ANNEXURE 3

THEORETICAL OPTION PRICE CALCULATION MODEL

Theoretical Option Price calculation model (Black-Scholes)

The options price for a Call shall be computed as per the following formula :

C = S * N (d1) – X * e ^ (- rt )* N (d2)

and the price for a Put is :

P = X * e ^ (- rt ) * N (-d2) – S * N (-d1) 

where :

d1  =    ln (S / X) + (r + s ^ 2  / 2) * t



s * √t

d2  =    ln (S / X) + (r – s 2 / 2) * t

 

s * √t

     =      d1 - s * √t

and C = price of a call option

P = price of a put option

S = price of the underlying asset

X = Strike price of the option

r = rate of interest

t = time to expiration

s = volatility of the underlying

N represents a standard normal distribution with mean = 0 and standard deviation = 1, and ln represents the natural logarithm of a number. Natural logarithms are based on the constant e (2.71828182845904).

Rate of interest may be the relevant MIBOR rate or such other rate as may be specified. 
