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Problem 20-6

‘Suppose you think FedEx stock is going to appreciate substantially in value in the next 6 months. Say the
stock's current price, Sp, is $300, and the call option expiring in 6 months has an exercise price. X, of $300
and s selling at a price, C, of $6. With $6,000 to invest, you are considering three alternatives.

a. Invest all 56,000 in the stock, buying 20 shares

b. Invest all 6,000 in 1,000 options (10 contracts)

. Buy 100 options (one contract) for $600, and invest the remaining $5.400 in @ money market fund
paying 6% in interest over 6 months (12% per year).

What is your rate of return for each altemative for the following four stock pri
(Leave no cells blank - be certain to enter "0" wherever required. Negative
indicated by a minus sign. Round your answers to 2 decimal places. Omi
your response.)

The total value of your portfolio in six months for each of the following stock prices is

Price of Stock 6 Months from Now

Stock Price 5280 5300 310 $320
All stocks (20 shares) s s s s
Al options (1,000 options) s s s s
Bills +100 options s s s s

The percentage retur of your portfolio in six months for each of the following stock prices is

Price of Stock 6 Months from Now

Stock Price 5280 5300 310 $320
All stocks (20 shares)

All options (1,000 options)
Bills + 100 options

B
B
B

%
%
%
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Problem 20-7

‘The common stock of the PU.TT. Corporation has been trading in  narrow price range for the past month,
and you are convinced it is going to break far out of that range in the next 3 months. You do not know
whether it will go up or down, however. The current price of the stock is $95 per share, and the price of a 3-
month call option at an exercise price of $95 is $6.00.

a. If the risk-ree interest rate is 7% per year, what must be the price of a 3-month put option on PUTT.
Stock at an exercise price of $95? (The stock pays no diidends) (Do not round intermediate
calculations. Round your answer to 2 decimal places. Omit the "S" sign in your response.)

Put-call parity B

b. What would be a simple options strategy to exploit your conviction about the stock price’s future
movements? How far would it have to move in either direction for you to make a profit on your intial
investment? (Round your intermediate calculations and final answer to 2 decimal places. Omit the
" in your response.)

Total cost of the straddle. B
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Problem 20-8

The common stock of the C AL L Corporation has been trading in a narrow range around $120 per share
for months, and you believe it is going to stay in that range for the next 3 months. The price of a 3-month
put option with an exercise price of $120 is §7.99.

b-1. What would be a simple options strategy

a. Ifthe risk-ree interest rate is 7% per year, what must be the price of a 3-month call option on CALL
stock at an exercise price of $120 if it is at the money? (The stock pays no dividends ) (Do not round
intermediate calculations. Round your answer to 2 decimal places. Omit the "S” sign in your
response.)

Price of a 3-month call option H

ing a put and a call to exploit your conviction about the
stock price’s future movement?

Stock price’s future movement (Click to select) ¥

b-2. What s the most money you can make on this position? (Do not round intermediate calculations.

Round your answer to 2 decimal places. Omit the "

sign in your response.)

Amount H

b-3. How far can the stock price move in either direction before you lose money? (Do not round
intermediate calculations. Round your answer to 2 decimal places. Omit the "S” sign in your
response.)

c

Stock price. s|

How can you create a position involving a put, a call, and riskless lending that would have the same
payoff structure as the stock at expiration? What is the net cost of estabiishing that position now? (Do
not round intermediate calculations. Round your answers to 2 decimal places. Leave no cells
blank - be certain to enter "0" wherever required. Omit the "S” sign in your response.)

Position Immediate CF CFin 3 months
SreX Sr>X
Call (long) [ (Click to select) ¥
Put (short) [(Click to select) v
Lending posttion
Total [(Click to select) v | [ (Click to select) ¥
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Problem 21-9

Data: Sp = 108; X= 112; 1+ r=1.08. The two possibilies for S are 144 and 80

. The range of S1is 64 while that of P is 32 across the two states. What is the hedge ratio of the put?
(Round your answer to 2 decimal places. Negative amount should be indicated by a minus
sign.)

Hedge ratio

b-1. Form a portol
(Omit the

of one shares of stock and two puts. What s the (nonrandom) payof to this portfolio?
ign in your response.)

Nonrandom payoff  §

b-2. What s the present value of the portfolio? (Round your answer to 2 decimal places. Omit the "$"
sign in your response.)

Present value H

. Given that the stock currently is selling at $108, calculate the put value. (Round your answer to 2
decimal places. Omit the "$" sign in your response.)

Putvalue H
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Problem 21-7

Reconsider the determination of the hedge ratio in the two-state model where we showed that one-third
share of stock would hedge one option. The possible end-of-year stock prices, uSp = $120 (up state) and
dSy = 598 (down state).

1. What would be the hedge ratio for each of the following exercise prices: 120, 111, 104, 987 (Round
your answers to 3 decimal places.)
Exercise Price  Hedge Ratio
120
m
104
£

2. What do you conclude about the hedge ratio as the option becomes progressively more in the money?
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Problem 21-10

Data: Sg = 120; X= 138; 1+ r=1.15. The two possi

ties for St are 150 and 102.

1. The range of S is 48, while that of C is 12 across the two states. What is the hedge ratio of the call?
(Round your answer to 2 decimal places.)

Hedge ratio

2. Calculate the value of a call option on the stock with an exercise price of $138. (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  continuous-time Black-Scholes model ) (Round your answer to 2 decimal places.
Omitthe "S" sign in your response.)

Call value §
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