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Real Option Study on SME’s Fuel Switching
LR EIR  Offset Project under Emission Allowance Price

Uncertainty

Jaehyung Lee”

Since the emission trading scheme (ETS) was launched in 2015, the
stakeholders in the carbon market have actively found the offset
project to secure carbon credit. In this paper, I developed a
investment decision model based on emission allowance price
uncertainty for fuel switching offset project. As a result, it is found that
the fuel switching project contributed to SMEs' reduction of greenhouse
gas, but the optimal investment threshold(p") is different depending on
the type and price of fuel before the project. If the fuel cost decreases
after the project (switching benefits>0), SMEs will immediately invest
in the fuel switching project regardless of the emission price
uncertainty. On the other hand, if the fuel cost increases after the
project (conversion benefits<0), p  is higher than the spot price,
indicating no economic feasibility. Therefore, in order to revitalize the
fuel switching project, not only the initial investment cost but also the
policies such as fuel cost support should be adopted. As a fund for
this, the auction revenue of the emission allowance could be used.

Key Words :Offset, Fuel Switching, Auction Revenue, Uncertainty, Real
Option
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