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Executive Summary 
   
 The main aim of this report is to compare the 2020 & 2021 financial performance of Marriot International by analysing crucial financial ratios. Further, appropriate graphs have been used in the report to discuss trends of key financial ratios. The ratios considered in the report for evaluation and analysis are profitability, liquidity, and gearing. Moreover, the benefits and limitations of ratio analysis and its importance in decision-making for organisational management have also been discussed in the report. It also includes the importance of ratio analysis and its essentiality in understanding fluctuations in the hotel management sector. It has been observed that Marriot International is a risky investment in terms of short-term financing and liquidity. However, in terms of net profit and EBITDA margin, the firm is perceived to be a less risky investment. Further, it is found that investors and shareholders find such financial ratios as a useful piece of information to analyse the current financial performance of companies and can compare the performance of several firms or organisations to arrive at a decision of investing in multiple companies. Also, organisational managers find such financial ratios useful for future planning, forecasting, and budgeting thereby aiming at improving organisational performance. Moreover, it is found that despite such benefits of ratio analysis, there are certain limitations too. It is basically based on the historical performance of companies. Also, it does not consider several economic factors such as recessions, pandemics, and inflation.  


Table of Contents
Executive Summary	2
Introduction	4
Financial Analysis Trends	4
Profitability	4
Liquidity	12
Gearing	13
Knowledge from Ratio Analysis	14
Benefits and Limitations of Ratio Analysis	15
Conclusion	16
References	17
Bibliography	18



[bookmark: _Toc119410994]Introduction 
According to Corporate Finance Institute (2022), ratio analysis involves the evaluation of data from historical and current financial statements to understand the financial performance of an organisation. It helps in setting a trend line for the performance of a company over a specific period. Such lines are usually demonstrated through graphs and charts for ease of interpretation. Additionally, it helps in evaluating whether the company is showing growth or decline. It, thus, helps investors in deciding whether to invest in the company or hold their decision. There are several categories of ratios such as efficiency ratios, liquidity ratios, profitability ratios, leverage ratios, and gearing ratios. This report would specifically include the interpretation of 3 types of financial ratios of Marriot International. Further, it would include the knowledge gained from the interpretation of the ratios along with benefits and limitations of ratio analysis.   
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Figure 1: Financial Ratios of Marriot International
Source: (Macro Trends 2022)


Gross Margin Ratio






Figure 2: Gross profit ratio trend lines
Source: Self-created
The Gross margin also termed as Gross profit margin is a metric which is used to assess the financial health of a company. With respect to Marriot International (MI), it shows a measure of the profitability of the firm. It shows investors how much MI makes per dollar of revenue. In figure 1, it can be seen that the Gross margin ratio of MI in 2020 & 2021 is 13.8019 and 20.2136 respectively. Hence, the firm has shown positive growth in its gross margin demonstrated in figure 2. It might be said that MI is incurring low-cost production, experiencing efficient management, and increasing sales price. The hospitality industry’s average gross margin is around 30% (Huebsch 2022). Compared to MI, its gross margin is much less for both 2020 & 2021. A below average gross margin indicates that the firm, currently, is unable to earn a reasonable profit on revenue. It might be due to high cost of goods sold for a particular period and therefore, investors might reconsider their decision on investing in MI shares. 
Net profit Margin Ratio






Figure 3: Net profit margin trend line
Source: Self-created
This particular ratio measures the amount of profit or income generated by a firm like MI, after accounting for taxes and interests, as a % of revenue. It is considered a highly vital measure of the ability of profit generation of an organisation. It demonstrates the amount of net profit MI makes on generating $1 of revenue. The net profit margin of MI for the years 2020 & 2021 is -2.5 & 7.9 respectively (see figure 1). The trend line can be observed in figure 3 which tells that in 2020 the firm didn’t earn any profit from its business. The reason could be Covid-19 restrictions on the hospitality industry which might have lowered customer demand and hampered operations. In the succeeding year, the firm showed a positive sign for growth in net profit. Hence, it can be said that the higher net profit margin of MI demonstrates high efficiency level of the firm at converting generated revenue into actual profits.         
Operating Margin Ratio







Figure 4: Operating margin trend line
Source: Self-created
This ratio measures the amount of profit made by a firm like MI on a dollar of sales after accounting for variable costs such as raw materials and wages. With respect to MI, it is the amount of money that it makes from its operations. For 2020 & 2021, the firm had operating margin ratios of 0.79 & 12.62 respectively (see figure 1). In 2020, the firm had a very low operating margin compared to 2021 (see figure 4). It indicates that the firm has been showing inefficiency in turning sales into profits thereby demonstrating the inability of generating high operational revenue. In 2021, the firm has shown rapid growth in its business operations demonstrating a good example of high operational efficiency. The higher operating margin in 2021 compared to 2020 indicates that MI is showing high-quality earnings from core operations.  



Return on Assets (ROA)







Figure 5: ROA trend line
Source: Self-created
Return on Assets (ROA) is a measure of the efficiency of an organisation in using its own assets to generate profits (Birken & Curry 2021). ROA is used by analysts and investors to evaluate the financial health of a firm. High ROA tells us that a company is highly productive and efficient at managing its balance sheet to generate profits while a low ROA tells us that the firm needs to improve in terms of efficiently using its assets for profit generation. The ROA of MI for 2020 & 2021 is -1.08 & 4.3 (see figure 1). MI has experienced a negative ROA in 2020 (see figure 5) which might be due to over-investments in assets that have resulted in a failure generating revenue. Hence, it might be said that the firm has had poor capital investment decisions. However, in the succeeding year, the ROA of MI has shown a positive growth demonstrating high efficiency of the firm in asset utilisation to generate sales compared to 2020.     

Return on Equity (ROE)






Figure 6: ROE trend line
Source: Self-created
Return on Equity(ROE) shows the efficiency of a company in managing the capital invested by its shareholders. It demonstrates how efficiently a firm can generate returns from the investments received by its shareholders. The higher the ROE, the more efficient is an organisation at converting its shareholder investments into profits. In the context of MI, the ROE of the firm in 2020 was -62.09 and in 2021 was 77.72 (respectively). The negative ROE of the firm in 2020 (see figure 6) shows its highly poor productivity and inefficiency in utilising its shareholder’s investments to generate returns. A prime reason for such low ROE can be the restructuring of capital thereby depressing net income and producing net losses. On a contrary, MI has drastically improved in terms of ROE, in 2021, demonstrating positive signs of growth and efficient utilisation of equity finance to generate revenue. Comparing ROE’s of both the years, it can be said that MI possesses high capabilities of efficiently utilising the equity capital raised to bring in more revenue thereby attracting investors. 

Return on Investment (ROI)






Figure 7: ROI trend line
Source: Self-created
Return on Investment (ROI) is the calculation of the monetary value of a particular investment compared to its cost. It helps to understand the contributions of investment towards the business. It is considered an efficient tool to evaluate historical business decisions and analyse future decisions. High ROI percentage indicates that investment gains of a project are highly favourable to their relative costs. The ROI of MI in 2020& 2021 is perceived as -2.77 & 10.22 respectively (see figure 1). The negative ROI of the firm in 2020 depicts a less lucrative investment and its ineffectiveness and inefficiency in utilising investments to generate profits (see figure 7). Compared to 2020, the high positive ROI of MI in 2021 demonstrates that the firm has been efficiently utilising its investments in several fields like advertisement, brand engagement, promotions, etc. to generate higher profits. Such a high ROI of the firm can be attractive for investors to gain higher returns. 


Earnings before Interest, Taxes, Depreciation & Amortization (EBITDA) Margin







Figure 8: EBITDA margin trend line
Source: Self-created 
This metrics is a measure of an organisation’s profit relative to the percentage of its revenue. It tells the portion of operating expenses which are included in the company’s gross profit. The higher the EBITDA margin, the lesser is the risk of investing in the company (Johnson 2022). This margin measures the amount of cash profit made by a company over a specific period. The EBITDA of MI for 2020 & 2021 is 5.31 & 14.75 respectively (see figure 1). It can be observed that the firm experienced a low EBITDA margin in 2020 compared to 2021. Hence, it can be said that a prime reason for such a low margin is the instability of cash flow. However, the high EBITDA margin of the firm in 2021 (see figure 8) shows that the company has efficiently dealt with its cash flow issues and demonstrated a high degree of stability in its flow of earnings. Therefore, it is perceived that MI has effectively dealt with incurring low operating expenses relative to its overall revenue. It is a positive sign for the firm thereby depicting its ability to generate positive cash flows.  
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Current Ratio (CR)






Figure 9: CR trend line
Source: Self-created
It is a measure of the ability of a firm to pay its short-term (within a year) liabilities. High Current Ratio (CR) indicates that the firm is sufficiently liquid and can pay off its liabilities (short-term) easily by using its current assets and vice versa. With respect to MI, the CR of the firm is 0.49 & 0.59 for 2020 & 2021 respectively (see figure 9). The CR for both years is quite similar and <1 indicates that the firm is short of cash and short-term assets to pay its short-term obligations. Hence, there is a room for improvement for MI in terms of its CR to demonstrate itself as a highly liquid company in front of investors and shareholders. 
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Gearing 
Debt/Equity Ratio







Figure 10: Debt/Equity ratio Trend Line
Source: Self-created
It is a measure of a firm’s total debt relative to the initial capital invested along with retained earnings. The Debt-to-Equity ratios of MI for 2020 & 2021 are24.13 & 7.16 respectively (see figure 1). The high ratio of MI indicates that the firm has been relying on debts to finance its operations. It shows the riskiness of MI as an investment. Compared to 2020, the debt-to-equity ratio is lower in 2021 (see figure 10) which indicates that MI has been relying more on owned capital than borrowed capital. However, the company still needs to reconsider its financing structure thus making it less risky for investment. 




Long-term Debt/Capital Ratio







Figure 11: Long-term debt/capitalisation ratio
Source: Self-created
The Long-term Debt-to-capitalisation ratio is a measure of the financial leverage of a company in terms of financing through debt. It takes into account the proportion of long-term debt used by a firm for asset financing relative to equity amount for similar purposes. A high long-term debt-to-capital ratio indicates that a firm is highly leveraged thereby carrying high insolvency risk and vice versa. With respect to MI, its ratio has been perceived as 0.95 & 0.86 for 2020 & 2021 respectively (see figure 11). The ratio for both years is found to have a negligible difference (see figure 11). However, such a low ratio indicates that the firm is less financially leveraged in terms of long-term debt financing which makes it a less risky investment. 
[bookmark: _Toc119410999]Knowledge from Ratio Analysis 
Financial ratios of a company provide insights into the financial performance of a firm. Despite serving as a huge advantage for investors to analyse and make accurate decisions, ratio analysis has some limitations. They are prepared on historical information released by a company. Moreover, they do not take into account external factors like economic recession, pandemics, and inflation (BBC 2022). 
There exist two basic perspectives for understanding the relevance and importance of financial ratios in hotel management. First, it serves as an important tool for management of the hospitality sector to plan and monitor their progress and prepare strategies accordingly. Second, it helps investors and shareholders to understand the current position of the company thereby providing insights into long-term solvency, debt repaying capability, and ability to generate revenue from its assets, investments, and equity finance. Such metrics would help them to evaluate the potential risk associated with the investment into the hospitality company. Also, it is vital to understand and evaluate fluctuations in ratios in the hotel management sector to help investors analyse the future prospects of organisational performance. 
[bookmark: _Toc119411000]Benefits and Limitations of Ratio Analysis 
Ratio analysis is a vital tool for determining the operating efficiency and profitability of an organisation or a firm like MI. Moreover, such analysis provides significant details to accounting managers on business performance. A major underlying benefit of ratio analysis is that it helps to compare several firms and thus decides on investment decisions. Further, its vital benefit adds to determining long-term solvency and liquidity of companies. Such data can aid organisational managers in proper planning, forecasting, and decision-making on deploying meaningful strategies for areas of improvement. Investors and shareholders are keen on viewing the ratios of companies to evaluate strengths and weaknesses of firms thereby making a decision to hold or invest in shares. However, ratio analysis carries multiple limitations with them like ratios are calculated based on historical data, the economic factor is ignored, etc. Despite such negatives, it is still considered a crucial tool for decision-making due to its critical insights from the company’s operations.  
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The Financial ratios of MI (see figure 1) demonstrate that the firm has had a tough time during 2020 experiencing several downfalls in its net profit, EBITDA margin, and ROE. A prime reason for such a negative growth might be due to the Covid-19 pandemic posing restrictions on the hospitality industry. However, Marriot International has been a significant performer in terms of net profits in 2021 irrespective of the continuing Covid-19 pandemic. It has also shown a highly significant growth in its EBITDA margin demonstrating its efficiency in maintaining positive cash flows. However, MI has been perceived to be using more short-term borrowed capital than owned capital to finance its operations. Thus, it makes MI a risky investment thereby making it obligatory to pay off debts. Also, in terms of liquidity, the firm has been observed to be less liquid and short of cash to pay off its short-term liabilities. Hence, in terms of short-term financing and liquidity, MI is perceived to be a risky investment; however, in terms of EBITDA and net-profit margin, the firm is found to a less risky investment. Therefore, such information on the performance of MI can help it to analyse room for improvement and execute strategies accordingly. 
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