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OPTIONAL MECHANISM FOR FORMATION OF FREIGHT BUSINESS STRATEGIES
OF SHIPPING COMPANIES

OIIIOHHU MEXAHI3M ®OPMYBAHHS ®PAXTOBUX BI3HEC-CTPATEI'TA
CYJTHOILVIABHUX KOMIAHIN

Today, maritime transport is in a turbulent business environment, therefore, when analyzing the work of
international shipping companies, the current fi nancial performance indicators are related to the long-term planning
of the fl eet of shipping companies and the dynamics of military infl uence on Ukraine. Examination of the operation
of various forms and types of charter contracts between subjects of the business environment in maritime transport.
The research examines the main approaches to risks in sea transport of the strategy of ship cargo insurance.
The option mechanism is an option for shipping companies to implement their development strategy in order
to preserve the existing positions of the charterer and shipowner in the market. Another area where the option
mechanism can be developed is the problem of planning the optimal time to buy or sell a ship, based on the expected
conditions on the freight market and the market value of the ship.
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Ha TemepimHiii yac MOpPChKUI TpaHCIIOPT YKpaiHu, rmepedyBae y cTaHi TypOyJIeHTHOCTI Oi3HEC-CepeloBHINA,
TOMY PO3BHTOK PHHKY TPAHCIIOPTY TIIBMYETHCS Ta AMHAMiKa BOEHHOTO BIUTMBY MOPCBHKHX II€pPEBE3CHb CXMIbHA
JI0 CYTTEBUX KOJIMBaHb 1 HEBU3HAYCHOCTI. B cyuacHMX yMoBax, IpH aHaii3i poOOTH MIKHAPOIHUX CYIHOIUIABHUX
KOMIIaHil pa3oM i3 MparHeHHsAM MaKCHMi3allii TOTOUYHUX (piHAHCOBUX IOKA3HHKIB (PyHKIIOHYBAHHS BAXKIUBHUMU
TaKOXX € TMUTAHHS, MOB'SI3aHI 3 JOBrOCTPOKOBUM IUIAHYBAaHHSIM (DpaxTyBaHHS (PIOTYy CyAHOIJIABHUX KOMMaHIH i3
ypaxyBaHHSIM €KOHOMIYHHUX TPEHJIB 3MiHHU CTaHy ()PaXTOBOTO PUHKY Ta JUHAMIKY BOEHHOTO BILIHBY Ha EKOHOMIKY
VYkpainu. TakuM 4YHMHOM, IOCTa€ HarajabHa HEOOXIJHICTh Y NMEpenIsil OpraHi3aliiiHo-eKOHOMIUHUX MiAXO/IB, SIKH-
MU PETYIIOITHCS NpoliecH (ppaxTyBaHHS Cy[eH Ta HEOOXiAHICTh MOJIMILIEHHS CUCTEMH MOKa3HUKIB e()eKTUBHOCTI
(hpaxTyBaHHA MOPCHKHX CyAEH CyAHOIUIABHUMH KOMIAHIsIMH Y pO3pi3i CTpaTeriyHuX el rodaibHOI TPaHCIOPT-
HOi Oe3meKkn. ABTOpaMu IIOTO TOCIiIKEeHHs OyB MPOBEICHUI aHaNi3 (yHKIIOHYBaHHS Pi3HUX (POPM 1 BHIIB Yap-
TEPHHUX JIOTOBOPIB MK Cy0’€KTaMH Oi3HEC-CepeIOBHIA HA MOPCHKOMY TPAHCIIOPTi. ABTOpaMu OYyJIO PO3IISHYTO
OpraHi3aniiHO-eKOHOMIYHMI MeXaHi3M (opMyBaHHs (pPaxTOBUX CTpaTEriil CyTHOIUIABHUX KOMITaHIN Ha MpUKiIaIi
OMIioHIB. Po3MIsiHYTO reorpadiuae po3noAiIeHHs] MXKHAPOJIHIX MOPCHKHX OIpiK 3 (paxTyBaHHS Cy[cH. Y TaHOMY
JOCITIPKEHHI PO3IVISIHYTO OCHOBHI TTJIXO/U JI0 PU3HKIB HA MOPCHKOMY TPAHCIIOPTI CTpAaTeTii cTpaxyBaHHS BaHTaXKIB
Ta CylleH (ppaxTyBallbHUKaMH Cy/lIeH. TakuM YMHOM, €KOHOMIYHHIM MEXaHi3M OIIIIOHIB MOPCHKUX CY/IEH € IS CY/I-
HOIUTABHUX KOMIIaHi BapiaHTOM peaizanii cTparerii po3BHUTKY, 1100 30eperTH icHyrodi mo3uMii GppaxTyBaabHIKA
Ta Cy/HOBJIAaCHHMKA Ha pHHKY. Hapasi BUKOPUCTOBYIOTHCS TaKi MEXaHI3MH OMIIOHIB AT (IIOTY, IK CyTHOOYTyBaHHS,
KyMiBJIS CyJIeH, JIi3UHT (0epOoyT-4apTep), a TAKOK KOPOTKO- Ta CEPEeTHbOCTPOKOBHUI JII3UHT (TaiiM-daprep). [HImM
JIEBUM HAIPSIMKOM, JIe ITaHUM MEXaHi3M OII[iOHIB MO)Ke OyTH PO3BHHEHUH, € NOCHiKEHHS 3a/1adi [JIaHyBaHHS
ONTHMAJIBHOTO Yacy KyIiBIIi a00 MPOIaxXy Cy[Ha, BUXOASYH 3 OUiKyBaHHX YMOB i IPpaBWI Ha (PPaxXTOBOMY PHHKY, Ta

BHUMOTI' 10 pI/IHKOBOI BapTOCTi CyaHa.

KirouoBi cjoBa: cynHOIIaBHA KOMIIaHis, ONIIOHH, (paxTyBaHHS, 4aprep, Oi3HEC-cepemoBHIIe, TTo0abHa

Oe3reKa CyIHOIIaBCTBA.

Statement of the problem. With the start of military
operations in 2022 between Ukraine and russia, cargo
flows from the Black Sea decreased. The maritime business
environment responded to this by significantly increasing
freight rates and shipping traffic decreasing, and therefore
a significant part of tonnage stopped entering the Black
Sea due to military risks and reoriented to other regions.
As importers moved from the Black Sea to buying food
from Argentina and India, trade flows moved to the Black
Sea, which led to more demand for freight in these regions.
Thus, the start of hostilities in Ukraine led to an increase in
freight rates in other regions. Charterers who have to look
for suitable vessels for the transportation of their cargoes
delegate this work to intermediaries — brokers. On the other
hand, shipowners looking for work turn to freight brokers.
Brokers represent the charterer's and shipowner's interests
at maritime exchanges, assess the vessel's suitability and
negotiate the terms of the chartering agreement. Indeed,
some international brokers have implemented electronic
(blockchain) chartering. The effectiveness of electronic
chartering of ships is still problematic and imperfect, given
the large amount of capital invested in digital infrastructure.

Analysis of recent research and publications. The
theoretical aspects of the study of issues related to the study
of the formation and modern state of cargo transportation
by sea vessels and ship chartering were elaborated in the
scientific works of Ukrainian authors: Bernevek T.I. [2],
Rudenko S.V., Lapkina 1.O., Kovtun T.A., Bondar A.V.
[10], who in their research conducted a thorough analysis
of development strategies of shipping companies and
issues related to vessel chartering. International aspects
of vessel chartering by shipowners were highlighted
in the works of: Burkinskyi B.V., Ilchenko S.V.,
V.E. Grishchenko [1], Kolodinskyi S.B. [8], Zakharchenko O.V.
[11], and other authors.

Formulation of the research task. The purpose of this
work is the analysis of the development of an organizational
and economic mechanism that takes into account the

specifics of the trends of the chartering market, which is
based on comprehensive monitoring and determines the
specific organizational and economic directions of its
functioning, which are used in sea transportation during the
military influence in Ukraine, taking into account the trends
of changes in the junctures of the freight market in the post-
war period. Tasks, the paper examines the substantiation of
the mechanism of options for the chartering of sea vessels
(fleet), which allows making the optimal choice of a vessel
of a shipping company, taking into account the dynamics
of the military influence in Ukraine and permanent changes
in the freight rates of the vessel chartering market.
Summary of the main research material. According
to the Merchant Shipping Code of Ukraine (here in after
referred to as the MSCU), under the contract of sea carriage
of cargo, the carrier or charterer undertakes to transport the
cargo entrusted to him by the consignor from the port of
destination to the destination and deliver it to the person
authorized to receive the cargo (consignee), and the
consignor or charterer undertakes to pay the established fee
(freight) for transportation [1, p. 12; 13]. Depending on the
method of distribution of the right to dispose of the vessel,
risks and operating costs, two main types of sea vessel
chartering are distinguished: voyage chartering and time
chartering. Chartering a ship means providing a ship for
the transportation of cargo, passengers or other purposes
for one or more voyages for a set fee (chartering the whole
ship or part of it) and handing the ship over to the charterer
for a certain period of time. Depending on how the right
to dispose of the vessel is distributed, the associated risks
and operating costs, two main types of vessel chartering
are distinguished: voyage charter and time -charter.
The contract for chartering the vessel was concluded
between the charterer and the carrier. The charterer
(carrier) and an authorized agent are the parties to the flight
charter contract. In the proposal, the shipowner indicates
the name and tonnage of the proposed vessel, the expected
date of commencement of preparation of the vessel
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(i.e. the last day the vessel can arrive at the port of loading),
the time required for loading or the daily charge for
loading, port of loading: freight rates, size brokerage fees,
as well as the desired proforma charter [13]. It is used in
the following cases:

— when the ship is chartered for the carriage of cargo
(full charter), the charterer must deliver cargo that can be
used for the full capacity of the ship (full cargo and full
cargo):

— if the cargo of two or three charterers must be
transported on one vessel, each charterer concludes a
charter agreement with the stipulation that the cargo will
be part of the vessel's cargo (part cargo):

— when the cargo of one charterer is transported under
the charter contract (the main part of the vessel), and the
additional cargo of another charterer is transported under
the bill of lading: The terms of the contract between the
shipowner and the charterer are drawn up using standard
"voyage charters". Such contracts prevail in market
transactions. As a rule, they are used to improve the
efficiency of the use of the fleet in areas where forward and
reverse cargo flows are not balanced in terms of volumes.
Analysis of economic approaches to development and trade
in the world market of sea freight transportation. Voyage
charters are distinguished by their scope of work, contract
duration, and number of vessels used for transportation
[9, p. 30]. One-way charters are used to transport cargo
between two or more ports. The voyage charter provides
that the charterer provides direct and reverse loading of the
vessel. The shipowner agrees to plan multiple voyages in
a single direction under this contract. Operating options of
shipowners are characterized by a different "profitability —
risk" ratio (Table 1).

Concluding a contract for the transfer of cargo is what
voyage chartering involves, and the concession of the
shipowner (operator) for the transportation of the cargo
is the subject of the contract. Voyage chartering is done
through a sea transportation contract called Voyage charter
(V.C). For a specific voyage (or voyages), the charterer
is only given access to the services of this vessel under
the terms of a voyage charter. For transport services, the
shipowner receives a fee (freight) from the charterer,
which is calculated according to the amount of cargo
transported, regardless of the length of the voyage. Vessels
chartered under a master contract or contract of charter
(CoA (Contract of Affreightment)).

The general contract is a document that confirms
the agreement between the shipowner (carrier) and the
charterer to transport large-tonnage cargo between specific

ports for a specific period. Depending on the nature of the
contract, it is sometimes called a "quantity contract" or a
"carriage contract". A typical contract may include several
consecutive flights. To fulfill its obligations to the charterer,
the shipowner can use several ships, the operation of which
is similar to the liner service in terms of the frequency of
calls to the port. Indeed, within the framework of linear
services, there are also master agreements. Standard
contracts have different bases. For example, the shipowner
undertakes to transport a certain amount of grain from
port A to port B in one year, the shipowner has the right to
transport all the oil imported by the charterer for two years,
the shipowner has the right to transport all the vehicles
exported by the charterer for two years, and the charterer
guarantees at least seven shipments in one year. At first
glance, voyage charters appear to be more advantageous
for the charterer when compared to time charter contracts
because they minimize risk. When freight rates drop,
charterers frequently use time charters to increase their
tonnage reserve for the charter period. By doing this,
they can be ready for claims when freight rates increase.
From the charterer's point of view, the advantage of time
charter is that when freight rates are low, shipowners are
reluctant to charter voyages in the hope of higher rates,
and the charterer is forced to offer higher freight rates.
Time charter is less risky for shipowners than sea freight.
Time charter is favored by shipowners who expect a
decrease in demand for tonnage or a drop in freight rates
within the next three to six months [8, p. 35]. The activity
of charterers on the time charter market increases during
periods of improvement in the market situation in order
to secure tonnage in advance before periods of increase in
voyage freight rates. Almost all risks are assumed by the
charterer during the charter period. Bareboat chartering is
a type of bareboat charter. In this case, the ship is handed
over to the charterer without a crew and the charterer
bears the costs of crewing the ship. A bareboat charter
contract is a vessel rental contract. Bareboat contracts can
be classified into four different types: lease of the vessel
with subsequent return to its owner; rent with subsequent
purchase of the vessel, lease of a vessel under construction
(from the moment of completion of construction until the
moment of returning the vessel to the owner): lease of a
vessel under construction from the moment of completion
of construction until the moment of redemption of the
vessel by the charterer. Time charter and bareboat charter
are used for long-term contracts (3-5 years or more), when
the shipowner cannot control the intensity of the charterer's
work. Such contracts provide the shipowner with a fixed

Table 1

Basic operational options of shipowners

Types of operational options

Distribution of costs and risks between
the parties to contracts of transportation
and chartering of vessels

Ratio between profitability and risk

Option A: Chartering the vessel

on the spot market are borne by the shipowner

Most of the costs and risks of NFIS

A high degree of profitability and risk,
the difficulty of forecasting the market
situation

Option B: General centrist by the shipowner

Most of the costs and risks are borne

Inflexible pricing, more profitability /
lower level of risk

Option C: Time chartering by the charterer or operator

Most of the costs and risks are borne

Relatively low returns and relatively
low risk

Source: the table was developed by the authors
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income and guarantee him protection from adverse market
conditions, but at the same time reduce the ability of the
shipowner to take advantage of the increased demand for
chartered vessels during periods of high market conditions
and receive additional profits. Vessels have the option to
be chartered immediately after delivery, more frequently,
or throughout their life. Depending on the type of
transportation, different types of bills of lading are used,
such as direct, through and combined bills of lading.3 Liner
bill of lading (liner VL) is used to confirm the contract
of sea transportation in liner shipping. Many vessels
shipping companies use conlinebill, the standard BIMCO
(Baltic and International Maritime Council). The vessel
chartering process consists of three stages: preparation for
negotiations (prefix); contract signing and administration
(postfixation). In most cases, the charterer and the shipper
give a quote (or indication) that describes the location of the
cargo and vessel. The brokerage company is responsible
for receiving this material, summarizing it, and sending it
to clients who may be interested [11, p. 522]. The charterer
provides information about the type and quantity of the
cargo, loading and unloading ports, and vessel position in
the offer. i.e. the time of the vessel's arrival at the loading
port, the freight rate and the counterparty that pays it,
the charter proforma and the deadline for a response.
The types of vessel charter agreements can be divided as
shown in Figure 1.

The analysis shows that although dime-size charters are
not common now, there are quite a few vessels chartered
under a similar concept called bareboat charter. Most of
the contractual agreements that are concluded belong to the
types of non-demise, voyage and time charters. In addition,
there are hybrid charters, which are a mixture of certain
features of both time and voyage charters. Options are
contracts that allow you to buy or sell stocks, commodities,
and other assets in the future at a predetermined price.
Freight orders are the basis for brokers' offers for ships
and cargoes. The shipowner is bound by the charterer's
order to enter into a charter contract with the broker on the
terms specified in it. Usually, the charterer's order contains
the following information: on the cargo side: transport
characteristics of the cargo, volume of the cargo, margin,
whether the cargo is one-off or part of a long-term contract,
ports of discharge, possible dates of cargo loading, concept

of freight rates, terms of payment of freight rates and any
special ship requirements. The shipowner's order usually
includes: the name of the ship, technical and operational
characteristics, the register and age of the ship, the planned
ports (or regions) of the voyage and dates of preparation,
possible destinations, a list of unwanted cargo. The owner
of the option has the right (but not the obligation) to execute
the option — to buy or sell the asset specified in the option,
and the seller of the option (issuer) has the obligation
to execute the option at the request of the owner — to
sell or buy the asset. The execution of a call option has
meaning when the market price is higher than the exercise
price, and a put option — when the market price is lower.
The company's presentation of offers to potential charterers
marks the beginning of negotiations. At the final stage of
negotiations, the charterer or his broker must, within a
minimum period of time, prepare and send to the shipowner
a document called a fixit recapitulation (fixed without the
right to change), or abbreviated fixit chap, containing all
the conditions agreed during the negotiations [5, p. 169].
The broker performs a special series of operations known
as post-fixing after the deal has been closed. The charter
agreement is prepared by the charterer's broker and the
vessel is rented according to it. When working with a
permanent partner, the charter may not be concluded.
The charterer is able to receive freight invoices prepared
by a shipowner's broker, calculate and bill for demurrage
and dead freight, and evaluate voyage performance.
The shipowner's broker has the ability to create freight
invoices, calculate and bill the charterer for demurrage and
dead freight, and evaluate voyage performance.

A slot charter is not a contract under which one party
(the customer) rents a certain number of containers (a slot
on a container ship) for a certain fee, and the other party
(the carrier) assumes responsibility for supplying space on
the ship to transport container cargo. The liner is covered
by the contract for a specified number of container seats.
Usually, the contractis concluded foraperiod of 6—12 months
and is subsequently extended. It makes no sense to conclude
such a contract for one fright a specific rent is paid to the
lessor of the slot for a part of the vessel's capacity, regardless
of its actual usage and the lessee of the slot receives the
right to act as a carrier for the shipper, even if he is not the
owner of the vessel or the charterer under the bareboat

Charter agreement

A2 v
Dimaise Charter Nedimaise Charter
¥ Y
Flight Charter Time Charter
T T
\ 4
Hybrid Charter
A

Bareboat Charter

Insurance contract of CoA

Bare Charter

Figure 1. Types of sea vessel charter contracts
Source: developed by the authors based on data [10, p. 112]
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DISTRIBUTION OF THE GLOBAL MARKET FOR TANKER
CHARTERING FOR 2023, OF DFE/TONN ON COMMERCIAL
EXCHANGES
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Figure 2. Analysis of the distribution of chartering on the example of the tanker fleet
in the world market for 2023

Source: compiled by the authors based on open data [12]

charter or time charter. Slot tenants are operators who do
not own the vessel, that is, carriers who do not control the
operation of the vessel (NVOCC — Non-Vessel Operating
Common Carrier) [3, p. 280]. A slot charter is a unique
contract with its own characteristics. It does not belong to
either time charters or voyage charters. The slot charter
combines the features of both contracts and therefore can
be called their hybrid. Unlike time charters, where the
entire vessel is chartered, slot charters only charter a fixed
amount of container capacity (slots), albeit for a certain
time. In contrast to voyage charters, in slot charters the
charterer charters the vessel not for a voyage, but for time
and a fixed number of slots. If the ocean liner company
does not have its own small container ships for feeder
transportation to foreign ports, or if the volume of
transportation is so large that the use of its own vessels for
such transportation is economically impractical, the ocean
liner company enters into a slot charter agreement with the
local liner operator for the required capacity of the ocean
liner of a liner to perform slot charter flights. Two or more
liner operators serving a certain direction enter into an
agreement to provide each other with shipping capacity on
the basis of a slot charter. The larger the ship's tonnage, the
lower the transport costs, but the small number of large
container ships makes it impossible to ensure a competitive
frequency of calls to the port. The mutual provision of
shipping capacity through the slot charter system allows
individual shipping lines to significantly increase the
frequency of cargo flows without attracting new tonnage
and to take advantage of the economic advantages of
operating large-capacity vessels without the need to
increase cargo flow. For large forwarding companies that
concentrate large container flows on certain sea routes and
shipping lines, slot charter container shipping is
significantly cheaper than shipping at regular liner rates.
Depending on the type of slot charter used, different
chartering systems apply. Risk transfer can be achieved
through traditional insurance, other than life insurance, or
through hedging through specialized derivatives. Marine
insurance covers all interests related to merchant shipping,
such as ships and ships under construction, cargo, freight,
charter, other claims secured by ships, cargo and freight,
and shipowner's liability. In addition, there is insurance for
war risks, strikes, etc. Hedging with derivatives can also

change the market risk profile. The freight rate derivatives
market includes the following main types of derivatives.
a) the first type of derivatives traded on specialized
exchanges includes freight futures contracts, which are
standardized contracts similar to other types of futures
contracts [2, p. 7]. b) futures contracts, which are now
common in the maritime transport sector, are individual
contracts between counterparties. futures contracts are
traded on the Baltic Exchange. New York Mercantile
Exchange and International Maritime Exchange IMAREX
(The International Maritime Exchange). A simplified
scheme for concluding forward contracts for the purpose of
hedging can be described as follows. A shipowner,
chartering a ship to a certain destination, expects that the
freight rates will decrease. The shipowner sells a certain
amount of FFA (for example, under the chartered volume).
If the shipowner has correctly identified the trend in freight
rates, he can profit from the forward operation by buying
the same amount of FFA (Forward Freight Agreements) at
a higher price, which ideally compensates for the decrease
in revenue in the real freight market (excluding the costs
associated with the forward operation). The charterer, on
the other hand, hedges against an increase in freight rates:
by selling the FFA at a higher price than the purchase price,
he receives a profit that compensates for the additional
costs of chartering the vessel. It is profitable to issue
options to counterparties who are able to cover the risks
associated with the actual increase in the price of assets
compared to the amount specified in the contract. Therefore,
large brokerage firms and stock exchanges often act as
sellers. Both a professional stock market player and a
beginner can become the owner of the contract. During
periods of market weakness, losses incurred in the actual
demand market are substantially offset by gains made in
the forward market. Conversely, forward contracts reduce
profits when there is an unanticipated opportunity to profit
in the spot market. This is due to the fact that under such
circumstances the shipowner has to buy back the freight at
a higher price than during the previous sale [10, p. 114].
The third type of freight derivative is a freight option.
The basic asset of freight options, as well as freight
derivatives (freight futures and freight forward contracts),
is the cost of sea freight transportation, reflected in freight
rate indices and freight rates for specific directions of cargo
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transportation. Options are state-of-the-art derivative
instruments increasingly used in the shipping industry.
They are more flexible than forward contracts. Unlike
futures and forward contracts, which fix the obligations of
the counterparty, options give the buyer the opportunity to
fulfill the contract. However, if the buyer chooses to
exercise the option, the seller of the option has no choice.
There are two types of options: call options and put options.
A call option gives the right to buy an asset at a specified
price. A put option gives the right to sell an asset. A call
option whose actual price turned out to be higher than the
strike price is said to be "at the money." Conversely, for a
put option, this is the case when the value of the shares is
lower than the redemption value. The amount for which the
contract is "in the money" is the intrinsic value of the
contract. A shipowner's economic strategy is that if freight
rates are high and expected to continue their upward trend,
they can use FFA to contract months ahead. Conversely, if
freight rates are low and charter rates are expected to
continue to decline, wait until the last minute to complete
the charter at the lowest cost to the shipowner. This gives
the shipowner some flexibility and the ability to take
advantage of the opportunity to confirm the charter at a
lower rate. However, the approach to determining the
index, which consists in combining several routes, led to
the decline of the BIFFEX market sale [10, p. 113].
For example, shipowners and traders fixing short routes in
the Pacific Ocean did not want to make deals linked to the
index, which is a basket of routes around the world. These
market problems led to the development of Freight Futures
Agreements (FFA), which are no different from BIFFEX
(Baltic International Freight Futures Exchange), with the
only difference being that the contracts are bought and sold
privately between principals. Charterers anticipating an
increase in freight rates provide their brokers with the
necessary information to purchase FFA. This method of
trading is known as "over-the-counter trading": the market
was largely unregulated and secretive due to the private
nature of its operation. One of the advantages of this
unregulated market is that market participants can freely
change the terms of their contracts sale [1, p. 11].
Nevertheless, each contract focuses on three interests in
particular: vessel information, commercial information,
and duration. To satisfy commercial interests and determine
if the vessel is suitable for cargo loading and unloading, the
charterer requires information about the vessel's structure
and operations. Shipowners and charterers have a wide
range of shipowner and charterer agreements. The charterer
is interested in the specifics of the vessel while the
shipowner is interested in the specifics of the agreement to
determine their commercial and operational interests.
This information includes cargo quantities, ports of
discharge, planned routes and other important details.
Finally, it is the duration of the charter and the conditions
associated with it that determine the type of contract.
The shipowner and the charterer agree on a certain period
of time during which the shipowner is obliged to bring the
ship to the port of loading, ready in all respects to load the
agreed cargo. Private FFA transactions are not free from
the risk of counterparty default, unless such risk is shared
by certain large shipbrokers, financial institutions and other
similar entities, also known as clearing houses. In recent
years, the involvement of these large clearinghouses in
trading has contributed to the growth of the freight

forwarder derivatives market. Futures trading in the freight
of chartered vessels. Trading in futures derivatives began
with the establishment of trading on the Baltic International
Futures Exchange (BIFFEX). The underlying asset for
these derivatives was the Baltic Freight Index. Charterers
who expected spot prices to rise bought BIFFEX contracts
from shipowners who had opposing views on future market
trends. On the day of settlement, the transaction was closed
at the prevailing BFI level. A number of sub-indices have
been introduced that cover different segments of dry cargo
trade. Baltic Panamax Index (BPI), Baltic Capesize Index
(BCI), Baltic Handymax Index (BHMI) and Baltic
Supramax Index (BSI). Indices were also developed for the
tanker industry. These indices are weighted averages of
highly liquid shipping routes associated with a certain
segment. Selected routes are assigned a certain weight, and
the "basket" of such routes determines certain indices that
reflect the daily dynamics of spot and time charter rates.
The International Maritime Exchange (IMAREX)
cooperates with the Norwegian Clearinghouse for Options
and Futures (NOS) for the trading of freight futures, as
well as for the clearing of futures contracts and freight
futures. Cargo Options Cargo options are alternative
derivatives that market participants can use to manage risk.
Similar to options trading in the financial markets, freight
options trading involves standard freight options "put" and
"call" with specific expiration dates. unlike futures
contracts, option contracts give the buyer the right to buy
("call" option) or sell ("put" option) the underlying asset in
the future, but do not oblige him to do so. but not a
commitment. The main advantage of buying a call option
is that the loss on the trade is limited to the premium paid
for the option (FFA/FIS option (Fidelity National
Information Services)). A broker who buys a call option
can profit when the freight rate rises, while a broker who
sells a call option can profit when the freight rate falls.
Similarly, a customer buying a put option must anticipate a
downward trend in freight rates in order to profit.
Conversely, the seller of a put option can anticipate an
upward trend in the freight market. Options are traded
through brokers on both sides. Brokers can work between
principals, in the over-the-counter market or through a
clearing house, as in the case of hybrid mutual funds.
The prime broker negotiates the contract price and agrees
the premium to be paid for the shipowner's right to buy or
sell the underlying assets (in this case, freight rates).
The premium is determined in dollars per day for time
charter contracts and in dollars per ton for voyage contracts
(FFA/FIS option) [1, p. 10]. It is profitable to issue options
to counterparties who are able to cover the risks associated
with the actual increase in the price of assets compared to
the amount specified in the contract. Therefore, large
brokerage firms and stock exchanges often act as sellers.
Both a professional stock market player and a beginner can
become the owner of the contract. The main freight
derivatives markets are the following: (trades FFA and
calculates various freight rate indices) Baltic Exchange in
London;

— (NYMEX) New York Mercantile Exchange;

— (IMAREX) International Maritime Exchange in
Oslo;

— (SGX) Singapore Stock Exchange.

Thus, an option is an insurance for a trader who is not
sure of the future course dynamics. If the quotes continue
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to rise, the contract holder buys shares at the price set in
the contract and earns the difference. Insurance allows
ship owners to minimize their risks from maritime hazards
and other unforeseen events. Analyzing the redeployment
of the fleet to new destinations from the Black Sea region
(the closure of the port of Shanghai, China as an example)
affected the Baltic Dry Index and led to its moderate
decrease recently. At the same time, it does not fly down,
its fall is restrained by fundamental factors affecting
the market and, above all, by the limitation of tonnage
growth. Let's put it this way, if everything was as it was
before the start of the war between russia and Ukraine on
February 24, 2022, then freight rates would increase due
to a small increase in tonnage and the implementation
of predictive factors that were discussed before the start
of the russian-Ukrainian war. Insurance (H&M (Hull &
Machinery)) is the main type of insurance for vessels.
Hull and machinery insurance (H&M) is the main type
of insurance for shipping companies. Depending on the
chosen level of protection, the following risks are covered.

— damages due to the complete death (actual or
temporary) of the vessel or the cost of repairing damage to
the hull, mechanisms or equipment;

— damages due to the unexplained death of the vessel;

— damages, costs and contributions related to general
accidents;

— necessary and reasonable expenses for saving the
ship;

— necessary and reasonable expenses to prevent,
reduce or determine the amount of damage caused by the
insured event, as provided by the policy. Loss of cargo may
also be included in the terms of comprehensive insurance.
H&M insurance policies may include protection against
additional risks such as cargo loss risk, war risk and
collision risk. Third-party liability insurance (protection
and indemnification insurance, P&I) is carried out by
shipowners' mutual insurance clubs. Mutual insurance
clubs (P&I clubs) are a special form of marine insurance
organization on a mutual basis between shipowners. Mutual
insurance clubs guarantee the shipowner's liability to third
parties. In these clubs, shipowners receive protection
(Protection) and compensation (Indemnity) from risks
that are not covered by property insurance. Shipowner's
liability for death or bodily injury of crew members and
passengers:

— collision of vessels;

— damage in the port;

— cargo damage;

— pollution of the
products, etc.

The share of P&I insurance costs corresponds to
6—10% of current costs in the shipping company's budget.
As a general rule, standard P&I insurance does not cover
the amount of unclaimed freight and damage related to
vessel lay-up, but such items may be insured separately
or included in P&I insurance, subject to agreement with
the club. Freight, demurrage and protection (FD&D) clubs
are formed by groups of shipowners under certain flags to
insure and advise their members on the terms of charter
and shipbuilding contracts. FD&D insurance is usually
in addition to third party liability insurance and hull and
machinery insurance. FD&D insurance covers risks that
are not covered by comprehensive insurance or third
party liability insurance (H&M). This type of insurance

environment with oil, oil

is designed to protect the shipowner's income and profit
from the use of the ship for transportation [9, p. 108].
The shipowner shall bear the costs associated with the
representation of his interests before the owner of the cargo
or, depending on the circumstances, before the judicial
authorities. These costs are reimbursed to the shipowner
through FD&D (Freight, Demurrage & Defence) insurance.
The benefit of FD&D insurance is that clubs are not simply
reimbursed. Clubs can provide support through a network of
correspondents in major ports around the world or through
affiliated law firms so that shipowners do not have to spend
time searching for qualified lawyers. Acceptance of the
risk means that the management of the shipping company
takes the risk upon itself. This option is not the best, as it
can lead to a negative profit. Limiting current expenses,
investments and debt financing does not mean establishing
a system of limits. In the case of shipping companies,
limits can be applied to the total amount of investment,
debt financing and operating expenses sale [4, p. 180].
By reserving funds as a means of reducing the negative
impact of risk events, the company can create a separate
fund to compensate losses at the expense of its own funds,
rather than utilizing all of its own money. Stable positioning
of the shipping company in the cargo transportation
market can be achieved through the use of the following
strategies. Broadening the company's investment activities
by diversifying its investment activities in new segments
of the freight transportation industry, which can result in
an increase in profitability and a wider range of activities.
The creation of various associations (for example, alliances,
pools) with other companies allows shipowners to more
efficiently use the transport capacity of their fleet, increase
the frequency of transport services, reduce operating
costs, increase efficiency and reduce capital investments.
For example, the creation of a pool of shipping companies
can stabilize cash flows due to the concentration of tonnage
supply and the maintenance of large cargo flows under
a general contract [14, p. 52]. Minimizing deviations
from expected cash flows through improved investment
planning processes enables the reduction of negative
deviations. During planning, alternative investment
projects to fill the fleet should be included along with more
alternatives. Bank loans or bond issues, the acquisition of
new vessels for finance purposes, a five-year loan with a
low spread to labor, a seven-year loan with a high spread,
the purchase of a five-year vessel or two 15-year vessels,
etc. and other sources of financing may be considered.
The level of risk in vessels can be decreased by enhancing
their commercial and technical management, in order to
reduce the risk involved. The primary strategies to lower
the risk of market fluctuations are the risk reduction
approaches. The process of returning to a previous date
seems to be working. For vessels chartered for more
than three months, the time charter rate reflects the
shipowner's and charterer's expectations of future trends
in the voyage charter and spot charter markets. This is
similar to the hedging mechanism in the futures market.
In order to reduce technical risks associated with disruption
of production processes, failure of ship equipment and
damage due to emergency situations, either by the ship
owners themselves, or by involving the management of
shipping companies [9, p. 107].

Conclusions. Shipping companies' income composition
is determined by freight rates, which influences their
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organizational and economic mechanism through ship
fleet options. It is worth mentioning that ship charterers
tend to focus on their own commercial operations
(sometimes with the help of companies that manage
commercial ships). Shipbuilding corporations can use the
organizational and economic mechanism of marine vessel
choices to create a development strategy that enhances
the existing market position of charterers and shipowners.
Shipping companies' fleet strategy is influenced by various
factors such as emerging freight exchanges, developed
market demand, ship prices, opportunities to expand,
and competitive factors. Currently, such fleet option
mechanisms are used as shipbuilding, purchase of ships,
leasing (bareboat charter), as well as short- and medium-
term leasing (time charter). Another area where the options
mechanism can be developed is the study of the problem of

planning the optimal time to buy or sell a ship, based on the
expected conditions on the freight market and the market
value of the ship. The price also determines the amount
of cash outflow, as shipping companies pay fuel costs for
vessels operating on voyage charters (irregular charters)
or line charters (including continuous charters) of vessels.
Further research in this area may concern the scientific
spaces of complex diversification of chartering by age,
type, carrying capacity, versatility of sea or river vessels.
The novelty of the study consists in the application of the
option mechanism for the purpose of time factors to the
freight rates operating on international freight exchanges.
Thus, it prevents and reduces the economic risk of increased
freight rate fluctuations for shipowners, as freight rates are
formed for a long-term perspective of 6 months to 3 years,
which insures the risks of maritime business entities.
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