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Call options on a stock are available with exercise prices of $165 and $170, and expiration dates in
one month. Their prices are $7.90 and $4.94, respectively. Put options on the same stock and with the
same exercise prices and expiration dates are also available and cost $3.24 and $5.30, respectively. The
stock currently trades at $169.5. Please answer the following questions using above data.

(1) If you believe that the price of this stock will increase in the coming month, describe four ways
in which a bull position can be constructed using the above options. [94 ]

(2) If the price of the underlying stock falls to $160, compute the corresponding profits or losses
of the above trading strategies you listed in (1). [84 ]

(3) If you believe that there will be a big jump in the stock price, but are uncertain as to the
direction, explain two ways in which a combination position can be created and at what stock

prices these two trading strategies will be in the money. [84 ]
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