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491 NPIOIN JY PIYN 99NN NIMZHIN MNDINNN PN

1982519 5317 INIOPNT
PNPN

NN 999N PINYY 12YN 29 YN 00N NPRVN (Put) 9910 NPINN DY ;vn » NN
PIVN YPNN TINN XOND 11,00 VI dPNNY OO NP MTYIN MY NPSOIN NXIIAP
NN NOPYN 1T NMNOINN .NYPON TYINA DXDIN DI NN DY NYNRNUNN NNZINNN NN JNDY
NPIANDNN NN TINND NIVANNDY ,NDY 1ODIVMN MIANONN DNN PIVD MOIYN
NDANNN NN 2D NNTPIN NNIND TNY KDY DINY DIV OLWININD MYNPNYNN

22NN .91 NPXIN MPNNN NYPNYNRN NNOONNN NIDMND NPIVNITNR NVIY NN MY 1NN
1917 INNRDY ;999970 NMVIVON) NIVINIRN MYV MYNNNI NV PVNIRNN YPIN NN
VI YPNND DY 19NN NPIIN MPNN DY NMIYN NITINY TID MOVNNN NNN NNN
PaY AVPD DOIRIVIN 1200 1) TYNHNL .PNDXDD MHHIVMN MIHANDNN MPIND NHIPY
ONT MYYNIND NVIWYN DIV DXTIN NDAN ,NYHNYNT NNDANNN PV NPNNND Y PNN
B pahivia)

,PIVUN NP DY PYY SNIIIANDN YT NPXNND MNNND PX9ND NIYINND MIXIND NVIVN
YONIND NMIVNRNYNN NPMIANDNM NYY PIVDOND DTN ,NNDONNN NNY DX 1T HHO)
025505 PNY YN, D010 YN ,NMYPYN YDMIN NIAY FWVINIW DD MNINN NOT T2 .DNNOP
21292 NMIZIN JPNN NMVDY T2YN NPINNN PIVN GON YN PX9NY DIWPINN DIPIN

MmTPN .1

DY NYOONN DIVON NN D) NON ,NPNY MMDT HY PNV NN 79 XD DAPWUN NPINN MPNN
SN PN NXIN TPNNIND PNHNY T .D02N DI DY MTNYN IMNNOND 22DD PIvn Y9NNvn
SMINTNNON NN DY, NYPON NYA DMOIVAND DXNNN NNONN DY PYY YN 191N DI NIN
)NOY0 INNNN PIVN 1Y IDIND DY DONNOP DIWININD NP0 DY

TANNON NN IN NMIVIN JPNN NMVDI DVNNWNN DOPONDN D1WYNN DIDIV»N 1172
DN YTNRNN YOP PON P DXINND YN DXTTH MY ODIN .PIYN NYND DO DX 110D
VIND YPNN DY TR NP TYI ININ MY NPXNN NN DINNT TWNRD .NPNIND ¥PNN2
INNN H2APO 75921 ,0°0210 DI 1NN DY NYNNYNN NNZINNN NOXPNI NX DN 117,00V
.DOWPYNN NP SV 1IN NN

nYIAP ONY NN ,DII NNNN,DMDD 9111 DN, DIV DY NI NN VN N YN
NYNIND 72Y1 07N DIPNRD NMIINDN NTHN) T NPIVIVON VI, NYPYN MOLONN

MY 22N — M1 MW" MW NI DD DY WRIA MW YA D9V K1 1X°I0 1 RI0pRT |
XN 9va X L(TAVFA) 9Rw°2 201007 DMRW0PRM MW 229 nows 2" 7070 ,"o9n nha
QW™ ,MN’52 27 11°0°1 HYAT 232 1192 DYOINIRA L2 mnanta ,(MBA) 0op0oy 9aana 700
27N DMNC YIX°22 MNAN? PYTR RIT L0090 DIIRY MW NIDWAR 2PN 297N YU 1N
NPNYAD NPY PN OVOIW0 279N 12PN NPXLNA0 DWW ,N01D7 0TI TN DMATRNN

MATRPNN NI MY NIYEARD
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MY NN NPPNN HY IV ND DTN NN D) PNIAD NIYIRND NNYINNN PN NOVDY
.02 D) 1NN OONNP DMIOWYI MMZHIN NMIANDNN NN MARN

MPNNND NYPNYNT NNOANIN NIPND NPIPOY MY SNV NN THNSPNN 1IN
IN NNDN NNYINN NN YRIN DNNNI NAY ,1PIVNID DY NN NNYRIN NYHIN .NPNN
YPNNY TWANT T MIRIIY T HTINN MIVNI IR DITHIN 1910 INNDY INYID YVDIIVD TONN
DMANA MINN PIONY MIVARI NNMILYAL XIN 1T DY) DY NN .PIVI DXAXIN NPIIIND
SRXIND DX D20 MDOYN MNTPI NMININA MIDN XN OYIN,NNVINNN DY DINY

TPONN N ANOANT NNY DI YNRIND NNMN NN YR, TIVNIONRN WD NI NIV NYIN
YPNN PIAY IWPN MYINNI NPSNIND YPNNND MY NITN NNOONNN N NYHI SVDIVD
DN YNRN AR ARV NYAPNNT NNOINNN ,TI0 DY VNN YPNN PIAD NPNNIND
ANV ONINANDN TN DY NIDIN KDY ,DNNY DIV 1PNN2

.1DY022 TRIWN YVNNNM ID39IN TPINN DX PXNY NPIVNIND NV TRNNN DT NN
N N 1N 2D ORI VINND ,YIT NPNN DY DXOOINNN ,MII0A DXIA0NN NID TN
YONNNIN MNAN NXY TYNNA .TAD2 190 NPXNIN DY PIVA YPNND MYNNNI D) NNDINN NNIN
DY NN NN NYINNNT NPIADN NNNT PNINIPYD YDVINIVIND 120NN ,NVIWN DY

Risk-Neutral ) 3205 15900 NNONNN NN N ININNA NIONND - NNDININ
JINTVAIRD VTN PIPY DY MIAPY TUN) NPXNNN OV wn »Pnnn NN (Distribution
NNOONNN 992 NMIANDNN NN NIPYWNN , 002N DI NN DY TPIHIND NNOINND T
DR TNNN NN 19 ,PIVN YPNNHD MYPNYNT NMIIANDNN IR NIPYN NPDY MOI0MIN
VNN PNNND YT NIDPND) DI NNNND ©I0IN

N0 NTIVMIN NP NOTPHRD DTN .2

(P — Physical Measure) 12129877 717077 .N

Y DNNMND AR MIRNNT NNY MIIANDN MIIYN SNV P2 PNIAND 52PN SMNd PN
555 7772 nmonn (Physical Measure) nom»mnm n707 NN NNIYRIN .0MDINA 0D Y PNN

) N9N N> 1997 ,99192 NNANND DDA MY JNAY NPIIANDNN DN NINNN R 7N .P mMNa
.Real-World Measure

DOWPYNNHY OMNNN NN NOPYNI DI0AN DI NN YW NNDINNN ,NIPNMIND 10NN NNN
NPINNN ,0MONVDM DNMN MITN VX NMIANDN .PIVN DY IOTNYN MNNINNDY IUNI
.OYNNN NOAP TYIND OXNOPYAD PHRIN INK YT D391 DOVLDIIN MIIWNN ,NPYIDINIPNNI

NTNN NNN MNINND IRIWNN NPV D0 NROWI I NN DIWNT DWPYNNIY INKRND
0021 D) NN DY NAXN D TNN ANP ,TI9Y .01 DY NIYON NMNID NN D) 91D TPINND
12 DR DXANN DIWPWHRNY NRIVNN NN PN XIN,1NDYDN NIDN N¥2%Y NNV NION2 IO
DYV DNV NION

,D12°0 91177 ,0°09) YPNN NN DNY, DMV DY NI PN NVHYND TPTPHIND DTN
DMV YAV 2NN NMIANON NN (Real-World Simulation) >nonxn 0Dwa nys o
YPYN MOLINN NYAPY NPYITI NPINN NI PRIYN NV MYTNY N3 5952
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(Q — Risk-Neutral Measure) 1202 159077 77077 .32

Risk-) 119705 1557010 079N NNDHN, NN NMNIANDN NOIYND NP TITIND DTN TN

NN DNINNND DOXR N DN L IONRD DPNY T .0 mna mmom ,(Neutral Measure
NNYVANN NPVNNN NPIANDN NN NIN I NNANND DIYN MY JNAY NNIANDNN
JINIOVOIIND VTN PIPY DY NPIAPY

Y NN NONINA 03221 DMDIAN DX0IIN DI ¥ DIXNIN NP0 NIHIVMIN NTIN NINDNI
1), TN NINNIND .2)ND DAY DNY DAININN MDPIIND NHRND INKD ,)NDP0N NIDN NN
NION NP2IN 290 OO TNYN DINIIVNIN MIITN NONIN NN NMYINNI DMDINA DXPYIN INNND
VUMM N0 N0 NIDINA TNN NI, 120N

GNY DWPWYAN DY OMNMNN NN NIPYN NONX ND0Y 1PD70»IN DTN YD ¥HTNY 1IWN
NOIWN PODY NN DTN NNIVHN OYN DPNNN NNYONN NN NND NIDPNND NPN
PHYY IRIVIIIND VTYN PNIPY DY) DPNDN DIDIIN DY PIVN > PNN DY NXAPY M”NI1INON
DTN DIN NNNN DTN DXODIIN

Risk-Neutral ) 132205 15700 NNSANNN NNN @ NNN NAVINHDT NNDANNN ,Td DIWN
SPIUN NN YN NIDINDI NPSDIN NNNNT YVNINNN ©OIN DX INNN NN (Distribution

IND00 115702277 71703 WD T MINOINTH )

NNOANNN ,TI295 .NDXDY IDVMN NNNNT NINIPYY OXNNA DIV DOYIAPI NPSNN YPNN
NON ,DY021 DI 1NN DY TPIHINRD NNDONNIN NPN NPINN DY IWN Y PNNN XOND 1NV
PNIND YNNI NMIDIN N0 NYDIVNN NNDINNIN
PRI NPPIIX NMIINDN PN NT IINNI MOAPNNT NPMIANDNNY NN 12T NMIVHIYN
NOIYN NN NINLVIAN O .WNIN DO DY IMYNINNY PININD NDDN NN NIONT MOPYN
3 D200 INIVIAIND FTON PIAPY DY) NIASNN TYINT PIvN 3NN OY MIAPYN NIMIINONN

1O/ ,Q NOXOY NPHIVIN NTNN NNN YSIAN DINIAN DIPINL INPY PVNPNNPN MNON DD
NI NPXNIN MPNNN NYPNWYNRN NNOINNN NNXPND XIINN

NN NPV L3

WINPT INSONTT Y220 SV 25995577 197 N

TYINA DX0IN D) DY DMIWIRD DXINNN DI 12)D PIYN NN NN DXAPYN NPNNN MPNHN
YPNNI NPINND PNN D010 ;7292 XPON YN NN NTTIA TPNNN DOV T .NYPoan
02) 1NN DY NYNNYNRN NNDONNN DX XOND 1N NHNY PYY YN NPN INNN DNV VIDID
Rvplvaly)
DOWOW TIY ) DI ¥IDID 1N 1PN IDN VIV 1T DY) DI0AL IO D395 PNIPIVN
YPNNY MNP TYIND ONIDN TIYD DNV 1PN DIDIAN D) NN OX P NNX G0 N
97 VPR INMN DY IMUNNNND 120D 1X570)10 MIANONN NN YD 1PN NI TIY M DY
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SV DN JaN NN INNN XN (Arrow—Debreu Security) »0MYN ©33 NYIADA NNON N TIY
PIVMITND NIPNN MOV

SV IO NMIPYN TN ,ODIN .0»DIN DXPNYA HYNNA DIND) DN DMIVININ DXDI)
SV DIRNN NDXY MYXNNI DNOY DINITHN DXIIN NN D9OWH 1NNV XIN DININ NN NN
VDY MYSNNI MVINON DY 21D NN 1NN IMASY NIPN .DMIMP DMDINI DX PYIN
DNV VDM OPNNI TR NIYPD TYIN IMN MDY 190 NPNIN

NYY WINMNIN YPNNY ,NNT NP TN MDY NPRIIN 1IN NPXNN VDY NP ¥ NII)

:0”pIv 12 K3 VK, , K, on
K, > K, > K,

: DMV VIDINDN MINN P2 OXNNINN IWKRD
Kl_K2=K2_K3=AK

: NPNNND VDY DV PIVN YPNN NN JID)
P(K,), P(K;), P(K3)

:NaN MYPYNN >N NN 71323 Ny

K00 NN NNR 0N IONNIN TP e
Ko w000 NN 100 NPNNINONY NND e

K3 wiomn pnna nNX 0N IONIN NP e
ov Mo Y ax X N XM (Long Butterfly) 9999 17090085 n151 17 71)VIVON
DPXOIND YPINNND NYHNVNN NNDANNN NIDN

S50 NPYIIN MYKNNI 9999 NHIVIVON DY DIYYNN NMEPN :1 DIVWIN

D MDY | N PIYS NMVIVDX
- 7979 Non
I 1979 NI

: N PONN NP MY
P(Ky) —2P(K3) + P(Ks)
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SR WINH PNN 2520 199NN MYV XNDN DIYYNNY T2 NIN 19797 NMIVIVON YW NTIN
9901 NPSNNHD NNN YD PYSNND YINININ PHNND PINT NYPPIN TYINI DX0IN DI PHN TUND
2P INODAN DINMID DN 1IN PIXNM ,PPNAY NPININD AN’ DY POIYNY OYNI NNPNN
AP ONNINY DN YApNN LK, NI02 RN DXDIN D) 1NN UKD ,NINT NNWY DN
NN PYTINOUY YINN

AN MHNINN 199N NIVIVON T, ANV DIVP YINN >PHN SANINY Y5, MINNK D903
IN , 02031 U2 PN A NIY 12T NNOHWN NPRY VYN NN ITOINTN DI 1D INM
SYNIND WVINHN NN 2220 ¥ DINNI NI DXDAN DI 1NN IWNRD 97 321N DD NROWN

MIANONN AN TIRD YT 79797 NMVIVON SYW NPNNI WRNWNY NIVONNDY NN N NNON

MDY DIPNA ,NYYNY .AYPaN TYINI K, N2202 R¥HDM DOIAN DI PNNHY 7O NYNnvnn
0NN DIND 535 MIANDNN NX NIPNN TIYND 110, 19N NDID NNOINNN NN TIYND
9N MDY NOYPND YT NMIANDNN KD NN IIND 1910 INNDY N

POR GNY NPNVDN NMIANDN PR MDIAPNNN NMIANDNN YD WHTND 1IN 1Y 25w
NPYIVM) NPIANDN TVTH .DWPYHINN THX DI DY NPDLPION NMIANDNN NION2
SY PN PN By NPapyn NMHanona Moo (Risk-Neutral Probabilities) 1no0H
DITNIN NNNN DTN 537 DXDAN 1N VN NMIIANDN /IRIVIAIND TTVN NIPY DY NPNNIND
DXYNIND D93 NN INNNND PIYN T NN IWARND PIVN PNNN 1NN 199,07 TIND
.DMIVAND

NIV DINITNHN DXITND 19791 NMIVIVON YV NPNND NN DMNWN TUND 7D NN NN P91
55D 1900 MOIVMIN MIANDNN 2ILND NVIVD NNDN NDIAPNND ,NYPON TN 20ND MO
NDIDNM I INDN,DAND DXANIY WIDIIN YPNN YNNI YR ¥ NN 190D INNRD .01NN DINN
PN DY IV NN I NOAPNN IUN ,DX0I2N D) NN HY NONIN MDANN NMNPND
NDNIN YPNNY DN 190N NPNIN

ND205 1259022377 113N0777 )220 197977 1PV IVON )2 WP .3

291919 191N PONN 1320 NN NSND 1N PDVINIVIN J9IN 19997 NMIVIVON MININY INND
95,0 YIDND Y PNN TN NP TN ININ MDY 1910 NPININX WIDYN NADNN NIVIVONND
.22 DVIN2 XY

299 NPEIN MYLNNA 99991 NIVIVON NN :2 OIVIN
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L DINTA O'TIN'D

O wmmmnn XY,Z e

X<Y<Z o
XA NN O NMOIR DMIR = + (X)) e
XN TN WO IMEOIR 0N = -¢(X) e
XA NN DN NMNDIN NP =+ p(X) e
XM OYNNA MDA NN DTN = -p(X) e
JDO0INDINMIP = +5 e
DDANDOINYON = -5 e
1A Y9N MONN NN Moxn MNIA% P | ALIUDEN
TO9NN
nmpy TOONN | P22 opan MmN
UYN3 TOBN/NM | aAnN 'OpRn NN ‘lp: el C(X}%C{Z)-ZCW)'I 19D IR
YN TY,NMOY | v oS | niby o eannn | POOTPE)-2p(y).2 Long
199 | .AMOI0DRN | .aoooxn yiva | SFE)+p(2).3 butterfiy
TINROW, NVDON -p(y)
MDINNN 2P TooNN | ©D1 1w TNn Saa | -cly)+o(z)+p(x).4
nnana huivlaly 2 T2 R¥P1 D'DIN -p(y)
DIDNNNNAMHY 2apnn NI BA IR )
OV NNana DI
D21 NN MO O0IN 2apnn N 'opn
AP OOVIN | NN zZN D21 NN
Zainbatninbintaly X MMN=T"0aN
Y AN
™12 mapnn
EARM TNRIINK
, TIMKODINN M2V+X
- Z KI7'N NN
NN TRV

DY 1 INNX YDA DI DI DY YPNN YAPIY 29 PPTA PIva ¥aP) 19790 NMMVIVON DY NIPNN
99991 NMVIVON DX ,TIP9D . NNN DMANN OO TNYN DINIIVIN MIITN DY SNONN TIVN 9
ININY YWNINNY MIANDNN NN TIIND YT NPNNA WHNWND 1N PI0INON D10 211D INNN
AUNNM 1IN NN N

Ko oysnnn windmnn NN 220 I8 DINNA XYD» DIDIAN DI) PNN NYPIN TN D Nd)
YPNN PAY NNINY PP INYN 2PN DM DTN 19790 NMIVIVON 2NN MY NIPHN2I
BUA)aY)aTy

AK

NI .NMT IN YDAN DN DTN MIVIVONN 23N O¥PNNN MINA 1N DI NINT NOIYY
02) NN 12V 2NN :T292 DXIANN NYN NN MIVIVONRN DY ONMINN DN NONINY
12 OYYN 28 ,AK 121N URIND NIT DI DN DAPNN 1Y LK, N1102 XY¥N) DYOIN
.DAND MMV D1INN

DTN HY ONDNN 1DIYD MY NPT 21N O NIVIVONRD 1NN /IRIVIAIN VTN NNINA
: DIVIY 1N 12D 9NN DNINIIIN
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P(Ky) —2P(K;) + P(K3) = e™" - AK - p(K3)

:IUND

IPOON MDA MDY — T e

WP TIIND TY SN ON TN — T e

VIDNN NN NIV K¥N» DIDIAN D) PHNY N0Y M10mn mranonn — p(K,) e
K,

: TNANDNN 2IWNT NNDVN TN NIAPNN NI

rT

p(Ky) = T [P(K,) = 2P (K;) + P(Ks)]

NIDY MOIVIN MIANDNN 2D NTNDN NN .TPIVNIFRN NVIVYN DY IIININ NIRNIND ONIN
N2»NN NN NI DIDAN DI PNN DY YVDVON TONNN 72X0 NININ NIYINNI NTHNI NN
VDY DY PIYN YNNI NNND NAWOND WITTH YT DI NmMIDN NNDANN NMNPNS NN
MDD 190 NPINN
Y MY DYDIN D) PNHNRY TOD MIINDNN NN NIAYNND NPN I INDN D ¥IHITIY 2IWN

MIINONN ,NYYND .0AX NN TN TV DAP5 MIANONN PXIN 0Owa K, T prT1a
955 Ky vindnn NN KNI 11N WX ,AK 1AMy 0NN 0INNY NONMNND NAVINHDN

LN A8 Nwwyd K; 2520 D8HVNNND 0XPNNN DINH D ,INY ONVP YINIIN YPNN SNNINY
9NN NMIANDNN MDAN NNPNDY A7PNN YTINM

LDAND DXANIY DN D77 DN 1221 NONIAN T DY DIYIAPI VINIIN YPNN NN o9
Y OVIPOIT AYVPA YHNYND 1NN, DT DIDAN) DX29 WININ YNNI DINDMP TUNRD 1099 DY N
DPSND YNNI NMIDIN NMNDINNN NN NN 712 PPTI TIIND » 1D

YN NIND DIPNA.PIVN YPNN DY MPY NMIYW)I NONY 7o NI NN DY 159071 NI
YA NI NNDONNN ,NINK NNVONN 99 N 1IN L,TPYNINNMND N DXPNHN NNDINIY
MYYNN ,NPPONN N3N NX NIPYN NN T DIVN .DOWPWNN YT DY DD WIAPIY D1PNNN
JPONNN TYIND PV DY DINDYON NIV

L9999 THVIVON MYSNNI NYHNWNT NMIANDNN NIDIND HHIHDN 920NN NN IMNNN 1D TY
950 VNN NNXN D) NON PDVINIOVPN 27 79 NN IT INNIN M NININD 1) ,DYIN
DIONN 999N NMVIVON HY YVIPOITN NVIIN ,DIND GNIY VIDNIN YPNN NI IUNRD
YTY DY DNOINY T IRNIN .WIDNN PNNY DN 10NN NPNNNX PNN DY 1NIYN NIDD
MMPAN NMIPNI 1PN YONRNN ©DIN IR IMNNN ,(1978) Breeden and Litzenberger
NN TVNPNNT NNIINND NN PN NIN PHND ,TIH0.NPINN YPNNN NYHNYNRI MIINONN
PHIVIN NIANDNN NMDXAN MNP 12D 91D NPISNN YNNI HY NMIYN NITIN PaV IWpd
YPON TYINA ©DIDIAN DI PNN DY NDOD
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779287 929N NINPNOT 717772 1IN0 13YHDT )

PNNY T NDPOY NOHIVMIN MIANDNN NN IYND NIVONRD DTIPN YD NNMAY NNONN
YR PYTY DY A5V 00N PN VN PNN 22D ¥ DXPNH DINNA XYND» DI0IN D)
VI YPNN MY PIAV NANIND INYN ND 2N HY2 DXINN YOPY NONMNNH MIIANDNA
OYIYN 1D NAYY ¥, DY0IN DI PNN DY MIIANDNN MK NNIPNI NX HAPY »TD .0MIND

NN OV IR TTIN

NYAPNN 9999 NMMVIVON HY NN Y51 LAK NnInn DY mynvun NN N2 1O DWY
YT DY YAPI 1AM OYNNND YN NN INDINY ,DINN DN NIRD NONMNNN MIINON
PHNY MIANDNN MPNX NIAVINKN MIANDNN ,MINK DX .M NN PIY NN
.DNMDN DXPNN DINN X¥N NINY MIINDNN XIN ,0NIDN TIYY PPTI MY N> DIDAN D)
NNINY DI 75295 DN NN TN TIY 5IP5 MNIANDNN 87 DIIYIY DIVN NIWN 1T MNIN
, NV AN NYYI MIINDNN NONYNN PORY DXPNND DINN I ,IANY JOP WIdHIN MPNN
TP NNIND TMNANDNN MDAN NYNPND HYW NOIYY 29PNN YTOIN
AW ONOYN NYYNY NN OTIPN YDA NAVINKDN MIANDNN 7D MINID 1M, PVNNN NPNIAN

121200 2APNN DARD GRIV DI YPNN NN IR AK yopn amM a2 MHaNoNN

. p(K)
fK) = Jim 3k

TN DIDIN DI NN HY N1DI0Y NIV MIANDNN MDA NN NN f(K) TWND
YPIN

MY , MDD . MT PONN T2y 19790 NMIVIVOR DY SVIPDITN MNVIIN D) 22PN
S PPN MYNNNA NAYIN IVIVOND

P(K + AK) — 2P(K) + P(K — AK)

N NYNA WD L(Second Central Difference) »vw 97010 90 w190 NWYNY M
DY 2YP 0P TN YIINN PN P NNINN AYURD .IINPND DY 7MNIYN NI 7 PPO
S VININ NN DN 1NN NYNNN NN DY MY NI OIONN
0°P(K)
0K?

MOAY NMXPND .NPIIND INKN NN TN MIWNN MXXIND DNX NDAPNN JNON
DN’ 790N NPXNIN YPNND DY NIV NITIN 12 MY NOIAPNN NDPDY NYDIVMIN MIANONN
: VININ MPNNYD

r 0°P(K)
) = e — 5=

LDMNTIPN DXYD MININY MIVNIV-NN NVIYN DY NAYNIN NON NN NN 1T IRNYN
DINN NAY MIANDN TN YTI NMNND NPXNN VDY NYNNYN 19791 NMIVIVORY Tiya
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VI PNN YD MY MIINDNN MPAY NN AWND NIYARND 1MIVN NITIN 92NN DPNND
DIVAN

02) NN DY OVLONVDN TONNN 22XD XYW NNIN DY MYV NN IRNIND 2D WHITND 2IWN
NN MTOVMIND TONN DPPNR NI D, TPINNND X919 PNNRN YD NNINY NION PR .DY0IN
YPNNN NIPY NI NNDINNN .INN OVDVD TONN DI N (GBM) m0mndy NI nynn
TN NDY DNYY DPNNA DN YN DX NIPYN NN 991 ,PIVA IMINDIN NPNNIND
NN ANV OMIINDN

212)N IR AWND 1N KD 199) DX T2 0N NDIN22 MINDIN NPNNIN DY YININN 1PNND o392
VNNYND 17,07 D998 D27 WI1Y)D YPNN DIDMP TUND  NINT DY .ODWIN 19INI Y0NNNN
MPAY IMOKPNS NN NMAX PPT NNI2 TNRD YTD 7MIYN NIDIN DY OMINN DN PPA
YNNYNRI MIIANONN

PIVNISRN NVIVYN DDA DTNV TPVNNNN TRIVINM Y3991 PPN AN NI TY
P25 990N NPNNN MPNN DY MY NITNIN P2 VPN D DN JI9IND NON NID PN
MON XY NPXNIN NNNND OODON DRNYNN 1D MY Y1) MIINONN MAN NMXPN
.DNDN NNHN STINA

OVPNND NNINN .4

TPNOIVIN 1200 NINOIN SV 11259977 1INDIT INOY N

YPNNN NYHNYNN NNDINNN NX XN N2 PO NIDITON MIHNXIVIND MININ OTIPN Pyoa
19INA D) NYAPNN I NINNIN YD NN PND .I999 NMIVIVON MYNNNI 91910 NN DY DIV
OYIVIN MIANODNN NNN TINRNPR 120 NONNN HY 1PHYIN NNNNN NNDN TINN YNNI
Rekive/
N MY IR LK -2 vindnn NN X, Sto-2 YR TYINA ©X0IN D) NN NN )I0)

T =2 789NN MN TYUN NXY 7 -1 NN 1P )NDON NIDN
N NYIPIAN TYIND TIRNPN 10 NMXNN DY DIZYNN NMSPNID

max(K — Sr,0)

NDY0Y 1DV T DY NNPPI INITOVIIN NPIWIN TN 090N PIv NN 7290
TN ONNNND DTN NOMN DV HNONN TIYD INY THIRNTPN 100 INXNNX DY NPNN
VPN
P(K) = e "TE?[max(K — Sy, 0)]

12209 190N NTRN NNN NOMN NMSPE?[-] 9wNd

1IPn2-f (ST). 2 NIMDNN NPT NPYIV) MIANDN MAX NOXPNA NIMP-S1 93 NN

:TPDINVINN NN TPNNIND PNN NN NI )N MY
K

PO = [ (K =SfSas



10 99D NYNIN DY PIVN YNNI NN NNDINNN NN

NIND NYPID 1900 IPSNN S > K Y 79y 95 May pv K NN DN0IRD DY 1PHYN 10
LDAND MY NMYYN) G035

NYPY NAXIN DTN XIN TPNINRD PNNY TIY .INDINY RN NTIPI IR INNN 1N IRNWAI
1N 3 MININD NN NINDINN NIVN .Y I9IND 1PN IPX f(S7) MPaXN NIIPND ,PIva
NN PNND DN NPT MYXANI DNRNY NPNIRD NN TIND MDANT NONPND NN XIND

NN DX NI NN PYDA .I0NI92 NONY HNVIR NP IIMY 5551 wnnw) 15 ovD
TMIYN NN ¥ MIXIND YT NIV DY N 190 INKDY ,WINNNIN PNNIY DN 1NN NONININ
970N MIANDNN MDAN NIXPNAT NITINNNINT YIININ PNND DN TINNINRN NN DY
RiR2iv))

VIO PNPY DN ANYNIT NI NP .3

X229 5552 WNNWI 7D TNXD WIdNN NN DN 1NDN NNININ PN DX I MY PYo2a
K 701792 051 110V 1PNMIVINRD 912X 1) TINVINRD N Y TNOVIN NPND
YT DY )INI NN NMNIN NN NI

PO = [ (K =Sf(SdS
0

: OOPNN MY HHD 9 DY
dP(K) _

) e[ s = spfesas: + (<~ 07 ()

W INNND
K—K=0

:92PNN 1997, 09RNN HNVINN DY PHYN D121 P9 Y2NN IDND

aP(K) K9

-~ 7 -rT - —
0K e o 0K (K ST)f(ST) dST

92PN , 19 Mv-K 5 ona(K—S7) Sv nmanw 7o

d
(K =S =1

72290

IP(K)

K
-rT
=] resnds:
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Cumulative Distribution ) N92090 NNANNN NOIPNY NI YAPNNN TNVIND
121N 1 195 )NDP0Y NYIVIN NN NNN ©YD12N ©I3 NN YW (Function — CDF
JdP(K)
oK

e "TF(K)

:IYND

F(K) = fo F(Sp)dSy

2205 MHIVIN NIAVINN NNDINNN NPNPND NN

NPN YININ PNND DN 190N NN NN DY NNIYNRIN NINN D NTNON 1N NINRININ
NIV [, NII0NNN NNOANNN NMKPNT NN NON ,NNSY MIANDNN MDA IR PITY TN
N0 WIATI,)NIDP0Y MIDIVIN MIANDNN MDA NMXPND NN DAPY T SNONN TN MINNN
NN PNNY DN NAD DY NINNINRD PN NN

YYD NP5 DN 712297 NI NP D

NNV VIDNHN NNY DN 10N NPNN NN DY NNIYRIN NITNIN 2D 1NRIN OTIPN 9yo2

: 112Y0D MOIVMIN NIAVINN NNDANNN NMXPND DY NN NOWD
JdP(K)

-rT
3K e ""F(K)

MIANONN MDA NMOEPNAY INND .WINMHIN PNKRY DN NAD) DYS 1Y MV N NYD
: DOPNN ,NI20NNN NNYANNN NNIPNG YW NNWNIN NN NN

OF(K) _
A

219

?P(K)
Kz "¢ Tf(K)

22PN MDANN NNXPNY NN T

r 0°P(K)
) = e — 5=

NoNo ) abw (1978) Breeden and Litzenberger Yv n 1o 0 DNNRXIN NN 1T NNV
MYNNINI NPRNPN NPINN YPNN TIND )1DP0Y 71P570N NITANDNN MDAN NMIXPND NN
MYSNNI ININ MNPHRT MIINY TIVL .WINN NND DN MMSIND NN DY PIYN NITIN
MYNNNI D) DIPY IDIND NOAPNN NIRIIN NMNX D NYIW DYOw NNINN 1 ,(Call) wo nPSoN
90D NPSNN PN
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NN NN AYND 1N KD 1997 ,0777T2 DN PIYA NMINDIN NPNIN DY WININN Y PNN OVl
NY ITON DD DIVIAN MYNNNI 1PPA WHNWNY Y2IPN ,T9Y YW 19INT 71PIVD

:92pnn , AK pNIH2 TNXIDINT ©NNIN WIININ »NN WX .(Second Central Difference)

9P(K) _P(K + AK) — 2P(K) + P(K — AK)
oK2 (AK)?

MNANDNN MY NMXPNAY SWYNN YTOIND IR NN NRTIPN INNYNA DT PP NIANN
:ND0Y MOIVMIN
.+ P(K+AK) —2P(K) + P(K — AK)
(AK)?

fK) ~e

NYARNWYNRN NNDINNT NIDPND NMIVNIIND NVIYN DYDY DIOIAN NN INNN T IRNYN
OYIVMIN MIANDNN M AN TN 1N NNMIYINND .I990 NPNNN DY PIvN Y PNNnN
ANYII OYVDNVD TONN X NNZANN NN NNINA TNN XIT ,NPXNIND YPNNND MPY N1DPDY

NPOVY YDVINIVIN 110N .5

7729202 SXDINIVPN 13077 N

NYPNYNRN NNZONNN XIDPN NPIOV DI0ID TIMYN PIPIYN IR YDVINIVIN I9INI N MY PONA
99991 199y NN P DXAPYN DR NPXNIND YNNY RIN 3TN 1PYIN .10 NPNIN YPNNN
TANR 995 NNNN IX YN XYM DIOIN DI PNNY MIIANDND DN PIVN NIIYN NN D) NON
YPAN TYIN VI PPN

SV TPMNANDNN NWAYNN YIDNN NN PIAD 950 NMOSNN PNN P WP 3 DOWIN
MYRIN NIDIN

YIS 299V 299 Put HINOIN 29901 : VNN NINT

45

L:ADTPR MWD — @ 4

40 A
35
navn

30 o 0.5 :CNMPIa

25 4

20 -~ NN

15 0:BnTMPna

340 360 380 400 420
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(A NTIPY) ©YDIAN DI PNNN IMYNYN J9IND N12) 120 NONNN DY WINN PNN TURD

951997, TN NMA) WNINN MIXNINNY MIANDNN N3 A¥N .90IN TIND PIY NMNINND 7ININD
D292 7PNNND TIV NN DTN NNIN VYN NTHI YIDNN PNNI NNX DTN DY MDY
MM DTN 2P YIDINN NN NPYY DN ININD NN NPV N N2202 ,MINN

AUND T -5 N) 1 7YY naNIw windnn PNnY DY 9900 IMSIN PNN Y INWNIN
.MPNN DI DX PAYN DONRXIAN

™M) 7PN DX0AN DI PNNY TID NI MIANDN DN PIVNIY NN 1T 1PDITD Mynwn
MIIANDNN ,0TIPN PI92 INNY OVNPNNN MNAY DNXNNA .NYPAN TYINL NIN VI Y PNNNH
NNYINNN NOIPNG DY DOWNI NYAPNN NON VI Y PNNNI M) 7P ©I0AN DI) PNHY
.DAND NP NN NT MNINA 1997, NII08IN

NN, (B NTIPI) DY02N D3 1NNN SMYHWA 1IN TIII YININ PNN TUNI  NINT NNIYD
1192 TPXNINRN YINNY MIANDNN ¥ TV PV N3 NIPNA .GDID NINN PIY DRI 9907
NN, TN IRIIND .FPNNNRN TIY DY YIWN 1KY VYN YINIHIN NN GO NPW I9), TIRD
MYNYN NPMIINDN N1NND .DIND NATPNNI VININ VNN DN TIXIND NN DY NNYRIN
MINTND NAIP NONR W 2NNNI 1) 7PN ©I0IN DI PNNY MIANDNNY NN 2T

NN Y IMYNI NOTH T, N VNN PNNY DI .9°87 12VN0 DAPNN IDON IMNNPN MY Pa
MNPYN NN GPYN MY N3 ONIVTN NPV .WIDINN NN DD DNV 19NN NMNIN
DI IPNNN TAX DI TPXNIND DY WIDNN MIANDN 12)D PIVN NOIYNA

NNV 10N0N NMXMNX PNN DY INYRIN NN NIV DTIPI2 YIAPNN TN IV NIPN
NMNSONNN NMSPND 1 NTIPIA .(NMPNN O NNNRNN INKD ,0OMNN NOIY) 0.55 2 PpPa
TYINA ©X0IN DI PNNY TID NNT NMNANDN NNMP 197 ,50%D DY TIY NYIAPN NIIVNNN
YTOIN DIRNNN YINNN NN NIRID 1N IT NN .WININIM PNNN TIN IX MNP NYPAN
AC TP IYRNWNRN NNOONNN YPIND

NI O1NON VN NYHAYNN NNDINNN 1PIAY 1991 NN PPN NNIPY NN P2 WP
YPNN HY MY NI ,NII0NNN MIIANDNN NN NIPYN NNIYRIN NIDINY TV . INURIN
NTIWN XTI DT .DNSY MIINDNN MDA NN NIPWN YIDNIN PNNY DN NPNIND
N> ,I90 NPINNX DY PV MPNNND NYHNVNRN NNDINNN NIDPND NPIVNIO NN NVIVND D702
NN P93V NMI90NN NNNTI DVPN

>I90N NONT .6

PPN NYHNVNRN NNZONNN XIDPND NIIVNISNN NOIWN DY MY 1IN NYNND TNND
NN NPI90NN NHPNTN NN N 700 NPINN YW PN
NDYON NN NN NYY ,1MND 91T 10 XN TITXT NPONN NPINRY 1IN PNN D NN
DV NAPNY NPRIPN 1IN NPXINI NIMIDIN JPNN NPLO ) ,MVYY 3% NIN (N9 N22)
,30% Yy 714113 ,12 ,11,10,9,8,7 ,6 W ¥1ndn >PNN MY ,(00)Y 0.25) DWTIN DYDY
INNNA,22% -1 23% ,24% ,25% ,26% ,27% ,28% ,29%
MYNNNI PNDO0Y NIDIVMIN MIINDNN MDY NX TIIND NN ,0TIPN P92 NNV 95
VINININ NN S INRND .WIDNIN 2PNND DN 1501 NPNNIN YPNN DY NIV NITIN
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nYAPNNY 7O ,0MND DVIIN DY PP MYNNNIA NTHN) IMIVYN NN ,DXTT1 0N
:INNYNN

. P(K +AK) - 2P(K) + P(K — AK)
f(K) e (AK)Z

:IUND
s K now vimomnn nnw 900 nnsor v pwn pnn - P(K) e
S IWP TN TY TSN PN TYN -T o

P PPON MIDN DD WY -7 e

D100 VN OPNNOIY PANMINN - AK e
oYY .97 7 120 01T 6 PaY DXNNHN DINH NIY MIANDNN DX AWND YITI PNYNRIN DY
PNN NOVD 129 ,YINN PPN MY P OINIDY IDINI MINWND NMIDHIN JPNN NV YD NI T
PNN NPV DY NINIPT TPNIIDIVIN MYNNNI NIAPNN INT 6.5 5W WINID PNND NDINRNNN

272 DTARN AT 7 -1 I0VT 6 DY WINdN YN MOYA 1510 NPNINI MMIDHIN

Ogs = 295%

9T 7 -1 6.5, 6 DN NYY VINOHN SPNNY 190N NPINN NIY MMIN JPNN NPV ,TH99
JINNNNA,30% -) 29.5% ,30% YN
S VIINN PPN TNY TN NPENIN YTV NN INNN NI 29WAa

K1=6,K2=6.5,K3=7

1 IUND
AK = 0.5

NITINNKN DY MOOANND MOOIAND P10 WX NPXNN MNY NOIYND MY MOOYW MN»p
DOVNNYNN 7DIND” DDTIN MY 11PP N MPNTY MNINN (Merton 1973) poIn Hv
Cox, 5w nan b1mm Black & Scholes Ywnb 0in 9913 9InnNY 10N HY NN TINNA
DT .27NINI MINNIVN OVIN 2992 DIPHnn DONRY H1nd nmov Ross & Rubinstein
Finite Difference 990 10NN NYINY MOLOY DN N PNNTINNI DOWHRNWNHN DMNS
A9 -NVIN NV (DYOVND) DML BTN ,Method

Cox, nnoma X Black & Scholes nnona »v»a » 1Y X2 Merton YW 1w v o019 NIPN
Black & nnoma o 989 7ONNY 035NN MM POHNN YY Novann Ross & Rubinstein
VPN MNT YW Merton 191¥2 X099 NIPN NNNNN YR MXNDN NY 795 .Scholes

NNNTI DMNN DXYD MOINDN NPXNIN TIVNY MINDN 1PN DN MIRNDN D355 19INI
MM YN plain vanilla MVIYAN NPIND TIHNI) MADN NPINM MNWN VIDN PNHN
STINPONINY NN PN NPINDL,(1DON NMINNODN

Implicit Finite Difference ) 177500 N0YWH MYSNNI 2WIN 1907 NPININ MY, NIPNI
TONNN NT  Merton Sv PNINTINNGN YY NOOINN NINNN NVWN (Method - IFDM
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TAYNY NONDN NVIVYN (NMIVNIN JIRIT NYNN) PNNN NNNINND P NNRD TRIWN YVDNVDN
MMM NVIVYN NIITIN MIIDA .NOYNY DNV NPINNN DI DX 91D NINY ND D10 NPXNIN
(DTPM YINMNIY MIVAN DY) TIRPIINDN TINNIN TIYNY NYNOND

(Black & Scholes bv nqpnn) Plain Vanilla n»saN 79y IR D2WNN GUND D P8O v
nown .Black & Scholes Y12 nYapnnw 15 NN RN DYIAPN NINVIN NVIVN TI1T
: TNIPY 1901 DY NDODIAN NIV
nxIWNY N (Black & Scholes Y Npna 195 wNon PIND PR NOW) NOIWN NIRNWD e

DV

PN AT DYTHN NIY NOPWNN NINIVN DM e
(NPININ DTN DI DXTNMNN DIDOYDN) "NNPNOININY N e

LDPND MNNND DY NIIY OYW NNND DIWN - e

S5Y NIPNY NPXMN 3 HY 12170 . TIND VIV XN Plain Vanilla )01 9510 NSO 71INNN
LT 7 ) I0NT 6.5 ,9917 6 OV widdn »dNm [,29% -1 29.5% ,30% DY )pn NPV DY ,0M)W 0.25
IUNRD) MMINOIND 1N TYNA TITYT NPIYN DINN XY ,MIVD 3% DY 11270 NIDN N2>, NNNRNNA
NON ©VNID NNN (TITT NPIDN NHPPPNN TYNRD DI NIIY DY NIV NIPN D32 NININD
NNRNNA ;91T 0.002332 -1 9917 0.000500 ,9917 0.000081 SV 1YW MINN NPINNN NVIWN

NMIMAND YTNIN DAPNN DINDN DIWIINN NNXNYN DNIANM NPXNIND YN 2N INND
NXNYNA DY NAXN IDYT 7 PAD A9IT 6 PaAY DX PNNND DIND NIAY NYPNYNN MIANDNIN
: 112 DYNDN DWIONN

0.03.0.25 0:000081 4+ 0.002332 — 2 - 0.000500
0.52

g1 =€

: INODY
g1 = 0.0057

YPNN PAY DPANN MMINA I NIY MIINDNN MDY MITOIN DAVIND NNYT 1IN
)1 MY2PNNHN MNIND .DXNON VIDNHN

g, =0.0444
gs = 0.1545
g, =0.2781
gs =0.2813
ge =0.1659
g, =0.0573
gs =0.0113

01NN DINNA NYHNYNTI MIANDNN MDAXY JTNIN INMD g; D¥IIYN I TAR DOV INNN
©Y02N I3 PNNY TIH MANPHN NMMNIANDNI D) NON ODIY ¥IAD 1N TR AT 1AMV
.DYIRNNN OXPNNN MMINNN TR DI R¥NM NYPIN TN
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4 DOVYINA NININD NZ2APNNN NYHNYRN NNZINNN
NONDIN DY PIVN SPNNN NEINY 1IP0Y 1590290 NYNNYNH MILANNN 14 DOVIN

R j=)a)
NPNOIND 29NN MTIN NYNNYNHD MIYONHN
0.30
mMyanon
0.25
0.20
0.15
0.10
0.05 _\_\
0.00
5 6 7 8 9 10 1 12 13 14 15
NN NN

P22 91T 9 PaAY DXPNNN DINNA MDD MIANDNN NDN IPYY ¥ MNXIY 1N DOWIND N
MYNYN DTN M) X T 7P DYDIN DI PNNY T MMIANONNY Tya AT 11
NP NNLP NIV VPN

INDH .0.9985 NIN 9T 14 1PaY 99YT 6 PaY DXPNNN OIND IAY DAPNNN NMIANDNN DD
0 112 IN VYT 70 TN T NYPAN TYIND DYDAN D) NNY TOD NYHNVHN NMIANONNY
1252 0.0015 -2 NN 99T 14

YPNNH NSTINY NYHNNYHRT NNDINNN L4 DIWIND NI 1PIN T2 PHAND 1N NOW MY
ND ANDANND INNYNA TN 2T 1> 2372) AN NAY SINNY 272 NIIANNND 190N NN
,26% DY NYIAP PN DMV DY NODIINN NOVNNINY NNZINN N , NNV OV .1PDNIN
TIVA I PNNRY MIINONN T NNDINN 9D .DNNTI MMZIN JPNN NPVLD YN NNV
nYNRNWNN NNYaNNA 0.0057 Ny ,0.0024 NN IOYT 7 -D 91T 6 Pa P DOVTIN VDY
A9YT 14 -5 A0YT 13 12 7P 112300 NNY MIANDNN,NNIT 1IN .NPXNND Y PNNN NSOINY
DINSNHN . AYRNWNN NNDONNA 7252 0.0113 NMIYD 191090 NYN NNDaNNN 29D 0.0141 NN
M SV DWNIND INY DM MIIANDN NONMN NYNPNWNN NNDINNN D DX TNON NON
MNON NNDONNY DN TN NPYY DY DXWININD AN NI MHIANDM 17NN NN MTN
BabpjaRib!

nMIPOM DIDO .7

991D NPNNN TV PIYN PNNND NYRNWNRN NNDINNN NIPIND TIVNIN NOIY 1NN 1T NN
Y2)D IN NNDANNN NNN XD NNTPI NNIN TANNN ,NPIVNID MVLIYY TN NPRNPN
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YNNI DN YN DY P TR NIYWI MIXIND NVIVN ,DYD2N DI) 1NN DY VDNV TONNN
NN NOD PN MOIYN NN NOPYN NXINNDN MIZINNN ,TIY .PIVA NINDIN NPSOIND
JUNID NI NNDONN NMONPND HY

NIVINONN MYOLN NIYNIND NVIVYN DIV THIVN 99951 YPINN NN NIINN NN IINDN
HIVIN MIANDNN MDY D NN 121 INNDY 19790 NNHVIVON) (Elementary Claim)
DXYTIN NIV .WIDHN INNY DNYA DD NPXNIN YPNN DY NIVN NITNIN IO NYAPNN NII0D
YPNN NN NYHAYNN NNDINNN NN NAY ,1PIT0N MINT MYNNNI NVIWN DIV 19N
DY VI YPNN MDY 100 NPINN DY PIvn

L1252 DIV IPNN NMVD AWUNND NN VYWY YN NPIDN NYHNYND NNDINNIN
TPIVNION MND , DMV PIV OLWNIND MYNPNYNRN NIMNIANDNN NN TIVND 1NN DMYNNINI
N T2 . OWPYNN NN DY 120N NDXAN DY Y10 229121 NMANT MY NIX PNAD , NNYINNA
PN RPN DY AN NN NNOND TTIA NPNTHN TTHN IIYN NIYIRD

N IYIN WNNNNY NNOINNMN NIDNA NPNX NNDINNN NNJONNN D NND ¥ NNT DY
I TYINA PIVA NPNIND MINDI DNAY DX PNNT NN NIPYNT, 1IP0I DIV MNDINN
IV YOI VIPPAM INDNT MYIN ,)NP0N MOTYN NYOUn NX D) NO9D NN 1PN
YPNN DY TIRTI OTNN XD ,PIVN MOV DV 1IPY JTNIX N NINID Y T DIVND .NPXIND
PNYa ©Y01aN U

PV 952 DWMY NINM) NN TV NPNIN D) DIPMYNDYNI MNIN NIVNITNN NVIWYY
Y5 YNWY N1 ,DY02N DI N0 MYN RIY ,00IVW WD) Y PNN MY NN MINDI 12V
YPNNND PN DOUPANN DMIPINY DNIDIDD PNY IDIYN ,DINDPD ODNIN ,MYPYN YMND Ny
1292 Y9019 92Y0 G0N YT NPNIND

D) T DT 29N NNNN NI MY NN P DAPYN DN 910 NPNNIN MPNN ,DIDDY
DV TTNYN IMNNINNY PIVN NPON DY TIY 29 XMNANDN YN 0N OMIDIN DN .DY0IN
YPNN NN TWARND NPXAIND YPNN DY NIV NIIN MYNNNA I3 YT NIDN 02N NN
PIVN 291D 1MV YTNRN NN OMYNIVN 1I9INI NIND TO2),NNYY NPMNANDN NNDONNY P
VNIND
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