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Carnival


Carnival Inc. (CCL) is engaged in operating of luxury cruise ships which is operating in the North America Cruise Brands, EAA Cruise Brands, Cruise Support, and Tour and Other. The North America Cruise Brands Segment include Carnival Cruise Line, Holland America Line, Princess and Seabourn. The EAA Cruise Brand Segment offers AIDA, Costa, Cunard, P&A Cruise (Australia). The tour and other segment comprises of hotel and transportation operations. The joint venture of Carnival Inc. with China state shipbuilding corporation and Italy based corporation has signed a non-binding memorandum of agreement to order the first Chinese-made cruise ships built for Chinese market. Further, the two ships will operate as part of a multi-ship cruise brand in China, with the first ship expected for delivery in 2022. The joint venture has the option of ordering two additional ships. 
The table1 shows that Carnival Inc. has $462 million in excess cash to invest and company has the option to choose between the two investment option between Cash Deposit with checking accounting earning 1.75 per year with life of 6 years or Cash Deposit without fee with interest rate 5.25% (as shown in table 2). Based in this analysis below, if Carnival invested in Cash deposit without fee is the better option because it will have $628,021,631.20 million in six years, whereas if Carnival Inc. deposits the cash into a CD with checking account, it will only have $512,683,487.6 million in six years. Therefore, we recommend Carnival Inc. to choose the option-1 because it will earn $115,339,143.6 million more in the option two over the next six years. [Show calculations and/or charts below]
	
	Table 2:  Investment Options
	Option -1
	 
	Option -2

	 CD without Fee
	 
	CD withCheking Account

	N=
	[bookmark: RANGE!C6]6
	 
	N=
	 
	6

	I=
	[bookmark: RANGE!C7]5.25%
	 
	I=
	 
	1.75%

	PV=
	[bookmark: RANGE!C8] $(462,000,000.00)
	 
	PV=
	 
	 $(462,000,000.00)

	PMT=
	[bookmark: RANGE!C9] - 
	 
	PMT=
	 
	 - 

	FV=
	[bookmark: RANGE!C10] $628,021,631.20 
	 
	FV=
	 
	 $512,683,487.6 






 Table 1: Consolidation Balance Sheet
[image: ]
Further, Carnival Inc. needs $2.000 billion to invest to construct three new ships and it is assumed that Carnival Inc. cannot utilized its excess cash due to utilization of this cash on other places. Now, Carnival Inc. supposed to move towards “wells Farego” as it is providing low EAR (as shown in table 3 below). Further Carnival Inc. should move towards fully amortization option due to least amount paid by the company during loan life irrespective of the loan installments. 
Table 3: Annual Effective Rate:
[image: ]
Below table 4 shows the detailed breakup of the loan with option of Fully amortization methods where Annual payments, Principal amount of payment as well as interest is mentioned.

Table 4: Fully Amortization method:
[image: ]
On the basis of the Carnival Inc. data taken from the SEC website form 10-K Forms predicts the company financial positon which is far better. Company is less dependent on the debts and company has net profit margin 11.18% which is not sufficient to meet the short term obligation where company should have focused. Beside this, company fixed assets turnover is 2 times of sales which means company can utilize its assets to increase production (data shown in table-5).



Table 5: Financial Ratios:
[image: ]
We analyzed Carnival Inc.’s CCL.GC143658AF9 bond issue. The bonds were issued on 04-01-1994 and mature 10/01/2023. The bonds pay a coupon rate of 7.20% and coupons are paid semi-annual. Each semi-annual coupon payment is $7.20. The bonds are callable at any time. The bonds are rated BBB+ (S&P) and Investment Grade (TRACE) which shows that Carnival Inc. has adequate capacity to meet its financial commitments. However, adverse economic conditions or changing circumstances are more likely to lead to a weakened capacity of the Carnival Inc. to meet its financial commitments. The bonds are currently trading at a premium with a current yield of 5.71% and the yield to maturity is 0.83% as the bond is selling more than its face value, therefore, it has premium values [Calculation are shown below].
	Current Yield Rate:
[image: ]
Here, Annual Coupon payment is the benefit company paid to the bond holders and market price is the per unit bond price in market. As the coupon rate is higher than yield rate, therefore, bond will sell on Premium.
	Yield to Maturity:
[image: ]
In YTM calculation, C is Coupon payment, F is face value of bond which is $1,000, P is the price of bonds, n is number of time period.



[image: ]
Further, if we analyze the Shareholder’s equity section of Carnival Inc. we will find that Carnival Inc. stock is currently trading at $49.82 with market rate of return is 11.82% , the risk free rate is 1.18% and the beta of the stock is 0.91 which shows that stock is risker. The Cost of Equity with CAPM approach is 10.86% [as calculation is given below].
[image: ]
Moreover, the last dividend paid on these share was $816 (M) and according to analysis it is expected to grow by 9.80% over the next five years the dividend will be: 
[image: ]
In addition, the Price (P0) based on Divided Growth Model when the growth is constant for 5 years.
[image: ]
And, if it is supposed that after 7 years the company growth declined from 9.80% to 7.5% then then the company share price (P0) is calculated as under:
[image: ]
Based on the above scario, the stock value of Carnival Inc. is under value because the market rate is higher than issuing rate and the stock annual yield is more than its market rate. Hence, it is recommended that company should focused its sales revenue, production and expected earning growth and trying to increased.

[image: ]






Beside this, as aforementioned, Carnival Inc. was to invested $ 2 billion in the construction of three new ships where company will sale per unit will be 1400 which will expect to grow 3% and company will pay the variable cost per unit $200 and fixed cost as well in the shape of administrative cost. 
[image: ]
And, Carnival Inc. further Net Capital Spending, Working Capital and Operating Cash flows are hereunder:
[image: ]
	
[image: ]
	
The above analysis show the following statistics regarding NPV value, IRR, Discounted Payback period and Carnival Inc. Profitability index (P.I).



[bookmark: _GoBack]On the basis of the above analysis, it is can be predicated that as the Net Present Value of the new investment is less than "Zero" and the IRR is below than company WACC. Further, company profitability index is below than "1". Hence, it is recommended that Carnival Inc. should not invested in the new shipment.
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Current Yield = Annual Coupan Payment / Market Price

7.21 / 126.03

5.71%
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Yield to maturity  C+ F -P/ n

F+P/2

0.83%
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Cost of Equity (Using CAPM approach)

 = rf + b(rm-rf)  10.86%

 =1.18%+0.91*(11.82%-1.18%)

10.86%
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D0 D1= D0(1+g) D2= D1(1+g) D3= D2(1+g) D4= D3(1+g) D5= D4(1+g)

Dividend Growth = D

0 

/ K-g 816,000,000             895,968,000                         983,772,864            1,080,182,605         1,186,040,500         1,302,272,469     

K= 10.86%

g= 9.80%
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P0 = D0 /(K-g) 76,981,132,075 $   

D0= 816,000,000 $              

K= 10.86%

g= 9.80%
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0 1 2 3 4 5 6 7 Onwards

9.80% 9.80% 9.80% 9.80% 9.80% 9.80% 9.80% 7.50%

D0 D1= D0/(1+g)^1 D2= D1/(1+g)^2 D3= D2(1+g)^3 D4= D3(1+g)^4 D5= D4(1+g^5 D6= D5(1+g^6 D7= D6(1+g^7 D7 /(K-g)

816,000,000.00 $     743,169,398.91 $         616,429,108.49 $    465,667,703.17 $                320,381,003.69 $   200,749,770.31 $   114,562,113.30 $   59,542,166.87 $   1,772,088,299.84 $  
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2016 2017 2018 2019 2020 2021

Sales Per Unit 1400 1442 1485.26 1529.8178 1575.712334 1622.983704

Sale Q 527592 527592 527592 527592 527592 527592

Sales Total 738628800 760787664 783611293.9 807119632.7 831333221.7 856273218.4

COGS

Variable Overhead(Q x V.C) 105518400 105518400 105518400 105518400 105518400 105518400

Overhead

Fixed Overhead 5000000 5000000 5000000 5000000 5000000 5000000

Depreciation - $                                      50,000,000 $                 50,000,000 $                 50,000,000 $                         50,000,000 $                 50,000,000 $              

EBIT 628,110,400 $                600,269,264 $              623,092,894 $              646,601,233 $                      670,814,822 $              695,754,818 $            

Less: Taxes 213,557,536 $                204,091,550 $              211,851,584 $              219,844,419 $                      228,077,039 $              236,556,638 $            

Net Income  414,552,864 $                396,177,714 $              411,241,310 $              426,756,814 $                      442,737,782 $              459,198,180 $            
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2016 2017 2018 2019 2020 2021

0 1 2 3 4 5

OCF - $                                      446,177,714 $              461,241,310 $              476,756,814 $                      492,737,782 $              509,198,180 $            

NCS (2,000,000,000) $           0 0 0 0 0

NWC (8,500,000) $                   - $                                    - $                                    - $                                            - $                                    8,500,000 $                

Projected Cash Flows (2,008,500,000) $           446,177,714 $              461,241,310 $              476,756,814 $                      492,737,782 $              517,698,180 $            
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NPV ($224,421,295.87)

IRR 6%

Dis. Payback Period 4.3 years

P.I 0.88                             
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Suntrust

Bank of 

America

Wells Fargo

Nominal Rate 13.50% 13.20% 13.00%

Compounded period bi-yearly Quaterly Monthly

Effective Annual Rate (EAR) 13.96% 13.87% 13.80%
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Year Beg Balance Plus Interest Total Payment Interest Paid Principal Paid  Ending Balance

1 2,000,000,000.00 $      2,276,000,000.00    511,501,160         276,000,000.00     235,501,159.94 $   1,764,498,840.06  

2 1,764,498,840.06 $      2,007,999,679.98    511,501,160         243,500,839.93     268,000,320.02 $   1,496,498,520.04  

3 1,496,498,520.04 $      1,703,015,315.81    511,501,160         206,516,795.77     304,984,364.18 $   1,191,514,155.86  

4 1,191,514,155.86 $      1,355,943,109.37    511,501,160         164,428,953.51     347,072,206.43 $   844,441,949.43      

5 844,441,949.43 $         960,974,938.45       511,501,160         116,532,989.02     394,968,170.92 $   449,473,778.51      

6 449,473,778.51 $         511,501,159.94       511,501,160         62,027,381.43       449,473,778.51 $   -                             
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1) Debt to Captial Ratio 99.39%

2) Operating Margin 16.38%

3) Net Profit Margin 11.18%

4) Current Ratio 35.24%

5) Quick Ratio 20.05%

6) Fixed Assets Turnover 2.03

7) Debt to Equity 35.80%






