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CALL TO ACTION 
CCL’s earnings release and conference call went as planned.  A big Q2 beat but little change to 
2015 yield or EPS guidance.  With the stock up today, it appears that investors view the 
guidance as conservative, once again. 
 
We’ll take the other side to this – guidance looks reasonable to us, given the company’s 
struggles in Europe.  CCL, along with RCL, tends to trade on the assumption that Street 
estimates are too low.  If we’re right, in-line performance won’t be good enough and stock 
upside in both names should be limited. 
 
 

Q2 AND GUIDANCE 

Investors again seemed confused by Carnival’s poor guidance, and consensus remains that 
management is being conservative. We understand why Carnival kept their FY 2015 yield 
guidance unchanged. The Q2 yield beat was driven mainly by the strong Carnival brand 
performance in the Caribbean and North American onboard spending, while 2H 2015 will 
depend more on the European consumer and European yields and a little bit of Asia. 
 
As we highlighted in our recent pricing surveys, pricing among European itineraries have 
weakened significantly for the rest of the year, which is offsetting much of the gains seen in the 
Caribbean. Carnival FY guidance suggests that better bookings in Europe (partially due to the 
shift in Wave season) have not been enough to offset the discounting there. Let’s not forget that 
Carnival’s sourcing from Europe has increased YoY. Europe seems to have been lost in the 
discussion as investors focus on a near-term Caribbean recovery (thanks only to the Carnival 
brand) and optimism on China. 
 
But Europe still accounts for a large part (~42%) of CCL’s itineraries for 2H 2015 while CCL’s Asia 
exposure is only in the single digits this year. China is still an uncertain market. Competition is 
very fierce as river and ocean cruise liners battle for 30-40 year olds in this complicated 
consumer market.   
 
With the Caribbean surge possibly behind us, we do not think there is much left in the tank for 
CCL investors this year. For CCL to significantly outperform their 2H expectations, they need 
firming pricing in Europe, which hasn’t happened yet. 
 

COSTA/PRINCESS  
Management blamed geopolitical and macroeconomic factors for the European slump, a very 
different tone than what was said about Europe in Q1. Blame the Costa brand, which 
management says is having difficulties with yield. Our survey has been showing that for months. 
 
Our pricing survey has also indicated that Princess is struggling as well. River cruises, which are 
having a stellar year, may be partially to blame. 
 
The chart on the next page shows what we have seen on Costa pricing in April and May. It is not 
a pretty picture as discounting picked up for all 3 quarters out. Furthermore, more and more 
Costa promotions have been hitting our inbox. 
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BOOKINGS 
 
Bookings color has been very positive and one of the reasons why net yields are growing this 
year, not just for CCL. Our proprietary sold out tracker on the next page shows why. If net ticket 
yields are to improve, bookings for the next 3 quarters may have to improve further from current 
+20-30% YoY levels for CCL. 
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FOLLOW THROUGH ON RCL/NCLH 
The European color from CCL was certainly negative for RCL/NCLH, though it will resonate 
more with RCL since their customers are more European sourced. Ex Allure, we’ve seen the RC 
brand and Celebrity brand ships in Europe also discount in the past 2 months. 
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While Caribbean yields have improved for all operators, RCL brand ships does not have the 
pricing power that we’ve seen with the Carnival brand and or with some of the Norwegian 
brands in the Caribbean. 
 
Are two ships i.e. Quantum and Allure enough to overcome underperformance in Europe? We 
wouldn’t bet on it, at least for Q3 guidance. 

  

CONCLUSION 
Europe has been under the radar for much of this year. CCL’s call and guidance suggests 
Europe should be more of a focus for investors. With CCL experiencing a nice bump today, it 
appears that forward guidance is assumed to be conservative. That could be a problem for the 
stock if Europe continues to be soft and earnings estimates are not exceeded. 
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DISCLAIMER 
 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut.  Hedgeye 
Risk Management is not a broker dealer and does not provide investment advice for individuals. This research 
does not constitute an offer to sell, or a solicitation of an offer to buy any security. This research is presented 
without regard to individual investment preferences or risk parameters; it is general information and does not 
constitute specific investment advice.  This presentation is based on information from sources believed to be 
reliable. Hedgeye Risk Management is not responsible for errors, inaccuracies or omissions of information.  The 
opinions and conclusions contained in this report are those of Hedgeye Risk Management, and are intended solely 
for the use of Hedgeye Risk Management’s clients and subscribers.  In reaching these opinions and conclusions, 
Hedgeye Risk Management and its employees have relied upon research conducted by Hedgeye Risk 
Management’s employees, which is based upon sources considered credible and reliable within the 
industry.  Hedgeye Risk Management is not responsible for the validity or authenticity of the information upon 
which it has relied.   
  
 
 

TERMS OF USE 
 
This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its 
contents are prohibited.  For more detail please refer to the appropriate sections of the Hedgeye Services 
Agreement and the Terms of Use at www.hedgeye.com. 
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