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Abstract A general pricing formulafor compound call option is derived when the interest rate is stochastic by the change
of measure in this paper. At the same time, an analytic pricing formulafor compound call option is aso givenin an
extended Vasicek's interest rate framework by applying the martingal e theory and Girsanov's Theorem. The pricing formula
for the reset call option with predetermined dates is also obtained when the interest rate follows the same process by the
same approach. Numerical results explain that the price of B-S call option is strictly monotonically increasing in stock price
when the interest rate follows the VVasicek's model. The generalization of the Geske-formulafor compound option to
stochastic interest ratesis possible.
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