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/ Carnival Corporation & plc is a global cruise company and one of the largest

vacation companies in the world. Our portfolio of leading cruise brands includes
Carnival Cruise Lines, Princess Cruises, Holland America Line, Windstar Cruises
and Seabourn Cruise Line in North America; P&O Cruises, Cunard Line and Ocean
Village in the United Kingdom; AIDA Cruises in Germany; Costa Cruises in Europe;

and P&O Cruises in Australia. These brands, which comprise the most-recognized

the power of
sbal brands

cruise brands in North and South America, the United Kingdom, Germany,
Southern Europe and Australia, offer a wide range of holiday and vacation prod-
ucts to a customer base that is broadly varied in terms of cultures, languages
and leisure-time preferences. We also own two leading tour companies in Alaska
and the Canadian Yukon that complement our cruise operations, Holland America
Tours and Princess Tours. Combined, our vacation companies attract over seven

million guests annually.

Carnival's product offerings provide our guests with exceptional vacation experi-
ences at an outstanding value, and our success in this regard has made us the most
profitable company in the leisure industry. Our company is dually listed on both
the New York Stock Exchange and the London Stock Exchange under the symbol
CCL. Carnival is the only company in the world to be included in both the S&P 500
Index in the United States and the FTSE 100 Index in the United Kingdom.

Headquartered in Miami, Florida, U.S.A. and London, England, Carnival has over
75,000 employees worldwide. \We operate a fleet of 81 ships, and we have another
20 vessels scheduled for delivery by 2011. With approximately 144,000 guests
and 60,000 crew members, there are over 200,000 people at sea with Carnival

at any given time.
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Brands Around the World

The contemporary leader in North America, Miami-based
Carnival Cruise Lines is the world’s most popular and profit-
able cruise line. Operating 22 “Fun Ships,” Carnival appeals to
a wide range of passengers by offering affordable, high-quality
vacations and guest-pleasing innovations, all in a memorable
shipboard environment.

www.carnival.com

Based in Santa Clarita, California, Princess Cruises is a
leader in the premium market, operating 15 modern ships
renowned for stunning interiors, design innovations and wide
array of choices in dining, entertainment and amenities, along
with exceptional customer service. The new Emerald Princess
and Royal Princess join the fleet in 2007.
WWwWw.princesscruises.com

CUNARD

P&0O CRUISES

Seattle-based Holland America Line operates a fleet of 13
five-star ships, including its newest ship, ms Noordam, which
debuted February 2006. Exquisitely appointed ships, delecta-
ble cuisine, and impeccable service has enabled Holland
America Line to earn its position as a premium cruise leader.
www.hollandamerica.com

Seabourn Cruise Line epitomizes luxury cruising aboard each
of its three all-suite ships targeted primarily to North America.
The Yachts of Seabourn are lavishly appointed with virtually
one staff member to every guest.

www.seabourn.com

Headquartered in Seattle, Windstar Cruises offers North
American consumers an experience that is “180 Degrees from
Ordinary.” Its three sailing yachts accommodate 148 to 312
guests, offering all ocean view staterooms, pampering five-
star service, and cuisine by celebrity chef Joachim Splichal.
www.windstarcruises.com

ocean

VILLAGE


http://www.carnival.com
http://www.princesscruises.com
http://www.hollandamerica.com
http://www.seabourn.com
http://www.windstarcruises.com

) Holland America Line

A Signature of Excellence

Cunard Line features cruising’s only modern transatlantic
ocean liners, Queen Mary 2 and Queen Elizabeth 2. Epitomizing
luxury travel, the British-based cruise operator is defined by
its White Star ServiceSV, a special standard that has served
royalty and celebrities for decades. Queen Victoria joins the
Cunard fleet in December 2007.

www.cunard.com

Britain’s leading cruise line, P&0O Cruises combines innova-
tion, professionalism and unrivalled experience to offer
passengers the most stylish and contemporary holidays afloat.
Ventura, the largest ship built for the British market, launches
in 2008 and another newbuild is set to debut in 2010.
WWW.pocruises.co.uk

Free-spirited and unconventional, Ocean Village is a far cry
from traditional cruising. Created for 30- to 50-somethings
who like to explore new places and try new things, an Ocean
Village holiday is a heady mix of pulse-racing action and
chilled-out relaxation.

www.oceanvillageholidays.co.uk
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Headquartered in Italy, Costa Cruises is the number one
cruise line in Europe and South America. Cruising for nearly
60 years, the Genoa-based cruise line operates in the contem-
porary market offering state-of-the-art ships with Italian
ambience to an international clientele.

www.costacruise.com

Based in Rostock, Germany, AIDA is the best-known brand in
the fast-growing German cruise market, catering to a young,
active clientele through its distinctive “club ship” concept.
AlIDAdiva, the latest addition to the fleet, is the first in a
new generation of ships for this rapidly expanding contem-
porary operator.

www.aida.de

P&O Cruises Australia pioneered Australian cruising in 1932,
offering festive seagoing holidays for Australian and New
Zealand passengers aboard its contemporary fleet. The com-
pany will expand this year with the introduction of the Pacific
Dawn, Australia’s first superliner.

WWW.pocruises.com.au

P&O

AUSTRALIA


http://www.cunard.com
http://www.costacruise.com
http://www.pocruises.com.au
http://www.pocruises.co.uk
http://www.oceanvillageholidays.co.uk
http://www.aida.de
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HIGHLIGHTS
Pro Forma

(in millions, except per share amounts and other operating data) 2006 2005 2004 2003® 2003
Revenues $11,839 | $11,094 $ 9,727 $ 7,596 $ 6,718
Net Income $ 2279 | $ 2253 $ 1,809 $ 1,203 $ 1,187
Earnings Per Share $ 277 | % 270 $ 218 $ 148 § 1.62
Dividends Per Share $1.025 | $ 080 $ 0525 $ 044 $ 0.44
Total Assets® $30,552 | $28,349 $27,548  $24,450  $24,450
Other Operating Data

Passengers Carried (in thousands) 7,008 6,848 6,306 5,422 5,038
Passenger Capacity®™© 143,676 | 136,960 129,108 113,296 113,296
Number of Ships®™ 81 79 76 71 71
Number of Employees®™ 75,000 | 71,000 69,000 59,000 59,000

(a) Gives pro forma effect for the merger with P&O Princess as if the P&O Princess brands had been included in our consolidated results for all of 2003.
(b) As of the end of the year.
(¢) Passenger capacity is calculated based on two passengers per cabin.
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“We benefited from strong consumer
demand in Europe in 2006. Our
European brands posted record rev-
enues and earnings as we pursued
our global strategy.”

—NMicky Arison

TO OUR STAKEHOLDERS

Our annual report provides an opportunity to reflect on the challenges
and accomplishments of 2006, while looking forward to the exciting
days ahead.

Overall, 2006 was a challenging year for us but in many ways also a
successful year. We remained the world’'s most profitable vacation
company, achieving revenues approaching $12 billion and record net
income of $2.3 billion or $2.77 per share. Our dedicated employees
delivered memorable vacation experiences to more than 7 million
guests worldwide, and we continued to build a base of loyal repeat
guests across our portfolio of global brands.

Revenues grew 6.7 percent during 2006, driven by a 4.6 percent
increase in capacity with the introduction of three new ships—Holland
America’s Noordam, Princess Cruises’ Crown Princess and Costa Cruises’
Costa Concordia—and a rise in revenue yields of 1.5 percent from a
combination of higher ticket prices and onboard guest spending.

We benefited from strong consumer demand in Europe in 2006.
Our European brands posted record revenues and earnings as we
pursued our global strategy. Our North American brands maintained
strong pricing for their European and Alaskan departures but Caribbean
cruise prices were weakened by a variety of factors, including hurricane
and economic.

While the 2006 hurricane season fortunately did not fulfill well-
publicized storm predictions, many consumers still were reluctant to
book a Caribbean cruise, and we priced our Caribbean product aggres-
sively to stimulate demand.

We continue to explore destination development opportunities to
enhance the Caribbean’s appeal. Among strategic Caribbean initiatives
recently implemented are the opening of the $42 million Grand Turk
Cruise Center in the Turks & Caicos Islands and the addition of new
facilities and activities at our private Bahamian island Half Moon Cay.
We also have begun the rebuilding process at Puerta Maya, our port
in Cozumel that was destroyed by Hurricane Wilma in 2005.

An Eye on the Bottom Line

Maintaining disciplined control over manageable costs is ingrained in
our corporate culture. While other operating costs on a unit basis were
flat this year, record fuel prices increased operating expenses by $210
million and reduced earnings by $0.25 per share.

While a 30 percent increase in the cost of fuel is difficult to
overcome, our fuel conservation working group launched dozens of
initiatives aimed at reducing consumption. Those efforts reduced fuel
consumption on a unit basis by 2 percent fleetwide, thus providing
significant benefits to our bottom line.

We continue to return value to shareholders through our stock
repurchase program and increased dividends. In 2006, we repurchased
approximately 20 million shares, for a total repurchase since program
inception of approximately 27 million shares at a cost of $1.2 billion.
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We also increased our annual dividend 10 percent to $1.10 per share,
which represents a cumulative increase in dividends of more than 80
percent over the past two years.

Strategic Growth Initiatives

Our growth strategy has been to establish a presence in a geographic
region and then add capacity to stimulate cruise growth in the region.
As the region develops, we may further segment it, using multiple
brands targeting different demographic groups to achieve maximum
penetration. This strategy has worked well in the United States, the UK
and Continental Europe.

Shipbuilding is an essential part of our brand-building efforts, and in
2006, we ordered seven new ships, bringing our order book to 20 new
vessels valued at $11 billion.

We are building four ships for contemporary brand Carnival Cruise
Lines, which attracts the broadest demographic offering fun affordable
vacations. Three vessels have been ordered for premium brands
Princess and Holland America, which are well positioned to capture
affluent baby boomers as they seek longer, more exotic vacation
experiences.

And during 2006, we reached a decision to expand the ultra-luxury
segment of the North American cruise business by ordering two
450-passenger all-suite ships for Seabourn Cruise Line—the first ships
built for that brand in 15 years. While Seabourn has operated small,
200-passenger all-suite ships, the larger vessels will offer better
economies of scale and facilities and amenities aimed at Seabourn’s
discriminating guests—the wealthiest segment of the population.

The decision to more than double Seabourn’s capacity demonstrates
our commitment to the luxury cruise segment and our confidence
in the growing consumer interest in Seabourn’s unique yacht-like
cruise experience.

Globalization Continues

In 2006, we continued to extend the global reach of our company
through expansion in Europe and the launch of a cruise venture
in China.

The United Kingdom, Italy and Germany enjoy especially strong
cruise demand, and Carnival operates the leading cruise brands in the
UK and Continental Europe. We believe Europe has tremendous
potential for growth and have ordered 11 ships for our European brands
which are scheduled for delivery over the next four years.

Our Costa Cruises brand is the largest cruise line in Europe and
serves a broad European clientele. Costa has four ships on order for
delivery through 2010, representing a capacity increase of more than
50 percent.

P&QO Cruises and Cunard, the two leading UK brands, have three
ships on order. Building on the success of Queen Mary 2, Cunard will
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welcome Queen Victoria later this year. P&O Cruises, which serves
traditional British cruise customers, also has two 3,000-passenger
ships on order scheduled for delivery in 2008 and 2010.

Our AIDA brand—Germany's most popular cruise line—will add
four new ships over the next four years, beginning with the AIDAdiva
which is scheduled for delivery in April 2007. We also recently
announced the signing of a letter of intent to form a joint venture with
TUI AG, Germany's largest tour operator. TUI carried more than 7.5
million tour passengers last year and has a remarkable 95 percent brand
awareness among German consumers.

Through the TUI joint venture, we plan to develop a second brand
aimed at a different demographic of the German customer. AIDA will
continue its highly successful “club cruises” concept geared toward
younger and more active cruisers while a new TUI-branded cruise
ship is planned, which will target a slightly older and more affluent
German traveler.

Spain is another region primed for expansion and though our Costa
Cruises brand already has a strong presence there, we believe huge
potential for expansion exists as it is one of the fastest-growing areas
of the European vacation industry. To capitalize on this, we signed a
letter of intent to form a new joint venture with Orizonia Corporacion,
Spain’'s largest travel company which operates its own two-ship fleet
under its Iberojet division. The new joint venture would eventually be
comprised of a multi-ship fleet aimed at a different demographic than
the premium market that Costa currently serves.

2006 marked our entry into China, where there is great potential.
Long-standing government travel restrictions have been relaxed, giving
more Chinese the ability to travel abroad. As China’s economy matures
and its middle class expands, the number of Chinese travelers is
expected to grow and we intend to convert those tourists into cruisers.

The Costa China initiative was launched in July 2006 with five-day
cruises from Shanghai aboard Costa Allegra, which was refurbished to
serve Chinese and Asian tastes. Although we anticipated challenges
entering China, the program has developed more slowly than expected
during 2006. We have made a number of modifications to the program
for 2007, including changing itineraries and marketing the China cruises
to other Asian countries and Europe. We believe these changes will
result in improved performance for the China/Asia program in 2007.

An Industry Leader

While we are proud of our leading role in the cruise industry, we also
strive to provide leadership on environmental issues and social
responsibility. In 2006, all of our operating companies successfully
achieved implementation and certification of their environmental
management systems to the ISO 14001 standard. These certifications
recognize our commitment to management of our environmental
processes, products and services in our effort to minimize our
environmental footprint.

Costa Ship in Venice

As the world’s largest cruise operator, we have a duty to be a
responsible global citizen. As part of our ongoing commitment to
corporate responsibility, the Health, Environmental, Safety and Security
Committee of the board of directors was formed in 2006. This
committee has specific responsibility for monitoring compliance with
health, environmental, safety and security policies, as well as to review
enterprise risk and assess mitigation measures in those areas of
our business.

Looking Forward to 2007
In 2007, we mark the 35th anniversary of Carnival Cruise Lines, the
flagship brand of our company. It is remarkable to reflect on the
dramatic changes in our company and in the cruise industry over three
and a half decades. We have come a long way since my father, Ted
Arison, created a new style of cruising with the launch of a refurbished
trans-Atlantic ocean liner, the Mardi Gras, in March 1972.

2007 also is the 20th year since our initial public offering. In 1987,
when Carnival Cruise Lines went public, the company had seven ships
and $150 million in income. Today, Carnival Corporation & plc is a global
company with a portfolio of industry-leading brands that produce $2.3
billion of earnings from its 81-ship fleet. Based on our current order
book, we will have approximately 100 ships in service by 2011.

| take this opportunity to thank our 75,000 employees worldwide
for their hard work and dedication in creating unforgettable vacation
experiences for our guests. | also want to thank our board of directors
for their support during the past year.

| would especially like to thank retiring board member Kirk Lanterman
for his dedicated service over the past 17 years as chairman and CEO
of Holland America Line. Kirk was one of the pioneers of Alaska cruising
and his hard work was instrumental in making Holland America Line
the leading premium cruise brand.

| also would like to acknowledge the contributions of Deborah
Natansohn, president of Seabourn Cruise Line, who died suddenly and
unexpectedly late last year. Debbie was a very talented executive, and
her leadership, creativity and humor will be missed.

Finally, we express our gratitude to our shareholders for their
continued support. And, on behalf of our shareholders, shoreside
staff and shipboard crew, we thank the 7 million-plus guests who
chose to spend their vacations with us last year. We hope to see
you again soon.

Micky Arison
Chairman and CEO

February 14, 2007
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SHAREHOLDER BENEFIT

Carnival Corporation & plc is pleased to extend the following benefit to our shareholders:

North United Continental
American Kingdom European Australian
Brands Brands Brands Brand
Onboard credit per stateroom on sailings of 14 days or longer US $250 £ 125 € 250 AUD 250
Onboard credit per stateroom on sailings of 7 to 13 days* US $100 & 50 € 100 AUD 100
Onboard credit per stateroom on sailings of 6 days or less US $ 50 & 25 € 50 AUD 50

This benefit is applicable on sailings through July 31, 2008 aboard the brands listed below. Certain restrictions apply. Applications to receive these
benefits must be made prior to cruise departure date.

This benefit is available to shareholders holding a minimum of 100 shares of Carnival Corporation or Carnival plc. Employees, travel agents cruis-
ing at travel agent rates, tour conductors or anyone cruising on a reduced-rate or complimentary basis are excluded from this offer. This benefit is
not transferable, not combinable with any other shipboard offer and cannot be used for casino credits/charges and gratuities charged to your
onboard account. Only one onboard credit per shareholder-occupied stateroom. Reservations must be made by February 28, 2008.

Please provide your name, reservation number, ship and sailing date, along with proof of ownership of Carnival Corporation or Carnival plc
shares (i.e., photocopy of shareholder proxy card, shares certificate or a current brokerage or nominee statement) and the initial deposit to your
travel agent or to the cruise line you have selected.

NORTH AMERICAN BRANDS UNITED KINGDOM BRANDS CONTINENTAL

CARNIVAL CRUISE LINES
Research Supervisor
Reservation Administration
3655 N.W. 87th Avenue
Miami, FL 33178

Tel 800-438-6744 ext. 70041
Fax 305-406-5882

PriNcEss CRUISES*

Yield Management

24844 Avenue Rockefeller
Santa Clarita, CA 91355

Tel 800-872-6779 ext. 30305
Fax 661-753-0180

HorLanp AMERICA LINE/
WINDSTAR

Reservation Administration
300 Elliott Avenue West
Seattle, WA 98119

Tel 800-993-5483

Fax 206-298-3059

SEABOURN

Guest Services

6100 Blue Lagoon Drive
Suite 400

Miami, FL 33126

Tel 800-929-9391

Fax 305-463-3055

CuNARD LINE*
Yield Management
24844 Avenue Rockefeller

P&O Cruises/
Princess Cruise LINEs*
Reservations Manager
Richmond House
Terminus Terrace
Southampton

Hants SO14 3PN

United Kingdom

Tel 44 (0) 238 065 7681
Fax 44 (0) 238 065 7360

OCEAN VILLAGE
Reservations Manager
Richmond House
Terminus Terrace
Southampton

Hants SO14 3PN

United Kingdom

Tel 44 (0) 238 065 7681
Fax 44 (0) 238 065 7360

CuNARD LINE*
Reservations Manager
Richmond House
Terminus Terrace
Southampton

Hants SO14 3PN

United Kingdom

Tel 44 (0) 238 065 7681
Fax 44 (0) 238 065 7360

EUROPEAN BRANDS

Costa CRUISES*

Manager of Reservations
200 S. Park Road, Suite 200
Hollywood, FL 33021

Tel 800-462-6782 ext. 5791
Fax 954-266-5868

AIDA CRUISES

Staff of Corporate
Communications

Am Strande 3d

18055 Rostock, Germany

Tel 49 (0) 381.444.8020

Fax 49 (0) 381.444.8025

AUSTRALIAN BRAND

P&O CRUISES AUSTRALIA
Reservations Manager
Locked Bag 1014

St. Leonards NSW 1590
Tel 61 2 8424 8800

Fax 61 2 8424 9161

+Includes Cunard 6 day transatlantic crossings.

Santa Clarita, CA 91355
Tel 800-872-6779 ext. 30305 *The onboard credit for Cunard Line, Princess Cruise Lines and Costa Cruises
Fax 661-753-0180 is determined based on the operational currency onboard the vessel.
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CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended November 30,

(in millions, except per share data) 2006 2005 2004
Revenues (Note 2)
Cruise
Passenger tickets. . .. .. $ 8903 $ 8,399 $7,357
Onboard and other. . ... .. 2,514 2,338 2,070
Other . 422 357 300
11,839 11,094 9,727
Costs and Expenses
Operating
Cruise
Commissions, transportation and other. . .. ... ... . . . . . . . .. 1,749 1,645 1,672
Onboard and other . . ... ... . 453 412 359
Payroll and related . . ... .. . 1,158 1,122 1,003
FUL. 935 707 493
FOOd . . 644 613 550
Other ship operating . . .. ... . 1,538 1,465 1,315
Other . 314 254 210
Total . . 6,791 6,218 5,502
Selling and administrative . . . ... ... 1,447 1,335 1,285
Depreciation and amortization. . . . ... 988 902 812
9,226 8,455 7,599
Operating Income. . . . ... ... 2,613 2,639 2,128
Nonoperating (Expense) Income
INterest INCOME . . . . o 25 29 17
Interest expense, net of capitalized interest. . ... ... ... ... .. ... (312) (330) (284)
Other eXpense, NBt . .. .. .. (8) (13) (5)
(295) (314) (272)
Income Before Income Taxes . . . ... ... ... .. .. .. 2,318 2,325 1,856
Income Tax Expense, Net . . . .. ... .. .. . (39) (72) (47)
NetIncome . ... .. .. $ 2279 $ 2,253 $1,809
Earnings Per Share
BasiC . . $ 28 $ 280 $ 2.25
Diluted . . . $ 277 $ 270 $ 2.18
Dividends Per Share. . . . ... ... ... . .. . $ 1025 $ 080 $0.525

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS

(in millions, except par value)

November 30,
2006 2005

ASSETS
Current Assets

(Note 2)

Cash and cash equivalents . ... ... . . $ 1,163 $ 1,178
Trade and other receivables, net. . .. ... .. .. . . . 280 430
VBN O IS . . . 263 250
Prepaid expenses and Other . ... ... ... 289 263
Total current assets . . .. .. 1,995 2,121
Property and Equipment, Net . . . ... ... ... .. .. ... 23,458 21,312
GoodWill ... 3,313 3,206
Trademarks . . ... ... 1,321 1,282
Other Assets . . . ... ... 465 428

$30,552 $28,349

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Liabilities

Short-term borrowings . . .. ..o $ 438 $ 300
Current portion of long-term debt. . .. ... ... .. . . .. 1,054 1,042
Convertible debt subject to current put option. . ... .. .. ... 283
Accounts payable . ... ... 438 477
Accrued liabilities and other . ... ... . 1,149 1,032
CUStOMEr depPOSITS . . .ot 2,336 2,051
Total current liabilities . . . ... 5,415 5,185
Long-Term Debt . . ... .. .. . . 6,355 5,727
Other Long-Term Liabilities and DeferredIncome ... ...... ... ... ... ... .. ............. 572 554
Commitments and Contingencies (Notes 6 and 7)
Shareholders’ Equity
Common stock of Carnival Corporation; $.01 par value; 1,960 shares authorized;

641 shares at 2006 and 639 shares at 2005 issued. .. ............. .. .. 6 6
Ordinary shares of Carnival plc; $1.66 par value; 226 shares authorized;

213 shares at 2006 and 212 shares at 2005 issued . .. .. ... ...t 354 353
Additional paid-in capital . . . .. ... 7,479 7,381
Retained earnings . . .. ... 11,600 10,141
Unearned stock compensation . . . ... ... (13)
Accumulated other comprehensive income . .. ... . 661 159
Treasury stock; 18 shares at 2006 and 2 shares at 2005 of Carnival Corporation and

42 shares at 2006 and 2005 of Carnival plc, atcost. . . ......... ... ... .. . (1,890) (1,144)

Total shareholders’ equity . . . ... ... 18,210 16,883

$30,552 $28,349

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)

Years Ended November 30,
2006 2005 2004

Operating Activities

Net INCOME . . ..

Adjustments to reconcile net income to
net cash provided by operating activities

Depreciation and amortization. . . ........... ...
Share-based compensation. . .......... ... ... ...
Non-cruise investment write-down. . .. ... .. .
Accretion of original issue discount. . . ........... ... ... .. ..
Other .

Changes in operating assets and liabilities

Receivables . . ... ..
INVENTOMIES . . .
Prepaid expensesand other . ....... ... ... ... ... .. ... ... .. . . . . ...
Accounts payable. . . ... ..
Accrued and other liabilities. . . ... ..
Customer deposits. . . ..ot

(Note 2)

$2279 $2253 $1,809

988 902 812
68 12 11
10 22

9 20 21
3 5

118 (71) 11

(5) (15) (73)
6 (136) 9)

(53) 53 (28)

(11) 155 178

224 212 479

Net cash provided by operating activities . . .......................

3,633 3,410 3,216

Investing Activities

Additions to property and equipment. . . ... ... ..
Sales of short-term investments . ......... .. ... .. .. ... .. ... . ...
Purchases of short-term investments . .............. ... ... ... ...........
Proceeds from sales of property and equipment. .. ............ ... .......
Other, Net . ..

(2,480) (1,977) (3,586)

6 943 1,216
(18) (935) (772)
46 77
3 (1) (24)

Net cash used in investing activities . .. ..........................

(2,443) (1,970) (3,089)

Financing Activities

(2,537)  (1,096) (932)
2,241 1,152 843
(841) (386)
(803) (566) (400)

Net cash used in financing activities . . .. ............. . ... ... .....

Effect of exchange rate changes on cash and cash equivalents

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginningofyear .........................

661 (68) 272
66 63 142

1 (1) (4)
(1,212) (892) (79)
7 (13) (15)

(15) 535 33
1,178 643 610

Cash and cash equivalentsatend ofyear ........ ... ... ... . ... ... .....

$1,163 $1,1778 §$ 643

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

Unearned  Accumulated Total
Compre- Additional stock other share-
hensive  Common  Ordinary ~ paid-in  Retained compen-  comprehensive  Treasury  holders’
(in millions) (Note 2) income stock shares capital  earings  sation income stock equity
Balances at November 30,2003 ................... $6 $349 $7,163  $ 7,148 $(18) $ 162 $(1,058)  $13,752
Comprehensive income
Netincome .......................o .. $1,809 1,809 1,809
Foreign currency translation adjustment.......... 396 396 396
Unrealized loss on marketable securities ......... 1 (1 (1
Minimum pension liability adjustments. .......... (3) (3) (3)
Changes related to cash flow
derivative hedges, net ...................... (13) (13) (13)
Total comprehensive income ............... $2,188
Cash dividends declared . . ...................... (422) (422)
Issuance of stock under stock plans............... 4 148 (7 145
Amortization of unearned stock compensation . . . . . . 9 9
Balances at November 30,2004 ................... 6 353 7,311 8,635 (16) 541 (1,068) 15,672
Comprehensive income
Netincome ...l $2,253 2,253 2,253
Foreign currency translation adjustment.......... (395) (395) (395)
Minimum pension liability adjustments. .......... 2 2) 2)
Changes related to cash flow
derivative hedges, net ...................... 15 15 15
Total comprehensive income ............... $1,871
Cash dividends declared .. ...................... (647) (647)
Issuance of stock under stock plans............... 73 9) 64
Amortization of unearned stock compensation .. .. .. 12 12
Purchase of treasury stock . ..................... (386) (386)
Issuance of common stock upon
conversion of convertible debt ................. (3) 300 297
Balances at November 30,2005 ................... 6 353 7,381 10,141 (13) 159 (1,144) 16,883
Adoption of SFASNo. 123(R).................... (13) 13
Comprehensive income
Netincome ..., $2,279 2,219 2,219
Foreign currency translation adjustment.......... 496 496 496
Minimum pension liability adjustments. .......... 2 2 2
Changes related to cash flow
derivative hedges, net ...................... 4 4 4
Total comprehensive income ............... $2,781
Cash dividends declared . ....................... (820) (820)
Issuance of stock under stock plans............... 1 133 134
Purchase of treasury stock ...................... (841) (841)
Issuance of common stock upon
conversion of convertible debt ................. (22) 95 13
Balances at November 30,2006.................. $6 $354 $7479  $11,600 $ $ 661 $(1,890) $18,210

The accompanying notes are an integral part of these consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1—General

Description of Business

Carnival Corporation is incorporated in Panama, and
Carnival plc is incorporated in England and Wales. Carnival
Corporation and Carnival plc operate a dual listed company
("DLC"), whereby the businesses of Carnival Corporation
and Carnival plc are combined through a number of contracts
and through provisions in Carnival Corporation’s articles of
incorporation and by-laws and Carnival plc's memorandum
of association and articles of association. Although the two
companies have retained their separate legal identities they
operate as if they were a single economic enterprise. Each
company'’s shares continue to be publicly traded; on the New
York Stock Exchange (“NYSE") for Carnival Corporation and

the London Stock Exchange for Carnival plc. In addition,
Carnival plc American Depository Shares (“ADSs") are traded
on the NYSE. See Note 3.

The accompanying consolidated financial statements include
the accounts of Carnival Corporation and Carnival plc and their
respective subsidiaries. Together with their consolidated sub-
sidiaries they are referred to collectively in these consolidated
financial statements and elsewhere in this 2006 Annual Report
as “Carnival Corporation & plc,” “our,” “us,” and “we."”

We are the largest cruise company and one of the largest
vacation companies in the world. As of November 30, 2006, a
summary of the number of cruise ships we operate, by brand,
their passenger capacity and the primary areas in which they
are marketed is as follows:

Number of Passenger Primary
Cruise Brands Cruise Ships Capacity'® Market
Carnival Cruise Lines . ... . . .. . . 21 47,818 North America
Princess Cruises (“Princess”) .. ... . 15 32,232 North America
Costa Cruises ("Costa” ). . . 1 20,218 Europe
Holland America Line .. ... ... .. . 13 18,848 North America
PO CruiSes . . .ot 5 8,840 United Kingdom
AIDA Cruises (“AIDA") . ... 4 5,378 Germany
Cunard Line ("Cunard”) ... ... . 2 4,380 North America and United Kingdom
P&O Cruises Australia . .......... ... . . 2 2,474 Australia and New Zealand
Ocean Village . . ... 1 1,578 United Kingdom
Swan Hellenic. . ... 1 678 United Kingdom
Seabourn Cruise Line (“Seabourn”). ....... ... ... ... .. ... ... 3 624 North America
Windstar CruisSes ... ... ... 3 608 North America

81 143,676

(a) In accordance with cruise industry practice, passenger capacity is calculated based on two passengers per cabin even though some cabins can accommodate

three or more passengers.

Preparation of Financial Statements

The preparation of our consolidated financial statements in
accordance with accounting principles generally accepted in
the United States of America requires us to make estimates

and assumptions that affect the amounts reported and dis-
closed in our financial statements. Actual results could differ
from these estimates. All significant intercompany balances
and transactions are eliminated in consolidation.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 2—Summary of Significant
Accounting Policies

Basis of Presentation

We consolidate entities over which we have control (see
Note 3), as typically evidenced by a direct ownership interest
of greater than 50%. For affiliates where significant influence
over financial and operating policies exists, as typically evi-
denced by a direct ownership interest from 20% to 50%, the
investment is accounted for using the equity method.

Cash and Cash Equivalents and Short-Term Investments

Cash and cash equivalents include investments with matur-
ities of three months or less at acquisition, which are stated at
cost. At November 30, 2006 and 2005, cash and cash equiva-
lents included $936 million and $980 million of investments,
respectively, primarily comprised of money market funds,
time deposits and commercial paper.

As of November 30, 2006 and 2005, our short-term invest-
ments were not significant. Purchases and sales of short-term
investments included in our Consolidated Statements of Cash
Flows consisted of investments with original maturities greater
than three months with variable interest rates, which typically
reset every 28 days. Despite the long-term nature of their
stated contractual maturities, we have the ability to quickly
liquidate these securities. All income generated from these
investments was recorded as interest income.

Inventories

Inventories consist of provisions, gift shop and art merchan-
dise held for resale, fuel and supplies carried at the lower of
cost or market. Cost is determined using the weighted-average
or first-in, first-out methods.

Property and Equipment

Property and equipment are stated at cost. Depreciation
and amortization were computed using the straight-line method
over our estimates of average useful lives and residual values,
as a percentage of original cost, as follows:

Residual
Values Years
Ships . ... .. 15% 30
Ship improvements. ... ........... 0% or 15% 3 to remaining
life of ship
Buildings and improvements ... .. .. 0-10% 5-35
Transportation equipment
andother..................... 0-15% 2-20
Leasehold improvements, Shorter of
including port facilities .. ........ lease term
or related
asset life
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Ship improvement costs that we believe add value to our
ships are capitalized to the ships, and depreciated over the
improvements’ estimated useful lives, while costs of repairs
and maintenance and minor replacement costs are charged to
expense as incurred. Upon replacement or refurbishment of
previously capitalized ship components, these assets’ esti-
mated cost and accumulated depreciation are written off. We
capitalize interest on ships and other capital projects during
their construction period.

We review our long-lived assets for impairment whenever
events or changes in circumstances indicate that the carrying
amount of these assets may not be fully recoverable. The
assessment of possible impairment is based on our ability to
recover the carrying value of our asset based on our estimate
of its undiscounted future cash flows. If these estimated
undiscounted future cash flows are less than the carrying
value of the asset, an impairment charge is recognized for the
excess, if any, of the asset’s carrying value over its estimated
fair value.

Dry-dock Costs

Dry-dock costs primarily represent planned major mainte-
nance activities that are incurred when a ship is taken out of
service for scheduled maintenance. During 2006 we elected
to change our method of accounting for dry-dock costs from
the deferral method, under which we amortized our deferred
dry-dock costs over the estimated period of benefit between
dry-docks, to the direct expense method, under which we
expense all dry-dock costs as incurred. We believe the direct
method is preferable as it eliminates the significant amount of
time and subjectivity that is needed to determine which costs
and activities related to dry-docking should be deferred. In
connection with adopting this change in accounting policy,
we elected to early adopt Statement of Financial Accounting
Standards (“SFAS”) No. 154, “Accounting Changes and Error
Corrections,” which requires that we report changes in
accounting policy by retrospectively applying the new policies
to all prior periods presented, unless it is impractical to deter-
mine the prior period impacts. Accordingly, we have previously
adjusted our financial statements for all periods presented for
this change in dry-dock policy. The effects of this change in
accounting policy for the years ended and at November 30
were as follows (in millions, except earnings per share):



Consolidated Statements of Operations

2006 2005 2004
Deferral Direct Effect of Deferral Direct Effect of  Deferral Direct Effect of
Method'® Method Change Method Method Change Method  Method Change

Other ship operating expenses ....... $1,484 $1,538 $ b4 $1,461 $1,465 $ 4 $1,270 $1,315 $ 45

Netincome ....................... $2,333 $2,279 $ (54) $2,257 $2,253 $ 4 $1,854 $1,809 $ (45)
Earnings per share
Basic ... . $ 2.92 $ 2.85 $(0.07) $ 2.80 $ 2.80 $0.00 $ 2.31 $ 225 $(0.06)
Diluted . . ... ... ... $ 2.83 $ 2.77 $(0.06) $ 2.70 $ 2.70 $0.00 $ 224 $ 2.18 $(0.06)

Consolidated Balance Sheets

2006 2005
Deferral Direct Effect of Deferral Direct Effect of
Method'® Method Change Method Method Change

Prepaid expensesand other. ........ .. ... ... . o
Retained earnings. . ... ...
Accumulated other comprehensive income . .....................

$ 434 s 289 $(145) $ 362 § 263 $(89)
$11,746  $11,600 $(146) $10,233  $10,141 $(92)
$ 660 $ 661 $ 1 $ 156 § 159 $ 3

(a) The amounts disclosed under the deferral method for the year ended and at November 30, 2006 are based on the estimated effect of not changing our dry-dock
accounting method to the direct expense method for this current period. Accordingly, these estimated current period amounts have not been previously reported,

but are being disclosed in accordance with the requirements of SFAS No. 154.

In addition, as a result of this change in accounting method
retained earnings at November 30, 2003 decreased by $43
million to $7.15 billion from $7.19 billion.

Goodwill

We review our goodwill for impairment annually, or, when
events or circumstances dictate, more frequently. All of our
goodwill has been allocated to our cruise reporting units.
There were no significant changes to our goodwill carrying
amounts since November 30, 2004, other than the changes
resulting from using different foreign currency translation rates
at each balance sheet date and a $20 million reduction to
goodwill in fiscal 2006 resulting from the resolution of certain
P&QO Princess Cruises plc's (“P&O Princess”) tax contingency
liabilities that existed at the time of the DLC transaction.

Our goodwill impairment reviews consist of a two-step
process of first determining the fair value of the reporting unit
and comparing it to the carrying value of the net assets allo-
cated to the reporting unit. Fair values of our reporting units
were determined based on our estimates of comparable market
prices or discounted future cash flows. If this fair value exceeds
the carrying value, which was the case for our reporting units,
no further analysis or goodwill write-down is required. If the
fair value of the reporting unit is less than the carrying value
of the net assets, the implied fair value of the reporting unit is
allocated to all the underlying assets and liabilities, including
both recognized and unrecognized tangible and intangible
assets, based on their fair value. If necessary, goodwill is then
written-down to its implied fair value.

Trademarks

The costs of developing and maintaining our trademarks
are expensed as incurred. However, for acquisitions made
after June 2001, we have allocated a portion of the purchase
price to the acquiree’s identified trademarks. The trademarks
that Carnival Corporation recorded as part of its acquisition of
P&QO Princess, which are estimated to have an indefinite use-
ful life and, therefore, are not amortizable, are reviewed for
impairment annually, or, when events or circumstances dictate,
more frequently. Our trademarks would be considered impaired
if their carrying value exceeds their estimated fair value.

Derivative Instruments and Hedging Activities

We utilize derivative and nonderivative financial instruments,
such as foreign currency swaps and foreign currency debt
obligations to limit our exposure to fluctuations in foreign
currency exchange rates, and interest rate swaps to manage
our interest rate exposure and to achieve a desired proportion
of variable and fixed rate debt (see Notes 5 and 10).

All derivatives are recorded at fair value, and the changes
in fair value are immediately included in earnings if the deriva-
tives do not qualify as being effective hedges. If a derivative
is a fair value hedge, then changes in the fair value of the
derivative are offset against the changes in the fair value of
the underlying hedged item. If a derivative is a cash flow
hedge, then changes in the fair value of the derivative are
recognized as a component of accumulated other compre-
hensive income (“AOCI") until the underlying hedged item
is recognized in earnings. If a derivative or a nonderivative
financial instrument is designated as a hedge of our net
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

investment in a foreign subsidiary, then changes in the fair
value of the financial instrument are recognized as a compo-
nent of AOCI to offset a portion of the change in the translated
value of the net investment being hedged, until the investment
is liquidated. We formally document all hedging relationships
for all derivative and nonderivative hedges and the underlying
hedged items, as well as our risk management objectives and
strategies for undertaking the hedge transactions.

We classify the fair value of our derivative contracts and
the fair value of our offsetting hedged firm commitments as
either current or long-term, which are included in prepaid and
other assets and accrued and other liabilities, depending on
whether the maturity date of the derivative contract is within
or beyond one year from our balance sheet dates. The cash
flows from derivatives treated as hedges are classified in our
Consolidated Statements of Cash Flows in the same category
as the item being hedged.

During fiscal 2006, 2005 and 2004, all net changes in the
fair value of both our fair value hedges and the offsetting
hedged firm commitments and our cash flow hedges were
immaterial, as were any ineffective portions of these hedges.
No fair value hedges or cash flow hedges were derecognized
or discontinued in fiscal 2006, 2005 or 2004. In addition, the
amount of realized net losses or gains from cash flow hedges
that were reclassified into earnings during fiscal 2006, 2005
and 2004 were not significant. The amount of estimated cash
flow hedges unrealized net losses which are expected to
be reclassified to earnings in the next twelve months is not
significant.

Finally, if any shipyard with which we have contracts to
build our ships is unable to perform, we would be required
to perform under our foreign currency swaps related to these
shipbuilding contracts. Accordingly, based upon the circum-
stances, we may have to discontinue the accounting for those
currency swaps as hedges, if the shipyard cannot perform.
However, we believe that the risk of shipyard nonperformance
is remote.

Revenue and Expense Recognition

Guest cruise deposits represent unearned revenues and
are initially recorded as customer deposit liabilities when
received. Customer deposits are subsequently recognized as
cruise revenues, together with revenues from onboard and
other activities, which include transportation and shore excur-
sion revenues and all associated direct costs of a voyage, upon
completion of voyages with durations of ten nights or less
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and on a pro rata basis for voyages in excess of ten nights.
Future travel discount vouchers issued to guests are typically
recorded as a reduction of revenues when such vouchers are
utilized. Cancellation fees are recognized in revenues at the
time of the cancellation. Revenues and expenses from our
tour and travel services are recognized at the time the services
are performed or expenses are incurred.

Our sale to passengers of air and other transportation to
and from our ships and the related cost of purchasing this
service is recorded as cruise passenger ticket revenues and
cruise transportation costs, respectively, in the accompanying
Consolidated Statements of Operations. The proceeds that
we collect from the sale of third party shore excursions and
on behalf of onboard concessionaires, net of the amounts
remitted to them, are recorded as concession revenues, on
a net basis, in onboard and other cruise revenues.

Insurance/Self-Insurance

We use a combination of insurance and self-insurance for
a number of risks including claims related to crew and passen-
gers, hull and machinery, war risk, workers' compensation,
property damage and general liability. Liabilities associated
with certain of these risks, including crew and passenger claims,
are estimated based on, among other things, historical claims
experience, severity factors and other actuarial assumptions.
Our expected loss accruals are based on estimates, and while
we believe the amounts accrued are adequate the ultimate
loss may differ from the amounts provided.

Selling and Administrative Expenses

Selling expenses include items such as advertising, market-
ing, promotional and related costs. Advertising costs are
charged to expense as incurred except for brochures and
media production costs. The brochures and media production
costs are recorded as prepaid expenses and charged to expense
as consumed or upon the first airing of the advertisement,
respectively. Advertising expenses totaled $464 million, $455
million and $464 million in fiscal 2006, 2005 and 2004, respec-
tively. At November 30, 2006 and 2005, the amount of adver-
tising costs included in prepaid expenses was not significant.
Administrative expenses represent the costs of our shoreside
ship support, reservation and other administrative functions
and include items such as salaries and related benefits,
professional fees and occupancy costs, which are typically
expensed as incurred.



Foreign Currency Translations and Transactions

Our foreign subsidiaries and affiliates that have functional
currencies other than the U.S. dollar translate their assets
and liabilities at exchange rates in effect at the balance sheet
dates. Revenues and expenses of these foreign subsidiaries
and affiliates are translated at weighted-average exchange
rates for the period. Equity is translated at historical rates, and
the resulting cumulative foreign currency translation adjust-
ments are included as a component of AOCI. Therefore, the
U.S. dollar value of these non-equity translated items in our
financial statements will fluctuate from period to period,
depending on the changing value of the dollar against these
local functional currencies.

Exchange gains and losses arising from the remeasurement
of monetary assets and liabilities, and foreign currency trans-
actions denominated in a currency other than the functional
currency of the entity involved are immediately included in
nonoperating earnings, unless such net liabilities have been
designated to act as hedges of a net investment in our foreign
subsidiaries. In addition, the unrealized exchange gains or
losses on our long-term intercompany receivables denomi-
nated in a non-functional currency, which are not expected
to be repaid in the foreseeable future and are therefore con-
sidered to form part of our net investment, are recorded as a
foreign currency translation adjustment, which is included as
a component of AOCI. Finally, net foreign currency transaction
gains or losses recorded in our earnings were not significant
in fiscal 2006, 2005 and 2004.

Earnings Per Share

Basic earnings per share is computed by dividing net income
by the weighted-average number of shares of common stock
and ordinary shares outstanding during each period. Diluted
earnings per share is computed by dividing adjusted net
income by the weighted-average number of shares of com-
mon stock and ordinary shares, common stock equivalents
and other potentially dilutive securities outstanding during
each period. All shares that are issuable under our outstanding
convertible notes that have contingent share conversion fea-
tures have been considered outstanding for our diluted earnings
per share computations, if dilutive, using the “if converted”
method of accounting from the date of issuance.

Share-Based Compensation

Effective December 1, 2005, we adopted the provisions
of SFAS No. 123 (revised 2004), “Share-Based Payment”
("SFAS No. 123(R)"), which requires us to measure and rec-
ognize compensation expense for all share-based compensa-
tion awards. We adopted SFAS No. 123(R) using the modified
prospective application transition method. Under this method,
the share-based compensation cost recognized beginning
December 1, 2005 includes compensation cost for (i) all
share-based payments granted prior to, but not vested as of,
December 1, 2005, based on the grant date fair value originally
estimated in accordance with the provisions of SFAS No. 123,
“Accounting for Stock-Based Compensation” (“SFAS No.
123"), and (ii) all share-based payments granted subsequent
to November 30, 2005, based on the grant date fair value esti-
mated in accordance with the provisions of SFAS No. 123(R).
Prior to December 1, 2005, as allowed under the then out-
standing accounting principles, we did not recognize compen-
sation expense for the issuance of stock options with an
exercise price equal to or greater than the market price of the
underlying shares at the date of grant.

Compensation cost under SFAS No. 123(R) is recognized
ratably using the straight-line attribution method over the
expected vesting period or to the retirement eligibility date, if
less than the vesting period, when vesting is not contingent
upon any future performance. In addition, pursuant to SFAS
No. 123(R) we are required to estimate the amount of expected
forfeitures, which we estimate based on historical forfeiture
experience, when calculating compensation cost. If the actual
forfeitures that occur are different than the estimate, then we
will revise our estimates. The effect of adopting SFAS No.
123(R) has been to reduce our net income by $57 million and
our basic and diluted earnings per share by $0.07 for the year
ended November 30, 2006. Prior periods are not restated
under this transition method.

Concentrations of Credit Risk

As part of our ongoing control procedures, we monitor
concentrations of credit risk associated with financial and
other institutions with which we conduct significant business.
Credit risk, including counterparty nonperformance under
derivative instruments, contingent obligations and new ship
progress payment guarantees, is considered minimal, as we
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

primarily conduct business with large, well-established finan-
cial institutions who have long-term credit ratings of A or
above and we seek to diversify our counterparties. In addition,
we have established guidelines regarding credit ratings and
investment maturities that we follow to maintain safety and
liquidity. We do not anticipate nonperformance by any of our
significant counterparties.

We also monitor the creditworthiness of foreign travel
agencies and tour operators to which we grant credit terms
in the normal course of our business. Concentrations of credit
risk associated with these receivables are considered minimal
primarily due to their short maturities and the large number
of accounts within our customer base. We have experienced
only minimal credit losses on our trade receivables. We do not
normally require collateral or other security to support normal
credit sales. However, we do normally require collateral and/or
guarantees to support notes receivable on significant asset
sales and new ship progress payments to shipyards.

Reclassifications

We have reclassified certain prior period amounts to con-
form them to the current period presentation primarily as a
result of our adopting a new chart of accounts in conjunction
with our initial implementation of a new worldwide accounting
system in the second quarter of 2006. During this implemen-
tation, we identified certain differences among our operating
subsidiaries and, accordingly, we have recorded the appropriate
reclassifications in the prior periods to improve comparability.

NOTE 3—DLC Structure

On April 17, 2003, Carnival Corporation and Carnival plc
(formerly known as P&QO Princess) completed a DLC transac-
tion, which implemented Carnival Corporation & plc's DLC
structure. The contracts governing the DLC structure provide
that Carnival Corporation and Carnival plc each continue to
have separate boards of directors, but the boards and senior
executive management of both companies are identical. The
amendments to the constituent documents of each of the
companies also provide that, on most matters, the holders
of the common equity of both companies effectively vote as
a single body. On specified matters where the interests of
Carnival Corporation’s shareholders may differ from the inter-
ests of Carnival plc's shareholders (a “class rights action”),
each shareholder body will vote separately as a class, such as
transactions primarily designed to amend or unwind the DLC
structure. Generally, no class rights action will be implemented
unless approved by both shareholder bodies.

page 14 | Carnival Corporation & plc



Upon the closing of the DLC transaction, Carnival Corporation
and Carnival plc also executed the Equalization and Governance
Agreement, which provides for the equalization of dividends
and liquidation distributions based on an equalization ratio and
contains provisions relating to the governance of the DLC
structure. Because the current equalization ratio is 1 to 1, one
Carnival plc ordinary share is entitled to the same distributions,
subject to the terms of the Equalization and Governance
Agreement, as one share of Carnival Corporation common
stock. In a liquidation of either company or both companies,
if the hypothetical potential per share liquidation distributions
to each company’s shareholders are not equivalent, taking into
account the relative value of the two companies’ assets and
the indebtedness of each company, to the extent that one
company has greater net assets so that any liquidation distri-
bution to its shareholders would not be equivalent on a per
share basis, the company with the ability to make a higher
net distribution is required to make a payment to the other
company to equalize the possible net distribution to share-
holders, subject to certain exceptions.

At the closing of the DLC transaction, Carnival Corporation
and Carnival plc also executed deeds of guarantee. Under the
terms of Carnival Corporation’s deed of guarantee, Carnival
Corporation has agreed to guarantee all indebtedness and
certain other monetary obligations of Carnival plc that are
incurred under agreements entered into on or after the closing
date of the DLC transaction. The terms of Carnival plc’'s deed
of guarantee are identical to those of Carnival Corporation’s.

In addition, Carnival Corporation and Carnival plc have each
extended their respective deeds of guarantee to the other’s
pre-DLC indebtedness and certain other monetary obligations,
or alternatively have provided standalone guarantees in lieu of
utilization of these deeds of guarantee, thus effectively cross
guaranteeing all Carnival Corporation and Carnival plc indebt-
edness and certain other monetary obligations. Each deed of

guarantee provides that the creditors to whom the obligations
are owed are intended third party beneficiaries of such deed
of guarantee.

The deeds of guarantee are governed and construed in
accordance with the laws of the Isle of Man. Subject to the
terms of the guarantees, the holders of indebtedness and
other obligations that are subject to the guarantees will have
recourse to both Carnival plc and Carnival Corporation though
a Carnival plc creditor must first make written demand on
Carnival plc and a Carnival Corporation creditor on Carnival
Corporation. Once the written demand is made by letter or
other form of notice, the holders of indebtedness or other
obligations may immediately commence an action against the
relevant guarantor. Accordingly, there is no requirement under
the deeds of guarantee to obtain a judgment, take other
enforcement actions or wait any period of time prior to taking
steps against the relevant guarantor. All actions or proceedings
arising out of or in connection with the deeds of guarantee
must be exclusively brought in courts in England.

Under the terms of the DLC transaction documents, Carnival
Corporation and Carnival plc are permitted to transfer assets
between the companies, make loans or investments in each
other and otherwise enter into intercompany transactions.
The companies have entered into some of these types of
transactions and expect to enter into additional transactions
in the future to take advantage of the flexibility provided by
the DLC structure and to operate both companies as a single
unified economic enterprise in the most effective manner. In
addition, under the terms of the Equalization and Governance
Agreement and the deeds of guarantee, the cash flow and
assets of one company are required to be used to pay the
obligations of the other company, if necessary.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Given the DLC structure as described above, we believe
that providing separate financial statements for each of
Carnival Corporation and Carnival plc would not present a
true and fair view of the economic realities of their operations.
Accordingly, separate financial statements for both Carnival
Corporation and Carnival plc have not been presented.

Simultaneously with the completion of the DLC transaction,
a partial share offer ("PSQO") for 20% of Carnival plc's shares
was made and accepted, which enabled 20% of Carnival plc
shares to be exchanged for 41.7 million Carnival Corporation
shares. The 41.7 million shares of Carnival plc held by Carnival
Corporation as a result of the PSO, which cost $1.05 billion,
are being accounted for as treasury stock in the accompany-
ing balance sheets.

NOTE 4—Property and Equipment

Property and equipment consisted of the following
(in millions):
November 30,

2006 2005
Ships . ... $26,054 $23,506
Ships under construction .. ............... 922 540

26,976 24,046
Land, buildings and improvements,

and port facilities. . .............. ... ... 675 593
Transportation equipment and other .. ... ... 762 692
Total property and equipment ............. 28,413 25,331
Less accumulated depreciation

and amortization .. ... ... ... ... (4,955) (4,019)

$23,458 $21,312
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Capitalized interest, primarily on our ships under construc-
tion, amounted to $37 million, $21 million and $26 million in
fiscal 2006, 2005 and 2004, respectively. Amounts related to
ships under construction include progress payments for the
construction of the ship, as well as design and engineering
fees, capitalized interest, construction oversight costs and
various owner supplied items. At November 30, 2006, seven
ships with an aggregate net book value of $2.62 billion were
pledged as collateral pursuant to mortgages related to $1.23
billion of debt and a $485 million contingent obligation (see
Notes 5 and 6).

Repairs and maintenance and minor replacement expenses,
including dry-dock expenses were $518 million, $554 million
and $419 million in fiscal 2006, 2005 and 2004, respectively.

NOTE 5—Debt

Short-Term Borrowings

At November 30, 2006 and 2005, unsecured short-term
borrowings consisted of U.S. bank loans and U.S. commer-
cial paper of $381 million and $113 million, respectively, and
Euro bank loans and Euro commercial paper of $57 million
and $187 million, respectively. These short-term borrowings
had weighted-average interest rates of 5.2% and 3.1% at
November 30, 2006 and 2005, respectively.
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Long-Term Debt

Long—-term debt consisted of the following (in millions):

November 30,
2006 2005%@

Secured
Floating rate notes, collateralized by four ships, bearing interest from libor plus 1.13% to libor

plus 1.29% (6.5% to 6.8% at 2006 and 4.9% to 5.7% at 2005), due through 2015® . ... ... ... ... ....
Fixed rate notes, collateralized by two ships, bearing interest at 5.4% and 5.5%, due through 2016®. . ... ..
Euro floating rate note, collateralized by one ship, bearing interest at euribor plus 0.5% (4.0% at 2006

............ $ 672 $ 788

............ 379 380
............ 43 64

........... 134 142
............ 1 2

............ 1,229 1,376

Unsecured
Fixed rate notes, bearing interest at 3.75% 1o 7.2%, due through 2028 . . . ... .. . ... . . . . . .. ... 2,542 2,239
Euro fixed rate notes, bearing interest at 4.4% in 2006 and 5.57% in 2005, due in 20139 ... 985 355
Euro floating rate notes, bearing interest at euribor plus 0.25% to euribor plus 0.47% (3.83% at 2006 and

2.4% 10 2.6% at 2005), due through 201000 . . .. 486 933
Sterling fixed rate notes, bearing interest at 5.63%, due in 2012, . . . ... .. . . 415 372
Sterling floating rate note, bearing interest at GBP libor plus 0.33% (5.52% at 2006 and 4.91% at 2005), due in 2010 . . . .. 322 285
[ 4 =T 34 34
Convertible notes, bearing interest at 2%, due in 2021, with next put optionin 2008 . .. ........ ... ... ... ... ... ...... 599 600
Convertible notes, bearing interest at 1.75%, net of discount, with a face value of $889 million, due in

2033, with first put option in 2008. . . . . ... 575 575
Zero-coupon convertible notes, net of discount, with a face value of $386 million at 2006

and $510 million at 2005, due in 2021, with next put option in 2008. . . . ... ... .. 222 283

Total UNSeCUred . ... 6,180 5,676

Less portion due Within ONe Year. . . ... ... .

7,409 7,052
........... (1,054)  (1,325)

$6,356 $5,727

(a) All interest rates are as of year ends. At November 30, 2006 and 2005, 56 %, 30% and 14% of our long-term debt was U.S. dollar, euro and sterling-denominated,

respectively, including the effect of foreign currency swaps.

(b) A portion of two Princess ships has been financed with borrowings having both fixed and variable interest rate components.
(c) In May 2006, we borrowed $352 million under an unsecured term loan facility to pay a portion of the Crown Princess purchase price. This facility bears interest at

4.51% and is repayable in semi-annual installments through May 2018.

(d) In November 2006, we issued €750 million of bonds ($985 million U.S. dollars at the November 30, 2006 exchange rate), which have an effective interest rate of
4.4% and are due in 2013. The net proceeds of the bonds were primarily used to repay outstanding euro commercial paper and the balance will be used to repay

other current obligations subsequent to November 30, 2006.
(e) During 2006, we repaid $361 million of Costa’s fixed rate euro notes and $527 million of their floating rate euro notes.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

At November 30, 2006, the scheduled annual maturities of
our long-term debt was as follows (in millions): $1,054, $1,930,
$202, $1,108, $202 and $2,913 in fiscal 2007 through 2011
and thereafter, respectively. The fiscal 2008 maturities include
$1.40 billion of Carnival Corporation’s Zero-Coupon Notes, 2%
Notes and 1.75% Notes based on the date of the noteholders’
next put option.

Debt issuance costs are generally amortized to interest
expense using the straight-line method, which amount approx-
imates the effective interest method, over the term of the
notes or the noteholders first put option date, whichever is
earlier. In addition, all loan issue discounts are amortized to
interest expense using the effective interest rate method over
the term of the notes.

Convertible Notes

Carnival Corporation’s 2% convertible notes (“2% Notes”),
1.75% convertible notes (“1.75% Notes”) and zero-coupon
convertible notes (“Zero-Coupon Notes”) are convertible into
15.3 million shares, a maximum of 20.9 million shares (10.8
million shares during fiscal 2006) and 6.4 million shares,
respectively, of Carnival Corporation common stock.

The 2% Notes are convertible at a conversion price of
$39.14 per share, subject to adjustment, during any fiscal
quarter for which the closing price of the Carnival Corporation
common stock is greater than $43.05 per share for a defined
duration of time in the preceding fiscal quarter. The conditions
for conversion of the 2% Notes were satisfied throughout
2005 and during the first and last quarters of fiscal 2006. A
nominal amount of 2% Notes were converted in fiscal 2006,
2005 and 2004.

The 1.75% Notes are convertible at a conversion price of
$53.11 per share, subject to adjustment, during any fiscal
quarter for which the closing price of the Carnival Corporation
common stock is greater than a specified trigger price for a
defined duration of time in the preceding fiscal quarter. During
the fiscal quarters ending from August 31, 2003 through
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April 29, 2008, the trigger price is $63.73 per share. Thereafter,
this conversion trigger price increases each quarter based on
an annual rate of 1.75%, until maturity. In addition, holders
may also surrender the 1.75% Notes for conversion if they
have been called for redemption or for other specified occur-
rences, including the credit rating assigned to the 1.75% Notes
being Baa3 or lower by Moody'’s Investors Service and BBB-
or lower by Standard & Poor’s Rating Services, as well as
certain corporate transactions. The 1.75% Notes interest is
payable in cash semi-annually in arrears through April 29,
2008. Effective April 30, 2008, the 1.75% Notes no longer
require a cash interest payment, but interest will accrete at a
1.75% yield to maturity.

The Zero-Coupon Notes have a 3.75% yield to maturity
and are convertible during any fiscal quarter for which the
closing price of the Carnival Corporation common stock is
greater than a specified trigger price for a defined duration of
time in the preceding fiscal quarter. The trigger price increases
at an annual rate of 3.75% until maturity. The trigger price
was $38.11 for the 2006 fourth quarter, and the conversion
price was $34.64. During fiscal 2006 and 2005, $69 million
and $297 million of our Zero-Coupon Notes were converted
at their accreted value into 2.1 million and 9.0 million shares
of Carnival Corporation common stock, of which 1.9 million
and 6.2 million shares were issued from treasury stock,
respectively. No Zero-Coupon Notes were converted prior
to fiscal 2005.

At November 30, 2005, the Zero-Coupon Notes were
classified as a current liability, since the noteholders had the
right to require us to repurchase them on October 24, 2006.
At November 30, 2006, we have again classified our Zero-
Coupon Notes as long-term debt, since the next date that
the noteholders can require us to repurchase them is on
October 24, 2008.

Subsequent to April 28, 2008 and October 23, 2008, we
may redeem all or a portion of the 1.75% Notes and Zero-
Coupon Notes, respectively, at their accreted values and



subsequent to April 14, 2008, we may redeem all or a portion
of our 2% Notes at their face value plus any unpaid accrued
interest, subject to the noteholders’ right to convert.

In addition, on April 29 of 2008, 2013, 2018, 2023 and 2028
the 1.75% noteholders, on April 15 of 2008 and 2011 the 2%
noteholders and on October 24 of 2008, 2011 and 2016 the
Zero-Coupon noteholders may require us to repurchase all or
a portion of the outstanding 1.75% Notes and Zero-Coupon
Notes at their accreted values and the 2% Notes at their face
value plus any unpaid accrued interest.

Upon conversion, redemption or repurchase of the 1.75%
Notes, the 2% Notes and the Zero-Coupon Notes, we may
choose to deliver Carnival Corporation common stock, cash
or a combination of cash and common stock with a total value
equal to the value of the consideration otherwise deliverable.

Revolving Credit and Committed Financing Facilities

Carnival Corporation, Carnival plc and certain of Carnival plc's
subsidiaries are parties to an unsecured multi-currency revolv-
ing credit facility for $1.2 billion, €400 million and £200 million
(aggregating $2.12 billion U.S. dollars at the November 30,
2006 exchange rates) (the “Facility”). The Facility currently
bears interest at libor/euribor plus a margin of 17.5 basis points
("BPS"). In addition, we are required to pay a commitment
fee of 30% of the margin per annum. Both the margin and
the commitment fee will vary based on changes to Carnival
Corporation’s senior unsecured credit ratings. In September
2006, this Facility's expiration date was extended from October
2010 to October 2011.

Our multi-currency commercial paper programs are supported
by this Facility and, accordingly, any amounts outstanding

1N GAFLL

under our commercial paper programs effectively reduce the
aggregate amount available under this Facility. At November 30,
2006, we had borrowed $160 million under our commercial
paper program, which is classified as a short-term borrowing
since we do not expect to refinance it using proceeds from
our long-term Facility. This Facility also supports £46 million
($91 million U.S. dollars at the November 30, 2006 exchange
rate) of bonds issued by the Facility lenders on behalf of
Carnival Corporation & plc. At November 30, 2006, $1.87 billion
was available under the Facility, based on the November 30,
2006 exchange rates.

At November 30, 2006, we had a total of seven separate
unsecured long-term ship loan financing facilities under which
we have the option to borrow up to an aggregate of $2.55
billion to finance a portion of the purchase price of seven new
ships currently under contract. These ships are expected to
be delivered through 2009. These facilities are repayable
semi-annually over a 12 year period. However, we have the
option to terminate each facility up until 60 days prior to the
underlying ship's delivery date.

The Facility and our other loan and derivative agreements
contain covenants that require us, among other things, to
maintain minimum debt service coverage and minimum share-
holders’ equity, and to limit our debt to capital and debt to
equity ratios, and the amounts of our secured assets and
secured indebtedness. Generally, if an event of default under
any loan agreement is triggered, then pursuant to cross default
acceleration clauses, substantially all of our outstanding debt
and derivative contract payables could become due and the
underlying facilities could be terminated. At November 30,
2006, we were in compliance with all of our debt covenants.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 6—Commitments

Ship Commitments

A description of our ships under contract for construction at November 30, 2006, as adjusted for our new ship orders through

January 2007, was as follows:

Expected
Service Passenger Estimated Total Cost®
Brand and Ship Date@ Capacity Euros Sterling uUsD
(in millions)

Carnival Cruise Lines
Carnival Freedom ... .. ... . 3/07 2,974 $ 505
Carnival Splendor . . ... .. 7/08 3,000 € 485
Carnival Dream . .. ... 10/09 3,652 565
Carnival Magicl® . ... 6/11 3,652 565

Total Carnival Cruise Lines . ... . 13,278 1,615 505
Princess
Emerald PrinCess . ... .. 4/07 3,100 540
Newbuild. . . ... 11/08 3,100 580

Total PrinCcess .. ... ... . . 6,200 1,120
Holland America Line
Eurodam ... 7/08 2,044 465
Costa'®
COSta SBIENA. . . . 6/07 3,000 475
Newbuild. .. ... 5/09 2,260 420
Newbuild. . ... 6/09 3,000 485
Newbuild e . . 4/10 2,260 420

Total CoSta. . . ..o 10,520 1,800
AIDA
AIDAAIVE . . . 4/07 2,050 315
AIDAbella . ... 4/08 2,050 315
Newbuild. . ... 4/09 2,050 315
Newbuild. .. ... 4/10 2,050 335

Total AIDA . . 8,200 1,280
Seabourn
Newbuild. ... 6/09 450 200
Newbuild. . ... 6/10 450 200

Total Seabourn. . .. ... . 900 400
P&O Cruises
NV eNtUral® . 4/08 3,076 £360
Newbuild® . 6/10 3,076 535

Total P&O CruiSes. . . .. ..o 6,152
Cunard
Queen Victoriat® . . . 12/07 2,014 305
Total Euro Commitments .. ....... ... ... ... ... . ... . ... ... . ....... €5,630
Total Euro Commitments converted to USD™. . ... ... .. ... ... ........ 7,430
Total Sterling Commitments . ......... ... ... ... ... ............... £665
Total Sterling Commitments convertedto USD®. . ... ... ... ... . ... .. 1,300
Grand Total . .. ... ... .. ... ... 49,308 $10,820

(a) The expected service date is the month in which the ship is currently expected to begin its first revenue generating cruise.

(b) Estimated total cost of the completed ship includes the contract price with the shipyard, design and engineering fees, capitalized interest, construction oversight
costs and various owner supplied items. All of our ship construction contracts are with the Fincantieri shipyards in Italy, except for AIDA’s and Seabourn’s which are
with the Meyer Werft shipyard in Germany and T. Mariotti shipyard in Italy, respectively. In addition, the estimated total cost reflects the currency denomination that

we are committed to expend, including the effect of foreign currency swaps.
(c) These construction contracts aggregating €1.52 billion were entered into after November 30, 2006.

(d) These construction contracts are denominated in euros, which is the functional currency of the cruise brand which will operate the ship.

(e) These construction contracts are denominated in euros, except for $45 million of the Queen Victoria costs, which are denominated in USD. The euro and USD
denominated contract amounts have been fixed into sterling, which is the cruise ship's functional currency, by utilizing foreign currency swaps.
(f) The estimated total costs of these contracts denominated in euros and sterling have been translated into U.S. dollars using the November 30, 2006 exchange rates.

page 20 | Carnival Corporation & plc



In connection with our cruise ships under contract for
construction listed above, we have paid $922 million through
November 30, 2006 and anticipate paying the remaining esti-
mated total costs as follows: $2.65 billion, $2.51 billion, $2.43
billion, $1.69 billion and $617 million in fiscal 2007, 2008, 2009,
2010 and 2011, respectively.

Operating Leases

Rent expense under our operating leases, primarily for office
and warehouse space, was $47 million in fiscal 2006 and
$50 million in each of fiscal 2005 and 2004. At November 30,
2006, minimum annual rentals for our operating leases, with
initial or remaining terms in excess of one year, were as follows
(in millions): $40, $36, $34, $31, $29 and $180 in fiscal 2007
through 2011 and thereafter, respectively.

Port Facilities and Other

At November 30, 2006, we had commitments through
2052, with initial or remaining terms in excess of one year, to
pay minimum amounts for our annual usage of port facilities
and other contractual commitments as follows (in millions):
$107, $97, $83, $74, $61 and $217 in fiscal 2007 through
2011 and thereafter, respectively.

NOTE 7—Contingencies

Litigation

On September 21, 20086, a class action complaint was filed
on behalf of a purported class of past passengers against
Holland America Line (“HAL") in the U.S. The complaint
alleges that HAL (a) failed to disclose that shore excursion
vendors paid HAL to promote their services as required by an
Alaska statute, and (b) collected and retained payment from
passengers for Passenger Vessel Service Act ("PSVA") viola-
tions in certain instances when HAL did not actually incur the
fines. The complaint seeks (i) certification as a class action,
(i) statutory damages under Alaska’s consumer protection
statutes, (iii) damages for each PSVA fine collected and addi-
tional damages for each PSVA fine collected where no fine
was imposed, (iv) injunctive relief and (v) attorneys’ fees,
costs and interest. The ultimate outcome of this action cannot
be determined at this time. However, we believe that we have
meritorious defenses to these claims and intend to vigorously
defend this matter.

In January 2006, a lawsuit was filed against Carnival
Corporation and its subsidiaries and affiliates, and other non-
affiliated cruise lines in New York on behalf of a purported
class of owners of intellectual property rights to musical plays
and other works performed in the U.S. The plaintiffs claim
infringement of copyrights to Broadway, off Broadway and other
plays. The suit seeks payment of (i) damages, (ii) disgorgement
of alleged profits and (iii) an injunction against future infringe-
ment. In the event that an award is given in favor of the plain-
tiffs, the amount of damages, if any, which Carnival Corporation
and its subsidiaries and affiliates would have to pay is not
currently determinable. The ultimate outcome of this matter
cannot be determined at this time. However, we intend to
vigorously defend this matter.

In the normal course of our business, various other claims
and lawsuits have been filed or are pending against us. Most
of these claims and lawsuits are covered by insurance and,
accordingly, the maximum amount of our liability, net of any
insurance recoverables, is typically limited to our self-insurance
retention levels. However, the ultimate outcome of these
claims and lawsuits which are not covered by insurance
cannot be determined at this time.

Contingent Obligations

At November 30, 2006, Carnival Corporation had contingent
obligations totaling approximately $1.07 billion to participants
in lease out and lease back type transactions for three of its
ships. At the inception of the leases, the entire amount of the
contingent obligations was paid by Carnival Corporation to
major financial institutions to enable them to directly pay these
obligations. Accordingly, these obligations were considered
extinguished, and neither the funds nor the contingent obliga-
tions have been included on our balance sheets. Carnival
Corporation would only be required to make any payments
under these contingent obligations in the remote event of
nonperformance by these financial institutions, all of which
have long-term credit ratings of AA or higher. In addition,
Carnival Corporation obtained a direct guarantee from AA or
higher rated financial institutions for $284 million of the above
noted contingent obligations, thereby further reducing the
already remote exposure to this portion of the contingent
obligations. In certain cases, if the credit ratings of the major
financial institutions who are directly paying the contingent
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obligations fall below AA-, then Carnival Corporation will be
required to move those funds being held by those institutions
to other financial institutions whose credit ratings are AA- or
above. If Carnival Corporation’s credit rating, which is A—, falls
below BBB, it would be required to provide a standby letter
of credit for $80 million, or alternatively provide mortgages in
the aggregate amount of $80 million on two of its ships.

In the unlikely event that Carnival Corporation was to termi-
nate the three lease agreements early or default on its obliga-
tions, it would, as of November 30, 2006, have to pay a total
of $176 million in stipulated damages. As of November 30,
2006, $180 million of standby letters of credit have been issued
by a major financial institution in order to provide further secu-
rity for the payment of these contingent stipulated damages.
In addition, in 2004, a $170 million back-up letter of credit was
issued in support of these standby letters of credit. Between
2017 and 2022, we have the right to exercise options that
would terminate these three lease transactions at no cost to
us. As a result of these three transactions, we have $37 million
and $40 m