
COP4 IN BUENOS AIRESCOP4 IN BUENOS AIRESCOP4 IN BUENOS AIRESCOP4 IN BUENOS AIRESCOP4 IN BUENOS AIRES
EMA officers and members formed a delegation, held a reception and press conference, and staffed an
information booth at the COP4 held in Buenos Aires in November 1998. EMA now holds NGO status and
will be participating in future meetings. EMA members will be invited to serve as delegates at future
sessions. Information on becoming a delegate will be e-mailed to members as it becomes available.
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EMISSIONS BROKER,
NATSOURCE, INC.

GUEST ARTICLE

1998 has seen unprecedented price swings in
the SO2 emission allowance market, from a
low of $89.00 to a high of approximately
$215.00. With extreme price swings now a
reality, hedg-ing against these price swings is
more necessary than ever. This in turn has lead
to an explosion in options trading in the SO2

allowance market. The following describes
several practical exam-ples of how buyers
and sellers can use options to hedge their
price risk. However, since some of you may
be new to options, let us review some option
definitions.

Option:  An option provides the option
buyer with the right, but not the obligation,
to buy a commodity at a specified price by a
certain date.

Option Premium: The price the option
buyer pays to the option seller.

Strike Price: The strike price is the price at
which the option buyer has the right to buy the
commodity.

Option Exercise Date: The date the op-
tion buyer has the right to exercise the option.

Continued on page 5...

We’re Going to San Diego!We’re Going to San Diego!We’re Going to San Diego!We’re Going to San Diego!We’re Going to San Diego!

EMA is heading west

for the 3rd Annual Spring Meeting and International Conference.

The meeting will be held June 14-16, 1999 at the San Diego Mission Valley

Hilton in San Diego, California.

The hotel is minutes from the airport and all the attractions and fun San

Diego has to offer. The expanded meeting format will allow for both a

domestic and international focus on emissions trading.

The meeting will commence with a networking reception Sunday evening

and conclude Wednesday at noon.

So mark your calendar and look for the program and registration package in

early March or register online at www.emissions.org You may want to visit

www.sandiego.org for area vacation and travel information.

EMA Board and Officer ElectionEMA Board and Officer ElectionEMA Board and Officer ElectionEMA Board and Officer ElectionEMA Board and Officer Election
The EMA Board election was conducted by mail in advance of the EMA

Fall Meeting. The elected candidates were Daniel Chartier, Mark Perlis,

and Carlton Bartels. Over seventy-five percent of those eligible to vote in

the election did so.

About the new Board members...

Carlton Bartels is Managing Director at Cantor Fitzgerald Environmental

Brokerage Services. EBS provides brokerage and consulting services in all

national emissions trading programs. He has promoted emissions trading

through dozens of articles, conference talks, testimony before the U.S.

Congress and White House Climate Change Task Force, and as EMA

conference Program Chair.

Daniel Chartier  is Manager of Emissions Trading for Wisconsin Electric’s

SO2, NOx and GHG trading programs. He is principal co-founder and

served as President of the EMA, and serves on EMA’s Emissions Trading

Education Initiative (ETEI) Work Group. Dan holds a B.S. in Mechanical

Engineering and an MBA from the University of Wisconsin at Milwaukee.

Mark L. Perlis practices energy and environmental law with Dickstein,

Shapiro, Morin & Oshinsky LLP in Washington, DC. Mark specializes in

electricity industry restructuring, and SO2, NOx and international green-

house gas emissions trading. Mark chaired EMA’s Spring Conference in

Emissions TraderEmissions TraderTHE

A Publication of the Emissions Marketing Association
Serving the International Emissions Trading Community

○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○

611 EAST WELLS STREET
MILWAUKEE, WI 53202

May, 1998 and is Vice-Chair of the American Bar Association’s Special

Committee on Climate Change and Sustainable Development.

With the election, Lynda Clemmons and Wes Miller  take their leave

with the appreciation of the Board and staff for their time and commitment

to EMA. At the conclusion of the Fall Meeting the newly constituted Board

elected officers. The officers for 1998-1999 are:

Dan Chartier, President

Andrew Ertel, Vice President

Gary Hart, Treasurer

Mark Perlis, Secretary

Also serving on the Board are Russel Gillespie, Leo Meyer and

Carlton Bartels.

ema

See you in San Diego!See you in San Diego!See you in San Diego!See you in San Diego!See you in San Diego!

EMA Mission
EMA was founded to foster market-based trading solutions for environmental
control. EMA promotes the advancement and application of policy and regu-
lation relevant to market-based emission trading systems. EMA encourages
and facilitates information exchange among members and other professional
and technical groups, and the public. EMA provides programs in education
and training to improve knowledge and skills of members and the public.
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...From Page 1

There are two types of options: call options and
put options.

A Call Option:  gives the buyer the right but
not the obligation to buy a specified number of
allowances at a fixed price on the exercise date.

A Put Option: gives the buyer the right but
not the obligation to sell a specified number of
allowances at a fixed price on the exercise date.

American Option: An option that can be
exercised at any time prior to the expiration date.

European Option: An option that can be
exercised only on the expiration date (which
is the standard for the SO2 emission allowance
market).

THE RIGHTS  AND OBLIGATIONS  OF THE

BUYER AND SELLER  – CALL  OPTIONS

Buyer: Entitles the party to buy allowances at
a predetermined strike price on the expiration
date. This position would be taken by natural
buyers who need to hedge their price risk in case
of rising prices. Risk is limited to the amount
paid for the premium.

Seller: The party grants the right to the buyer,
and collects the premium. The seller has the
obligation to sell the allowances at a predeter-
mined price, at the discretion of the call buyer.
This position could be taken by a natural seller
who is satisfied by the strike price, and is using
the option premium to maximize the value of
their excess inventory.

THE RIGHTS AND OBLIGATIONS  OF THE

BUYER AND SELLER  – PUT OPTIONS

Buyer: Entitles the party to sell allowances at
a predetermined price on the date of expiration.
This position could be taken by a natural seller to
hedge their downside price risk. Risk is limited
to the amount paid for the premium.

Seller: Grants the right to the buyer and
collects the premium. Conversely, this party
has the obligation to buy the allowances at a
predetermined price at the discretion of the put
buyer. This position could be taken by a natural
buyer who is willing to purchase allowances at
the strike price, and is receiving the option
premium to offset future potential purchases.

One aspect of using options is that calls
and puts can be combined to assist in managing
your price risk. Below are examples of several
types of option combinations:

Collars (Zero Cost or Others): A Collar
enables someone to hedge against prices by buy-
ing and selling a call and put option, respectively.
An example would be that you want to hedge
against prices going above $250, so you buy a
$250 call option for $10. However, you would be
willing to buy Allowances for $175, so you sell a
$175 put option for $10. The option premiums
cancel each other out, and you end up with a zero
cost collar, 175 Put, 250 Call.

Strangles: A Strangle is when you buy both a
Call Option and Put Option with different strike
prices. One example would be if you are a gener-
ator and see yourself balanced (or flat). However,

if your electric load increases or decreases, you
could potentially see yourself either long or short
SO2 allowances. To protect yourself from rising
allowance prices in case you need to buy
allowances in the future, you purchase an Out
of The Money Call Option. However, to protect
yourself from decreasing allowance prices in
case you have extra allowance to sell, you also
purchase an Out of The Money Put Option. The
purchase of the Strangle hedges your price risk
in both directions.

Sell Allowances, Buy Call Option:
This transaction, sometimes referred to as a
Sales Reversal Provision, allows a participant
to sell their allowances and simultaneously pur-
chase a call option to hedge if prices rise dra-
matically. An example of this transaction is as
follows:

Current Price = $200.00
Strike Price = $250.00
Expiration Date = December 15, 1999
Option Premium = $15.00

With the above quotes, the market participant
would sell allowances for $235.00 ($250-$15),
and have a call option expiring on December 15,
1999 with a strike price of $250.00.

Buy Allowances, Sell Put Option:
This transaction allows buyers to purchase
allowances below current prices, if they give the
Seller the flexibility to sell additional allowances
to them on a future date.

Current Price = $200.00
Strike Price = $175.00
Expiration Date = December 15, 1999
Option Premium = $12.00

With the above example, the buyer would
purchase allowances $12.00 below current prices
at $188.00 ($200-$12), if the buyer gives the
Seller the right to sell him an equal volume of
allowances at $175.00 on December 15, 1999.

Above I have described several applications on
how options can help manage price risk. How-
ever, there are potentially endless combinations
of transaction structures that can be tailored to
meet an individual’s needs.

Questions for the Author?
E-mail Paul at pftesoriero@natsource.com
Telephone 212-232-5305
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THE
PRESIDENT’S
CORNER...

As the EMA moves into its third year of operation we                have much to cele-
brate. EMA is the world’s largest member-based nonprofit organization devoted exclusively to
emissions trading. We’ve grown from an initial 7 companies to now include almost 150 members
representing nearly 120 companies. We have held four successful conferences, and have gained
international recognition for EMA as witnessed by our participation at COP-4 in Buenos Aires
and through the number of international attendees we are able to attract to our meetings.

As a follow-up to the opposition EMA expressed in 1998 to some of the items considered by the
proposed International Emissions Trading Association we would like to report that discussions
were held in Buenos Aires with the founders of the IETA to clarify EMA’s position. EMA’s
concerns, and the concerns of other industry leaders, are being considered by a steering com-
mittee that is looking at potential revisions to the mission and purpose of the IETA. As new
becomes available we will share that information with EMA members.

A key to our past and future success has and will be the willingness of members to contribute
time and resources to EMA. One of the most recent demonstrations of member support translated
into EMA success was the Fall Meeting in Orlando.

Program chair Carlton Bartels, his committee, and all the presenters delivered an outstanding
educational program. The financial and organizational support provided by the EPA-Acid Rain
Division, EuroBrokers, EXCO USA, GEMCo, and the AirTrade Alliance (a joint venture
between Prebon Energy and The AirBank) made yet another excellent EMA meeting possible.
Thank you one and all!

In recognition of the invaluable role volunteerism plays in the success of EMA, the Board has
instituted the President’s Award. This acknowledgment of exemplary service will, if appro-
priate, be awarded on an annual basis by the President of EMA to an individual that has
demonstrated a significant commitment through service to the success of EMA. The first
recipient of the President’s Award is Lynda Clemmons of Enron. Lynda is a founding Board
member and treasurer of EMA. Lynda was instrumental in the establishment of EMA as a trade
association and key to its quick start and early success. Thank you, Lynda!

1999 promises to be an exciting year and here is just a sampling of major initiatives:

GROWTH –  Growing as an organization will give EMA the ability to expand services to
members , while keeping annual dues and conference fees low. Growth will give EMA the
needed diversity to continue to address the broad range of issues in the NOx, SO2 and
greenhouses gas emission markets that our members trade.

OUTREACH –  Work on the Emissions Trading Education Initiative (ETEI) continues
in 1999. A June 1 goal to release products is anticipated. With the foundation work nearing
completion, the ETEI team is working to secure professional services for the print and video
products that form the core of the initiative.

MEMBER EDUCATION –  In June we will convene our first international conference.
We have received abstracts from authors around the world for consideration and expect to have
a strong technical program. Remember to mark the dates of June 14-16, 1999, on your calendar
and plan to be in San Diego for this important event .

My thanks to all that have helped to bring the EMA where it is today. It has be en the hard work
of past committee chairs, conference planners, panel moderators and speakers that contributed to
EMA’s success. I repeat the call that I have closed nearly every President’s Corner with — get
involved. We are continually seeking volunteers to write articles for this newsletter, plan the
technical portion of a conference or be a speaker. If you want to get involved it’s easy, just give
me a call or drop me an e-mail.

Best wishes for the new year,

DAN CHARTIER, dan.chartier@wepco.com

Advertise in the Trader
The Emissions Trader, with a domestic and international circulation in excess
of one thousand readers in the emissions trading community, will be
accepting advertising commencing with its Spring Meeting issue. For more
information and rates, contact Dave Feldner at 414/276-3819.
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EMA on the WEB
Did you know when you visit the EMA
at www.emissions.org you can find the
online member directory, past issues
of The Emissions Trader, along with
other helpful sites and publications
including a trader’s sample purchase
and sale agreement?

Some of the sites you can link to at
www.emissions.org include:

Chicago Board of Trade
New York Mercantile Exchange
US EPA Acid Rain Home Page, EPA Allowance Tracking System Reports,
and Federal Register On-Line.

The Spring Meeting Program will be posted beginning in February.

“EMA Wants You!”We’re looking for authors, presenters and committee

and program chairs willing to contribute their time and energy to EMA. INTERESTED?

Complete the enclosed Interest Survey and fax to 414-276-3349.

Matthew Ryan of Exco USA, sponsor of the Touching Base Reception
with EMA President Dan Chartier.

A lighter moment as
Janet Anderson, Deputy Associate

Director, White House Climate
Control Task Force, begins her

luncheon presentation on the
Conference of Parties meeting in
Buenos Aires. The luncheon was

sponsored by GEMCo.

Ken Scott and Tom Hopper
of the AirTrade Alliance and sponsors

of the Pleasure Island Reception.

PRESIDENT’S AWARDPRESIDENT’S AWARDPRESIDENT’S AWARDPRESIDENT’S AWARDPRESIDENT’S AWARD
EMA President Dan Chartier and President’s Award recipient
Lynda Clemmons of Enron.
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Mark your calendar now for theMark your calendar now for theMark your calendar now for theMark your calendar now for theMark your calendar now for the
3rd Annual Spring Meeting and International Conference3rd Annual Spring Meeting and International Conference3rd Annual Spring Meeting and International Conference3rd Annual Spring Meeting and International Conference3rd Annual Spring Meeting and International Conference
in San Diego - June 14-16, 1999!in San Diego - June 14-16, 1999!in San Diego - June 14-16, 1999!in San Diego - June 14-16, 1999!in San Diego - June 14-16, 1999!
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EMA Call for AbstractsEMA Call for AbstractsEMA Call for AbstractsEMA Call for AbstractsEMA Call for Abstracts
Response to EMA’s first ever call for abstracts was excellent with some

30 abstracts submitted for consideration. The review process has been

completed and invitations for presentation at the 3rd Annual Meeting

and Spring Conference, June 14-16, 1999, in San Diego, California

are being extended. The quality of the abstracts was considered

high by the reviewers and will be the basis of some very worthwhile

presentations during the meeting in San Diego.

EPA

Domestic GHG EmissionsDomestic GHG EmissionsDomestic GHG EmissionsDomestic GHG EmissionsDomestic GHG Emissions
Trading ProgramsTrading ProgramsTrading ProgramsTrading ProgramsTrading Programs
Canada’s National Round Table on the Environment and the

Economy (NRTEE) is hosting a workshop on the current analysis of

the various domestic emissions trading schemes under consideration on

March 1-3, 1999 in Toronto. The workshop will include speakers from

Australia, Canada, New Zealand, Norway and the United States. For a

detailed program and registration information, contact Elizabeth at Kinson

at NRTEE at 613-992-7189, or by fax at 613-992-7385, or via e-mail at

atkinson@nrtee-trnee

A COMPARISON OF PROGRESS
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Wisconsin Electric Power
414-221-4618

Fax: 414-221-2169
dan.chartier@wepco.com
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RUSSELRUSSELRUSSELRUSSELRUSSEL     GILLESPIEGILLESPIEGILLESPIEGILLESPIEGILLESPIE
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Duke Energy
704-382-4725

Fax: 704-382-9325
rgillesp@duke-energy.com
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LEO MEYERLEO MEYERLEO MEYERLEO MEYERLEO MEYER
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Virginia Power
804-273-3147
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leo_meyer@vapower.com
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DIRECTORDIRECTORDIRECTORDIRECTORDIRECTOR
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Environmental Brokerage Services

212-938-4250
Fax: 212-938-4252
ebs@cantor.com
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DAVID BAUMANNDAVID BAUMANNDAVID BAUMANNDAVID BAUMANNDAVID BAUMANN
EXECUTIVE DIRECTOREXECUTIVE DIRECTOREXECUTIVE DIRECTOREXECUTIVE DIRECTOREXECUTIVE DIRECTOR
Emissions Marketing Association

414-276-3819
Fax: 414-276-3349

dbaumann@emissions.org

EMA Staff
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ANDREWANDREWANDREWANDREWANDREW     ERTELERTELERTELERTELERTEL
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Natsource, Inc.
212-232-5305

Fax: 212-232-5353
aertel@natsource.com
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GARY HARTGARY HARTGARY HARTGARY HARTGARY HART
TREASURERTREASURERTREASURERTREASURERTREASURER

Southern Company Services
205-257-7438

Fax: 205-257-7795
grhart@southernco.com
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Dickstein, Shapiro, Morin &
Oshinsky LLP

202-775-4703
Fax: 202-887-0689
perlism@dsmo.com
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414-276-3819
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dfeldner@execinc.com
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lterry@execinc.com

ETEI Update . . .ETEI Update . . .ETEI Update . . .ETEI Update . . .ETEI Update . . .
The Emissions Trading Education Initiative Working

Group has completed its review of focus group and

national public survey data. The Working Group,

made up of Emissions Marketing Association and

Environmental Defense Fund representatives, is now

finalizing concept work on the public information and

industry education materials as the first step in publish-

ing the public education kit, industry handbook, educa-

tional video and the website. The Working Group has

a goal of late spring/early summer availability of

program deliverables.

EMA is still seeking corporate support to further

expand and enhance the work of ETEI. If your com-

pany is interested in supporting ETEI please contact

Dave Baumann at EMA 414-276-3819.

Join EMA Today
The strength of any trade association is a reflection of

the industry and the membership it serves. Your involve-

ment through membership is key to the continued

success of EMA.

Membership is open to anyone interested, involved and

committed to emissions marketing and market-based

trading solutions for environmental control.

Members receive substantial discounts on EMA pro-

grams, a subscription to Emissions Trader, listing in and

a complimentary copy of the annual EMA Membership

Directory, and periodic industry updates and communi-

cations.

To join EMA please complete the enclosed membership

application. Join by March 1, 1999 to be included in the

1999 EMA Membership Directory.
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THE
PRESIDENT’S
CORNER...

As the EMA moves into its third year of operation we                have much to cele-
brate. EMA is the world’s largest member-based nonprofit organization devoted exclusively to
emissions trading. We’ve grown from an initial 7 companies to now include almost 150 members
representing nearly 120 companies. We have held four successful conferences, and have gained
international recognition for EMA as witnessed by our participation at COP-4 in Buenos Aires
and through the number of international attendees we are able to attract to our meetings.

As a follow-up to the opposition EMA expressed in 1998 to some of the items considered by the
proposed International Emissions Trading Association we would like to report that discussions
were held in Buenos Aires with the founders of the IETA to clarify EMA’s position. EMA’s
concerns, and the concerns of other industry leaders, are being considered by a steering com-
mittee that is looking at potential revisions to the mission and purpose of the IETA. As new
becomes available we will share that information with EMA members.

A key to our past and future success has and will be the willingness of members to contribute
time and resources to EMA. One of the most recent demonstrations of member support translated
into EMA success was the Fall Meeting in Orlando.

Program chair Carlton Bartels, his committee, and all the presenters delivered an outstanding
educational program. The financial and organizational support provided by the EPA-Acid Rain
Division, EuroBrokers, EXCO USA, GEMCo, and the AirTrade Alliance (a joint venture
between Prebon Energy and The AirBank) made yet another excellent EMA meeting possible.
Thank you one and all!

In recognition of the invaluable role volunteerism plays in the success of EMA, the Board has
instituted the President’s Award. This acknowledgment of exemplary service will, if appro-
priate, be awarded on an annual basis by the President of EMA to an individual that has
demonstrated a significant commitment through service to the success of EMA. The first
recipient of the President’s Award is Lynda Clemmons of Enron. Lynda is a founding Board
member and treasurer of EMA. Lynda was instrumental in the establishment of EMA as a trade
association and key to its quick start and early success. Thank you, Lynda!

1999 promises to be an exciting year and here is just a sampling of major initiatives:

GROWTH –  Growing as an organization will give EMA the ability to expand services to
members , while keeping annual dues and conference fees low. Growth will give EMA the
needed diversity to continue to address the broad range of issues in the NOx, SO2 and
greenhouses gas emission markets that our members trade.

OUTREACH –  Work on the Emissions Trading Education Initiative (ETEI) continues
in 1999. A June 1 goal to release products is anticipated. With the foundation work nearing
completion, the ETEI team is working to secure professional services for the print and video
products that form the core of the initiative.

MEMBER EDUCATION –  In June we will convene our first international conference.
We have received abstracts from authors around the world for consideration and expect to have
a strong technical program. Remember to mark the dates of June 14-16, 1999, on your calendar
and plan to be in San Diego for this important event .

My thanks to all that have helped to bring the EMA where it is today. It has be en the hard work
of past committee chairs, conference planners, panel moderators and speakers that contributed to
EMA’s success. I repeat the call that I have closed nearly every President’s Corner with — get
involved. We are continually seeking volunteers to write articles for this newsletter, plan the
technical portion of a conference or be a speaker. If you want to get involved it’s easy, just give
me a call or drop me an e-mail.

Best wishes for the new year,

DAN CHARTIER, dan.chartier@wepco.com

Advertise in the Trader
The Emissions Trader, with a domestic and international circulation in excess
of one thousand readers in the emissions trading community, will be
accepting advertising commencing with its Spring Meeting issue. For more
information and rates, contact Dave Feldner at 414/276-3819.
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EMA on the WEB
Did you know when you visit the EMA
at www.emissions.org you can find the
online member directory, past issues
of The Emissions Trader, along with
other helpful sites and publications
including a trader’s sample purchase
and sale agreement?

Some of the sites you can link to at
www.emissions.org include:

Chicago Board of Trade
New York Mercantile Exchange
US EPA Acid Rain Home Page, EPA Allowance Tracking System Reports,
and Federal Register On-Line.

The Spring Meeting Program will be posted beginning in February.

“EMA Wants You!”We’re looking for authors, presenters and committee

and program chairs willing to contribute their time and energy to EMA. INTERESTED?

Complete the enclosed Interest Survey and fax to 414-276-3349.

Matthew Ryan of Exco USA, sponsor of the Touching Base Reception
with EMA President Dan Chartier.

A lighter moment as
Janet Anderson, Deputy Associate

Director, White House Climate
Control Task Force, begins her

luncheon presentation on the
Conference of Parties meeting in
Buenos Aires. The luncheon was

sponsored by GEMCo.

Ken Scott and Tom Hopper
of the AirTrade Alliance and sponsors

of the Pleasure Island Reception.

PRESIDENT’S AWARDPRESIDENT’S AWARDPRESIDENT’S AWARDPRESIDENT’S AWARDPRESIDENT’S AWARD
EMA President Dan Chartier and President’s Award recipient
Lynda Clemmons of Enron.
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Mark your calendar now for theMark your calendar now for theMark your calendar now for theMark your calendar now for theMark your calendar now for the
3rd Annual Spring Meeting and International Conference3rd Annual Spring Meeting and International Conference3rd Annual Spring Meeting and International Conference3rd Annual Spring Meeting and International Conference3rd Annual Spring Meeting and International Conference
in San Diego - June 14-16, 1999!in San Diego - June 14-16, 1999!in San Diego - June 14-16, 1999!in San Diego - June 14-16, 1999!in San Diego - June 14-16, 1999!
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EMA Call for AbstractsEMA Call for AbstractsEMA Call for AbstractsEMA Call for AbstractsEMA Call for Abstracts
Response to EMA’s first ever call for abstracts was excellent with some

30 abstracts submitted for consideration. The review process has been

completed and invitations for presentation at the 3rd Annual Meeting

and Spring Conference, June 14-16, 1999, in San Diego, California

are being extended. The quality of the abstracts was considered

high by the reviewers and will be the basis of some very worthwhile

presentations during the meeting in San Diego.

EPA

Domestic GHG EmissionsDomestic GHG EmissionsDomestic GHG EmissionsDomestic GHG EmissionsDomestic GHG Emissions
Trading ProgramsTrading ProgramsTrading ProgramsTrading ProgramsTrading Programs
Canada’s National Round Table on the Environment and the

Economy (NRTEE) is hosting a workshop on the current analysis of

the various domestic emissions trading schemes under consideration on

March 1-3, 1999 in Toronto. The workshop will include speakers from

Australia, Canada, New Zealand, Norway and the United States. For a

detailed program and registration information, contact Elizabeth at Kinson

at NRTEE at 613-992-7189, or by fax at 613-992-7385, or via e-mail at

atkinson@nrtee-trnee
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D A ND A ND A ND A ND A N     CHARTIERCHARTIERCHARTIERCHARTIERCHARTIER
PRESIDENTPRESIDENTPRESIDENTPRESIDENTPRESIDENT

Wisconsin Electric Power
414-221-4618

Fax: 414-221-2169
dan.chartier@wepco.com

1998-1999 EMA Officers and Directors
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RUSSELRUSSELRUSSELRUSSELRUSSEL     GILLESPIEGILLESPIEGILLESPIEGILLESPIEGILLESPIE
DIRECTORDIRECTORDIRECTORDIRECTORDIRECTOR
Duke Energy
704-382-4725

Fax: 704-382-9325
rgillesp@duke-energy.com
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LEO MEYERLEO MEYERLEO MEYERLEO MEYERLEO MEYER
DIRECTORDIRECTORDIRECTORDIRECTORDIRECTOR
Virginia Power
804-273-3147

Fax: 804-273-3614
leo_meyer@vapower.com
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CARLTON BARTELSCARLTON BARTELSCARLTON BARTELSCARLTON BARTELSCARLTON BARTELS
DIRECTORDIRECTORDIRECTORDIRECTORDIRECTOR

Cantor Fitzgerald
Environmental Brokerage Services

212-938-4250
Fax: 212-938-4252
ebs@cantor.com
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DAVID BAUMANNDAVID BAUMANNDAVID BAUMANNDAVID BAUMANNDAVID BAUMANN
EXECUTIVE DIRECTOREXECUTIVE DIRECTOREXECUTIVE DIRECTOREXECUTIVE DIRECTOREXECUTIVE DIRECTOR
Emissions Marketing Association

414-276-3819
Fax: 414-276-3349

dbaumann@emissions.org

EMA Staff
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ANDREWANDREWANDREWANDREWANDREW     ERTELERTELERTELERTELERTEL
VICEVICEVICEVICEVICE     PRESIDENTPRESIDENTPRESIDENTPRESIDENTPRESIDENT

Natsource, Inc.
212-232-5305

Fax: 212-232-5353
aertel@natsource.com
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GARY HARTGARY HARTGARY HARTGARY HARTGARY HART
TREASURERTREASURERTREASURERTREASURERTREASURER

Southern Company Services
205-257-7438

Fax: 205-257-7795
grhart@southernco.com
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MARK PERLISMARK PERLISMARK PERLISMARK PERLISMARK PERLIS
SECRETARYSECRETARYSECRETARYSECRETARYSECRETARY

Dickstein, Shapiro, Morin &
Oshinsky LLP

202-775-4703
Fax: 202-887-0689
perlism@dsmo.com
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DAVID FELDNERDAVID FELDNERDAVID FELDNERDAVID FELDNERDAVID FELDNER
ASSOCIATEASSOCIATEASSOCIATEASSOCIATEASSOCIATE

EXECUTIVE DIRECTOREXECUTIVE DIRECTOREXECUTIVE DIRECTOREXECUTIVE DIRECTOREXECUTIVE DIRECTOR
Emissions Marketing Association

414-276-3819
Fax: 414-276-3349

dfeldner@execinc.com
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LINDA TERRYLINDA TERRYLINDA TERRYLINDA TERRYLINDA TERRY
MEMBERSHIPMEMBERSHIPMEMBERSHIPMEMBERSHIPMEMBERSHIP

COORDINATORCOORDINATORCOORDINATORCOORDINATORCOORDINATOR
Emissions Marketing Association

414-276-3819
Fax: 414-276-3349
lterry@execinc.com

ETEI Update . . .ETEI Update . . .ETEI Update . . .ETEI Update . . .ETEI Update . . .
The Emissions Trading Education Initiative Working

Group has completed its review of focus group and

national public survey data. The Working Group,

made up of Emissions Marketing Association and

Environmental Defense Fund representatives, is now

finalizing concept work on the public information and

industry education materials as the first step in publish-

ing the public education kit, industry handbook, educa-

tional video and the website. The Working Group has

a goal of late spring/early summer availability of

program deliverables.

EMA is still seeking corporate support to further

expand and enhance the work of ETEI. If your com-

pany is interested in supporting ETEI please contact

Dave Baumann at EMA 414-276-3819.

Join EMA Today
The strength of any trade association is a reflection of

the industry and the membership it serves. Your involve-

ment through membership is key to the continued

success of EMA.

Membership is open to anyone interested, involved and

committed to emissions marketing and market-based

trading solutions for environmental control.

Members receive substantial discounts on EMA pro-

grams, a subscription to Emissions Trader, listing in and

a complimentary copy of the annual EMA Membership

Directory, and periodic industry updates and communi-

cations.

To join EMA please complete the enclosed membership

application. Join by March 1, 1999 to be included in the

1999 EMA Membership Directory.
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COP4 IN BUENOS AIRESCOP4 IN BUENOS AIRESCOP4 IN BUENOS AIRESCOP4 IN BUENOS AIRESCOP4 IN BUENOS AIRES
EMA officers and members formed a delegation, held a reception and press conference, and staffed an
information booth at the COP4 held in Buenos Aires in November 1998. EMA now holds NGO status and
will be participating in future meetings. EMA members will be invited to serve as delegates at future
sessions. Information on becoming a delegate will be e-mailed to members as it becomes available.
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Practical ApplicationsPractical ApplicationsPractical ApplicationsPractical ApplicationsPractical Applications
Using Options in SOUsing Options in SOUsing Options in SOUsing Options in SOUsing Options in SO22222
Emissions TradingEmissions TradingEmissions TradingEmissions TradingEmissions Trading
BY PAUL TESORIERO,

EMISSIONS BROKER,
NATSOURCE, INC.

GUEST ARTICLE

1998 has seen unprecedented price swings in
the SO2 emission allowance market, from a
low of $89.00 to a high of approximately
$215.00. With extreme price swings now a
reality, hedg-ing against these price swings is
more necessary than ever. This in turn has lead
to an explosion in options trading in the SO2

allowance market. The following describes
several practical exam-ples of how buyers
and sellers can use options to hedge their
price risk. However, since some of you may
be new to options, let us review some option
definitions.

Option:  An option provides the option
buyer with the right, but not the obligation,
to buy a commodity at a specified price by a
certain date.

Option Premium: The price the option
buyer pays to the option seller.

Strike Price: The strike price is the price at
which the option buyer has the right to buy the
commodity.

Option Exercise Date: The date the op-
tion buyer has the right to exercise the option.

Continued on page 5...

We’re Going to San Diego!We’re Going to San Diego!We’re Going to San Diego!We’re Going to San Diego!We’re Going to San Diego!

EMA is heading west

for the 3rd Annual Spring Meeting and International Conference.

The meeting will be held June 14-16, 1999 at the San Diego Mission Valley

Hilton in San Diego, California.

The hotel is minutes from the airport and all the attractions and fun San

Diego has to offer. The expanded meeting format will allow for both a

domestic and international focus on emissions trading.

The meeting will commence with a networking reception Sunday evening

and conclude Wednesday at noon.

So mark your calendar and look for the program and registration package in

early March or register online at www.emissions.org You may want to visit

www.sandiego.org for area vacation and travel information.

EMA Board and Officer ElectionEMA Board and Officer ElectionEMA Board and Officer ElectionEMA Board and Officer ElectionEMA Board and Officer Election
The EMA Board election was conducted by mail in advance of the EMA

Fall Meeting. The elected candidates were Daniel Chartier, Mark Perlis,

and Carlton Bartels. Over seventy-five percent of those eligible to vote in

the election did so.

About the new Board members...

Carlton Bartels is Managing Director at Cantor Fitzgerald Environmental

Brokerage Services. EBS provides brokerage and consulting services in all

national emissions trading programs. He has promoted emissions trading

through dozens of articles, conference talks, testimony before the U.S.

Congress and White House Climate Change Task Force, and as EMA

conference Program Chair.

Daniel Chartier  is Manager of Emissions Trading for Wisconsin Electric’s

SO2, NOx and GHG trading programs. He is principal co-founder and

served as President of the EMA, and serves on EMA’s Emissions Trading

Education Initiative (ETEI) Work Group. Dan holds a B.S. in Mechanical

Engineering and an MBA from the University of Wisconsin at Milwaukee.

Mark L. Perlis practices energy and environmental law with Dickstein,

Shapiro, Morin & Oshinsky LLP in Washington, DC. Mark specializes in

electricity industry restructuring, and SO2, NOx and international green-

house gas emissions trading. Mark chaired EMA’s Spring Conference in

Emissions TraderEmissions TraderTHE
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611 EAST WELLS STREET
MILWAUKEE, WI 53202

May, 1998 and is Vice-Chair of the American Bar Association’s Special

Committee on Climate Change and Sustainable Development.

With the election, Lynda Clemmons and Wes Miller  take their leave

with the appreciation of the Board and staff for their time and commitment

to EMA. At the conclusion of the Fall Meeting the newly constituted Board

elected officers. The officers for 1998-1999 are:

Dan Chartier, President

Andrew Ertel, Vice President

Gary Hart, Treasurer

Mark Perlis, Secretary

Also serving on the Board are Russel Gillespie, Leo Meyer and

Carlton Bartels.

ema

See you in San Diego!See you in San Diego!See you in San Diego!See you in San Diego!See you in San Diego!

EMA Mission
EMA was founded to foster market-based trading solutions for environmental
control. EMA promotes the advancement and application of policy and regu-
lation relevant to market-based emission trading systems. EMA encourages
and facilitates information exchange among members and other professional
and technical groups, and the public. EMA provides programs in education
and training to improve knowledge and skills of members and the public.
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...From Page 1

There are two types of options: call options and
put options.

A Call Option:  gives the buyer the right but
not the obligation to buy a specified number of
allowances at a fixed price on the exercise date.

A Put Option: gives the buyer the right but
not the obligation to sell a specified number of
allowances at a fixed price on the exercise date.

American Option: An option that can be
exercised at any time prior to the expiration date.

European Option: An option that can be
exercised only on the expiration date (which
is the standard for the SO2 emission allowance
market).

THE RIGHTS  AND OBLIGATIONS  OF THE

BUYER AND SELLER  – CALL  OPTIONS

Buyer: Entitles the party to buy allowances at
a predetermined strike price on the expiration
date. This position would be taken by natural
buyers who need to hedge their price risk in case
of rising prices. Risk is limited to the amount
paid for the premium.

Seller: The party grants the right to the buyer,
and collects the premium. The seller has the
obligation to sell the allowances at a predeter-
mined price, at the discretion of the call buyer.
This position could be taken by a natural seller
who is satisfied by the strike price, and is using
the option premium to maximize the value of
their excess inventory.

THE RIGHTS AND OBLIGATIONS  OF THE

BUYER AND SELLER  – PUT OPTIONS

Buyer: Entitles the party to sell allowances at
a predetermined price on the date of expiration.
This position could be taken by a natural seller to
hedge their downside price risk. Risk is limited
to the amount paid for the premium.

Seller: Grants the right to the buyer and
collects the premium. Conversely, this party
has the obligation to buy the allowances at a
predetermined price at the discretion of the put
buyer. This position could be taken by a natural
buyer who is willing to purchase allowances at
the strike price, and is receiving the option
premium to offset future potential purchases.

One aspect of using options is that calls
and puts can be combined to assist in managing
your price risk. Below are examples of several
types of option combinations:

Collars (Zero Cost or Others): A Collar
enables someone to hedge against prices by buy-
ing and selling a call and put option, respectively.
An example would be that you want to hedge
against prices going above $250, so you buy a
$250 call option for $10. However, you would be
willing to buy Allowances for $175, so you sell a
$175 put option for $10. The option premiums
cancel each other out, and you end up with a zero
cost collar, 175 Put, 250 Call.

Strangles: A Strangle is when you buy both a
Call Option and Put Option with different strike
prices. One example would be if you are a gener-
ator and see yourself balanced (or flat). However,

if your electric load increases or decreases, you
could potentially see yourself either long or short
SO2 allowances. To protect yourself from rising
allowance prices in case you need to buy
allowances in the future, you purchase an Out
of The Money Call Option. However, to protect
yourself from decreasing allowance prices in
case you have extra allowance to sell, you also
purchase an Out of The Money Put Option. The
purchase of the Strangle hedges your price risk
in both directions.

Sell Allowances, Buy Call Option:
This transaction, sometimes referred to as a
Sales Reversal Provision, allows a participant
to sell their allowances and simultaneously pur-
chase a call option to hedge if prices rise dra-
matically. An example of this transaction is as
follows:

Current Price = $200.00
Strike Price = $250.00
Expiration Date = December 15, 1999
Option Premium = $15.00

With the above quotes, the market participant
would sell allowances for $235.00 ($250-$15),
and have a call option expiring on December 15,
1999 with a strike price of $250.00.

Buy Allowances, Sell Put Option:
This transaction allows buyers to purchase
allowances below current prices, if they give the
Seller the flexibility to sell additional allowances
to them on a future date.

Current Price = $200.00
Strike Price = $175.00
Expiration Date = December 15, 1999
Option Premium = $12.00

With the above example, the buyer would
purchase allowances $12.00 below current prices
at $188.00 ($200-$12), if the buyer gives the
Seller the right to sell him an equal volume of
allowances at $175.00 on December 15, 1999.

Above I have described several applications on
how options can help manage price risk. How-
ever, there are potentially endless combinations
of transaction structures that can be tailored to
meet an individual’s needs.

Questions for the Author?
E-mail Paul at pftesoriero@natsource.com
Telephone 212-232-5305
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