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A Monte-Carlo Least Squares Approach for CO, Abatement
Investment Options Analysis with Linearly Non-Separable
Profits of Power Plants

Hojeong Park*

ABSTRACT : As observed and experienced in EU ETS, allowance price volatility is one of major
concerns in decision making process for CO, abatement investment. The problem of linearly
non-separable profits functions could emerge when one power company holds several power plants with
different technology specifications. Under this circumstance, conventional analytical solution for
investment option is no longer available, thereby calling for the development of numerical analysis. This
paper attempts to develop a Monte-Carlo least squares model to analyze investment options for power
companies under emission trading scheme regulations. Stochastic allowance price is considered, and

simulation is performed to verify model performance.
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Z2E7t OIREE 71T LTS 24TtA HEFX SN O ZHIFIER FAXSH

. M 2

[—

(o]

247 AES 91T AAA e RA 2015EHE EuRtol A= silEdA
AL BAH R e olrk shader BEe] AT HAYER BREs
WEAANAE QA FAlol vis) LAVAS g GTHOR Foli e
2 FEuy 9tk Wallace and Oates, 1988). FA|5l= vle} Zro] uvj&HAZHA L]
Fa3 75 5 shve 2A47S AEEAE A3k dlof dleH, 58] v
o} 2A7EAS F uE 0] oF 25% WelE AFAIsAL ol AR Y TEFEA o
o] 2 Aoz 7|t

24 200537 A3 E Q)= EU ETSoA A3 skl
7129 MEAL LAVIA TR AAAH oA Alds] Fast HER 9
AL Qlek wiEH 7HA 9 HEA, Be A B4 gAa2E U7 |
Solek whehi] 22T B A T B 2409 719
TelHel ARE AT 4 U elaa welel Bask

oju] AT 2 =o] oA Holl 2ietstol vigd 7H4 9 S2dAdE 1Y
e}

i

, £3] B2}9] H|7}9A(irreversibility)
Jolgl= & 714 7|9EE SAe R AE-3AH(real options) W
29 835} ?VIE](D1X1t and Pindyck, 1994). 0|5 =F-& YA Fof sHAste] AF
HEH, 27] =5 H“ﬂ“ Herbelot(1994)= 2 d=2 o] 548 vi=d 7t
A EEAE SAlol Hhgste] SRR TR E
Skt EU ETS &1 |5 HiEdy; d=igt Al glolE7) S4=HA, viEdA
A st M) FHEA A7 Hop AFEAQ] WeFo g A/E Qlck IEAQ
Xl% gtofl o] Fo1%l Yang and Blyth (2007) °EFL% Hi=d 7H4 9] WeAde aest
11, Yang et al. (2008)& Hj&H 7[AHTh= 2EF o7 3PN BIHA A o]
lflt_l-?ﬂzk}sq EXLd 71A]o) v|A]= gL —E—_,él- t}. Szolgayova et al. (2008)
HANEAE Astshe BAolq Qo] A A safety valve) A W1ET 74T
AL EAE 73% SFAOIA Y] SRR AR 7|4RAe) AR NS
2

A5 thD Park and Lim (2009)& AFEEA 25 o] &alo] WAool A A7

oA B OR B

o



1T
I
2

vl = AT &, 4 E29] COo, A o7l 3 B AA R
o2 BXA3]% ) Hieronymi and Schuller (2015)= CDM Aol 4] ¥l &)= sCER
(secondary Certified Emission Reduction) 714 9] E3FAA o] 22 o 7}A5=dr
A SEdel BAZA 7S E48kL itk

S AR, 93 4(2005)> HiEH] o]Ho] 38F Ao viEH
7ol Fexo] EAEHE 498 Telstel, BRAA BHEAL AREH A1
o 44 FEBQ010)E AASE TEiT CDM ARl B
= 9i5) CERS] 474 Waprlde 42gd slves 24sst. o5+ 471

01D o] CO, d5ti¢tezA SATIAZYAY7 s sk

—

9fat A8

Hol 7148 BT WHLE GFE WY HRLEIL Ao Ut HL
NRstol olie] 7} G4E AgUTH: HelA, 7IE At AR M Y
%S Fath iR nel EojAl el A FHIRE ALTFAS Hols] ufie]
Hemulpg e wHsEe 2ol JRssih v, CO, B e BUs] o
2ol A Azt opd WA AN AAHOR RS +UT Bast
e,

AR wiEH o] &bt el E7HE A9olls, AR g 5
78}t B 2}e- 7-7(geometric Brownian motion)& =3t} st Ele, XA
7}A-& Dixit and Pindyck (1994)0]4¢} 22 1442l WHo 2 BANFE &g
$7F qick fjAl, S8kxEH(finite-difference method)o| ) EH|71E2 7|H(Monte
Carlo method)¥} 78 4=%|3}| A& 2] HHo| o] &= 4 Qlt} Gahungu and Smeers
(2012)= WAL AGALRrol A AkZe] Ee &7t A= 75k, A
Aol LAVE= W] AlA §Hx(basis function)S Z|AASHOR FHT I o]

2 ARSI =2 240 Zasto] BAE 97 A4 YAVAL AN

1) Szolgayova et al. (2008)0] SJ5}, AUA|A WL 204 F1ZAko] FojxE 28]2 LAsA 7
ZEAT) 7} AS|EE, A S0 MEAS 2ol BAEAS 2ANIE Aow et
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Z2E7t OIREE 71T LTS 24TtA HEFX SN O ZHIFIER FAXSH

WS Feloich oloh 2o Mol g ol B4 e olalsl $3e)
A 718 AAE A3t Longstaff and Schwartz (2001)9]] 7] %3}l it

W emo] BHe eaba 745 AT A9 4 WG dHse] ARLRst AR
AAE WHARS] TN 24T ARTEAS FATIAE Atska, wiEd 7HE
o] E3RAA)S sl HeE 28 /sl 9] 9tk Longstaff and Schwartz

(2001)2} Gahungu and Smeers (2012)0]4] 2] HIHEL 0] 85}E], o]t= ApHE A

27k WEUANA A daol Bl WaAe] Ak gERAe) 4EEA

S BASES Sit). 2ALA BEEA] AAAS ST 5 Qe 22olAe b

=4 7H, & FBAY dAVHEE ARES] fls 2EHPEER ARG H(MLS:

Monte-Carlo least squares) 7|H-& A7[gtc} o]ojA A&, AetsieidbdS talo
a?

2 7HHQ $A S Bgsto] MLSOIH 2] QAZIAS 2F Mg v, B3}

o] 4L Tt gk ARAAE B stz Behush Ao, Rel®
= Afe] SAZLA PEEALY] ABEH BYS ANGES @
Z e

Ry
dEE A=5FAE AEE o o e A wied

[

AlEEoldo] viEe Fil Qe ZH7ERE 7S Rl Hlsl Ao
Z]5(curse of dimensionality)”o]] @ F3FS Wh=th= oA 2T AE3AH = =
serddol g Z8H vk EHER Aol S AEs] SRt &
118Z 7jEh Broadie and Glasserman (1997) 5 thro] =Roj|A] F123] ATy
AL B7jHoz AAE A7l= obi2l7l Ao gt Longstaff and Schwartz
(2001) o]3-of o]Fo%th Gamba (2002)= o] 7o) AELAo] BiA oz E4)

3l A9-E 185H7] Y9f Longstaff and Schwartz (2001)9] &1e]&52S 24, 4

$ahsict
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VAR oS NE s KT TS e YT, Aselsel 1 7
ol T2 W, AP AT TN E R & Ge) o S,
Nk Mg, ks WA AT A9 7] j=1.230% $Fd 4 ek Byo|

=
q AMgEHe 2 Wt e <E 153 2ok

W 327 89 W 327 8]
» AG7H4 (YMW) c AuE (Y/MW)
q g (MW) 0 CO; HiZA4> (ton/MW)
a ks h = ol
e R m(K) A&
K ALPAEAE s =47+ (f/COxton)

&Y 7H4E dvbgoz 4Eed Baolq 8sHs nteh Zo 7]stebd vet

ds(t)=as(t)dt+os(t)dw(t) (1N

715}8+4 Beke alyoln g wijEd 7149 2718 a9t o= Al7to] Tl Bl
IR0 H, dw(t) = S E(Wiener increment)S UERHCE o] H=E2 &
A7IA AEFAY] A FES 5= e A AATHE s*E ARESE d 54

T AEg7]so] shud A-ehd, o tof EAek=s HhHALS] HEdulaqle
(p—c)gE At A FAste, wiE=F 0¢ol4] TS H(grandfathered
allowances)l} Xﬂj]'o o Xﬂﬂiﬂ' h:9q—a—g7} (+)O]‘11 h+ HH%“ ?‘”H‘j’kolt‘:]a
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V(S)Zmax(,,(p—c)q—(ch—a—g)s—m(]()a2 )

4 @) S99 A HA G ARBRSYS ulatth F iR G e v
(h>0) A 49Uk < 0)& LERUTh. m(K)a’ = SA7kA A7) 82 hehies.
o}| &(multi-technology) 2] Z-S-eli= HA| 717k tol] AHA WaAe] F7HxE &
Qgo] p Fold uf chewt Pk,

Wis (t)) = /OOO _;J [(p; =), = (050, a;— €)s (1) = m(K)a} [ e " Q)

()ollA Bz upet o, o] &7t AR Aoz FeEariRt A& & 4= Sl o
T, =2 Iesy] flste] APAEAE K HWAY 7t §FeRE A9
stH, AlE Uetlle #7] t= Aeftes itk 9 V& uioh npiviAz 2

7IZE toll A A v 7|3t ol &2 SHiskele Mg S Bl E ¢ e
o), §FS 2% AR ()9 AFES wiAISH] A o < K% a =09
54 Alofo] Basieh WAL ZRARE 4 (3)o] HiEd 7HA 9] gHEE Rl (1)
of FaFe WOHR Ito’s lemmaol oJsf (3)& A7ishd okt Aok

pWi(s)= Z [(pj*cj)qj*(ﬁqu a; *e)sfmf ]—&-us Ws+—a s Wss (4)

A RAIA A A SRS Fls) ekl BIIBHA, pF(s) = pus Fy+ 0*s*Fi
xit and Pindyck (1994)o| A 2 &2l dje} o),

Di
= £ Fs;K) = A( K)s? 82 Zo|xn, ol g SxpupAlAlo] B2
Fohs BN o= SN oz o (5)9F Zth
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5= (l_ L)+ (L_ ﬁ)_ 20 o (5)

ARy SRRt RA, ofdol F7h2 =YEL 4274 (boundary
condition)}& & ] & 4= Qith EX7) 3 Hof o]Rojx]= U3 EXHlumpy
Brole w85 9ol A= YeRARL ARk K2 A
ZH(infinitesimal increment)S 3|-8-3l= 7 A|A| o] FA|(barrier-control problem)
B85 s AAZE Kol A8 Fake 7] el A(K) &2 E7IRI:

SlolA] AAE Bre} ol WA Auiat BA} J= 19 Balv|4E HAE 4
Sole A AT HAAREL 129 (oF (K), K*) & FAloll ot BAgolAl 7}
Ak (45 e o) @A vnd 274 522 % ok ol7IE A 2
o el 1 Ane AAekE Tt 2o

investment) Y

o

Wi(s; K) = ; —(9q—a—g)p_u

(6)

HA7|& SN E (6)T Fs) = A(K)s 7} ZOV]?‘; H]-80] moRtE A9
= FAE 3 - YA 718 =22 st JANTTE A(K) S T F Az
.]

A (K)s” = v W(s;K)— Inv 7

BA'(K)s" ' =V o, W(s;K) (8)

7} 9 2] %7 (value-matching condition)2] (7)ol|A] A'(K)s’= 2AI7EA A 7HS

2) AR Eo] T3 Zhao(2003)S 23 4+ ek Zhao(2003)3= W& A A At o] 1 Tl
i Ao 2 ik PHolN BAEAS] /1A S AT 51%ch Park (2012)3 Zhao(2003)] &
2 ujEU o] o] /M5 A2 Sto] BATALY SHIHE B4 Blct.
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)t Bl 31A-8-A 7} (marginal option value)o]n], $H¥Q] v, W(s;K)= &
7t AR Y] FAVIAIE HERHE (8)2 (7= sol dis Hu|det A=
(smooth-pasting condition) ©. 2 4], BEX}-2-40| JAIE]R| o= L7t A SJALE] = -
ko2 o] B AAIHL 9Ja Bast 270l walr&e] Feol ()T (8)
o BHEIZF ZARORN, BAS St HHUANNY 5+ F wlmA GolshA 18
% gk

st = 29] Tl4e AH ALolE (0 (K), K)o 2 59
= 7] "o, (6)9] 22 WAAe A4 A = A]
obeffoll M= AlsA Al ®Eol Qs HAUAA s* 5 F-5)
=

S R T2

Howm T3t
i

B A4t

o

(EBH7ER A% duEE)

i) W& 7t gt N9 AAY RS Atk 27] 7HELS 50) = 5,
748 p, WA o5 o83t 7]3leke Hake 314 (DA t = 1,..., T7H4]
AT RN, S5O Nx T FEL 3t

S]"] 8172 cee SLT
S91 S99 ... S

§9= | 521 522 2, T 9)
SNi1SN2--- SN, T

ii) T2k SAZHAR] (K) = v  W(s; K) 5 T3k

a. §50) 7 AR s,,, t= 1, T T3l o 717k0] o* (1) B F517] St e
o] BleH Y A BAE T apgolq BtieA] 59 A S A4k,

Lzmaxa(p—c)q—(Qq—a—g)s—m(K)aQ-i-)\(K—a) (10)
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b. & =01, m(K) =mKY o, AZXAANAN s —2Ka—A=0, AN(K—a)=0
olH®, FEA 2NN a= KOl s—2K°= ), B a< KOH, A=0

)
A&

[¢]

[}

AT

s

N

.

c. A H4E o]gsle] ¢, (K)E it
T
()= Y Ne (11)
t=1

d. %’M (@), (B, (©), (@) TAL BE i=1,..,No| T3] ¥k S5)u], 27]
B 5% Delste] (Dol (-0)7HA 9] BAL g=1...., GuHE vhEsto] of
o Haghe Tk

N
5°K)= Yu, (12)

iii) 7 714 je ol sl 73 B(S k)& okolA gelsi uﬂoWA ol o

o) 2e7ER et HARATORA, SAASE 2w
o))
b K = | VN S () (13)
B:0K]

L,(s)= oA A Fhpoln, ¢ = 4 tiido] H= AleE UEhdoh HojA A
32 = Longstaff and Schwartz(1991)9} wlzb7[X|2 A2 t}dkA](Laguerre
polynomials)& ©]-83} 71}, Miranda and Fackler (2002)¢} 72 AH|A|Z t}al4]

3) Wkl oju] & 2714k s

o0& o1& ol (d)2] GAE A= 75tk
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227t OIREE 71T YA 24UIA ZEEX S A7 ZHIFIER ZAXISHE

(Chebyshev polynomials) T+ Gahungu and Smeers (2012)7} o]-83F A& 4] 5 ¢}
& A AT 5 ok o Aol HAARE 227 = 7]%@ o2 AH|
Al A9 tdao] fARE 25 27] dlwdl s* 9] 34 2= A9 T

o A<
Ae o 4 e,

e

EAZ g3H4))
Ly(s)=exp(—s/2)
Li(s)=exp(—s/2)(1~s)

L,(s)=exp(—s/2)(1—2s+5/2)

L,(5) = expl—s/2) S (she) (14)
(A¥IA T o514])

Ly(s)=1, Li(s)=s, Ty(s)=2sT,(s)— T(s) (15)
(A8 432

Ly(s)=1, L(s)=35, Ly(s)=3s (16)

A (K)s" =9(s,K)— I = ¢y +c;s + cys® — 1, 17)

(s, K)

BA' (K)s" ! = 8¢8S = ¢yt 2¢,y8. (18)
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R(s):006_8/2+cle_s/2(1—s)+026_s/2(1—25+52/2), (19)
/ 77& —s/2 *s/2(i7 i) 3/2( 75_27 i)
R (s)= 5 € +ce 55 + cqe 2s 19/ (20)

== o
H Ht3] A2 (mean-reverting process, T+ Ornstein Uhlenbeck)S w2+= 7
o= FARE W o8 B2} QIAZFA s* & 4RSS 4= ek o, FATHA] F(siK)
9] 3= o o4 A(K)s" 9] Fej7} obd, o] 2 vl Av WA A)(Kummer equation)
2 3] Y= 4= =4, AAISE Fo] 742 Dixit and Pindyck (1994)4 Saphores
and Carr (2000)& #atshd =k

Hyol E o IS HiEd 7H o= drhd o) Eede =Uske A
2z 7hsstth AE Sol, FRPREHolA = 7 7l oo EEI o] =dE AF
A e] A ditabgo] Stskal At edf AefAuk AlEdol e 7|25kl

U= ZHIREE 7oA e HlalE golstAl HId 4 Utk

o HoA= oA AN EPe vige s, WY

of 2AVIE YAZHY s* 5 AbEshe AlEEolAd &

& A AAstES sk

=z ]
L3 =
NS SO RN
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2227} OIRE4E T WA AUIA BER S o1 RHIIZR HAXISH

. YHHE £X} LATIAZEAS 2t AlE2[0|M

DN

ol A= ShollAl AAE P ol-gste] M, A4y, 7k~ j=1,2,3% 7}
& AAE ddeR A dAVE S EASES itk AlEdold &
WA Y gkt 2A7FA wjE& EEE Park and Lim (2008)0] 4] 2] &4
Jotoict Aekste S W85 2,000MW, CO, HiEE-2 400
[¢]

oY tlo St rl
o 0 oq
o N
i3
N

=
ol
2N
s
rx
o
ol
=i

o 2o oo
ri
lo
i
N
N
o
ol
ok
8

o
)
S
=]
<
=
(V)]
S
=
Q
S
g
5
filo
N
N
oX
ofr
ol
R
Lo T
E

obAl oA HiEd 7H AR ARTE 573 FHEEA o2 UAR EU ETS
o wiEd 7He ol 8stE, 27IdAll e =y sEd7 Al A E Al
st7] ¢l EUQ| 2 7HA R euete] 194 7|zt sid== EU ETS
Phase I9]4]9] 714 ©]83}tt 200510 EU ETS7} SHaIHA] upa] UEo] F24
SMIPO) AIAY 7Hol GeHE AIVIE ALY 2art Sk

(T2 1) EU ETSS| 20088 2717 X0| (9] 22)

* T ! ! !

30

]
23]

20

EU ETS 2008 31221

i i i i I i
50 100 150 200 250 300 350 400
2006.1-2007.8

4) CO, ¥} Z-E W27 4(ke/ TOE)o] 91 2(TOE)E &3t 7| 4 © 2 Tierl 7)22] IPCC 7}o] =atel b4l o
2 2Egl o, AE o] 4 BHo|7] ujie] A7) shelud o] AEee ofu]at|i opth.
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1T
I
2

<% 1>9] 2006 1€5E 20079 129712 7]17F Sk 2008 Ul AE7HA
712l 82 VM WS ST TRl A5E 913t ADF(Augmented
Dickey Fuller) H|AE A1}, #doALs —2.0274, 12} 2FEo| A= -16.8912Q1 AC
2 Ueht 715184 Heke 3PS AFRSE 4 9l Ao & Sl tHAAA = 1%

GolFol| A -3.4468, 5% G-o]4Fol A= -2.8687, 10% o)Al —2.5707
ofth).

<% 2>= A= 41,=0.0001, 0 =0.0343 2] u2lu]g|E o]&3sto] Yaz|Z2]
(i) SAIA BAS wiEE 7] Azl s(t) = syl o 057 o] N=100 7}
T YRS HofFa QUtks, =179 7& A8).

o

Jﬂ r

(a7 2) s(t)2 AZ0lM (1= 0.0001,0 =0.03425)

&)

s'(t) AIS 014 (S B

07 i i i i
0

50 100 150 200 250
AlEI0lE D12t

5) 2007l] EU ETS9] 16| ARglo] a8 ke 20079 BE71A0] 70] 0 4202 Woj# 4 A4 4=
Az go}7o] 2Tk} o], 2007 AL Al 2008 WEFH2E ALg Tt
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227t OIREE 71T YA 24UIA ZEEX S A7 ZHIFIER ZAXISHE

7ok SAR HHAR o* 9t SR 555 Aok szt Matlabe]
fmincon ]88 & Nx T AGFI S5 Ao 72 5 Uk AlEd|o]
Mol AHgE A AT HAE 8L AEVANAS Lefsto] Ykwh 7| EOE A
g A, 77 ZH2F (110,60), (130,90), (150,110)e.2 AAs)ct. 223l A7F
FolE 5%S AT 1) o2 Y TR ATHFolof ek,

ofd) <1 3> 7= 250714 7|7k Bk A Bao| Mt HEH 1AL 7%
=28 23 ALY o* 5 BolZch Bl ek
SEATE A (1Dl H mke} o] 2AA7dEe A4l 3@@%0 $i€ %
kS m|AR| U= AL o £ Qth

w1 A=

O 3) 7IE FXMLE o (VIAUTL| BR)

HEUEZ ) A EY0IA

100 150
AEYlolE 12t

<39 4= 7 R S 7ol disHe A-AEE o S HoFs
dl, &l shzol Al mek AR Al Z7Bks AL Fele 4
6) 554 ACK el A5 Ao ) G A Gk 0= K 0209 25 A Mol
A= [1-1]', b=l 0 & oj3jo] fmincon®] §Ho] EFAG. o714 I A2 25l

s UrEPLH—Eﬂ *lgﬁﬂol/‘%ﬂ*% 90%E A3 Ar
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08 09 1 11 12 13 08 09 1 11 12 13
&3 Ot st) &3 21 s(t)
it

A Z2F 500MwW, 302t CO2ton

2 2 2F 900MW, 502t CO2ton

038 09 1 11 12 13
BHE A 214 sit)

e BEAER Hads SFEH0R AR SANE TAHoR 24
T (N3 ®)L ol83te] a*oh A (k)5 AEHER Ttk olF 98 oIy T
o] A Ae] BEghs Ak ohge, olaatdeld Helrksd e
5909 (p—c)g AT A ol dha) HolAl s AT 2 8ste] Bertea
SRR AE Sy

<# 2>¢ 2 AEdold 2YE HoFed, 4 v Aok dlE S0l A
o sleurs ,] 4o e ThAle ALIHL T, ¢ = — 12.2862, ¢, =31.1575,
¢y = —38.34910] ko, o|& o|g3to] FALY YAVAS 3k HH%%J_ L

]_
7}A0] 10,829¢1Q1 A o& UrEPdE}. s07} 10,0009& 1123t uf &
FA7E & AdEol: AAEE 2 AoR AT 4 qlrk ojeh T éﬂ% =
H7ER 2aAsS S1RE HloAl: g AMMZY AF taf4or 285t
S o= upRbR|9l Ao E yEeRgtth

900MW fILo] 7pAshE 92 SpAI2 thgha] o] 18- Alefl AA7HA] 16,313
o, AuH Izt Y T o] B f-olls 14,0509 024 HfHts 2 FEo 2
Lrebsth
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22|27} 0|RB4E JH LAY 2AJIA RER BN T BETISR FAKSY

3HH, 2000MW Hio] ¢A7F 4wut COE &R E 22 Ausige gA=
CFAloll A 49,4049, T1 &f AB|A|zet A ollA= of 16nhdtiot 177t o] A
g}

G5l =S YAZFAC] AEEol, SAZRA PHEAY ARl B WAL 13
W ROR HrPELhIY
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