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Company Background
Royal Caribbean Cruises Ltd. is a global cruise vacation company whose headquarters are in Miami, Florida. It is the second largest cruise line operator in the globe. They have 43 ships with an aggregate berth capacity of 105, 750. On average, it carries 5,149, 952 passengers every year with an occupancy rate of 100%. They have employed over 60,000 staffs and around 86% of them are covered by the collective bargaining agreements (Cunha,2018). The company’s main exploration area is Caribbean islands but it also offers luxurious trips to Mediterranean, Asia, Alaska, among other parts of the world. 
Cruising provides an all-inclusive package for vacationers as they seek to break from the normal land-based vacations. The combination of transport, accommodation, dinners, and fun at an all-inclusive price that cruising offers is cannot be replicated in other vacation alternatives. Royal Caribbean Cruise is seen as the biggest brand of contemporary ships’ cruise that target whole families (Hung, 2018). It offers entertainment to people of all ages and genders with fun ranging from water parks, spas, theatres, ice hockey rink, parades, etc.
The cruising industry has grown tremendously in the last decade by remains to be a small proportion of the global vacation industry. It is a well established sector in North America, while it is in the growing phase in the European market and developing in the emerging markets of Latin America and Asia. In approximation, 20% of the American population has taken a cruise vacation in their life while the percentages are lower in Europe, Asia, and Latin America. Owing to this low penetration rate, the cruising market still has room for expansion by devising strategies to capture a greater share of consumers’ spending on vacations (Hung, 2018). The international markets have registered a rapid growth rate in the middle-class clientele who have high levels of income to spend on vacation.
Annual Market Penetration Rate
	Year
	North America
	Europe

	2014
	3.10%
	2.20%

	2015
	3.80%
	2.20%

	2016
	4.3%
	2.00%

	2017
	5.1%
	2.60%



The estimated number for cruise guests by 2019 is 22 million, with the aggregate supply of berths being 557,650 on 316 ships. The North Americans represent 57% of the global cruise guests having grown at a compound annual rate of 3.5%. Europe cruise guests were 29% having grown at a compound growth annual rate of 5.1 % from 2014. The Pacific / Asia region represents 14% of the guests having grown at a compound growth annual rate of 16.5% from 2014.
Royal Caribbean Cruise Ltd. is well positioned to utilize these market trends to increase its market share. It was founded in 1968 as a partnership, and then known as Royal Cruise Line in Norway.  The Royal Caribbean Cruise Ltd. was later formed when parent company merged with Celebrity Cruises in 1997. However, the two brands were kept separate after the merger and the Royal Caribbean Cruise Line was renamed to Royal Caribbean International with Royal Caribbean Cruise Ltd. being the parent company. The company maintains its Headquarters in Miami but it has been incorporated in Liberia for strategic purposes.
With time, the company has added additional brands through creation and acquisition. It bought Pullmantur Cruises in 2006, created Azamara Cruises in 2007, Croisieres de France in 2008, and the TUI joint venture in 2009. The royal Caribbean International, Azamara Cruises, and Celebrity Cruises are global brands while Pullmantur Cruises targets the markets in Portugal, Spain, and Latin America.  The Croisieres de France is customized for French market while the TUI Cruises serve the German market. In 2014, Royal Caribbean Cruise Ltd. purchased 35% stake of Skysea Holding International Ltd., a cruise ship that is in partnership with the Chinese travel service provider Ctrip.com International Ltd.
Financial analysis
The company’s market cap is $17.65 billion with its assets value standing at 22.31 billion. The assets are spread in the following major categories: cash and short-term investments being 0.6% ($133 million), total receivables being 1.3% ($292 million), inventory being 0.5% ($114 million), property, and equipment being 90.4% (20.162 billion) and goodwill being 1.3% ($288 million) as at December 31, 2016. Its stock price currently stands at $113.07 and has exhibited massive increase in the past few years from its initial low of 50’s. they pay dividends at a rate of 0.60% half yearly. Its revenue was $8.496 billion at $36.42 per share giving a 2.93 price to sales ratio. The margin of operations was 21.28 % with a profit margin of 29.3%. The return on assets was 7.29% while the return on equity was 16.40%. The cash ratio was 0.05% while the current ratio was 0.18% (Adams, 2017). The company has over $9 billion in debt, which is manageable based on the total equity standing at $9.121 billion. 
In the fiscal year 2016, the company’s revenues increased by 2.4% and reached $ 8.496 billion while  at the same time the cost of revenue grew by 1.6% to $5.016 billion. The gross profit was $3.481 billion, which after subtraction of taxes, expenses, and minority interests generated a net income of $1.283 billion (net margin of 29.3%). In that year, the company generated $2.517 billion from operating activities, $2.494 billion was used for capital expenditure, $346 million was paid out as dividends, and $298 million was used for repurchase of shares.
Financial Ratios for Royal Caribbean Cruise
		
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	





Liquidity
Current Ratio
0.18
Quick Ratio
0.15
Cash Ratio
0.05
Efficiency
Revenue/Employee
132,998.00
Income per Employee
24,623.00
Receivables Turnover
28.75
Total Asset Turnover
0.39
Capital Structure
Total Debt to Total Equity
70.45
Total Debt to Total Capital
41.33
Total Debt to Total Assets
33.81
Long-Term Debt to Equity
59.34
Long-Term Debt to Total Capital
34.82
Profitability
Gross Margin
34.79
Operating Margin
21.28
Pretax Margin
18.51
Net Margin
18.51
Return on Assets
7.29
Return on Equity
16.40
Return on Total Capital
10.17
Return on Invested Capital
9.48
Valuation
P/E Current
15.02
P/E Ratio (with extraordinary items)
13.31
P/E Ratio (without extraordinary items)
15.84
Price to Sales Ratio
2.93
Price to Book Ratio
2.38
Price to Cash Flow Ratio
8.95

Income Statement
Based on the income statements listed below, Royal Caribbean Cruise is generating satisfactory revenue to keep it in the industry. However, it faces variability in annual profits or losses. The  revenues for 2017 increased by $280 million, or 3.3%, to $8.78 billion from $8.5 billion in 2016. The major revenue generator is ticket sales (73%) while the rest is derived from on-ship purchases of beverages, internet service, gaming, photography, shore excursions, spa, gift shop items, and art auctions. 


Annual Income Statement for the Last Three Years for Royal Caribbean Cruises Ltd
	Fiscal year is January-December. All values USD millions.
	2015
	2016
	2017

	 Sales/Revenue
	8.3B
	8.5B
	8.78B

	Sales Growth
	2.79%
	2.38%
	3.31%

	 Cost of Goods Sold (COGS) incl. D&A
	5.67B
	5.62B
	5.72B

	COGS excluding D&A
	4.85B
	4.73B
	4.79B

	Depreciation & Amortization Expense
	822.53M
	884.39M
	937.95M

	Depreciation
	822.53M
	884.39M
	937.95M

	COGS Growth
	-6.21%
	-1.02%
	1.93%

	 Gross Income
	2.63B
	2.88B
	3.05B

	Gross Income Growth
	29.67%
	9.72%
	6.01%

	Gross Profit Margin
	-
	-
	34.79%



	
	2015
	2016
	2017

	 SG&A Expense
	1.09B
	1.1B
	1.19B

	Other SG&A
	1.09B
	1.1B
	1.19B

	SGA Growth
	5.21%
	1.27%
	7.79%

	Unusual Expense
	437.12M
	66.89M
	(69.62M)

	EBIT after Unusual Expense
	(437.12M)
	1.71B
	1.94B

	Non Operating Income/Expense
	(261.2M)
	(299.15M)
	(227.54M)

	Non-Operating Interest Income
	12.03M
	20.86M
	30.1M

	Equity in Affiliates (Pretax)
	81.03M
	128.35M
	156.25M

	 Interest Expense
	268.34M
	280.54M
	271.39M

	Interest Expense Growth
	-6.70%
	4.55%
	-3.26%

	Gross Interest Expense
	294.84M
	305.84M
	295.59M

	Interest Capitalized
	26.5M
	25.3M
	24.2M

	 Pretax Income
	665.78M
	1.28B
	1.63B

	Pretax Income Growth
	-12.87%
	92.76%
	26.63%

	Pretax Margin
	-
	-
	18.51%

	Consolidated Net Income
	665.78M
	1.28B
	1.63B

	 Net Income
	665.78M
	1.28B
	1.63B

	Net Income Growth
	-12.87%
	92.76%
	26.63%

	Net Margin Growth
	-
	-
	18.51%

	Net Income After Extra ordinaries
	665.78M
	1.28B
	1.63B

	Net Income Available to Common
	665.78M
	1.28B
	1.63B

	 EPS (Basic)
	3.03
	5.96
	7.57

	EPS (Basic) Growth
	-12.17%
	96.70%
	27.01%

	Basic Shares Outstanding
	219.54M
	215.39M
	214.62M

	 EPS (Diluted)
	3.02
	5.93
	7.53

	EPS (Diluted) Growth
	-11.95%
	96.36%
	26.98%

	Diluted Shares Outstanding
	220.69M
	216.32M
	215.69M

	 EBITDA
	2.36B
	2.67B
	2.81B

	EBITDA Growth
	33.98%
	12.84%
	5.29%

	EBITDA Margin
	-
	-
	31.97%




Balance sheet
Royal Caribbean has a working capital deficit of $2.3 billion in 2017 and a current ratio of 0.18, meaning they owe five time current liabilities compared to current assets. This normally  happens in the cruise industry due to the prepayment terms for cruises. Royal Caribbean collects payments from clients upon booking, which is placed under liabilities. The cash from sales only becomes an asset once the cruise vacation begins (Adams, 2017). The figure below presents the details of the balance sheet from the company for the last three years.
Assets
	Fiscal year is January-December. All values USD millions.
	2015
	2016
	2017

	 Cash & Short Term Investments
	256.14M
	132.6M
	219.43M

	Cash Only
	121.57M
	132.6M
	120.11M

	Short-Term Investments
	134.57M
	-
	99.32M

	Cash & Short Term Investments Growth
	35.35%
	-48.23%
	65.48%

	Cash & ST Investments / Total Assets
	1.23%
	0.59%
	0.98%

	 Total Accounts Receivable
	238.97M
	291.9M
	318.64M

	Accounts Receivables, Net
	238.97M
	291.9M
	318.64M

	Accounts Receivables, Gross
	238.97M
	291.9M
	318.64M

	Accounts Receivable Growth
	-8.58%
	22.15%
	9.16%

	Accounts Receivable Turnover
	34.73
	29.11
	27.55

	Inventories
	121.33M
	114.09M
	111.39M

	Other Current Assets
	220.58M
	209.72M
	193.56M

	Miscellaneous Current Assets
	220.58M
	209.72M
	193.56M

	Total Current Assets
	837.02M
	748.31M
	843.03M



	
	2015
	2016
	2017

	Net Property, Plant & Equipment
	18.78B
	20.16B
	19.74B

	Property, Plant & Equipment - Gross
	26.22B
	28.14B
	27.78B

	Buildings
	337.11M
	341.61M
	250.08M

	Other Property, Plant & Equipment
	1.03B
	1.11B
	762.51M

	Accumulated Depreciation
	7.44B
	7.98B
	8.04B

	Total Investments and Advances
	444.8M
	658.3M
	459.6M

	Intangible Assets
	286.76M
	288.39M
	288.51M

	Net Goodwill
	286.76M
	288.39M
	288.51M

	Other Assets
	435.68M
	453.91M
	970M

	Tangible Other Assets
	435.68M
	453.91M
	970M

	 Total Assets
	20.78B
	22.31B
	22.3B

	Assets - Total - Growth
	0.33%
	7.35%
	-0.06%


Liabilities & Shareholders' Equity
	
	2015
	2016
	2017

	ST Debt & Current Portion LT Debt
	899.54M
	1.29B
	1.19B

	Current Portion of Long Term Debt
	899.54M
	1.29B
	1.19B

	 Accounts Payable
	302.07M
	305.31M
	360.11M

	Accounts Payable Growth
	-8.88%
	1.07%
	17.95%

	Other Current Liabilities
	3.09B
	2.85B
	3.24B

	Miscellaneous Current Liabilities
	3.09B
	2.85B
	3.24B

	 Total Current Liabilities
	4.29B
	4.44B
	4.79B

	Long-Term Debt
	7.63B
	8.1B
	6.35B

	Long-Term Debt excl. Capitalized Leases
	7.63B
	8.07B
	6.32B

	Non-Convertible Debt
	7.63B
	8.07B
	6.32B

	Capitalized Lease Obligations
	-
	33.37M
	29.66M

	Other Liabilities
	798.61M
	645.61M
	452.81M

	Other Liabilities (excl. Deferred Income)
	798.61M
	645.61M
	452.81M

	 Total Liabilities
	12.72B
	13.19B
	11.59B

	Total Liabilities / Total Assets
	61.20%
	59.12%
	52.00%

	 Common Equity (Total)
	8.06B
	9.12B
	10.7B

	Common Stock Par/Carry Value
	2.34M
	2.35M
	2.35M

	Retained Earnings
	6.94B
	7.86B
	9.02B

	Cumulative Translation Adjustment/Unrealized For. Exch. Gain
	(69.91M)
	(67.55M)
	(50.24M)

	Treasury Stock
	(853.35M)
	(1.15B)
	(1.38B)

	Common Equity / Total Assets
	38.80%
	40.88%
	48.00%

	 Total Shareholders' Equity
	8.06B
	9.12B
	10.7B

	Total Shareholders' Equity / Total Assets
	38.80%
	40.88%
	48.00%

	Total Equity
	8.06B
	9.12B
	10.7B

	Liabilities & Shareholders' Equity
	20.78B
	22.31B
	22.3B



Cash Flows
Royal Caribbean relies on cash flow from operations to generate cash liquidity. The Net cash availed by the operating activities increased $350 million to $2.87 billion in 2017, mostly due to lower interest payments. Cash used in investing activities reduced from $2.73 billion  in 2016 to 213.59 million in 2017. This is attributed to the reduced investment in buying new ships in 2017. The company had invested heavily on ships in 2016. This is evident in as seen in the reduction in capital expenditure to$564.13 million in 2017 from $2.49 billion in 2016. Cash from financing activities was $2.68 billion in 2017 which is an increase when compared to 2016 that was then $243.81 million. In 2016 the company was servicing loans borrowed in its huge investments in the year(Adams, 2017). Thus in 2017 there had been an increase in debt proceeds that were offset through repaying. All the cash flow transactions are as presented in the figure below
Operating Activities
	Fiscal year is January-December. All values USD millions.
	2015
	2016
	2017

	 Net Income before Extra ordinaries
	665.78M
	1.28B
	1.63B

	Net Income Growth
	-12.87%
	92.76%
	26.63%

	Depreciation, Depletion & Amortization
	827.01M
	894.92M
	951.19M

	Depreciation and Depletion
	827.01M
	894.92M
	951.19M

	Deferred Taxes & Investment Tax Credit
	(10M)
	2.61M
	1.73M

	Deferred Taxes
	(10M)
	2.61M
	1.73M

	Other Funds
	510.97M
	78.72M
	(23.77M)

	Funds from Operations
	1.99B
	2.26B
	2.55B

	Changes in Working Capital
	(47.39M)
	257.06M
	320.28M

	Receivables
	63.1M
	4.76M
	(32.04M)

	Accounts Payable
	(25.28M)
	29.56M
	36.78M

	Other Assets/Liabilities
	(109.52M)
	195.86M
	277.6M

	 Net Operating Cash Flow
	1.95B
	2.52B
	2.87B

	Net Operating Cash Flow Growth
	11.62%
	29.30%
	14.22%

	Net Operating Cash Flow / Sales
	23.45%
	29.62%
	32.75%


Investing Activities
	
	2015
	2016
	2017

	 Capital Expenditures
	(1.61B)
	(2.49B)
	(564.14M)

	Capital Expenditures (Fixed Assets)
	(1.61B)
	(2.49B)
	(564.14M)

	Capital Expenditures Growth
	10.93%
	-54.61%
	77.38%

	Capital Expenditures / Sales
	-19.44%
	-29.36%
	-6.43%

	Sale of Fixed Assets & Businesses
	-
	-
	230M

	Purchase/Sale of Investments
	68.09M
	29.06M
	51.91M

	Purchase of Investments
	(56.16M)
	(9.16M)
	(10.4M)

	Sale/Maturity of Investments
	124.25M
	38.21M
	62.3M

	Other Uses
	(197.73M)
	(259.59M)
	-

	Other Sources
	-
	-
	68.64M

	 Net Investing Cash Flow
	(1.74B)
	(2.72B)
	(213.59M)

	Net Investing Cash Flow Growth
	1.55%
	-56.34%
	92.16%

	Net Investing Cash Flow / Sales
	-21.00%
	-32.07%
	-2.43%


Financing Activities
	
	2015
	2016
	2017

	Cash Dividends Paid - Total
	(280.21M)
	(346.49M)
	(437.46M)

	Common Dividends
	(280.21M)
	(346.49M)
	(437.46M)

	Preferred Dividends
	-
	-
	-

	Change in Capital Stock
	(188.75M)
	(297.7M)
	(222.47M)

	Repurchase of Common & Preferred Stk.
	(200M)
	(299.96M)
	(225M)

	Sale of Common & Preferred Stock
	11.25M
	2.26M
	2.53M

	Other Proceeds from Sale of Stock
	11.25M
	2.26M
	2.53M

	Issuance/Reduction of Debt, Net
	212.93M
	884.75M
	(2.02B)

	Change in Long-Term Debt
	212.93M
	884.75M
	(2.02B)

	Issuance of Long-Term Debt
	4.33B
	7.25B
	5.82B

	Reduction in Long-Term Debt
	(4.12B)
	(6.37B)
	(7.84B)

	Other Funds
	2.52M
	3.25M
	3.84M

	Net Financing Cash Flow                             (253.51M)
	243.81M
	     (2.68B)
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Five Forces Analysis
	Internal Rivalry
	Moderate 

	 Buyer Power
	Moderate 

	Supplier Power
	High 

	Threat of New Entrants
	Low

	 Threat of Substitutes
	High


Internal Rivalry (Moderate)
Royal Caribbean Ltd has two major competitors in the cruise industry; Norwegian Cruise Line (NCL) and Carnival Corporation. Carnival Cruise Lines is a travel company that specializes in providing cruise services. Nevertheless, the market structure operates as an oligopoly; cruise companies serve to fill the capacity rather than competing on price alone. Carnival Corporation, the number one rival, dominates the market with 48% of the market share, followed by Royal Caribbean at 23.1%, and then Norwegian Cruise line with 10.4% of the market share (Chin, 2016). However, regardless of its large market share, Carnival has a lower customer to revenue conversion rate with Royal Caribbean being in a better position.
Royal Caribbean has multiple brands and these allows it to at the forefront competition-wise. The Royal Caribbean International target the global market, the celebrity captures the premium market while other brands complement them by serving specific countries. Such multiple brands allow the company to diversify its portfolio of revenue sources. By targeting different market regions, Royal Caribbean seek to avoid completion with its own companies (Chin, 2016). Due to the high completion in the market, companies survive through mergers with bigger companies buying other small falling companies to take advantage of the economies of scale and expand the service lines.
Bargaining Power of Buyers (Moderate)
Clients lack a significant bargaining power as the cruise industry set the appropriate price to meet the market capacity and maximize on profits. Despite the fact that cruiser lines have customers’ preference in mind, they are the final arbitrators of dates, itineraries, and prices to suit everyone in the market segment (Jones et al, 2017). Consumers have variety to choose from owing to the growing number of cruise companies but they lack the negotiation power.
An interesting dynamic is relationship between cruise companies and travel agencies, who are able to influence popularity of a cruise line through recommendations. Cruise have traditionally relied on the travel agencies to get to their customers making the agencies to yield more supplier power. In return, the travel agencies receive commission from the cruise companies, usually around 12% of every ticket sale (Jones et al, 2017). The agencies help plan for the entire cruise vacation including the flights and all onshore activities. Cruise lines negotiate the commission terms with the travel agencies and with the numerous travel agencies, they are able to pick the one with the most favorable commission terms while they compete with other cruise lines to pick the most popular travel agency amongst the clientele.
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