Example of a FFA Option

Example: Ship owner ‘D’ wants protection againgaking market, and so (rather
like taking an insurance policy) buys a Put optionpanamax Cal 11 ,at a strike
price of $17,000 at $2400 premium per day for 3@sdaer month. The total
premium ($2,400 x 30 x 12 = $864,000) is payabléneybuyer to the seller at the
time that the contract is concluded. The firstlsatent will take place on 31 January
2011. If the settlement is under $17,000 — thebwyll be paid the difference
multiplied by the contract size (which in this c&s80 days per month). If any of the
12 settlements settle above $17,000 — the optibmetibe declared, and no money
will change hands. Unlike options associated ltlgsical charterparties, the buyer
does not need to declare the option in advand® automatically declared if the
option is in the money (FFA Options are Europeaaraged - or Asian style).

The seller (or granter) of an option sells the tigh the buyer to either buy (a Call)
or sell (a Put) — for that they get paid an upfrgnémium from the buyer. This
premium is the maximum profit a seller can makéhedeal. The seller will value
every option individually using historical volatifiand the Black and Scholes
options’ calculator (to calculate a suitable premiywhich will match or outweigh

the risk they are taking by selling an option (ght) to someone else.

The seller of the panamax Cal 11 Put option abeve effect speculating on the
panamax market not dropping below $14,600 duriregrtbxt year. If any of the 12
months settle below $17,000 the option will beatecl and they will have to pay the
difference between the agreed price and the sedgtiemultiplied by the contract size.
Because they received $2,400 per day upfront tliepet be out of pocket until a
month settles under $14,600. If any settlemeabdsve $17,000 the option will not be

declared, and the seller will keep the full premiiamthat month.



