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Company Report

Target value: 48.44 billion$
Current value: 31.59 billion$
Conclusion: 47,48% Upside
Verdict: BUY

Revenue: 25.5 billion$
EBIT: 3.9 billion$
Credit Rating: BB-

• We believe Carnival Corp. is severely undervalued based on our APV forecasts

• We believe this is due to the market considering the historical growth rate rather
than the actual growth rate.

• In addition the market takes historical onboard spending rates into account rather
than the most recent ones.
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Company Introduction
Carnival is the second biggest cruise company in the world by market cap and the largest by
market share.

Figure 1: Carnival compared to its competitors

Sources: Yahoo Finance

Carnival Corporation is the largest of the three major cruise lines with over 90 ships and sub-
sidiaries from Australia and Asia to the US and Europe. It has the highest market share and
expects its capacity to expand by an average of 1.5% over the coming years. The main focus of
Carnival is to pay off its accrued debt.

2



Revenue
To determine revenue forecasts, we analyzed Carnival’s customer capacity by examining its fleet.
As the company adds new ships while retiring some older ones in the coming years, we can
expect shifts in overall passenger capacity. Additionally, we know that the duration and pricing
of cruises vary based on ship type, newer ships typically offer shorter cruises and higher ticket
prices due to advanced innovation in terms of services. Below, we detail the approach to revenue
forecasting.

Capacity
In the cruise industry, expanding a fleet requires placing ship orders 3 to 5 years before their
delivery. According to Carnival Cruise Line’s website and annual reports, we can identify the
new ships scheduled for acquisition over the next five years.

Ticket prices fluctuate seasonally, with the "down period" (quarters 1 and 2) featuring lower
average prices and the "up period" (quarters 3 and 4) showing higher averages. This pricing
strategy allows Carnival Cruise Line to maintain full occupancy by adjusting prices to attract
customers during lower-demand periods. In our analysis, occupancy rates were set at 103% for
all quarters except Q3, which had an occupancy rate of 111%. This is because occupancy rates
have remained relatively stable over the past 10 years.

Figure 2: Ships to be received by the company between 2024 and 2030

Source: Carnival Cruise Line website and annual report

The company’s ships typically remain in service for 30 years, after which they are considered no
longer viable. Below is a summary of the retirement plan and other key data for the fleet.

Figure 3: Ships to be retired between 2024 and 2030

Source: Own Forecasts based on data from Carnival Cruise Line website

Furthermore, every 15 years, the ships require restoration, which incurs additional maintenance
costs for the company. These costs amount to 10% of the ship’s price. As a result, during the
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second quarter of this year, the ship will be out of service for one month and unable to operate
cruises. Consequently, we have adjusted the capacity to reflect this downtime.

Figure 4: Ships Scheduled for Restoration Between 2024 and 2030

Source: Own Forecasts based on data from Carnival Cruise Line website

To assess the impact of fleet changes on forecasts, we estimated the number of passengers based
on the ships’ capacity. Since Carnival does not plan to change the average cruise duration, we
maintained it at seven days. For capacity, we added the new ships and removed the old ones to
accurately calculate the total number of passengers. This resulted in a discrepancy compared to
the market’s expectations, primarily due to the number of ships ordered. In their most recent
annual report, Carnival expressed their intention to add more ships in 2028, 2029, 2031, and
2033. However, based on online articles, it appears the market overlooked this information,
focusing only on the ships scheduled for delivery in 2025 and 2027. As we did not have specific
information on the capacity of the last two ships ordered, we assumed they were the same model
as the one ordered in 2027.1

Figure 5: Passengers’ forecast

Source: Bloomberg and own data

Using these data points, we calculated revenue from ticket sales and onboard spending. Ticket
revenue is derived by multiplying the expected number of passengers by the adjusted ticket
price. Onboard revenue directly depends on the number of passengers and the inflation and
stays constant at around 38% of the revenue.

1CCL 2024a.
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Figure 6: Revenue forecast (in million $)

Source: Bloomberg and own data

Reviewing the projections, we observe that revenue is expected to grow by 16.96% in 2024. This
significant increase can be attributed to the company’s efforts to recover from the COVID-19
pandemic, including a 9.33% rise in ticket prices between 2019 and 2024. Despite this substantial
price hike, customer demand remained strong, as Carnival’s prices remained significantly lower
than those of its competitors.

Additionally, the introduction of three new ships in 2024 contributed to higher revenue po-
tential. However, the costs associated with these additions explain a slight dip in profit margins
for the year. While the growth rate is expected to slow after 2024, revenue is projected to con-
tinue increasing steadily until 2028. This sustained growth will be driven by the introduction of
innovative ships, incremental ticket price adjustments, and relatively low maintenance costs for
the newer fleet.

From 2028 onward, however, the growth rate is expected to decline gradually as the aging
fleet begins to pose challenges. Many older ships will either require extensive maintenance or be
retired from service, which will hinder further revenue expansion. This will however be offset by
the usage of even larger ships with a capacity of up to 8000 passengers.2

Figure 7: Revenue depending on tickets and onboard (in million $)

Source: Bloomberg and own data
2CCL 2024a.
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Operating Expenses
The Operating Expenses are divided into commissions, food, fuel, payroll and others. The cruise
ship industry can be regarded as cyclical and some of their costs fluctuate in a year depending
on the number of passengers transported.

Figure 8: Total operating expenses (in million $)

Source : Bloomberg and own forecast

Commissions
Commissions make up between ~19.2% - 23% of ticket sales. These have remained pretty stable
over the years, thus Commissions are highly correlated with ticket revenue (~97%). Based on
this the commissions for the coming years are:

Figure 9: Cost of Commissions (in million $)

Source: Own forecast

Food
The Food costs are highly correlated with the number of passenger cruise days and inflation
(~94.5%). Based on the predicted future passenger cruise days and the FED and EU target rate
of 2% inflation per year34, we can estimate the future cost of food:

3ECB 2024.
4FED 2024.
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Figure 10: Cost of food (in million $)

Source: Own forecast

Fuel
The fuel costs are probably highly related to the sea miles driven, the number of tonnes moved
and the oil prices in that period. Again we have no data on sea-miles driven. We have to assume
that the cruise tours in the last year are similar in length to the ones driven in the future. For
the tonnage, we used the gross tonnages of the current and predicted future fleet (taking into
account future ships and the selling of old ships).

Similar to Royal Caribbean, LNG plays a crucial role as the future propellant of the fleet of
Carnival. Currently (based on gross tonnage) ~15.7% of the fleet are LNG based. This will
change to around ~22.2%.

LNG and Very Low Sulfur fuel oil (VLSFO) have different energy densities with 47 MMBTU
compared to 40 MMBTU. Based on Steuer 2019 the LNG costs are highly correlated with oil
prices. At the current level of around 75$ the LNG costs should be around 670$ compared to
664.5$ of VLSFO. But as LNG has a higher energy density, its only around 85.8% of the cost.5

Again as infrastructure still needs to be built up, we deduct most potential savings until 2027.

Figure 11: Fuel cost (in million $)

Source: Own forecast

Payroll
Carnivals payroll seem unrelated to inflation and only slightly correlated with the number of
employees. This seems to be due to Carnival’s proactive approach to managing its payroll costs.
Thus they had the lowest ratio of payroll to revenue costs in 2024 then ever before. Taking the
ratio from the first to quarters gives us a value of around 10%. We assume that this "active
management" can not decrease costs much further, which is why we take the current ratio and
grow the payroll costs according to the future revenue.

5Steuer 2019.
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Figure 12: Payroll cost (in million $)

Source: Own forecast

Other
The other costs are highly correlated with the revenue (~92%). As we did not find any other
influences, we scaled the cost in accordance with the historic rates.

Figure 13: Other costs (in million $)

Source: Own forecast

Selling, General & Administration
For the SG&A, we looked at the historical pre-covid average ratio of SG&A to revenue. We
scaled SG&A with our quarterly revenue forecasts, giving us the following values:

Figure 14: Cost of SG&A (in million $)

Source: Own forecast

Depreciation and Amortization
The main fixed assets CCL holds are ships, computers and software, and transportation equip-
ment. The CCL annual report from 2023 says that the ships are amortized for 30 years, while
computers, software and transportation equipment are amortized on a 3 to 10-year period. Based
on the previous values of the D&A (between 2013 and 2019), it appears that the ships represent
more than 93% of this value. Due to this information, we decided to focus on forecasting the
ships’ amortization.
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Figure 15: D&A Forecast (in million $)

Source: Bloomberg and own forecast

Figures 1 and 2 show the values at which the ships, both old and new, have been bought. We
added the value of D&A to the boats that have been bought and removed the one from the one
that will be retired in the coming years. Furthermore, every year, the company spends around
1400 million dollars on maintenance and ship restoration.

We can observe a 19% increase in depreciation and amortization (D&A), driven by CCL’s ongoing
replacement of older ships with newer, more efficient models.

Debt
Debt has grown massively over the COVID period to ~29 billion $. We calculated the following
interest payments based on their loans and their debt schedule.

Figure 16: Debt schedule

Source: Refinitiv, CCL 10-K

We are however missing around 6 billion $ of the total debt on the most recent 10-Q compared
to6 Refinitiv/ Bloomberg’s data. We assumed a rate of 5.75% interest on these missing billions.

6around 4 bio. $ should be long term
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Figure 17: Debt forecast (in million $

Source: Own forecast based on Refinitiv & CCL 10-Q

Based on our Free Cash Flow we prioritize CapEx (new planned Boats) and then pay off debt
that matures. As for dividends: "We do not expect to pay dividends on Carnival Corporation
common stock and Carnival PLC ordinary shares for at least the next few years." ~CCL 2024b
Based on this statement we don’t consider dividend payments. If the Cash Flow is insufficient
to pay off all maturing debt, we have to refinance at the set rate (seen in the Figure 17). We
took the 6-year duration of the most recent refinancing as the standard duration on each newly
issued debt.7

7CCL 2024c.
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Figure 18: Debt, Payments & Interest

Source: Own forecast

CapEx % Investments
Carnival will have to replace boats as they leave their fleet. These ships are usually much bigger
than the ones leaving the fleet. These payments are typically made by 25% in advance and 75%
at delivery, seen in Figure 17.

Carnival also needs to maintain its fleet, which produces additional costs besides the down-
time of the ships. These costs amounted to 1.4 billion $ in 2023. We expect this amount to
remain the same for the foreseeable future.

Carnival did not specify any short-term investments in 2023 and we shall continue this trend in
our forecast.

Adjusted Present Value Necessities
Beta
The Russel 3000 index was used for the beta calculation as the market index for Carnival. The
return data was calculated based on the monthly close prices of the companies since 2010, which
were obtained through the Python yfinance package.8 The resulting beta has a current value of
1,63. Given a debt reduction, we expect the long-term beta to decrease to the levels of 2017,

8Aroussi 2017.
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~1,2. We estimated the change of the beta during our forecast period by, using the debt-equity
to the beta comparison of 2017 and its current values and decreasing it in line with the forecasted
debt-equity ratio.9

Figure 19: Carnivals Beta across time

Source: Bloomberg and Yahoo Finance

Long-term growth rate
For the long-term growth rate, we assumed that the industry will grow its revenue at the same
rate as the worldwide GDP as the industry can find consumers everywhere around the globe. The
International Monetary Fund expects a GDP growth of 3,1%10 which we take as our long-term
growth rate.

Tax rate
Carnival Corp. has found ways to bring its tax rate down to a level of 2-2.33% in the past.
For 2024 to 2026 we took the tax rate of 2.33%. Carnival expects to be subject to the global
minimum tax rate from 2026 onward, with the strong possibility of a one-year deferral. Therefore
we set the tax rate as 15% from 2027 onward.

Risk free rate
The Risk-free rate in the first year (2024) is the current one-year US treasury rate of 4.03%.11

For the years after that, we took the 5-year US treasury bond rate of 3.9%.12

Return on debt
We calculated the current return on debt based on interest payments and total debt. For refi-
nancing we use the rate used in current refinancing activities13

9~0.09 change in beta for 1% change of debt weight change
10IMF 2024.
11Fred 2024.
12Fred 2024.
13CCL 2024c.
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Market risk premium
For the market risk premium, we used the United States risk premium of 4.6%.14

Adjusted Present Value
The debt payments give us a horizon value of the interest tax shield of ~3,2 $ billion. Adjusting
this to the present value gives us an Interest Tax Shield Value of 2,36 $ billion.

The Horizon value of cash flows is 78.124,81 million $. The resulting present value of all unlev-
ered future cash flows is 62.278,88 million $.

There are short-term investments specified. Thus, the total levered VOPS is 64.638,3$ mil-
lion. Minus all current debt of 29.644 million $ results in the Adjusted present value of 34.994,3
million $. giving us an upside of ~11%.

If we think the global minimum tax will never come, the intrinsic value rises to 39.917,83
million$ giving us an upside of ~26%.

Figure 20: US investors APV model

Source: Own forecast

14Damodaran 2024.
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Explanation of the Difference
We found that if we were to consider the historical revenue growth rate of 2.1% from 2025 to the
long-term growth rate and were to change the onboard spending back to pre-covid levels, the
market cap would decrease substantially back to ~33 billion $.

Figure 21: Alternative Revenue forecast

Source: Bloomberg and Own forecast

Figure 22: Alternative APV model

Source: Bloomberg and Own forecast

We strongly believe both of these assumptions by the market are wrong. Our onboard revenue
growth takes into account recent trends that this simplified assumption does not. The onboard
revenues forecast was calculated by projecting the growth rate from before Covid, which was
5.3% between 2013 and 2019. We applied this same growth rate in the coming years as Carnival
is also forecasting an increase in onboard spending. This increase in onboard revenue is part of
their strategy. Furthermore, our medium growth rate considers incoming and departing vessels,
which is different from the pre-covid growth rate.
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Important Disclaimer
Please read this document before reading this report. This report has been written by Msc.
Students at UCD Michael Smurfit Graduate Business School in cooperation with Yale’s School
of Management in partial fulfillment of their course requirements. The report is a student and
not a professional report. It is intended solely to serve as an example of student work at Yale’s
School of Management. It is not intended as investment advice. It is based on publicly available
information and may not be a complete analysis of all relevant data.
If you use this report for any purpose, you do so at your own risk.

YALE UNIVERSITY, YALE SCHOOL OF MANAGEMENT, AND YALE UNIVERSITY’S
STAFFERS, FELLOWS, FACULTY, STAFF, AND STUDENTS MAKE NO REPRESENTAT-
TON OR WARRANTIES, EXPRESS OR IMPLIED, ABOUT THE ACCURACY OR SUIT-
ABILITY FOR ANY USE OF THESE REPORTS, AND EXPRESSLY DISCLAIM RESPON-
SIBILITY FOR ANY LOSS OR DAMAGE, DIRECT OR INDIRECT, CAUSED BY USE OF
OR RELIANCE ON THE REPORTS.
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