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Problem Set 3: Valuation of Financial Options

u 1.648721271
d 0.60653066
p 0.406762323
Call
K 5.25
T 1
Stock Tree Year 0 1
4.25 7.0070654
2.577755304
Call
Tree Year 0 1
0.693585191 1.7570654
0
K 5




Stock Tree Year 0 1
4.25 7.0070654
2.577755304
Put Tree Year 0 1
1.723817963 0.802819283
2.443808705
Call
T 1 | year
K 6
Using Black-Scholes
d1 -0.73866277
d2 -1.13866277
N(d1) 0.230055899
N(d2) 0.127421918
Call 0.178287407
Put
T 0.67
K 6
d1 -1.016941719
d2 -1.343540352
N(d1) 0.154590578
(d2) 0.089548535
Call 0.09
Put 1.97

2
11.55269777
4.25
1.563487625

2
0
1.394498028
3.288740043

3
19.04717855
7.0070654
2.577755304
0.948303181

3
0
0
2.422244696
4.051696819



Stock

Sigma 0.5
S 4.25
Rf 3% |
Number of intervals I[N 3
0.33
3333
Time to maturity T 1| Dt 333
Strike
Price K 5.25
u 1.334658074
d 0.749255573
p 0.445496208 |
Stock
Tree
Month 0 4 8 12
4.25 5.672296814 7.57057674 10.10413137
3.184336186 425 5.672296814
2.385881634 3.184336186
1.787635111
Call Tree
Month 0 4 8 12
0.55180128 1.148816044 2.372815113 4.85413137
0.08215234 0.186259688 0.422296814
0 0

0

Time
Step



