DERIVATIVES – OPTIONS
			HOLDER		WRITER
CALL OPTION		Right to Buy		Obligation to sell
PUT OPTION		Right to Sell		Obligation to buy

MAXIMUM AND MINIMUM VAL. OF OPTIONS
			CALL OPTION				PUT OPTION
Max Value		Spot Price				Present Val of Strike Price
Min Val			Spot Price – PV of Strike Price		PV of Strike Price – Spot Price

Strategies to be followed: CALL: Max Val of a Call = Write a Call, Buy a Share
				Min Val of a Call = Hold the call, Short sell the share
			    PUT: Max Val of a Put = Write a Put
				Min Val of a Put = Hold a Put, Buy a Share
PUT CALL PARITY EQUATION =  
BINOMIAL MODEL: Steps 1) Find out  i.e. Eg: Situation         FSP         Vc
						1	        108         -11
						2	          90           0
							        18         11
2)  =  = 11/18 = 0.6111 shares
3) Portfolio Val on maturity i.e. Situation         FSP 	Share Val                Vc	     Port Val  
				1                     108	66(108*.06111)     -11		55
				2	          90	55(90*0.6111)	       0                    55
4) PV of Portfolio = 55 * 
5) PV of  =  = 0.6111*100 = 61.10
6)  ; 53.37 =  + 61.11; 
RISK NEUTRALIZATION MODEL:
1. Calculate probability i.e.  where d = downward FSP/ Spot price; u = Upward FSP/ Spot Price
2. Expected value of Call and Put: Spot =100; Exercise Price = 97; FSP = 90 or 108 
Situation	FSP	Vc	Probability	Exp. Vc		Vp	Prob.	Exp Vp
   1		108	11	  0.725		 7.97		0	0.725	  0
   2		  90	  0            0.275		   0		7	0.275	   1.925
			Total			 7.97				  1.925	

3. PVof call and put- i.e. 7.97 * and 1.925*
BLACK SCHOLES MODEL: Step – 1) 
2) 
3) 
4) NT ( = Normal Table Value of 
5) NT ( = Normal Table Value of 
6) N ( = 0.5 +/- NT (
7) N ( = 0.5 +/- NT (
8) * N (]
9) N ( = 1- N (
10) N ( = 1- N (
11) * N (]
THEORETICAL BOUDNS OF OPTIOSN WITH DIVIDENDS
		CALL OPTION					PUT OPTION
Max Value	Spot Price – PV of Dividend			Present Val of Strike Price
Min Val		(Spot Price – PV of D) – PV of Strike Price	PV of Strike Price– (Spot Price – PV of D)

Strategies to be followed: CALL: Max Val of a Call = Write a Call, Buy a Share
				Min Val of a Call = Hold the call, Short sell the share
			    PUT: Max Val of a Put = Write a Put
				Min Val of a Put = Hold a Put, Buy a Share
PUT CALL PARITY EQUATION =  
For Black Scholes Model: Calculate Revised Spot Price: Spot – PV of Dividend
AMERICAN OPTIONS - Can be exercised at any time!
OPTION STRATEGIES – SPREAD - 



Bull Spread 			Bull Spread			Bear Spread		Bear Spread
With call				with put				with call			with put

Hold a call with low X		Hold a put with low X	     Hold a call with high X	    Hold a put with high X	
Write a call with high X		Write a put with high X	     Write a call with low X	    Write a put with low X
(X = Strike Price)

