10. Calculate the value of a call option on the stock in the previous problem with an exercise price of 110. Verify that the put-call parity theorem is satisfied by your answers to Problems 9 and 10. (Do not use continuous compounding to calculate the present value of X in this example because we are using a two-state model here, not a continuous-time Black-Scholes model.)

11. Use the Black-Scholes formula to find the value of a call option on the following stock:

[image: image1.png]Time to expiration
Standard deviation
Bxercise price
Stock price
Interest rate

6 months
50% per year
$50

$50

3%




1. Joan Tam, CFA, believes she has identified an arbitrage opportunity for a commodity as indicated by the following information:
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a. Describe the transactions necessary to take advantage of this specific arbitrage opportunity.

b. Calculate the arbitrage profit.

2. Michelle Industries issued a Swiss franc–denominated 5-year discount note for SFr200 million. The proceeds were converted to U.S. dollars to purchase capital equipment in the United States. The company wants to hedge this currency exposure and is considering the following alternatives:
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a. Contrast the essential characteristics of each of these three derivative instruments.

