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[bookmark: _Toc119955477]Introduction
Managers in organisations require good financial management acumen to manage finances through cost minimisation and revenue/profit optimisation. Financial ratios help managers in analysis financial statement information for evaluating their company’s performance and compare it with industry peers (Weygandt, et al., 2020). The current report evaluates the performance of Marriott International Inc (Marriott) - the multinational American hospitality brand by comparing its financial ratio performance for 2020 and 2021 (Marriott, 2022) The report also examines the limitations of ratio analysis and its importance in decision making. 

[bookmark: _Toc119955478]a) Marriott’s Financial Ratio Performance Interpretation

[bookmark: _Toc119955479]Marriott’s Financial Ratios
Key financial ratios for Marriott have been compared for 2021 and 2021 respectively to evaluate the company’s performance.
	Marriott Financial Performance Interpretation

	 
	2021
	2020
	2021

	 
	 
	 
	% Change

	Operating Margin
	12.629
	0.7946
	14.89

	(Operating Profit/ Revenue)
	 
	 
	 

	 
	 
	 
	 

	EBITDA Margin
	14.7579
	5.3164
	1.78

	(EBITDA/Revenue)
	 
	 
	 

	 
	 
	 
	 

	Net Profit Margin
	7.931
	-2.5258
	4.14

	(Net Profit/Revenue)
	 
	 
	 

	 
	 
	 
	 

	Current Ratio 
	0.5659
	0.4911
	0.15

	(Current Assets/Current Liabilities)
	 
	 
	 

	 
	 
	 
	 

	Debt Equity Ratio 
	7.1697
	24.1302
	0.70

	(Debt/Equity)
	 
	 
	 

	 
	 
	 
	 

	Return on Equity
	77.7228
	-62.093
	2.25

	(Net Profit /Shareholder's Equity
	 
	 
	 

	 
	 
	 
	 

	Return on Assets
	4.3009
	-1.0809
	4.98

	(Net Profit/Total Assets)
	 
	 
	 

	 
	 
	 
	 

	Return on investment
	10.2261
	-2.7717
	4.69

	(Net Profit/Cost of Investment) *100
	 
	 
	 

	 
	 
	 
	 

	Day Sales in Receivables
	          52 
	          61 
	0.14

	((Trade Receivables/Sales Revenue) *365)
	 
	 
	 

	 
	 
	 
	 



Table 1: Source (Macrotrends, 2022)
2020 was the year when Covid-19 pandemic struck, impacting global economy and sectors worldwide. So, this impacted business revenues and profitability across sectors including the hospitality sector. 
Marriott’s key financial ratio analysis based on its 2020 and 2021 financial statement is seen in Table 1. The company’s performance has improved in 2021 compared to 2020. For example, there was an increase in the company’s net profit margin for 2021 as compared to 2020 by 4.4%. Likewise, the company’s Operating margin, EBITDA margin, Debt Equity (D/E) Ratio, Return on Equity (ROE), Return on Assets (ROA), Return on Investment (ROI) and Day Sales in Receivables showed improvement in 2021 over 2020.



Table 2: Source (Macrotrends, 2022)


Table 2 shows Current Ratio improved by a slight margin of 0.15% in 2021 as compared to 2020 (Table 1).
[bookmark: _Toc53159954][bookmark: _Toc119955480]Interpretation of Marriott’s Financial Statements
The main financial parameters considered for Marriott’s financial analysis are profitability, growth, liquidity, and leverage ratios for the years 2020 and 2021 shown under Table1. These ratios would help evaluate the company’s performance and overall helping its managers undertake critical decisions for the company’s potential growth and profitability. 
Profitability ratios help understand Marriott’s ability to generate profits (Coulon, 2020). These ratios help evaluate Marriott’s ability to use its assets to maximise its revenues and profitability. Also, devise potential growth strategies. Table 1 shows that during 2021, there was increase in Marriott’s operating margin by 14.89% compared to 2020. This shows that the company was better able to manage its operating expenses during 2021. EBITDA margin improved by 1.78% during 2021 over 2020. This means that the company was able to improve its gross profits slightly during 2021. There was net profit in 2021 as compared to net loss incurred in 2020 showing an improvement in the margin by 4.14%. This shows Marriott worked around to improve its revenues and reduced costs to maximise its profits for 2021. The ROE showed an increase of 2.25% in 2021 over 2020. There was negative ROE in 2020 of -62.093 indicating that Marriott’s efficiency with respect to generating profits from equity was impacted by situations like the Covid-19 pandemic induced lockdowns and social restrictions during 2020. ROA increased by 4.98% during 2021 to 4.3009 from a negative ROA in 2020 of -1.0809. The ROA improvement indicates Marriott’s ability to improve the generation of revenues from its assets. Similarly, the company’s ROI showed an improvement of 4.69% in 2021 over 2020 implying the company had generated revenues to maximise its return from investments. 
Liquidity ratios show Marriott’s efficiency in repaying its short-term borrowings of one year from its current assets of (Weygandt, et al., 2020). Ideally, a current ratio is 2:1 though it could differ based on the industry. Marriott’s current ratio has risen slightly in 2021 by 0.15% compared to 2020. This means the company’s current assets are not in a strong position to meet its short-term obligations. If the current asset position is not improved, then Marriott may find it difficult to conduct day-to-day operations as a sound cash position helps smooth business operations. The Day Sales in Receivables ratio relates to the number of days a customer invoice is outstanding before they make payment for the same (Brigham & Houston, 2018). The ratio implies the money owed by Marriott’s customers. A high day trade receivable implies a company’s inefficiency in its credit collection. Marriott was able to improve this ratio from 61 days in 2020 to 52 days in 2021 showing an improvement of 0.14%. This shows that Marriot’s collection department has revamped its strategies for credit sales and ensured that its customers make the payment earlier by 11 days in 2021. This will further help the company to improve its current assets position over time. 
Solvency ratios help measure Marriott’s cash flow efficiency in meeting its long-term debt obligations (Weygandt, et al., 2020). Table 2 shows a higher debt equity ratio for the company in 2020 at 24.132. In 2021, the ratio came down to 7.1697 indicating a percentage change in debt equity by 0.70% in 2021 over 2020. This indicates Marriott relies on long term debt over equity to run its operations. Though the debt equity ratio has come down in 2021, still Marriott has huge debt which increases its interest costs resulting in lower profits for the company. A higher debt reduces the cashflow for the company. 
Overall, Marriott was able to improve its net profit in 2021. However, it still must have better strategies to manage its current assets ratio and debt equity ratio to ensure that there are sufficient cashflows to manage its operations successfully. 

[bookmark: _Toc119955481]b) Limitations Of Ratio Analysis and Its Importance In Hotel Management
Ratio Analysis is a significant tool to analyse a company’s financial statements Manages can understand key financial parameters of their business immediately via ratio analysis (Szydlowska, 2020).  However, ratio Analys.is certain limitations.
[bookmark: _Toc119955482]Limitations of Ratio Analysis
Ratio analysis does not consider the size of the business while evaluating the figures from financial statements. It does not consider any kind of contingent liability that a company may incur owing to some external factors like litigation which could impact the company’s reputation and profitability over the long term (Horner, 2020). The impact of accounting policies are not reflected in ratio analysis. For instance, while comparing industry peers, companies reporting depreciation on straight line method would different net profits compared to companies reporting depreciation based on the declining balance method. Likewise, currency fluctuations could also impact financial statements, but ratio analysis does not depict this movement, resulting in a biased analysis. Also, ratio analysis cannot be compared when a company changes its accounting policies (Horner, 2020).  For example, a company shifting from the First in First out method of inventory valuation to the Last in First Out method. Ratio analysis cannot be used to compare different industries as they operate differently. For instance, real estate industries will have a very low return on capital employed compared to capital intensive industries like manufacturing. So, it becomes difficult to compare the ratios between industries across different sectors. Ratio analysis is based on historical data and expects history to repeat itself. In a real business environment, situations keep evolving like unforeseen calamities like the Covid-19 pandemic or the business shifts to a new business model. These qualitative changes are not reflected in the ratio analysis as it considers only past quantitative data for analysis (Weetman, 2019). Ratio analysis does not consider the impact of inflation over a company’s revenues, pricing, and profitability. Ratio analysis also does not consider the impact of market situations and seasonality on a company’s performance. For instance, the hotel industry may have higher revenues during the Christmas season in December compared to say March month. So, there could be a spike in inventory levels during December owing to increased guests at the hotel. Ratio analysis fails to consider this aspect. As Balance sheet values are used for ratio analysis, the performance is reflected at the historical cost (Weetman, 2019).  So, while analysing ratios, these key limitations should be kept in mind to arrive at conclusive decisions. 

[bookmark: _Toc119955483]Importance of Ratios and its Fluctuations for Hotel Industry

Hospitality sector is a sector with constant activity. The people intensive sector needs efficiency across its various departments to provide the best customer service and improve overall company performance and reputation (Wagen & White, 2018). Hotel management is done by staff across various departments like inventory management, front-line staff, food, and beverages section and so on. So, there is need for proper budgeting, forecasting, pricing, and asset management tp maximise revenues and minimise costs across departments for the company’s overall efficiency (Hassan & Rahman, 2022).. Hotel accounting is done across various departments like administration, food, and beverage etc, separately. Then, a consolidated statement for the main company gets prepared. As such, the cost has to be managed for each department separately before consolidating the accounts (Wagen & White, 2018). Ratio analysis will help the hotel management proper analysis of its costs and income while preparing the budget for each department and based on the individual department’s income and expenditure. For instance, the analysis will help evaluate inventory management and related cost. Similarly, by doing day sales in receivables, the hotel management can better manage timely collection of cash and payments from customers to improve their credit control system and cashflow. Hotel industry has a huge working capital. So, ratio analysis like current ratio and quick ratio done at regular intervals helps estimate the company’s capacity to meet its short-term obligations and its capability to convert these assets into cash (Weygandt, et al., 2020). Comparative analysis over different time periods will help the hotel management evaluate the company’s performance with respect to its key financial parameters over time. This will help to minimise wasteful expenditures to improve cashflow and profitability. Competitive analysis can be undertaken by the hotel management to evaluate competitors’ business standing. Industry analysis helps evaluate deviations of key parameters and the methods to curb them. Thus, ratio analysis and observing its fluctuations will help the hotel management to have an adequate financial controlling system in place. The analysis will also help a hotel enterprise to optimise the use of its resources to increase revenue and bring down the cost. Thus, managing finances will help the sector pay the way for potential growth, profitability, and competitiveness. 
[bookmark: _Toc119955484]c) Understanding Of Ratios and Its Role in Decision Making 
Understanding ratios is important for any company as it helps analysis its financial position, liquidity, profitability, risk, solvency, and overall efficiency. Ratio analysis shows the effectiveness of how a company conducts its operations and utilises funds. By showing trends based on the company’s financial results, ratio analysis also helps in investment decision making by the company’s shareholders (Birt, et al., 2020). Ratios help in interpretation of financial statements that is crucial for a company’s key stakeholders like customers, creditors, and shareholders. Profitability ratios helps evaluate a company’s profitability. So, a shareholders will be interest in a company’s earnings capability to undertake their investment decision making. Likewise, a current ratio will help a short-term creditor to understand whether they will get their dues on time. This will also impact their future dealings with the company. Likewise, financial, and operating leverage ratios help a company evaluate its business risk. It will aid their decision making based on how a company’s profitability impacts its fixed cost deployment and outstanding debt. Ratios also help managers in finding the trend for future forecasting. This can be used to key decision making by both internal and external stakeholders of the company. For instance, based on these trends, investors may evaluate whether to invest in a particular company or not. It also helps compare a company over time and against industry peers (Coulon, 2020).  Various stakeholders rely on the ratio analysis for their dealings with the company. A comparative analysis of companies across a sector helps them evaluate companies with potential for growth, who pay dividends regularly and so on. Internal stakeholders like employees also look at ratio analysis to evaluate their team’s performance against standard ratios, budgetary constraints, and ways to maximise revenues and minimise costs for the company. The ratios also help them evaluate their future career prospects. Financial risks can be identified through ratio analysis like whether it will be able to repay long term debts through equity. Ratio analysis thus has a vital role to play in decision making as it helps compare a company’s strengths and weaknesses.
[bookmark: _Toc119955485]Conclusion

The report evaluates ratio analysis by considering the financial performance of Marriott. The analysis done shows that Marriott has been able to recover in 2021 from the impact of Covid-19 in 2020 to a considerable extent. However, the company does not have a strong current asset and debt equity ratio which it must improve upon. The report has discussed the limitations of ratio analysis. Also, its relevance to hotel sector and decision making. Despite its limitations, ratio analysis is an important tool for evaluating a company’s financial performance and decision making.
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Marriott Finacial Ratios 2020 and 2021

2021	Operating Margin	EBITDA Margin	Net Profit Margin	Current Ratio 	Debt Equity Ratio 	Return on Equity	Return on Assets	Return on investment	Day Sales in Receivables	12.629	14.757899999999999	7.931	0.56589999999999996	7.1696999999999997	77.722800000000007	4.3009000000000004	10.226100000000001	52.206800000000001	2020	Operating Margin	EBITDA Margin	Net Profit Margin	Current Ratio 	Debt Equity Ratio 	Return on Equity	Return on Assets	Return on investment	Day Sales in Receivables	0.79459999999999997	5.3163999999999998	-2.5257999999999998	0.49109999999999998	24.130199999999999	-62.093000000000004	-1.0809	-2.7717000000000001	61.046300000000002	
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