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Application of meshless method to the energy option pricing is presented in this paper.

The governing equation of energy future option with respect to one asset is given as

Schwartz one parameter equation. The option price is approximated with the radial

basis functions. The European put option is considered as the numerical example. The

numerical results are compared with theoretical one.

Key Words: Energy Option Conrtact, Black-Scholes, Radial Basis Function, Crank-

Nicolson.
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Table 1 Parameters for numerical result

Expiration date T = 0.25 [year]
Exercise price E =10.0

Risk free interest rate r=0.05
Volatility oc=0.1

Mean reversion parameter a=0.1
Long-term price level u = log(28)
Market price of energy risk A=0
Crank-Nicolson parameter 0 =0.5
Maximum spot value Smax = 30
Number of timestep M = 300

Number of stock data points N =61
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Table 2 Relative error and condition number with respect

to parameter N
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N Condition number €
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Table 3 Relative error and condition number with respect

to parameter N

N Condition number €

31 4.26 x 10* 0.00583569
61 9.86 x 10® 0.00181310
121 4.47 x 10'3 3.78 x 10%*7
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