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[bookmark: _714mdby8mob9]Introduction
The report aims to assess the financial position of Marriott International over the last 5 years and evaluate its financial performance critically to help in making strategic decisions. Alongside reviewing financial statements, key financial ratios, and a comparison of financial liquidity to industry benchmarks will also be included in the report. Besides, reviews of the working capital management of the business will be conducted, and a strategic financial restructuring plan will be recommended, and three investment projects will be analysed using capital budgeting techniques. 
[bookmark: _fvpz9zvhdft9]Financial Health Check
[bookmark: _nm7elu5ke7hz]Overview of Financial Performance (5-year trend)
In terms of financial performance over the last five years, it can be seen that the revenue of Marriott has increased consistently from $13.9 billion in 2021 to $26.2 billion in 2025, which demonstrates significant financial recovery overall. In addition to that, the net profit margin of the organisation has also improved from 7.93% to 13% by 2023 before it declined to 9.93% in 2025. Apart from that, the free cash flow of the organisation also significantly rose from $994 million to $2.61 billion, despite volatility present in the market, which supports the capacity of Marriott to fund its investments. Nevertheless, the liquidity of the organisation weakened materially. While the debt significantly increased, along with interest coverage that has declined, which indicates heightened financial risk despite operating in a profitable manner. 
[bookmark: _etzvrtmxob2g]Ratio Analysis
[bookmark: _72n4ks2poxa8]Profitability ratios 
Net Profit Margin
Based on the Net Profit Margin Ratio, it can be seen that the net profit margin has grown from 7.93% to 13%, which shows a substantial improvement in terms of profitability and stronger revenue-to-profit conversion by 2023 [Refer to Appendix 1]. The net profit margin has declined thereafter, which suggests the increasing burden of costs, interest expenses, and operational pressures that have reduced profitability despite having growth in revenue through 2025. Such a decline in net profit margin also indicates tighter cost controls to be a necessary measure. However, the operations of Marriott have remained profitable, generating 2.6 billion in net income in 2025. 
Return on Equity (ROE)
The return on equity of Marriott reached 77.70% in 2021 and 415.14% in 2022, which indicates exceptionally high returns related to shareholder equity [Refer to Appendix 2]. However, after 2023, the negative equity of the organisation has made ROE economically meaningless, which reflects that cumulative share buybacks have exceeded retained profits. The negative equity of Marriott has resulted due to sustained buybacks, which indicates the erosion in the balance sheet despite having continuous profitability and positive earnings. 
[bookmark: _sx1qfkp7agl9]Liquidity ratios 
Current Ratio
The current ratio of Marriott has declined from 0.57 in 2021 to 0.43 in 2025, which indicates that liquidity in the short term has weakened significantly along with the pressure from greater obligations. The ratio remained below 1.0 throughout, which further means that current liabilities of the organisation have consistently exceeded its current assets, which increases potential pressure on liquidity [Refer to Appendix 3]. Apart from that, the rising level of current liabilities of Marriott, along with relatively stable current assets, is likely caused by deterioration, which reflects the asset-light operation model of Marriott and its financing structure. 
Quick Ratio (Acid-Test Ratio)
The quick ratio of the organisation has declined to 0.39 in 2025 from 0.53 in 2021, which indicates weaker immediate liquidity and financial flexibility. The quick ratio of the organisation has remained below 1.0 throughout the period of 2021-2025, which suggests that the liquid assets of the organisation have not fully covered the short-term liabilities of Marriott when required. Apart from that, the cash of the organisation has also substantially decreased from $1.393 billion in 2021 to $358 million in 2025, which indicates that readily available liquidity buffers are slowly weakening [Refer to Appendix 4]. The rising liabilities of the asset-light model of Marriott are likely the reason for such results, while receivables growth has partially offset declining cash availability. 
[bookmark: _5nchag25raz3]Efficiency ratios
Cash Conversion Cycle (CCC)
The cash conversion cycle of Marriott has improved from 28.7 days in 2021 to 23.4 days in 2022, which indicates a faster recovery of working capital overall. However, it is also essential to note that in 2023 the cash conversion cycle increased to 26.1 days and in 2024 it was 26.4 days, which signals weaker efficiency. Nevertheless, the CCC improved in 2025 to 26 days, but it remained elevated, which indicates pressure on liquidity. The zero inventory managed by Marriott supports efficiency; however, declining DPO and persistent receivable collection prolong the cash conversion cycle [Refer to Appendix 5]. 
Receivables Turnover / Days Sales Outstanding (DSO)
The receivables turnover of Marriott improved from 7.39 in 2021 to 9.18 in 2025, which indicates efficiency increased in terms of collection. Furthermore, the DSO decreased from 49.4 days in 2021 to 39.8 days in 2025, indicating that cash flow efficiency has also strengthened overall. The improvements in the company's DSO also suggest that the collection process has become stronger, although with increased receivables as Marriott's expanding revenue has generated greater amounts outstanding. Moreover, persistent DSO around 40 days also indicates the requirement of continuous working capital, which requires disciplined credit management and collection of payments from customers in a timely manner [Refer to Appendix 6]. 
[bookmark: _l5ne0ts3o9x5]Gearing ratio
Interest Cover / Times Interest Earned
The Gearing Ratio Analysis reveals that the interest cover of the company increased from 4.17% in 2021 to 8.59% in 2022, which demonstrates a significantly stronger debt-serving capacity of Marriott. Nevertheless, the coverage of debt subsequently declined to 5.12 in 2025, which indicates the burdens that have increased due to interest and reduced protection against financial obligations. The expense cost due to interest cost has also increased from $420 million in 2021 to $809 million in 2025, while the operating income of the company has remained comparatively resilient [Refer to Appendix 7]. As the rising debt of the organisation reached $16.204 billion in 2025, it was due to increased financing costs, which indicate declining coverage despite continuously operating in a profitable manner. 
[bookmark: _lex2l4zdjb7z]Investment ratio
Earnings Per Share (EPS)
The EPS of Marriott increased from $3.36 billion in 2026 to $9.53 billion in 2025, which indicates the earnings have become stronger and that can be attributed to each outstanding share of the company. In 2023, the EPS of the company peaked at $10.23, after which it declined to $8.36 in 2024, which reflects a reduced net income [Refer to Appendix 8]. Not only that, but the share buybacks have also been one of the major reasons that have reduced the outstanding shares by 16.6%. That has materially boosted EPS growth along with the underlying profitability improvements that Marriott has seen. 
[bookmark: _5owxet5xa336]Cash Flow ratios 
Free Cash Flow (FCF)
The FCF of Marriott has increased from $994 million in 2021 to $2.61 billion in 2025, which demonstrates the strong capacity that Marriott has gained for internally funded investments. The FCF of Marriott peaked at 2.27 billion in 2023, after which it declined to $2 billion in 2024, reflecting the increased amount of capital expenditures made by the company [Refer to Appendix 9]. The recovery of FCS in 2025 also indicates the improved cash generation capability that supports debt servicing, shareholder returns, and strategic investments that have been made despite the pressure of other expenditures. 
Operating Cash Flow Ratio
The ratio of operating cash flow of Marriott increased from 0.18 in 2021 to 0.41 in 2023, which shows a stronger ability to cover liabilities. Furthermore, however, the ratio declined to 0.32 in 2024, after which it recovered to 0.38 in 2025 [Refer to Appendix 10]. That indicates the improved cash generation capacity of the company. The fluctuations in the operating cash flow ratio reflect the changing operating cash flows and substantial current liabilities that the company has, which require continuous management of liquidity and cash generation discipline. 
[bookmark: _aggb2j2n84x3]Key Trends, Strengths and Threats 
In terms of key trends, strengths, and threats, the revenue of the company can be taken into consideration, which has grown from $13.9 billion in 2021 to $26.2 billion in 2025 (Marriott, 2025; Marriott, 2021). While, at the same time, the FCF has reached $2.61 billion, which demonstrates strong financial recovery. Nevertheless, the liquidity of the company has weakened significantly, as seen in the current ratio that has fallen from 0.57 in 2021 to 0.43 in 2025, which threatens financial flexibility. The EPS of the company reached $9.53 in 2025, while the ability to cover interest declined to 5.12 (Marriott, 2025). That signals the increasing financial pressure due to leverage. Additionally, the negative equity of the company and a debt of $16.204 billion in 2025 indicate severe vulnerabilities in the balance sheet, despite operating profitability and improving overall operating cash flow. 
[bookmark: _7q4n8xwa5ts]Liquidity Benchmarking Against Industry Standards
In terms of accommodation and food services offered in the industry, current ratios typically target 1.2:1.8, which makes Marriott's Current ratio of  0.43 materially weaker financially [Refer to Appendix  3]. Marriott's current ratio in 2025 was 0.43, which remained below the 1.0 conventional short-term liquidity benchmark, which signals the financial vulnerability the company is facing. The current ratio of Hilton in 2025 was 0.66, which is higher than that of Marriott's current ratio of 0.43 (Hilton, 2025). However, both are below the 1.0 benchmark threshold. The quick ratio of Hilton in 2025 was approximately 0.59, which exceeds Marriott's quick ratio of 0.39 (Hilton, 2025). However, it still indicates constrained immediate liquidity. Taking these aspects into consideration, Marriott needs to strengthen the cash buffer it currently holds as well as working capital controls due to sub-1 liquidity, which increases refinancing and risks of business disruption. 

[bookmark: _7kp4mniwufh]Working Capital Management Analysis 
[bookmark: _35e4ycgpiarg]Assessment of cash operating cycle.
In terms of the cash operating cycle, the CCC of Marriott fell from 28.7 days in 2021 to 23.4 days in 2022, which demonstrates the improvement in working capital efficiency of the company [Refer to Appendix 5]. However, the CCC subsequently increased to 26.4 days in 2024, which indicates slower cash recovery and greater pressure on liquidity. The zero inventory days managed by Marriott also reflect the asset-light nature of the franchise model, which effectively helps to eliminate significant inventory holding costs and associated financial requirements. Additionally, the DSO of the organisation also significantly improved from 49.4 days in 2021 to 39.8 days in 2025 [Refer to Appendix 5]. That has significantly strengthened the ability to collect receivables and overall efficiency. Nevertheless, the DPO declined from 20.07 days in 2021 to 13.7 days in 2025, which has reflected the accelerating payments made to suppliers. As a consequence of this, the CCC of Marriott in 2025 remained 26 days, which requires approximately one month before operating cash could be recovered. Apart from that, the receivables of the organisation significantly increased from $1.982 billion in 2021 to $2.909 billion in 2025. That has created continued support for working capital requirements and funding obligations. As a result, it can be stated that cash is generated by Marriott with a relatively higher efficiency. However, the declining supplier credit periods tend to constrain the liquidity of the company and partially offset the improvements that can be made in terms of cash collection. 
[bookmark: _xxls64d545w5]Recommended strategies to improve liquidity through working capital reforms
[bookmark: _1ahc9gathqpu]Accelerating  Receivables Collection 
It is essential for Marriott to reduce the DSO below 39.8 days, which can be done through automated billing, digital payments, as well as stricter control over credits across different operations [Refer to Appendix 5]. A faster collection would effectively help to release cash sooner, which will ultimately strengthen the liquidity without requiring the company to borrow any additional funds or materially increase financing costs. 
[bookmark: _awv79ukct9v]Extending Supplier Payment Terms 
Marriott can also extend supplier payment terms by negotiating longer payment periods, which can help to reverse the declining DPO from 20.7 days in 2021 to 13.7 days in the near future. In addition to that, supplier credit would also allow the organisation to reduce the immediate outflow of cash, which will potentially lower the 26-day cash conversion cycle of Marriott further. 
[bookmark: _3ymyqvl9tdkn]Strengthening Cash and Liquidity Buffers 
It is necessary for Marriott to rebuild its cash reserves as the company's cash of the company declined from $1.393 billion in 2021 to only $358 million in 2025 [Refer to Appendix 8]. It is essential to have a stronger liquidity buffer, which would ultimately help Marriott to improve its ability to absorb any demand shocks from the market, along with rising unexpected costs and pressures of refinancing. 
[bookmark: _aap92tkmbxfx]Improving Working-Capital Forecasting
Marriott also needs to improve working capital forecasting, which can be done by integrating rolling cash flow forecasts by utilising data on revenue and receivables. That can help to anticipate liquidity requirements in a more accurate manner. The 2025 operating cash flow of Marriott reached $3.212 billion, which provides substantial internal funding capacity for addressing liquidity management initiatives (Marriott, 2025). 
[bookmark: _u78n3z35izh9]Compare short-term vs long-term financing options
	Financing option
	Advantages for Marriott
	Disadvantages / Risks
	Suitability

	Short-term
	Revolving credit facilities
	Flexible funding for working-capital gaps; can support liquidity during temporary cash-flow pressure
	Variable interest rates and refinancing risk; excessive use could worsen Marriott’s already weak liquidity
	High for short-term liquidity needs

	
	Commercial paper
	Potentially lower-cost funding for temporary requirements and efficient treasury management
	Requires strong creditworthiness and reliable market access; unsuitable for persistent funding shortages
	Moderate

	Long-term
	Corporate bonds
	Provides substantial, stable funding for acquisitions, expansion, and strategic investments with longer repayment periods
	Increases interest obligations and leverage; Marriott’s interest expense already reached $809m in 2025
	High for strategic investment

	
	Retained earnings / internal funds
	Avoids additional interest and refinancing costs while preserving financial independence. Marriott generated $3.212bn operating cash flow in 2025
	Limited by internally generated cash and competing shareholder-return requirements
	High where sufficient cash is available

	
	Equity financing
	Reduces debt burden and refinancing risk while strengthening the balance sheet
	Potential shareholder dilution and potentially higher cost of capital
	Selective and strategic use




[bookmark: _b2sj4l9ncezg]Strategic financial restructuring plan
[bookmark: _iszc4xr639ft]Recommended financial restructuring options
Continued debt optimisation
Continued debt optimisation is one of the most suitable restructuring exercises that Marriott can undertake. Marriott has raised borrowings significantly during the pandemic to ensure its business continuity and liquidity (Chen, 2025). In an environment of relatively high global interest rates, interest expenses are an important factor even though operating performance has significantly improved since then. Therefore, Marriott should maintain refinancing of its higher-cost debt with lower-cost long-term financing whenever conditions are favourable in the market. 
Selective divestiture of non-core assets
Throughout its history, Marriott has been an asset-light company that manages and franchises properties rather than owns them (Rice et al. 2023). This has helped it earn a steady fee income, while maintaining a relatively low capital expenditure. A continued sale of selected hotel assets and other non-core assets would free up further resources for reinvestment in technology investments, digital transformation, development of hotel loyalty programmes, and the exploration of high-growth overseas markets. The divestitures would help to optimise assets and ensure Marriott’s competitive position with long-term management agreements.
Strategic acquisitions and partnerships
By making smart strategic acquisitions, like its purchase of Starwood Hotels & Resorts, Marriott has proven there is a lot to gain from smart global brand expansion (Graber, 2025). Partnerships with technology companies might also speed up the development of AI capabilities, personalising customer journeys and guest experiences and, crucially, without significant capital investment (Liu et al. 2024). Lastly, both equity injection and issuing of additional shares decrease leverage and increase liquidity, but the latter also dilutes the ownership of existing shareholders and decreases earnings per share. With Marriott's operating cash flows and the continued availability of debt capital markets, prudent long-term debt financing is more cost-effective than issuing new equity.
[bookmark: _qxh36lfbx235]Impact on shareholder value, debt structure and operational flexibility
Debt optimisation can lower financing costs, enhance net profitability and improve free cash flow generation (Barnabas and Oloyede, 2024). Reducing interest liabilities can also help to make the financial system more resilient during uncertain economic times, lessening investor doubts. Selective divestment can also boost returns for shareholders through the ways of improved return on assets and better capital allocation to strategic investments with higher returns. Marriott can instead continue to grow by acquiring and managing properties, or by franchising them, which usually can afford lower financial risk and higher margins. Looking at capital structure, refinancing the high-cost debt and keeping the leverage at a moderate level would enhance Marriott’s debt profile. The proposed restructuring approach would also bring in operating flexibility. In addition, having a mix of revenue streams, such as managed, franchised and owned properties, means companies are less reliant on one business segment, which increases their organisational resilience (Hokmabadi et al. 2024). 
[bookmark: _t7ypddfdexvz]International and ethical considerations
Marriott is one of the biggest hospitality companies in the world; as a result, tax, currency fluctuations, inflationary pressures, and larger sustainability duties must all be taken into account when making international financial restructuring choices. Marriott conducts business in several tax jurisdictions, each of which has different corporate tax rules, making taxation a crucial strategic concern (Marriott, 2026). Therefore, financial restructuring ought to abide by international tax laws and employ legal tax planning tactics that maximise global tax efficiency. Besides, because of Marriott’s vast global presence, currency risk poses yet another significant obstacle. When foreign earnings are translated into US dollars, reported revenues, operating profits, and cash flows might be impacted by exchange rate variations (Reyad et al. 2022). Thus, Marriott should keep using financial hedging instruments to lower foreign exchange exposure and enhance earnings stability.
[bookmark: _84h94pq9lafp]Investment Appraisal and Capital Budgeting
[bookmark: _gbnymupwyhl9]Investment Appraisal Results: Projects A, B and C
Project A
Based on the given criteria, the investment of £50 million generates an un-discounted inflow of £54 million, and the capital can be recovered after approximately 4.5 years. The 3.20% ARR reflects that there can be modest profitability in terms of accounting, with an average annual profit of £0.8 million and £25 million of average investment. However, Project A produces a negative NPV of £6.54 million as well as a PI of 0.869, which indicates insufficient returns from the discounts to recover the invested capital [Refer to Appendix 14]. The IRR remains at 2.72%, which is substantially below the 8% hurdle rate and thus signals weak value creation from the investment and overall financial attractiveness. 
Project B
In terms of Project B, based on the given criteria, a consistent £11 million annual inflow can be generated, which produces a total cash inflow of £55 million and approximately requires 4.55 years to recover the capital. In this project, the ARR of 4.0% reflects that an average of £1 million can be seen in terms of accounting profit, which indicates a steady, however relatively modest, profitability from the investments made [Refer to Appendix 13]. The negative NPV of £6.08 million in Project B, as well as a PI of 0.878, indicates that the discounted cash flow remains insufficient to recover the overall investments made. Apart from that, the IRR falls to 3.27%, which is substantially below the 8% hurdle rate stated, and it therefore indicates limited returns that can be generated relative to the capital costs. 
Project C
Based on the given requirements in the case of Project C, a total inflow of £65 million can be generated, which effectively helps in recovering the £50 million investment within a time period of 3.6 years. That demonstrates strong cash recovery. The ARR rate in this case stands at 12% and reflects a £3 million average annual accounting profit [Refer to Appendix 13]. Thus, it can be stated that it shows comparatively stronger profitability across the five-year investment period. Apart from that, a positive £0.86 million NPV can be produced in Project C at a PI of 1.017, which indicates marginal value creation after discounting of future cash flows [Refer to Appendix 15]. Moreover, the most important aspect of Project C is that the IRR of 8.59% exceeds the 8% hurdle rate stated and this suggests that the returns generated from this investment can marginally compensate Marriott for the capital costs and the overall risks. 
[bookmark: _9zti96pkt37t]Comparative Evaluation and Project Selection
	Appraisal Measure
	Project A
	Project B
	Project C
	Decisions

	Payback Period
	4.50 years
	4.55 years
	3.60 years
	Project C recovers investment fastest, reducing capital exposure
Project A recovers investment slightly faster than Project B
Faster recovery improves liquidity and reduces uncertainty

	ARR
	3.20%
	4.00%
	12.00%
	Project C generates substantially stronger accounting profitability overall
Project B provides modest but consistent accounting returns
Project A demonstrates the weakest accounting profitability among projects

	NPV at 8%
	−£6.54m
	−£6.08m
	+£0.86m
	Project C creates positive value after discounting future cashflows
Project A destroys £6.54m of shareholder value overall
Project B destroys £6.08m, despite stable annual inflows

	PI
	0.869
	0.878
	1.017
	Project C exceeds one, indicating value creation potential
Project A returns less than each pound invested
Project B similarly fails to recover discounted investment

	IRR
	2.72%
	3.27%
	8.59%
	Project C marginally exceeds Marriott’s 8% hurdle rate
Project A remains significantly below required investment return
Project B also fails Marriott’s required return threshold

	Overall financial implication
	Value destruction
	Value destruction
	Marginal value creation
	Project C demonstrates the strongest overall financial viability
Project A presents weak returns and significant value destruction
Project B offers stability but insufficient financial returns



[bookmark: _k5v65uu974u3]Financial Feasibility for Marriott 
Based on the financial position of Marriott in the last five years, it can be seen that the company generated a free cash flow of $2.61 billion in 2025 (Marriott, 2025). That demonstrates substantial internal capacity to finance an investment of £50 million. The operating cash flow of the organisation reached $3.21 billion in 2025, which provides substantial liquidity for strategic capital expenditure that can be made, along with expansion initiatives. However, despite having a strong cash generation capability, the current ratio of the organisation has declined to 0.43 in 2025, which highlights persistent liquidity constraints in the short term. Apart from that, the quick ratio of the organisation was also found to be 0.39 in 2025, which indicates limited immediate availability of liquid assets that can be used for any unexpected financial requirement and other obligations [Refer to Appendix 4]. Moreover, the interest cover of the company has also declined to 5.12 in 2025, which suggests that additional borrowing should be done in a careful manner to avoid any financial strain on the company's revenue and operations. In addition to that, the positive NPV of Project C, which is £0.86 million, offers a limited scope of value creation, which makes financial discipline particularly essential for the liquidity constraints of Marriott. Apart from that, based on the evaluation, the IRR of 8.59 in Project C marginally exceeds the 8% hurdle rate that provides only modest protection against any significant financial risks [Refer to Appendix 16]. The debt of the organisation also reached approximately $16.29 billion in 2025, which limits the overall attractiveness of any financing investment that can be done through additional borrowing. 
However, the 3.6-year payback of Project C also supports liquidity management as it can effectively help to recover the investment of £50 million relatively quicker through operating cash flows. Apart from that, Project C is also found to generate £65 million undiscounted inflow of cash, which exceeds the investment of £50 million and therefore demonstrates sufficient nominal cash generation potential of the project. The operating cash flow of the organisation of Marriott as of 2025 was $3.212 billion. That reflects a strong internal funding capability that reduces the dependence on any external source of financing. As a result, overall Project C can be found to be financially feasible for Marriott. However, the narrow returns that it generates require strict control over cost and cash flow monitoring. 
[bookmark: _u9e0s38txxsr]Capital Rationing and Optimal Investment Combination
	Combination
	Investment (£m)
	PV of Inflows (£m)
	Combined NPV (£m)
	Combined PI
	Decision

	A + B
	£100.0m
	£87.375m
	−£12.625m
	0.874
	Reject

	A + C
	£100.0m
	£94.313m
	−£5.687m
	0.943
	second-best

	B + C
	£100.0m
	£94.778m
	−£5.222m
	0.948
	Best available combination



Based on the evaluation of the above combinations, it can be seen that an investment of £100 million as a ceiling permits exactly the financing of two £50 million projects, which creates three possible combinations under capital rationing. In this regard, the combination A + B generates a negative NPV of £12.625 million, which makes this combination financially unattractive and value-destructive in the case of Marriott [Refer to Appendix 14]. In addition to that, the combination A+C can be seen to improve in terms of NPV to -£5.687 million. However, it still has the potential to destroy shareholder value at a hurdle rate of 8% for Marriott [Refer to Appendix 17]. Similarly, B+C is another combination that can be seen, which produces a negative £5.222 million NPV, which effectively helps to represent the least value-destructive combination among the three under the mandatory capital allocation. The combination B+C effectively generates £94.778 million present value inflow, which exceeds the £94.313 million that is generated in the combination A+C and A+B, which is £87.375 million substantially. Apart from that, the combination B+C also has a combined PI of 0.948, which significantly exceeds the PI of the A+C combination, which is 0.943, as well as A+B, which has a PI of 0.874, indicating superior efficiency in terms of capital [Refer to Appendix 17]. In addition to that, the positive NPV of Project C, which is £0.858 million, partially helps to offset the negative NPV Of project B, which is £6.080 million, which reduces the overall value destruction possibility As a result the combination B+C remains financially preferable in case of Marriott as project B destroys less value compared to project A when it is paired with project C. Nevertheless it is also essential to note that the combination B+C still fails to create value as its combined NPV remains negative £5.22 million overall [Refer to Appendix 17]. As a result, Marriott essentially needs to select the combination B+C only if £100 million is fully invested. Otherwise, Project C can be selected alone. 
[bookmark: _d5cbcrncebez]Critical Reflection on AI Usage
[bookmark: _1z8lqmuvet8h]Tool Disclosure
I completed this report using ChatGPT as an analytical support tool, which was used efficiently by following the allowed AI use policy of the assessment. AI also helped to create ratio analysis tables for the financial information it extracted from the annual reports of Marriott International, and structure them into a 5-year time frame so that they are easier to interpret and compare. It also assisted me in computing the critical financial ratios such as profitability, liquidity, efficiency, gearing, investment, and cash flow ratios from the financial statements. 
[bookmark: _xdnutflspi44]Critical Evaluation of AI Output
While AI has greatly elevated the efficiency of numerical processing and financial analysis, every output has been independently verified before being incorporated into the report. However, when using AI-generated content, always check the calculations, information, or conclusions, as they can be incorrect (Skulmowski and Engel-Hermann, 2025). Thus, I checked all calculations with the use of Microsoft Excel formulas to verify the numbers generated by AI. In addition, AI can also “hallucinate” by creating facts that do not exist, misreading financial information, or using a concept in the wrong way without signaling uncertainty (Skulmowski and Engel-Hermann, 2025). Thus, the financial definitions, ratio benchmarks, and theoretical concepts were further tested and corroborated with well-known financial textbooks and peer-reviewed academic papers. 
[bookmark: _92svym2z1pir]Contribution Analysis
While AI aided in financial calculations and organising information, it lacked the critical analysis content of the report. It performed ratio calculations, investment appraisal computations, and provided preliminary financial summaries based on the numerical data provided by the researcher. However, I collected all financial data from Marriott International's annual reports without the help of AI and verified it without the use of AI. I emphasised having my own analytical judgement, while analysing financial performance and identifying financial issues of importance, conducting comparative analysis with financial benchmarks, and analysing the strategic financial implications. Likewise, working capital management, financial restructuring, and investment selection recommendations were created by independent evaluation based on the verified financial evidence, academic literature, and research. Hence, I used AI only as an efficiency-enhancing analytical assistant, and prioritised my own analytical thinking while conducting analysis, strategic synthesis, conclusions, and recommendations.
[bookmark: _u3n9dsrkz73]Ethical and Professional Reflection:
I believe that in financial management, the use of AI demands transparency, expertise, and thorough verification of all AI-provided outputs. While AI can enhance efficiency in data processing, numerical calculations, and initial analysis, executive financial decisions should not be made exclusively based on AI, as it may misinterpret the data or make assumptions that affect an organisation’s performance and interests in a negative way (Nishant et al. 2024). Besides, organisational data and information that may be sensitive should not be sent into publicly accessible AI platforms without explicit organisational consent and data protection measures. While AI can provide valuable support, finance professionals still have a crucial role in ensuring the accuracy of the generated content by cross-referencing it with audited financial statements, well-established financial methods, and reputable academic sources to reduce the likelihood of hallucinations and analytical inaccuracies. Hence, AI should be leveraged as a complementary decision-support tool and should not replace the critical thinking, ethical responsibility, professional accountability, and expertise of corporate financial decision-making.
[bookmark: _bhn4rhbfit4p]Conclusion
Based on the findings in this report and overall financial analysis, Marriott International shows a strong financial recovery through revenue growth, profitability, and increased cash creation; but declining liquidity, growing debt, and lower interest coverage pose substantial financial concerns. Strengthening working capital management, restoring liquidity buffers, and optimising debt are therefore critical for long-term financial resilience. The research also identified Project C as the most financially viable project; however, its marginal returns must be closely monitored. Overall, careful financial restructuring and targeted investment are required to safeguard shareholder wealth and fuel Marriott's long-term worldwide expansion.
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[bookmark: _9vjzax7fkjm1]Appendices

Appendix 1: Net Profit Margin (Profitability)
Net Profit Margin = Net Income ÷ Total Revenue × 100
	[bookmark: _fp75gmt4wil7]Metric
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Net Income ($m)
	1,099
	2,358
	3,083
	2,375
	2,601

	Total Revenue ($m)
	13,857
	20,773
	23,713
	25,100
	26,186

	Net Profit Margin (%)
	7.93%
	11.35%
	13.00%
	9.46%
	9.93%


Calculation Detail
	Year
	Numerator ($m)
	Denominator ($m)
	Working
	Result

	FY2021
	1,099
	13,857
	1,099 ÷ 13,857 × 100
	7.93%

	FY2022
	2,358
	20,773
	2,358 ÷ 20,773 × 100
	11.35%

	FY2023
	3,083
	23,713
	3,083 ÷ 23,713 × 100
	13.00%

	FY2024
	2,375
	25,100
	2,375 ÷ 25,100 × 100
	9.46%

	FY2025
	2,601
	26,186
	2,601 ÷ 26,186 × 100
	9.93%




Appendix 2: Return on Equity (ROE) (Profitability)
ROE = Net Income ÷ Total Shareholders' Equity (year-end) × 100
	Metric
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Net Income ($m)
	1,099
	2,358
	3,083
	2,375
	2,601

	Total Shareholders' Equity ($m)
	1,414
	568
	(682)
	(2,992)
	(3,771)

	ROE (%)
	77.72%
	415.14%
	N/M (neg. equity)
	N/M (neg. equity)
	N/M (neg. equity)


Calculation Detail
	Year
	Numerator ($m)
	Denominator ($m)
	Working
	Result

	FY2021
	1,099
	1,414
	1,099 ÷ 1,414 × 100
	77.72%

	FY2022
	2,358
	568
	2,358 ÷ 568 × 100
	415.14%

	FY2023
	3,083
	(682)
	3,083 ÷ (682) × 100
	−452.35%*

	FY2024
	2,375
	(2,992)
	2,375 ÷ (2,992) × 100
	−79.42%*

	FY2025
	2,601
	(3,771)
	2,601 ÷ (3,771) × 100
	−68.97%*




Appendix 3: Current Ratio (Liquidity)
Current Ratio = Total Current Assets ÷ Total Current Liabilities
	Metric
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Total Current Assets ($m)
	3,626
	3,313
	3,311
	3,485
	3,584

	Total Current Liabilities ($m)
	6,407
	7,339
	7,762
	8,649
	8,398

	Current Ratio (x)
	0.57x
	0.45x
	0.43x
	0.40x
	0.43x


Calculation Detail
	Year
	Numerator ($m)
	Denominator ($m)
	Working
	Result

	FY2021
	3,626
	6,407
	3,626 ÷ 6,407
	0.57x

	FY2022
	3,313
	7,339
	3,313 ÷ 7,339
	0.45x

	FY2023
	3,311
	7,762
	3,311 ÷ 7,762
	0.43x

	FY2024
	3,485
	8,649
	3,485 ÷ 8,649
	0.40x

	FY2025
	3,584
	8,398
	3,584 ÷ 8,398
	0.43x




Appendix 4: Quick Ratio / Acid-Test Ratio (Liquidity)
Quick Ratio = (Cash & Equivalents + Accounts & Notes Receivable) ÷ Total Current Liabilities
	Metric
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Cash & Equivalents ($m)
	1,393
	507
	338
	396
	358

	Accounts & Notes Receivable, net ($m)
	1,982
	2,571
	2,712
	2,795
	2,909

	Quick Assets ($m)
	3,375
	3,078
	3,050
	3,191
	3,267

	Total Current Liabilities ($m)
	6,407
	7,339
	7,762
	8,649
	8,398

	Quick Ratio (x)
	0.53x
	0.42x
	0.39x
	0.37x
	0.39x


Calculation Detail
	Year
	Numerator ($m)
	Denominator ($m)
	Working
	Result

	FY2021
	1,393+1,982=3,375
	6,407
	3,375 ÷ 6,407
	0.53x

	FY2022
	507+2,571=3,078
	7,339
	3,078 ÷ 7,339
	0.42x

	FY2023
	338+2,712=3,050
	7,762
	3,050 ÷ 7,762
	0.39x

	FY2024
	396+2,795=3,191
	8,649
	3,191 ÷ 8,649
	0.37x

	FY2025
	358+2,909=3,267
	8,398
	3,267 ÷ 8,398
	0.39x




Appendix 5: Cash Conversion Cycle (Efficiency)
CCC = Days Inventory Outstanding (DIO) + Days Sales Outstanding (DSO) − Days Payables Outstanding (DPO)
	Metric
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	DIO (days)
	0.0
	0.0
	0.0
	0.0
	0.0

	DSO (days)
	49.4
	40.0
	40.7
	40.1
	39.8

	DPO (days)
	20.7
	16.6
	14.6
	13.7
	13.7

	Cash Conversion Cycle (days)
	28.7
	23.4
	26.1
	26.4
	26.0


Calculation Detail  DSO leg
	Year
	Avg Receivables ($m)
	Revenue ($m)
	Working
	DSO
	×365

	FY2021
	(1,768+1,982)/2=1,875
	13,857
	1,875÷13,857×365
	49.4
	days

	FY2022
	(1,982+2,571)/2=2,276.5
	20,773
	2,276.5÷20,773×365
	40.0
	days

	FY2023
	(2,571+2,712)/2=2,641.5
	23,713
	2,641.5÷23,713×365
	40.7
	days

	FY2024
	(2,712+2,795)/2=2,753.5
	25,100
	2,753.5÷25,100×365
	40.1
	days

	FY2025
	(2,795+2,909)/2=2,852.0
	26,186
	2,852.0÷26,186×365
	39.8
	days


Calculation Detail  DPO leg
	Year
	Avg Payables ($m)
	COGS ($m)
	Working
	DPO
	×365

	FY2021
	(527+726)/2=626.5
	11,056
	626.5÷11,056×365
	20.7
	days

	FY2022
	(726+746)/2=736.0
	16,215
	736.0÷16,215×365
	16.6
	days

	FY2023
	(746+738)/2=742.0
	18,589
	742.0÷18,589×365
	14.6
	days

	FY2024
	(738+763)/2=750.5
	19,999
	750.5÷19,999×365
	13.7
	days

	FY2025
	(763+814)/2=788.5
	20,964
	788.5÷20,964×365
	13.7
	days


CCC Roll-up
	Year
	Numerator ($m)
	Denominator ($m)
	Working
	Result

	FY2021
	DIO 0 + DSO 49.4
	DPO 20.7
	0+49.4−20.7
	28.7 days

	FY2022
	DIO 0 + DSO 40.0
	DPO 16.6
	0+40.0−16.6
	23.4 days

	FY2023
	DIO 0 + DSO 40.7
	DPO 14.6
	0+40.7−14.6
	26.1 days

	FY2024
	DIO 0 + DSO 40.1
	DPO 13.7
	0+40.1−13.7
	26.4 days

	FY2025
	DIO 0 + DSO 39.8
	DPO 13.7
	0+39.8−13.7
	26.0 days




Appendix 6: Receivables Turnover and Days Sales Outstanding (Efficiency)
Receivables Turnover = Total Revenue ÷ Average Accounts Receivable  |  DSO = 365 ÷ Receivables Turnover
	Metric
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Total Revenue ($m)
	13,857
	20,773
	23,713
	25,100
	26,186

	Average Receivables ($m)
	1,875.0
	2,276.5
	2,641.5
	2,753.5
	2,852.0

	Receivables Turnover (x)
	7.39x
	9.13x
	8.98x
	9.11x
	9.18x

	Days Sales Outstanding (days)
	49.4
	40.0
	40.7
	40.1
	39.8


Calculation Detail
	Year
	Numerator ($m)
	Denominator ($m)
	Working
	Result

	FY2021
	13,857
	1,875.0
	13,857 ÷ 1,875.0
	7.39x

	FY2022
	20,773
	2,276.5
	20,773 ÷ 2,276.5
	9.13x

	FY2023
	23,713
	2,641.5
	23,713 ÷ 2,641.5
	8.98x

	FY2024
	25,100
	2,753.5
	25,100 ÷ 2,753.5
	9.11x

	FY2025
	26,186
	2,852.0
	26,186 ÷ 2,852.0
	9.18x




Appendix 7: Interest Cover / Times Interest Earned (Gearing)
Interest Cover = Operating Income (EBIT) ÷ Interest Expense
	Metric
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Operating Income / EBIT ($m)
	1,750
	3,462
	3,864
	3,767
	4,141

	Interest Expense ($m)
	420
	403
	565
	695
	809

	Interest Cover (x)
	4.17x
	8.59x
	6.84x
	5.42x
	5.12x

	Total Debt ($m)  memo
	10,138
	10,064
	11,873
	14,447
	16,204


Calculation Detail
	Year
	Numerator ($m)
	Denominator ($m)
	Working
	Result

	FY2021
	1,750
	420
	1,750 ÷ 420
	4.17x

	FY2022
	3,462
	403
	3,462 ÷ 403
	8.59x

	FY2023
	3,864
	565
	3,864 ÷ 565
	6.84x

	FY2024
	3,767
	695
	3,767 ÷ 695
	5.42x

	FY2025
	4,141
	809
	4,141 ÷ 809
	5.12x




Appendix 8: Earnings Per Share (Investment)
Basic EPS = Net Income ÷ Weighted Average Basic Shares Outstanding
	Metric
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Net Income ($m)
	1,099
	2,358
	3,083
	2,375
	2,601

	Wtd. Avg. Basic Shares (m)
	327.2
	324.4
	301.5
	284.2
	272.9

	Basic EPS ($)
	$3.36
	$7.27
	$10.23
	$8.36
	$9.53

	Diluted EPS ($)  as reported
	$3.34
	$7.24
	$10.18
	$8.33
	$9.51


Calculation Detail (Basic EPS)
	Year
	Numerator ($m)
	Denominator ($m)
	Working
	Result

	FY2021
	1,099
	327.2
	1,099 ÷ 327.2
	$3.36

	FY2022
	2,358
	324.4
	2,358 ÷ 324.4
	$7.27

	FY2023
	3,083
	301.5
	3,083 ÷ 301.5
	$10.23

	FY2024
	2,375
	284.2
	2,375 ÷ 284.2
	$8.36

	FY2025
	2,601
	272.9
	2,601 ÷ 272.9
	$9.53




Appendix 9: Free Cash Flow Trend (Cash Flow)
Free Cash Flow = Net Cash Provided by Operating Activities − Capital & Technology Expenditures
	Metric
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Operating Cash Flow ($m)
	1,177
	2,363
	3,170
	2,749
	3,212

	Capital & Technology Expenditure ($m)
	183
	332
	452
	750
	604

	Free Cash Flow ($m)
	994
	2,031
	2,718
	1,999
	2,608


Calculation Detail
	Year
	Numerator ($m)
	Denominator ($m)
	Working
	Result

	FY2021
	1,177
	183
	1,177 − 183
	$994m

	FY2022
	2,363
	332
	2,363 − 332
	$2,031m

	FY2023
	3,170
	452
	3,170 − 452
	$2,718m

	FY2024
	2,749
	750
	2,749 − 750
	$1,999m

	FY2025
	3,212
	604
	3,212 − 604
	$2,608m




Appendix 10: Operating Cash Flow Ratio (Cash Flow)
Operating Cash Flow Ratio = Net Cash Provided by Operating Activities ÷ Total Current Liabilities
	Metric
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Operating Cash Flow ($m)
	1,177
	2,363
	3,170
	2,749
	3,212

	Total Current Liabilities ($m)
	6,407
	7,339
	7,762
	8,649
	8,398

	Operating CF Ratio (x)
	0.18x
	0.32x
	0.41x
	0.32x
	0.38x


Calculation Detail
	Year
	Numerator ($m)
	Denominator ($m)
	Working
	Result

	FY2021
	1,177
	6,407
	1,177 ÷ 6,407
	0.18x

	FY2022
	2,363
	7,339
	2,363 ÷ 7,339
	0.32x

	FY2023
	3,170
	7,762
	3,170 ÷ 7,762
	0.41x

	FY2024
	2,749
	8,649
	2,749 ÷ 8,649
	0.32x

	FY2025
	3,212
	8,398
	3,212 ÷ 8,398
	0.38x




[bookmark: _b7wcnpc7xc97]Appendix 11: Investment Appraisal and Capital Budgeting  Calculation Tables
Projects A, B and C  £50m initial investment each, 8% discount rate, straight-line depreciation to zero over 5 years
Inputs used throughout: Initial investment = £50m for each project. Straight-line depreciation = £50m ÷ 5 years = £10m per year for each project. Discount rate = 8%. All cash flow figures are net cash inflows in £m, received at the end of each year (Years 1–5).
	Project
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	A (£m)
	10
	12
	14
	10
	8

	B (£m)
	11
	11
	11
	11
	11

	C (£m)
	5
	10
	20
	25
	5


Initial investment: £50m for Projects A, B and C (Year 0 outflow). Total 5-year undiscounted inflows: A = £54m, B = £55m, C = £65m.


Appendix 12: Payback Period (PBP)
PBP = Full years until cumulative cash flow recovers the £50m initial investment, + (Unrecovered amount at start of that year ÷ Cash flow in that year)
	Metric
	Project A
	Project B
	Project C

	Payback Period
	4.50 years
	4.55 years
	3.60 years

	≈ Years + Months
	4 yrs 6.0 mo
	4 yrs 6.5 mo
	3 yrs 7.2 mo

	Rank (fastest first)
	2nd
	3rd
	1st


Calculation Detail
Project A
	Year
	Net Cash Flow (£m)
	Cumulative Cash Flow (£m)
	Notes

	1
	10
	10
	

	2
	12
	22
	

	3
	14
	36
	

	4
	10
	46
	£4m short of £50m

	5
	8
	54
	Recovered during Year 5


Working: at start of Year 5, £50m − £46m = £4m still to recover. Year 5 inflow = £8m. Fraction of Year 5 needed = 4 ÷ 8 = 0.50. PBP = 4 + 0.50 = 4.50 years.
Project B
	Year
	Net Cash Flow (£m)
	Cumulative Cash Flow (£m)
	Notes

	1
	11
	11
	

	2
	11
	22
	

	3
	11
	33
	

	4
	11
	44
	£6m short of £50m

	5
	11
	55
	Recovered during Year 5


Working: at start of Year 5, £50m − £44m = £6m still to recover. Year 5 inflow = £11m. Fraction of Year 5 needed = 6 ÷ 11 = 0.545. PBP = 4 + 0.545 = 4.55 years (≈ 4 years 6.5 months).
Project C
	Year
	Net Cash Flow (£m)
	Cumulative Cash Flow (£m)
	Notes

	1
	5
	5
	

	2
	10
	15
	

	3
	20
	35
	£15m short of £50m

	4
	25
	60
	Recovered during Year 4

	5
	5
	65
	(not needed for payback)


Working: at start of Year 4, £50m − £35m = £15m still to recover. Year 4 inflow = £25m. Fraction of Year 4 needed = 15 ÷ 25 = 0.60. PBP = 3 + 0.60 = 3.60 years (≈ 3 years 7.2 months). Project C pays back fastest of the three.


Appendix 13: Accounting Rate of Return (ARR)
Accounting Profit (per year) = Net Cash Flow − Depreciation   |   ARR = Average Annual Accounting Profit ÷ Average Investment × 100
Depreciation = £50m ÷ 5 years = £10m per year (straight-line to zero) for every project. Average Investment = (Initial Investment + Residual Value) ÷ 2 = (£50m + £0) ÷ 2 = £25m.
	Metric
	Project A
	Project B
	Project C

	Total Accounting Profit, 5 yrs (£m)
	4.0
	5.0
	15.0

	Average Annual Profit (£m)
	0.8
	1.0
	3.0

	Average Investment (£m)
	25.0
	25.0
	25.0

	ARR (%)
	3.20%
	4.00%
	12.00%

	Rank (highest first)
	3rd
	2nd
	1st


Calculation Detail
Project A
	Year
	Cash Flow (£m)
	Depreciation (£m)
	Accounting Profit (£m)
	Working

	1
	10
	10
	0
	10−10

	2
	12
	10
	2
	12−10

	3
	14
	10
	4
	14−10

	4
	10
	10
	0
	10−10

	5
	8
	10
	(2)
	8−10


Total profit = 0+2+4+0−2 = £4m. Average annual profit = 4 ÷ 5 = £0.8m. ARR = 0.8 ÷ 25 × 100 = 3.20%.
Project B
	Year
	Cash Flow (£m)
	Depreciation (£m)
	Accounting Profit (£m)
	Working

	1
	11
	10
	1
	11−10

	2
	11
	10
	1
	11−10

	3
	11
	10
	1
	11−10

	4
	11
	10
	1
	11−10

	5
	11
	10
	1
	11−10


Total profit = 1×5 = £5m. Average annual profit = 5 ÷ 5 = £1.0m. ARR = 1.0 ÷ 25 × 100 = 4.00%.
Project C
	Year
	Cash Flow (£m)
	Depreciation (£m)
	Accounting Profit (£m)
	Working

	1
	5
	10
	(5)
	5−10

	2
	10
	10
	0
	10−10

	3
	20
	10
	10
	20−10

	4
	25
	10
	15
	25−10

	5
	5
	10
	(5)
	5−10


Total profit = −5+0+10+15−5 = £15m. Average annual profit = 15 ÷ 5 = £3.0m. ARR = 3.0 ÷ 25 × 100 = 12.00%. (Figures in parentheses denote accounting losses.) Note: if ARR is instead calculated on the initial investment of £50m rather than the average investment, the results are A = 1.60%, B = 2.00%, C = 6.00%  the ranking is unchanged.


Appendix 14: Net Present Value (NPV) at 8%
NPV = Σ [Net Cash Flow ÷ (1 + r)ⁿ] − Initial Investment,  where r = 8%
	Metric
	Project A
	Project B
	Project C

	PV of Cash Inflows (£m)
	43.46
	43.92
	50.86

	Initial Investment (£m)
	50.00
	50.00
	50.00

	NPV (£m)
	(6.54)
	(6.08)
	0.86

	Decision (accept if NPV > 0)
	Reject
	Reject
	Accept

	Rank (highest NPV first)
	3rd
	2nd
	1st


Discount Factors at 8% (used for all three projects)
	
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	DF = 1/(1.08)ⁿ
	0.9259
	0.8573
	0.7938
	0.7350
	0.6806


Calculation Detail
Project A
	Year
	Cash Flow (£m)
	Discount Factor @8%
	Present Value (£m)

	1
	10
	0.9259
	9.259

	2
	12
	0.8573
	10.288

	3
	14
	0.7938
	11.113

	4
	10
	0.7350
	7.350

	5
	8
	0.6806
	5.445

	Total PV of Inflows
	
	
	43.455

	Less: Initial Investment
	
	
	(50.000)

	NPV
	
	
	(6.545)


Project B
	Year
	Cash Flow (£m)
	Discount Factor @8%
	Present Value (£m)

	1
	11
	0.9259
	10.185

	2
	11
	0.8573
	9.430

	3
	11
	0.7938
	8.732

	4
	11
	0.7350
	8.085

	5
	11
	0.6806
	7.487

	Total PV of Inflows
	
	
	43.920

	Less: Initial Investment
	
	
	(50.000)

	NPV
	
	
	(6.080)


Project C
	Year
	Cash Flow (£m)
	Discount Factor @8%
	Present Value (£m)

	1
	5
	0.9259
	4.630

	2
	10
	0.8573
	8.573

	3
	20
	0.7938
	15.877

	4
	25
	0.7350
	18.375

	5
	5
	0.6806
	3.403

	Total PV of Inflows
	
	
	50.858

	Less: Initial Investment
	
	
	(50.000)

	NPV
	
	
	0.858


Project C is the only project generating a positive NPV at 8%, indicating it is the only one of the three that creates shareholder value on a standalone discounted cash flow basis.


Appendix 15: Profitability Index (PI)
PI = Present Value of Cash Inflows ÷ Initial Investment
	Metric
	Project A
	Project B
	Project C

	PV of Cash Inflows (£m)
	43.455
	43.920
	50.858

	Initial Investment (£m)
	50.000
	50.000
	50.000

	PI
	0.869
	0.878
	1.017

	Decision (accept if PI > 1)
	Reject
	Reject
	Accept

	Rank (highest PI first)
	3rd
	2nd
	1st


Calculation Detail
	Project
	PV of Inflows (£m)
	Initial Investment (£m)
	PI = PV ÷ Investment

	A
	43.455
	50.000
	43.455 ÷ 50.000 = 0.869

	B
	43.920
	50.000
	43.920 ÷ 50.000 = 0.878

	C
	50.858
	50.000
	50.858 ÷ 50.000 = 1.017




Appendix 16: Internal Rate of Return (IRR)
IRR = the discount rate at which NPV = 0, found here by calculating NPV at two trial rates and interpolating: IRR = R_low + [ NPV_low ÷ (NPV_low − NPV_high) ] × (R_high − R_low)
	Metric
	Project A
	Project B
	Project C

	IRR
	≈ 2.72%
	≈ 3.27%
	≈ 8.59%

	Hurdle Rate (discount rate)
	8%
	8%
	8%

	Decision (accept if IRR > 8%)
	Reject
	Reject
	Accept

	Rank (highest IRR first)
	3rd
	2nd
	1st


Calculation Detail
Project A
	Trial Rate
	PV of Inflows (£m)
	NPV (£m)
	Working

	2.5%
	50.309
	0.309
	50.309 − 50

	3.0%
	49.618
	(0.382)
	49.618 − 50


Interpolation: IRR = 2.5% + [0.309 ÷ (0.309 + 0.382)] × (3.0% − 2.5%) = 2.5% + (0.309 ÷ 0.691) × 0.5% = 2.5% + 0.22% ≈ 2.72%.
Project B
	Trial Rate
	Annuity Factor (5 yrs)
	PV of Inflows (£m)
	NPV (£m)

	3.0%
	4.5797
	50.377
	0.377

	3.5%
	4.5151
	49.666
	(0.334)


Working: PV = £11m × Annuity Factor. At 3.0%: 11 × 4.5797 = £50.377m → NPV = 0.377. At 3.5%: 11 × 4.5151 = £49.666m → NPV = −0.334. Interpolation: IRR = 3.0% + [0.377 ÷ (0.377 + 0.334)] × (3.5% − 3.0%) = 3.0% + (0.377 ÷ 0.711) × 0.5% = 3.0% + 0.27% ≈ 3.27%.
Project C
	Trial Rate
	PV of Inflows (£m)
	NPV (£m)
	Working

	8.0%
	50.858
	0.858
	50.858 − 50 (from Table 3)

	9.0%
	49.408
	(0.592)
	49.408 − 50


Interpolation: IRR = 8.0% + [0.858 ÷ (0.858 + 0.592)] × (9.0% − 8.0%) = 8.0% + (0.858 ÷ 1.450) × 1.0% = 8.0% + 0.59% ≈ 8.59%. This is the only project whose IRR (8.59%) exceeds the 8% cost of capital, confirming the NPV and PI conclusions.


[bookmark: _zzwuw7pueb]Appendix 17: Capital Rationing  Evaluating Combinations under a £100m Constraint
Combined NPV = NPV(Project 1) + NPV(Project 2)   |   Combined PI = Combined PV of Inflows ÷ Combined Initial Investment
	Metric
	A + B
	A + C
	B + C

	Combined Initial Investment (£m)
	100.0
	100.0
	100.0

	Combined PV of Inflows (£m)
	87.375
	94.313
	94.778

	Combined NPV (£m)
	(12.625)
	(5.687)
	(5.222)

	Combined PI
	0.874
	0.943
	0.948

	Decision
	Reject
	Reject (best available)
	Best combination

	Rank (highest combined NPV first)
	3rd
	2nd
	1st


Calculation Detail
Combination A + B
	Component
	NPV (£m)
	PV of Inflows (£m)
	Investment (£m)

	Project A
	(6.545)
	43.455
	50.000

	Project B
	(6.080)
	43.920
	50.000

	Combined (A+B)
	(12.625)
	87.375
	100.000


Working: Combined NPV = (6.545) + (6.080) = (12.625). Combined PI = 87.375 ÷ 100.000 = 0.874. Both projects individually destroy value at 8%, so combining them destroys value twice over; this is the worst of the three combinations.
Combination A + C
	Component
	NPV (£m)
	PV of Inflows (£m)
	Investment (£m)

	Project A
	(6.545)
	43.455
	50.000

	Project C
	0.858
	50.858
	50.000

	Combined (A+C)
	(5.687)
	94.313
	100.000


Working: Combined NPV = (6.545) + 0.858 = (5.687). Combined PI = 94.313 ÷ 100.000 = 0.943. Project C's positive NPV partly offsets Project A's negative NPV, but the combination still destroys net value overall.
Combination B + C
	Component
	NPV (£m)
	PV of Inflows (£m)
	Investment (£m)

	Project B
	(6.080)
	43.920
	50.000

	Project C
	0.858
	50.858
	50.000

	Combined (B+C)
	(5.222)
	94.778
	100.000


Working: Combined NPV = (6.080) + 0.858 = (5.222). Combined PI = 94.778 ÷ 100.000 = 0.948. This is the least value-destructive of the three combinations, because Project B's negative NPV (6.080) is smaller in magnitude than Project A's (6.545).
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