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Professional Certificate in Cruise Ship Finance and Accounting

Accounting Principles for Cruise Ships

Accounting Principles for Cruise Ships:

Accounting principles for cruise ships refer to the specific rules and guidelines that govern how financial
transactions should be recorded, reported, and analyzed in the cruise ship industry. These principles ensure
that financial information is accurate, reliable, and consistent across different cruise lines, making it easier
for stakeholders to evaluate the financial health and performance of cruise ship companies.

Accrual Basis Accounting:

Accrual basis accounting is a fundamental accounting principle that requires companies to record revenues
and expenses when they are earned or incurred, regardless of when cash is actually exchanged. This method
provides a more accurate representation of a company's financial position and performance by matching
revenues with the expenses incurred to generate them. For example, if a cruise ship sells tickets for a future
voyage, the revenue would be recognized when the tickets are sold, even if the trip has not yet taken place.

Amortization:

Amortization is the process of spreading out the cost of an intangible asset, such as a trademark or patent,
over its useful life. This accounting principle helps companies accurately reflect the gradual consumption or
expiration of intangible assets in their financial statements. For instance, a cruise ship company may
amortize the cost of a brand license acquired to operate a themed cruise over the expected duration of the
license.

Assets:

Assets are resources owned by a company that have economic value and can be used to generate future
benefits. In the context of cruise ship accounting, assets may include cash, equipment, vessels, and prepaid
expenses. These assets are typically reported on the company's balance sheet and are categorized as
current assets (e.g., cash and accounts receivable) or non-current assets (e.g., vessels and long-term
investments).

Audit:

An audit is a systematic examination of a company's financial records, transactions, and internal controls by
an independent third party. Audits are conducted to provide assurance that financial statements are free
from material misstatements and comply with accounting principles and regulations. Cruise ship companies
may undergo audits by external auditors to ensure transparency and accountability in their financial
reporting.

Balance Sheet:
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A balance sheet is a financial statement that provides a snapshot of a company's financial position at a
specific point in time. It presents the company's assets, liabilities, and shareholders' equity, showing how
assets are financed through debt (liabilities) and equity (ownership). Cruise ship balance sheets may include
assets such as vessels and prepaid expenses, liabilities like bank loans and accounts payable, and equity
reflecting ownership interests.

Budgeting:

Budgeting is the process of creating a financial plan for a specific period, typically a fiscal year, that outlines
expected revenues, expenses, and cash flows. Budgets help cruise ship companies set financial goals,
allocate resources efficiently, and monitor performance against targets. For example, a cruise ship may
create an annual budget to forecast ticket sales, operating costs, and capital expenditures for the upcoming
season.

Capital Expenditures:

Capital expenditures are investments in long-term assets that are expected to provide future benefits to a
company. In the cruise ship industry, capital expenditures may include the purchase of new vessels,
renovations to existing ships, or upgrades to onboard amenities. These investments are typically recorded
on the company's balance sheet as assets and depreciated over their useful lives.

Cash Flow:

Cash flow refers to the movement of funds in and out of a company over a specific period, reflecting its
liquidity and ability to meet financial obligations. Positive cash flow indicates that a company is generating
more cash than it is spending, while negative cash flow may signal financial challenges. Cruise ship
companies closely monitor cash flow to ensure they have enough liquidity to cover operating expenses and
debt payments.

Cost of Goods Sold (COGS):

Cost of goods sold (COGS) represents the direct costs associated with producing goods or services that a
company sells. In the cruise ship industry, COGS may include expenses related to food and beverage
supplies, fuel for vessels, and maintenance of onboard facilities. Calculating COGS accurately is essential for
determining a cruise ship's gross profit margin and overall profitability.

Depreciation:

Depreciation is the systematic allocation of the cost of a tangible asset over its estimated useful life to
reflect its gradual wear and tear or obsolescence. Cruise ship companies may depreciate assets such as
vessels, equipment, and buildings to match the expense with the revenue generated by using these assets.
Depreciation expense is reported on the company's income statement and reduces net income.

Equity:

Equity represents the ownership interest in a company, reflecting the residual value of assets after
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deducting liabilities. In the context of cruise ship accounting, equity includes contributions from
shareholders (common stock) and retained earnings (profits reinvested in the business). Equity holders have
a claim on the company's assets and share in its profits through dividends or capital appreciation.

Financial Statements:

Financial statements are formal records that summarize a company's financial activities, performance, and
position over a specific period. The main financial statements prepared by cruise ship companies include the
income statement, balance sheet, and cash flow statement. These statements provide valuable information
to investors, lenders, and other stakeholders about the company's financial health and prospects.

Fixed Costs:

Fixed costs are expenses that do not vary with changes in production or sales volume, remaining constant
over a specified period. In the cruise ship industry, fixed costs may include salaries of permanent staff,
insurance premiums, and lease payments for facilities. Cruise ship companies must carefully manage fixed
costs to maintain profitability, as they are incurred regardless of the number of passengers on board.

General Ledger:

A general ledger is a comprehensive record of a company's financial transactions, organized by accounts
such as assets, liabilities, equity, revenues, and expenses. Cruise ship companies use general ledgers to track
and summarize all financial activities, ensuring accuracy and consistency in recording transactions. The
general ledger serves as the foundation for preparing financial statements and analyzing the company's
financial performance.

Income Statement:

An income statement, also known as a profit and loss statement, reports a company's revenues, expenses,
and net income over a specific period. In the cruise ship industry, income statements provide insight into
the company's operational performance, showing the profitability of cruise operations, onboard services,
and ancillary revenue streams. Investors and analysts use income statements to evaluate a company's
financial performance.

Internal Controls:

Internal controls are processes, policies, and procedures implemented by a company to safeguard assets,
ensure accuracy in financial reporting, and prevent fraud. Effective internal controls are essential for cruise
ship companies to maintain transparency, accountability, and compliance with accounting principles.
Internal controls may include segregation of duties, authorization protocols, and regular audits to mitigate
risks.

Liability:

Liabilities are obligations that a company owes to external parties, such as suppliers, lenders, and
employees, arising from past transactions. In the cruise ship industry, liabilities may include accounts
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payable, bank loans, and accrued expenses. Cruise ship companies must manage their liabilities effectively
to meet financial obligations and maintain a healthy balance sheet. Liabilities are reported on the
company's balance sheet.

Net Income:

Net income, also known as profit or net earnings, represents the amount of money a company has left after
deducting expenses from revenues. In the cruise ship industry, net income reflects the profitability of cruise
operations, onboard services, and other revenue-generating activities. Positive net income indicates that a
company is profitable, while negative net income signals financial losses.

Operating Expenses:

Operating expenses are ongoing costs that a company incurs to support its core business activities and
generate revenue. In the cruise ship industry, operating expenses may include fuel costs, crew wages,
maintenance of vessels, and marketing expenses. Managing operating expenses efficiently is crucial for
cruise ship companies to maximize profitability and achieve financial sustainability.

Revenue Recognition:

Revenue recognition is the accounting principle that governs when and how companies should recognize
revenue in their financial statements. In the cruise ship industry, revenue from ticket sales, onboard services,
and ancillary activities should be recognized when earned, regardless of when cash is received. Accurate
revenue recognition is essential for reflecting the true economic value of transactions and assessing a
company's financial performance.

Shareholders' Equity:

Shareholders' equity, also known as net assets or stockholders' equity, represents the residual value of a
company's assets after deducting liabilities. In the context of cruise ship accounting, shareholders' equity
includes common stock, additional paid-in capital, retained earnings, and other comprehensive income.
Shareholders' equity reflects the owners' claim on the company's assets and their stake in its financial
performance.

Taxation:

Taxation refers to the process of imposing taxes on individuals and businesses by governmental authorities
to fund public services and programs. Cruise ship companies are subject to various taxes, including income
tax, value-added tax (VAT), and port fees. Understanding tax regulations and compliance requirements is
essential for cruise ship companies to avoid penalties and effectively manage their tax liabilities.

Uniform System of Accounts:

The Uniform System of Accounts is a standardized framework used by cruise ship companies to classify and
report financial transactions consistently. This system ensures uniformity in financial reporting across the
cruise industry, facilitating comparability and transparency. The Uniform System of Accounts covers various
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areas, including revenue recognition, expense classification, and balance sheet presentation, to enhance the
accuracy and reliability of financial information.

Variance Analysis:

Variance analysis is a technique used to compare actual financial performance against budgeted or
expected results to identify differences (variances). In the cruise ship industry, variance analysis helps
companies understand the reasons for deviations in revenues, expenses, and profitability, allowing them to
take corrective actions. By analyzing variances, cruise ship companies can improve financial planning and
performance management.

Working Capital:

Working capital is the difference between a company's current assets and current liabilities, representing its
short-term liquidity and operational efficiency. In the cruise ship industry, working capital is essential for
covering day-to-day expenses, such as fuel, supplies, and crew wages. Cruise ship companies must maintain
adequate working capital to ensure smooth operations and meet financial obligations on time.
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