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FOR ACCREDITED INVESTORS ONLY 
The material contained herein is for informational purposes only, and is not a product of the research department. It does not constitute an offer to buy or sell or a solicitation of an offer to 
buy or sell any option or any other security or other financial instruments.  The information contained herein, as well as any other communications or information provided by Banc of 
America Securities LLC and its affiliates (“Banc of America Securities”) is not intended to be, and shall not be regarded or construed as, recommendations for transactions or investment 
advice, and Banc of America Securities shall not be relied upon for the same without a specific, written agreement between us. Banc of America Securities does not provide tax, legal or 
accounting advice.  You should conduct a thorough and independent review of the legal, tax and accounting aspects of any information provided to you or any transaction which you may 
enter into in light of your particular circumstances. You will be required to represent that you have consulted with your advisors prior to execution of any transaction. Notwithstanding 
anything that may appear herein or in other materials to the contrary, you (and each employee, representative, or other agent of yours) may disclose to any and all persons, without 
limitation of any kind, the tax treatment and tax structure of the transaction and all materials of any kind (including opinions or other tax analyses) that are provided to you relating to such 
tax treatment and tax structure. Finally, please be aware that in connection with any transaction you may enter into, Banc of America Securities will be acting in the capacity of a 
counterparty and not as a fiduciary. Options are not suitable for all investors.  Please ensure that you have read and understood the current options risk disclosure document before entering 
into any options transactions.  The options risk disclosure document can be accessed at the following web address: <http://optionsclearing.com/publications/risks/download.jsp>. 

 
NOT FDIC INSURED           MAY LOSE VALUE          NO BANK GUARANTEE 

 

OPTION PRICES IMPLY A DIVIDEND YIELD 
EXAMINING RECENT TRADING IN JPM 

 
Using the options market, one can infer the marketplace’s expectation for the future dividend yield of a company.  While 
examining recent JPM trading activity, we will illustrate how to calculate the implied dividend and give suggestions for how 
to take advantage of an opinion on a potential change in the stated dividend yield of a stock. 
 
In general, calls and puts have a relationship according to put / call parity which states that: 
 

Call = Put + Parity + Reversal Conversion (R/C) 
 

Where the Reversal Conversion (R/C) = Carry on strike K – Present Value of the Dividend Yield on S 
 

Solving the put / call parity formula for PV (Div) we get: 
 

PV (Div) = -Call + Put + Parity + Carry on strike K 
 
Where parity = spot S - strike K, carry on strike K = [Ke^(r*t)- K],  r = interest rate to expiration, and t = time in years to 
expiration. 
 
Example 1:  Recently, participants have been speculating on a potential decrease in the dividend yield for JPM common 
stock.  The indicated gross dividend yield for JPM stock is 3.79%.  Using mid market values for the Jan 06 35 calls and puts, 
one can compute the implied dividend yield.  The 35 strike calls and puts were trading for 2.85 and 1.95, respectively.  JPM 
Stock was trading 35.90.  Assume an interest rate to January 21, 2006 of 3.6%.  Solving for the implied dividend yield we get: 
 

PV (div) = -Call + Put + Parity +[(Ke^(r*t))-K] 
 

PV (div) = 2.85- 1.95 - (35.90-35) + [(35e^(.036* .658))-35]  
 

PV (div) = 0.838 
 

Implied Dividend Yield = .852 / 35.92 / 0.658 = 3.64% 
 

Example 2: JPM implied dividend yield is 3.64%.  To gain exposure to an opinion that the dividend yield will be reduced, 
one should go long one JPM Jan 06 35 call, short one JPM Jan 06 35 put contract, and short 100 shares of JPM common 
stock.  Effectively, the position is long a forward in JPM and short JPM spot where: 
 

Forward = spot e^(r*t) - present value (dividend) 
 

The long forward and short spot trade eliminates all but the dividend and interest rate risk.  Since we assume that interest rate 
risk can be readily hedged, the risk remaining is the dividend.  
 
To gain exposure to an opinion that the dividend yield will be increased, one should go short one JPM Jan 06 35 call, long one 
JPM Jan 06 35 put, and long 100 shares of JPM common stock. Effectively, the position is short a forward in JPM and long 
JPM spot.   

 
 

From the put / call parity formula above, as values for the dividend increase/decrease the value of the call decreases/increases.   


