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ABSTRACT

My dissertation’s purpose is an investment analysis of Carnival Corporation & Plc 

which is the top company in the cruise industry with a group of brands located all across the 

world. 

This dissertation is conducted by using top-down approach to supply for investors the 

whole picture about the operation of Carnival and recommend to them whether to HOLD, 

BUY, or SELL Carnival shares. Firstly, the effect of macroeconomic factors to the cruise 

industry and the operation of Carnival will be analysed. Next, the growth rate, feature of 

cruise industry will also be researched. Moreover, this dissertation will conduct the analysis 

of Carnival’s business. This part will supply for investors information about the company’s 

strategy and compare the current financial situation of the company with its competitors. It is 

beneficial for investors to evaluate the current operation of Carnival.  

With information from the analysis of macroeconomics, the cruise industry and the 

Carnival, this dissertation will conduct a forecast about the operation of the company in future

years. After that, the valuation models, namely DCFE and EVA model, will be used to 

measure the Carnival’s intrinsic value. After that, the results from calculation of these 

valuation models will be combined with the analysis of share price performance in order to 

recommend for current investors to HOLD the Carnival shares and potential investors to BUY 

the shares 

Moreover, Carnival is a cruise company with subsidiaries in the world. Each year it 

often sets up the consolidated financial statement. Hence, the risk from change of exchange 

rate will affect to the information of these statements. Because of this reason, in the literature 

review part, the basic knowledge of translation exposure and the relationship between 

translation exposure and the firm value will be presented.
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CHAPTER 1: INTRODUCTION

1.1. Overview of Carnival Corporation & PLC:

Carnival Corporation & PLC is one of the most famous companies in the cruise 

industry with a group of international cruise brands in the Australia, Asia, North America and 

Europe. It has headquarters located in London, England and Miami, Florida, U.S.A. 

Carnival Corporation and Carnival PLC is running as  a dual listed company (“DLC”) 

with Carnival Corporation incorporated in Panama and Carnival plc incorporated in Wale and 

England1. Although the two companies are operating as a distinct entity with the different 

managements, both of them have the same board of directors. The subsidiaries of Carnival 

Corporation and Carnival plc are referred as Carnival Corporation & Plc2.  

The stock of Carnival Corporation & PLC is traded under symbol CCL on two 

markets, namely the New York Stock Exchange (NYSE) and on the London Stock Exchange 

(LSE).  Especially, Carnival is only company in the cruise industry to be published in the 

S&P 500 index in United States and FTSE 100 index in United Kingdom3.

Carnival’s year-end is 30 November and the annual report in 2012 shows that the 

revenue is $ 15,382m (2011: $15,793m) creating an operating income of $1,642m (2011: 

$2,255m) and producing profit after tax of 1,465, (2011: $ 1,911m)4.On 10th June, 2013 the 

share price is $ 32.60 in NYSE and 2,147 pence in LSE5.

1.2. Dissertation’s objectives:

This dissertation will focus on analyzing the Carnival Corporation & PLC (Carnival). 

The result of this dissertation will recommend to the potential investors and present 

shareholders whether to BUY, SELL or HOLD the Carnival’s stocks.

1.3. Methodology:

The analysis process in this dissertation is implemented by considering both external 

factors and internal factors. First, the external environments are considered by analyzing the 

situation of the global economy and local economies where the company is operating. After 

that Environment factors (PEST) analysis and the Five Forces model are used to analyze the 

structure and outlook of cruise industry. Next, the effect of internal factors such as strategies, 

management team and financial situation to company will be analyzed in depth to evaluate the 

performance of the company. Moreover, in the literature review part, the translation exposure 
                                               
1 Carnival Corporation & Plc. 2012 Annual report 2012, NOTE 1- General, p.10.
2 Ibid.
3 Carnival Corporation & Plc. 2012 Annual report 2012, p. 1.
4 Carnival Corporation & Plc. 2012 Annual report 2012, p. 60.
5 Carnival Corporation & PLC website , Investor relations, available at: http://phx.corporate-
ir.net/phoenix.zhtml?c=140690&p=irol-irhome ( Accessed on 10th June, 2013).
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will be researched because Carnival Corporation & PLC is an international company and its 

revenue and profit are always influenced by the fluctuation of exchange rate. Besides, this 

dissertation also bases on the information from the annual report in 2012 and interim report in 

2013 to forecast the operation of company during the next 5 years. Then, the intrinsic value of 

the company’s stock is measured by using Discounted Cash Flows model (DCF), and 

Discounted Abnormal Earning model (EVA). The data used in measuring company’s 

valuation will be collected from Thomson One Banker, Thomson DataStream. 

1.4. Structure:

This case study will be divided into seven chapters:

 Chapter 1 is Introduction. This chapter will state the overall company, objective, 

structure and limitation of this dissertation. 

 Chapter 2 is The Economy Outlook in which the globally economic situation and 

local economy will be analysed. 

 Chapter 3 is The outlook of industry and structure. The industry structure, where

the company, is operating will be analysed and the characteristic of this industry will 

be researched by using the Five Forces and environmental factors (PEST).

 Chapter 4 is Translation exposure. The chapter will focus on explaining the basic 

definition of translation exposure. Moreover, how risks from this exposure influence 

on the company’s market value will be presented.

 Chapter 5 is Company analysis. This chapter will focus on analysis of company’s 

operation.

 Chapter 6 is Forecast and Valuation. This chapter will assume the group’s future 

operation and apply the various valuation models to valuate Carnival Corporation & 

PLC’s equity price. 

 Chapter 7 is Summary and recommendation. This chapter will summarize all 

information from above chapters to recommend to potential investors and current 

shareholders whether to SELL, HOLD or BUY Carnival Corporation PLC’s stock.

1.5. Limitations:

During the analysis process, there are a number of limitations. First, because the 

submission date is 19th, August 2013, the financial information used for analysis will before 

that date. Second, in valuation process, the business information in the past and in the present 

will be used to forecast before carrying out calculating valuation. Because there are some 

limitations in analyst’s knowledge and information, these forecasts and assumptions can be 
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biased. Moreover, the company is based in USA and UK and its share is traded on NYSE and 

FTSE. The Annual finance statement of Carnival is reported under USD. Hence, in order to 

simplify the case, this dissertation will analyse Carnival’s share on LSE and exchange the 

value of equity into pence to compare with the current share price on this market. Finally, this 

dissertation only is limited 10,000 words. Therefore, only the important and dominant factors 

impacting on the result will be stated in this dissertation.
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CHAPTER 2:  THE OUTLOOK FOR THE ECONOMY

2.1. Introduction:

The purpose of this chapter will focus on analyzing the detailed macroeconomic 

factors which have a significant impact on the operation of Carnival. The revenue of Carnival 

Corporation is closely related to the spending behavior of customers and this behavior is be 

decided by the Macro factors such as GDP, unemployment and inflation rates. Moreover, 

beside customers’ behavior, the fuel and food also impact on the profit of Carnival 

Corporation & Plc. In 2010, the cost of fuel and food was $2,491 m and it made up nearly 

21% of total operating costs but in 2012 this cost accounted for 24%6.  

Global economy will be researched firstly and after that the regional economy in 

which Group is operating, namely Asia, Australia, Europe and North America7, will be 

analyzed finally. 

Figure 2.1: The annual revenue from three main markets in the periods 2010-20128

(Unit: Million)

Resource: Annual report 2012 of Carnival

2.2. Global economy:

The economy in the world has signals of recovery despite of not being better than 

years before the financial crisis in 2008. According to the report of Economist Intelligence 

Unit (EIU), the international GDP growth rate only stood at 2.9% in 2012 while in 2011 this 

rate was 3.8 %9. Moreover, the GDP growth rate of developed countries and developing 

                                               
6  Carnival Corporation & Plc. 2012 Annual report, p.5
7  Carnival Corporation & Plc. 2012 Annual report, NOTE 12- Segment Information, p. 35.
8  Ibid.
9 The Economist Intelligence Unit. (2013). Global forecasting service. Available at: 
http://gfs.eiu.com/Article.aspx?articleType=gef&articleId=650498449&secID=0. (Accessed on 12 June,2013).
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countries had a decreasing trend from 2010 to 2012. While developed countries decreased 

slightly from 2.9% in 2010 to 1.4% in 2012, emerging countries went down significantly 

about 3%10. This organization forecasts that the GDP growth rate in the world will increase 

significantly from 3.8% to 4.2% in the interval 2014-2017. Besides, this ratio in developed 

countries will be stable at 2.2%, while emerging countries will increase from 5.7% to 6.2% 

during the period 2014-2017.

Table 2.1: The international GDP growth rate in the periods 2008-2017

Source: Economist Intelligence Unit 2013.

Furthermore, International Monetary Fund also shows the positive vision of 

international economy. Similar with EIU’s report, during the next 5 years the GDP growth 

rate in developed and developing countries will be higher slightly approximately 0.1% - 0.2%

while this ration in the world will keep stable level at 4.5%.

Table 2.2: The international GDP growth rate in the periods 2008-201711

Source: International Monetary Fund, World Economic Outlook Database, April 2013.

Unemployment rate

The good prospection of global economy is sufficient to slow the increase in 

unemployment rate in the future. According to the International Labor Organization in 2013, 

in 2012 the figure of unemployment in the world increased to 197.3 million and it was higher 

28.4 million higher than that in 200712. In 2013, although the global economy shows 

improvements, the number of people without getting jobs is still increasing around 5.1 million 

in comparison with 201213. This organization assumes that the global unemployment rate will 

                                               
10 The Economist Intelligence Unit. (2013). Global forecasting service. Available at: 
http://gfs.eiu.com/Article.aspx?articleType=gef&articleId=650498449&secID=0. (Accessed on 12 June,2013).
11 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx.( Accessed on 12 June, 2013).
12 International Labour Organization, Global Employment Trends 2013, Macroeconomic challenges have 
worsened, p.16.
13 International Labour Organization, Global Employment Trends 2013, Macroeconomic challenges have 
worsened, p.16.

(Unit: %) 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

World 2.5 -0.8 5.1 3.8 2.9 3.1 3.8 4 4.1 4.2

Developed countries 0.1 -3.6 2.9 1.8 1.4 1.2 2.1 2.2 2.2 2.2

Emerging countries 6 3.2 7.8 6.2 4.7 5.3 5.7 5.9 6.3 6.2

(Unit: %) 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

World 2.8 -0.6 5.2 4.0 3.2 3.3 4.0 4.4 4.5 4.5 4.5

Advanced nations 0.1 -3.5 3.0 1.6 1.2 1.2 2.2 2.6 2.6 2.6 2.5

Developing nations 6.1 2.7 7.6 6.4 5.1 5.3 5.7 6.0 6.1 6.1 6.2
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have a decreasing trend during the period 2014 -2017 and this number will stand under 6% in 

2017.

Figure 2.2: Global unemployment trends in the periods 2002-201714

Source: International Labour Organization, Trends Econometric Models, October 2012.

Inflation rate:

The other factor, which plays an important role in the international economy, is 

inflation rate. The IMF organization reported that the inflation rate in the world decreased 

dramatically from 4.9% in 2011 to 3.9 % in 2012 and this organization also forecasts that this 

trend will decrease slightly during the period 2013- 201815.

Table 2.3: The inflation rate in the world during the periods 2011-2018

Source: International Monetary Fund, World Economic Outlook Database, April 2013

The price of commodity food and crude oil experienced a decreasing trend after 2011 

because of the reduction of inflation. The inflation rate in 2012 reduced sustainably to 3.9%, 

hence, the price of Crude Oil and Commodity Food decreased to $103 and $174.6 

                                               
14 International Labour Organization, Global Employment Trends 2013, Macroeconomic challenges have 
worsened, p.16.
15International Monetary Fund. (2013). Data and Statistics . Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx. (Accessed on 13 June,2013).

(Unit: %) 2011 2012 2013 2014 2015 2016 2017 2018

World 4.9 3.9 3.8 3.8 3.7 3.6 3.6 3.5

Advanced economies 2.7 2.0 1.7 2.0 1.9 2.0 2.0 2.1

Emerging market 7.2 5.9 5.9 5.6 5.3 5.1 4.9 4.8
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respectively16. The IMF organization estimates that the Crude Oil and Commodity Food will 

decrease significantly in 2014 because the inflation rate in the world in this year will decrease 

to 3.8% in comparison with the past years.

2007 2008 2009 2010 2011 2012 2013 2014

Crude Oil 71.1 97.0 61.8 79.0 104.0 103.0 102.6 97.6

Commodity Food 126.8 156.4 135.9 151.9 181.3 174.6 168.8 159.5

Table 2.4: The fluctuation price of Crude Oil and Commodity Food from 2007 to 2014

Source: International Monetary Fund, World Economic Outlook Database, April 2013.

In conclusion, during next 5 years the global economy will improve firmly with the 

increase of growth rate to above 4% and the decrease in the rate of inflation and 

unemployment. This positive recovery will help the Carnival’s business to become better. 

When the international economy is better, the customer’s income is likely to improve. 

Therefore, it will stimulate the client to spend money on travelling, and this helps Carnival to 

increase revenue. Moreover, the inflation rate in the world has a decreasing trend; as a result, 

Carnival’s operating expense will reduce. Hence, the profit of company will be improved. 

Besides analysis of the global economy, the research of the local markets, namely 

Australia, Asia, Europe and North America, is important in order to understand fully the 

characteristic environments where Carnival is operating.

2.3. Europe economy:

Europe is one of three main markets of Carnival Corporation & Plc. The revenue from 

this market in 2012 was $5,367m, making up 35% of total company’s income17. Hence, the 

fluctuation of this market impacts significantly to the revenue and profit of company. 

                                               
16 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx.(Accessed on 13 June,2013).
17 Annual report 2012, p. 35
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Figure 2.3:  The fluctuation of GDP growth, inflation and unemployment rate in Europe in the period 

2008-2018.

Source: International Monetary Fund, World Economic Outlook Database, April 2013

The GDP growth rate of Europe region in 2012 decreased to negative 0.6%, while in 

2011 this rate still stood at 1.4%18. IMF organization estimates that the European growth rate 

will not show signs of improvement in 2013 but during the next 5 years this rate will increase 

significantly to 1.6% in 201819. 

In the terms of inflation rate, during the periods 2011-2013 there is a significant 

decrease with 2.7% in 2011 in comparison with 1.7% in 201320. However, the forecast for the 

inflation rate from 2014 to 2018 will be stable at around 1.5%21. 

With regards to the unemployment rate, in 2012 the unemployment rate increased 

sustainably to 11.4% while this number in 2011 was only at approximately 10.2%22. 

According to the assumptions of the IMF, the unemployment rate in Europe will continue to 

rise significantly to 12.3% in 2014 after that this figure will decrease slightly to 10.5% in 

201823. Overall, the unemployment rate in Europe area is a challenge for Government.

                                               
18 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx. .(Accessed on 13 June,2013).
19 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx. .(Accessed on 13 June,2013).
20 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx. .(Accessed on 13 June,2013).
21 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx. .(Accessed on 13 June,2013).
22 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx. .(Accessed on 13 June,2013).
23 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx. .(Accessed on 13 June,2013).
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2.4. North America economy:

This section will focus on the analysis of the American and Canada markets. The 

following chart shows the fluctuation of main macroeconomic factors in U.S market from 

2008 to 2018:

Figure 2.4: The fluctuation of GDP growth, inflation and unemployment rate in America in the period 

2008-2018.

Source: International Monetary Fund, World Economic Outlook Database, April 2013.

In 2010, the U.S economy increased to 2.4% and then this rate decreased slightly to 

2.2% in 201224. However, in the period 2013-2018, the U.S economy has a positive outlook. 

The biggest problem in the USA is the unemployment rate. In 2012 the U.S economy 

created 2.2 m new jobs in comparison with 201125; as a result, this rate went down from 8.9% 

in 2011 to 8.1% in 201226. IMF organization also forecasts that this rate will decrease 

significantly from 2013 to 2018.

Inflation rates in U.S were highest in 2011 with 3.1% and then this rate reduced 

sustainably to 2.1% in 201227. According reports of IMF, the inflation rate in America will 

fluctuate slightly from 1.8% to 2.3% in periods 2013-2018.

In addition, the Canadian economy is presented on the following chart:

                                               
24 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx? . .(Accessed on 13 June,2013).
25 The Economist Intelligence Unit. (2013). Global forecasting service. Available at: 
http://gfs.eiu.com/Article.aspx?articleType=rf&articleid=710498455&secId=7. ( Accessed on 13 June, 2013).
26International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx? . .(Accessed on 13 June,2013).
27 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx?.(Accessed on 13 June,2013).
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Figure 2.5: The fluctuation of GDP growth, inflation and unemployment rate in Canada in the period 

2008-2018.

Source: International Monetary Fund, World Economic Outlook Database, April 2013.

The economy of Canada is quite similar to that of America. GDP growth rate 

decreased significantly from 3.2% in 2010 to 1.8% in 2012 but this rate is estimated to 

increase to 2.2% during next five years28. However, the inflation rate dropped to 1.5% in 2012 

and then this rate will increase slightly during the period 2013-201829.Like the America, 

Canada’s unemployment rate experienced a light reduction. The IMF organization forecasts 

that this rate will go down from 7.3% in 2012 to 6.8% in 201830.

2.5. Australia and Asia economies:

From the Annual report 2012, the revenue from the Australian and Asian regions

made up 10% of total income31 but these areas contain many potential countries with the high 

growth rates. In the future, these areas will provide a large number of clients for Carnival 

Corporation &Plc. Hence, the research of countries’ growth rate in this region is necessary.

                                               
28 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx?.(Accessed on 13 June,2013).
29 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx?.(Accessed on 13 June,2013).
30 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx?.(Accessed on 13 June,2013).
31 Carnival Corporation & Plc. 2012 Annual report, p. 35.
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Figure 2.6: The fluctuation of GDP growth, inflation and unemployment rate in Australia in the period 

2008-2018.

Source: International Monetary Fund, World Economic Outlook Database, April 2013.

This chart shows that the economy growth rate of Australia is better than North 

American and European regions. From 2011 to 2012, the GDP in Australia peaked from 2.4% 

to 3.6%32. Although IMF forecasted that the GDP will reduce to 3% in 2013 and keep a stable 

rate at 3.2% after 2013, the growth rate is still higher than North America and Europe33.  

Moreover, the inflation rate dropped to a low of 1.8% in 2012, but this rate is assumed to 

increase 2.5 % in 2013, then it will remain at 2.5 % during following years34. The 

unemployment rate is similar with the general trend in the world and this rate will continue to 

reduce during next 5 years.

According to the IMF, Asia will develop at 5.7% in 201335 in which, the economies of 

developing East Asia and the Pacific quickly grow. The World Bank showed that the East 

Asia and the Pacific expanded at 7.5% in 2012 and they forecasted that the growth rate in this 

area continue to increase to 7.8% in 2013 and 7.6% following years36.China, the biggest 

economy in Asia, will had slow growth at 7.8% in 2012 because the Chinese Government was 

                                               
32 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx? .(Accessed on 13 June,2013).
33 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx?.(Accessed on 13 June,2013).
34 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx?.(Accessed on 13 June,2013).
35 International Monetary Fund. (2013). News. Available at: 
http://www.imf.org/external/np/sec/pr/2013/pr13145.htm. ( Accessed on 13 June,2013)
36 The World Bank ( 2013). News. Available at: http://www.worldbank.org/en/news/press-
release/2013/04/15/strong-domestic-demand-drives-increasing-growth-in-east-asia-pacific. (Accessed on 13 
June, 2013).
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restructuring the economy. It will be assumed that the growth rate can attain 8.3% in 2013 and 

8.0% in 201437.

2.6. Conclusion:

In summary, the global economy is improving after the financial crisis but this 

recovery occurs unequally between countries in the world. Besides, inflation and 

unemployment rate is also decreasing but at a slower rate than before financial crisis. 

Moreover, the main markets of Carnival also have positive prospects but these markets faces 

some potential problems impacting to the growth rate in these areas, for instance, the debt 

crisis in Europe and calamity in Asia.

The improvement of international economy and national economy represented above 

bring many benefits for Carnival’s business. When the international economy recovers, it will 

allow Carnival to increase its revenue because the main revenue of company originates from 

customer’s spending38 . Moreover, the reduction of inflation rate leads to a decrease in food 

and fuel prices following years. In terms of Carnival’s operating expenses, Food and fuel 

occupied a large percent39. When these expenses decrease, the profit of the company will be 

higher.

                                               
37 The World Bank ( 2013). News. Available at: http://www.worldbank.org/en/news/press-
release/2013/04/15/strong-domestic-demand-drives-increasing-growth-in-east-asia-pacific. (Accessed on 13 
June, 2013).
38 Carnival Corporation & Plc. 2012 Annual report , p. 5
39 Ibid.
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CHAPTER 3: THE STRUCTURE AND OUTLOOK FOR THE INDUSTRY

3.1. Introduction:

Each company often operates in the industries which have different characteristics, 

such as growth rate, and rival level. When one of these factors changes, it also impacts to the 

operation of the company. Therefore, the analysis of the industry is one of the importance 

steps in analysing process.

This chapter will be set out as follows: First, the structure of cruise industry will be 

analysed. Second, this chapter will concentrate on analysis of the business environment in 

which Carnival is operating by using the PEST model and Five Force. 

3.2. The structure of cruise industry:

The global economy is improving after the financial crisis. Hence, the cruise industry 

is forecasted to improve significantly in the coming years. Florida-Caribbean Cruise 

Association, a well-known non-profit organization in the America Region, recognised that the

number of passenger was 20.3 million in the world in 201240,4% higher in comparison with 

201141. In 2013, this association forecasts that the capacity will increase slightly to 20.97 

million42.  Moreover, Carnival Corporation’s FORM 10-K also reported the number of 

customers in the world will increase each year43. 

Figure 3.1: The number of cruise passengers in the world in the periods 2006-201044

Source: Carnival Corporation & Plc. 2012 annual report on FORM 10-K, student’s self- conduct

Based on the above chart, the cruise industry developed significantly from 2008 to 

2012. Especially, despite of the economy crisis on the global in 2008, the global size of cruise 

passenger still increased to 16,3 m which was higher than 2007 with 15,9 m45. Moreover, the 

                                               
40 Florida-Caribbean Cruise Association, Cruise Industry Overview 2013, State of the Cruise Industry, p.1
41 Florida-Caribbean Cruise Association, Cruise Industry Overview 2012, State of Cruise Industry, p.1
42 Florida-Caribbean Cruise Association, Cruise Industry Overview 2013, State of the Cruise Industry, p.1
43 Carnival Corporation & Plc. 2012 Annual Report on FORM 10-K, Global Cruise Business, p. 7.
44 Ibid.
45 Ibid.
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global numbers increased marginally from 20.6m in 2011 to 21.2m in 2012. Therefore, the 

cruise industry has an impressive increase trend for the 6 years from 2006 to 2012 and this 

trend is forecasted to increase to 3.2% in 201546. 

From the development of cruise industry during the periods 2006 - 2012, the main 

markets of company, as well as North America, European and Australia and Asia, also show 

good signs in the number of customers during the same periods.  

Figure 3.2: The number of cruise travellers in company’s core markets in the periods 2006-201247

(Unit: Million).

Source: Carnival Corporation & Plc. 2012 annual report on FORM 10-K, student’s self- conduct

The North America is still the largest market of Carnival, making up 50% of all 

passengers. In the periods 2006-2011, the number of customers from North America 

increased significantly from 10.4 m to 11.5m48. However, in 2012, the number of travellers

only showed a slight increase with 11.8m, 0.3 m higher than 2011. Overall, although the

customer from this area account for the highest per cent globally, the cruise travellers from 

this area have a relatively stable trend.

In contrast, the customers from Europe, Australia, Asia and Others are increasing

dramatically although overall numbers are still lower than North America. In comparison with 

2006, the number of cruise traveller from this area in 2012 doubled with 9.4m49. This will be 

the potential markets of Carnival in the next years.

                                               
46 Carnival Corporation & Plc. 2012 Annual Report on FORM 10-K, Global Cruise Business, p. 7.
47 Ibid.
48 Ibid
49 Ibid
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Forecast the ability of Carnival Corporation & Plc. and cruise industry:

The cruise industry’s global capacity increased significantly during the last six years 

from 2006 to 2011. This number increased from 337,000 in 2006 to 455,000 in 2011, nearly 

40 %50. Moreover, the capacities in the world also will continue to rise to 470,000 in 2013 and 

502.000 in 201551. 

Figure 3.3: The ability of cruise industry and Carnival Corporation in the periods 2006-2015.52

Source: Carnival Corporation & Plc. 2012 annual report on FORM 10-K, student’s self- conduct.

Based on the figure 3.3, the capacity of Carnival also will also rise continually

according to the increase of global capacity, growing over 40% annually from 2006 to 201253. 

However, next three years from 2013 to 2015, the Carnival’s capacity is forecasted to 

maintain the stable trend.

3.3. The lifecycle of cruise industry:

Above analysis shows the significant development of cruise industry each year but at 

each core markets in which company is operating will have the different results. Therefore, 

the analysis of the lifecycle of these markets will be researched in depth.

North America54:

The largest number of cruise travellers is from North America, which accounts for 

almost 60% of the total travellers in the world. In the three years from 2010 to 2012 the 

number of passengers from this area showed a stable trend. This number is always between

                                               
50 Carnival Corporation & Plc. 2012 Annual Report on FORM 10-K, Global Cruise Business, p. 7..
51 Ibid. 
52 Ibid.
53 Ibid.
54 Carnival Corporation & Plc. 2012 Annual Report on  FORM 10-K , North America, p.8
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11million - 11.8 million. Hence, the lifecycle of the cruise industry in North America is at 

mature stage.

Europe55:

Europe is considered as a potential markets. Although the number of cruise passengers 

is lower than that of North America, this market improved significantly in the recent years. 

The passenger numbers increased about 10% each year in the period from 2006 to 201156. 

Moreover, the Carnival’s subsidiaries in Europe stated the sustainable increase trend in the 

traveller capacity from 35% in 201157 to 39% in 201258  and this market is forecasted to 

continue developing significantly in the years to come. Therefore, the lifecycle of cruise 

industry in Europe is at growth stage.

Australia and Asia:

There is a quick development in the number of passengers from Australia and Asia. In 

only in four years from 2008 to 2012, the number of passengers in Australia was more than 

double with 330,290 in 2008 in comparison with 694,062 in 201259. Although the numbers of 

passenger is still lower than North American and Europe, Australia has the better developing 

trend than two these areas.

In Asia, especially China, because of the rapid development of the economy, 

Chinese‘s income is improved significant and they started to spend more than before in the 

travel industry. The number of passenger travelling overseas in 2012 is above 78 million 60. 

This market shows the most potential globally.

Therefore, relying on the development of Australia and Asia market, the lifecycle of 

cruise industry is at introductory stage.

3.4. The analysis of external environment: (PEST model)

3.4.1. Political factors: 

Carnival is operating in three large markets, namely Australia, Asia, North America and 

Europe. Hence, the changes of political factors, as well as tax policies and laws in these 

markets, will be affected significantly Carnival’s business. 

In America, Section 883 established by Internal Revenue Code (IRC) stated: “non-U.S. 

corporations are not subject to U.S. federal income tax or branch profits tax on U.S. source 

                                               
55 Carnival Corporation & Plc. 2012 Annual Report on FORM 10-K, Europe, p.11
56 Carnival Corporation & Plc. 2011 Annual Report on FORM 10-K, Europe, p.10
57 Carnival Corporation & Plc. 2011 Annual Report on FORM 10-K, Europe, p.11
58 Carnival Corporation & Plc. 2012 Annual Report on FORM 10-K, Europe, p.11
59 Cruise Lines International Association Australia, Cruise Industry Report Australia 2012,Total passenger 
numbers, p.4 
60 Carnival Corporation & Plc. 2012 Annual Report on FORM 10-K, China, p.15
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income derived from, or incidental to, the international operation of a ship or ships”61. 

According to Section 833, the company’s income will be exempted from U.S federal income 

tax because Carnival Corporation is established in Panama. Therefore, the company will get 

benefits in income tax.

Moreover, some countries in Europe area issued the Tonnage tax regime, as well as the 

England and Italia. For example, In England, the Tonnage tax regime is only applied for 

company in which the profit is created from the operation of qualifying ship62. Furthermore, 

other countries in Europe are also issuing the tax reduction policies. For instance, the 

Portuguese government has decreased the corporation tax to 5% until 202063.

Beside the change in Income tax policies from countries in North America and Europe, 

the remaining region is Asia which has some priority policies for foreign companies. For 

example, the income created by the operation of Carnival’s subsidiary in China is not 

calculated in Corporation tax64

3.4.2. Economic factors65:

As discussed in chapter 2, the global economy decreased over 1% from 3.8% in 2011 to 

2.9% in 2012 and it is assumed to increase to 3.1% in 2013 and to 4.2% in 2017. The 

improvement of global economy will impact to the cruise passages’ income; hence, the 

demand of travel will increase. Besides, the unemployment rate in 2013 still stands at about 

6% which is higher than this rate in 2012 at around 5.7%. However, the unemployment rate is 

anticipated to decrease below 6% in 2017. In 2012 the inflation rate decreased to 3.9% in 

comparison with 4.9% in 2011 then this rate will decrease slightly from 3.8% in 2013 to 3.5% 

in 2018.  

3.4.3. Social factors:

Demographic factors, especially the age of passenger, has affected significantly to the 

operation of Carnival. According to Carnival’s report, most of the cruise travellers from 

developed countries is 45 year old and above66 because they have stable income. In the 

periods 2002-2022, the travellers aged between 45 to above increases to 19 million in U.S and 

                                               
61 Carnival Corporation & Plc. 2012 Annual Report, NOTE 9-Income and Other Taxes, U.S. Income Tax, p.21
62 Carnival Corporation & Plc. 2012 Annual Report, NOTE 9-Income and Other Taxes, UK and Australian 
Income Tax, p.22
63 Carnival Corporation & Plc. 2012 Annual Report, NOTE 9-Income and Other Taxes, Portuguese, Spanish and 
German Income Tax, p.23
64 Carnival Corporation & Plc. 2012 Annual Report, NOTE 9-Income and Other Taxes, Brazilian and Chinese 
Income and Other Taxes, p.23
65 Data collected in Chapter 2.
66 Carnival Corporation & Plc. 2012 Annual Report on FORM 10-K, Positive demographics, p.6
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Canada and to 16 million in Europe67. However, in the Asia countries, for example India and 

China, young people are the majority of cruise passengers because they earn the high income 

from the rapid development of economy68. Therefore, at each region, Carnival needs to have a 

specific policy for customers.

3.4.4. Technology factors:

The cruise industry impacts significantly to the natural environment because the waste 

from cruise will pollute the ocean. Moreover, the fresh environment and clean ocean are two 

main factors to decide the success of the cruise industry69. Therefore, the technology in waste 

treatment should be innovated and applied to reduce the polluted ocean.

Moreover, the most important factor for the success of cruise industry is the safety 

because it affects to the competitive level between companies. After the Costa Concordia 

disaster in 2012, Carnival invested additional funds in building and improving the fire system 

to ensure safety for customers. 

3.5. The analysis of Five Forces: 

3.5.1. Rivalry among existing Firms:

The market share of cruise industry is controlled by Carnival, Royal Caribbean 

International, Norwegian, MSC, Disney and Louis. All of these companies accounted for over

83% of the cruise market in the world in 2011. Of these companies, rival of Carnival 

Corporation and Royal Caribbean made up high market share. In 2011, Carnival Corporation 

accounted for highest market share with 51% while Royal Caribbean was only at 26%70. The 

remaining rivals of Carnival only made up the small market share in comparison with 

Carnival Corporation and Royal Caribbean71.

                                               
67 Ibid
68 Ibid
69 Cruise Lines International Association, INC. Available at: http://global.cruising.org/en-italy/facts/environment
(Accessed 23 June,2013).
70 Cruise market watch. (2013). 2011 cruise line world-wide market share. Available at: 
http://www.cruisemarketwatch.com/home/2011-world-wide-cruise-market-share/(Accessed on 25 Jun.2013).
71 ibid
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Figure 3.4: The market share of cruise companies in the world in 2011

However, in 2013 the market shares of Carnival decrease

Royal Caribbean increase to 29%. Especially, the remaining rivals are 

share in this year. 

Figure 3.5: The market share of cruise companies in the world in 2013

In conclusion, the above analysis shows that although Carnival still ma

market share but it is showing a

Concordia incident in 2012 which 

rivals are improving significantly the market share; especially Royal Caribbean occupied the 

per cent of market from Carnival. Therefore, the competition in the cruise market is quite 

fierce.

                                               
72 Cruise market watch. (2013). 2011 cruise line world
http://www.cruisemarketwatch.com/home/2011
73 Cruise market watch. (2013). 2013 cruise line world
http://www.cruisemarketwatch.com/market
74 Carnival Corporation & Plc. 2012 Annual Report, Overview, p.2
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Figure 3.4: The market share of cruise companies in the world in 201172
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However, in 2013 the market shares of Carnival decreases significantly to 37% while the 

an increase to 29%. Especially, the remaining rivals are increasing their market 
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Resource: Cruise Market Watch. Self 

analysis shows that although Carnival still make

showing a decreasing trend. This is due to the fact that 

which affected the Carnival’s market share74. Besides, Carnival’s 

are improving significantly the market share; especially Royal Caribbean occupied the 

per cent of market from Carnival. Therefore, the competition in the cruise market is quite 

       
Cruise market watch. (2013). 2011 cruise line world-wide market share. Available at: 

http://www.cruisemarketwatch.com/home/2011-world-wide-cruise-market-share/(Accessed on 25 Jun.2013).
Cruise market watch. (2013). 2013 cruise line world-wide market share. Available at: 

http://www.cruisemarketwatch.com/market-share/ (Accessed on 25 Jun.2013).
Carnival Corporation & Plc. 2012 Annual Report, Overview, p.2

51%

26%

8% 2% 6%

Royal Carribean MSC Disney NCL Louis

37%

29%

4% 3%

Carnival
Royal Caribbean
Norwegian
MSC Cruises
Disney
Thomson Cruises
Star Cruises

AN INVESTMENT ANALYSIS OF CARNIVAL CORPORATION & PLC

Page 19

72.

Resource: Cruise Market Watch. Self -conducted

to 37% while the 

increasing their market 

73.

Resource: Cruise Market Watch. Self -conducted

es up the highest 

decreasing trend. This is due to the fact that the Costa 

. Besides, Carnival’s 

are improving significantly the market share; especially Royal Caribbean occupied the 

per cent of market from Carnival. Therefore, the competition in the cruise market is quite 

(Accessed on 25 Jun.2013).

Other

Carnival
Royal Caribbean
Norwegian
MSC Cruises
Disney
Thomson Cruises
Star Cruises



AN INVESTMENT ANALYSIS OF CARNIVAL CORPORATION & PLC

3.5.2. Threat of New Entrants:

The threat of new rivals is quite low because 

investment cost in cruise industry is very high. In order to 

new entrants must spend around $1 billion 

often employs hundreds of staff

industry in which the value of brand is 

entrants will face difficult barriers in building the customer confidence.

3.5.3. Threat of Substitute 

There are many diverse

line. According to the reports

hostel because it was cheap while the number of customer

accounted for 3%75. Although 

immediate future, the cruise industry’s market share in the world is smaller than the 

share of Hotel and Resorts. Therefore, the cru

these substitute products.

Figure 3.6: The percentage of hotel and motels, resorts and cruise line in the world.

3.5.4. Bargaining Power of Buyers

In cruise industry, most of 

travel agencies. This means that these agencies can affect revenue of companies. In 

case, if the companies pay a low commission for the

companies with higher commission. Therefore, the bargaining power of buyers is very high in 

the cruise industry.  

                                               
75 Data monitor.(2012). Hotels, Resorts & Cruise lines industry: Global. Available at: 
http://ehis.ebscohost.com.ezproxy.stir.ac.uk/ehost/detail?vid=3&sid=8b83cb9b
398ff898644d%40sessionmgr13&hid=7&bdata=JnNpdGU9ZWhvc3QtbGl2ZQ%3d%3d#db=buh&AN=761123
47 (Accessed on 15 June 2013). 
76 Ibid.
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Carnival Corporation’s business does not depend entirely on travel agencies because they

set up other delivery channel, such as website77 . In 2012, the travel agencies only made up

below 10% of Carnival’s revenue78. Hence, with Carnival Corporation, the Bargaining Power 

of Buyers is low.

3.5.5. Bargaining Power of Suppliers:

The business of Carnival relies on diversify suppliers such as fuel, food, transportation 

services, hotel, etc.  The change in price from these suppliers will affect the ticket price of 

companies. In order to solve this problem, Carnival signed contract with some habitual 

suppliers, as a result; it always attains the discount policy from these suppliers. It is very 

beneficial for company to establish competitive prices in comparison with rivals79. Hence, the 

Bargaining power of suppliers is quite low. 

3.6. Conclusion:

The global cruise industry developed considerably during the past 6 years and it is 

forecasted to continue to develop in the immediate future. However, the development of this 

industry is not similar among continents. In North America, the source of cruise passengers 

has kept a stable trend in recent years and this market is forecasted to be saturated in the 

future. In order to keep the market share in this area, Carnival need to improve the customer’s 

confident about brand and quality of service to keep current customers and to increase 

revenue in the future 

In the other hand, the passengers from Euro and Asia and Australia are experiencing a 

significant increase in the recent years. These markets are considered as the potential markets

for the company in the future. Therefore, In order to entrance these markets, Carnival needs to

increase promotion policies and establish more interested cruise tours. 

                                               
77 Carnival Corporation & Plc. 2012 Annual Report on FORM 10-K, Sales Relationships, p.19.
78 Ibid.
79 Carnival Corporation & Plc. 2012 Annual Report on FORM 10-K, Suppliers, p.26
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CHAPTER 4: TRANSLATION EXPOSURE.

4.1. Introduction:

Carnival is a global cruise company with a group of subsidiaries in Australia, Asia, 

North America, and Europe. Its annual financial statements are consolidated from 

subsidiaries’ financial statements. These subsidiaries will convert the local currency into the 

Dollar which is presented in consolidated financial statements. Hence, exchange-rate 

exposure affects to Carnival’s consolidated financial statement. In 2012 the Carnival’s the net 

income was $1,298m and it increased $2 m after the foreign currency translation adjustment; 

as a result, the total comprehensive income was $1,30080. However, in 2010, the significant 

change in foreign currency translation adjustment leaded to the fact that the net income 

decreased from $1,978m to $1,262m81. From this problem, the question put is whether the 

value of firm will be affected by the exchange-rate exposure. In order to demonstrate for this 

question, this chapter will focus on the definition of translation exposure and the relationship 

between it and the firm’s value. 

4.2. Translation exposure:

4.2.1. What translation exposure is82:

The financial statement of Multinational corporations is created by combining all the 

financial statements of the subsidiaries. However, the financial statement of each subsidiary is 

reported in the currency of the countries where it is operating. When the MNC creates

consolidated financial statements, its subsidiaries need to translate the local currency into the 

reporting currency. This translation will be affected by the fluctuation of exchange rate 

between local and reporting currencies. Hence, the risk is that the consolidated financial 

statement of the MNC will change the value because of the fluctuation of exchange rate, is 

known as translation exposure.

4.2.2. The factors decide the level of translation exposure:

The level of translation exposure is affected by three factors. The first factor is “the 

proportion of its business conducted by foreign subsidiaries”83. This means that if MNCs’ 

business depends largely on its foreign subsidiaries’ operation, these MNCs will face 

significant translation exposure. The second factor is that the fluctuation of home currency of 

country where subsidiaries is operating. If this fluctuation is higher, the translation exposure 

is higher. The final factor is the different accounting methods among countries. Each country 
                                               
80 Carnival Corporation & Plc. 2012 Annual Report, Consolidated Statements Of Comprehensive Income,p.6
81 Ibid.
82 Madura, J. and Fox, R. (2011). International Financial Management, Second edition, Cengage Learning
83 Madura, J. and Fox, R. (2011). International Financial Management, Second edition, Cengage Learning
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requires the MNC to use the alternative accounting procedures when they create consolidated 

financial statement. This causes in the different results in the consolidated financial 

statements.

4.2.3. Translation method:

   There are two basic methods used to translate the foreign subsidiary financial 

statements in the world. They are the current rate method and the temporal method84. Under 

the current rate method, while the current exchange rate is used to translate assets and 

liabilities, the translation of items in the income statement are conducted by utilising the 

exchange rate at the time when these items were recorded or by utilising the average exchange 

rate during the period. Besides, the gain or loss from this translation method is not recorded 

into the income statement but it will be recorded directly to a reserve account. This will 

decrease the volatility of the consolidated net income account. With the temporal method, 

particular assets are translated at the time when these assets are created. Especially in this 

method, the result of gain or loss from re-measurement is recorded directly into current 

consolidated income. In consequence, the consolidated incomes will move according to the 

fluctuation of exchange rate.

4.3. The translation exposure affects the firm’s value: 

The impact of translation exposure on the firm’s value can be discussed by relying on 

two perspectives, namely a stock price and cash flow85. 

With the cash flow perspective, the MNC’s cash flow is not be impacted by the change 

subsidiaries’ financial statements for consolidated financial reporting. This is due to the fact 

that the earnings of subsidiaries do not need to translate from the local currency into parent’s

currency. It only needs to report its financial statement in the parent’s currency. When the 

local currency is weaker than the parent one, the earnings of subsidiaries will be preserved for 

reinvestment purposes. Hence, the translation exposure does not impact to the firm value. 

However, MNC often requires its foreign subsidiaries to send an amount of money

periodically. If its foreign subsidiaries do not send this amount today, they will send it in the 

future. Hence, the fluctuation of exchange-rate risk affects to the MNC’s cash flow.

The other viewpoint is stock price perspective. Most of investors forecast the MNCs’ 

future cash flow by using the consolidated financial statement in which the revenue and profit 

is affected by translation exposure. Furthermore, other investors also forecast the expected 

                                               
84 Eiteman, D.K., Stonehill, A.I. and Moffett,  M.H. (2004). Multinational Business Finance, 10th edition, 
Pearson Education
85 Madura,   J. and Fox, R. (2011).  International Financial Management, 2nd edition, Cengage Learning
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earnings per year to gain the value per share of stock by using price-earnings ratio. Hence, the 

share price of the MNC is also impacted by translation exposure. Besides, some potential 

investors often forecast the future level of dividend by using the earning of company (Asquith 

et al., 198386; Nance, Smith and Smithson, 199387). The fluctuation of exchange rate changes 

the level of reported earnings and affects the predicted dividend pay-out ratios and the value 

of company (ibid).

4.4. The empirical studies about the effect of translation exposure to the value of the 

firm:

Many empirical researches are conducted to examine whether there is a relationship 

between the fluctuation of exchange rate and the firm valuation .Some researchers did not find 

the evidence about the existence of the relationship between translation exposure and firm 

value. Pourciau and Schaefer (1995) studied the effect of change of accounting standards 

from SFAS No.8 to SFAS No 52 to the market value of 97 U.S. multinational firms88. They 

did not found the fluctuation in income reporting of these firms. Moreover, another research 

was conducted by Soo & Soo (1994) who checked the impact of different translation

standards, namely SFAS No.8 and SFAS No.52, to the value of 235 multinational U.S firms 

in the period from 1976 to 198789. They also found that the use of different translation 

standards did not show the effect of exchange rate fluctuation to the value of the firm (ibid).

However, some research showed the influence of translation exposure to the value of the 

firms. Jorion (1990) observed 287 multinational firms and measured the influence of 

movement in the trade-weighted index of currencies against the movement in the stock price 

of these firms90. He concluded that the number of these firms, that faced the exchange-rate 

risk, only accounted for five per cent of total multinational firms (ibid). Walsh (1994) 

researched the influence of exchange rate movement to operating income and stock returns at 

391 U.S multinational firms in the period from 1982 to 199391. He then found that only ten 

per cent of these firms were impacted by the fluctuation exchange rate (ibid). Similarly, by

                                               
86 Asquith, P. and Mullins JR., D.W., 1983. The Impact of Initiating Dividend Payments on Shareholders' 
Wealth. Journal of Business, 56(1), pp. 77-96.
87 Nance, D. R., Smith, C. W. Jr., and Smithson, C. W. 1993. “On the determinants of  corporate hedging”, 
Global Finance Journal, Vol. 9, No. 2, pp. 269-277.
88 Pourciau, S. and Schaefer, T.F., 1995. The Nature of the Market's Response to the Earnings Effects of 
Voluntary Changes in Accounting for Foreign Operations. Journal of Accounting, Auditing & Finance, 10(1), 
pp. 51-70.
89 Soo, B.S. and Soo, L.G., 1994. Accounting for the Multinational Firm: Is the Translation Process Valued by 
the Stock Market? Accounting Review, 69(4), pp. 617-637.
90 Jorion, P., 1990. The exchange rate exposure of  U.S. multinationals. Journal of Business, vol 63, pp. 331–345
91 Walsh, E.J., 1994. Operating Income, Exchange Rate Changes, and the Value of the Firm:An Empirical 
Analysis. Journal of Accounting, Auditing & Finance, 9(4), pp. 703-724.
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focusing on the U.S multinational firms, Chamberlain et al.(1997) compared the influence of 

exchange rate movement on US and Japanese firms in the period 1986-1993, then, they 

concluded that the impact of translation exposure on US firms’ equity prices is higher than 

Japanese firms92. Next, the second research was conducted by Martin et al.(1998)93 who 

checked whether the influence of translation exposure on the value of 168U.S multinational 

firms which owned the foreign subsidiaries in Europe in the period 1987-1993. They made

regression the monthly equity returns on the return in Europe and U.S equity market of each 

company. Then, they used the coefficients of this regression to calculate monthly abnormal 

earnings of each firm. Finally, they indicated that the translation exposure impact directly to 

the firms’ earning and shareholder’s equity. Another research about the effect of translation 

exposure to the value of a firm was carried out by Louis (2003)94. He observed 4.972 U.S 

multinational manufacturing companies from 1985 to 2001. A regression was established to 

check the influence of foreign translation adjustment and net income to the stock return of 

firm. He indicated that when the foreign translation adjustment increases, the value of firm 

will decrease. However, Hagelin and Pramborg (2006) found the opposite result from Louis 

(2003)95. They showed that when the translation adjustment increases and the firm value will 

increase (ibid). Similarly, Fraser and Pantzalis (2004) researched whether the fluctuation of 

the exchange rate impacted on the stock returns of 310 U.S multinational corporations and 

they also concluded that the most of these firms’ stock prices had a positive relationship with 

the fluctuation of the exchange rate96. Pinto (2005) tested 109 U.S multinational firms to find

the relationship between the foreign currency translation adjustment and firm valuation97. The 

results drawn from this research was disagreed with previous researchers who stated that 

foreign currency translation adjustments did not impact to the valuation of the firms (ibid). 

Moreover, this research also showed that the foreign currency translation adjustment was a 

prominent factor and an important resource of information for investors who could use it to 

evaluate the value of the firm (ibid). Hence, although there are few researches disagreed with 

                                               
92 Chamberlain, S., Howe, J.S., Popper, H., 1997. The exchange rate exposure of  US and Japanese banking 
institutions. Journal of Banking and Finance 21, 871–892.
93 Martin, A.D., Madura, J. and Akhigbe, A., 1998. A note on accounting exposure and the value of 
multinational corporations. Global Finance Journal, 9(2), pp. 269.
94 Louis, H., 2003. The Value Relevance of the Foreign Translation Adjustment. Accounting Review, 78(4), pp. 
1027-1047.
95 Hagelin, N. and Pramborg, B., 2006. Empirical Evidence Concerning Incentives to Hedge Transaction and 
Translation Exposures. Journal of Multinational Financial Management, 16(2), pp. 142-159.
96 Fraser, S.P. and Pantzalis, C., 2004. Foreign Exchange Rate Exposure of US Multinational Corporations: A 
Firm-Specific Approach. Journal of Multinational Financial Management, 14(3), pp. 261-281.
97 Pinto, J.A., 2005. How Comprehensive is Comprehensive Income? The Value Relevance of Foreign Currency 
Translation Adjustments. Journal of International Financial Management & Accounting, 16(2), pp. 97-122.
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the relationship between translation exposure and firm value, most of research strongly agreed 

that the translation exposure affect significantly the firm value.

4.5. The relevant of translation exposure to the Carnival Corporation & PLC:

Carnival is a global cruise company with foreign subsidiaries located in North 

America, Europe, Australia and Asia. Because of the global operation, Carnival‘s annual 

consolidated financial statements are impacted by the fluctuation of exchange rate. The 

currency reported in the MNC’s consolidated financial statement is the U.S dollar. However, 

in the recent years, the value of Dollar is weaker than the value of other currencies. This 

affects the Carnival’s net income. Hence, the question put is whether the value of Carnival 

share is impacted by the change of foreign currency translation adjustments.

As above analysis, there is an argument about the relationship between translation 

exposure and the value of firm. However, most of recent studies gave conclusions that the 

value of firm was impacted by the foreign currency translation adjustment. According to pinto 

(2005), the foreign currency translation adjustment is importance factors to influence on the 

valuation of firm’s value. Hence, the change of translation adjustment will affect the 

Carnival’s share prices. How the relationship between translation exposure and Carnival’s 

value is demonstrated by measuring the correlation efficient between the change of Carnival’s 

share prices and foreign currency translation adjustments. The correlation of two factors is   -

0.1, which means that when the foreign currency translation adjustments increase, the 

Carnival’s share price will decrease.98

4.6. Conclusion:

MNC’s, which own many foreign subsidiaries, face the translation exposure when it 

establishes the consolidated financial statement. This exposure depends on many factors, such 

as foreign subsidiaries’ position, value of reporting currency, and accounting method. 

Moreover, the translation exposure impacts not only to MNCs’ cash flow but also to MNCs’ 

stock price. Hence, this exposure is considered as an important problem because investors 

often check the value of the firm by using the consolidated financial statement.

                                               
98 Appendix 2
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CHAPTER 5: ANALYSIS OF COMPANY

5.1. Introduction:

The operation of Carnival will be analysed in depth in this chapter to provide detailed

information for the investors. The analysis process in this chapter will be conducted using the 

following steps. Firstly, the strategy of the company and the quality of management will be 

assessed. Then the financial situation of the company will be also analysed by comparing its 

ratios with the average ratio of cruise industry and the ratios of two rivals, namely Royal 

Caribbean and TUI Travel Plc. All data used for analysis is collected from DataStream and 

Thomson One Banker. Finally, SWOT model will be applied to conclude the Carnival’s 

existing circumstance.  

5.2. Analysis of Strategy:

Carnival Corporation & Plc. is a top company in the cruise industry and its mission is 

“To take the world on vacation and deliver exceptional experiences that appeal to large 

variety of consumers, all at an outstanding value”99. Moreover, the financial target of 

Carnival is creating more profit to develop its business while retaining a steady balance sheet 

to ensure amount of money for investment and paying dividend to its shareholders100. In order 

to conduct this mission and goal, the company has the following strategies: 

Firstly, Carnival introduced new and modern ships into current fleet and it also invests 

money to improve and develop its existing fleet101. From March 2013 to March 2016, 

Carnival plans to introduce nine cruise ships and two of them will start to serve passengers in 

2013102. Moreover, Carnival also tries to provide a lot of new services and products to serve 

customers and to increase competitive ability with other rivals in the market103. 

In addition to main target markets, namely North American and Europe, the company 

will continue to seek the developing opportunities in emerging markets in Asia in which the 

number of passengers doubled in the past five years104. In 2013, company will develop a 

second Costa ship in China and start the Princess Program in Japan105. With the success of 

this program in Japan in 2013, Carnival will continue to invest a second ship in this market in 

2014106.

                                               
99 Carnival Corporation & Plc. 2012 Annual Report, Company, p.1
100 Carnival Corporation & Plc. 2012 Annual Report FORM 10-K, Overview, p. 4.
101 Ibid.
102 Ibid.
103 Ibid.
104 Carnival Corporation & Plc. 2012 Annual Report, company, p.2.
105 Ibid
106 Ibid.
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Thirdly, with the effort to increase annual profit, Carnival tries to controls operating 

cost and to reduce sustainably the consumption of fuel107. It expects that the use of fuel per 

unit will decrease to 5% in 2013 and the other operating cost can be reduced by using the 

advanced technology and benchmark108.

Finally, Carnival owns ten cruise brands109 and each of its brands hold business 

departments whose main tasks is providing company’s suitable services to particular markets 

to satisfy the customer’s preference but it still maintains the company’s development 

strategy110. Moreover, Carnival also improves the quality and safety condition of all ten 

brands by inviting outside professionals to help in checking emergency system and training 

about emergency programs for company’s staff and crews111. 

In conclusion, from the analysis of Carnival’s strategy, it is obvious that company is 

having the reasonable strategies for developing to maintain the leading position in the cruise 

industry in the next years. 

5.3. Board analysis:

Carnival’s board of directors includes 11 people in which Micky Arison is the 

chairman and the Chief Executive Officer112. He was designated into chairman position since 

1990 after being a director and CEO of Carnival Corporation since between 1987 and 1979. 

Since the Carnival Corporation & Plc was established in April 2003 he has become the 

chairman and Chief Executive Officer113. He has spent more than two decades in the cruise 

industry and hence, he is an expert in this area. During the time at CEO and director of 

Carnival, he has conducted many famous Merge & Acquisition. Typically, in 2003, he 

merged six cruise brands of Carnival with P&O Prince Cruise to create well-known brands in 

two markets, namely North America and Europe114.  

Moreover, the remaining director’s positions of Carnival are people who have 

seniority in management. For example, Howard S. Frank, who became Vice Chairman of the 

                                               
107 Carnival Corporation & Plc. 2012 Annual Report, company, p.3
108 Ibid
109 Carnival Corporation & Plc Website, Corporate information. Available at : http://phx.corporate-
ir.net/phoenix.zhtml?c=200767&p=irol-products ( Accessed in 28 June, 2013)
110 Carnival Corporation & Plc. 2012 Annual Report FORM 10-K, Overview, p. 5.
111 Ibid
112 Carnival Corporation & Plc website, Corporate Governance. Available at: http://phx.corporate-
ir.net/phoenix.zhtml?c=140690&p=irol-govBoard ( Accessed in 30 June,2013)
113 Carnival Corporation & Plc website, Corporate Governance. Available at: http://phx.corporate-
ir.net/phoenix.zhtml?c=140690&p=irol-govBio2&ID=155632 ( Accessed in 30 June, 2013)
114 Carnival Corporation & Plc website, Corporate Governance. Available at: http://phx.corporate-
ir.net/phoenix.zhtml?c=140690&p=irol-govBoard ( Accessed in 30 June,2013).
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Board and CEO of Company in 1998, spends over ten years in management position115. In 

addition, subsidiaries of Carnival in the main markets are controlled by the directors who are 

very talented and have much experience in management in different industries. For instance, 

Anny Sherry AO is Chief Executive Officer of Carnival in Canada. Before she was selected 

into this position in 2007, she was the director in banking and public sectors116.

In conclusion, the Carnival’s broad of directors include 11 people and most of them 

are brilliant experts117. With this management team, Carnival will be expected to increase its 

value in the financial market and to develop significantly in the future. However, there is a 

concerned that some members in the board of directors over 60 years old118. By this reason, in 

the future, the board of directors of Carnival will be restructured and this can affect the 

development of company in short-term. 

5.4. Capital Structure

5.4.1. Debt:

2008 2009 2010 2011 2012

Carnival 48.9 45.6 40.7 39.3 37.2

Average Industry 62.3 62.1 81.4 64.9 62.2

Median  industry 54.3 49.4 78.8 54.5 59.9

Table 5.1: Gearing ratio of Cruise Industry and Carnival in 5 years 2008-2012. (Unit: %)

Resource: DataStream.

The Carnival’s debt-to-equity ratio decreased significantly from 48.9% in 2008 to 

37.2% in 2012. In comparison with the industry’s figure, Carnival’s ratio was quite low. In 

2012, while the average industry’s gearing ratio was 62.2%, Carnival’s was only at 37.2 %. 

Moreover, in comparison with the main rivals, namely Royal Caribbean and TUI Travel Plc., 

the debt-to-equity ratio of Carnival was lower and it experienced a decreasing trend while its 

two competitors were increasing from 2011 to 2012. The gearing ratio of Carnival decreased 

from 39.3% in 2011 to 37.2% in 2012 whereas those of Royal Caribbean and TUI Travel Plc. 

Increased to 102.2% (2011: 90.8%) and 59.9% (2011: 54.5%) respectively. Therefore, the 

financial position of Carnival was quite safe and the company had lower risk than its rivals.

                                               
115 Carnival Corporation& Plc website, Corporate Governance, Available at: http://phx.corporate-
ir.net/phoenix.zhtml?c=140690&p=irol-govBio2&ID=155633 ( Accessed in 30 June,2013)
116 Carnival Corporation& Plc website, Corporate Governance, Available at: http://phx.corporate-
ir.net/phoenix.zhtml?c=140690&p=irol-govBio2&ID=165727 ( Access at 30 June, 2013).
117 Carnival Corporation& Plc website, Corporate Governance, Available at: http://phx.corporate-
ir.net/phoenix.zhtml?c=140690&p=irol-govManage ( Access at 30 June, 2013).
118 Carnival Corporation& Plc website, Corporate Governance, Available at: http://phx.corporate-
ir.net/phoenix.zhtml?c=140690&p=irol-govManage ( Access at 30 June, 2013).
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Figure 5.1: The gearing ratio of the Carnival and its rivals in the periods 2008-2012.

Resource: DataStream, student’s self- conduct.

Moreover, operating lease and pension also impact indirectly to Carnival’s Debt. In 

2012, the operating lease and port facilities was $1,639m119 while this account in 2011 was 

$1,642m120. In the case, if the balance sheet covered these elements, Carnival’s total debt in 

2012 would increase to more than $10m. Hence, the gearing ratio in 2012 increased from 

37.2% to 44%. However, this change did not affect the differences in financial risk between 

the Carnival and its rivals. In addition, defined benefit pension plans and defined contribution 

plans are operated in Carnival121  and the two plans total expense was $67m in 2012. 

Nevertheless, the total of debt, operating lease and defined benefit in 2012 exceeds the 

obligations. Hence, these pension plans do not raise concerns to investors.

5.4.2. Equity:

Carnival has five biggest shareholders who were holding more than 50% of 

outstanding shares122. Of these members, Micky Arison was controlling the largest proportion 

with 29.35% while the remaining members only hold above 10%. Therefore, Micky Arison 

impacted significantly to Carnival’s decisions.

                                               
119 Carnival Corporation & Plc. 2012 Annual Report, Note 6: Commitment, p.20.
120 Carnival Corporation & Plc. 2011 Annual Report, Note 6: Commitment, p.19.
121 Carnival Corporation & Plc. 2011 Annual Report, Note 13: Compensation Plans, p36.
122 Thomson One Banker, Top 5 Shareholders.
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Table 5.2: The common stock and ordinary shares of board of directors123

Source: Notice of 2013 annual meetings of shareholders and proxy statement.

According to the report from annual meeting in 2013, there was a significant change in 

the number of shares owned by directors of Carnival from 2011 to 2012. However, Micky 

Arison and Howard S. Frank were still holding the largest number of total shares issued in 

2012. In 617,471,076 outstanding shares in 2012124, Micky Arison- Chairman and CEO of the 

company- hold 179,397,507 shares, making up 29% of total outstanding shares. Next, 

Howard S.Frank holds 126,200 shares of 617,471,076 shares issued in 2012. 

In 2012, Carnival Corporation reserved 25 million common shares for employee 

benefit plans and dividend reinvestment plans125. Besides, Carnival also proclaimed that a 

special dividend was spent for holders of common stock and ordinary shares126. Therefore, it 

showed that company always had incentive policies to employee and directors in order to 

motivate them to work effectively. This was considered as an important part to maintain the 

leader position in the cruise industry. 

5.5. Cash flow analysis:

The cash and cash equivalents increased slightly from 2011 to 2012. In 2012, the cash 

and cash equivalents were $465 m but in 2011 this number was only at $450m127. However, 

considering the 5 past years from 2008 to 2012, the Carnival Corporation was showing a

decrease trend in keeping cash and cash equivalents 128but the company still remained a safety 

                                               
123 Notice of 2013 annual meetings of shareholders and proxy statement, B-8
124 Carnival Corporation & Plc 2011 Annual Report on Form 10-K, p.1
125 Carnival Corporation& Plc 2012 Annual Report, Note 10 – Shareholders’ Equity, p.24.
126 Ibid.
127 Carnival Corporation& Plc 2012 Annual Report, Consolidated Balance Sheet, p.7
128 Thomson One Banker
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cash and cash equivalent level to cover short-term payment and keep away from opportunity 

cost. A detailed analysis about the Carnival Cash flow will be conducted as follows:

2008 2009 2010 2011 2012

Net Income / Starting Line 2.330,0 1.790,00 1.978,0 1.912,0 1.298,0

Depreciation & Depletion 1.249,0 1.309,00 1.416,0 1.522,0 1.527,0

Funds From Operations 3.592,0 3.186,0 3.422,0 3.528,0 3.105,0

Net Cash Flow - Operating Activities 3.391,0 3.342,0 3.818,0 3.766,0 2.999,0

Net Cash Flow – Investing (3.255,0) (3.384,0) (3.501,0) (2.646,0) (1.772,0)

Net Cash Flow – Financing (315,0) (93,0) (404,0) (1.093,0) (1.190,0)

Inc(Dec) In Cash & Short Term Investments (293,0) (112,0) (109,0) 21,0 15,0

Table 5.3: The summary of Cash flow statement in the periods 2008 – 2012 (Unit: $ million).

Resource: Thomson One Banker.

Net cash from operating activities ($2,999 m) (2010: $3,818m, 2011:$3,766m).

In the periods from 2008 to 2011, the cash flow created from operating activities kept 

a stable trend and this number only fluctuated in interval from $3,391 m to $3.766 m. 

However, in 2012, the net cash flow from operating activities decreased significantly from 

$3,766m in 2011 to $2,999m in 2012. The reason for the low number in 2012 was originated 

from the result of the Costa Concordia disaster. This incident decreased the revenue and net 

income of Carnival in 2012129 and hence, the fund from operation in 2012 was lower than the 

past years.

What’s more, the decrease in the cash from operating activities in 2012 in comparison 

with 2011 was affected by the changes in working capital, namely receivable, payable and 

inventory. The amount of receivables changed significantly from -$43 million in 2011to -

$15m in 2012130. It showed that Carnival was falling in collecting money from their 

customers. Moreover, Carnival’s inventories also rose slightly from -$54m in 2011 to -$16m 

in 2012 while accounts payable decreased sustainably from $67m in 2011 to -$24m in 

2012131. Moreover, another reason that impacted to changes in cash from operating activities

was the change in Insurance recoverable (increased to $148m in 2012 in comparison with 

$18m in 2011132).This changed was a consequence from Costa Concordia disaster in 2012. 

Net cash flow from investing activities ($1,772m) (2010: $3,501m and 

2011:$2,646m).

The cash from investing activities was quite high during 3 years from 2008 to 2010

(2008: $3,255m and 2010: $3,501m) because Carnival invested to build the new cruise ships

                                               
129 Carnival Corporation & Plc 2012 Annual Report, Company,  p.2
130 Carnival Corporation & Plc 2012 Annual Report, Consolidated statements of cash flow,  p.8.
131 Ibid.
132 Carnival Corporation & Plc 2012 Annual Report, Consolidated statements of cash flow,  p.8
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in these years with the purpose of remaining the leading position in cruise industry in the 

future133. However, in 2011 and 2012, the cash from investing activities decreased

significantly to $2,646m and $1,772m respectively. The substantially reduction in 2012 in 

comparison with the past years was by the decrease in investing for additions to property and 

equipment in comparison with the past years. In 2011, this amount of investment was $ 

2,696m whereas this number in 2012 was only $2,332m134. Moreover, in 2012 company 

received $508m insurance proceed for damages from Costa Concordia in 2012135.

Net cash flow from financing activities ($1,190m) (2010:$404m and 

2011:$1,093m).

During the periods from 2008 to 2012, the cash inflow from long term borrowing 

decreased significantly, $2,243m in 2008 in comparison with $946m in 2012136. Besides, the

company also spent $1,052m in 2012 and these numbers in the past years were $2,192m in 

2010 and $1,052m in 2011137. Although the cash outflow in long term debt experienced a 

decrease, it was higher than cash inflow from long term borrowings. This showed that 

Carnival was trying to decline its long-term debt. 

“Stock Swap “Program138 is a remarkable point. The intention of this program is that 

company sells and repurchases the shares of Carnival Corporation common stock or Carnival 

Plc. ordinary shares and relies on the fluctuation in the price of two kinds of share in the 

financial market to obtain economic benefit139. In 2010, company carried out this program by 

selling 14.8 million shares for $545 million after it only repurchased these shares at $524 

million140. However, during the next years 2011 and 2012, the cash outflow for purchasing of 

treasury stock decreased significantly (2011: $454m and 2012: $90m141) while the cash 

inflow from selling treasury stock did not occur. This is due to the fact that in two these years, 

the “Stock Swap” Programs was not performed142.

                                               
133 Carnival Corporation & PLC 2010 Annual Report.
134 Carnival Corporation & Plc 2012 Annual Report, Consolidated statements of cash flow,  p.8
135 Carnival Corporation & Plc 2012 Annual Report, Note 7-Costa Concordia,p.20
136 Thomson One Banker, Cash flow 2012 statement.
137 Ibid
138 Carnival Corporation & Plc 2012 Annual Report, Note 10- Shareholders ‘Equity, p.24
139 Ibid
140 Ibid
141 Carnival Corporation & Plc 2012 Annual Report, Consolidated statements of cash flows, p.8
142 Carnival Corporation & Plc 2012 Annual Report, Note 10- Shareholders ‘Equity, p.24
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5.6. Company operating performance:

5.6.1. Liquidity:

Carnival’s current ratio increased from 0.2 in 2011 to 0.3 in 2012.However, when 

comparing with its main competitors in 2012, Carnival’s ratio was lower than those of TUI 

Travel PLC and higher than Royal Caribbean. Besides, Carnival’s ratio in 2012 was lower 

than the average industry number (at 0.4) and the median industry number (at 0.5). Therefore, 

the current ratio of Carnival was quite low in comparison with its competitors.   

2008 2009 2010 2011 2012

Carnival 0,3 0,3 0,2 0,2 0,3

Royal Carribean 0,4 0,4 0,3 0,3 0,2

TUI Travel Plc 0,7 0,6 0,5 0,5 0,5

Average industry 0,5 0,5 0,5 0,5 0,4

Median industry 0,5 0,6 0,5 0,5 0,5

Table 5.4: Current ratio of industry, Carnival and its rivals in the periods 2008-2012

Resource: DataStream.

Quick ratios among companies also had the similar trend as current ratio. The quick 

ratio of Carnival rose from 0.1 in 2011 to 0.2 in 2012. Moreover, Carnival’s ratio in 2012 was 

still lower than the average ratio and median ratio of industry which was 0.3.

2008 2009 2010 2011 2012

Carnival 0,2 0,2 0,1 0,1 0,2

Royal Carribean 0,3 0,3 0,2 0,2 0,1

TUI Travel Plc 0,6 0,4 0,4 0,4 0,3

Average industry 0,3 0,3 0,3 0,3 0,3

Median industry 0,3 0,3 0,3 0,4 0,3

Table 5.5: Quick ratio of industry, Carnival, its rivals and industry in the periods 2008-2012

Resource: DataStream.

From the above analysis of current and quick ratios, it is clear that two these ratios of 

Carnival were lower than 1. This means that Company could face with problems in meeting 

current liabilities. However, it can be seen that most of companies in this cruise industry had

the quick ratio and current ratio below 1. This is explained that the cruise industry in which 

Carnival is operating has the different characteristics with other industry, such as the 

manufacturing industry. In this industry, the inventory is quite low and it only makes up a

small portion in current asset because cruise industry is the service in which service is created 

and consumed during the same period of time. What’s more, the deposit from customers is 

also one remarkable characteristic of the cruise industry and it often accounts for nearly 50% 

in current liabilities. Considering the annual report in 2012 of Carnival, the amount of 
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customer deposits was $3,076m while the current liability was $7,340m143. Therefore, in 

cruise industry the current liability is always higher than current assets. Moreover, although 

the quick and current ratios of Carnival were lower than average industry, these ratios also 

had the increasing trend from 2011 to 2012. This cannot create the concern for investors.

5.6.2. Profitability:

All of companies in the cruise industry experienced the decreasing trend in operating 

profit margin in the periods from 2008 to 2012. The industry’s average number decreased 

from 8.5% in 2008 to 6.8% in 2012. This reduction could be impacted by the global economy 

crisis.

2008 2009 2010 2011 2012

Carnival 18,81 16,37 15,80 14,46 11,80

Royal Carribean 12,74 8,29 11,89 10,20 10,26

TUI Travel Plc 3,06 2,73 2,76 3,13 3,41

Average industry 8,54 7,17 7,63 7,21 6,80

Median industry 5,02 5,50 4,78 4,84 5,72

Table 5.6: Operating profit margin of industry, Carnival and its rivals in the periods 2008-2012(Unit :%)

Resource: DataStream.

With Carnival, although the operating profit margin also had a decreasing trend from 

2008 to 2012, its ratio was higher than the industry’s average number. In 2012, Carnival’s 

operating profit margin was 11.8%, nearly double the industry’s average ratio with 6.8%. 

Moreover, when comparing with two main rivals in 2012, Royal Caribbean and TUI Travel 

Plc., Carnival’s ratio was dominant and it was higher than Royal Caribbean’s ( at 10,26%) 

and nearly increased four-time TUI travel PLC’s ( at 3,41%). Hence, this showed that the 

Carnival’s business is quite effective.

The high fuel price and Costa Concordia disaster are the two reasons to cause the low 

operating ratio of Carnival.  The Costa Concordia incident reduced $410m revenue of 

Carnival in 2012 in comparison with 2011144 . Moreover, the cost of fuel increased 

significantly from $1,622m in 2010 to $2,193m in 2011145because the price of fuel increased

from $ 79 in 2010 to $104 in 2011146. However, the fuel costs in 2011 and 2012 were quite 

stable because in November 2011, company started to use “fuel derivative program” to 

moderate the risks from the increase of fuel price147. Hence, although the fuel price has

                                               
143 Carnival Corporation & Plc 2012 Annual Report, Consolidated Balance Sheets,  p.7.
144 Carnival Corporation & Plc 2012 Annual Report, Company,  p.2
145 Carnival Corporation & Plc 2012 Annual Report, Consolidated Statement Income, p.5
146 Chapter 2.
147 Carnival Corporation & Plc 2012 Annual Report, Derivative Instruments and Hedging Activities, p. 28
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increased in the recent years, the operating profit margin ratio of Carnival is better than its 

rivals. 

2008 2009 2010 2011 2012

Carnival 11,93 8,70 8,78 8,16 5,44

Royal Carribean 8,46 2,27 7,09 7,45 0,22

TUI Travel Plc -10,38 -1,03 -4,89 4,6 8,19

Average industry 7,39 7,21 6,93 9,94 8,65

Median industry 8,46 7,09 7,09 8,16 8,19

Table 5.7: Return on equity of Carnival, its rivals and industry in the periods 2008-2012 (Unit: %).

Resource: DataStream.

The return on equity of Carnival kept a stable level over 8% during the periods 2009-

2011, higher than the industry’s average number and its main competitors. After that this ratio 

decreased significantly from 8.16% in 2011 to 5.4% in 2012. This low ratio in 2012 

originated from Costa Concordia disaster and made low profit in 2012. This decrease was 

only in the short-term. However, in the long-term, Carnival has clear development strategies 

and it also receives the benefit of tax policy from markets in which it is operating. Therefore, 

return on equity of Carnival will increase again and stand at quite secure level for 

shareholders.

5.6.3. Working capital:

2008 2009 2010 2011 2012

Carnival 11 11 8 6 12

Royal Caribbean 25 25 19 14 14

TUI Travel Plc. 27 28 25 22 20

Average industry 18 14 15 14 15

Median industry 22 11 19 14 14

Table 5.8: Receivable days of Carnival, Royal Caribbean, TUI travel Plc. and industry in the periods 

2008-2012. (Unit: Days)

Resource: DataStream.

Carnival’s receivable days decreased significantly from 11 days in 2008 to 6 days in 

2011. However in 2012, the receivable days doubled to 12days in comparison that in 2011. 

The reason for this increase was because of the Costa Concordia incident in 2012. The 

amount of Insurance Recover increased significantly to $460m in comparison with $30m in 

2011148. Although the days of receivable increased in 2012, it was lower than those of

Carnival’s rivals and the average industry. Hence, these showed that company is more 

efficient than its rivals in taking credit from customers.

                                               
148 Carnival Corporation & Plc 2012 Annual Report, Consolidated Balance Sheets, p.7
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2008 2009 2010 2011 2012

Carnival 23.1 - 20.8 19.7 19.9

Royal Caribbean 19.4 22.9 - 19.8 23.2

TUI Travel Plc. 33.7 37.4 42.7 37.9 34.6

Table 5.9: Payable days of Carnival, Royal Caribbean and TUI travel Plc. in the periods 2008-2012 (Unit: 

days)

Resource: Thomson One Banker.

Moreover, when considering the payable days, there was a stable level in the days of 

payable during the periods 2010-2012 (at nearly 20 days). Moreover, in the comparison with 

its competitors, the number of payable days of Carnival was lower. This was because of the 

low receivable days caused the low payable days. Hence, the company was controlling the

payable days more effectively than its competitors.

5.7. SWOT:149

Strengths: 

 Carnival is keeping the first position in the cruise industry. 

 Expanding of Carnival’s the fleet during the periods 2013-2016

 Carnival owns diversify brands in the world.

 Improving the quality and safety for existing cruises

 Applying new technology and benchmark to reduce operating cost.

 There are experienced and talented directors.

Weakness:

 The average age of Carnival’s directors is over 60. 

 Costa Concordia incident in 2012 affected the customer’s confident about quality of 

Carnival’s cruise ship.

Opportunities:

 The development of the cruise industry in the future. 

 The average age of customer travelling by cruise ship has change in the world in the 

next years.

 The fuel price is indicated to be low in the next years.

Threats:

 The low recovery of the global economy. 

 The North America’s markets is in a maturity period

 The competition in cruise industry is more and more intensive.

                                               
149 Appendix 3
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5.8. Conclusion:

From the analysis of company, emphasize features will be presented following:

- Carnival Corporation & PLC has a good strategy and has experienced directors. 

Hence, these will drive the development of company in the next years. 

- After analysis of financial ratio of Carnival, the Carnival’s business is better than its 

rivals, although in 2012 the Costa Concordia incident impacted to revenue of Carnival. 

- The low development of global economy impact negatively to the Carnival’s business 

in recent years. Moreover, uncertain recovery of global economy in the world in the 

next years will be a challenge for long-term forecast of Carnival’s business.
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CHAPTER 6: VALUATION

6.1. Introduction:

Valuation of Carnival Corporation & PLC will be conducted in this chapter. This 

process will be started by forecasting the Carnival’s business during next six years. Then, 

discounted cash flow to equity (DCFE) and discounted abnormal earnings (EVA) will be used 

to calculate the value of Carnival’s equity. Finally, the sensitivity analysis is also being 

conducted to estimate the fluctuation of carnival’s share price with the different betas.  

6.2. Forecast the operation of Carnival in 2013:

The first important step in valuation process is forecast because it will provide the 

information and data for valuation methods. This forecast will be made by basing on the 

information from analysis of Carnival’s financial performance, business strategy, the outlook 

of economies and industry. The below table shows the forecast result of Carnival in 2013 and 

the detail forecast will be presented at appendix 6150:

Income Statement 2012 2013

Sales 15,382,000 15,766,550

Costs (excluding depreciation) 12,040,000 11,809,146

Depreciation 1,527,000 1,907,753

Operating profit 1,815,000 2,049,652

Net Finance/Other income (expense) -513,000 -459,753

Profit before tax 1,302,000 1,589,899

Tax 4,000 15,899

Profit after tax 1,298,000 1,574,000

Table 6.1: The income statement forecasted in 2013 (Unit: $,000)

Resource: self-conducted.

6.3. Forecast the operation of Carnival beyond 2013151:

Table 6.3 and table 6.4 present the forecast of Carnival’s business in the period 2013-

2017 and beyond.  This detail of assumption is discussed in appendix 7.

                                               
150 Appendix 6
151 Appendix 7
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Year ending 30th 

November
2012 2013 2014 2015 2016 2017 Beyond

Unit: $,000

Income Statement

Sales 15,382,000 15,766,550 16,641,594 18,114,375 19,847,920 20,939,556 22,091,231

Costs (excluding 

depreciation)
12,040,000 11,809,146 12,370,587 13,138,316 14,078,356 14,078,298 14,852,605

Depreciation 1,527,000 1,907,753 2,013,633 2,191,839 2,401,598 2,533,686 2,673,039

Operating profit 1,815,000 2,049,652 2,257,374 2,784,220 3,367,966 4,327,572 4,565,587

Net Finance/Other income 

(expense)
-513,000 -459,753 -449,323 -469,525 -514,458 -542,753 -572,605

Profit before tax 1,302,000 1,589,899 1,808,051 2,314,695 2,853,508 3,784,819 3,992,982

Tax 4,000 15,899 18,081 23,147 28,535 37,848 39,930

Profit after tax 1,298,000 1,574,000 1,789,970 2,291,548 2,824,973 3,746,971 3,953,052

Table 6.2: The Income Statement of Carnival forecasted in the periods 2012-2017 and beyond.

Resource: self-conducted.

Balance Sheet 2012 2013 2014 2015 2016 2017 Beyond

Unit: $,000

Net operating working 

capital
-4,187,000 -4,099,303 -4,326,814 -4,709,737 -5,160,459 -5,444,285 -5,743,720

Net non-current assets 37,265,000 38,155,051 40,272,656 43,836,786 48,031,967 50,673,725 53,460,780

Net assets 33,078,000 34,055,748 35,945,842 39,127,049 42,871,508 45,229,441 47,717,060

Net debt 9,149,000 9,195,052 8,986,461 9,390,492 10,289,162 10,855,066 11,452,094

Shareholders' equity 23,929,000 24,860,696 26,959,382 29,736,557 32,582,346 34,374,375 36,264,965

Net capital 33,078,000 34,055,748 35,945,842 39,127,049 42,871,508 45,229,441 47,717,060

Table 6.3: The Balance Sheet of Carnival forecasted in the periods 2012-2017 and beyond.

Resource: self-conducted.

6.4. Valuation:

6.4.1. Model used and reasons:

According the Carnival’s annual report, although the company pays dividend 

continuously each year, it does not have the obvious dividend policy.  Annual dividend 

payment only depends on the decision of managements and consent of shareholders. 

Therefore, the use of discounted dividend model will not be applied because of the unclear 

dividend policy.

As an alternative, expected free cash flow generated from Carnival’s operation aligns 

with sales and profit. According to the observation of potential shareholders, the discounted 

cash flow model is being considered as an appropriate model. Moreover, the company also 

has clear business strategy, especially entering emerging markets in Asia and Australia in the 

future. This helps the company to improve and increase the revenue in long and short-term. 
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Therefore, discounted abnormal earning method iss be used to valuate Carnival’s value 

equity.

6.4.2. Discounted cash flow to equity (DCFE)152:

In this method, the value of equity is calculated by discounting back the expected future 

cash flows to equity holders. The result of this method is presented in table 6.5. 

Discounted Cash Flows 2012 2013 2014 2015 2016 2017 Beyond

Unit: $,000

Net income 1,574,000 1,789,970 2,291,547 2,824,973 3,746,970 3,953,053

Change in working capital 

and cash
87,697 -227,511 -382,923 -450,722 -283,825 -299,436

Change in non-current assets 890,051 2,117,605 3,564,130 4,195,180 2,641,758 2,787,055

Change in Debt 46,052 -208,591 404,031 898,670 565,904 597,029

Free Cash Flow to Equity 642,304 -308,715 -485,628 -20,816 1,954,941 2,062,462

Terminal growth rate 5.50%

Terminal value 68,406,716

Discount factor 0.9215 0.8492 0.7826 0.7212 0.6646 0.6646

PV 591,903 -262,167 -380,045 -15,012 1,299,226 45,462,139

Value of equity (DCFE) 46,696,045

Value per share (DCFE) in $ 57.58

Table 6.4: Discount cash flow to equity

Resource: self-conducted.

6.4.3. Discounted abnormal earning153:

In this method, the value of equity is calculated by discounting back the expected 

future abnormal earnings and then adding the book value of equity. This result is 

demonstrated in the below table:

                                               
152 Appendix 9.
153 Ibid.
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Abnormal Earnings ($) 2012 2013 2014 2015 2016 2017 Beyond

Unit: $,000

Net income 1,574,000 1,789,970 2,291,547 2,824,973 3,746,970 3,953,053

Book value of equity 

(start of year)
23,929,000 24,860,696 26,959,382 29,736,557 32,582,346 34,374,375

Capital charge 2,037,554 2,116,888 2,295,591 2,532,068 2,774,387 2,926,978

Abnormal earnings -463,554 -326,918 -4,044 292,905 972,583 1,026,075

Terminal growth rate 5.50%

Terminal value 34,032,341

Discount factor 0.9215 0.8492 0.7826 0.7212 0.6646 0.6646

PV -427,180 -277,626 -3,165 211,236 646,365 22,617,414

Value of abnormal 

earnings
22,767,045

Book value of equity (at 

valuation date)
23,929,000

Value of equity (EVA) 46,696,045

Value per share (EVA) 

in $
57.58

Table 6.5: Discount abnormal earning

Resource: self-conducted.

In conclusion, from two above valuation methods, the value of Carnival equity is 57.58

USD. According to the exchange rate on 13th August 2013, one USD is equal to 0.6476

GBP154. Therefore, the value of Carnival shares is 3,729 pence which is higher than its value 

on 13th August 2013 at 2,447 pence in LSE. This indicated that the price of Carnival stock is 

undervalued.

6.4.4. Sensitivity analysis:

The limitation of two above valuation models is that they relied on assumption to 

calculate the value of equity but in the some case, the forecast is uncertain. Therefore, 

sensitivity analysis used is quite necessary because this analysis method will expand some 

circumstances about the fluctuation of beta to provide different range of Share value. Table 

6.7 shows the fluctuation of share value according to the change of beta. The share value in 

USD will be exchanged into Pence according to the exchange rate on 13th August 2013 (1$ = 

0.6476 GBP).

                                               
154 Yahoo Finance, available at: http://uk.finance.yahoo.com/currencies/converter/#from=USD;to=GBP;amt=1 (
Access at 13th August 2013)
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Beta Cost of equity Share value ( USD) Share value ( Pence) Upside potential

1.07155 8.52 % $ 57.58 3,729 pence 52.4%

1.066156 8.46 % $ 58.77 3,806 pence 55.54%

1.05157 8.41 % $ 60.00 3,886 pence 58.81%

Table 6.6: Sensitivity analysis – The change of Beta

Resource: self-conducted.

When low beta is 1.05, the value of Carnival shares is higher 58.81% than its share 

price in LSE on 13th August 2013. Moreover, with the beta at 1.066 and 1.07, the share price 

of Carnival rises to 55.54% and 52.4% respectively. Hence, this analysis showed that the 

share price of Carnival is undervalue, which suggests BUY and HOLD recommendation.

6.5. Investment risk:

6.5.1. Business risk:

Because Carnival is multinational company with a group of subsidiaries located in 

Asia, Australia, North America and Europe, its operation depends on the fluctuation of 

economy in these regions. As analysis in chapter 2, the economic signal in these areas 

improved in recent years but it is quite low in comparison with the years before financial 

crisis. Moreover, the debt risks and the high unemployment rate in the Europe will impact 

negatively to the business of Carnival. North American, which is the main markets of 

company, is in the maturity period. Hence, the growth rate of Carnival in this region will not 

change significantly in the future. 

Moreover, the competitive level in the cruise industry is very high. Although Carnival 

still keeps the leading position in the cruise industry, the market share decreased from 51% in 

2011 to 37% in 2013158.  In order to keep the leading position, Carnival tried to widen its 

products, diversify its brands and improve the quality of current ships159. Besides, the 

company also faces with other potential rivals in Hotel and resort industry. Hence, the rival 

level affects significantly to the revenue and profit of Carnival in the next years. 

In addition, in cruise industry, the bad weather conditions or natural disasters impact 

significantly to the operation of Carnival160. Although the company also invests money to 

repair and improve the safety systems for current cruises, it cannot avoid the damages from

these disasters in the future. Furthermore, natural disasters also impact the customer’s 

                                               
155 Datastream ( Beta is calculated in the base on 10- year period data and monthly observation)
156 Datastream ( Beta is computed on the basis of 5-year period data and monthly observation)
157 Worldscope.
158 Chapter 3.
159 Carnival Corporation & Plc. 2012 Annual Report FORM 10-K,p.35
160 Carnival Corporation & Plc. 2012 Annual Report FORM 10-K,p.30
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decisions in choice cruise travel. Hence, the business of Carnival is also impacted adversely 

by the natural disasters in the future. 

6.5.2. Market risk:

The volatility of Carnival share to FTSE ALL SHARE is quite low with 1.07161, which 

is approximately equal to 1. Therefore, the market risk does not impact to the business of 

company

6.5.3. Financial risk:

The fluctuation of interest rate risk impacts to the Carnival’s investment and debt. 

Carnival mitigates this effect by using floating interest rate for short-term investments and 

adjusting its debt periodically162. Moreover, in chapter 5, the liquidity ratio of Carnival is 

lower than 1, because the different characteristic between cruise industry and other industries. 

Hence, this does not create the concerns for shareholders.  

Furthermore, with travel agencies and tour operation, Carnival monitors their 

creditworthiness163. However, in some case, Carnival expands the credit for tour operation 

and travel agencies although they did not pay money for Carnival. Besides, Carnival also 

supports travel agencies normal credit sales but it does not require them to put up something 

as security. Hence, the creditworthiness risk of Carnival is quite high.

The operating cash flow in the future is also a concern of Carnival. The risk factors, 

such as the decrease of guest demand or the change of customer confidence after Costa 

Concordia disaster in 2012, impacts to the financial situation of Carnival in the future. This 

can make the company not to have enough money for investment and debt payment164

6.5.4. Foreign exchange rate risk:

Carnival is a multinational company; hence, the fluctuation of exchange rate will 

impact to its financial statement. Most of Carnival’s the revenue, expenses, liability, assets is 

presented under the different currencies, such as Euro, Australian and Canadian dollars. 

Moreover, during three years from 2010 to 2012, Carnival’s the revenue from markets outside 

of the USA was above 50%165. All of the revenue, expenses, liability must be translated into 

USD to created consolidated financial statements. Accordingly, when the U.S economy 

recovers again, the value of USD will be stronger than other currency. Hence, this will 

impacted negatively to U.S dollar financial statement of Company.

                                               
161 Appendix 8.
162 Carnival Corporation & Plc 2012 Annual Report, p.32.
163 Carnival Corporation & Plc 2012 Annual Report, p.33.
164 Carnival Corporation & Plc. 2012 Annual Report FORM 10-K, p.37
165 Carnival Corporation & Plc. 2012 Annual Report FORM 10-K, p.37
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6.6. Conclusion:

Discounted cash flow to equity (DCFE) and discounted abnormal earning (EVA) 

produced the same value of Carnival’s share price (3,729 pence) which is higher than the 

current Carnival’s share price on 13th August 2013 (2,447 pence). Moreover, the use 

sensitivity analysis beta also showed that the change of share value according to the 

fluctuation of Beta. This fluctuation also created the share value which is higher than the 

share value of Carnival on 13th August 2013.  Hence, the Carnival’s share price is 

UNDERVALUED.
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CHAPTER 7: CONCLUSION AND RECOMMENDATION.

7.1. Introduction: 

The last chapter will summarize all the information of previous chapters and analysis 

of share price performance of Carnival during the periods 2008-2013. Then, a 

recommendation will be given to the current and potentials investors in order to help them to 

decide whether to Buy, Sell or Hold Carnival’s shares. 

7.2. Share price performance:

Figure 7.1: The Carnival’s share price performance166.

Based on the share price performance presented in figure 7.1, the share price of 

Carnival suffered a large decrease during this time from 2,239 pence in 2008 to 1,331 pence 

in 2009 because the business of Carnival Corporation was affected by the global economic 

crisis. Then, the share price increased significantly to 2,850 pence in April 2010 and to 3,147 

pence in 2011. However, in April 2012, share price declined sharply to 1,919 pence. This 

decrease was as a consequence of the Costa Concordia incident. After that the share price of 

Carnival increased significantly to 2,420 pence in the end of 2012, then the share price 

dropped to 2,217 pence in April 2013. Next, it rose again to 2,524 pence in July 2013.

                                               
166 Yahoo Finance (2013). Interactive,  available at: 
http://uk.finance.yahoo.com/echarts?s=CCL.L#symbol=CCL.L;range=1d ( Accessed on 14nd August, 2013).
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Figure 7.2: The comparison in share price performance between Carnival and Royal Caribbean Cruise167

The share price of Carnival experienced is better development than that of Royal 

Caribbean Cruise. While the share price of Carnival increased to 20% in July 2013, the share 

price of Royal Caribbean Cruise only increased about 2%.

Figure 7.3: Carnival and FTSE ALL SHARE168

                                               
167 Yahoo Finance (2013). Interactive, available at: 
http://uk.finance.yahoo.com/echarts?s=CCL.L#symbol=ccl.l;range=20071029,20130807;compare=rcl;indicator=
volume;charttype=area;crosshair=on;ohlcvalues=0;logscale=off;source=undefined ( Accessed on 14nd August, 
2013) 
168 Yahoo Finance (2013). Interactive, available at: 
http://uk.finance.yahoo.com/echarts?s=CCL.L#symbol=ccl.l;range=20071029,20130807;compare=^ftas;indicato
r=volume;charttype=area;crosshair=on;ohlcvalues=0;logscale=off;source=undefined ( Accessed on 14nd August, 
2013) 
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According to the Figure 7.3, at the beginning of 2012, the share price of Carnival 

underperformed in the market index because of a result of the Costa Concordia incident. 

However, the share price was higher than the market index after April 2012. Next, the share 

price decreased from 2391 pence to 2210 pence during 4 months from April to July in 2013, it 

has been increasing again to 2568 pence and outperforming the market index since July 2013. 

This also indicate that the Carnival’ share is quite better than market index.   

7.3. Conclusion and recommendation:

The recovery of global economy and the reduction of inflation and unemployment rate 

in the next years will impact positively to the operation of Carnival. Besides, the main 

markets of company also have the positive prospects in GDP growth rate, especially, the rapid 

development of the economy in Australia and Asia and the recovery of the economy in North 

America. 

With the development of global economy, the cruise industry is also forecasted to 

increase during the next years. However, this development is different among regions. While 

in North America, the source of cruise passengers is stable during the next years, the number 

of cruise passengers in Europe and Australia and Asia will increase significant. It is a 

beneficial for the development of Carnival in the future.

In the cruise industry, Carnival has the highest market share with 37%. Furthermore, 

the company is also employing clear strategies of development in the next years, especially 

the increasing of the number of cruise and the expansion of Carnival Brand into the emerging 

markets in Asia. Moreover, the current financial situation of Carnival is quite better than its 

competitors. With the forecast about the development of Carnival in the next year, the equity 

value of Carnival is measured to be 3,729 pence which is higher than the current Carnival’s 

share price on 13th August 2013 (2,447 pence). From the above analysis, the business of 

Carnival will have the positive prospect in the future. Therefore, the current shareholders 

should HOLD the Carnival shares while the potentials shareholders should BUY the Carnival 

Shares.
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APPENDIX 1: Financial Statements

Annual Balance Sheet ( Unit: Millions)

11/30/2012

USD

11/30/2011

USD

11/30/2010

USD

11/30/2009

USD

11/30/2008

USD

Assets

Cash & ST Investments 477.0 450.0 429.0 538.0 650.0

    Cash 465.0 358.0 404.0 324.0 650.0

    Short Term Investments 12.0 92.0 25.0 214.0 -

Receivables (Net) 730.0 263.0 248.0 362.0 418.0

Inventories - Total 390.0 374.0 320.0 320.0 315.0

    Raw Materials - - - - -

    Work In Process - - - - -

    Finished Goods - - - - -

    Progress Payments & Other - - - - 315.0

Prepaid Expenses - - - - -

Other Current Assets 224.0 225.0 247.0 298.0 267.0

Current Assets - Total 1,821.0 1,312.0 1,244.0 1,518.0 1,650.0

Long Term Receivables 39.0 90.0 178.0 181.0 0.0

Investment In Unconsolidated Subsidiaries 0.0 0.0 0.0 0.0 0.0

Other Investments 36.0 0.0 0.0 0.0 0.0

Property Plant & Equipment - Net 32,137.0 32,054.0 30,967.0 29,870.0 26,457.0

    Property Plant & Equipment - Gross 43,201.0 42,204.0 39,836.0 37,734.0 32,873.0

        Land - - - - -

        Buildings 901.0 898.0 858.0 864.0 762.0

        Construction Work In Progress 380.0 526.0 696.0 - 707.0

        Machinery & Equipment - - - - -

        Rental/Lease Property - - - - -

        Transportation Equipment 40,774.0 39,764.0 37,348.0 35,187.0 31,404.0

        PP&E - Other - - - - -

        PP&E Under Capitalized Leases - - - - -

    (Less) Accumulated Depreciation 11,064.0 10,150.0 8,869.0 7,864.0 6,416.0

        Accum Depr-Land - - - - -

        Accum Depr-Buildings - - - - -

        Accum Depr-Machinery & Equip. - - - - -

        Accum Depr-Rental/Lease Property - - - - -

        Accum Depr-Transport Equip. - - - - -

        Accum Depr-PP&E Other - - - - -

        Accum Depr-PP&E Under Cap Leases - - - - -

Other Assets 5,128.0 5,181.0 5,101.0 5,266.0 5,293.0

    Deferred Charges 0.0 0.0 0.0 0.0 0.0

    Tangible Other Assets 640.0 529.0 461.0 469.0 733.0

    Intangible Other Assets 4,488.0 4,652.0 4,640.0 4,797.0 4,560.0

Total Assets 39,161.0 38,637.0 37,490.0 36,835.0 33,400.0

Liabilities

Accounts Payable 549.0 576.0 503.0 568.0 512.0

ST Debt & Current Portion of LT Debt 1,734.0 1,300.0 1,353.0 950.0 1,608.0s

Accrued Payroll - - - - -
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Income Taxes Payable - - - - -

Dividends Payable 583.0 - - - -

Other Current Liabilities 4,474.0 4,229.0 3,899.0 3,449.0 3,661.0

Current Liabilities - Total 7,340.0 6,105.0 5,755.0 4,967.0 5,781.0

Long Term Debt 7,168.0 8,053.0 8,011.0 9,097.0 7,735.0

    LT Debt Excl Capital Leases 7,168.0 8,053.0 8,011.0 9,097.0 7,735.0

    Non-Convertible Debt 7,168.0 8,053.0 8,005.0 8,493.0 7,110.0

    Convertible Debt 0.0 0.0 6.0 604.0 625.0

    Capitalized Lease Obligations 0.0 0.0 0.0 0.0 0.0

Provision for Risks & Charges - - - - -

Deferred Income - 0.0 0.0 0.0 0.0

Deferred Taxes 0.0 0.0 0.0 0.0 0.0

    Deferred Taxes - Credit - - - - -

    Deferred Taxes - Debit - - - - -

Deferred Tax Liability In Untaxed Reserves - - - - -

Other Liabilities 724.0 647.0 693.0 732.0 786.0

Total Liabilities 15,232.0 14,805.0 14,459.0 14,796.0 14,302.0

Shareholders' Equity

Non-Equity Reserves 0.0 0.0 0.0 0.0 0.0

Minority Interest 0.0 0.0 0.0 0.0 0.0

Preferred Stock 0.0 0.0 0.0 0.0 0.0

Preferred Stock - Non Redeemable 0.0 0.0 0.0 0.0 0.0

Preferred Stock - Redeemable 0.0 0.0 0.0 0.0 0.0

Common Equity 23,929.0 23,832.0 23,031.0 22,039.0 19,098.0

    Common Stock 363.0 363.0 361.0 360.0 360.0

    Capital Surplus 8,252.0 8,180.0 8,094.0 7,920.0 7,677.0

    Revaluation Reserves 0.0 0.0 0.0 0.0 0.0

    Other Appropriated Reserves (125.0) (96.0) (91.0) (99.0) (35.0)

    Unappropriated (Free) Reserves - - - - -

    Retained Earnings 18,479.0 18,349.0 17,224.0 15,561.0 13,980.0

    Equity In Untaxed Reserves - - - - -

    ESOP Guarantees 0.0 0.0 0.0 0.0 0.0

    Unrealized Foreign Exchange Gain(Loss) (69.0) (96.0) (147.0) 577.0 (568.0)

    Unrealized Gain(Loss) on Marketable Securities (13.0) (17.0) (16.0) (16.0) (20.0)

    (Less) Treasury Stock 2,958.0 2,851.0 2,394.0 2,264.0 2,296.0

Total Shareholders Equity 23,929.0 23,832.0 23,031.0 22,039.0 19,098.0

Total Liabilities & Shareholders Equity 39,161.0 38,637.0 37,490.0 36,835.0 33,400.0

Common Shares Outstanding 776.0 777.0 790.0 787.0 785.0

Table 1: Annual Balance Sheet (Unit: Millions)

Source: Thomson One Banker
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Annual Income Statement (Unit: Million)

11/30/2012

USD

11/30/2011

USD

11/30/2010

USD

11/30/2009

USD

11/30/2008

USD

Net Sales or Revenues 15,382.0 15,793.0 14,469.0 13,460.0 14,646.0

Operating Expenses - Total 13,567.0 13,510.0 12,183.0 11,306.0 11,917.0

Cost of Goods Sold 10,320.0 10,271.0 9,092.0 8,407.0 9,039.0

Selling, General & Admin Expenses 1,720.0 1,717.0 1,675.0 1,590.0 1,629.0

Depreciation, Depletion & Amortization 1,527.0 1,522.0 1,416.0 1,309.0 1,249.0

    Depreciation - - - - -

    Amortization of Intangibles - - - - -

    Amortization of Deferred Charges - - - - 0.0

Other Operating Expenses 0.0 0.0 0.0 0.0 0.0

Operating Income 1,815.0 2,283.0 2,286.0 2,154.0 2,729.0

Extraordinary Credit - Pretax 6.0 1.0 35.0 0.0 0.0

Extraordinary Charge - Pretax 173.0 28.0 0.0 0.0 0.0

Non-Operating Interest Income 10.0 11.0 12.0 14.0 35.0

Interest Expense On Debt 353.0 386.0 404.0 417.0 466.0

Pretax Equity In Earnings 0.0 0.0 0.0 0.0 0.0

Reserves- Increase(Decrease) 0.0 0.0 0.0 0.0 0.0

Other Income/Expense - Net (20.0) 10.0 24.0 18.0 27.0

Interest Capitalized 17.0 21.0 26.0 37.0 52.0

Pretax Income 1,302.0 1,912.0 1,979.0 1,806.0 2,377.0

Income Taxes 4.0 0.0 1.0 16.0 47.0

    Current Domestic Income Tax 4.0 0.0 1.0 16.0 47.0

    Current Foreign Income Tax 0.0 0.0 - - -

    Deferred Domestic Income Tax 0.0 0.0 - - -

    Deferred Foreign Income Tax 0.0 0.0 - - -

    Income Tax Credits 0.0 0.0 - - -

Minority Interest 0.0 0.0 0.0 0.0 0.0

Equity In Earnings 0.0 0.0 0.0 0.0 0.0

After Tax Other Income/Expense 0.0 0.0 0.0 0.0 0.0

Discontinued Operations 0.0 0.0 0.0 0.0 0.0

Net Income Before Extra Items/Preferred Div 1,298.0 1,912.0 1,978.0 1,790.0 2,330.0

Extr Items & Gain(Loss) Sale of Assets 0.0 0.0 0.0 0.0 0.0

Net Income Before Preferred Dividends 1,298.0 1,912.0 1,978.0 1,790.0 2,330.0

Preferred Dividend Require 0.0 0.0 0.0 0.0 0.0

Net Income to Common Shareholders 1,298.0 1,912.0 1,978.0 1,790.0 2,330.0

EPS Incl Extraordinary Items 1.7 2.4 2.5 2.3 3.0

EPS - Continuing Operations 1.7 2.4 2.5 2.3 3.0

Dividend Per Share 1.0 1.0 0.5 0.1 1.2

Common Shares Used to Calc Diluted EPS 779,000,000.0 789,000,000.0 805,000,000.0 804,000,000.0 816,000,000.0

Table 2: Annual Income Statement (Unit: Million)

Source: Thomson One Banker
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Annual Cash Flow Statement ( Unit: Million) 

11/30/2012

USD

11/30/2011

USD

11/30/2010

USD

11/30/2009

USD

11/30/2008

USD

Operations

Net Income / Starting Line 1,298.0 1,912.0 1,978.0 - 2,330.0

Depreciation, Depletion & Amortization 1,527.0 1,522.0 1,416.0 1,309.0 1,249.0

    Depreciation & Depletion 1,527.0 1,522.0 1,416.0 - 1,249.0

    Amortization of Intangible Assets - - - - -

Deferred Income Taxes & Investment Tax Credit 0.0 0.0 0.0 0.0 0.0

    Deferred Income Taxes 0.0 0.0 0.0 0.0 0.0

    Investment Tax Credits - 0.0 0.0 0.0 0.0

Other Cash Flow 280.0 94.0 28.0 87.0 13.0

Funds From Operations 3,105.0 3,528.0 3,422.0 3,186.0 3,592.0

Extraordinary Items 0.0 0.0 0.0 0.0 0.0

Funds From/For Other Operating Activities (106.0) 238.0 396.0 156.0 (201.0)

    Dec(Inc) In Receivables 133.0 (43.0) 106.0 81.0 (88.0)

    Dec(Inc) In Inventories (16.0) (54.0) (12.0) 10.0 (8.0)

    Inc(Dec) In Accounts Payable (24.0) 67.0 (36.0) 74.0 (66.0)

    Inc(Dec) In Income Taxes Payable - - - - -

    Inc(Dec) In Other Accruals - (41.0) 81.0 29.0 37.0

    Dec(Inc) In Other Assets/Liabilities (199.0) 309.0 257.0 (38.0) (76.0)

Net Cash Flow - Operating Activities 2,999.0 3,766.0 3,818.0 3,342.0 3,391.0

Investing

Capital Expenditures (Addition to Fixed Assets) (2,332.0) (2,696.0) (3,579.0) (3,380.0) (3,353.0)

Additions To Other Assets 0.0 0.0 0.0 0.0 0.0

Net Assets From Acquisitions 0.0 0.0 0.0 (33.0) 0.0

Increase In Investments 0.0 0.0 0.0 (4.0) (4.0)

Decrease In Investments 0.0 0.0 0.0 2.0 11.0

Disposal of Fixed Assets 0.0 0.0 0.0 0.0 0.0

Other Use/(Source) - Investing (560.0) (50.0) (78.0) (31.0) (91.0)

    Other Uses - Investing 0.0 0.0 0.0 0.0 0.0

    Other Sources - Investing 560.0 50.0 78.0 31.0 91.0

Net Cash Flow - Investing (1,772.0) (2,646.0) (3,501.0) (3,384.0) (3,255.0)

Financing

Net Proceeds From Sale/Issue of Com & Pref 0.0 0.0 545.0 196.0 0.0

    Proceeds From Stock Options 0.0 0.0 0.0 0.0 0.0

    Other Proceeds From Sale/Issuance of Stock 0.0 0.0 545.0 196.0 0.0

Com/Pfd Purchased (90.0) (454.0) (524.0) (188.0) (83.0)

Long Term Borrowings 946.0 1,704.0 1,374.0 2,299.0 2,243.0

Reduction In Long Term Debt (1,052.0) (1,250.0) (2,192.0) (1,273.0) (1,211.0)

Inc(Dec) In Short Term Borrowings (224.0) (450.0) 626.0 (288.0) 138.0

Cash Dividends Paid - Total (779.0) (671.0) (237.0) (314.0) (1,261.0)

    Common Dividends (Cash) 779.0 671.0 237.0 314.0 1,261.0

    Preferred Dividends (Cash) 0.0 0.0 0.0 0.0 0.0

Other Source (Use) - Financing 9.0 28.0 4.0 (525.0) (141.0)

    Other Sources - Financing 9.0 28.0 4.0 1,279.0 4,109.0

    Other Uses - Financing 0.0 0.0 0.0 (1,804.0) (4,250.0)

Net Cash Flow - Financing (1,190.0) (1,093.0) (404.0) (93.0) (315.0)
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Effect of Exchange Rate On Cash (22.0) (6.0) (22.0) 23.0 (114.0)

Inc(Dec) In Cash & Short Term Investments 15.0 21.0 (109.0) (112.0) (293.0)

Table 3: Annual Cash Flow Statement (Unit: Million)

Source: Thomson One Banker

APPENDIX 2: Correlation efficient between the change of Carnival’s share prices and 

foreign currency translation adjustments.

This correlation checks how the relationship between the value of firm and translation 

exposure is. The foreign currency translation adjustment is got at the annual report and 

Quarterly Report from 2008 to 2013. Moreover, the price of Carnival share is collected from 

the Yahoo Finance website. The Price change is calculated by the two months share price

after report issued minus the share price at the time report issued. 

Date Price change Foreign currency translation adjustment

31-May-08 -3.12 11

30-Nov-08 -2.81 649

31-May-09 2.55 672

30-Nov-09 1.3 -1816

31-May-10 -1.55 -1391

30-Nov-10 3.4 1043

31-May-11 -5.51 707

30-Nov-11 -3 -24

31-May-12 1.19 -303

30-Nov-12 0.06 25

31-May-13 3.53 -280

Table 4: The fluctuation of foreign currency translation adjustment and Share price of 

Carnival

The correlation efficient between foreign currency translation adjustment and price 

change of Carnival after two months is -0.1. This showed that there is an inverse correlation 

between two these factors.  
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APPENDIX 3: Carnival’s SWOT.

Strengths: 

 Carnival is keeping the first position in the cruise industry. Analysis in the chapter 3 

showed that the Carnival is making up the highest market share in the cruise industry 

(37% in 2013). What’s more, Carnival also is the largest company in the cruise 

industry in the world169. This will bring many benefits for Carnival’s business in the 

future when its brands are recognised widely in the world.

 With the expanding of Carnival’s the fleet during the periods 2013-2016, Carnival will 

increase ability to meet the development of global capacity in the next years and will 

keep the leading position in the cruise industry. 

 Carnival owns ten brands. This brings the diversification for customers.

 Carnival invests more money and invite outside experts to check and improve the 

quality and safety for existing cruises. This will help the company to create the 

customer’s confidence.

 Applying new technology and benchmark reduce operating cost. Hence, it will help 

company to improve profit in the future.

 There are experienced and talented directors.

Weakness:

 The average age of Carnival’s directors is over 60 years old. In the future, these

directors will retire and organization will face some changes. Therefore, this can 

impact significant to the Carnival’s operation in the future.

 Costa Concordia incident in 2012 affects the customer’s confident about quality of 

Carnival’s cruise ship.

Opportunities:

 The cruise industry develops significantly in the recent years and it is forecasted to 

keep the growth rate in the future. From the analysis of cruise industry, the cruise 

industry is assumed to increase to 3.2% in 2015. Moreover, the number of customer 

from emerging markets in Australia, Asia and Euro is increasing quickly. Hence, these 

markets are very attractive and they will create more benefits for Carnival’s business 

in the future. 

 The average age of customer travelling by cruise ship have changes in the world in the 

next years. While the age of cruise passengers from North America and Euro is 45 

                                               
169 Carnival Corporation & Plc 2012 Annual Report, Company,  p.1
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years old and above 45, the majority of cruise passengers is younger is younger. 

Hence, Carnival needs to have different strategy at each region to catch this change.

 The fuel price will decreases in the next years. IMF organization forecasted that the 

fuel price will decrease to $ 97.6 in 2015. 

Threats:

 The global economy is in the recovery period but its rate is quite slow. Moreover, the 

unemployment rate is quite high. Hence, these will impact to the Carnival’s business. 

 The North American market, which made up more than 50% of Carnival revenue, is in 

the maturity period. The number of customer in this market will be stable in the future. 

Therefore, Carnival’s growth rate in this region will not fluctuate significantly in the 

next years.

 The competition in cruise industry is more and more intensive. Although Carnival is 

still keeping the leading position, the market share also decreases from 51% in 2011 to 

37% in 2013. Moreover, Carnival also must face with other big rival in Hotel and 

resort industry. 
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APPENDIX 4: Restated financial statements.

Year ending 30th April ($,000) 2012 2011 2010 2009

Income Statement

Sales 15,382,000 15,793,000 14,469,000 13,460,000

Costs (excluding depreciation) 12,040,000 11,988,000 10,767,000 9,997,000

Depreciation 1,527,000 1,522,000 1,416,000 1,309,000

Operating profit 1,815,000 2,283,000 2,286,000 2,154,000

Net Finance/Other income (expense) -513,000 -371,000 -307,000 -348,000

Profit before tax 1,302,000 1,912,000 1,979,000 1,806,000

Tax 4,000 0 1,000 16,000

Profit after tax 1,298,000 1,912,000 1,978,000 1,790,000

Table 5: Restated Carnival’s Income statement in the periods 2009-2012

Resource: self-conducted.

Balance Sheet (end of FY) 2012 2011 2010 2009

Unit: $,000

Net operating working capital -4,187,000 -3,853,000 -3,409,000 -2,856,000

Net non-current assets 37,265,000 37,235,000 36,068,000 35,136,000

Net assets 33,078,000 33,382,000 32,659,000 32,280,000

Net debt 9,149,000 9,550,000 9,628,000 10,241,000

Shareholders' equity 23,929,000 23,832,000 23,031,000 22,039,000

Net capital 33,078,000 33,382,000 32,659,000 32,280,000

Table 6: Restated Carnival’s Balance Sheet in the periods 2009-2012

Resource: self-conducted.
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APPENDIX 5: Key parameters.

Key Parameters 2012 2011 2010 2009 Average Media

Sales Growth -2.6% 9.2% 7.5% 4.7% 7.5%

Operating Margin 11.8% 14.5% 15.8% 16.0% 14.5% 15.1%

Growth in Profit after tax -32.1% -3.3% 10.5% -8.3% -3.3%

ROE (based on prior year equity) 5.4% 8.3% 9.0% 7.6% 8.3%

Tax rate 0.3% 0.0% 0.1% 0.9% 0.3% 0.2%

Net operating working capital/Sales -27.2% -24.4% -23.6% -21.2% -24.1% -24.0%

Non-current assets/Sales 242.3% 235.8% 249.3% 261.0% 247.1% 245.8%

Depreciation/Non-current assets 4.1% 4.1% 3.9% 3.7% 4.0% 4.0%

Net debt/Capital 27.7% 28.6% 29.5% 31.7% 29.4% 29.0%

Ordinary dividends 779,000 671,000 237,000 314,000

Retained profit 519,000 1,241,000 1,741,000 1,476,000

Table 7: Carnival’s key parameters in the periods 2009-2012

Resource: self-conducted.
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APPENDIX 6: Forecast in 2013.

The first step of forecast in 2013 is the estimation of Carnival’s revenue. The revenue 

of the company depends on the number of cruise travelers which company serves in this year. 

Hence, the relationship between sales and capacity growth will be used to estimate Carnival’s 

revenue in 2013:

2009 2010 2011 2012 2013

Capacity170 174,000 186,000 195,000 200,000 206,000

Sales ($m) 13,460 14,469 15,793 15,382 15,766

Capacity growth 7.4% 6.9% 4.8% 2.6% 3.0%

Sales growth -8.10% 7.50% 9.15% -2.60% 2.50%

Table 8: Sale growth and capacity growth of Carnival in the periods 2008 – 2013

Resource: self-conducted.

In 2012, because of the Costa Concordia incident, the sale growth of Carnival 

decreased to -2.6% in comparison with 2011. This also affects the customer’s belief to the 

Carnival’s value of Brand during the next years. In order to solve this problem, in 2013, 

Carnival also invests money into improve quality and safe of existing fleet171. Moreover, 

Carnival will introduce two new cruise ships into the current fleet to serve the customer in 

2013172and it starts develop a second Costa ship in China and Princess Program in Japan173 in 

this year. Besides, the growth of capacity in 2013 also forecasted only develops 3% in 

comparison with 2012. Moreover, the slow recovery of global economy impacts on the sale 

growth of Carnival in 2013174. Therefore, the sale growth of Carnival is forecasted to develop 

slowly to 2.5% in 2013.

Moreover, Carnival’s strategy in 2013 is controlling the operating cost and reducing 

the use of fuel to 5%175. Because of this strategy, in the six Months Ended May 31, the 

consumption of fuel decreased significantly from $1,237m in 2011 to $1,115m in 2012176. 

This leads that the operating profit of Carnival in the first six months in 2013 increased $ 

297m in comparison with $ 171m in 2012177.  During the next six month in 2013 the 

operating profit is forecasted to increase 6.6%. Hence the operating profit whole year will 

increase to 12.89% in comparison with 2012.

The below table presents the forecast of revenue and operating profit in 2013:

                                               
170 Carnival Corporation & Plc. 2012 Annual Report FORM 10-K, Global Cruise Business, p7
171 Chapter 5
172 Carnival Corporation & Plc. 2012 Annual Report FORM 10-K, Overview, p. 4.
173 Carnival Corporation & Plc. 2012 Annual Report, company, p.2.
174 Chapter 2
175 Carnival Corporation & Plc. 2012 Annual Report, company, p.2
176 Q2 2013 Quarterly Report, p.3
177 Q2 2013 Quarterly Report, p.3
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Year Revenue Operating profit Profit margin

Unit: $m

2012 15,382 1,815 11.80%

Six Months Ended May 31 7,120 171 2.40%

Six Months Ended November 30 8,262 1,644 19.90%

2013 15,766 2,049 13.00%

Six Months Ended May 31 7,072 297 4.20%

Six Months Ended November 30 (E) 8,694 1,752 20.15 %

The change 2013 in comparison with 2012

Six Months Ended May 31change -0.67% 73.68%

Six Months Ended November 30 (E) 5.2% 6.6%

End year 2.50% 12.89%

Table 9: The Revenue and operating profit forecasted in 2013.

Resource: self-conducted.



AN INVESTMENT ANALYSIS OF CARNIVAL CORPORATION & PLC

Page 60

APPENDIX 7: Five-year forecast. 

Valuation input 2012 2013 2014 2015 2016 2017 Beyond

Sales Growth -2.6% 2.5% 5.6% 8.9% 9.6% 5.5% 5.5%

Operating Margin 11.8% 13.0% 8.2% 10.2% 11.8% 15.5% 15.5%

ROE (based on prior year equity) 5.4% 6.6% 7.2% 8.5% 9.5% 11.5% 11.5%

Sustainable growth rate (b*ROE) 3.9% 8.4% 10.3% 9.6% 5.5% 5.5%

Tax rate 0.3% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0%

Operating Working Capital/Sales -27.2% -26.0% -26.0% -26.0% -26.0% -26.0% -26.0%

Non-current assets/Sales 242.3% 242.0% 242.0% 242.0% 242.0% 242.0% 242.0%

Depreciation/Non-current assets 4.1% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%

Debt/Capital 27.7% 27.0% 25.0% 24.0% 24.0% 24.0% 24.0%

Cost of debt 5.5% 5.5% 5.5% 5.5% 5.5% 5.5%

Unlevered (past) beta 0.75 0.75 0.75 0.75 0.75 0.75 0.75

Company beta 1.070 1.070 1.070 1.070 1.070 1.070

Equity risk premium 5.5% 5.5% 5.5% 5.5% 5.5% 5.5%

Risk-free rate 2.630% 2.630% 2.630% 2.630% 2.630% 2.630%

Cost of equity 8.52% 8.52% 8.52% 8.52% 8.52% 8.52%

WACC (after tax) 7.55% 7.62% 7.66% 7.66% 7.66% 7.66%

Table 10: Key parameters of Carnival in the periods 2012-2017 and beyond 2017

1. Sales growth: This forecast bases on the increase of GDP growth rate in the main markets 

in which Carnival is operating during the next years178. Moreover, in the period 2013-2016, 

Carnival will introduce nine new cruise ships and establish new cruise programs into the 

China and Japan markets179.Besides, the number of customers in cruise industry is also

forecasted to increase significantly from 2013 to 2015. In 2015, the number of customer is 

6.8% higher than 2013180. Therefore, with entrancing the emerging markets in Asia and 

development of current cruise ship from 2013-2016, this pushes the sales growth of 

Carnival is expected to increase significant from 2.5% in 2013 to 9.6% in 2016. 

Moreover, the global GDP growth rate is forecasted to keep stable level at 4.5% from 

2016 to 2008181. Besides, the world inflation rate will decrease from 3.6% in 2017 to 3.5% 

in 2018, and the world unemployment rate will be stable at 6% beyond 2017182. From these 

reasons, the growth rate of Carnival is forecasted to be stable at 5.5% in 2017 and Beyond 

2017.

2. Operating profit margin: The operating profit margin is forecasted to increase 

significantly from 13% in 2013 to 15.5% in 2017. This forecast bases on low trend of fuel 
                                               
178 Chapter 2
179 Chapter 3
180 Chapter 3
181 International Monetary Fund. (2013). Data and Statistics. Available at: 
http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx.( Accessed on 14 August, 2013).
182 Chapter 2
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price and the control of operating fee in the next years183. However. In the period from 

2014 to 2016 the operating margin has a fluctuation because in these years, Carnival will 

expand and increase the number of cruise ships in their current fleet. Therefore, many 

operating costs are created and they cause the fluctuation of operating profit in the period 

2014-2016. In following years, Carnival starts to control effectively the operating cost; as a 

result, the operating margin of Carnival will increase again to 15.5% in 2017 and it will 

keep this stable trend beyond 2017. 

3. Returns on equity: The forecast of ROE is line with the growth rate of Carnival in the 

next years. Carnival is having the clear development strategy to keep the leader position in 

the cruise industry in the next year. This will increase the growth rate of Carnival in the 

future. Therefore, returns on equity ratios will increase sustainably from 6.6% in 2013 to 

11.5% in 2017 and this rate will remain steady beyond 2017.

4. Tax rate: Carnival takes the benefit from low tax rate in markets in which it is operating. 

In 2012, the tax rate of Carnival is 0.3%. It is forecast to keep the low tax at 1% during the 

long time

5. Non-current assets/sales: This ratio is forecasted base on the combination of the number 

in 2012 and average number184

6. Company Beta, Cost of equity, Cost of debt, WACC, risk free rate: Presenting at 

Appendix 8.

                                               
183 Chapter 2
184 Appendix 5
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APPENDIX 8: Cost of equity and Weighted Average Cost of Capital (WACC).

- Cost of equity is calculated by using the Capital asset pricing model (CAPM). The 

formula of CAPM: 

re = rf + β ∗ (E( m) − rf)
In which:

 : Cost of capital.

 β: Company beta.

 rf: Risk free.

 (E( m) − rf): Market risk premium.

 Risk free rate is UK Govt Bonds 10 Year which is taken from Bloomberg website. The 

value of Risk free rate is 2.63185.

 Market risk premium is taken from academic research of Dimson, Marsh and Staunton 

(2011)186. Its value is 5.5%.

 Company beta: is calculated by the regression the Carnival’s excess return on Excess 

return FTSE ALL share from 2003 to 2013. The beta to FTSE ALL share is 1.07.

SUMMARY OUTPUT

Regression Statistics

Multiple R 0.60

R Square 0.36

Adjusted R Square 0.34

Standard Error 8.74

Observations 61

ANOVA

df SS MS F Significance F

Regression 1 2483.9 2483.9 32.5 4E-07

Residual 59 4506.5 76.4

Total 60 6990.4

Coefficients

Standard 

Error t Stat P-value

Lower 

95%

Upper 

95%

Lower 

95%

Upper 

95%

Intercept 0.00 1.12 0.00 1.00 -2.25 2.24 -2.25 2.24

X Variable 1 1.07 0.19 5.70 0.00 0.69 1.44 0.69 1.44

Table 11: The beta to FTSE ALL SHARE.

                                               
185 Bloomberg website. 2013. Available at: http://www.bloomberg.com/quote/GUKG10:IND (Accessed at 14 
August 2013)
186 Dimson, E., Marsh, P.R. and Staunton, M. (2011) Equity premia around the world.
Available at : http://www.master272.com/finance/GP_L3/docs/dimson_equity_primia.pdf  (Accessed at 14 
August 2013)
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- WACC is calculated by using below formula:

In which:

 : Market value of debt 

 : Market value of equity 

 : Cost of debt 

 : Cost of equity 

 T: Tax rate

 Cost of debt: is taken 

Table 12: UK STERLING LENDING FACILITY

AN INVESTMENT ANALYSIS OF CARNIVAL CORPORATION & PLC

WACC is calculated by using below formula:

: Market value of debt 

: Market value of equity 

: Cost of equity 

taken from DataStream and its value is 5.5%.

Table 12: UK STERLING LENDING FACILITY
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APPENDIX 9: Valuation model.

- Discounted cash flow to equity ( DCFE)

In which:

 NP: Net income.

 BVA : Book value of assets

 BVND: Book value of net debt.

 : Cost of capital.

- Discounted abnormal earning (EVA)

In which:

 BE: Book value of equity.

 NI: Net income.

 : Cost of capital.
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APPENDIX 10: Sensitivity beta analysis.

- Beta = 1.066

Discounted cash flow to equity (DCFE):

Discounted Cash Flows 2012 2013 2014 2015 2016 2017 Beyond

Unit:$,000

Net income 1,574,000 1,789,970 2,291,547 2,824,973 3,746,970 3,953,053

Change in working capital 

and cash
87,697 -227,511 -382,923 -450,722 -283,825 -299,436

Change in non-current assets 890,051 2,117,605 3,564,130 4,195,180 2,641,758 2,787,055

Change in Debt 46,052 -208,591 404,031 898,670 565,904 597,029

Free Cash Flow to Equity 642,304 -308,715 -485,628 -20,816 1,954,941 2,062,462

Terminal growth rate 5.50%

Terminal value 69,677,787

Discount factor 0.9220 0.8501 0.7838 0.7226 0.6663 0.6663

PV 592,203 -262,433 -380,623 -15,042 1,302,524 46,424,405

Value of equity (DCFE) 47,661,033

Value per share (DCFE) in $ 58.77

Discounted abnormal earnings (EVA):

Abnormal Earnings ($) 2012 2013 2014 2015 2016 2017 Beyond

Unit:$,000

Net income 1,574,000 1,789,970 2,291,547 2,824,973 3,746,970 3,953,053

Book value of equity (start 

of year)
23,929,000 24,860,696 26,959,382 29,736,557 32,582,346 34,374,375

Capital charge 2,024,393 2,103,215 2,280,764 2,515,713 2,756,466 2,908,072

Abnormal earnings -450,393 -313,245 10,784 309,260 990,503 1,044,981

Terminal 

growth rate
5.50%

Terminal 

value
35,303,412

Discount factor 0.9220 0.8501 0.7838 0.7226 0.6663 0.6663

PV -415,262 -266,284 8,452 223,484 659,945 23,521,699

Value of abnormal 

earnings
23,732,033

Book value of equity (at 

valuation date)
23,929,000

Value of equity (EVA) 47,661,033

Value per share (EVA) in 

$
58.77
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- Beta= 1.05

Discounted cash flow to equity (DCFE):

Discounted Cash Flows 2012 2013 2014 2015 2016 2017 Beyond

Unit:$,000

Net income 1,574,000 1,789,970 2,291,547 2,824,973 3,746,970 3,953,053

Change in working 

capital and cash
87,697 -227,511 -382,923 -450,722 -283,825 -299,436

Change in non-current 

assets
890,051 2,117,605 3,564,130 4,195,180 2,641,758 2,787,055

Change in Debt 46,052 -208,591 404,031 898,670 565,904 597,029

Free Cash Flow to 

Equity
642,304 -308,715 -485,628 -20,816 1,954,941 2,062,462

Terminal growth rate 5.50%

Terminal value 70,996,988

Discount factor 0.9225 0.8509 0.7850 0.7241 0.6680 0.6680

PV 592,504 -262,700 -381,203 -15,073 1,305,831 47,423,473

Value of equity 

(DCFE)
48,662,833

Value per share 

(DCFE) in $
60.00

Discounted abnormal earnings (EVA):

Abnormal Earnings 

($)
2012 2013 2014 2015 2016 2017 Beyond

Unit:$,000

Net income 1,574,000 1,789,970 2,291,547 2,824,973 3,746,970 3,953,053

Book value of equity 

(start of year)
23,929,000 24,860,696 26,959,382 29,736,557 32,582,346 34,374,375

Capital charge 2,011,232 2,089,542 2,265,936 2,499,358 2,738,546 2,889,166

Abnormal earnings -437,233 -299,571 25,611 325,615 1,008,424 1,063,887

Terminal growth rate 5.50%

Terminal value 36,622,613

Discount factor 0.9225 0.8509 0.7850 0.7241 0.6680 0.6680

PV -403,332 -254,919 20,104 235,780 673,591 24,462,608

Value of abnormal 

earnings
24,733,833

Book value of equity 

(at valuation date)
23,929,000

Value of equity 

(EVA)
48,662,833

Value per share 

(EVA) in $
60.00
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