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Abstract

With the rapid growth of financial market today, each firm must consider all of
the risks they may encounter, such as price risk and credit risk. Since risks may lead
to financial loss, how to hedge becomes more and more important. There are many
ways of hedging, and derivative is one of hedge tools on which each business puts
emphasis. Among derivative, options is the most important product, and how to
evaluate exact option value becomes an interesting question. Practically, we usually
apply numerical model to evaluate exact option value. When we simulate for more
and more times, we can get the more precise theoretical value. Generally speaking,
there are some possible sources of error when we apply numerical model, such as
distribution error and the nonlinearity error. If we want to evaluate options, we must
apply different methods according to the option since different options have different
features. Although errors cannot be fully avoided, we still have to revise the method
while applying it in order to get the more precise option value. This article mainly
applies TBT model (Trino-Binomial Tree) to Discrete Barrier Options, revising the

original model to reduce possible errors and gets the more accurate outcome.
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