Quiz 6; Finance 4360; Fall 2007; 9:00 Class; Version 1
Name __________________________




Version 1

Instructions:

1)  Make sure the person who is sitting next to you has a different version of the quiz than you do.

2)  Do not separate this page from the following pages.

3) Write your name on this answer sheet and on the quiz.

4) Write the best answer (a, b, c, d, e, f, or g) to each question in the space provided below.  This first page is what I will grade.

Answers:

1. _____

2. _____

3. _____

4. _____

5. _____
1.  Which of the following graphs shows the payoff from owning stock and having a long put position (note: solid line is combined payoff)?
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2.  Which of the following statements about options is incorrect? Note: assume that the stock on which any options are written has a positive beta.

a. the beta of a call will be positive.

b. the beta of a call is lower if it is out-of-the-money than if it is in-the-money.

c. American options cannot have a lower value than a European option.

d. the replicating portfolio for a put involves a short position in the stock and lending.

e. the replicating portfolio for a call involves a long position in the stock and borrowing.

f. the beta of a put will be negative.

g. none of the above. All statements are correct.

3.  The possibility of expanding if an initial investment is successful is most similar to what option transaction?

a. long call

b. short call

c. long put

d. short put

e. a combination of two of the above

f. none of the above are related to such a possibility

4.  Which of the following would increase the price of a call option?
a. lower strike price

b. fall in stock price

c. decrease in volatility of stock

d. decrease in time to expiration of option

e. none of the above, all would lead the price of a call option to fall.

5.  Assume a stock currently worth $19 will be worth either $25 or $18 next period.  According to the binomial option pricing model, what is the value of a call with a $20 strike price if the risk free rate is 5%?
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