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On Jan-18,A ship owner goes into a time charter for his Capesize in
Dec-18 for $22000/Day. He buys a Dec-18 paper contract at$20000/Day
in Jan-18 to lock in his payout

Payoff
$22000 Paper Payoff
$2000
$0 ice:
$20000 $22000 BrSICE)(e/Day
-$22000 Physical Position
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Uncleared OTC Trades

= Various parties trade FFA directly with each
other

= Counterparty risk builds up as direct multilateral
transactions between parties get complicated
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Cleared Trades

= Various parties trade FFA with each other and
register their trades with a Central Counterparty
(CCP)

= The CCP takes over as the counterparty,
eliminating counterparty risk
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