
MATH 370Z                                 Additional Questions 10                           Name: 
Combining Options 

1. We are given the following information about derivatives for a certain underlying asset: 
Forward price = $163.13 
150-strike European call premium = $23.86 
150-strike European put premium = $11.79 
The risk-free annual effective rate of interest is X. Determine X. 
(A) 8.07% (B)  8.78%  (C)  9.19%  (D)  10.28%  (E)  11.39% 

              (P603. 2)   
 
 

2. You are a speculator who has no clear view of what the price of XYZ Corp. stock will do in 
the future. You do, however, believe that the volatility of this stock will be lower than the 
market’s assessment of its volatility. Which of the following transactions would  be your 
most logical investment in order to attempt to take advantage of your belief? 
(A) Buying a bull spread.  
(B) Writing a bull spread. 
(C) Buying a straddle. 
(D) Writing a straddle. 
(E) Buying a strangle. 

              (P603. 13) 
 
 

3. Which of the following transactions has an unlimited potential loss? 
(A) Buying a bull spread 
(B) Buying a bear spread 
(C) Buying a collar 
(D) Buying a box spread 
(E) The correct answer is not given by (A), (B), (C), or (D) 
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4. You short an asset with a price of $50. At the same time, you write a 6-month put, with an 
exercise price of $50, for $3.25. The effective annual interest rate is 6%. Determine your 
profit as of the expiration date of the option, when the underlying asset price on that date is 
$48. (Assume that interest is credited on the proceeds of the short sale.) 
(A) $0 profit (B) $2.00 profit (C) $3.25 profit (D) $4.18 profit (E) $4.82 profit 
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5. You short an asset with a price of $50. At the same time, your purchase a 6-month call, with 
an exercise price of $50, for $3.25. The effective annual interest rate is 6%. Determine your 
loss as of the expiration date of the option, when the underlying asset price on that date is 
$52.  
(A) $3.25 loss  (B) $2.00 loss (C) $1.87 loss (D) $1.00 loss (E) $0 loss 

             (P566. 12)  



6. Will sells a stock short for $35 and writes a 3-month European 35-strike put at the same 
time. The premium for a 3-month 35-strike call is $2.30. The risk-free interest rate is 5% 
compounded quarterly. For a spot price at expiration of X, the profit is $1.00. Determine X 
to the nearest $.10.  
(A) $31.70  (B) $33.70 (C) $34.00 (D) $36.30 (E)$37.30 
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7. Katie sells a stock short for $100 and writes a European one-year 100- strike put at the 
same time. The premium for a European one-year 100-strike call is $14.00. The risk-free 
annual effective rate of interest is 4.63%. For a spot price at expiration of $107, Katie’s 
profit is X. Determine X.  
(A) $7.65 (B) $12.28  (C) $14.65  (D)  $17.02  (E) $21.65 

               (P565. 7)   
 
Answer: BDCEC  DA 


