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Forthemoregeneralversionofthe Ito formula we considertheclassof

stochastic
processes that are solutions to

dxitl flxititldttglxitl.tldWitt
Solutions Htt arecalled Ito process

For example ds m Sdt to SdW GBM is an toprocess

So now wewanttolook at Flatt t and findan expression fordF

Similartobefore
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de 8ft fttoE.ge dttgEdW

This iscalled Ito lemma

Remark For f O g
1 we get X W andinthis case

df FI t t Idt ofdw just asbefore

let us nowdiscussthe applicationof Ito's lemma to GBM

We defined GBM as S whit em t 6Wh
so p

Sixth elmEH tox

With Ito it satisfiesthe SDE ds I et Idt dw

Ilm E S to's It to saw

Is
yfdttgdw

With that we cane.g compute II 541

Take Flsa t 541 andapply Ito lemma
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O t us m St tutu lls lost dt t o sus dW

Ight attend aw
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S is again a GBMwith differentparameters
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