Mathematics for Business Decisions, Part I

Project 2.  Pricing a Stock Option

Final Report

Prepared for:

name of  instructor

Math 115a, Section _____

University of Arizona

Submitted by:

Team _____

on

date

Table of Contents

We, the undersigned, maintain that each of us participated fully and equally in the completion of this assignment and that the work contained herein is original.  Furthermore, we acknowledge that sanctions will be imposed jointly if any part of this work is found to violate the Student Code of Conduct, the Code of Academic Integrity, or the policies and procedures established for this course. 

______________________________

______________________________

Name (printed)




Signature

______________________________

______________________________

Name (printed)




Signature

______________________________

______________________________

Name (printed)




Signature

______________________________

______________________________

Name (printed)




Signature

I. Background

II. Objectives

III. Assumptions

IV. Data
A. Given Data

	Stock
	Option
	Interest Rate
	Historical Data

	Name of Company
	Starting

Date
	Strike

Price
	Number of

Weeks
	Risk-Free

Rate
	Number of

Years

	
	
	
	
	
	


B. Excerpt of Historical Data

	Week Number
	Week Starting Date
	Adjusted Close
	Ratio of Closes

	1
	
	
	

	2
	
	
	

	3
	
	
	

	4
	
	
	

	5
	
	
	


C. Actual Closing Price of Stock on Starting Date of Option:  
V. Closing Ratios

A. Computation of Minimum, Mean, and Maximum Closing Ratios

	Minimum Ratio
	Mean

Ratio
	Maximum Ratio

	
	
	


B. Histogram

1. Function
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2. Create a histogram plot of the ratios of adjusted closing prices on your team’s stock data.
(You must include a printout the histogram and the columns generated by the histogram function-Bin and frequency)
C. Discussion

VI. Normalized Ratios

A. Definitions of 
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B. Computation of 
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C. Computation of Normalized Ratios

1. Formula for 
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2. Excerpt of Results

a) Stock

	Week Number
	Week Starting Date
	Adjusted Close
	Ratio of Closes
	Normalized Ratio

	1
	
	
	
	

	2
	
	
	
	

	3
	
	
	
	

	4
	
	
	
	

	5
	
	
	
	


D. Analysis of Normalized Ratios

1. Computation of Minimum, Mean, and Maximum Normalized Ratios 

Stock

	Minimum 

Normalized

Ratio
	Mean

Normalized

Ratio
	Maximum 

Normalized

Ratio

	
	
	


2. Estimated Probability Density Function of 
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 (graph and source data. You must include all calculations used to create the graph and you must include all relevant formulas used )

Stock

3. Discussion

E. Analysis of different types of probability distributions
· Discrete (Definitions of p.m.f and c.d.f and expected value/ Binomial distribution/Discuss the connection between probability,  and the two functions-p.m.f and c.d.f)
· Continuous(Definitions of p.d.f and c.d.f and expected value/ Uniform and exponential distributions/ Discuss the connection between probability, p.d.f , c.d.f and the Area)
VII. Random Sampling and Simulation 

· Brief discussion of why we are using Random Samples & simulation
· Purpose of using IF, RANDBETWEEN, VLOOKUP

A. Normalized Closing Price of Stock

1. Definition of 
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2. Function
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3. Excerpt of Simulated Values

	Run
	Start
	Week 1
	Week 2
	
	Week 
	Week 

	1
	
	
	
	
	
	

	2
	
	
	
	
	
	

	3
	
	
	
	
	
	

	4
	
	
	
	
	
	

	5
	
	
	
	
	
	


B. Value of Option

1. Definitions of 
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2. Formulas for 
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3.  Final Values of E(FV)  and E(PV)

4.Excerpt of Results

	Normalized

Future Option Value
	

	
	

	
	

	
	

	
	

	
	


3. Summary of Results

	
	Times Option Used
	Normalized

 Future Option Value

	
	
	Minimum

	
	
	

	
	
	Mean

	
	
	

	
	
	Maximum

	
	
	


4. Discussion

VIII. Recommendation

IX. Further Analysis

Be creative and think of a appropriate way to  explore the project further
X. Conclusion
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