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D) Low of one price:




Do looKing o+ the put-coll pority relctionship, we b
= chetp sde and sell the expensive side
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le o lap recewe dividends d on Yhe Shoare.
- . £ ¥he shore price s obove 120 in 3 rmonthas ime




t. Let n ex-dividend. dotes are anticipeted for o
stock and H < +2 < ...
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D Hhot the portfolio s riolkk—Free and hence must ecmn
= ol free rote of Br A U interest.

hia means the present vclue of such o pnr—l-ﬁ:i\.in v
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Phis v becouse we cre colculating the value of ophon
o+ in aboolute Yermns but in Yerms of the volue of +he
















A recombining binomincl +ree or binomingl lattice is

DNe in Whicth the siztes of the up-steps and down-steps

wre Gasurmed +o be the sarme under ol afotes cnd
Geross oll Hime intervals. ie, U+ O=u ond d + (P=a
ol fimes + 6nd states |, with & < expld) < u

followss Yhot the riok peutrol probobility
—
0 constent 6+ Gl Hmes and. in ol stotes eg.




second steps cre oo follows:
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-- TThe riak-neutrol probobilities at+ +he first and
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The value of the option VI LD) following o down step
puer the firat 3 months o

(D)expl O0.023) = [O4IT2*OH 0 .58228%93)
Le. I LD) = 339308

1 W velue of +he put option i
o expl 0.0 ﬁa} [0.45I0%0] [0.5490%53 4508)




