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Derivatives

I lower Boundary of a Put LBP

Po Profk So

Eg
so 500

n lyear
Cal ofpf.BE projk so

600 500

Gifts 500

Po 45.45
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Case 1 If Actual Po 45.45
let's say Po 30

This gives rise to an Arbitrage opportunity
Po is underpriced strategy for Arbitrage

BUY Put

Buy share

Cal of net Outflow today

Step 1 Buy Put 303

Buy Share 5007Step 2
net outflow 5307

Step3 Borrow 530 today
10t.forlyearmvEE3gci.is

Cal of CF on DD
Particulars 5,7K SICK

5 985 57 5 3
Step4 Pay Mv of 5837 15833

Borrowing
steps sell shares 900 300

300steps GP on Put
K S

Arbitrage Gain 31 7 17
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This strategy will provide Gain Min 11 or
Higher irrespective of S Arbitrage
Due to this arbitrage opportunity Demand
for Buy Put Buy shares strategy
will increase Due to this demand for Put
will increase thereby pushing Po above 230
Once it touches E 45.45 Arbitrage Opp
ceases to exist This is why Po cant

hang around below 45.45 45.4T
is LBP

Case 2 If Actual Po 45.45
let's say Po 60

This gives rise to an Arbitrage opportunity
Po is over priced strategy for Arbitrage

SELL Put

SELL Share
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Cal of Net E Inflow today

Step 1 Sell Put 60

Step 2 share 500
NetEd Inflow 560

Step3 Invest 560 today
10t.forlyear.MVE5698ci.is

Cal of CF on DD
Particulars 5,7K SICK

5 985 5 55
Step4 Realise MPG 616 616

Investment
steps Buy sharees 900 300

300steps GP on Put I S k

Arbitrage Gain 284 16

i this strategy gives Gain only if S C K
i such strategy can't be called as Arbitrage
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Alternate understanding
Consider foll 2 Portfolios
PCC I Put I share

PCD Cash Equivalent to
Prof K

Cal of VCP on DD

Particulars 5,7K SICK
Put om Put IMI

PCC Is
K 13,2s

P D K K

If S K P C PCD

If S K PCC PCD

i Irrespective of S
PCC PCD

Po So 3 Profk
Po Profk So
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9 417 i Cal of Th Min Priceof a Put LBP

Po Profk so

4 2
370

390.24 370
Po 20 24

ii If Po 10

Po is underpriced strategy for Arbitrage

Buy Put
Buyshare

Cal of Net E Outflow today
Steps Buy Put 103
Steps Buy Share 370

Net E Outflow
Steps Borrow 380 today 5 pa for 6m

Mv 380 1 0257
389.5

Cal of CF on DD
Particulars S 7K S C K

Put Otm Put Itm
let'ssay 5 500 S 300

Step4 RepayMuay Borr 389.5 389.5
Steps Sell share CS 500 300
Step6 GP on Put 0 400 300ie 100

Arbitrage Gain 110.5 10 5
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I PCPT Equation

ILS SK ILS K

PCA S K

PCB S S

PCC S K

PCD K K

PCA PCC irrespective of Si

Co Profk Po So

PCPT Equation

9 357 iii Cal of Po using PCPT Equation

So 380

Projk 395 03
Co 10.52

Co Profk Po So

10.52 395.03 Po 380

I Po 25 55
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Arbitrage under PCPT

This opportunity arises if

Co Prof k Po So

G 277 LHS Co Profk
20

49
29

100

RHS I

LHS RHS
Co Projk Po So

For strategy Isolate Prof K

profk Po So Co

under Priced Buy

Strategy for Arbitrage

Buy Put
Buy sharesell Call
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Step Buy Put 217

Step2 Buy Share 903

Steps Sell Call 20
Net E Outflow 913

Steph Borrow 91 today 10 for year
mu 98

Cal of CF on DD

Particulars Ifs K ILS CK
Call Itm
Put OTM

let's say s 150 91ismm
Steps Repay mvof 100 1 100 1

Borrowing
Steps Sell Share CS 150 50

Step7 GP on Call

step8 Gp on put
115 7503

110 503
AG 9.9 9.9
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9 287 LHS Co Profk
12

49
12

100

RHS Po So
30 90
120

LHS RHS
Co Prof K Po t so

For strategy Isolate Prof K

Projk Po So Co

Over Priced Sell

Strategy for Arbitrage
Sell Put
sell share

Buy Call
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Step Sell Put 30
Step2 sell share
Steps Buy can 92

Net Σ Inflow 108

Steph Festop today 10 for lyear
118.8

Cal of CF on DD

Particulars Ifs K ILS CK
Call Itm
Put OTM

let's say s 150 91ismm
Steps Realise MPOf

Investment
118 8 118.8

Steps Buy share CS 150 50

Step7 GP on Call

step8 GP on put
450 1103

607
50 110

AG 8 8 8.8




