climate Emission e o

action Carbon removal fadtedon Climale adaptation

Appropriate for:

Who can benefit

from this type -  Farmers

of rewarding

mechanism {in - land users

the agricultural

sector?)

Source of

rewarding

mechanism:

f Public Private Public-Private

Whe provides

the rewarding

mecharism?

Rewarding

method; .

: Action based

What 15 the

reward based on?

Type of on-farm E S T :

action: DNCr"SIf ication of procuction

What is the - Phasing out the use of pesticides

recipient obliged - Developing production in an cco-greenhouse

:‘;tﬁf:ge L6 - Getting involved in a micro methanisation project
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FINANCIAL INSTRUMENTS

Recipient
requirements.

What
requirements
must the recipient
meet to receive
finance?

Applicants need an environmental certification {organic farming er High
Environmental Value certification, level 2 or 3]

The credibility of the project’s business model 15 zsssssed.

Timing of
rewarding:

When is the
reward received?

Ex-ante

Rewarding
timeline:

How oftenisthe
reward received?

Governance:

Who manages
the pregramme,
provides the
reward, and where
does the money
come from?

References:

One off

The regional council is handling the program giving a financial guarantee
to 3 affiliated private banks to help them to give loans to farmers.

The guaranteed money is public money from the regional council, from
the Europear fund for strategicinvestments (EFSI) and from the European
Agricultural Fund for Rural Development (EAFRD). Free advisory services
are also given to help the farmers to build a2 sustainable business plan and
2 loan application.

- Alter'NA. [2023). Alter'NA. Retrieved from hilps Vevpnvalier na

- Interreg Europe. (2020] ALTER'NA Ari mnavanve lnvestment fund

73
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FINANCIAL INSTRUMENTS

3. Equity Investment

Tier 1 Menetary

Tier 2 Financial Instrument

Equity Investment

Equity involves the provision of capital to an agricultural enterprise
or project in exchange for partial or full ownership, including rights
to & share of profits, losses, and, in certain cases, participation in
management decisions (fi-compass, 2023a). The financiz! return on
equity investments is contingent upon the enterprise's growth and
overall prefitability. Equity does notrequire fixed repayments but rather.
investors assume both the risks and potential rewards associated with
the enterprise, with returns typically realized through profit distribution
or the eventuzl szle of ownership stzkes.

References - fi-compass. (2015), ESIF financial instruments: Financiol products.
European Commission. Petneved from hiips: vfl-compasseu/
sites/defaultfiles/publications/ESIF-faclshest-Fi-p cls.pdf
- McDonaId H. Seeger, |., Lago M., & Scholl, L. [2023). Synthesis
report on sustainable financing of the establishment of ponds and

pondscapes |Deliverable 1.4). PONDERFUL Project, EU Haorizon 2020

(Crant Agreement No. 863796).

Advantages

Disadvantages

Farmer and investor interests (need to be)
are aligned, fostering shared responsibility
and distributing the risks associated with
adopting climate-smart farming practices
(McDonald, H. et al, 2024).

Small-scale farmers, particularly those in
marginzlised or hard-to-reach areas, may
struggle to access this kind of finance (fi-
compass, 2015).

Provides adaptable financial support
to manzge unexpected challenges and
encourages diversiflication, enhancing
resilience to market fluctuations
(McDonald, H, ctal, 2024).

Smaller farms may face barriers to access,
resulting in & disproportionate advantage for
larger farms.

Allows farmers to maintain a stronger
role in decision-making over the lanc
management, rather than simply
following external contracts or payment
schemes (fi-compass, 2023z).

Invelving exter nal investors may lead to reduced

awnership or influence over land and operations,

limiting farmers' autonemy (McDenald, H,, et al,
2024).
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Example Equity Investment:

Currently, there are no specific examplesin Eurcpe that comprehensively
implement the concept of equity within the specific context and

Tier1 Monetary Supportive Regulatory
Tier2 Financial Instruments

Tier3 Equity Investment

Example Not available yet in Eurcpe

objectives of carkon farming.
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REWARDING MECHANISM: CARBON MARKETS AND
PAYMENTS FOR ECOSYSTEM SERVICES (PES)

Markets
Incentives driven by markets. For example, payments
associated with selling claims or rights to ecosystem
services (especially climate mitigation) to companies,
governments, and individuals (often in the form of
“credits"). The buyer may use the credits for their own
purposes, e.g. to meet environmental targets, offset
their own emissions, or contribute to environmental
protection. A credit price is negotiated between the
buyer and the seller (e.g. project developer, farmer).

- Linkecin: feli mo Facebook:
www.climatefarmdemo.eu kedin: felimatefarmde fefimatefarmdemo .F;:od by
X: @ClimateFarmDemo YouTube: @FarmDemo uropsan Union
Fund ed by the Eurcpean Unico, Viaws and onininns axpressed are howsever thase of the author(s) anly and do not nacessaniy reflecs those af

e Puropssar Unlon or Honzon Curone Neither the Furoaeans Urian nee the granding sulnony can b hold sespoceatic lor theem
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REWARDING MECHANISM: CARBON MARKETS AND

PAYMENTS FOR ECOSYSTEM SERVICES (PES)

Voluntary Carbon Markets (VCM)

Tier1

Tier2

Monetary

Markets

Tier3

Voluntary Carbon Markets (VCM)

Description

Voluntary Carbon Markets (VCM) are a trading system where
companies, organizations, and individuals buy carbon credits, This
s often motivated by a desire to “offset” their greenhouse gas (CHG)
emissions. These creditsare generated by projects thal reduce or remove
emissions, such as farmers implementing climate-emart farming
practices. Generally, one carbon credit is cquivalent to ene tonne of
carbon dioxide equivalent (1t CO,eq) that has been reduced or removed
from the atmosphere. These credits are usually certified by prvate
organizations or sometimes by governments (SDSN, 2023). Farmers
whe adopt climate-smart farming practices can generale credite and
sell them to buyers, creating a new source of income. However, the
certification process can be highly complex, and since participation in
VCMs is voluntary, ne mandatery monitering, reporting, and verification
{MRV) standards exist, but rather a multitude of heteregencous quality
standards, raising concerns about the credibility of some credits. The
price of carbon credits can vary widely, creating financial uncertainty for
both sellers and buyers While VOMs have the potential to attract private
funding for climate action in the agricultural seclor, they also present
risks and challenges depending on the design of the market structure
and the quality of certification methodelogics.

References

- Sustainable Development Solutions Network (SDSN).  (2023),
Transforming our world: interdisciplinary insights on the Sustoinable
Development Goals. SDSN European Creen Deal Senior Working
Group Retncved from hitpsdead report 2023 unsden oraficarpon.

a%Z0anckvolurizary-carbon-markets in-the ey -on-updatad:

choral Ministry for Cconomic Affairs and Climate Actlon (BMWK)
[2023] Corbon markets, Retneved from “’-'f'

mechanis j-—»'—ﬁ INtrogucti carbon-market-nasic

- McDonald, H., Seeger, |, Lago, M., & Scholl, L {2023%). Synthesis
report on sustainhable finoncing of the establishment of ponds and
pondscapes (Deliverable 1.4). PONDERFUL Preject, EU Horizon 2020
|Grant Agreement No, 869296),

W rarbon
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REWARDING MECHANISM: CARBON MARKETS AND

PAYMENTS FOR ECOSYSTEM SERVICES (PES)

Advantages

Disadvantages

Farmers can earn money by selling carkon
credits, offering a financial incentive for
sustainable practices [COWI &t al., 2021).

Carkon credit prices are often volatile, making
farmers’ income unpredictable and creating
financial risks, as credits are not receved
immediately (McDonald, H., et al., 2021).

Participation is optional and less burcaucratic
than compliance markets, allowing more
tzilored approaches for different farm types
and regions (McDonzld, H. et al, 2024).

Ensuring that carben reductions  are
measurable and credible can be costly and
complex, particularly for smallholders (SDSN,
2023).

Many farmers may find the process of joining
and complying with market standards difficult
without external support or intermediaries
{Barbato, C. T. ¢t al, 2023).

The VCM for climate-smart farming practices
remains low.
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REWARDING MECHANISM: CARBON MARKETS AND

PAYMENTS FOR ECOSYSTEM SERVICES (PES)

Example Voluntary Carbon Markets (VCM): Label bas-carbone

Tier1 Monetary Supportive Regulatory

Tier 2 Markets

Tier 3 Voluntary Carbon Markets (VCM)

Example Label bas-carbone

Summary The Label Bas-Carbone (Low-carbon standard) is a wvoluntary
climate certiflication framework for emissions reductions and carbon
removals in France, managed by the French Government. The
framework provides rules and guidance by establishing a framework
for monitoring, reporting and verification of greenhouse gas emission
reductions or carben remaovals of projects implemented in France. The
French Ministry of Ecological Transition is responsible for aporoving
methodoelogies, validating project applications, and officially awarding
the label. Once 2 project is approved, external audits are conducted
to ensure it meets the label's standards To date, 15 methedologies
have been approved by the Ministry across various sectors, including
forestry, construction, transport, urban and marine environments,
and agriculture. The agricultural sector alene accounts for six of these
approved methodologies,

:{a:f e Carbon removal Emission reduction | Clirate adaptation

Appropriate for: - Farmers

Who can benefit Land users

from this type 5

of rewarding Landowners

mechanism [in the - Farm advisors

agricultural sector?)

Source of rewarding

mechanism:

Who provides Public Private Public-Private

the rewarding

mechanism?

Rewarding method:

What is the reward | Result based

based on?

hittplabel-bes-carbunesoskogesue MMGuel-ce-gue-le-label-tas-carbone
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REWARDING MECHANISM: CARBON MARKETS AND

PAYMENTS FOR ECOSYSTEM SERVICES (PES)

Type of on-farm
action:

What is the recipient
obliged to deliver in
return?

- Adoption of low carbon practices that lead to carben remowal or
GHG emissicn reductions.

The practices implemented must be included in one of the 6
Label bas Carbone farming methods and can be for example
[non-exhaustive):

- Reducing the use of mineral fertilisers for field crops
Use of cover crops for ficld crops

- Optimising herd management in livestock farming

Reducing the use of imported soya in livestock farming

Plznting heages

Carbon audits are conducted both before the project beginsand
at its completion to measure progress in carben sequestration
and emission reduction.

The project design must be submitted and validated by the
environmental ministry and progressisassessed byindependent
audiors,

Recipient

requirements.

What requirements
must the recipient
meet to receive
finance?

The plan is submitted to the environmental authority, which
validates the credibility of the approach. The farmer must then
implement the actiens, and independent audits check that
the targets are being met. The financial contract between the
farmer and the funder is not requlated and can take a variety of
forms.

Timing of
rewarding:

When is the reward
received?

Ex-ante and ex-post

Rewarding timeline:

How oftenis the
reward received?

Multi-year payment, differs according to the methodolegy used
S years [renewable)

For agricultural methods, the project duration is five yezrs. Depending
on the contract establiched between the farmer, the funders, and the
intermediaries, farmers may receive funding either annually or in a
single payment at the end of the five-year period.

Governance:

Whe manages

the pregramme,
provides the reward,
and where does the
money come from?

The programme is managed by the French Ministry of Fcological
Transition. With the help of an independent expert group, it
validates the methodologies developed by the stakeholders,
assesses whether the projects comply with the methedelogies
and controls the work of the third-parly auditors Entities (mostly
private companies, but also some public bodies) willing te offset
or contribute to climate change mitigation finance the projects.

- Thelabelis part of the Naticnal Low-Carbon Strategy

References:

- Institute for Climate Economics (14CE). (2018). Domestic corbon
standards in  Eurcpe! Owverview ond perspectives Retrieved
from WL QT G008 (4002153

NS W SCe oraswn - contont

RomecticCarg

dspdf

- Ministére de fa Transition écologique et de la Cohésion des territoires.
(2024). Qu'est-ce que le Label bas-carbene ? Retrieved from ~oipn
abel-bas-carboneecologig.gol a-le-label-bas-

carbe =

v.fricuest-ce-¢

e
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REWARDING MECHANISM: CARBON MARKETS AND

PAYMENTS FOR ECOSYSTEM SERVICES (PES)

Example Voluntary Carbon Markets (VCM): MoorFutures

Tier Monetary Supportive Regulatory

Tier 2 Markets

Tier 3 Voluntary Carbon Markets (VCM)

Example MoorFutures

Summary Moorfuture 1s a veluntary carbon scheme aimed at financing the
restoration and rewettingofdrained peatlands toreduce CCy emissions
and enhance the carbon sequestration potential of these ecosystems.
The scheme follows a regional approach, currently operating in three
German federal states (Lander), and forms part of their broader GHG
reduction strategies.
The price of carbon credits under MoorFutures is calculated based on
the cost of implementation, divided by the total projected emission
reductions over the crediting period [expressed in EUR per tonne
of CO, equivalent). The revenue from cerltificate sales supports zll
stages of the project, including planning, scientific monitoring, and
compensation for landowners.
Both individuals and businesses can purchase projectspecific
certificates, allowing for transparent and targeted climate
contributions. While the methodelogy is adapted from the Verra
standard, it has been tailored to reflect regional conditions, thereby
enhancing the delivery of local environmental and social co-benefits,

m: f climate Carbon removal Emission reduction | Climate adaptation

Appropriate for:

Who can benefit = ifanmem

from this type - Land users

of rewvarding .

mechanism (in Landowners

the agricultural Farm advisors

zector?)

Source of

rewarding

mechanism : : NN

£ Public Private Public-Private

Who provides

the rewarding

rmechanism?

Rewarding

method:

. Rezult-based
What is the reward
based on?
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REWARDING MECHANISM: CARBON MARKETS AND

PAYMENTS FOR ECOSYSTEM SERVICES (PES)

Type of on-farm
action:

What is the
recipient obliged to
deliver in return?

Peatland restoration and rewetting to reduce CO2 emissions

Recipient
requirements:
What requirements
mustthe recipient

meet to receive
finance?

- Project location: Mecklenburg-Western Pomerania,

Brandenburg, and Schleswig-Holstein
- MRV done by regional scientific institutions

Timing of
rewarding:

When is the reward
received?
Rewarding
timeline:

How often isthe
reward received?

Ex-ante
Duration of the project 30 - 50 years

One off

Covernance:

Who manages
the programme,
provides the
reward, and where

- The Ministry for Climate Protection, Agriculture, Rural Areas,
and the Environment of Mecklenburg-Varpommern sarves as
an intermediary body?, ensuring that MoorFutures projects are
maintained for a minimum of 30 to 50 years.

- This program is funded through a voluntary carben credit
scheme, allowing government bodies, companies, and private

does the mg ney. citizensto purchase carbon offset credits that support peatland
come from? P
restoration.

References: - Institute for Climate Economics [14CE]. (2019). Domestic carbon
stondards in Europe Overwew ond perspecbves. Retrieved
from Bt giwp-contentiuplos 0218 14calin
RomecticCarbonStang ]

- MoorFutures 12017}, Der MoorFutures-Standord Retneved trom
nttosivwwermoorfutures defkonzept rfutures-st: naard/
2 I { APFE Moot
‘ ( Eanm =
EMO
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REWARDING MECHANISM: CARBON MARKETS AND

PAYMENTS FOR ECOSYSTEM SERVICES (PES)

2. Payments for ecosystems services (PES)

Tierl ‘ Monetary

Tier 2 Markets

Tier 3 ‘ Payment for Ecosystem Services (PES)

Description ' PES arc financial mechanisms based on the voluntary transaction
between ecosystem services providers and beneficiaries who pay for
those services (IPBES, 2019). In the Carben farming context, farmers
deliver ecosystern services - such as water filtration, biodiversity
conservation, <oil health improvement, cultural and spiritual values
among others by adopting sustainable farming practices. Through
agreement with governments or private entities, farmers receive
payments as an incentive to maintain or increase the ecosystem service

- supply.

References - Intergovernmental Scence-Policy Platformn on  Biodiversity and
Ecosystern Services (IPBES). (2018). Global assessmenl report on
biodiversity and ecosystern services of the Intergovernmental
Science-Policy Platferm on B|od|ver5|ty and Ccosystem Services.
https Jﬂ||111'lf'j“_"j-’-_ X
- McDonald, H. . Seeger, |, Lago, M, &Scholl,L (2023) Synthesis report on
sustainable financing of the estzblishment of ponds and pondscapes.
PONDERFUL Project ([EU Horizon 2020 GA no. IDB69296), Deliverable
14

Advantages Disadvantages

Farmers receive compensaticn for providing Quantifying ecosystemn  services can  be

mecasurable  cnvironmental bencfits [eg. complex and costly, especially in diverse

carbon sequestration, water purification, landscapes (Barkato C. T, et al, 2023,

biodiversity) (McDonzld, H., et al, 2024).

Payments are usuzlly based on individual Farmers may face paperwork, compliance

contracls, offering more cerlainty and  audits, and reporting requirements that are

flexibility than volatile markets (IPBES, 2019).  difficult to manage withcut support (IPBES,
2019).
Smaller or marginalzed farmers may be
excluded if programs favour large landowners
or require upfront investments,
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REWARDING MECHANISM: CARBON MARKETS AND

PAYMENTS FOR ECOSYSTEM SERVICES (PES)

Example Payments for ecosystems services (PES): HUMUS +,
Ecoregion Kaindorf (Austria)

Tier 1 Menetary Suppertive Regulatory

Tier 2 Carbon Markets and PES

Tier 3 Payments for ecosystems services

Example HUMUS + Ecoregion Kaindorf [Austria)

Summary The HUMUS+ program, part of the Okaregion Kaindorf in Austria, aims to

improve soil health conditions and tackle climate change by increasing
soil organic carbon (SOC) in the form of humus. Participating farmers
agree to adepting recommended practices which increase soil humus
content, thereky improving soil fertility, enhancing water retention, and
reducing soil erosion.

Farmers recene a "success fee” based on the tans of CO2 they demonstrate
to sequester, which is verified through scil testing. These payments are
tunded by companies that voluntarily purchase CO; certificates to offset
their unavoidable emissions.

Type of climate Carbon removal Emission reduction Climate adaptation
action

Appropriate for:

Who can benefit ~ Fsrmprs

from this type - Land users

of rewarding

mechanism [in
the agricultural - Farmaduvisors
sector?)

- landowners

Source of
rewarding
mechanism:

Whe provides
the rewarding
mechanism?

Public Private Public-Private

Rewarding
method:

What is the
reward based on?

Result-based

Type of on-farm | Farming practices premoting carbon in agricultural soil:

action: - Maximize diversity: Crop rotation, catch crops, undersowing, mixed
What is the sewing, winter greening, agroforestry, hedges

recipient obliged
to deliver in
return?

-  Maximize photosynthesis: |ntercropping, undersowing, mixed
sowving, winter greening, agroforestry, hedges, hezlthy plants,
compost, plant charcoal.

Minimize secil disturbance: reduced tillage, direct sowing, mulch
senving, reduction of agrochemicals,
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REWARDING MECHANISM: CARBON MARKETS AND

PAYMENTS FOR ECOSYSTEM SERVICES (PES)

Recipient
requirements.

What
requirements
must the
recipient meet to
receive finance?

- Register at the HUMUS+ website

- Agreement to participate in the program, with a commitment of
12 years

Initial s0il sampling paid by the farmer

- Folloa up soil cample (after S — 7 year) cover by the program to
confirm the humus build -up

If the humus build-up is successful [from an increase of 0,3%), the
farmer receives a success fee per tonne of stored CO2

Timing of
rewarding:

When is the
reward received?

Ex-post.
To complete the entire process and obtain humus certificates, the
project has to last at least 7 years.

Rewarding
timeline:

How often isthe
reward received?

On-geing

Farmerreceives initial paymentafter Sto 7 yearsafter demonstrating
SCC increase

- After 5 years, & second payment is made when the farmer
dermonstrates thal the humus level has been maintained.

Governance:

Whe manages
the pregramme,
provides the
reward, and
where does the
money come
from?

Managed by the Association nonprofit “Verein Ckaregion
Kaindorf"in collaboration with the Institute for Soil Research at
the University of Natural Resources and Life Sciences (BOKU) in
Vienna

Austrizn Ministry of Agnculture, Regiens and Tourism

References:

- Association HUMUS+, ({2024) HUMUS+ Model Ckoregicn Kaindorf
Retrieved from hitps fvese humusplus.at/

- CONSOLE Project. {2022). The Humus-Progrom of the Okoregion
Kmndorf Retrievedfrom hitosfconsola-projecteu/Nuevos deliverablas
AT4 _fin 2022 pd

- COW|, Ecologic Institute, & Institute for European Environmental Policy
[IEEP) (2021). Cperationolising an f.'U corbon formmg initiative: Anncxos

Case studfes Retneved from nttps ‘ ceusSites/default

public n/Z202VCarban-Farming

dies [‘vrl;

- Institute forClimate Economics [I4CE] [2019) Domestrccurbonstandards
in Europe Overwew and perspectwes Retrieved from hm

orafepecontentd Qmectic RONS

- Result Based Payments Netwark. (2019), Humus-Progrom of
Okoregion  Kaindorf, Retnwed from htipsfivaww.ropnen

auntry-infos/austriz/bhumus-program-of-the-oe r-Kanoo
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Farmers can have their products or production
processes certified through recognized labels. These
labels serve as information tools for consumers,
signalling adherence to sustainable and climate-
smart farming practices. Displaying such labels helps
enhance the farmer's credibility in the marketplace
and gain recognition for environmental commitments,
potentially leading to price premiums or other
favourable market conditions.

LinkectIn: felimatefarmdemo Fazet:oox: jimatefarmdemo - 'F’:n:ad by o
X @CimateFarmDemo YouTube: @FarmDemo ol
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Tierl

Monetary

Tier 2

Labels

Tier3

Description

In the context of Climate Farm Demo (CFD), labels serve asinformational
tools that communicate the environmental services delivered by farmers
and the agriculturzl sector to consurmers. By guiding consumer choices
toward mare sustainable consumption patterns, labels can influence
demzand and suppoert climate-conscious food systems.

For farmers, certification through labelling acts as a market incentive,
increasing visibility and credibility by demonstrating compliance with
recognized sustainability and climate standards. Labkelling net only
enhances the credibility of environmental claims but also opens up new
market opportunities for those committed to carbon farming practices.

References

- Schulze, C, Bui, S, Magrini, M.-B, & Lamine, C. (2024). Between
farms and forks: Food industry perspoctives on the futurc of EU food
Iabemng gg:olog:cal Economics, Elsevier BV, oo ool

- Glogovetan, A, Cherhes, V., & Saldgean, T. (2022). Consumer perception
and understanding of European Union quality schemes: A systematic
m'erofure review: Sustainability, MDPI AG. o o oo

I G5

- ﬁbom-Oschnlewskl 0., Abarca, M. Pierre, F. 5. R, Rosi, A, Biasini, B,
Mcenozzi, D, & Scazzma. F. [2024). Strengths and wmknossos of food
-labeﬂmg A rewew Frontiers in Nutrition, 1. fldotoraf10.3380

fnut 2024128113
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Advantages

Disadvantages

Lakelling facilitates the differentiation of
sustainably preduced agricultural goods,
enabling farmers to distingush their products
within the marketplace (Schulze, C, et al,
2024).

Annual renewal fees for certification schemes
can be expensive, especially for smallholder
farmers, and may sometimes exceed the
financial benefits gained from participation
{ADA, 2022).

To meet labelling requirements, farmers
are encouraged to adopt sustainazble and
innovative farming methods, helping them
stay competitive and aveid losing market
pasition [Tibori-Oschilewski, C., et al., 2024).

Meeting and maintaining certification
requirements often demand considerable
investment in  farm  infrastructure  and
ongoing efforts to remain comgliant, which
can be challenging for farmers with limited
resources (ADA, 2022).

Labelling andcentificationcan lcad tofinancial
benefits, such as higher prices or access to
premium markets, offering farmers an extra
source of income [ADA, 2022).

The monitoring, reporting, and wverification
{MRV) of sustainability claims can be both
costly and complicated, creating barriers to
wider adoption and scaling carbon farming
practices.

Farmers may face leng-term responsibilities if
certified practices do not delwver the expected
environmental benefits, particularly when
cutcomes are zffected by factors beyond their
control, such as adverse weather or climate
variability
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Example Labels: Demeter

Tier 1 Monetary Supportive Requlatory

Tier 2 Labels

Tier 3

Example Demeter

Summary The Demeter certification seeks Lo improve soil conditions, protect the

environment, increase biodiversity, implement animal welfare, and
produce high- guality products, ensuring that the entire production
process follows the principles of biedynamic farming. This certification
has strict requirements and is a guarantee for consumers that they
are suppoerting farming practices that go beyond conventional organic
standards.

W?o of climate Carbon removal Emission reduction | C nate coaplation
action

Appropriate for:
Whao can benefit - Farmers

from this type - Farm advisors
of rewarding )
mechanism [in the - Value chain actors

agricultural sector?)

Source of rewarding
mechanism:

Who provides Public Private Public-Private

the rewarding
mechanism?

Rewarding method:

What is the revard Action-based
based on?

Type of on-farm
action:

What is the recipient | Meeting the requirements of the certification
obliged to deliver in

return?

Recipient - Contact the certifying agency (different in each country)
requirements: - Apply for the Demeter membership

What requirements

- Comply with the “Corversion for farmers” period [unusuzally 3

must the recipient years): meet specific biodynamic agnculture standards

meet to receve
finance? - Inspection and get the certification

Timing of rewarding:

When is the reward | Ex-ante and ex-post
received?
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Rewarding timeline:

How oftenisthe
reward received?

Cngeing

Governance:

Whe manages

the pregramme,
provides the reward,
and where does the

money come from?

- International Demeter Biodynamic Standard
- Biodynamic Federation Demeterinternational eV,

References:

- Biodynamic Federation Dometer [2024) Demeter  Biodynamic
certification. Retrieved from A

- Jaeger, 5. R, Jin, D., McRae, J., & Lal. J. [2023). Consumer insights
about sustainoble and ‘beyond organic’ ogriculture: A study of
biodynamics in the United Kingdom, Australic, Singopore, and
GCermany. Journal of Cleaner Production, FElsevier BV, 0
o/ 1C 016/ wlepro 2025 1 56 744
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Example Labels: Bioland

Tier Monetary Supportive Regulatory

Tier2 Labels

Tier3

Example Bicland eM.

Summary Bicland is & German organic farming association that promotes

suslainable agriculture and environmentally friendly food preduction.
With more than 9,000 organic farms, beekeepers and winegrowers in
Germany and Scuth Tyrolitoperatesaccording to seven basic principles
integrated in its certification process. This certification process is
recognised for exceeding EU organic standards, guaranteeing high
sustainability and product guality. However, its rigorous certification
reguirements and bureaucracy pose difficulties for farmers. To support
this transition, Bioland offers training, netwerking and marketing
opportunitics. Its label covers the entire value chain, ensuring
compliance with biodiversity and sustainability guidelines.

Type of climate
action

Appropriate for:
Who can benefit - Farmers

from this type - Farm advisors
of rewarding .
mechanism (in the - Value chain actors

agricullural sector?)

Carbon removal Emission reduction | © nale sdaplaton

Source of rewarding
mechanism:

Who provides Public Private Public-Private

the rewarding
mechanism?

Rewarding method:

What is the reward Action-based
based on?

Type of on-farm - Following the seven Bicland principles:

actan: - Implementing Circular economy

What is the recipient ; 3 o
chligud to dulvarin - Promoting soil fertility
return? - Ensuring animal welfare

- Producing valuzble food

- Promoting biodiversity

- Presenving natural resources

- Securing a liveable future for people
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Recipient
requirements.
What requirements
must the recipient
meel Lo receive

Contact Bioland eV to express interest.

- Underge an initial assessment to evaluate farm potential and
readiness for certification.

Comglete on-site inspections and audits.

finance? - Enrol asa Bioland member.

- Implement Bioland guidelines and standards.

- Participate in training programs and workshops
Timing of rewarding

When is the reward
received?

Ex- ante and ex-post

Rewarding timeline:

How oftenisthe
reward received?

Ongoing

Covernance:

Wheo manages

the pregramme,
provides the reward,
and where does Lthe

Bicland eV.

money come from?
References: - Bloland (2024] Bzoland Vbrbmuchennformotoon Retrieved fram
v Diplang.os ar (3T gcher
- Bloland (2024) B:o!and-ml:hl!tmen i8./18. Remeved from
Lt WLBigan Lleadminduss _; I/ Verbang/
J1 y fuer | ..1-..:L~_._.;:_irtl_u_-ll.u A
LEitMATE
ARM
EMO
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REWARDING MECHANISM: PRODUCER PRICE PREMIUMS

Price premiums

Price premiums are voluntarily agreed financial
incentives, typically provided in the form of higher
purchase prices or additional payments, offered by
agricultural value chain actors—such as food processors,
traders, or multinational corporations—to farmers
who adopt climate-smart agricultural practices. These
premiums are usually conditional upon compliance
with specific criteria, such as low-emission production
methods, carbon sequestration efforts, climate change
adaptation and mitigation strategies, or broader
sustainability standards

Linkectn: felimatefarmdemo Fazebook: feimatefarmdemo Fndad by
X: @ClimateFarmDemo YouTube: @FarmDemo e Europsan Union

www.climatefarmdemo.eu

Fund ed by the Eurcpean Unico, Viaws and onininns axpressed are howsever thase of the author(s) anly and do not nacessaniy reflecs those af
e Puropssar Unlon or Honzon Curone Neither the Furoaeans Urian nee the granding sulnony can b hold sespoceatic lor theem
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REWARDING MECHANISM: PRICE PREMIUMS

Tier1

Monetary

Tier 2

Producer price premiums

Tier 3

Description

Price premiums refer to addtional payments or higher prices that
value chain actors |e.g. processors) offer to farmers who apply climate-
smart agrcultural practices. These premiums are not only the result
of emnission reduction, carbon sequestration, and climate change
adaptatlon actions, but may also be linked to the achievement of
various co-benefits, eg. biodiversity or other sustamablltty outcomes,
Ervironmentally aware consumers and companies  with  clear
sustainability objectives both contribute Lo Lthe increasing dermand
for agricultural goods produced in sustainable ways. Some agri-food
companies, especially those aligning their operations with climate
targets aligned with the Scicnce Based Targets initiative (SBTI), use
price premiums within their strategies to encourage regenerative,
low-emission, and conservation-ariented farming systems [Ecosystem
Marketplace, 2024).

Despite this trend, consumers still hesilate to purchase products that
come with a price premium. Concerns zbout affordability and doubts
about the credibility of sustainability claims may red uce their willingness
to pay (Lamerre, 1., et al. 2024).

References

- Pawlewicz, A, (2020), Change of price premiums trend for orgonic food
products The exumpfe of the Polish €99 market, Agricufture, MDPI AG,

||J, ‘Aol rels ) A |||1 culturcl10020035

-Network for Business Sustainability (2011) When ‘green” means
premfum—and when J(‘ requ:fesod:soount Retrieved fromi ttos dnbs
neLs H zN-qresn-megne-premiunmana-wW I‘ 2N-1t-re Qquires s-a-dis

Nt

- Ecosystem Marketplace (2024). State of the Vo!untary Carbcn Morket
(SVCM) 2024: On the path to malurlly Remeved from hitps
£LOSySte lnol|~'[.!1»f'r publicatic 18 tlate-of-1he-yvoluntary
carbon . mgrkots-sovem,!

- Lamerre, J., Orliac, E, Dupargue, A, & Hopguin, J P (2024} Rapport

final ACCUM-AGRI ADEME Retrieved from hitps floraris aden
ged/ ACCLIM_AGRI_RF pdf

Advantages

Disadvantages

Farmers can scll products at higher prices | The added price is often limited and may be
compared Lo conventional markelts (at higher- | insufficient to fully compensale for the costs
than-average market price) (Ecosystemn | ofsustainable practices (Pawlewicz, A, 2020).

Marketplace, 2024).

Price premiums programs usually provide | Access to price premiums is often limited for
support services and technical assistance | smallholders, who might face challenges in

(Pawlewicz, A, 2020).

meeting program requirements or accessing
associated benefits (Network for Business
Sustainability, 2011).

Example Price premiums: FarmAhead™ (Aria climate check)
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REWARDING MECHANISM: PRICE PREMIUMS

Tier 1 Monetary Supportive Regulatery

Tier 2 Producer price premiums

Tier 3

Example Farmahead™ (Arla climate check)

Summary FarmAhead'™ isasustainzbilityincentive model developed by the cooperative
Arla to calculate and reduce the carbon footprint of its dairy products It
forms part of Arla's broader sustainability strategy, which aims to reduce
CCue emissions lrom farms by 30% per kilogram of milk by 2020, The model
is based on internationally recognised methodologies for caleulating carbon
footprints and operates as a point-based system, where farmers earh points
by engaging in various sustainability activitics. Each point corresponds to
an additional €003 per kilogram of milk delvered to Arla. In addition, Arla
awards €0.01 per kilogram of milk for submitting data to the “Climate Check”
Lool, which serves as a prerequisite for receving the sustainability incentive.
The tool consists of 200 questions that every Arla farmer must answer,
covering five main categories: feed efficiency, protein cfficiency, animal
robustness, fertiliser use, and land use.” Each Arla farmeralso participates in a
consultation with an expert advisor, who verifies the farm data and provides
tailored recommendations for reducing CO, emissions. Small and medium-
sized dairy farmers may come under pressure, however, as Lhe model tends
to benefit from intensive livesteck farming. *

Type of Carbon removal Emission reduction | Climare adaptation

climate action % o

Appropriate

for:

Who can - Farmers

benefit from .

this type of Farm advisors

rewarding - Value chain actors

mechanism {in

the agricultura!

sector?)

Source of

rewarding

mechanism: ) . ,

) Public Private Public-Private

Whe provides

the rewarding

mechanism?

Hore Arka rarmers are resarsad tar thair sestainablity sotaries. hepsfl racemaEustainatiingthe tarmafanas susrainablity n

Cerivesrrode -t wheneeil-Uhe-incentivne-be-paid-o-atke-farrners

HAela esmmk?nupwsoo

m EUR annually for revwarding Climate sctivities on farnm tps we arks comiompargiess-and-presg 2022/

F =farla-ea
Cuirylales. Arlyy
lack ot climatz actizny

ks-up-to-SOC-meur-annually-for-reserding-dimate-actatiez-on-farmy

m\oise-aaeen fue s backe of climale acticen, hipzithanpirgmareisonabeporidardalesarlss-wnsheacreerrfom-le-
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REWARDING MECHANISM: PRICE PREMIUMS

Rewarding
method:

What is the
reward basad
on?

Result-based

Submit Climate Check data
Complete the mandatony questicnnaire with 200 questions

g:: ::3:;_ Implement actions from the Climate catalegue: How to reduce CO2e
g S emissions on your farm, frem Arla:
Vr:gaf :;‘:he - Reduction of COZ emissions
obliped A - Improve animzl feed characteristics
deliser 5 - Use of solar panels and wind turbines
return? Use of manure for biogas
* - Reduction of fertiliser use for feed production
- Reduction of fuel use
- Ftc
Recipient
requirements.
What - Be part of the Arla Cooperative
:ﬁq:tifter:‘;e"‘ts Answer a 200 guestionnaire about the dairy farm production
u
recipient meet - Meet with external expert advisor to verify data
to receive
finance?
Timing of
rewarding:
When is expost
the reward
received?
Rewarding
timeline: Ongoeing
How oftenis Monthly based: the incentive is included in the milk price only if the farmer
the reward has participated in the annual Climate Check,
received?
Governance:
Who
manages the The price premium is directly managed by Arla, Each year, the Arla allocates
programme, a portion of its earnings to support farmers who implement verified climate-
provides the smart agricultural practices. A part of the price consumers pays for Arla
reward, and Products is used to finance Lthe rewards paid to farmers.
where does the
money come
from?
References: Arla Foods (2022) Chmato Chock chort 2022, Retrieved f rom (it
stainabititvidairy
- Arla Foods. f2024) Howe Arlo farmers are rewclrded for their sustamabxhty
acbwnes Ret neved f : ¢

LIiMAT
ARM
EMO
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REWARDING MECHANISM: INSURANCES

Insurances

Agricultural insurance is a risk management tool
designed to protect farmers from financial losses
caused by unforeseen events such as natural disasters,
disease and market fluctuations. By reducing financial
risk and uncertainty, farmers can invest with a degree
of confidence in their production, promoting income
stability and resilience for both farmers and their
communities. Agricultural insurance has also evolved to
cover a wide range of risks through innovative insurance
products, adapting to the needs of the farmers.

Linkedin: felimatefarmdemo  Facebook: felimatefarmdemo Fundad by
X: @ClimateFarmDemo YouiTubs: @FarmDemo the European Unlon

www.climatefarmdemo.eu

Fundad by the Eurcpean Union, Views and onininns axprassed are howsever thase of tha author(s) anly and do not necessanly refiec: those of
the Puropsan Union or Hoenzan Furone. Naither the Furnasan Urian nee the granding sulthonsy can b hold rospoceatde lor theemn
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REWARDING MECHANISM: INSURANCES

Tier1

Monetary

Tier 2

Tier 3

\
|

Description

Agricultural insurance is a nsk management tool designed to protect
farmersfrom financizllossescaused by unforessen eventssuchasnatural
disasters, disease and market fluctuations (Aubert, C, et al, 2024). By
providing compensation for such lesses, insurance helps stabilize farm
incomes and supperts the financial resilience of agricultural businesses,
Adoptingclimate-smart practices [CSA), can reduce farmers vulnerability
to climate-related risks. Consequently, farmers who implement CSA
practices are cften considered lower-risk clients by insurers (Meuwissen,
M. P. M., et al, 2018]. This lower risk prefile can justify the introduction
of premium discounts as incentives, makihg insurance covorage
more afferdable while simultaneously promoting sustainable farming
methods. However, despite the potential of agricultural insurznces as
an incentive for farmers, their availability and implementation 2t the EU
- level remain limited.

References

1

- Meuwissen, M. P. M., Feindt, P. H, Spiegel, A, Termeser. C. 1. A,
M., Mathijs, E, De Mey. Y, . & Reidsma, P. (2018] Prospects for
agncuftuml insurance in Europe Agricultural Finance Reviow.

httEs a1 ora 10 TIORAFR-04-2018 093

- Aubert C., Arrendel, L, & Piet, L. (2024). Multiple agricultural risks
and msurance—ues, perspectnres, and dlustranon for wine-
growing. I tips ol org/] 64 150:024- 00217

Catucci A, Zaccaria, D, &Daccache A, (2021) Farmweotherinsurance
ossessment In Springer, ‘Cham, fttes/dolorg/ fQ1007/978-3°:020
706 ) 19

Bhattacharya, 5, & Biswas, B. [2024) Role of crop msumnce n

sustomab!e ogncu!ture practices: A global perspective. 10
org; OO/ 8-1-23608-07T6-3 20241006
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REWARDING MECHANISM: INSURANCES

Advantages

Disadvantages

Lakelling facilitates the differentiaticn of
sustainably produced agricultural goods,
enabling farmers to distingush their products
within the marketplace (Schulze, C, et al,
2024).

Annual renewal fees for certification schemes
can be expensive, especially for smallholder
farmers, and may sometimes exceed the
financial benefits gained from participation

{ADA, 2022).

To meet labelling requirements, farmers
are encouraged to adopt sustainzble and
innovative farming methods helping them
stay competitive and avoid losing market
position [Tiboni-Oschilewski, ©., et al., 2024).

Meeting and maintaining  certification
requirements often demand considerable
investment in  farm infrastructure  and
ongeing efforte to remain compliant, which
can be challenging for farmers with limited
reseurces [(ADA, 2022).

Labelling andcertificationcan leadtefinancial
benefits, such as higher prices or access to
premium markets, offering farmers an extra
source of income [ADA, 2022}

The menitoring, reporting, and verification
{(MRV) of sustainability claims can be both
costly and complicated, creating barriers to
wider adoption and scaling carbon farming
praclices (Tiboni-Oschilewsk:, O, et al, 2024).

Farmers may face long-term responsibilities if
certificd practices do not deliver the expected
environmental benefits, particularly when
outcomes are affected by factors beyond their
control, such zs adverse weather or climate
variability.
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REWARDING MECHANISM: INSURANCES

Example Insurances:

Tierl Monetary Supportive Regulatory

Tier 2 Insurances

Tier3

Example Currently, access to insurances targeting specifically climate-friendly
agricultural practices at EU level remains limited, largely due to
bureaucratic barriers and administrative complexity.
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REWARDING MECHANISM: ADVISORY SERVICES / UPSKILLING

Advisory services / upskilling

Advisory services are tailored guidelines provided to
farmers and landowners to enhance their knowledge of
climate-smart farming practices that promote carbon
sequestration while improving livelihoods and overall
well-being. These services enable farmers to make
informed decisions at the farm level, optimising the
effectiveness of their current practices. This includes
promoting emission reductions, increasing carbon
sequestration, enhancing climate adaptation, and
encouraging the adoption of sustainable farming
methods.

With this knowledge, farmers can maximise the
environmental benefits of their land management and
innovate across the entire value chain. Advisory services
may be delivered individually or in groups, through
various media or online platforms, often in collaboration
with agricultural training centres or research and
development institutions.

D e BRI
X @CimateFarmDemo YouTube: @FarmDemo b . A

Fund ed by the Eurcpean Unico, Vigws and onininns axpressed are however thase of the author|s) anly and do not necessaniy refle s thaose of

Jrion or Honyon Curone. Neither the Furagean Urian nae the granding sutnonoy can b bolbd snspocetic lor thaemn
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REWARDING MECHANISM: ADVISORY SERVICES / UPSKILLING

Tier 1 Supportive

Tier 2 Advisory services / upskilling

Tier 3

Description Advisory senvices are support mechanisms provided to farmers and
landowners, empowenng them with knowledge to reduce emissions,
sequester carbon, and adapt to climate change. This knowledge enakbles
farmersto make informed decisions, optimising the effectiveness of their
current farming practices while promoting emission recuctions, carbon
sequestration, and climate adaplation. Az a result, larmers can maximise
the environmental benefits of their land management.

References - AgripelicyKit (2024). Instruments: Public and privote sector agriculturol
aowvisory services. Available at; nttosiagripolicvikit net/en/instruments/
public-and-private-sector-agncultural-advisory-services
- Barbato, C. T, Kimble, B, Heikkinen, J, Rickert, B, Chabbi, A, & Zomer,
R. J. [2023). Former perspectives on carbon markets incentivizing
agricultural soil carbon sequestration. nef Climate Action, 2{1). https
doiorg/10.1038/544168-023-00055-4
- Buck, H. J, & Palumbe-Compten, A, (2022). Soil carbon sequestrotion
as a climate strategy: what do farmers think? Biogeochemistry, 159, 153~
169. httos:fo0i.org/10.1007/510532-022-00948-2

Advantages Disadvantages

Farmers gain a deeper understanding of Evenwith the right information, farmers may

climate-smart farming practices, enzabling not adopt new practices due to financial,

them to make decisions that are both cultural or infrastructural barriers (Barbato, C.

environmentally and economically sound T, etal,2023).

(AgriPolicyKit, 2024).

Access  to  up-to-date practices and Requires sustzined investment in training,

technolegies helps farmers experiment and infrastructure, and delivery mechansms

innovate within their farming systems (Buck, (Sulaiman, R, et al, 2018).

H.J, et al., 2022).

Can be customized to local contexts and Cnline platforms may not be accessible to all,

delivered threugh varicus formats (in-person,  especially in rural or low-inceme arcas with

online, mobile platforms) (Rarbato, C. T, et 2l, limitedinternetordevice access (AgriPelicyKit,

2023). 2024),
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Example Advisory services / upskilling:
OrganicAdviceNetwork project

What is the reward

Tier1 Monetary Supportive Requlatory

Tier 2 Advisory services ! upskilling

Tier 3

Example Organic Advice Network project

Summary The OrganicAdviceNetwork i a Curapeaninitiative aimed at enhancing
the knowledge and skills of organic advisors to support the transition
toward sustainable agricultural practices. The nitiative seeks to build
a netwaork of 1,000 organic advisors across the EU and neighbouring
regions, fostering knowledge exchange and collaberation between
expertsin plant preduction and animal husbandry.
The network offers training programmes designed to strengthen both
technical expertise and interpersonal skills through a combination of in-
person workshops, online courses, and practical learning viz farm wisits,
Furthermore, it explores financial mechanisme and business medels to
develop a robust framework for adgvisory services in the crganic farming
sector.

:deor?f climate Carbon removal Emission reduction | Climate adaptation

Appropriate for:

Who can benefit

from this type Farm advisors

of reavarding

mechanism {in the

agricultural sector?)

Source of

rewarding:

Whe provides Public Private Public-Private

the rewarding

mecharism?

Rewarding method: | Advisors in the CrganicAdviceNstwork project receive training in both

the technical aspects of organic advisory services and essential soft
<kills. In additicn, knovledge exchange among network advisors is

recipient obliged to
deliver in return?

based on? actively faciltated.

Type of on-farm : 3 Sy - L .

action: Adviscrs receive training to strengthen their competencices in erganic

R, advisory services and in guiding the conversion from conventional to
atisthe

organic farming. This leads to more skilled and effective support for
farmers.

.
c=

REWARDING MECHANISM: ADVISORY SERVICES / UPSKILLING
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REWARDING MECHANISM: ADVISORY SERVICES / UPSKILLING

Recipient . ) : ‘ ,
requirements: The OrganicAdviceNetwork is an open network, meaning that advisors

] from across Europe are welcome to participate in project activities.
What requirements | However, only those from countries where the project has partners,
must the recipient affiliated entities, or subcontractars are eligible for reimbursement of

meet to receive travel and subsistence cosls.
finance?
Timing of
rewarding: ’ . ;

% The Project takes place from April 2024 until March 2028
When is the reward
received?
Governance: - OrganicAdviceNetwork isa Horizon Europe project funded by Lhe
Who manages European Union and the Swiss State Secretarist for Education.
the pregramme, - The project s coordinated by IFCAM Organics Eurcpe
provides the reward, (International Federation of Organic Agriculture Movements),
and where does the M total of 18 project partners, 7 affiliated entities, and 7
money come from? subcontractors receive funding through the project.
References: - IFOAM Organics Europe [2024). OrganicAdviceNetwork project: The

first Europe-wide network for orgonic advisors. Availzble al: Hitps))
www.organicseurope bio/

- CCRDIS (2023). Reaching 25% organic farmiand in the EU by stronger
and better-connected organic advisors and organic advisory services
[Project 1D: 10M134850). Available at: hitps/icordiseurcpasu/oroect/
1d/107124850

- Kuehne, G, Uewellyn, R, Pannell, D, Wilkinson, R, Dolling, P.. &
Ewing, M. (2019). Key social processes sustaining the former advisor

relationship, Rural Extension and Innovation Systems Journal, 1511},
20-29. Available at: httpsffenestras.ecoblndeg18)onslogin/ido
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REWARDING MECHANISM: SOCIAL REWARDS

Social rewards

Social rewards are intangible benefits that farmers can
gain by adopting carbon farming practices. Based on
cultural and social contexts, these benefits strengthen
bonds between farmers, facilitate knowledge-sharing
networks, and promote social recognition of sustainable
efforts.Additionally,practiceslikemaintaininghealthysoils
can improve landscape appeal, fostering opportunities
for rural development and agrotourism.

Linkecin felimatefarmdemo  Facebook: feimatefarmdemo - ;'::.., By o
X: @ClimateFarmDemo YouTube: @FarmDemo 10 ELropaan Union

Fund ed by the Eurcpean Unico, Views and onininns axpressed are hovever thase of the author|s] anly and do not necessaniy reflecs those of
e Puropssar Unlon or Honzon Curone. Neither the Furoaeans Urian nee the granding sulnony can b hold sespoceatdc Tor theemn



Project Number 101060212

om

>

cX

132
































































