
 

Derivatives
CA Rahul Danait

d Timing option
G467 Alternative 1 Start the Project today

Cal of NPV

Ye Particulars CF DFelot Calculation PV
2.56 1 2 56

120Santingsin
El Cost

a 2.16

NPVC 107 Co 443
NPV lot.ie we should reject this
Alternative

Alternative 2 start after year

Yo yes I

PULCI 35L

3Eur
profCI 2 35 Is

5,7K
0.426

ProgCI 1

NPr 0 Lom



SICK

Steps Su i e ProfCI 3,5
3 56

Sdi e Prof CI 1,24
1 26

Steps Calculation of NPV after 1 year

If Su
p su 2.56 14

If Sd 1.2 G We will not go for Project
NPV will turnout 1 26 2 54

NPV 0

Alternate understanding of this Timing option
It is a call option i e a Right to Buy theProject 2 56 K

If S K ie S 3.56 Call is Exercised.mgValue of Call on Due Date C

2 su

If sick ie 5 1.26 Call is lapsed.comValue of Call on DueDate C
0



Steps Calculation of Pu Pd

Cal of Rates
Rate up 3.521,2 the 100

66 677

Rate down 1.26 2 16 100
2 16

42 86 3

66.67 Pu 42.86 x pd 8

E
109.53Pa 50.86
i Pu 0 464
Pd 5.5584

Steph Calculation of

Prof NPV today Calculation Call Value todayCo

NPVtoday Co tax 0.464 t 0 0.536

0 426

Conclusion We should wait for a year to start
the project since the NPVof this decision
it



g 467 Alternative 1 Ethnikoseat today
Cal of NPV

Ye Particulars CF DFelot Calculation PV

120 satigsin
2 54

El Cost
2.16

NPV Clot Co 443
NPV lot.ie we should reject this
Alternative

Alternative 2 start after year

Yo yes

PUOYCI 35L

2.54

ProgCI 12

NPV 1.2 12 1.36



Steps Calculation of Pu Pd

Cal of Rates
Rate up 3.56 2.56 100

2.56
401

Rate down 1.26 2.56 100
2 56
52

4
puP 52 28188

40pre 52 52 pu 8
92 pu 60

i pre 0 652
Pd 1 0 652

0 348

Steph Calculation of

Prof NPV today Calculation Call Value todayCo

NPVtoday Co 16 0 652 1.367 0 348
1 08

0.18484
i e 18.482

Conclusion We should wait for a year to start
the project since the NPVof this decision
it


