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Problem 3 The current price of a continuous-dividend-paying stock if $100 per share. Its volatility is
given to be hnd its dividend yield is 0.03.

The contlnuoui‘i compounded risk-free interest rate equals

Consider ke Europea option on the above stock with nine months to _expiration. Using a
"= 3 three perlod O d 1nom1a1 tree; nd the price of this put option. T:'s/lf
) $2.97 T 4
(b) $3.06 g — T+
(c) $3.59 'F\' n U
(d) $3.70
(e) None of the above.
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Problem 3.6. Consider a non-dividend-paying stock whose current price is $100 per share. Its volatility
is given to be 0.25. You model the evolution of the stock price over the following year using a two-period

i
binomial tree.
Fre”continuously compounded risk-free interest rate i
i i t101 with a barrier c the above stock. What

Consider a $110-strike, one-year down-and-in.put.op
is the price.of this option consistent. with the above stock-price model?
(a) About $10.23
(b) About $11.55
(¢) About $11.78
(d) About $11.90
(e) None of the above.
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