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Let

e T = maturity date (7" >t)

e [ = strike price

e 1 = spot price

e { = pricing date

e o = volatility

e 1 = interest rate

e ¢ = dividend yields

e )\ = jump intensity

e EU = the expectation over the random jump variable U

o O=T-—-1¢

We assume [1] that the jump variable U is log-normally distributed with
constant mean and variance . Specifically, let E[lnU| = p and E[(InU)?| =
2

12 +~2, such that EU = et 7.

Set: ( ) ( 2)
log (&) + (1n+ %) 0
d = d :d _O-n\/g,
1 O'n\/é 2 1
where )
0721202—1-% rn:r—é—/\EUJr%ln(lJrEU).

and N as the cumulative normal distribution function:
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Call Option

Payorr  Cr=(Sr— K)4
PRICE Clt,z; K) = Y00, QY% e=M[2N(dy) — Ke ™0 N (dy)]
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