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Let
e T = maturity date (7" >t)

e )\ = exchange ratio
e 11 = spotl price
e 12 = spot2 price
e t = pricing date
e ol = volatilityl
e (02 = volatility?2
e p = correlation
e 1 = interest rate
e (1 = dividendl yields
e (2 = dividend?2 yields
o 0=T-—1t
Here, closed formulas due to Johnson and Stulz are presented [1],[2].
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and M as the cumulative bivariate normal distribution function:
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Exchange Option

PAYOFF  Er = (Sk— \S3)).
PRICE E(t, X, .732) = .7316_510]\[((2\1) — )\1’26_629]\[((/1\2)

where
. log (££) + (62— 61+ %) 6
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