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An American Call Option Pricing Model for Risk-Averse Invertors
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Abstract: There is a new American call option which is designed for risk-averse invertors. The mathematical pricing
model of this option can be formulated as a one-dimensional parabolic variational inequality, or equivalently, a free
boundary problem. Different from the standard American call, it has two monotonous smooth free boundaries with divi-
dends and has only one linear free boundary without dividends. To solve this problem, PDE arguments are applied. We
can prove the existence and uniqueness of the solution. Then the properties of the free boundaries , such as monotonicity,
smoothness, and location , are presented.
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