
PART II 
  

Market Information  
Our common stock is listed on the New York Stock Exchange (“NYSE”) and the Oslo Stock Exchange (“OSE”) under the 

symbol “RCL”. The table below sets forth the high and low prices of our common stock as reported by the NYSE and the OSE for the 
two most recent years by quarter:  
  

Holders  
As of February 12, 2009 there were 1,254 record holders of our common stock. Since certain of our shares are held indirectly, 

the foregoing number is not representative of the number of beneficial owners.  

Dividends  
We declared cash dividends on our common stock of $0.15 per share in the each of the first three quarters of 2008 and each of 

the quarters of 2007. Commencing in the fourth quarter 2008 our board of directors discontinued the quarterly dividends.  

Holders of our common stock have an equal right to share in our profits in the form of dividends when declared by our board of 
directors out of funds legally available for the distribution of dividends. Holders of our common stock have no rights to any sinking 
fund.  

There are no exchange control restrictions on remittances of dividends on our common stock. Since (1) we are and intend to 
maintain our status as a nonresident Liberian entity under the Revenue Code of Liberia (2000) and the regulations thereunder, and 
(2) our ship-owning subsidiaries are not now engaged, and are not in the future expected to engage, in any business in Liberia, 
including voyages exclusively within the territorial waters of the Republic of Liberia, under current Liberian law, no Liberian taxes or 
withholding will be imposed on payments to holders of our securities other than to a holder that is a resident Liberian entity or a 
resident individual or an individual or entity subject to taxation in Liberia as a result of having a permanent establishment within the 
meaning of the Revenue Code of Liberia (2000) in Liberia.  

The declaration of dividends shall at all times be subject to the final determination of our board of directors that a dividend is 
prudent at that time in consideration of the needs of the business. The shareholders agreement provides that A. Wilhelmsen AS. and 
Cruise Associates will from time to time consider our dividend policy with due regard for the interests of the shareholders in  
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Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities 

   
NYSE 

Common Stock   
OSE 

Common Stock(1)
   High   Low   High   Low

2008         

Fourth Quarter   $21.26  $ 6.64  133.50  54.50
Third Quarter   29.35   19.54  164.00  97.50
Second Quarter   35.47   22.33  181.50  113.50
First Quarter  41.22   30.23  229.00  160.00

2007         

Fourth Quarter   $43.45  $37.52  243.50  205.00
Third Quarter   42.53   36.03  251.00  203.50
Second Quarter   44.62   40.43  268.00  244.00
First Quarter   45.34   38.68  290.00  243.00

(1) Denominated in Norwegian kroner. 



maximizing the return on their investment and our ability to pay such dividends. The shareholders agreement also provides that 
payment of dividends will depend, among other factors, upon our earnings, financial position and capital requirements and the income 
and other tax liabilities of A. Wilhelmsen AS., Cruise Associates and their respective affiliates relating to their ownership of common 
stock.  

Issuer Purchases of Equity Securities  
None.  

Performance Graph  
The following graph compares the total return, assuming reinvestment of dividends, on an investment in the Company, based on 

performance of the Company’s common stock with the performance of the Standard & Poor’s 500 Composite Stock Index and the 
Dow Jones United States Travel and Leisure Index for a five year period by measuring the changes in common stock prices from 
December 31, 2003 to December 31, 2008.  

  
  

The stock performance graph assumes for comparison that the value of the Company’s common stock and of each index was 
$100 on December 31, 2003 and that all dividends were reinvested. Past performance is not necessarily an indicator of future results.  
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   12/03   12/04   12/05   12/06   12/07   12/08

Royal Caribbean Cruises Ltd.   $100.00  $158.32  $132.66  $123.67  $128.70  $ 42.33
S&P 500   $100.00  $110.88  $116.33  $134.70  $142.10  $ 89.53
Dow Jones United States Travel & Leisure   $100.00  $128.53  $130.64  $159.96  $157.71  $102.30



The selected consolidated financial data presented below for the years 2004 through 2008 and as of the end of each such year, 
are derived from our audited financial statements and should be read in conjunction with those financial statements and the related 
notes.  
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Item 6. Selected Financial Data 

 

  Year Ended December 31,
  2008   2007   2006   2005   2004
  (in thousands, except per share data)

Operating Data:           

Total revenues   $ 6,532,525  $ 6,149,139  $ 5,229,584  $ 4,903,174  $ 4,555,375

Operating income    831,984   901,335   858,446   871,565   753,589
Income before cumulative effect of a change in accounting 

principle   573,722  603,405  633,922   663,465   474,691
Cumulative effect of a change in accounting principle1   —    —    —     52,491   —  

Net income   573,722  603,405  633,922   715,956   474,691

Per Share Data — Basic:           

Income before cumulative effect of a change in accounting 
principle   $ 2.69  $ 2.84  $ 3.01  $ 3.22  $ 2.39

Cumulative effect of a change in accounting principle1   $ —    $ —    $ —    $ 0.25  $ —  

Net income   $ 2.69  $ 2.84  $ 3.01  $ 3.47  $ 2.39

Weighted-average shares   213,477  212,784  210,703   206,217   198,946

Per Share Data — Diluted:           

Income before cumulative effect of a change in accounting 
principle   $ 2.68  $ 2.82  $ 2.94  $ 3.03  $ 2.26

Cumulative effect of a change in accounting principle1   $ —    $ —    $ —    $ 0.22  $ —  

Net income   $ 2.68  $ 2.82  $ 2.94  $ 3.26  $ 2.26

Weighted-average shares and potentially dilutive shares    214,195   214,255   221,485   234,714   234,580

Dividends declared per common share   $ 0.45  $ 0.60  $ 0.60  $ 0.56  $ 0.52

Balance Sheet Data:           

Total assets   $16,463,310  $14,982,281  $13,393,088  $11,255,771  $11,964,084

Total debt, including capital leases   7,011,403  5,698,272  5,413,744   4,154,775   5,731,944

Common stock   2,239  2,235  2,225   2,165   2,012

Total shareholders’ equity   6,803,012  6,757,343  6,091,575   5,554,465   4,804,520

1 In the third quarter of 2005, we changed our method of accounting for drydocking costs from the accrual in advance to the 
deferral method. Under the accrual in advance method, estimated drydocking costs are accrued evenly over the period to the 
next scheduled drydock. Under the deferral method, drydocking costs incurred are deferred and charged to expense on a 
straight-line basis over the period to the next scheduled drydock. The deferral method is preferable because it only recognizes 
the liability when incurred and does not require the use of estimates inherent in the accrual in advance method.  



Cautionary Note Concerning Factors That May Affect Future Results  
Certain statements under this caption “Management’s Discussion and Analysis of Financial Condition and Results of 

Operations” and elsewhere in this document constitute forward-looking statements under the Private Securities Litigation Reform Act 
of 1995. Words such as “anticipate,” “believe,” “could,” “estimate,” “expect,” “goal,” “intend,” “may,” “plan,” “project,” “seek,” 
“should,” “will,” and similar expressions are intended to identify these forward-looking statements. Forward-looking statements do 
not guarantee future performance and may involve risks, uncertainties and other factors, which could cause our actual results, 
performance or achievements to differ materially from the future results, performance or achievements expressed or implied in those 
forward-looking statements. Examples of these risks, uncertainties and other factors include, but are not limited to those discussed 
under Item 1A. Risk Factors as well as the following:  
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations 

 •  the adverse impact of the continuing worldwide economic downturn on the demand for cruises,  

 
•  the impact of the economic downturn on the availability of our credit facility and on our ability to generate cash flows from 

operations or obtain new borrowings from the credit or capital markets in amounts sufficient to satisfy our capital 
expenditures, debt repayments and other financing needs, 

 
•  the impact of disruptions in the global financial markets on the ability of our counterparties and others to perform their 

obligations to us,  
 •  the uncertainties of conducting business internationally and expanding into new markets,  
 •  the volatility in fuel prices and foreign exchange rates, 

 
•  the impact of changes in operating and financing costs, including changes in foreign currency, interest rates, fuel, food, 

payroll, airfare for our shipboard personnel, insurance and security costs, 

 •  the impact of problems encountered at shipyards and their subcontractors including insolvency or financial difficulties, 

 •  vacation industry competition and changes in industry capacity and overcapacity, 

 •  the impact of tax and environmental laws and regulations affecting our business or our principal shareholders,  
 •  the impact of changes in other laws and regulations affecting our business, 

 •  the impact of pending or threatened litigation, enforcement actions, fines or penalties, 

 •  the impact of delayed or cancelled ship orders,  
 •  the impact of emergency ship repairs, including the related lost revenue, 

 
•  the impact on prices of new ships due to shortages in available shipyard facilities, component parts and shipyard 

consolidations,  
 •  negative incidents involving cruise ships including those involving the health and safety of passengers,  

 
•  reduced consumer demand for cruises as a result of any number of reasons, including geo-political and economic 

uncertainties and the unavailability or cost of air service, 

 
•  the international political climate, fears of terrorist and pirate attacks, armed conflict and the resulting concerns over safety 

and security aspects of traveling, 



  

  

  

  

  

  

The above examples are not exhaustive and new risks emerge from time to time. We undertake no obligation to publicly update 
or revise any forward-looking statements, whether as a result of new information, future events or otherwise.  

Critical Accounting Policies  
Our consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United 

States of America. (See Note 1. General and Note 2. Summary of Significant Accounting Policies to our consolidated financial 
statements under Item 8. Financial Statements and Supplementary Data.) Certain of our accounting policies are deemed “critical,” as 
they require management’s highest degree of judgment, estimates and assumptions. We have discussed these accounting policies and 
estimates with the audit committee of our board of directors. We believe our most critical accounting policies are as follows:  
Ship Accounting  

Our ships represent our most significant assets and are stated at cost less accumulated depreciation. Depreciation of ships is 
generally computed net of a 15% projected residual value using the straight-line method over estimated service lives of primarily 30 
years. Improvement costs that we believe add value to our ships are capitalized as additions to the ship and depreciated over the 
improvements’ estimated useful lives. The estimated cost and accumulated depreciation of replaced or refurbished ship components 
are written off and any resulting losses are recognized in cruise operating expenses. Repairs and maintenance activities are charged to 
expense as incurred. We use the deferral method to account for drydocking costs. Under the deferral method, drydocking costs 
incurred are deferred and charged to expense on a straight-line basis over the period to the next scheduled drydock. Deferred drydock 
costs consist of the costs to drydock the vessel and other costs incurred in connection with the drydock which are necessary to 
maintain the vessel’s class certification. (See Note 2. Summary of Significant Accounting Policies to our consolidated financial 
statements under Item 8. Financial Statements and Supplementary Data).  

Our service life and residual value estimates take into consideration the impact of anticipated technological changes, long-term 
cruise and vacation market conditions and historical useful lives of similarly-built ships. In addition, we take into consideration our 
estimates of the average useful lives of the ships’ major component systems, such as hull, superstructure, main electric, engines and 
cabins. Given the very large and complex nature of our ships, our accounting estimates related to ships and determinations of ship 
improvement costs to be capitalized require considerable judgment and are inherently uncertain. We do not have cost segregation 
studies performed to specifically componentize our ship systems; therefore, we estimate the costs of component systems based 
principally on general and technical information known about major ship component systems and their lives and our knowledge of the 
cruise vacation industry. We do not identify and track depreciation by ship component systems, but instead utilize these estimates to 
determine the net cost basis of assets replaced or refurbished.  
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 •  the impact of the spread of contagious diseases,  
 •  the impact of changes or disruptions to external distribution channels for our guest bookings,  
 •  the loss of key personnel or our inability to retain or recruit qualified personnel, 

 •  changes in our stock price or principal shareholders, 

 •  uncertainties of a foreign legal system as we are not incorporated in the United States, 

 •  the unavailability of ports of call, 

 •  weather.  



We believe we have made reasonable estimates for ship accounting purposes. However, should certain factors or circumstances 
cause us to revise our estimates of ship service lives or projected residual values, depreciation expense could be materially higher or 
lower. If circumstances cause us to change our assumptions in making determinations as to whether ship improvements should be 
capitalized, the amounts we expense each year as repairs and maintenance costs could increase, partially offset by a decrease in 
depreciation expense. If we had reduced our estimated average 30-year ship service life by one year, depreciation expense for 2008 
would have increased by approximately $31.4 million. If our ships were estimated to have no residual value, depreciation expense for 
2008 would have increased by approximately $90.1 million.  

Valuation of Long-Lived Assets, Goodwill and Indefinite-Lived Intangible Assets  
We review our ships and other long-lived assets for impairment whenever events or changes in circumstances indicate that the 

carrying amount of these assets may not be fully recoverable. The assessment of possible impairment is based on our ability to 
recover the carrying value of these assets based on our estimate of their undiscounted future cash flows. If estimated future cash flows 
are less than the carrying value of an asset, an impairment charge is recognized for the difference between the asset’s estimated fair 
value and its carrying value.  

We determine fair value based on quoted market prices in active markets, if available. If active markets are not available we 
base fair value on independent appraisals, sales price negotiations and projected future cash flows discounted at a rate determined by 
management to be commensurate with the business risk. The estimation of fair value utilizing discounted forecasted cash flows 
includes numerous uncertainties which require significant judgment when making assumptions of revenues, operating costs, 
marketing, selling and administrative expenses, interest rates, cruise vacation industry competition and general economic and business 
conditions, among other factors.  

We review goodwill, trademarks and tradenames, which are our most significant indefinite-lived intangible assets, for 
impairment whenever events or circumstances indicate but at least annually. The impairment review for goodwill consists of a two- 
step process of first determining the fair value of the reporting unit and comparing it to the carrying value of the net assets allocated to 
the reporting unit. If the fair value of the reporting unit exceeds the carrying value, no further analysis or write-down of goodwill is 
required. If the fair value of the reporting unit is less than the carrying value of its net assets, the implied fair value of the reporting 
unit is allocated to all its underlying assets and liabilities, including both recognized and unrecognized tangible and intangible assets, 
based on their fair value. If necessary, goodwill is then written down to its implied fair value. The impairment review for indefinite-
life intangible assets consists of a comparison of the fair value of the asset with its carrying amount. If the carrying amount exceeds its 
fair value, an impairment loss is recognized in an amount equal to that excess. If the fair value exceeds its carrying amount, the 
indefinite-life intangible asset is not considered impaired.  

The fair value of a reporting unit and an indefinite-life intangible asset is based on quoted market prices if available. Quoted 
market prices are often not available for individual reporting units and for indefinite-life intangible assets. Accordingly, we base the 
fair value of a reporting unit and an indefinite-life intangible asset on an expected present value technique.  

We performed the annual impairment review for goodwill during the fourth quarter of 2008. We determined the fair value of our 
two reporting units which include goodwill, Royal Caribbean International and Pullmantur, using a probability-weighted discounted 
cash flow model. The principal assumptions used in the discounted cash flow model are projected operating results, weighted average 
cost of capital, and terminal value. Cash flows were calculated using our 2009 projected operating results as a base. To that base we 
added future years’ cash flows assuming multiple revenue and expense scenarios that reflect the impact on each reporting unit of 
different global economic environments beyond 2009.  

We discounted the projected cash flows using rates specific to each reporting unit based on their respective weighted average 
cost of capital. Based on the probability-weighted discounted cash flows of each reporting unit we determined the fair values of Royal 
Caribbean International and Pullmantur exceeded their carrying values. Therefore, we did not proceed to step two of the impairment 
analysis and we do not consider goodwill to be impaired.  

We also performed the annual impairment review of our trademarks and trade names during the fourth quarter of 2008 using a 
discounted cash flow model and the relief-from-royalty method. The royalty rate used is based on comparable royalty agreements in  
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the tourism and hospitality industry. We used the same discount rate used in valuing the Pullmantur reporting unit. Based on the 
discounted cash flow model we determined the fair value of our trademarks and trade names exceeded their carrying value.  

In performing our asset impairment analysis, we considered the fact that at December 31, 2008, the book value of our 
shareholders’ equity exceeded our market capitalization. However, we did not consider this to be determinative, especially in light of 
recent negative market conditions, the turmoil in the credit and capital markets and the resulting weakened demand environment.  

The estimation of fair value utilizing discounted expected future cash flows includes numerous uncertainties which require our 
significant judgment when making assumptions of expected revenues, operating costs, marketing, selling and administrative 
expenses, interest rates, ship additions and retirements as well as assumptions regarding the cruise vacation industry competition and 
general economic and business conditions, among other factors. If there is a material change in the assumptions used in our 
determination of fair values or if there is a material change in the conditions or circumstances influencing fair value, we could be 
required to recognize a material impairment charge.  

Contingencies — Litigation  
On an ongoing basis, we assess the potential liabilities related to any lawsuits or claims brought against us. While it is typically 

very difficult to determine the timing and ultimate outcome of such actions, we use our best judgment to determine if it is probable 
that we will incur an expense related to the settlement or final adjudication of such matters and whether a reasonable estimation of 
such probable loss, if any, can be made. In assessing probable losses, we take into consideration estimates of the amount of insurance 
recoveries, if any. We accrue a liability when we believe a loss is probable and the amount of loss can be reasonably estimated. Due 
to the inherent uncertainties related to the eventual outcome of litigation and potential insurance recoveries, it is possible that certain 
matters may be resolved for amounts materially different from any provisions or disclosures that we have previously made.  

Terminology  
Our revenues are seasonal based on demand for cruises. Demand is strongest for cruises during the Northern Hemisphere 

summer months and holidays.  

Our revenues consist of the following:  
Passenger ticket revenues consist of revenue recognized from the sale of passenger tickets and the sale of air transportation to 

and from our ships.  

Onboard and other revenues consist primarily of revenues from the sale of goods and/or services onboard our ships not included 
in passenger ticket prices, cancellation fees, sales of vacation protection insurance, pre- and post-cruise tours, Pullmantur’s land-based 
tours and hotel and air packages. Also included are revenues we receive from independent third party concessionaires that pay us a 
percentage of their revenues in exchange for the right to provide selected goods and/or services onboard our ships.  

Our cruise operating expenses consist of the following:  
Commissions, transportation and other expenses consist of those costs directly associated with passenger ticket revenues, 

including travel agent commissions, air and other transportation expenses, port costs that vary with passenger head counts and related 
credit card fees.  

Onboard and other expenses consist of the direct costs associated with onboard and other revenues. These costs include the cost 
of products sold onboard our ships, vacation protection insurance premiums, costs associated with pre- and post-cruise tours and 
related credit card fees. These costs also include minimal costs associated with concession revenues, as the costs are mostly incurred 
by third-party concessionaires.  

Payroll and related expenses consist of costs for shipboard personnel.  
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Food expenses include food costs for both passengers and crew. 

Fuel expenses include fuel and related delivery and storage costs, including the financial impact of fuel swap agreements.  

Other operating expenses consist primarily of operating costs such as repairs and maintenance, port costs that do not vary with 
passenger head counts, vessel operating lease costs, costs associated with Pullmantur’s land-based tours, vessel related insurance and 
entertainment.  

We do not allocate payroll and related costs, food costs, fuel costs or other operating costs to the expense categories attributable 
to passenger ticket revenues or onboard and other revenues since they are incurred to provide the total cruise vacation experience.  

Non-GAAP Financial Measures  
Available Passenger Cruise Days (“APCD”) are our measurement of capacity and represent double occupancy per cabin 

multiplied by the number of cruise days for the period. We use this measure to perform capacity and rate analysis to identify our main 
non-capacity drivers which cause our cruise revenue and expenses to vary.  

Gross Cruise Costs represent the sum of total cruise operating expenses plus marketing, selling and administrative expenses.  

Gross Yields represent total revenues per APCD.  

Net Cruise Costs represent Gross Cruise Costs excluding commissions, transportation and other expenses and onboard and other 
expenses (each of which is described above under the Terminology heading). In measuring our ability to control costs in a manner 
that positively impacts net income, we believe changes in Net Cruise Costs to be the most relevant indicator of our performance. A 
reconciliation of historical Gross Cruise Costs to Net Cruise Costs is provided below under Summary of Historical Results of 
Operations. We have not provided a quantitative reconciliation of projected Gross Cruise Costs to projected Net Cruise Costs due to 
the significant uncertainty in projecting the costs deducted to arrive at this measure. Accordingly, we do not believe that reconciling 
information for such projected figures would be meaningful.  

Net Debt-to-Capital is a ratio which represents total long-term debt, including current portion of long-term debt, less cash and 
cash equivalents (“Net Debt”) divided by the sum of Net Debt and total shareholders’ equity. We believe Net Debt and Net Debt-to-
Capital, along with total long-term debt and shareholders’ equity are useful measures of our capital structure. A reconciliation of 
historical Debt-to-Capital to Net Debt-to-Capital is provided below under Summary of Historical Results of Operations.  

Net Revenues represent total revenues less commissions, transportation and other expenses and onboard and other expenses 
(each of which is described under the Terminology heading).  

Net Yields represent Net Revenues per APCD. We utilize Net Revenues and Net Yields to manage our business on a day-to-day 
basis as we believe that it is the most relevant measure of our pricing performance because it reflects the cruise revenues earned by us 
net of our most significant variable costs, which are commissions, transportation and other expenses and onboard and other expenses. 
A reconciliation of historical Gross Yields to Net Yields is provided below under Summary of Historical Results of Operations. We 
have not provided a quantitative reconciliation of projected Gross Yields to projected Net Yields due to the significant uncertainty in 
projecting the costs deducted to arrive at this measure. Accordingly, we do not believe that reconciling information for such projected 
figures would be meaningful.  

Occupancy, in accordance with cruise vacation industry practice, is calculated by dividing Passenger Cruise Days by APCD. A 
percentage in excess of 100% indicates that three or more passengers occupied some cabins.  
  

35 



Passenger Cruise Days represent the number of passengers carried for the period multiplied by the number of days of their 
respective cruises.  

The use of certain significant non-GAAP measures, such as Net Yields and Net Cruise Costs, allow us to perform capacity and 
rate analysis to separate the impact of known capacity changes from other less predictable changes which affect our business. We 
believe these non-GAAP measures provide expanded insight to measure revenue and cost performance in addition to the standard 
United States GAAP based financial measures. There are no specific rules or regulations for determining non-GAAP measures, and as 
such, there exists the possibility that they may not be comparable to other companies within the industry.  

Executive Overview  
We have seen a dramatic change in our operating environment during the past several months. The current worldwide economic 

downturn and the meltdown of the global credit and capital markets have resulted in significant deterioration in consumer confidence 
and spending. In addition, the current disruption and tightening of the credit and capital markets may make it more difficult for us to 
secure financing or to raise additional capital or to do so on acceptable terms. We are starting to experience significant compression in 
our booking window and forward bookings are lagging behind levels achieved during the last few years as consumers are delaying 
their purchase decisions. The extent and duration of this worldwide economic downturn is uncertain. Forecasting demand in 2009 is 
extremely difficult and we expect this difficult environment to continue at least through 2009. As a result, we expect 2009 Net Yields 
to decrease in the range of 9% to 13% compared to 2008.  

The current economic environment has also led to more dramatic levels of volatility in fuel prices and foreign exchange rates 
which have become extremely volatile with significant daily or even hourly price fluctuations. For planning purposes, we do not 
forecast future fuel prices or exchange rates, but instead use current spot prices for calculation purposes.  

In an effort to offset the impact of the weaker demand environment, we have increased our focus on cost reductions and on 
preserving cash and liquidity. The cost cutting initiatives we announced in July 2008 are on track to produce the anticipated savings 
and we have implemented a number of new initiatives including the targeting of synergies and capturing deflationary opportunities 
from our vendors. As a result of these initiatives, we expect a reduction in our 2009 Net Cruise Costs in the range of 7% to 9% per 
APCD compared to 2008. Approximately 2 percentage points of this decrease relates to reductions in the price of fuel in 2009.  

We have also discontinued our quarterly dividend commencing in the fourth quarter of 2008, curtailed our non-shipbuild capital 
expenditures, and currently do not have plans to place further newbuild ship orders. We are also exploring other activities to improve 
our liquidity. We believe these strategies will enhance our ability to better fund our capital spending obligations and improve our 
balance sheet.  

While cutting costs throughout the organization, we have not altered our strategy of substantially growing our sourcing of 
passengers outside of North America. We continue to increase our investments in growth outside of North America with the goal of 
diversifying our sources and increasing our opportunities for revenue growth.  

We have four Solstice-class vessels under construction in Germany, all of which have committed bank financing arrangements 
and include financing guarantees from HERMES (Euler Hermes Kreditrersicherungs AG), the export credit agency of the German 
government for 95% of the financed amount. We also have two Oasis-class vessels under construction in Finland each of which has 
commitments for financing guarantees from Finnvera, the export credit agency of Finland for 80% of the financed amount. We are 
working with the relevant export credit agencies and various financial institutions to obtain committed financing for Oasis of the Seas. 
This includes exploring opportunities to increase the guarantee level and obtain partial funding support from the relevant export credit 
agencies. Although we believe that we will secure committed financing for these ships before their delivery dates, there can be no 
assurance that we will be able to do so or that we will do so on acceptable terms.  
  

36 



Summary of Historical Results of Operations  
Although the operating environment has deteriorated since September 2008, total revenues increased 6.2% to $6.5 billion from total 
revenues of $6.1 billion for 2007 primarily due to a 5.2% increase in capacity and a 1.0% increase in Gross Yields. Net Yields 
increased by approximately 0.5% compared to 2007. The increase in Net Yields was primarily due to an increase in ticket prices 
partially offset by a decrease in onboard and other revenues. The increase in total revenues was partially offset by an increase in 
expenses primarily due to the increase in fuel and to a lesser extent, payroll and related expenses. In addition, we recorded a one-time 
litigation gain of approximately $17.6 million related to the settlement of our pending case against Pentair Water Treatment (OH) 
Company (formerly known as Essef Corporation). As a result, our net income was $573.7 million or $2.68 per share on a diluted basis 
for 2008 compared to $603.4 million or $2.82 per share on a diluted basis for 2007.  

Highlights for 2008 included:  
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•  Total revenues increased 6.2% to $6.5 billion from total revenues of $6.1 billion in 2007 primarily due to a 5.2% increase 

in capacity and a 1.0% increase in Gross Yields. Net Yields increased by approximately 0.5% compared to the same period 
in 2007.  

 •  Net Cruise Costs per APCD increased 3.7% compared to 2007. 

 
•  Fuel expenses per APCD, net of the financial impact of fuel swap agreements, increased 25.7% per APCD as compared to 

the same period in 2007.  

 
•  Our Net Debt-to-Capital ratio increased to 49.3% in 2008 from 44.7% in 2007. Similarly, our Debt-to-Capital ratio 

increased to 50.8% in 2008 from 45.7% in 2007.  

 
•  As of December 31, 2008, liquidity was $1.0 billion, including cash and the undrawn portion of our unsecured revolving 

credit facility.  

 
•  We took delivery of Independence of the Seas, the third Freedom-class ship for Royal Caribbean International in the 

second quarter of 2008. To finance the purchase, we borrowed $530.0 million under an unsecured term loan due through 
2015. The loan bears interest at LIBOR plus an applicable margin. Currently, the rate is approximately 5.40%.  

 
•  We took delivery of Celebrity Solstice, the first Solstice-class ship for Celebrity Cruises in the fourth quarter of 2008. To 

finance the purchase, we borrowed $519.1 million under an unsecured term loan due through 2020. The loan bears interest 
at LIBOR plus 0.45%; the rate is currently 4.28%. 

 
•  We implemented a cost savings initiative expected to save approximately $125.0 million annually. As part of this initiative, 

we eliminated approximately 400 shore-side positions. In addition, we discontinued some non-core operations, including 
The Scholar Ship. As a result of this initiative, we incurred charges of approximately $14.3 million, or $0.07 per share. 

 
•  We settled our pending case against Pentair Water Treatment (OH) Company (formerly known as Essef Corporation). 

Pursuant to the terms of the settlement agreement, we were paid, net of costs and payments to insurers, approximately 
$17.6 million which we recognized during the third quarter. 

 
•  We finalized our contract with Meyer Werft GmbH to build a fifth Solstice-class ship for Celebrity Cruises, for an 

additional capacity of approximately 2,850 berths, which is expected to enter service in the fourth quarter of 2012. We 
signed a credit agreement to finance approximately 80% of the contract price at delivery.  

 

•  We sold our interest in Island Cruises to TUI Travel PLC, the other 50% owner in the joint venture. We received proceeds 
of $51.4 million and recognized a gain of approximately $1.0 million on the transaction. As part of the transaction, we 
agreed to an early termination of the charter of Island Star to Island Cruises. We anticipate the return of Island Star in 
April 2009 and intend to redeploy the ship to Pullmantur at that time. 



ROYAL CARIBBEAN CRUISES LTD. 

CONSOLIDATED BALANCE SHEETS  
  

The accompanying notes are an integral part of these consolidated financial statements.  
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   As of December 31,  
   2008   2007  
   (in thousands, except share data)  

Assets    

Current assets    

Cash and cash equivalents   $ 402,878  $ 230,784
Trade and other receivables, net    271,287   313,640
Inventories    96,077   96,813
Prepaid expenses and other assets    125,160   137,662
Derivative financial instruments    81,935   213,892 

    
 

   
 

Total current assets    977,337   992,791
Property and equipment, net    13,878,998   12,253,784
Goodwill    779,246   797,791
Other assets    827,729   937,915 

    
 

   
 

  $16,463,310  $14,982,281
    

 

   

 

Liabilities and Shareholders’ Equity    

Current liabilities    

Current portion of long-term debt   $ 471,893  $ 351,725
Accounts payable    245,225   222,895
Accrued interest    128,879   132,450
Accrued expenses and other liabilities    687,369   401,224 
Customer deposits    968,520   1,084,359
Hedged firm commitments    172,339   146,642

    
 

   
 

Total current liabilities    2,674,225   2,339,295
Long-term debt    6,539,510   5,346,547 
Other long-term liabilities    446,563   539,096

Commitments and contingencies (Note 16)    

Shareholders’ equity    

Preferred stock ($0.01 par value; 20,000,000 shares authorized; none outstanding)    —     —  
Common stock ($0.01 par value; 500,000,000 shares authorized; 223,899,076 and 223,509,136 

shares issued, December 31, 2008 and December 31, 2007, respectively)    2,239   2,235
Paid-in capital    2,952,540   2,942,935 
Retained earnings    4,592,529   4,114,877
Accumulated other comprehensive (loss) income    (319,936)  120,955
Treasury stock (11,076,701 and 11,026,271 common shares at cost, December 31, 2008 and 

December 31, 2007, respectively)    (424,360)  (423,659)
         

Total shareholders’ equity    6,803,012   6,757,343 
    

 
   

 

  $16,463,310  $14,982,281
    

 

   

 



ROYAL CARIBBEAN CRUISES LTD. 

CONSOLIDATED STATEMENTS OF CASH FLOWS  
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   Year Ended December 31,  
   2008   2007   2006  
   (in thousands)  

Operating Activities   

Net income   $ 573,722  $ 603,405  $ 633,922
Adjustments:     

Depreciation and amortization   520,353   483,066   421,645
Accretion of original issue discount on debt   1,750   1,810   17,902

Changes in operating assets and liabilities:   
Decrease (increase) in trade and other receivables, net    28,150   (122,682)  (38,855)
Increase in inventories   (140)  (19,424)  (7,441)
Decrease (increase) in prepaid expenses and other assets   12,884   (37,650)  707
Increase (decrease) in accounts payable   22,322   23,398   (29,671)
(Decrease) increase in accrued interest   (3,571)  78,160   (2,196)
Increase in accrued expenses and other liabilities   39,766   72,035   24,011
(Decrease) increase in customer deposits  (118,541)  184,713   9,724

Accreted interest paid on LYONs repurchase    —     —     (121,199)
Other, net   (5,440)  1,863   39,957

    
 

   
 

   
 

Net cash provided by operating activities   1,071,255   1,268,694   948,506
             

Investing Activities     

Purchases of property and equipment   (2,223,534)  (1,317,381)  (1,178,960)
Repayment (purchase) of notes from TUI Travel   —    100,000   (100,000)
Purchase of Pullmantur, net of cash acquired   —    —     (553,312)
Cash received on settlement of derivative financial instruments  269,815  59,392   7,288
Loans and equity contributions to unconsolidated affiliates    (52,323)  —     (12,019)
Proceeds from sale of investment in Island Cruises   51,400   —     —  
Other, net   (22,607)  (12,569)  (12,075)

    
 

   
 

   
 

Net cash used in investing activities   (1,977,249)  (1,170,558)  (1,849,078)
             

Financing Activities     

Proceeds from issuance of debt   2,223,402   1,934,979   2,933,915
Debt issuance costs   (23,872)  (10,146)  (10,004)
Repayments of debt   (987,547)  (1,805,798)  (1,785,773)
Dividends paid  (128,045)  (98,298)  (124,460)
Proceeds from exercise of common stock options    3,817   19,632   23,026 
Purchases of treasury stock   —    —     (164,582)
Other, net   (4,369)  (3,758)  7,585

    
 

   
 

   
 

Net cash provided by financing activities  1,083,386  36,611   879,707
    

 
   

 
   

 

Effect of exchange rate changes on cash   (5,298)  (8,483)  —  

Net increase (decrease) in cash and cash equivalents   172,094   126,264   (20,865)
Cash and cash equivalents at beginning of year   230,784   104,520   125,385

             

Cash and cash equivalents at end of year   $ 402,878  $ 230,784  $ 104,520
    

 

   

 

   

 

Supplemental Disclosures     

Cash paid during the year for:     

Interest, net of amount capitalized   $ 321,206  $ 285,206  $ 376,817
    

 

   

 

   

 

Non-cash Investing Transactions     

We accrued for purchases of property and equipment paid in 2009   $ 63,857  $ —    $ —  
    

 

   

 

   

 



Supplemental Schedule of Noncash Investing Activity  
The Company purchased all of the capital stock of Pullmantur for approximately $558.9 million in November 2006. In conjunction 
with the acquisition, liabilities were assumed as follows:  
  

The accompanying notes are an integral part of these consolidated financial statements.  
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Fair value of assets acquired  $1,111,117 
Cash paid for capital stock   (558,948)

    
 

Liabilities assumed   $ 552,169 
    

 



ROYAL CARIBBEAN CRUISES LTD. 

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY  
  

Comprehensive income is as follows (in thousands):  
  

The following tables summarize activity in accumulated other comprehensive income (loss) related to derivatives designated as cash 
flow hedges, change in defined benefit plans and the foreign currency translation adjustments (in thousands):  
  

  

   
Common

Stock   
Paid-in
Capital   

Retained
Earnings   

Accumulated 
Other 

Comprehensive 
Income 
(Loss)   

Treasury 
Stock   

Total
Shareholders’

Equity  
   (in thousands)  

Balances at January 1, 2006   $ 2,165  $2,706,236  $3,132,286  $ (28,263) $(257,959)  $5,554,465
Issuance under employee related plans    12  42,031  —    —    (559)   41,484
Purchases of treasury stock    —   —   —   —    (164,582)   (164,582)
Common stock dividends    —     —    (126,997)   —    —     (126,997)
Changes related to cash flow derivative hedges    —    —    —    3,507  —     3,507
Adoption of SFAS Statement No. 158    —    —    —    (6,981) —     (6,981)
Minimum pension liability adjustment    —    —    —    834  —     834
Foreign currency translation adjustments    —    —    —    101  —     101
Debt converted to common stock    48  155,774  —    —    —     155,822
Net income    —   —   633,922  —    —     633,922

                  
 

         
 

Balances at December 31, 2006    2,225  2,904,041  3,639,211  (30,802) (423,100)   6,091,575
Issuance under employee related plans    10  38,894  —    —    (559)   38,345
Common stock dividends    —    —    (127,739)  —    —     (127,739)
Changes related to cash flow derivative hedges    —   —   —   152,523  —     152,523
Change in defined benefit plans    —     —    —     3,500  —     3,500 
Foreign currency translation adjustments    —    —    —    (4,266) —     (4,266)
Net income    —    —    603,405  —    —     603,405

                  
 

         
 

Balances at December 31, 2007    2,235  2,942,935  4,114,877  120,955  (423,659)   6,757,343
Issuance under employee related plans    4   9,605  —     —    (701)   8,908 
Common stock dividends    —    —    (96,070)  —    —     (96,070)
Changes related to cash flow derivative hedges    —    —    —    (430,051) —     (430,051)
Change in defined benefit plans    —    —    —    (2,835) —     (2,835)
Foreign currency translation adjustments    —    —    —    (8,005) —     (8,005)
Net income    —    —    573,722  —    —     573,722

                             

Balances at December 31, 2008   $ 2,239  $2,952,540  $4,592,529  $ (319,936) $(424,360)  $6,803,012
                  

 

         

 

   Year Ended December 31,
   2008   2007   2006

Net income   $ 573,722  $603,405  $633,922
Changes related to cash flow derivative hedges   (430,051)  152,523  3,507
Minimum pension liability adjustment   —     —    834
Change in defined benefit plans   (2,835)  3,500  —  
Foreign currency translation adjustments  (8,005)  (4,266) 101

            

Total comprehensive income   $ 132,831  $755,162  $638,364
    

 

   

 

   

   Year Ended December 31,  
   2008   2007   2006  

Accumulated net (loss) gain on cash flow derivative hedges at beginning of year   $ 137,859  $ (14,664) $(18,171)
Net gain (loss) on cash flow derivative hedges   (374,810)  163,444  (7,483)
Net (loss) gain reclassified into earnings   (55,241)  (10,921) 10,990

             

Accumulated net gain (loss) on cash flow derivative hedges at end of year   $(292,192) $137,859  $(14,664)
    

 

   

 

   

 

   

Changes
related to cash
flow derivative

hedges   

Change in 
defined

benefit plans  

Foreign 
currency 

translation 
adjustments  

Accumulated
other 

comprehensive
income (loss)  

Accumulated other comprehensive loss at beginning of the year   $ 137,859  $ (12,739) $ (4,165) $ 120,955
Current-period change   (430,051) (2,835)  (8,005)  (440,891)

                 



The accompanying notes are an integral part of these consolidated financial statements.  
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Accumulated other comprehensive loss at end of year   $ (292,192) $ (15,574) $ (12,170) $ (319,936)
    

 

   

 

   

 

   

 



ROYAL CARIBBEAN CRUISES LTD. 

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS  

Note 1. General  
Description of Business  

We are a global cruise company. We own five cruise brands, Royal Caribbean International, Celebrity Cruises, Pullmantur, 
Azamara Cruises, and CDF Croisières de France with 20, nine, six, two and one ships, respectively, at December 31, 2008. Our ships 
operate on a selection of worldwide itineraries that call on approximately 425 destinations. We also have a 50% investment in a joint 
venture with TUI AG which operates the brand TUI Cruises. Celebrity Galaxy, a 1,850-berth ship currently part of Celebrity Cruises, 
will be sold to TUI Cruises to serve as its first ship and will sail under a new name beginning in May 2009.  

Basis for Preparation of Consolidated Financial Statements  
The consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United 

States of America. Estimates are required for the preparation of financial statements in accordance with accounting principles 
generally accepted in the United States of America. Actual results could differ from these estimates. All significant intercompany 
accounts and transactions are eliminated in consolidation. We consolidate entities over which we have control, usually evidenced by a 
direct ownership interest of greater than 50% and variable interest entities where we are determined to be the primary beneficiary. For 
affiliates where significant influence over financial and operating policies exists, usually evidenced by a direct ownership interest 
from 20% to 50%, the investment is accounted for using the equity method.  

Note 2. Summary of Significant Accounting Policies  
Revenues and Expenses  

Deposits received on sales of passenger cruises are initially recorded as customer deposit liabilities on our balance sheet. 
Customer deposits are subsequently recognized as passenger ticket revenues, together with revenues from onboard and other goods 
and services and all associated direct costs of a voyage, upon completion of voyages with durations of ten days or less, and on a pro 
rata basis for voyages in excess of ten days.  

Cash and Cash Equivalents  
Cash and cash equivalents include cash and marketable securities with original maturities of less than 90 days.  

Inventories  
Inventories consist of provisions, supplies and fuel carried at the lower of cost (weighted-average) or market.  

Property and Equipment  
Property and equipment are stated at cost less accumulated depreciation and amortization. We capitalize interest as part of the 

cost of acquiring certain assets. Improvement costs that we believe add value to our ships are capitalized as additions to the ship and 
depreciated over the improvements’ estimated useful lives. The estimated cost and accumulated depreciation of replaced or 
refurbished ship components are written off and any resulting losses are recognized in cruise operating expenses. Costs of repairs and 
maintenance are charged to cruise operating expenses as incurred and drydocking costs are deferred and charged to expense on a  
  

F-8 



straight-line basis over the period to the next scheduled drydock. Deferred drydock costs consist of the costs to drydock the vessel and 
other costs incurred in connection with the drydock which are necessary to maintain the vessel’s class certification. Liquidated 
damages received from shipyards as a result of the late delivery of a new ship are recorded as reductions to the cost basis of the ship. 
We review long-lived assets for impairment whenever events or changes in circumstances indicate, based on estimated undiscounted 
future cash flows, that the carrying amount of these assets may not be fully recoverable.  

Depreciation of property and equipment is computed using the straight-line method over estimated useful lives of primarily 30 
years for ships, net of a 15% projected residual value, and three to 40 years for other property and equipment. Depreciation for assets 
under capital leases and leasehold improvements is computed using the shorter of the lease term or related asset life. (See Note 6. 
Property and Equipment.)  

Goodwill  
Goodwill represents the excess of cost over the fair value of net tangible and identifiable intangible assets acquired. We review 

goodwill for impairment at the reporting unit level annually, or when events or circumstances dictate, more frequently. The 
impairment review for goodwill consists of a two- step process of first determining the fair value of the reporting unit and comparing 
it to the carrying value of the net assets allocated to the reporting unit. If the fair value of the reporting unit exceeds the carrying 
value, no further analysis or write-down of goodwill is required. If the fair value of the reporting unit is less than the carrying value of 
the net assets, the implied fair value of the reporting unit is allocated to all the underlying assets and liabilities, including both 
recognized and unrecognized tangible and intangible assets, based on their fair value. If necessary, goodwill is then written down to 
its implied fair value.  

Our goodwill impairment test is performed annually during the fourth quarter. We determined there was no goodwill impairment 
as of December 31, 2008, 2007 and 2006.  

Intangible Assets  
In connection with our acquisitions, we have acquired certain intangible assets of which value has been assigned to them based 

on our estimates. Intangible assets that are deemed to have an indefinite life are not amortized, but are subject to an annual 
impairment test, or when events or circumstances dictate, more frequently. The indefinite-life intangible asset impairment test 
consists of a comparison of the fair value of the indefinite-life intangible asset with its carrying amount. If the carrying amount 
exceeds its fair value, an impairment loss is recognized in an amount equal to that excess. If the fair value exceeds its carrying 
amount, the indefinite-life intangible asset is not considered impaired.  

Other intangible assets assigned finite useful lives are amortized on a straight-line basis over their estimated useful lives.  

Our indefinite-life intangible assets impairment test is performed annually during the fourth quarter. We determined there was 
no indefinite-life intangible asset impairment as of December 31, 2008, 2007 and 2006.  

Advertising Costs  
Advertising costs are expensed as incurred except those costs which result in tangible assets, such as brochures, which are 

treated as prepaid expenses and charged to expense as consumed. Advertising costs consist of media advertising as well as brochure, 
production and direct mail costs. Media advertising was $152.5 million, $153.4 million and $141.3 million, and brochure, production 
and direct mail costs were $100.0 million, $99.0 million and $89.5 million for the years 2008, 2007 and 2006, respectively.  

Derivative Instruments  
We enter into various forward, swap and option contracts to manage our interest rate exposure and to limit our exposure to 

fluctuations in foreign currency exchange rates and fuel prices. These instruments are designated as hedges and are recorded on the 
balance sheet at their fair value. Our derivative instruments are not held for trading or speculative purposes.  
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At inception of the hedge relationship, a derivative instrument that hedges the exposure to changes in the fair value of a 
recognized asset or liability, or a firm commitment is designated as a fair value hedge. A derivative instrument that hedges a 
forecasted transaction or the variability of cash flows related to a recognized asset or liability is designated as a cash flow hedge.  

Changes in the fair value of derivatives that are designated as fair value hedges are offset against changes in the fair value of the 
underlying hedged assets, liabilities or firm commitments. Changes in fair value of derivatives that are designated as cash flow hedges 
are recorded as a component of accumulated other comprehensive (loss) income until the underlying hedged transactions are 
recognized in earnings. The foreign-currency transaction gain or loss of our nonderivative financial instrument designated as a hedge 
of our net investment in our foreign operations is recognized as a component of accumulated other comprehensive income along with 
the associated foreign currency translation adjustment of the foreign operation.  

On an ongoing basis, we assess whether derivatives used in hedging transactions are “highly effective” in offsetting changes in 
the fair value or cash flow of hedged items. If it is determined that a derivative is not highly effective as a hedge or hedge accounting 
is discontinued, any change in fair value of the derivative since the last date at which it was determined to be effective is recognized 
in earnings. In addition, the ineffective portion of our highly effective hedges is recognized in earnings immediately and reported in 
other income (expense) in our consolidated statements of operations.  

Cash flows from derivative instruments that are designated as fair value or cash flow hedges are classified in the same category 
as the cash flows from the underlying hedged items. In the event that hedge accounting is discontinued, cash flows subsequent to the 
date of discontinuance are classified consistent with the nature of the instrument.  

Foreign Currency Translations and Transactions  
We translate assets and liabilities of our foreign subsidiaries whose functional currency is the local currency, at exchange rates 

in effect at the balance sheet date. We translate revenues and expenses at weighted-average exchange rates for the period. Equity is 
translated at historical rates and the resulting foreign currency translation adjustments are included as a component of accumulated 
other comprehensive (loss) income, which is reflected as a separate component of shareholders’ equity. Exchange gains or losses 
arising from the remeasurement of monetary assets and liabilities denominated in a currency other than the functional currency of the 
entity involved are immediately included in our earnings, unless certain liabilities have been designated to act as a hedge of a net 
investment in a foreign operation. The majority of our transactions are settled in United States dollars. Gains or losses resulting from 
transactions denominated in other currencies are recognized in income at each balance sheet date. Exchange gains for 2008 were 
$23.0 million, and exchange losses for 2007 and 2006 were $6.7 million and $2.4 million, respectively, and were recorded in other 
income.  

Concentrations of Credit Risk  
We monitor concentrations of credit risk associated with financial and other institutions with which we conduct significant 

business. Credit risk, including but not limited to counterparty nonperformance under derivative instruments, our revolving credit 
facility and new ship progress payment guarantees, is not considered significant, as we primarily conduct business with large, well-
established financial institutions and insurance companies that we have well established relationships with and that have credit risks 
acceptable to us or the credit risk is spread out among a large number of creditors. We do not anticipate nonperformance by any of 
our significant counterparties. In addition, we have established guidelines regarding credit ratings and investment maturities that we 
follow to maintain safety and liquidity. We do not normally require collateral or other security to support credit relationships; 
however, in certain circumstances this option is available to us. We normally require guarantees to support new ship progress 
payments to shipyards.  
  

F-10 



Earnings Per Share  
Basic earnings per share is computed by dividing net income by the weighted-average number of shares of common stock 

outstanding during each period. Diluted earnings per share incorporates the incremental shares issuable upon the assumed exercise of 
stock options and conversion of potentially dilutive securities. In addition, net income is adjusted to add back the amount of interest 
recognized in the period associated with convertible dilutive securities. (See Note 11. Earnings Per Share.)  

Stock-Based Employee Compensation  
Effective January 1, 2006, we adopted Statement of Financial Accounting Standard (“SFAS”) No. 123 (revised 2004), “Share-

Based Payment,” (“SFAS 123R”). SFAS 123R requires the measurement and recognition of compensation expense at the fair value of
employee stock awards. Compensation expense for awards and related tax effects is recognized as they vest. We have adopted SFAS 
123R using the modified prospective transition method in which we are recognizing compensation expense on the unvested portion of 
the awards over the remaining vesting period. Under this transition method, prior period results have not been restated. In addition, 
SFAS 123R requires us to estimate the amount of expected forfeitures in calculating compensation costs for all outstanding awards. 
Previously, we had accounted for forfeitures as they occurred. As of January 1, 2006, the cumulative effect of adopting the expected 
forfeiture method and the impact on cash flows was not significant.  

The impact of SFAS 123R was a reduction of our net income by approximately $2.9 million, $10.3 million and $11.3 million for 
each of the years ended December 31, 2008, 2007, and 2006, respectively. The impact on basic and diluted earnings per share was 
$0.01 for the year ended December 31, 2008 and $0.05 for each of the years ended December 31, 2007 and December 31, 2006.  

Segment Reporting  
We operate five cruise brands, Royal Caribbean International, Celebrity Cruises, Pullmantur, Azamara Cruises and CDF 

Croisières de France. The brands have been aggregated as a single reportable segment based on the similarity of their economic 
characteristics as well as products and services provided.  

Information by geographic area is shown in the table below. Passenger ticket revenues are attributed to geographic areas based 
on where the reservation originates.  
  

Recent Accounting Pronouncements  
In September 2006, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 157, “Fair Value 

Measurements” (“SFAS 157”). SFAS 157 defines fair value, establishes a formal framework for measuring fair value and expands 
disclosures about fair value measurements. Broadly, SFAS 157 defines fair value as the price that would be received to sell an asset or 
paid to transfer a liability in an orderly transaction between market participants at the measurement date. SFAS 157 applies 
prospectively to fair value measurements performed after the required effective dates as follows: on January 1, 2008, the standard 
applied to the measurements of fair values of financial instruments and recurring fair value measurements of non-financial assets and 
liabilities; on January 1, 2009, the standard will apply to non-recurring measurements of non-financial assets and liabilities such as 
our measurement of potential impairments of goodwill, other intangibles and other long-lived assets. On January 1, 2008, we adopted 
the provisions of SFAS 157 for our measurement of fair value of financial instruments and recurring fair value measurements of  
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   2008  2007  2006 

Passenger ticket revenues:     

United States   60% 63% 76%
All other countries  40% 37% 24%



non-financial assets and liabilities. These provisions did not have a material impact on our consolidated financial statements. We do 
not expect the adoption of the remaining provisions of SFAS 157 to have a material impact on our consolidated financial statements.  

SFAS 157 establishes a hierarchy for inputs used in measuring fair value that maximizes the use of observable inputs and 
minimizes the use of unobservable inputs by requiring that the most observable inputs be used when available. Observable inputs are 
inputs that market participants would use in pricing the asset or liability developed based on market data obtained from sources 
independent of the Company. Unobservable inputs are inputs that reflect the Company’s assumptions about the assumptions market 
participants would use in pricing the asset or liability developed based on the best information available in the circumstances. The 
hierarchy is broken down into three levels based on the reliability of the inputs as follows:  
  

  

  

The availability of observable inputs can vary and is affected by a wide variety of factors. To the extent that valuation is based 
on inputs that are less observable or unobservable in the market, the determination of fair value requires more judgment. Accordingly, 
the degree of judgment exercised by the Company in determining fair value is greatest for instruments categorized in Level 3. In 
certain cases, the inputs used to measure fair value of a specific asset or liability may fall into different levels of the fair value 
hierarchy. In such cases, for disclosure purposes the level in the fair value hierarchy within which the fair value measurement in its 
entirety falls is determined based on the lowest level input that is significant to the fair value measurement in its entirety.  

Fair value is a market-based measure considered from the perspective of a market participant who holds the asset or owes the 
liability rather than an entity-specific measure. Therefore, even when market assumptions are not readily available, the Company’s 
own assumptions are set to reflect those that market participants would use in pricing the asset or liability at the measurement date. 
For our financial instruments that are recorded at fair value, fair value is measured as follows:  

Exchange-traded equity securities and mutual funds: Fair value is based on quoted prices in active markets. Valuation of these 
items does not entail a significant amount of judgment and the inputs that are significant to the fair value measurement are Level 1 in 
the fair value hierarchy.  

Derivative Financial Instruments: Our derivative financial instruments consist of foreign currency forward contracts and interest 
rate, cross currency and fuel swaps. Fair value is derived using valuation models that utilize the income valuation approach. These 
valuation models take into account the contract terms such as maturity, as well as other inputs such as exchange rates, fuel types, fuel 
curves, interest rate yield curves, creditworthiness of the counterparty and the Company, as well as other data points. The data sources 
utilized in these valuation models that are significant to the fair value measurement are Level 2 in the fair value hierarchy.  

In conjunction with the adoption of SFAS 157, we adopted SFAS No. 159, “The Fair Value Option for Financial Assets and 
Financial Liabilities” (“SFAS 159”). SFAS 159 provides an option, on an instrument-by-instrument basis, for certain financial 
instruments and other items that are not otherwise measured at fair value, to be reported at fair value with changes in fair value 
reported in earnings. After the initial adoption, the election is generally made at the acquisition of the instrument and it may not be 
revoked. At adoption, we did not elect to apply the fair value option to any eligible items, and accordingly, the adoption of the 
standard did not have an impact on our consolidated financial statements.  
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1. Level 1 Inputs - Quoted prices (unadjusted) in active markets for identical assets or liabilities that we have the ability to 

access. 

 
2. Level 2 Inputs - Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either 

directly or indirectly. 

 3. Level 3 Inputs - Inputs that are unobservable for the asset or liability. 



In December 2007, the FASB issued SFAS No. 141 (revised 2007), “Business Combinations,” (“SFAS 141R”). SFAS 141R 
requires the acquiring entity in a business combination to recognize the full fair value of assets acquired and liabilities assumed in the 
transaction whether full or partial acquisition, establishes the acquisition-date fair value as the measurement objective for all assets 
acquired and liabilities assumed, requires expensing of most transaction and restructuring costs, and requires the acquirer to disclose 
all information needed to evaluate and understand the nature and financial effect of the business combination. SFAS 141R applies to 
all transactions or other events in which an entity obtains control of one or more businesses, including combinations achieved without 
transfer of consideration, for example, by contract alone or through the lapse of minority veto rights. SFAS 141R applies 
prospectively to business combinations for which the acquisition date is on or after the beginning of the first fiscal year beginning 
after December 15, 2008. Currently, the adoption of SFAS 141R is not expected to have a significant impact on our financial position, 
results of operations or cash flows. The impact on future acquisitions by the Company will depend largely on the nature and terms of 
such future acquisitions, if any.  

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements – An 
Amendment of ARB No. 51,” (“SFAS 160”). SFAS 160 requires reporting entities to present noncontrolling (minority) interests as 
equity instead of as a liability or mezzanine equity and provides guidance on the accounting for transactions between an entity and 
noncontrolling interests. SFAS 160 is effective the first fiscal year beginning after December 15, 2008, and interim periods within that 
fiscal year. SFAS 160 applies prospectively as of the beginning of the fiscal year SFAS 160 is initially applied, except for the 
presentation and disclosure requirements which are applied retrospectively for all periods presented subsequent to adoption. The 
adoption of SFAS 160 will not have a material impact on our consolidated financial statements.  

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities – An 
Amendment of FASB Statement No. 133 (SFAS 133),” (“SFAS 161”). SFAS 161 requires enhanced disclosures about an entity’s 
derivative and hedging activities and thereby improves the transparency of financial reporting. Entities are required to provide 
enhanced disclosures about (a) how and why an entity uses derivative instruments, (b) how derivative instruments and related hedged 
items are accounted for under SFAS 133 and its related interpretations, and (c) how derivative instruments and related hedged items 
affect an entity’s financial position, financial performance, and cash flows. SFAS 161 is effective for financial statements issued for 
fiscal years and interim periods beginning after November 15, 2008. SFAS 161 will be effective for our fiscal year 2009 interim and 
annual consolidated financial statements and the relevant disclosures will be added at such time.  

Reclassifications  
Reclassifications have been made to prior year amounts to conform to the current year presentation.  

Note 3. Business Combination  
In November 2006, we completed our acquisition of Pullmantur, a Madrid-based cruise and tour operator. The Pullmantur brand 

increases our presence in Spain and provides us with an opportunity to further grow our business in Europe and Latin America and to 
increase our product offerings. Pullmantur also provides us an opportunity for incremental guest, revenue and earnings growth. We 
purchased all of the capital stock of Pullmantur for approximately €€ 436.3 million, or approximately $558.9 million. We include 
Pullmantur’s results of operations on a two-month lag to allow for more timely preparation of our consolidated financial statements.  

The acquisition was accounted for as a business purchase combination using the purchase method of accounting under the 
provisions of Statement of Financial Accounting Standards No. 141, “Business Combinations”. The purchase price was allocated to 
tangible and identifiable intangible assets acquired and liabilities assumed based on their estimated fair values at the acquisition date, 
with the excess allocated to goodwill. Approximately €€ 352.3 million or $451.4 million was allocated to goodwill and approximately 
€€ 189.4 million or $242.6 million was allocated to acquired intangible assets.  
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Of the $242.6 million of acquired intangible assets, approximately €€ 168.6 million or $216.0 million was assigned to the value 
associated with the awareness and reputation of the Pullmantur brand among its passengers and is considered an indefinite-life 
intangible asset. Finite-life intangible assets identified of approximately €€ 20.8 million or $26.6 million have a weighted-average 
useful life of approximately 4.8 years. The amount allocated to goodwill was adjusted in 2007 by €€ 20.2 million or approximately 
$25.9 million as a result of the finalization of the purchase price allocation to the net assets acquired, primarily driven by our 
completion of the fleet valuation.  

Note 4. Goodwill  
In 2008, 2007 and 2006, we completed our annual goodwill impairment test and determined there was no impairment. The 

carrying amount of goodwill attributable to our Royal Caribbean International and the Pullmantur reporting units was as follows (in 
thousands):  
  

We performed the annual impairment review for goodwill during the fourth quarter of 2008. We determined the fair value of our 
two reporting units which include goodwill, Royal Caribbean International and Pullmantur, using a probability-weighted discounted 
cash flow model. The principal assumptions used in the discounted cash flow model are projected operating results, weighted average 
cost of capital, and terminal value. Cash flows were calculated using our 2009 projected operating results as a base. To that base we 
added future years’ cash flows assuming multiple revenue and expense scenarios that reflect the impact on each reporting unit of 
different global economic environments beyond 2009.  

We discounted the projected cash flows using rates specific to each reporting unit based on their respective weighted average 
cost of capital. Based on the probability-weighted discounted cash flows of each reporting unit we determined the fair values of Royal 
Caribbean International and Pullmantur exceeded their carrying values. Therefore, we did not proceed to step two of the impairment 
analysis and we do not consider goodwill to be impaired.  
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United States 
$ 

(in thousands) 
Total current assets   $ 58,931 
Property and equipment (mostly ships)   366,800 
Other non-current assets    5,488 
Goodwill    451,355 
Other intangible assets    242,600 
Current portion of long-term debt    (14,897)
Other current liabilities    (110,520)
Long-term debt    (338,700)
Other long-term liabilities   (102,109)

    
 

Net assets acquired   $ 558,948 
    

 

   

Royal 
Caribbean 

International  Pullmantur  Total  

Balance at December 31, 2006   $ 283,723  $437,791  $721,514
Foreign currency translation adjustment   —     50,377  50,377
Purchase price adjustments   —     25,900  25,900

             

Balance at December 31, 2007   283,723   514,068  797,791
Foreign currency translation adjustment   —     (18,545) (18,545)

             

Balance at December 31, 2008   $ 283,723  $495,523  $779,246 
        

 

   

 



Note 5. Intangible Assets  
Intangible assets consist of the following (in thousands):  

  

We performed the annual impairment review of our trademarks and trade names during the fourth quarter of 2008 using a 
discounted cash flow model and the relief-from-royalty method. The royalty rate used is based on comparable royalty agreements in 
the tourism and hospitality industry. We used the same discount rate used in valuing the Pullmantur reporting unit. Based on the 
discounted cash flow model we determined the fair value of our trademarks and trade names exceeded their carrying value.  

Finite-life intangible assets and related accumulated amortization are immaterial to our 2008, 2007, and 2006 consolidated 
financial statements.  

Note 6. Property and Equipment  
Property and equipment consists of the following (in thousands):  

  

Ships under construction include progress payments for the construction of new ships as well as planning, design, interest, 
commitment fees and other associated costs. We capitalized interest costs of $44.4 million, $39.9 million and $27.8 million for the 
years 2008, 2007 and 2006, respectively.  

Note 7. Other Assets  
Variable Interest Entities  

Financial Accounting Standard Board Interpretation No. 46 (Revised), Consolidation of Variable Interest Entities (“FIN 46”), 
addresses consolidation by business enterprises of Variable Interest Entities (“VIEs”), which are entities in which the equity investors 
have not provided enough equity to finance its activities or the equity investors (1) cannot directly or indirectly make decisions about 
the entity’s activities through their voting rights or similar rights; (2) do not have the obligation to absorb the expected losses of the 
entity; (3) do not have the right to receive the expected residual returns of the entity; or (4) have voting rights that are not 
proportionate to their economic interests and the entity’s activities involve or are conducted on behalf of an investor with a 
disproportionately small voting interest.  

We have determined that our 40% minority interest in a ship repair and maintenance facility which we invested in 2001 and 
again in 2008, is a VIE. The facility serves cruise and cargo ships, oil and gas tankers, and offshore units. We utilize this facility, 
amongst other ship repair facilities, for our regularly scheduled drydocks and certain emergency repairs as may be required. As of 
December 31, 2008, our investment in this entity including equity and loans, which is also our maximum exposure to loss as we are 
not contractually required to provide any financial or other support to the facility, was approximately $72.2 million and was included 
within other assets in the consolidated balance sheet. Of this amount, $26.1 million was invested in 2008 as part of an expansion of 
the facility. We have determined we are not the primary beneficiary as we would not absorb a majority of the facility’s expected 
losses nor receive a majority of the facility’s residual returns. Accordingly, we do not consolidate this entity and account for this 
investment under the equity method of accounting.  
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   2008   2007

Indefinite-life intangible asset — Pullmantur tradename   $246,014  $222,525
Foreign currency translation adjustment    (10,404)  23,489

        

Total   $235,610  $246,014
    

 

   

   2008   2007  

Land  $ 16,288  $ 16,288
Ships    16,214,832   14,284,639 
Ships under construction   749,822   652,131
Other   862,129   705,304

    
 

   
 

 17,843,071   15,658,362
Less — accumulated depreciation and amortization    (3,964,073)  (3,404,578)

    
 

   
 

  $13,878,998  $12,253,784
    

 

   

 



In conjunction with our acquisition of Pullmantur, we obtained a 49% minority interest in Pullmantur Air, S.A. (“Pullmantur 
Air”), a small air business that operates three aircraft in support of Pullmantur’s operations. We have determined Pullmantur Air is a 
VIE for which we are the primary beneficiary as we are obligated to absorb the losses. In accordance with FIN46, we have 
consolidated the assets and liabilities of Pullmantur Air at their fair value. The assets and liabilities of Pullmantur Air are immaterial 
to our December 31, 2008 and 2007 consolidated financial statements.  

Other  
During 2007, we received proceeds from the repayment of $100.0 million of notes from TUI Travel, which we purchased in 

March 2006.  

Note 8. Long-Term Debt  
Long-term debt consists of the following (in thousands):  

  

During 2008, we borrowed $530.0 million under an unsecured term loan due through 2015. The loan bears interest of 
approximately 5.40% at December 31, 2008. The proceeds were used towards the purchase of Independence of the Seas, which was 
delivered in April 2008.  

During 2008, we borrowed $519.1 million under an unsecured term loan due through 2020. The loan bears interest of 
approximately 4.28% at December 31, 2008. The proceeds were used towards the purchase of Celebrity Solstice, which was delivered 
in October 2008.  

Under certain of our agreements, the contractual interest rate and commitment fee vary with our debt rating. During 2008, our 
credit rating was lowered from BBB- with a negative outlook to BB with a negative outlook by Standard and Poor’s. In January 2009, 
Standard and Poor’s placed our credit rating on credit watch with negative implications. In addition, our credit rating was lowered 
from Ba1 with a stable outlook to Ba2 with a negative outlook by Moody’s.  

The unsecured senior notes and senior debentures are not redeemable prior to maturity.  
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   2008   2007

$1.225 million unsecured revolving credit facility, LIBOR plus 0.575% and a facility fee of 0.175% due 
2012   $ 600,000  $ 30,000

Unsecured senior notes and senior debentures, 6.88% to 8.75%, due 2010 through 2016, 2018 and 2027    2,520,575   2,623,029
€€ 1.0 billion unsecured senior notes, 5.625%, due 2014    1,463,785   1,437,429
$570 million unsecured term loan, 3.95% due through 2013    366,429   447,857
$589 million unsecured term loan, 4.39% due through 2014    462,786   546,929
$300 million unsecured term loan, LIBOR plus 0.8%, due through 2010    200,000   200,000
$225 million unsecured term loan, LIBOR plus 1.0%, due through 2012    128,543   160,695 
$530 million unsecured term loan, LIBOR plus 1.01%, due through 2015    492,143   —  
$519 million unsecured term loan, LIBOR plus 0.45%, due through 2020    519,146   —  
$7.3 million unsecured term loan, LIBOR plus 2.5%, due through 2022    6,179   —  
Unsecured term loans, LIBOR plus 0.8%, due 2010    200,000   200,000
Capital lease obligations    51,817   52,333

         

   7,011,403   5,698,272
Less — current portion    (471,893)  (351,725)

         

Long-term portion   $6,539,510  $5,346,547
    

 

   

 



Our debt agreements contain covenants that require us, among other things, to maintain minimum net worth and fixed coverage 
ratio and limit our net debt-to-capital ratio. We are in compliance with all covenants as of December 31, 2008. Following is a 
schedule of annual maturities on long-term debt as of December 31, 2008 for each of the next five years (in thousands):  
  

Note 9. Shareholders’ Equity  
We declared cash dividends on our common stock of $0.15 per share in the first three quarters of 2008 and each of the quarters 

of 2007. Commencing in the fourth quarter 2008 our board of directors discontinued the quarterly dividends.  

Note 10. Stock-Based Employee Compensation  
As discussed in Note 2, Summary of Significant Accounting Policies, we adopted the provisions of SFAS 123R effective 

January 1, 2006. We have four stock-based compensation plans, which provide for awards to our officers, directors and key 
employees. The plans consist of a 1990 Employee Stock Option Plan, a 1995 Incentive Stock Option Plan, a 2000 Stock Award Plan, 
and a 2008 Equity Plan. The 1990 Stock Option Plan and the 1995 Incentive Stock Option Plan terminated by their terms in March 
2000 and February 2005, respectively. The 2000 Stock Award Plan, as amended, and the 2008 Equity Plan provide for the issuance of 
(i) incentive and non-qualified stock options, (ii) stock appreciation rights, (iii) restricted stock, (iv) restricted stock units and 
(v) performance shares of up to 13,000,000 shares of our common stock for the 2000 Stock Award Plan and 5,000,000 shares of our 
common stock for the 2008 Equity Plan. During any calendar year, no one individual shall be granted awards of more than 500,000 
shares. We awarded 669,538, 271,594 and 204,154 restricted stock units in 2008, 2007 and 2006, respectively. Options and restricted 
stock units outstanding as of December 31, 2008 vest in equal installments over four to five years from the date of grant. Generally, 
options and restricted stock units are forfeited if the recipient ceases to be a director or employee before the shares vest. Options are 
granted at a price not less than the fair value of the shares on the date of grant and expire not later than ten years after the date of 
grant.  

In September 2006, the Compensation Committee amended the Company’s 2000 Stock Award Plan. The amendment extends 
the period during which a participant must exercise non-qualified options following a termination of service to one year. It also limits 
the period for exercise of both qualified and non-qualified options following termination of service due to a participant’s death or 
disability to one year. This amendment is effective for options granted on or after September 18, 2006. The amendment did not have 
any impact on our 2008, 2007 and 2006 consolidated financial statements.  

We also provide an Employee Stock Purchase Plan to facilitate the purchase by employees of up to 800,000 shares of common 
stock in the aggregate. Offerings to employees are made on a quarterly basis. Subject to certain limitations, the purchase price for 
each share of common stock is equal to 90% of the average of the market prices of the common stock as reported on the New York 
Stock Exchange on the first business day of the purchase period and the last business day of each month of the purchase period. 
Shares of common stock of 36,836, 20,759 and 18,116 were issued under the ESPP at a weighted-average price of $20.97, $37.25 and 
$36.00 during 2008, 2007 and 2006, respectively.  

Under an executive compensation program approved in 1994, we award to a trust on behalf of our chief executive officer, 
10,086 shares of common stock per quarter, up to a maximum of 806,880 shares. Effective January 1, 2009, these shares will be 
issued directly to our chief executive officer rather than to the trust.  
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Year   
2009   $ 471,893
2010    820,701
2011    822,098
2012    918,733
2013    1,144,768



Total compensation expense recognized for employee stock based compensation for the year ended December 31, 2008 was 
$5.7 million. Of this amount, $6.4 million, which included a benefit of approximately $8.2 million due to a change in the employee 
forfeiture rate assumption was included within marketing, selling and administrative expenses and income of $0.7 million was 
included within payroll and related expenses which also included a benefit of approximately $1.0 million due to the change in the 
forfeiture rate. Total compensation expenses recognized for employee stock based compensation for the years ended December 31, 
2007, and 2006 was $19.0 million, and $18.4 million, respectively. Of these amounts, $16.3 million, and $13.8 million was included 
within marketing, selling and administrative expenses and $2.7 million, and $4.6 million was included within payroll and related 
expenses for the years ended December 31, 2007, and 2006, respectively.  

The fair value of each stock option grant is estimated on the date of grant using the Black-Scholes option pricing model. The 
estimated fair value of stock options, less estimated forfeitures, is amortized over the vesting period using the graded-vesting method. 
The assumptions used in the Black-Scholes option-pricing model are as follows:  
  

Expected volatility was based on a combination of historical and implied volatilities. The risk-free interest rate is based on 
United States Treasury zero coupon issues with a remaining term equal to the expected option life assumed at the date of grant. The 
expected term was calculated based on historical experience and represents the time period options actually remain outstanding. We 
estimated forfeitures based on historical pre-vesting forfeitures and shall revise those estimates in subsequent periods if actual 
forfeitures differ from those estimates.  

Stock options activity and information about stock options outstanding are summarized in the following tables:  
  

The weighted-average estimated fair value of stock options granted was $8.72, $12.93 and $14.03 during the years ended 
December 31, 2008, 2007 and 2006 respectively. The total intrinsic value of stock options exercised during the years ended 
December 31, 2008, 2007 and 2006 was $2.0 million, $16.8 million and $22.3 million, respectively. As of December 31, 2008, there 
was approximately $8.4 million of total unrecognized compensation cost, net of estimated forfeitures, related to stock options granted 
under our stock incentive plans which is expected to be recognized over a weighted-average period of 1.6 years.  
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   2008   2007   2006  

Dividend yield   1.9% 1.3% 1.4%
Expected stock price volatility  31.4% 28.0% 33.0%
Risk-free interest rate   2.8% 4.8% 4.5%
Expected option life   5 years  5 years  5 years

Stock Options Activity   
Number of

Options   

Weighted-
Average
Exercise

Price   

Weighted- 
Average 

Remaining 
Contractual

Term   

Aggregate 

Intrinsic Value1

   (years)   (in thousands)
Outstanding at January 1, 2008   5,654,673  $ 35.14  5.12  $ 50,692
Granted   2,062,299  $ 33.07    

Exercised   (167,213) $ 22.13    

Canceled   (903,600) $ 37.99    
   

 
     

Outstanding at December 31, 2008  6,646,159 $ 34.44  5.38  $ 2,933
   

 

     

Options Exercisable at December 31, 2008   3,993,455  $ 33.15  3.12  $ 2,860
   

 

     

1 The intrinsic value represents the amount by which the fair value of stock exceeds the option exercise price as of December 31, 
2008.  



Restricted stock units are converted into shares of common stock upon vesting on a one-for-one basis. The cost of these awards 
is determined using the fair value of our common stock on the date of the grant, and compensation expense is recognized over the 
vesting period. Restricted stock activity is summarized in the following table:  
  

The weighted-average estimated fair value of restricted stock units granted during the year ended December 31, 2007, and 2006 
were $44.43 and $43.61, respectively. As of December 31, 2008, we had $9.9 million of total unrecognized compensation expense, 
net of estimated forfeitures, related to restricted stock unit grants, which will be recognized over the weighted-average period of 2.0 
years.  

Note 11. Earnings Per Share  
A reconciliation between basic and diluted earnings per share is as follows (in thousands, except per share data):  

  

Diluted earnings per share did not include options to purchase 5.3 million, 2.8 million and 3.2 million shares for each of the 
years ended December 31, 2008, 2007 and 2006, respectively, because the effect of including them would have been antidilutive.  

Note 12. Retirement Plan  
We maintain a defined contribution pension plan covering full-time shoreside employees who have completed the minimum 

period of continuous service. Annual contributions to the plan are based on fixed percentages of participants’ salaries and years of 
service, not to exceed certain maximums. Pension expenses were $17.3 million, $15.1 million and $13.9 million for the years ended 
December 31, 2008, 2007 and 2006, respectively, for the plan.  
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Restricted Stock Activity   
Number of 

Awards   

Weighted-
Average

Grant Date
Fair Value

Non-vested share units at January 1, 2008   486,510  $ 44.43
Granted   669,538  $ 33.79
Vested   (181,022) $ 43.30
Canceled   (112,292) $ 45.59

   
 

 

Non-vested share units expected to vest at December 31, 2008   862,734  $ 36.24
   

 

 

   Year Ended December 31,
   2008   2007   2006

Net income   573,722   603,405   633,922
Interest on dilutive convertible notes   —     —     17,237

            

Net income for diluted earnings per share  $573,722  $603,405  $651,159
            

Weighted-average common shares outstanding   213,477   212,784   210,703
Dilutive effect of stock options and restricted stock awards  718   1,471   1,725
Dilutive effect of convertible notes    —     —     9,057

            

Diluted weighted-average shares outstanding   214,195   214,255   221,485
            

Basic earnings per share:       

Net income   $ 2.69  $ 2.84  $ 3.01

Diluted earnings per share:       

Net income   $ 2.68  $ 2.82  $ 2.94



Note 13. Income Taxes  
We and the majority of our subsidiaries are currently exempt from United States corporate tax on United States source income 

from the international operation of ships pursuant to Section 883 of the Internal Revenue Code. Regulations under Section 883 have 
limited the activities that are considered the international operation of a ship or incidental thereto. Accordingly, our provision for 
United States federal and state income taxes includes taxes on certain activities not considered incidental to the international operation 
of our ships.  

Additionally, some of our ship-operating subsidiaries are subject to income tax under the tonnage tax regimes of Malta or the 
United Kingdom. Under these regimes, income from qualifying activities is not subject to corporate income tax. Instead, these 
subsidiaries are subject to a tonnage tax computed by reference to the tonnage of the ship or ships registered under the relevant 
provisions of the tax regimes. Income from activities not considered qualifying activities, which we do not consider significant, 
remains subject to Maltese or United Kingdom corporate income tax.  

Income tax expense for items not qualifying under Section 883 or under tonnage tax regimes, and for the remainder of our 
subsidiaries was not significant for the years ended December 31, 2008, 2007 and 2006.  

We do not expect to incur income taxes on future distributions of undistributed earnings of foreign subsidiaries. Consequently, 
no deferred income taxes have been provided for the distribution of these earnings.  

Note 14. Derivatives  
Fair Value Hedges  

During 2008, 2007 and 2006, we recognized in earnings, a net gain of approximately $15.6 million, a net loss of approximately 
$8.4 million and a net loss of $1.2 million, respectively, which represented the total ineffectiveness of all fair value hedges. During 
2007, we recognized a gain of approximately $21.4 million related to derivative instruments associated with firm commitments which 
no longer qualified as fair value hedges. The gain primarily represented changes in the fair value of the derivative instruments from 
the last date the instruments were effective to the termination of the instruments. These amounts are reported in other income 
(expense) in our consolidated statements of operations.  

Cash Flow Hedges  
During 2008, 2007 and 2006, we recognized in earnings, a net loss of $1.7 million, a net gain of $1.1 million and a net loss of 

$0.5 million, respectively, which represented the total ineffectiveness of all cash flow hedges. During 2008, we recognized a gain of 
$3.3 million related to the discontinuance of certain cash flow hedges as it was deemed probable that the original forecasted 
transaction would not occur by the end of the originally specified time period. In addition, during 2007 we recognized a gain of $1.7 
million related to certain derivative instruments which were no longer effective as cash flow hedges. These amounts are reported in 
other income (expense) in our consolidated statements of operations.  

At December 31, 2008, $146.5 million of estimated unrealized net losses associated with our cash flow hedges are expected to 
be reclassified as earnings from other accumulated comprehensive income within the next twelve months. Reclassification is expected 
to occur primarily as the result of fuel consumption associated with our hedged forecasted fuel purchases. At December 31, 2008, we 
have hedged the variability in future cash flows for certain forecasted transactions occurring through the second half of 2011.  
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Hedge of Net Investment in a Foreign Operation  
In 2006, in conjunction with our acquisition of Pullmantur, we obtained a bridge loan with a notional amount of €€ 750.0 million, 

or approximately $960.5 million, of which we drew €€ 701.0 million, or approximately $925.1 million, to finance the acquisition. We 
designated a portion of this bridge loan, approximately €€ 478.8 million, or approximately $631.8 million, as a nonderivative hedge of 
our net investment in Pullmantur and, accordingly, included approximately $18.7 million of foreign-currency transaction losses in the 
foreign currency translation adjustment component of accumulated other comprehensive loss at December 31, 2006.  

In 2007, prior to repaying the bridge loan, we included approximately $12.7 million of foreign-currency transaction gains in the 
foreign currency translation adjustment component of accumulated other comprehensive (loss) income.  

Prior to the repayment of the bridge loan, we issued €€ 1.0 billion unsecured senior notes to refinance the acquisition of 
Pullmantur and to repay amounts under our $1.2 billion revolving credit facility. During 2008 and 2007, we designated a portion of 
the €€ 1.0 billion unsecured senior notes as a nonderivative hedge of our net investment in Pullmantur. The designated portion was 
approximately €€ 393.0 million and €€ 466.0 million, or approximately $549.1 million and $679.9 million at December 31, 2008 and 
2007, respectively. During 2008 and 2007, we included approximately $23.2 million and $76.7 million of foreign-currency 
transaction losses, respectively, related to the €€ 1.0 billion unsecured senior notes in the foreign currency translation adjustment 
component of accumulated other comprehensive loss.  

Note 15. Fair Value Measurements  
The Company uses quoted prices in active markets when available to determine the fair value of its financial instruments and 

does not hold them for trading or other speculative purposes. The estimated fair value of our financial instruments that are not 
measured at fair value on a recurring basis are as follows (in thousands):  
  

In addition as discussed in Note 2, Summary of Significant Accounting Policies, we adopted the provisions of SFAS 157, “Fair 
Value Measurements” effective January 1, 2008. SFAS 157 defines fair value, establishes a formal framework for measuring fair 
value and expands disclosures about fair value measurements.  
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  2008   2007

Long-term debt (including current portion of long-term debt)   $5,132,547  $5,558,984



The following table presents information about the Company’s financial instruments recorded at fair value on a recurring basis 
as of December 31, 2008, segregated among the appropriate levels within the fair value hierarchy:  
  

The reported fair values are based on a variety of factors and assumptions. Accordingly, the fair values may not represent actual 
values of the financial instruments that could have been realized as of December 31, 2008 or 2007, or that will be realized in the 
future and do not include expenses that could be incurred in an actual sale or settlement.  

Our exposure under foreign currency contracts, interest rate and fuel swap agreements is limited to the cost of replacing the 
contracts in the event of non-performance by the counterparties to the contracts, all of which are currently our lending banks. To 
minimize this risk, we select counterparties with credit risks acceptable to us and we limit our exposure to an individual counterparty. 
Furthermore, all foreign currency forward contracts are denominated in relatively stable currencies.  

Long-Term Debt  
The fair values of our senior notes and senior debentures were estimated by obtaining quoted market prices. The fair values of 

all other debt were estimated using the present value of expected future cash flows.  

Other Financial Instruments  
The carrying amounts of all other financial instruments approximate fair value at December 31, 2008 and 2007.  

Note 16. Commitments and Contingencies  
Capital Expenditures  

As of December 31, 2008, we had two Oasis-class ships and four Solstice-class ships on order for an aggregate additional 
capacity of approximately 22,200 berths. The aggregate cost of the ships is approximately $6.5 billion, of which we have deposited 
$540.1 million as of December 31, 2008. Approximately 13.9% of the aggregate cost was exposed to fluctuations in the euro 
exchange rate at December 31, 2008. (See Note 15. Fair Value Measurements).  
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Fair Value Measurements 

at December 31, 2008 Using
Description   Total   Level 1   Level 2   Level 3

Assets:         

Derivative financial instruments1   $284,175  $ —    $284,175  $ —  
Investments2   14,238  14,238   —    —  

                

Total Assets   $298,413  $14,238  $284,175  $ —  
                

Liabilities:         

Derivative financial instruments3   $360,941  $ —    $360,941  $ —  
                

Total Liabilities   $360,941  $ —    $360,941  $ —  
                

1. Consists of foreign currency forward contracts and interest rate, cross currency and fuel swaps. 
2. Consists of exchange-traded equity securities and mutual funds. 
3. Consists of fuel swaps and foreign currency forward contracts. 



As of December 31, 2008, we anticipated overall capital expenditures, including the six ships on order, will be approximately 
$2.1 billion for 2009, $2.2 billion for 2010, $1.0 billion for 2011 and $1.0 billion for 2012.  

Litigation  
In January 2006, a purported class action lawsuit was filed in the United States District Court for the Southern District of New 

York alleging that we infringed rights in copyrighted works and other intellectual property by presenting performances on our cruise 
ships without securing the necessary licenses. The suit seeks payment of damages, disgorgement of profits and a permanent injunction 
against future infringement. In April 2006, we filed a motion to sever and transfer the case to the United States District Court for the 
Southern District of Florida. The motion is pending. We are not able at this time to estimate the impact of this proceeding.  

We have a lawsuit pending in the Circuit Court for Miami-Dade County, Florida against Rolls Royce, co-producer of the 
Mermaid pod-propulsion system on Millennium-class ships, for the recurring Mermaid pod failures. Alstom Power Conversion, the 
other co-producer of the pod-propulsion system, settled out of this suit in January 2006 for $38.0 million. In December 2008, Rolls 
Royce filed its answer to our lawsuit denying the allegations and asserting various affirmative defenses. At the same time, Rolls 
Royce counterclaimed that we engaged in a civil conspiracy with Alstom Power Conversion and its various affiliates (“Alstom”), that 
we tortiously interfered with Rolls Royce’s joint venture agreement with Alstom and that we caused Alstom to breach its fiduciary 
obligations owing to Rolls Royce under the joint venture agreement. Rolls Royce alleges damages against us in excess of $100.0 
million for these claims. They also brought a third-party complaint against Alstom and are seeking indemnification and contribution 
from them. We have moved to dismiss Rolls Royce’s counterclaims on the basis that they are frivolous, unfounded and untimely. We 
are not able at this time to estimate the outcome of the Rolls Royce proceeding although we believe we have meritorious claims 
against Rolls Royce and meritorious defenses to the counterclaims, both of which we intend to vigorously pursue.  

In July 2006, a purported class action lawsuit was filed in the United States District Court for the Central District of California 
alleging that we failed to timely pay crew wages and failed to pay proper crew overtime. The suit seeks payment of damages, 
including penalty wages under the United States Seaman’s Wage Act and equitable relief damages under the California Unfair 
Competition Law. In December 2006, the District Court granted our motion to dismiss the claim and held that it should be arbitrated 
pursuant to the arbitration provision in Royal Caribbean’s collective bargaining agreement. In November 2008, the United States 
Ninth Circuit Court of Appeals affirmed the District Court’s finding and plaintiffs subsequent request for rehearing and rehearing en 
banc was denied. We are not able at this time to estimate the impact of this proceeding.  

The Miami District Office of the United States Equal Employment Opportunity Commission (“EEOC”) has alleged that certain 
of our shipboard employment practices do not comply with United States employment laws. In June 2007, the EEOC proposed 
payment of monetary sanctions and certain remedial actions. Following discussions with the EEOC regarding this matter, the EEOC 
informed us that they transferred the matter to its legal unit for litigation review. To date, no legal proceedings have been initiated. 
We do not believe that this matter will have a material adverse impact on our financial condition or results of operations.  

The Florida Attorney General’s office is investigating whether there is or has been a violation of state or federal anti-trust laws 
in connection with the setting by us and other cruise line operators of fuel supplements in 2007. We are cooperating with the Attorney 
General’s office in connection with this investigation and are not able at this time to estimate the impact of this investigation.  

In October 2008, we were named as a defendant in a purported class action filed in the United States District Court, Western 
District of Washington against Park West Galleries, Inc. (“Park West”), Fine Arts Sales, Inc., HSBC Bank Nevada, NA, HSBC 
Finance Corporation, Holland America Line Inc., Holland America Line – USA Inc. and other unnamed parties on behalf of 
purchasers of artwork from Park West. The suit alleges that Park West sold art pieces that Park West falsely claimed were authored  
  

F-23 



by certain artists. The suit seeks damages and equitable relief on behalf of the class members and alleges claims for violation of the 
Racketeer Influenced and Corrupt Organizations Act (RICO), breach of contract, statutory fraud and other similar claims. Park West 
has a concession to sell artwork onboard Royal Caribbean International and Celebrity Cruises ships. In January 2009, we were 
dismissed without prejudice from the case.  

In July 2008, we settled our pending case against Pentair Water Treatment (OH) Company (formerly known as Essef 
Corporation) for claims stemming from a 1994 outbreak of Legionnaires’ disease on one of Celebrity Cruises’ ships. Pursuant to the 
terms of the settlement agreement, we were paid, net of costs and payment to insurers, approximately $17.6 million. This award was 
recognized in our consolidated financial statements in 2008 within other income.  

We are routinely involved in other claims typical within the cruise vacation industry. The majority of these claims are covered 
by insurance. We believe the outcome of such claims, net of expected insurance recoveries, will not have a material adverse impact 
on our financial condition or results of operations.  

Operating Leases  
In 2002, we entered into an operating lease denominated in British pound sterling for the Brilliance of the Seas. The lease 

payments vary based on sterling LIBOR. The lease has a contractual life of 25 years; however, the lessor has the right to cancel the 
lease at years 10 and 18. Accordingly, the lease term for accounting purposes is 10 years. In the event of early termination at year 10, 
we have the option to cause the sale of the vessel at its fair value and use the proceeds toward the applicable termination obligation 
plus any unpaid amounts due under the contractual term of the lease. Alternatively, we can make a termination payment of 
approximately £126.0 million, or approximately $183.9 million based on the exchange rate at December 31, 2008, if the lease is 
canceled in 2012, and relinquish our right to cause the sale of the vessel. This is analogous to a guaranteed residual value. This 
termination amount, which is our maximum exposure, has been included in the table below for noncancelable operating leases. Under 
current circumstances we do not believe early termination of this lease is probable.  

Under the Brilliance of the Seas operating lease, we have agreed to indemnify the lessor to the extent its after-tax return is 
negatively impacted by unfavorable changes in corporate tax rates, capital allowance deductions and certain unfavorable 
determinations which may be made by United Kingdom tax authorities. These indemnifications could result in an increase in our 
lease payments. We are unable to estimate the maximum potential increase in our lease payments due to the various circumstances, 
timing or a combination of events that could trigger such indemnifications. We have been advised by the lessor that the United 
Kingdom tax authorities are disputing the lessor’s accounting treatment of the lease and that the parties are in discussions on the 
matter. If the characterization of the lease is ultimately determined to be incorrect, we could be required to indemnify the lessor under 
certain circumstances. The lessor has advised us that they believe their characterization of the lease is correct. Based on the foregoing 
and our review of available information, we do not believe an indemnification is probable. However, if the lessor loses its dispute and 
we are required to indemnify the lessor, we cannot at this time predict the impact that such an occurrence would have on our financial 
condition and results of operations.  

In addition, we are obligated under other noncancelable operating leases primarily for offices, warehouses and motor vehicles. 
As of December 31, 2008, future minimum lease payments under noncancelable operating leases were as follows (in thousands):  
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Year    

2009   $ 48,459
2010    45,809
2011    42,378
2012   210,436
2013    9,201
Thereafter    34,356

    

  $390,639
    



Total expense for all operating leases amounted to $67.6 million, $65.6 million and $57.0 million for the years 2008, 2007 and 
2006, respectively.  

Other  
Some of the contracts that we enter into include indemnification provisions that obligate us to make payments to the 

counterparty if certain events occur. These contingencies generally relate to changes in taxes, increased lender capital costs and other 
similar costs. The indemnification clauses are often standard contractual terms and are entered into in the normal course of business. 
There are no stated or notional amounts included in the indemnification clauses and we are not able to estimate the maximum 
potential amount of future payments, if any, under these indemnification clauses. We have not been required to make any payments 
under such indemnification clauses in the past and, under current circumstances, we do not believe an indemnification in any material 
amount is probable.  

If any person other than A. Wilhelmsen AS. and Cruise Associates, our two principal shareholders, acquires ownership of more 
than 30% of our common stock and our two principal shareholders, in the aggregate, own less of our common stock than such person 
and do not collectively have the right to elect, or to designate for election, at least a majority of the board of directors, we may be 
obligated to prepay indebtedness outstanding under the majority of our credit facilities, which we may be unable to replace on similar 
terms. If this were to occur, it could have an adverse impact on our liquidity and operations.  

At December 31, 2008, we have future commitments to pay for our usage of certain port facilities, marine consumables, services 
and maintenance contracts as follows (in thousands):  
  

Note 17. Related Parties  
A. Wilhelmsen AS. and Cruise Associates collectively own approximately 35.7% of our common stock and are parties to a 

shareholders’ agreement which provides that our board of directors will consist of four nominees of A. Wilhelmsen AS., four 
nominees of Cruise Associates and our Chief Executive Officer. They have the power to determine, among other things, our policies 
and the policies of our subsidiaries and actions requiring shareholder approval.  

Note 18. Restructuring Initiatives  
During 2008, we implemented a costs savings initiative in response to the reduction in our profitability. As part of this initiative, 

we eliminated approximately 400 shore-side positions. In addition, we discontinued some non-core operations, including The Scholar 
Ship. The elimination of the shore-side positions and the discontinuation of non-core operations were concluded during the third 
quarter of 2008. As a result of this initiative, we incurred charges of approximately $14.3 million, or $0.07 per share in 2008, 
comprised of $9.0 million related to termination benefits and $5.3 million related to contract termination costs.  

Expenses related to termination benefits were included in marketing, selling and administrative expenses and contract 
termination costs were included in other operating expenses in the consolidated statements of operations.  
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Year   
2009   $132,841
2010    90,711
2011    83,927
2012    84,363
2013    70,599
Thereafter    185,429

    

  $647,870
    



The following table summarizes the status of the liabilities from the cost savings initiative (in thousands):  
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Beginning 
Balance 

January 1, 2008  Accruals   Payments   
Ending Balance 

December 31, 2008  

Cumulative
Charges
Incurred

Termination benefits   $ —    $ 9,039  $ 6,937  $ 2,102  $ 9,039
Contract termination costs    —    5,291  5,291   —    5,291

                    

Total   $ —    $14,330  $12,228  $ 2,102  $ 14,330
                    



Note 19. Quarterly Selected Financial Data (Unaudited)  
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   (In thousands, except per share data)
   First Quarter   Second Quarter   Third Quarter   Fourth Quarter
   2008   2007   2008   2007   2008   2007   2008   2007

Total revenues1   $1,429,085  $1,223,126  $1,583,774  $1,481,325  $2,063,389  $1,953,592  $1,456,277  $1,491,095

Operating income   $ 137,568  $ 79,643  $ 168,950  $ 200,883  $ 461,907  $ 482,834  $ 63,559  $ 137,974

Net income   $ 75,607  $ 8,825  $ 84,749  $ 128,745  $ 411,887  $ 395,000  $ 1,479  $ 70,834

Earnings per share:                 

Basic   $ 0.35  $ 0.04  $ 0.40  $ 0.61  $ 1.93  $ 1.85  $ 0.01  $ 0.33

Diluted   $ 0.35  $ 0.04  $ 0.40  $ 0.60  $ 1.92  $ 1.84  $ 0.01  $ 0.33

Dividends declared per 
share   $ 0.15  $ 0.15  $ 0.15  $ 0.15  $ 0.15  $ 0.15  $ —    $ 0.15

1 Our revenues are seasonal based on the demand for cruises. Demand is strongest for cruises during the Northern Hemisphere 
summer months and holidays.  


