


Option on Collar


Collar = call (K1) – put (K2)   with K2<K1,  K1 and K2 are the strike prices for the call and put, respectively. Those options are called daughter options or the underlying options.

Call option on a collar pays  Max(collar,0) at the option  maturity,  put option on the collar pays
Max(-collar,0) at the maturity, these options are called parent options or overlying options. The strike price for the overlying option is zero. 

The option premium is the present value of the expected payoff.  Mathematically,



where S denotes the commodity price at the option maturity and P(S) is the probability of the commodity price S.  For put the formula is similar:





