Expiration or Exercise

Transaction Time 0 St < Kj K1 < Sp <Kj Ko < Sp < K3 ST > K3
Buy A\ Kj-strike calls —AC (K1) 0 A(ST — K1) A(ST — K1) A(ST — K1)
Sell 1 Ko-strike calls C(K2) 0 0 Ko — St Ko — St
Buy 1 — XA Kg-strike (1 =XN)C(K3) 0 0 0 (1 =X)(STt — K3)
calls

Total C(K2)— AC(K1)— (1 = X)C(K3) 0 A(ST — K1) (I—=X) (Ks—ST) 0

Table 9.12: Proof that the call price is a convex function of the strike price.



