
Name:

There is an arbitrage opportunity Yes No

If Yes:              At time 0, do the following:

At time 1, do the following:

Risk Free Profit: $

1



There is an arbitrage opportunity Yes No

If Yes:              At time 0, do the following:

At time 1, do the following:

Risk Free Profit: $
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(a) Gain Loss

Amount: $

(b) Gain

Amount: $

Loss
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(a) First Scenario: 𝑆1 = 120

Profit: $

Yes No
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Buy stock for                      using$

Sell stock for                      $

Will put be exercised?

(b) Second Scenario: 𝑆1 = 70

Profit: $

Yes No

Buy stock for                      using$

$

Will put be exercised?

Sell stock for                      using

(c) Profit will be made if 𝑆1



5

(a) Initial investment of buying 100 shares:

Initial investment of buying 1000 calls:

Are they the same? Yes No



5 - continue

Options strategy is better if 𝑆1

(b) First Scenario: 𝑆1 = 220

Value of holding with shares strategy:

Second Scenario: 𝑆1 = 160

Value of holding with shares strategy:

Value of holding with options strategy:

Yes NoWill calls be exercised?

Value of holding with options strategy:

Yes NoWill calls be exercised?
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