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You are asked to determine the price of a European put option on a stock. Assuming the
Black-Scholes framework holds, you are given:

(i)  The stock price is $100.  5(0) =400

(i)  The put option will expire in 6 months. [= 4/2,

(iii)  The strike price is $98. K=9%

(iv)  The continuously compounded risk-free interest rate is » = 0.055.
v) 0=0.01

(vi) o0=0.50

Calculate the price.of this.put.eption:

A00 0.25
- +(0.055 ~0.04 + == )(0.5)
(A)  $3.50 d OSWS—' Uln( ag ( ]

(B)  $8.60

o sue M 0.99%¢

(D)  $16.00 d1= d(O.‘S r—-os _ - 0.056

(E)  $20.40

an(o.1q4€\=o.:bs?: =N(‘d4>
pron(0.056) = 0.5223 =N (-d,)

\]P(03 = e 00751020 (0.522%) - 100e % (08 (0.38%)
= AA.64
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(A)
(B)
©
(D)
(E)

586
594
684
692
797

19. Consider a forward start option which, 1 year from today, will give its owner a

1-year European call option with a strike price equal to the stock price at that time.

You are given:

1)
(1)
(iii)

(iv)

The European call option is on a stock that pays no dividends. | & =O
The stock’s volatility is 30%. 0 =0.7%

The forward price for delivery of 1 share of the stock 1 year from today is

100.

E,T = l::,q (5)=400

The continuously compounded risk-free interest rate is 8%. r=0.08

Under the Black-Scholes framework, determine the price.today.of the forward start
option,

(A)
(B)
©
(D)
(E)

11.90
13.10
14.50
15.70
16.80
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= 0.4467
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d2=o.446'-'f - 0.5{ 2-4 = o MA67
N(dﬂ = Pnorm(o.lMG?) = 0.66455
N(d,) ='\:~no(m (0.4467) © 0.5% 645

S - ((0.66455 - & ™% 0.5keks) = 5K 045344
At Jctlme-O) oux foward glout erhon 0 worth
o0.45tM Fo‘:« (3)

T‘/\e answes (D 0.15344 ‘e’°'°8- 100 = 14,90
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