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lgari Hotels & Resorts® developed in partnership with
veler and luxury goods designer Bulgari SpA, is a
lection of sophisticated and intimate luxury properties
ated in gateway cities and exclusive resort destinations.
ch property features Bulgari’s striking contemporary
erpretation of true luxury in design and cuisine. The

st property, the Bulgari Hotel Milano, opened in May
04 and has established itself as the place to stay and dine
Milan. The Bulgari Resort Bali will open in late 2005
th 56 private villas, two restaurants and comprehensive
1 facilities in a spectacular sea-view setting.

arriott Resorts is our award-winning portfolio of
stinctive properties in the world’s most sought-after
stinations. Designed for travelers sceking memorable

d rewarding experiences, Marriott Resort locations offer
entive service and exceptional amenities, with many
ituring world-class golf and spa facilities.

ringHill Suites by Marriott® offers upper-moderate
iced suites that are spacious enough for working,
laxing and preparing light meals. SpringHill Suites
mbines Marriott hospitality with a newly enhanced
smplimentary continental breakfast, which offers
asonal items and hot choices. The suites are up to

» percent larger than traditional hotel rooms, and
ature a pantry area with a small refrigerator, sink and
icrowave, and free high-speed internet access. There
e over 120 locations across North America.

»wnePlace Suites by Marriott® offers an affordable

sme for moderate-tier travelers on extended-stay trips.
lith comfortable, casual suites and 24-hour staff,
>wnePlace Suites provides a neighborhood-style living
cperience at an exceptional value. A fully equipped
tchen, ample work area, separate voice and data lines,
1d free high-speed internet access in guest rooms help
tests balance work and personal time. An exercise room,
ool and barbecue offer guests a chance to relax. There

‘e 115 TownePlace Suites locations in the United States.

lorizons by Marriott Vacation Club® offers flexible
acation ownership at an affordable price. Each

inctional, family-friendly, two-bedroom villa
ccommodales up to eight guests and includes many
>mforts of home, such as roomy living and dining arcas,
rivate balcony, full kitchen and washer/dryer. Horizons
ssorts are thoughtfully designed to be active vacation
bmmunities, with themed amenities and activities for all
ges. There arc two Horizons locations: Orlando, Florida,
nd Branson, Missouri.
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GRAND RESIDENCE
CLUB

With 75 Marriott
International spas
worldwide, guests can
revive their minds and
bodies with a Thai
massage in Bangkok, a
Lomi Lomi mnassage in
Hawaii or a hot stone
massage in Phoenix.

JW Marriott® Hotels & Resorts is a distinctive collection
of Marriott’s most luxurious hotels providing the attentive
personal service, elegant accommodations and extensive
array of amenities required by the world’s most discerning
travelers. There are more than 30 JW Marriott Hotels &
Resorts properties located in key business and leisure
destinations throughout the world.

For travelers who find life on the road exhilarating,

Renaissance® Hotels & Resorts are unique places to

cxplore and savor. Come experience the fashionable D\
and whimsical designs of Renaissance’s 130-plus hotels, <4
each with its own story to tell. The new guest rooms will ?m-o-_-—°.—x_e
include flat-pancl LCD TVs and high-speed connectivity; CONFERENCE CENTERS
amenities by LAI'HER®; and signature bedding with

luxurious duvets, sheets and oversized headboards.

Our service is crisp, attentive and respectful, and our

restaurants are well-defined with great, interesting food

and engaging service.

Fairfield Inn by Marriott® is Marriott’s most affordable
welcome, offering superior value for both business and
leisure travel. In addition to clean and comfortable guest
rooms, Fairfield Inn provides free high-speed internet
and local calls, swimming pool and complimentary
continental breakfast. Fairfield Inn & Suites™ properties
also include uniquely designed suites, an exercise room
and enhanced amenitics. There are nearly 520 Fairfield Inn
and Fairfield Inn & Suites locations across the United States.

Marriott Executive Apartments® is the ideal answer when

international travel takes guests away from home a little

bit longer. Offering studios to three-bedroom apartments, )

Marriott Executive Apartments delivers the comforts Mhareolt

of home plus the indulgence of quality hotel services, EXEcCU m_H,><
including around-the-clock staffing, housekeeping and e
laundry service. The living areas offer fully equipped

kitchens and dedicated work and relaxation areas. There

are 10 Marriott Exccutive Apartments in key international

gateway citics.

Marriott Grand Residence Club® combines the advantages
of second home ownership with the services and amenities
of a fine hotel, as well as the benefits of exchange to
worldwide destinations. Locations include South Lake
Tahoe, California, and London’s Mayfair district.

THe Ritz-CARITON CLUB®

At Marriott Conference Centers, it’s not all work, no
play. Our Conference Centers provide special meeting
expertise and technical support as well as a variety of
social and leisure environments, a combination that
ensures creative and effective meetings for small- to
mid-size groups. Located near major cities, Marriott
Conference Centers offer distraction-free, retreat-style
surroundings for the “Ultimate Meeting Experience®”

Marriott ExecuStay®a leading U.S. corporate apartment
provider, offers temporary housing to travelers who
prefer the spaciousness and privacy of an apartment.
ExecuStay finds the right solution for each traveler and
delivers a fully furnished, accessorized apartment with
as little as one day’s notice. Residents enjoy biweekly
housekeeping and exceptional 24-hour customer
service. ExecuStay apartments are located in most
major cities across the United States.

I'he Ritz-Carlton Club® is a luxury-tier, fractional
ownership real estate product combining the benefits of
second home ownership with the personalized services
and amenities that are hallmarks of The Ritz-Carlton
Hotel Company. Designed as a private club, members
may stay at their home Club or choose from other
Ritz-Carlton Clubs in ski, golf and beach destinations.
There are four Ritz-Carlton Club resorts: St. Thomas,
U.S. Virgin Islands; Aspen and Bachelor Gulch,
Colorado; and Jupiter, Florida.
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These are exciting times for Marriott International. In 2004, business travel
rebounded, leisure demand reached new heights, and each of our 17 lodging and
timeshare brands benefited from the strong recovery. Marriott’s diluted earnings
per share from continuing operations increased 27 percent to $2.47, and—in
what is perhaps the measure that matters most—guest preference for our brands
continued to significantly lead our competitors. Altogether, these factors increased
our stock price to a historic high in 2004, on the strength of Marriott’s outstand-
ing associates, our superior business model and a culture committed to service.
Marriott’s management and franchise fee revenue totaled $873 million in
2004, 18 percent higher than 2003 levels. Cash flow from operations also totaled
nearly $900 million for the year, while dividends and share repurchases returned
a record $700 million to shareholders. Total debt, net of cash, declined 55 per-
cent in 2004 to $555 million, the lowest level since 1998. As the leading lodging
management and franchising company, the hotels and resorts in Marriott’s port-
folio have a total value of approximately $70 billion. However, as a manager
and franchisor of these assets, Marriott’s return on its own invested capital was
14.1 percent in 2004, which we believe was substantially higher than other major
public U.S. lodging companies.

FORCES OF CHANGE
The lodging industry is changing rapidly, and Marriott is well-positioned to
benefit. Strong owner and franchisee preference, as well as demand for our
brands, has allowed us to add strategically to our lodging portfolio with little
new Marriott-invested capital. Because of the power of our brands and our
ability to generate value for our owners and franchisees, Marriott management
contracts are generally among those with the longest terms in the industry.

In the United States, lodging demand surged while supply growth remained
low during 2004. The U.S. lodging industry added only 60,000 rooms for a total

FINANCIAL HIGHLIGHTS

2004 2003 Change
($ in millions, except per share amounts}
Revenues . ... ... ... $10,099 $9,014 12%
Operating income. .. ......ovviv i $ 477 $ 377 27%
Income from continuing operations. .. .............. $ 594 $ 476 25%
Diluted earnings pershare' .......... ... .. ... L $ 247 $ 1.94 27%
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In 2004, room nights of international guests visiting our U.S. hotels increased

19 percent. Our non-U.S. hotels also sold 13 percent more room nights in 2004
than in 2003 due to stronger demand and broader distribution. That demand

is driving expansion to new gateway cities outside the United States, as well as
new secondary and tertiary U.S. markets. In 2004, we added more than 160 new
hotels with more than 27,000 rooms. Among the many exciting openings were
the London Marriott Hotel West India Quay, the Sanya Marriott Resort & Spa in
China and the Renaissance St. Petersburg Baltic Hotel in Russia. As of year-end,
there were over 55,000 rooms in our development pipeline worldwide.

The increase in global wealth also contributed to much higher demand for
luxury lodging in 2004. Worldwide, The Ritz-Carlton’s revenue per available
room increased nearly 16 percent in constant dollars, the highest growth rate
of all our brands. In response to this developing demographic trend, our
JW Marriott Hotels & Resorts brand continues to grow and meet the demands
of the luxury market, and we opened the first hotel of our third luxury brand,
Bulgari Hotels & Resorts.

Business travel continues to be the engine that drives our revenue. Today,

more and more business travelers select hotels that help them be more productive.

Globally, Marriott also offers nearly 23 million square feet of space for meetings
and conventions, complemented by extraordinary food service and amenities.

Our timeshare business provides a lifetime of memorable vacations for leisure
travelers. With the largest market share in this rapidly growing $10 billion indus-
try, Marriott’s four timeshare brands provide a variety of vacation experiences.
The fastest growing of these brands, The Ritz-Carlton Club, offers fractional
ownership of an elegantly furnished residence or second home in the finest
resort communities, with the deluxe, personalized services and amenities that
customers have come to expect from The Ritz-Carlton.

THE GUEST EXPERIENCE

At Marriott, our commitment to excellence means we’re always looking for
new ways to delight our guests and bring them a total “experience.” This
inspired approach to hospitality, “the new look and feel of Marriott,” is influ-
enced by the world’s foremost innovations in design, technology, culinary

»
»

expertise, service and comfort.

This evolution is already evident across all of our brands, in new hotel
designs, exotic destinations, enhanced fitness centers, sumptuous spas and
expanded culinary offerings, as well as our new luxury bedding. From our
luxury to moderately priced segments, each brand will be more upscale and
attuned to customer needs than ever before.

Customer demand for technology is rising as well, and we’re responding.
With high-speed internet access at nearly all of our hotels, and nearly

2,000 hotels offering Wi-Fi, we lead the industry in keeping our customers con-
nected. We are developing and testing new systems, including check-in via lobby
kiosks and wireless handheld devices, as well as pre-arrival e-mail confirmations
that provide customers with local and hotel-specific information prior to their stay.

We're also using technology behind the scenes to improve performance and
enhance guest satisfaction. Our reservation and yield management systems have
outperformed the industry for many years. We have the largest, fastest, most
user-friendly web site in the industry. Marriott.com attracts almost six million
visitors every month. In early 2006, we will pilot a consolidated inventory
system—an industry first that will allow us to yield-manage guest room and
meeting space simultaneously.

SPIRIT TO SERVE®

And yet, for all of our innovations and superior properties, what makes Marriott
truly special is our “spirit to serve”—a spirit demonstrated by the outstanding
service of our 133,000 associates. They have earned the customer preference and
brand leadership we enjoy today. Leaders throughout Marriott are compensated
using a balanced scorecard that factors associate satisfaction, as well as customer
satisfaction and profitability, on the proven theory that if we take good care of
our associates, they’ll take good care of our guests.

As 2004 made clear and 2005 will prove again, the only thing constant about
the hospitality industry is change. The global marketplace is more competitive
than ever. Today’s customer wants it all: comfort and style, excitement and
sophistication, warmth and reliability. With the most comprehensive portfolio
of brands, a very strong balance sheet, the industry’s most experienced manage-
ment team, owners and franchisees committed to excellence, and the most
skilled and attentive associates anywhere in the hospitality industry, Marriott
will continue to deliver superior value to guests and shareholders alike.

§id Ty,

J.W. MARRIOTT, JR.
Chairman and Chief Executive Officer

WILLIAM ]. SHAW
President and Chief Operating Officer

March 1, 2005
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CUSTOMIZED EXPERIENCE

MANY OF OUR HOTELS FEATURE “DESTINATION” RESTAURANTS THAT ARE AS POPULAR WITH LOCAL CLIENTELE AS THEY ARE WITH HOTEL GUESTS. CASUAL ELEGANCE,

CELEBRITY CHEFS AND DISTINCTIVE CONCEPTS MAKE EACH RESTAURANT TRULY UNIQUE.
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FOSTERING DIVERSITY

Diversity is more than a goal at Marriott. From our associates to our vendors,
owners and franchisees, to our customers and communities, we thrive on the
differences that give our company its unique strength.

® Marriott has been named a best company to work for and do business with by
many respected organizations and publications, including Fortune, Latina
Style, Working Mother, Essence, DiversityInc and the NAACP.

8 We surpassed our goal of 7 percent spending with minority- and women-
owned businesses, reaching 10 percent, and set a new goal of spending
$1 billion over the next five years.

® Over 10 percent of Marriott’s franchise properties are owned by minorities
and women. We are committed to doubling the number of properties owned
by minorities and women over the next five years.

ENRICHING OUR COMMUNITIES

Through our “Spirit To Serve Our Communities” program, we are fulfilling our
pledge to help make all of our communities better places to live and work.

B We continue to partner with Habitat for Humanity International on home
builds throughout the world. In the U.S., we launched Fairfield Inn’s
“Hospitality at Home” program.

® Marriott was recognized as a finalist for the U.S. Chamber of Commerce’s
prestigious 2004 Corporate Stewardship Large Business Award.

OUR RICH CULTURE

m We are working with the International Federation of Red Cross and
Red Crescent Societies, United Way International and other agencies to
assist communities affected by natural disasters.

® We marked the 22nd anniversary of Marriott’s support of Children’s
Miracle Network, totaling over $35 million in company donations and
associate fundraising.

SAFEGUARDING OUR ENVIRONMENT

Marriott’s “spirit to serve” philosophy extends to critical environmental issues.
Our Environmentally Conscious Hospitality Operations (ECHO) program
promotes eco-friendly practices at our hotels worldwide.

m We became the first hospitality recipient of the Alliance to Save Energy’s Star
of Energy Efficiency Award, reflecting our efforts to improve the environment
through energy-saving practices and improved energy performance.

= Marriott was named “Partner of the Year” by the U.S. Environmental Protection
Agency for reducing greenhouse gas emissions by 64,000 tons annually.

m Marriott associates volunteered for local environmental projects, such as
neighborhood clean-up campaigns, planting indigenous trees in local parks
and caring for the natural habitais of various species of wildlife.

MARRIOTT’S “SPIRIT TO SERVE” PHILOSOPHY IS ALL ABOUT TAKING CARE OF PEOPLE— BEING A GREAT PLACE TO WORK, CHAMPIONING DIVERSITY, HELPING NEIGHBORS

IN NEED, FOSTERING EDUCATION AND CAREER OPPORTUNITIES, AND CONTRIBUTING TO THE SUCCESS OF OUR COMMUNITIES. OUR RICH CULTURE IS THE FOUNDATION

FOR OUR SUCCESS, AND WE ARE PROUD TO SET THE STANDARD FOR OUR INDUSTRY.

10
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Gains and Other Income
The following table shows our gains and other income for the fiscal years ended
December 31, 2004, January 2, 2004, and January 3, 2003.

($ in millions) 2004 2003 2002
Timeshare note sale gains .......................... $ 64 $ 64 $ 60
Synthetic fuel earn-out payments received, net ........ 28 — —
Gains on sales of realestate ........................ 44 21 28
Gains on sales of joint venture investments ........... 19 - 21 44
Other ... ... .. 9 — —

$164 $106 $132

Interest Expense

2004 COMPARED TO 2003

Interest expense decreased $11 million to $99 million, reflecting the repayment of
$234 million of senior debt in the fourth quarter of 2003 and other subsequent debt
reductions, partially offset by lower capitalized interest resulting from fewer projects
under construction, primarily related to our Timeshare segment.

2003 COMPARED TO 2002

Interest expense increased $24 million to $110 million, reflecting interest on the mort-
gage debt assumed in the fourth quarter of 2002 associated with the acquisition of

14 senior living communities, and lower capitalized interest resulting from fewer proj-
ects under construction, primarily related to our Timeshare segment. In the fourth
quarter of 2003, $234 million of senior debt was repaid. The weighted average interest
rate on the repaid debt was 7 percent.

Interest Income, Provision for Loan Losses, and Income Tax
2004 COMPARED TO 2003
Interest income, before the provision for loan losses, increased $17 million (13 percent)
to $146 million, reflecting higher loan balances, including the $200 million note col-
lected in the third quarter of 2004 related to the acquisition by Cendant Corporation
of our interest in the Two Flags joint venture and higher interest rates. We recognized
$9 million of interest income associated with the $260 million note, which was issued
early in the 2004 second quarter. Our provision for loan losses for 2004 was a benefit of
$8 million and includes $3 million of reserves for loans deemed uncollectible at three
hotels, offset by the reversal of $11 million of reserves no longer deemed necessary.
Income from continuing operations before income taxes generated a tax provision
of $100 million in 2004, compared to a tax benefit of $43 million in 2003. The differ-
ence is primarily attributable to the impact of the synthetic fuel joint ventures, which
generated a tax benefit and tax credits of $165 million in 2004, compared to $245 mil-
lion in 2003 and to higher pre-tax income. In the third quarter of 2003, we sold a
50 percent interest in our synthetic fuel joint ventures, and we currently consolidate
the joint ventures.

2003 COMPARED TO 2002

Interest income increased $7 million (6 percent) to $129 million. QOur provision for
loan losses for 2003 was $7 million and includes $15 million of reserves for loans
deemed uncollectible at six hotels, offset by the reversal of $8 million of reserves no
longer deemed necessary.

Income from continuing operations before income taxes and minority interest gen-
erated a tax benefit of $43 million in 2003, compared to a tax provision of $32 million
in 2002. The difference is primarily attributable to the impact of our synthetic fuel
operation, which generated a tax benefit and tax credits of $245 million in 2003, com-
pared to $208 million in 2002. Excluding the impact of the synthetic fuel operation, our
pre-tax income was lower in 2003, which also contributed to the favorable tax impact.

Our effective tax rate for discontinued operations increased from 15.7 percent to
39 percent due to the impact of the taxes in 2002 associated with the sale of stock in
connection with the disposal of our Senior Living Services business.

Minority Interest

Minority interest increased from an expense of $55 million in 2003 to a benefit of

$40 million in 2004, primarily as a result of the change in the ownership structure of
the synthetic fuel joint ventures following our sale of 50 percent of our interest in the
joint ventures. Due to the purchaser’s put option, which expired on November 6, 2003,
minority interest for 2003 reflected our partner’s share of the synthetic fuel operating
losses and its share of the associated tax benefit, along with its share of the tax credits
from the June 21, 2003, sale date through the put option’s expiration date, when we
began accounting for the ventures under the equity method of accounting. For 2004,
minority interest reflects our partner’s share of the synthetic fuel losses from March 26,
2004 (when we began consolidating the ventures due to the adoption of FIN 46(R)),
through year-end. For additional information, see the discussion relating to our
“Synthetic Fuel” segment on page 19.

Income from Continuing Operations

2004 COMPARED TO 2003

Income from continuing operations increased 25 percent to $594 million, and diluted
earnings per share from continuing operations increased 27 percent to $2.47. The
favorable resuits were primarily driven by strong hotel demand, new unit growth,
strong timeshare results, higher interest income reflecting higher balances and rates,
lower interest expense due to debt reductions, lower loan loss provisions, stronger
synthetic fuel results and increased gains of $58 million, partially offset by higher
income taxes excluding the synthetic fuel impact, and higher general and administra-
tive expenses.

2003 COMPARED TO 2002

Income from continuing operations increased 8 percent to $476 million, and diluted
earnings per share from continuing operations advanced 11 percent to $1.94. Synthetic
fuel operations contributed $96 million in 2003 compared to $74 million in 2002. Our
lodging financial results declined $5 million to $702 million in 2003, The comparisons

12 MARRIOTT INTERNATIONAL, INC.
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Lodging Development

We opened 144 properties totaling 24,380 rooms, excluding Ramada International,
across our brands in 2004, and 42 properties (7,335 rooms) were deflagged and exited
the system. In addition, 210 properties (28,081 rooms) exited our system as a result of
the sale of our Ramada International Hotels & Resorts franchised brand in 2004.
Highlights of the year included:

= We converted 64 properties (10,565 rooms), or 39 percent of our total room
additions for the year, from other brands.

s We opened over 30 percent of new rooms outside the United States.

= We added 109 properties (12,859 rooms) to our Select-Service and Extended-
Stay brands.

s We opened our first Bulgari Hotel & Resort in Milan, Italy, in May 2004. The sec-
ond property is expected to open in Bali in 2005.

= We opened three new Marriott Vacation Club International properties in Aruba;
Phoenix, Arizona; and Myrtle Beach, South Carolina.

We currently have more than 55,000 rooms in our development pipeline and expect
to add 25,000 to 30,000 hotel rooms and timeshare units to our system in 2005. We
expect to deflag approximately 4,000 rooms during 2005. These growth plans are sub-
ject to numerous risks and uncertainties, many of which are outside of our control.
See “Liquidity and Capital Resources,” “Forward-Looking Statements” and “Risks and
Uncertainties” below.

REVPAR -

We consider Revenue per Available Room (REVPAR) to be a meaningful indicator of
our performance because it measures the period-over-period change in room revenues
for comparable properties. We calculate REVPAR by dividing room sales for compara-
ble properties by room nights available to guests for the period. REVPAR may not be
comparable to similarly titled measures, such as revenues.

The following table shows occupancy, average daily rate and REVPAR for each of
our comparable principal established brands. We have not presented statistics for com-
pany-operated North American Fairfield Inn and SpringHill Suites properties here (or
in the comparable information for the prior years presented later in this report)
because we operate only a limited number of properties, as both of these brands are
predominantly franchised and such information would not be meaningful for those
brands (identified as “nm” in the tables below). Systemwide statistics include data from
our franchised properties, in addition to our owned, leased and managed properties.

For North American properties (except for The Ritz-Carlton, which includes
January through December), the occupancy, average daily rate and REVPAR statistics
used throughout this report for the fiscal year ended December 31, 2004, include the
period from January 3, 2004, through December 31, 2004, while the statistics for the
fiscal year ended January 2, 2004, include the period from January 4, 2003, through
January 2, 2004.

Comparable Company-Operated
North American Properties

Comparable Systemwide
North American Properties

2004 Change vs. 2003 2004 Change vs. 2003
MARRIOTT HOTELS & RESORTS
Occupancy .................... 72.0% 2.8% pts. 70.1% 2.8% pts.
Average daily rate .............. $143.70 3.3% $135.15 3.3%
REVPAR ...................... $103.46 7.4% $ 94.77 7.6%
THE RITZ-CARLTON®
Occupancy ...............o.... 69.2% 4.3% pts. 69.2% 4.3% pts.
Average dailyrate .............. $257.16 5.9% $257.16 5.9%
REVPAR ...................... $177.96 12.9% $177.96 12.9%
RENAISSANCE HOTELS & RESORTS
Occupancy .................... 69.6% 4.3% pts. 69.1% 4.2% pts.
Average dailyrate .............. $135.54 1.7% $128.67 2.3%
REVPAR .......... ... ... .. ... $ 94.30 8.4% $ 88.92 8.9%
COMPOSITE—FULL-SERVICE®
Occupancy ..ot 71.3% 3.2% pts. 69.9% 3.1% pts.
Average dailyrate .............. $153.66 3.6% $142.80 3.6%
REVPAR ........... ... .l $109.62 8.4% $ 99.82 8.4%
RESIDENCE INN
Occupancy .....ccovvvvneninnnn. 79.0% 2.7% pts. 78.6% 2.9% pts.
Average dailyrate .............. $ 99.49 3.8% $ 97.33 3.2%
REVPAR ...................... $ 78.59 7.4% $ 76.52 7.1%
COURTYARD
Occupancy .................... 70.3% 3.2% pts. 71.4% 3.3% pts.
Average dailyrate .............. $ 96.30 4.6% $ 97.18 4.9%
REVPAR ...................... $ 67.66 9.6% $ 69.35 10.0%
FAIRFIELD INN
Occupancy ..........oooiuuu.. nm nm 66.6% 1.9% pts.
Average dailyrate ........ ... .. nm nm $ 67.97 3.1%
REVPAR nm nm $ 45.29 6.2%
TOWNEPLACE SUITES
Occupancy ......ooooiiinun. . 74.1% 3.7% pts. 74.9% 4.3% pts.
Average daily rate . $ 65.77 4.0% $ 65.18 2.7%
REVPAR ........ ...l $ 48.71 9.5% $ 48.81 9.0%
SPRINGHILL SUITES
Occupancy ........ nm nm 71.5% 4.2% pts.
Average daily rate nm nm $ 83.97 4.2%
REVPAR ...t nm nm $ 60.04 10.6%
COMPOSITE— SELECT-SERVICE AND EXTENDED-STAY @
Occupancy ......oooviiin.... 72.6% 3.1% pts. 72.2% 3.0% pts.
Average dailyrate .............. $ 94.52 4.4% $ 87.89 4.0%
REVPAR .......... ..ot $ 68.66 9.1% $ 63.42 8.5%
COMPOSITE—ALL®™
Occupancy .......covevennnnnn.. 71.8% 3.2% pts. 71.2% 3.1% pts.
Average daily rate $132.36 3.8% $111.49 3.8%
REVPAR ...................... $ 95.04 8.6% $ 79.35 8.5%

(1) Marriott Hotels & Resorts includes our JW Marriott Hotels & Resorts brand.

(2) Statistics for The Ritz-Carlton are for January through December.

(3) Full-Service composite statistics include properties for the Marriott Hotels & Resorts, Renaissance Hotels & Resorts and The Ritz-Carlton brands.

(4) Select-Service and Extended-Stay composite statistics include properties for the Courtyard, Residence Inn, TownePlace Suites, Fairfield Inn
and SpringHill Suites brands.

(5) Composite— Al statistics include properties for the Marriott Hotels & Resorts, Renaissance Hotels & Resorts, The Ritz-Carlton, Courtyard,
Residence Inn, TownePlace Suites, Fairfield Inn and SpringHill Suites brands.

14 MARRIOTT INTERNATIONAL, INC.
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Occupancy, average daily rate, and REVPAR by region/brand for international prop-
erties are shown in the following table.

Comparable Company-Operated Comparable Systemwide
International Properties - International Properties*-®
Year Ended Year Ended
December 31, Change vs. December 31,  Change vs.

2003 2002 2003 2002
CARIBBEAN AND LATIN AMERICA
Occupancy .........oooiennnn. 67.5% 4.2% pts. 65.3% 3.8% pts.
Average dailyrate ............... $126.45 2.7% $121.64 2.2%
REVPAR.... ... ... ......... $ 85.32 9.5% $ 79.49 8.5%
CONTINENTAL EUROPE
Occupancy .......oooeivnn... 67.9% 0.3% pts. 64.9% 0.3% pts.
Average dailyrate ............... $117.79 ~5.4% $119.40 —4.0%
REVPAR ... ... ol $ 79.92 —4.9% $ 77.50 -3.5%
UNITED KINGDOM
Occupancy ........covuneina.. 76.6% —0.7% pts. 72.3% —0.8% pts.
Average dailyrate ... ... ........ $148.14 -1.5% $125.44 -3.2%
REVPAR............ ... ... $113.48 —2.4% $ 90.71 —4.2%
MIDDLE EAST AND AFRICA
Occupancy . ..o 66.5% 0.4% pts. 64.3% 0.6% pts.
Average dailyrate ............... $ 71.39 14.9% $ 71.58 14.6%
REVPAR................ ... .. $ 47.49 15.7% $ 46.00 15.8%
ASIA PACIFIC®
Occupancy ..., 65.5% ~6.7% pts. 67.8% —5.3% pts.
Average dailyrate . .............. $ 85.25 -1.4% $ 93.13 0.5%
REVPAR . ... ... ... ... $ 55.86 -10.5% $ 63.10 —6.8%
THE RITZ-CARLTON INTERNATIONAL
Occupancy ............ooo.... 60.8% -5.9% pts. 60.8% -5.9% pts.
Average dailyrate ....... ... ... $188.91 —0.2% $188.91 —0.2%
REVPAR . ... ... ..ot $114.88 -9.0% $114.88 ~9.0%
TOTAL COMPOSITE INTERNATIONAL "
Occupancy ............ooonae. 66.9% —1.8% pts. 67.0% —1.4% pts.
Average dailyrate ........... ..., $117.27 -0.4% $117.54 -0.3%
REVPAR.......... ... oo $ 78.46 -3.0% $ 78.73 -2.4%
TOTAL WORLDWIDE®
Occupancy ...............ouel. 68.4% —0.7% pts. 68.1% —0.4% pts.
Average dailyrate ............... $122.62 -1.1% $108.03 -1.0%
REVPAR..... ... ... ... .ol $ 83.93 -2.2% $ 73.52 -1.5%

(1) International financial results are reported on a period-end basis, while international statistics are reported an a month-end basis.

(2) The comparison to 2002 is on a currency-neutral basis and includes results for January through December.

(3) Excludes Hawaii.

(4) Includes Hawaii.

(5) Includes international statistics for the twelve months ended December 31, 2003 and December 31, 2002 and North American statistics for
the fifty-two and fifty-three weeks ended January 2, 2004 and January 3, 2003, respectively.

The adjacent graph shows REVPAR for North
American Comparable Company-Operated
“Composite— All” properties (which includes
Marriott Hotels & Resorts, Renaissance Hotels &
Resorts, The Ritz-Carlton, Courtyard, Residence Inn,
TownePlace Suites, Fairfield Inn and SpringHill Suites
brands) for the last five fiscal years:

S IR 5101.00
S D 59144

S I $56.47

S IR 555.55

£ D 595.04

REVPAR
Full-Service Lodging

Annual Change
($ in millions) 2004 2003 2002 2004/2003 2003/2002
Revenues............. $6,611 $5,876 $5,508 13% 7%
Segment results ....... $ 426 $ 407 $ 397 5% 3%

2004 COMPARED TO 2003

Full-Service Lodging includes our Marriott Hotels ¢ Resorts, The Ritz-Carlton,
Renaissance Hotels & Resorts, Ramada International and Bulgari Hotels ¢ Resorts
brands. The 2004 segment results reflect an $85 million increase in base management,
incentive management and franchise fees, partially offset by $46 million of increased
administrative costs, including costs related to unit growth and development, and the
receipt in 2003 of $36 million of insurance proceeds. The increase in fees is largely due
to stronger REVPAR, driven by occupancy and rate increases, and the growth in the
number of rooms. Since year-end 2003, across our Full-Service Lodging segment, we
have added 33 hotels (10,212 rooms), and deflagged six hotels (2,860 rooms) excluding
Ramada International. As a result of the sale of our Ramada International Hotels &
Resorts franchised brand, 210 properties (28,081 rooms) exited our system in 2004.
The ongoing impact of this sale is not expected to be material to the Company.

Gains were up $7 million, primarily due to the exercise by Cendant of its option to
redeem our interest in the Two Flags joint venture, which generated a gain of $13 mil-
lion and a note receivable, which was repaid, generating a gain of $5 million. Joint
venture results were up $2 million compared to the prior year. For 2003, our equity
earnings included $24 million, attributable to our interest in the Two Flags joint ven-
ture, while our equity in earnings for 2004 reflects only a $6 million impact due to the
redemption of our interest. The improved business environment contributed to the
improvement in joint venture results for 2004, offsetting the decline attributable to
the Two Flags joint venture.
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2004 COMPARED TO 2003

Extended-Stay Lodging includes our Residence Inn, TownePlace Suites, Marriott Executive
Apartments and Marriott ExecuStay brands. The decline in revenue is primarily attrib-
utable to the shift in the ExecuStay business from management to franchising. We
entered into more than 20 new franchise markets in 2004, and only five managed mar-
kets remain at the end of 2004. Our base management fees increased $4 million, and
our incentive management fees were essentially flat with last year, while our franchise
fees, principally associated with our Residence Inn brand, increased $9 million. The
increase in franchise fees is largely due to the growth in the number of rooms and an
increase in REVPAR. Since year-end 2003, we have added 20 hotels (2,303 rooms) and
deflagged one hotel (80 rooms) across our Extended-Stay segment. In addition, gains of
$10 million in 2004 were favorable to the prior year by $4 million. ExecuStay experi-
enced improved results compared to the prior year, resulting from increased occupancy,
primarily in the New York market, coupled with lower operating costs associated with
the shift in business toward franchising. The $2 million increase in general and admin-
istrative costs associated with supporting the segment’s hotel brands was more than off-
set by the $6 million decline in ExecuStay’s general and administrative costs associated
with the shift toward franchising.

REVPAR for Select-Service and Extended-Stay Lodging comparable company-
operated North American hotels increased 9.1 percent to $68.66. Occupancy for these
hotels increased to 72.6 percent from 70.0 percent in 2003, while average daily rates
increased 4.4 percent to $94.52.

2003 COMPARED TO 2002
In 2002, we recorded a $50 million charge in our Extended-Stay Lodging segment to
write down the acquisition goodwill for ExecuStay. Our base and incentive manage-
ment fees decreased $7 million and our franchise fees increased $6 million. In 2003,
we added 31 hotels (3,837 rooms) across our Extended-Stay Lodging segment. Over
80 percent of the gross room additions were franchised. We deflagged one property
(104 rooms), and we decreased our ExecuStay brand by 1,300 units.

REVPAR for Select-Service and Extended-Stay Lodging comparable company-
operated North American hotels decreased 2.2 percent to $63.64. Occupancy for these
hotels decreased to 70.0 percent, while average daily rates decreased 1.1 percent to $90.98.

Timeshare

Annual Change
($ in millions) 2004 2003 2002 2004/2003 2003/2002
Revenues ............. $1,502 $1,279 $1,147 17% 12%
Segment results ....... $ 203 $ 149 $ 183 36% -19%

2004 COMPARED TO 2003

Timeshare includes our Marriott Vacation Club International, The Ritz-Carlton Club,
Marriott Grand Residence Club and Horizons by Marriott Vacation Club International
brands. Timeshare revenues of $1,502 million and $1,279 million, in 2004 and 2003,
respectively, include interval sales, base management fees and cost reimbursements.
Including our three joint ventures, contract sales, which represent sales of timeshare
intervals before adjustment for percentage of completion accounting, increased 31 per-
cent, primarily due to strong demand in South Carolina, Florida, Hawaii, California,

St. Thomas and Aruba. The favorable segment results reflect a 9 percent increase in
timeshare interval sales and services, higher margins, primarily resulting from lower
marketing and selling costs, and the mix of units sold, partially offset by $24 million

of higher administrative expenses. Our note sales gain of $64 million was flat compared
1o the prior year. In addition, we adjusted the discount rate used in determining the fair
value of our residual interests due to current trends in interest rates and recorded a

$7 million charge in 2004. Reported revenue growth trailed contract sales growth
because of a higher proportion of sales in joint venture projects and projects with

lower average construction completion.
o

00 01 02 03 04

TIMESHARE ANNUAL SEGMENT RESULTS
(8 in millions)

$203

£ I 252
$138
147
$183
$149

TIMESHARE
(number of owners)

2003 COMPARED TO 2002

Our Timeshare segment results decreased 19 percent to $149 million, while revenues
increased 12 percent. Note sale gains in 2003 were $64 million compared to $60 million
in 2002. Contract sales increased 16 percent and were strong at timeshare resorts in

the Caribbean, Hawati, and South Carolina and soft in Lake Tahoe, Orlando and
Williamsburg. The comparison to 2002 reflects the $44 million gain in 2002 on the sale
of our investment in Interval International. Timeshare revenues of $1,279 million and
$1,147 million, in 2003 and 2002, respectively, include interval sales, base management
fees and cost reimbursements.

18 MARRIOTT INTERNATIONAL, INC.
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DISCONTINUED OPERATIONS

Senior Living Services

On December 30, 2002, we entered into a definitive agreement to sell our senior living
management business to Sunrise Senior Living, Inc. (“Sunrise”) and to sell nine senior
living communities to CNL Retirement Properties, Inc. (“CNL”). We recorded after-tax
charges of $131 million in 2002 associated with our agreement to sell our senior living
management business. We completed the sales to Sunrise and CNL and a related sale of
a parcel of land to Sunrise in March 2003 for $266 million. We recorded after-tax gains
of $19 million in 2003.

Distribution Services

In the third quarter of 2002, we completed a previously announced strategic review of
our Distribution Services business and decided to exit that business. We completed that
exit during the fourth quarter of 2002 through a combination of transferring certain
facilities, closing other facilities and other suitable arrangements. We recorded after-tax
charges of $40 million in 2002 in connection with the decision to exit this business.

LIQUIDITY AND CAPITAL RESOURCES

Cash Requirements and Our Credit Facilities

We are party to two multicurrency revolving credit agreements that provide for
borrowings of up to $2 billion, expiring in 2006 ($1.5 billion expiring in July and

$500 million expiring in August), which support our commercial paper program and
letters of credit. At December 31, 2004, we had no loans outstanding under these facili-
ties. Fluctuations in the availability of the commercial paper market do not affect our
liquidity because of the flexibility provided by our credit facilities. Borrowings under
these facilities bear interest at LIBOR plus a spread based on our public debt rating. At
December 31, 2004, our cash balances combined with our available borrowing capacity
under the credit facilities amounted to approximately $2.7 billion. We consider these
resources, together with cash we expect to generate from operations, adequate to meet
our short-term and long-term liquidity requirements, finance our long-term growth
plans, meet debt service and fulfill other cash requirements, including the repayment
of our Series D senior notes totaling $275 million and our Series B senior notes totaling
$200 million, both of which mature in 2005.

We monitor the status of the capital markets and regularly evaluate the effect that
changes in capital market conditions may have on our ability to execute our announced
growth plans. We expect that part of our financing and liquidity needs will continue to
be met through commercial paper borrowings and access to long-term committed
credit facilities. If conditions in the lodging industry deteriorate, or if disruptions in
the commercial paper market take place as they did in the immediate aftermath of
September 11, 2001, we may be unable to place some or all of our commercial paper
on a temporary or extended basis, and may have to rely more on borrowings under the
credit facilities, which may carry a higher cost than commercial paper.

Cash from Operations
Cash from operations, depreciation expense and amortization expense for the last three
fiscal years are as follows:

($ in millions) 2004 2003 2002
Cash from operations ............. ... ..o $891 $403 $516
Depreciation eXpense ...........ceeeeeiiieaniinn.. 133 132 145
Amortization exXpense ............oeviiianaenainns 33 28 42

While our timeshare business generates strong operating cash flow, the timing of
both cash outlays for the acquisition and development of new resorts and cash received
from purchaser financing affects annual amounts. We include timeshare interval sales
we finance in cash from operations when we collect cash payments or the notes are sold
for cash. The following table shows the net operating activity from our timeshare busi-
ness (which excludes the portion of net income from our timeshare business, as that
number is a component of income from continuing operations):

($ in millions) 2004 2003 2002
Timeshare development, less the cost of sales ......... $ 93 $ (94) $(102)
New timeshare mortgages, net of collections ......... (459) (247) (218)
Loan repurchases ...........ooivieiiiiiiiio... (18) (19) (16)
Notesalegains ...........ooiiiiiiiiiian... (64) (64) (60)
Financially reportable sales less than (in excess of)

closedsales ....... .. .. .. i 129 (4) (13)
Note sale proceeds ............... .. .., 312 231 341
Collection on retained interests in notes sold and

servicingfees ... ... ... it 94 50 31
Other cash inflows (outflows) . ..................... 26 36 (26)
Net cash inflows (outflows) from timeshare activity ... $ 113 $(111) $ (63)

Qur ability to sell timeshare notes depends on the continued ability of the capital
markets to provide financing to the special purpose entities that buy the notes. We
might have increased difficuity or be unable to consummate such sales if the underly-
ing quality of the notes receivable we originate were to deteriorate, although we do not
expect such a deterioration.

QOur ratio of current assets to current liabilities was 0.8 to 1 at both December 31,
2004, and January 2, 2004. Each of our businesses minimizes working capital through
cash management, strict credit-granting policies, aggressive collection efforts and high
inventory turnover. We also have significant borrowing capacity under our revolving
credit facilities should we need additional working capital.
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Pending Transaction
Courtyard Joint Venture
In December 2004, we and Host Marriott announced the signing of a purchase and sale
agreement by which an institutional investor would obtain a 75 percent interest in the
Courtyard Joint Venture. We expect the transaction, which is subject to certain closing
conditions, to close in early 2005, although we cannot assure you that the sale will be
completed. Currently, we and Host Marriott own equal shares in the 120-property joint
venture, and with the addition of the new equity, our percentage interest in the joint
venture will decline from 50 percent to 21 percent. As a result of the transaction, the
pace of the Courtyard hotel reinventions, a program that renovates and upgrades
Courtyard hotels, will be accelerated.
Upon closing of the transaction:
= We expect that our existing mezzanine loan to the joint venture (including
accrued interest) totaling approximately $249 million at December 31, 2004,
will be repaid;
= We expect to make available to the joint venture a seven-year subordinated loan
of approximately $144 million to be funded as reinventions are completed in
2005 and 2006;
= We expect to enter into a new long-term management agreement with the joint
venture. As the termination of the existing management agreement is probable,
we have written off our deferred contract costs related to the existing contract in
the 2004 fourth quarter, resulting in a charge of $13 million; and

= Upon closing of the transaction, we expect to record a gain associated with the
repayment of the mezzanine loan, which will be substantially offset by our
portion of the joint venture’s costs of prepaying an existing senior loan.

On an ongoing basis, we expect our interest income will decline as a result of the
repayment of the mezzanine loan, and we expect lower book losses from the joint
venture due to the reduction of our equity interest and improved performance at the
hotels. On a long-term basis, we expect that the Courtyard reinventions will promote
continued growth and maintain and enhance customer preference.

Contractual Obligations and Off Balance Sheet Arrangements
The following table summarizes our contractual obligations as of December 31, 2004:

Payments Due by Period

Less
Than 1-3 3-5  After

Contractual Obligations Total 1Year Years Years 5 Years
($ in millions)
Debt! .. e $1,723 $575 $147 $702 $ 299
Capital lease obligations' .................... 16 1 2 2 11
Operating leases
Recourse ..........coiiiiiiiiiiiiann 1,035 93 195 205 542
NON-TECOUTSE . ...ttt innnaaennens 544 28 38 31 447
Other long-term liabilities ................... 56 — 6 6 44
Total contractual cash obligations ............. $3,374 $697  $388 $946 $1,343

! Includes principal as well as interest payments.

The following table summarizes our commitments as of December 31, 2004:

Amount of Commitment
Expiration Per Period
Total Less
Amounts Than 1-3 3-5 After
Committed 1Year Years Years 5 Years

Other Commercial Commitments

($ in millions)

Total guarantees where Marriott

International is the primary obligor . ..... $ 601 $ 64 $203 $121 $ 213
Total guarantees where Marriott

International is secondarily liable . ... .. .. 1,909 108 209 211 1,381
Total other commercial commitments....... $2,510 $172  $412  $332  $1,594

Our guarantees listed above include $91 million for guarantees that will not be in
effect until the underlying hotels are open and we begin to manage the properties. Our
guarantee fundings to lenders and hotel owners are generally recoverable as loans and
are generally repayable to us out of future hotel cash flows and/or proceeds from the
sale of hotels.

The guarantees above include $349 million related to Senior Living Services lease
obligations and lifecare bonds for which we are secondarily liable. Sunrise is the pri-
mary obligor of the leases and a portion of the lifecare bonds, and CNL is the primary
obligor of the remainder of the lifecare bonds. Prior to the sale of the Senior Living
Services business at the end of the first quarter of 2003, these pre-existing guarantees
were guarantees by the Company of obligations of consolidated Senior Living Services
subsidiaries. Sunrise and CNL have indemnified us for any guarantee fundings we may
be called on to make in connection with these lease obligations and lifecare bonds. We
do not expect to fund under these guarantees.

The guarantees above also include lease obligations for which we became secondarily
liable when we acquired the Renaissance Hotel Group N.V. in 1997, consisting of
annual rent payments of approximately $63 million and total remaining rent payments
through the initial term plus available extensions of approximately $1.56 billion. We are
also secondarily obligated for real estate taxes and other charges associated with the
leases. Third parties have severally indemnified us for all payments we may be required
to make in connection with these obligations. Since we assumed these guarantees, we
have not funded any amounts, and we do not expect to fund any amounts under these
guarantees in the future.

In addition to the guarantees noted above, as of December 31, 2004, our total
unfunded loan commitments amounted to $42 million. We expect to fund $12 million
of those commitments within one year and $14 million in the following year. We do
not expect to fund the remaining $16 million of commitments, which expire as follows:
$14 million within one year and $2 million after five years.

At December 31, 2004, we also have commitments to invest $37 million of equity for
a minority interest in two partnerships, which plan to purchase both full-service and
select-service hotels in the United States.
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Loan Loss Reserves

We measure loan impairment based on the present value of expected future cash flows
discounted at the loan’s original effective interest rate or the estimated fair value of the
collateral. For impaired loans, we establish a specific impairment reserve for the differ-
ence between the recorded investment in the loan and the present value of the expected
future cash flows, which assumes certain growth projections which may or may not
occur, or the estimated fair value of the collateral. We apply our loan impairment
policy individually to all loans in the portfolio and do not aggregate loans for the pur-
pose of applying such policy. Where we determine that a loan is impaired, we recognize
interest income on a cash basis. At December 31, 2004, our recorded investment in
impaired loans was $181 million. We have a $92 miilion allowance for credit losses,
leaving $89 million of our investment in impaired loans for which there is no related
allowance for credit losses.

Legal Contingencies

We are subject to various legal proceedings and claims, the outcomes of which are
subject to significant uncertainty. We record an accrual for loss contingencies when a
loss is probable and the amount of the loss can be reasonably estimated. We review
these accruals each reporting period and make revisions based on changes in facts
and circumstances.

Income Taxes

We record the current year amounts payable or refundable, as well as the consequences
of events that give rise to deferred tax assets and liabilities based on differences in how
those events are treated for tax purposes. We base our estimate of deferred tax assets
and liabilities on current tax laws and rates and, in certain cases, business plans and
other expectations about future outcomes.

Changes in existing laws and rates, and their related interpretations, and future
business results may affect the amount of deferred tax liabilities or the valuation of
deferred tax assets over time. Our accounting for deferred tax consequences represents
management’s best estimate of future events that can be appropriately reflected in the
accounting estimates.

OTHER MATTERS

Audit Services

Our independent registered public accounting firm, Ernst & Young LLP (“E&Y”),
recently notified the Securities and Exchange Commission (“SEC”), the Public
Company Accounting Oversight Board and the Audit Committee of our Board of
Directors that certain non-audit services E&Y performed in China and Japan for a large
number of public companies, including Marriott, have raised questions regarding
E&Y’s independence in its performance of audit services.

With respect to Marriott, from 2001 through 2004, E&Y performed tax calculation
and preparation services for Marriott employees located in China and Japan, and affili-
ates of E&Y made payment of the relevant taxes on behalf of Marriott. The payment of
those taxes involved handling of Company-related funds, which is not permitted under
SEC auditor independence rules. These actions by affiliates of E&Y have been discon-
tinued, and both the amount of the taxes and the fees paid to E&Y in connection with
these services are de minimis.

The Audit Committee and E&Y discussed E&Y’s independence with respect to the
Company in light of the foregoing facts. E&Y informed the Audit Committee that it
does not believe that the holding and paying of those funds impaired E&Y’s independ-
ence with respect to the Company. The Company, based on its own review, also is not
aware of any additional non-audit services that may compromise E&Y’s independence
in performing audit services for the Company.

Inflation
Inflation has been moderate in recent years and has not had a significant impact
on our businesses.

QUANTITATIVE AND QUALITATIVE DISCLOSURES

ABOUT MARKET RISK

We are exposed to market risk from changes in interest rates and foreign exchange
rates. We manage our exposure to these risks by monitoring available financing alterna-
tives, through development and application of credit granting policies and by entering
into derivative arrangements. We do not foresee any significant changes in either our
exposure to fluctuations in interest rates or foreign exchange rates or in how such
exposure is managed in the future.

We are exposed to interest rate risk on our floating-rate timeshare and notes receiv-
able, our residual interests retained in connection with the sale of timeshare intervals,
and the fair value of our fixed-rate notes receivable.

Changes in interest rates also impact our floating-rate long-term debt and the fair
value of our fixed-rate long-term debt.

We use derivative instruments as part of our overall strategy to manage our expo-
sure to market risks associated with fluctuations in interest rates and foreign currency
exchange rates. As a matter of policy, we do not use derivatives for trading or specula-
tive purposes.

At December 31, 2004, we were party to the following derivative instruments:

= An interest rate swap agreement under which we receive a floating rate of interest

and pay a fixed rate of interest. The swap modifies our interest rate exposure by
effectively converting a note receivable with a fixed rate to a floating rate. The
aggregate notional amount of the swap is $92 million and it matures in 2010.

m Six outstanding interest rate swap agreements to manage interest rate risk associ-
ated with the residual interests we retain in conjunction with our timeshare note
sales. We are required by purchasers and/or rating agencies to utilize interest rate
swaps to protect the excess spread within our sold note pools. The aggregate
notional amount of the swaps is $535 million, and they expire through 2022.

= Forward foreign exchange and option contracts to hedge the potential volatility
of earnings and cash flows associated with variations in foreign exchange rates
during fiscal year 2005. The aggregate dollar equivalent of the notional amounts
of the contracts is approximately $36 million, and they expire throughout 2005.

s Forward foreign exchange contracts to manage the foreign currency exposure
related to certain monetary assets denominated in pounds sterling. The aggregate
dollar equivalent of the notional amounts of the forward contracts is $36 million
at December 31, 2004.
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Forward-Looking Statements

We make forward-looking statements in this report based on the beliefs and assumptions of our management and on information
currently available to us. Forward-looking statements include information about our possible or assumed future results of opera-

tions in “Management’s Discussion and Analysis of Financial Condition and Results of Operations” under the headings “Business

and Overview,” “Liquidity and Capital Resources” and other statements throughout this report preceded by, followed by ar that

»a

plans,” “estimates,” or similar expressions.

»u e, na: » e

include the words “believes,” “expects,” “anticipates,” “intends,

Forward-looking statements involve risks, uncertainties and assumptions, including risks described below and other risks
that we describe from time to time in our periodic filings with the SEC, and our actual results may differ materially from those
expressed in our forward-looking statements, We therefore caution you not to rely unduly on any forward-looking statement. The
forward-looking statements in this report speak only as of the date of the report, and we undertake no obligation to update or
revise any forward-looking statemnent, whether as a result of new information, future developments or otherwise.

Risks and Uncertainties

We are subject to various risks that could have a negative effect on the Company and its financial condition. You should under-
stand that these risks could cause results to differ materially from those expressed in forward-looking statements contained in this
report and in other Company communications. Because there is no way to determine in advance whether, or to what extent, any
present uncertainty will ultimately impact our business, you should give equal weight to each of the following.

The lodging industry is highly competitive, which may impact our ability to compete successfully with other hotel and time-
share properties for customers. We generally operate in markets that contain numerous competitors. Each of our hotel and time-
share brands competes with major hotel chains in national and international venues and with independent companies in regional
markets. Qur ability to remain competitive and attract and retain business and leisure travelers depends on our success in distin-
guishing the quality, value and efficiency of our lodging products and services from those offered by others. If we are unable to
compete successtully in these areas, this could limit our operating margins, diminish our market share and reduce our earnings.

We are subject to the range of operating risks common to the hotel, timeshare and corporate apartment industries. The
profitability of the hotels, vacation timeshare resorts and corporate apartments that we operate or franchise may be adversely
affected by a number of factors, including:

(1) the availability of and demand for hotel rooms, timeshares and apartments;

(2) international, national and regional economic conditions;

(3) the desirability of particular locations and changes in travel patterns;

(4) taxes and government regulations that influence or determine wages, prices, interest rates, construction procedures and costs;

(5) the availability of capital to allow us and potential hotel owners and joint venture partners to fund investments;

(6) regional and national development of competing properties; and

(7) increases in wages and other labor costs, energy, healthcare, insurance, transportation and fuel, and other expenses central

to the conduct of our business.

Any one or more of these factors could limit or reduce the demand, and therefore the prices we are able to obtain, for hotel
rooms, timeshare units and corporate apartments. In addition, reduced demand for hotels could afso give rise to losses under
loans, guarantees and minority equity investments that we have made in connection with hotels that we manage.

The uncertain pace of the lodging industry’s recovery will continue to impact our financial results and growth. Both the
Company and the lodging industry were hurt by several events occurring over the last few years, including the global economic
downturn, the terrorist attacks on New York and Washington, Severe Acute Respiratory Syndrome (SARS) and military action in
Iraq. Business and leisure travel decreased and remained depressed as some potential travelers reduced or avoided discretionary
travel in light of increased delays and safety concerns and economic declines stemming from an crosion in consumer confidence.
Weaker hotel performance reduced management and franchise fees and gave rise to fundings or losses under loans, guarantees
and minority investments that we have made in connection with some hotels that we manage, which, in turn, has had a material
adverse impact on our financial performance. Although both the lodging and travel industries are recovering, the pace, duration
and full extent of that recovery remain unclear. Accordingly, our financial results and growth could be harmed if that recovery
stalls or is reversed.

Our lodging operations are subject to international, national and regional conditions. Because we conduct our business
on a national and international platform, our activities are susceptible to changes in the performance of regional and global
economies. In recent years, our business has been hurt by decreases in travel resulting from recent economic conditions, the mili-
tary action in Iraq, and the heightened travel security measures that have resulted from the threat of further terrorism. Qur future
economic performance is similarly subject to the uncertain magnitude and duration of the economic recovery in the United States,
the prospects of improving economic performance in other regions, the unknown pace of any business travel recovery that results,
and the occurrence of any future incidents in the countries in which we operate.

less favorable. Our present growth strategy for development of additional lodging facilities entails entering into and maintaining
various arrangements with property owners. The terms of our management agreements, franchise agreements and leases for each
of aur lodging facilities are influenced by contract terms offered by our competitors, among other things. We cannot assure you
that any of our current arrangements will continue. Moreover, we may not be able to enter into future collaborations, or to renew
or enter into agreements in the future, on terms that are as favorable to us as those under existing collaborations and agreements.

We may have disputes with the owners of the hotels that we manage or franchise. Consistent with our focus on management
and franchising, we own very few of our lodging properties. The nature of our responsibilities under our management agreements
to manage each hotel and enforce the standards required for our brands under both management and franchise agreements may,
in some instances, be subject to interpretation and may give rise to disagreements. We seck to resolve any disagreements in order
to develop and maintain positive relations with current and potential hotel owners and joint venture partners, but have not always
been able to do so. Failure to resolve such disagreements has in the past resulted in litigation, and could do so in the future.

Our ability to grow our management and franchise systems is subject to the range of risks associated with real estate investments.
Our ability to sustain continued growth through management or franchise agreements for new hotels and the conversion of existing
facilities to managed or franchised Marriott brands is affected, and may potentially be limited, by a variety of factors influencing real
estate development generally. These include site availability, financing, planning, zoning and other local approvals, and other limitations
that may be imposed by market and submarket factors, such as projected room occupancy, growth in demand opposite projected sup-
ply, territorial restrictions in our management and franchise agreements, costs of construction and anticipated room rate structure.

We depend on capital to buy and maintain hotels, and we may be unable to access capital when necessary. In order to fund
new hotel investments, as well as refurbish and improve existing hotels, both the Company and current and potential hotel owners
must periodically spend money. The availability of funds for new investments and maintenance of existing hotels depends in large
measure on capital markets and lquidity factors over which we can exert little control. Qur ability to recover loan and guarantee
advances from hotel operations or from owners through the proceeds of hotel sales, refinancing of debt or otherwise may also
affect our ability to recycle and raise new capital.

In the event of damage 10 or other polential losses involviug properties that we own, manage or franchise, potential losses
may not be covered by insurance. We have comprehensive property and liability insurance policies with coverage features and
insured limits that we believe are customary. Market forces beyond our control may nonetheless limit both the scope of property
and liability insurance coverage that we can obtain and our ability to obtain coverage at reasonable rates. There are certain types
of losses, generally of a catastrophic nature, such as earthquakes and floods or terrorist acts, that may be uninsurable or may be
too expensive to justify insuring against. As a result, we may not be successful in obtamning insurance without increases in cost or
decreases in coverage levels. In addition, we may carry insurance coverage that, in the event of a substantial loss, would not be suf-
ficient to pay the full current market value or current replacement cost of our lost investment or that of hotel owners, or in some
cases could also result in certain losses being totally uninsured. As a result, we could lose all, or a portion of, the capital we have
invested in a property, as well as the anticipated future revenue from the property, and we could remain obligated for guarantees,
debt or other financial obligations related to the property.

Risks relating to acts of God, terrorist activity and war could reduce the demand for lodging, which may adversely affect
our revenues. Acts of God, such as natural disasters and the spread of contagious discases, in locations where we own, manage or
franchise significant properties and areas of the world from which we draw a large number of customers can cause a decline in
the level of business and leisure travel and reduce the demand for lodging. Wars (including the potential for war), terrorist activity
(including threats of terrorist activity), political unrest and other forms of civil strife and geopolitical uncertainty can have a simi-
lar effect. Any one or more of these events may reduce the overall demand for hotel rooms, timeshare units and corporate apart-
ments, or limit the prices that we are able to obtain for them, both of which could adversely affect our revenues.

Increasing use of internet reservation services may adversely impact our revenues. Some of our hotel rooms are booked
through internet travel intermediaries serving both the leisure, and increasingly, the corporate travel sectors. While Marriott’s Look
No Further Best Rate Guarantee has greatly reduced the ability of these internet travel intermediaries to undercut the published
rates of Marriott hotels, these internet travel intermediaries continue their attempts to commoditize hotel rooms, by aggressively
marketing to price-sensitive travelers and corporate accounts and increasing the importance of general indicators of quality (such
as “three-star downtown hotel”} at the expense of brand identification. These agencies hope that consumers will eventually
develop brand loyalties to their travel services rather than to our lodging brands. Although we expect to continue to maintain and
even increase the strength of our brands in the online marketplace, if the amount of sales made through internet intermediaries
increases significantly, our business and profitability may be harmed.

Changes in privacy law could adversely affect our ability to market our products effectively. Our timeshare business, and to
a lesser extent our lodging segments, rely on a variety of direct marketing techniques, including telemarketing and mass mailings.
Recent initiatives, such as the National Do Not Call Registry and various state laws regarding marketing and solicitation, including
anti-spam legislation, have created some concern about the continuing effectiveness of telemarketing and mass mailing techniques
and could force further changes in our marketing strategy. If this occurs, we may not be able to develop adequate alternative
marketing strategies, which could impact the amount and timing of our sales of timeshare units and other products. We also
obtain lists of potential customers from travel service providers with whom we have substantial relationships and market to some
individuals on these lists directly. If the acquisition of these lists were outlawed or otherwise restricted, our ability to develop new
customers and introduce them to our products could be impaired.

Activities relating to our synthetic fuel operations could increase our tax liabilities. The Company carns revenues and
generates tax credits from its synthetic fuel operations, which create a fuel that qualifies for tax credits pursuant to Section 29
of the Internal Revenue Code. The performance of the synthetic fuel operations depends in part on our ability to utilize the tax
credits, which in turn is dependent on our financial performance. If our businesses do not generate sufficient profits, we might
suffer losses associated with generating tax credits that we were unable to utilize. In addition, the IRS field audit tean’s challenge to
whether three of our synthetic fuel facilitics satisfy statutory placed-in-service requirements could, if ultimately resolved against us,
prevent nis from realizing projected future tax credits and cause us to reverse previously utilized credits, requiring payment of sub-
stantial additional taxes. The ability of our synthetic fuel operations to generate tax credits could also be adversely impacted by the
productivity of these operations, which may be diminished by problems related to supply, production and demand at any of the
synthetic fuel facilities, the power plants that buy synthetic fuel from the joint venture or the coal mines where the joint venture
buys coal, and by the reduction or elimination of projected future tax credits for synthetic fuel if average crude oil prices in 2005
and beyond exceed certain statutory thresholds, which could affect our ongoing production decisions.

Obligations associated with our exit from the Senior Living Services business may be larger than expected. Our agreement
to sell the Senior Living Services business provides for indemnification of Sunrise Senior Living, Inc. based on pre-closing events
and liabilities resulting from the consummation of the transaction. The amount of the indemnification obligations depends, in
large part, on actions of third parties that are outside of our control. As a result, it is difficult to predict the ultimate impact of the
indemnities, and the amount of these adjustments and indemnities could be larger than expected.
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CONSOLIDATED BALANCE SHEET

December 31, 2004, and January 2, 2004 December 31, 2004 January 2, 2004
($ in millions)
ASSETS
Current assets
Cash and equivalents . ........ B e e e $ 770 $ 229
Accounts and notes receivable' ................. e R 797 728
Current deferred taxes, net ............c.oiiinvenenn .. 162 215
Other ... ............. e e - .. 217 175
1,946 1,347
Property and equipment . ......... ... ... ... ... e e e e 2,389 2,513
Intangible assets
Goodwill ......... e R PR e e e 923 923
Contract acquisition costs' .............. e e PP 513 526
1,436 1,449
Equity method investments' ....... .. ... ... il B e 249 468
Notes receivable
Loans to equity method INVESTEES' ... ...ttt i i i 526 558
Loans to timeshare owners ...................... e e i 289 152
Other notes receivable ........ R e e 374 389
1,189 1,099
Other long-term receivables’ ................. ... . . L. e B 326 387
Deferred taxes,net ............ e e e P, 397 251
Other' ...... e e e [ 736 663
$ 8,668 $8,177
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities
Current portion of long-termdebt .................... e PP RN $ 489 $ 64
Accounts payable' . ......... ... . ... e e e el 570 584
Accrued payroll and benefits ........ e e e 508 412
Self-insurance reserves ................ e e T . 71 43
Other payables and accruals' ......... e e e e 416 385
Liability for guest loyalty program ........ e e e e 302 282
2,356 1,770
Long-term debt ....... e e P A 836 1,391
Self-insurance reserves .................... e e e 163 169
Liability for guest loyalty program ........................... e e 640 502
Other long-term liabilities' .................... e B BN 580 501
Minority interest ........... e e e 12 6
Shareholders’ equity
Class A common stock ................ e e e e 3 3
Additional paid-in capital .......... R FRP e 3,423 3,317
Retained earnings ... .................. e e A 1,951 1,505
Deferred compensation ................. FO e (108) (81)
Treasury stock,atcost ................. ... e AU, e B (1,197) (865)
Accumulated other comprehensive income (loss) .......... e e e 9 (41)
4,081 3,838
$ 8,668 $8,177

See Notes to Consolidated Financial Statements

1 See Footnote 20, “Related Party Transactions,” of the Notes to Consolidated Financial Statements for disclosure of related party amounts,
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Fiscal Years Ended December 31, 2004, January 2, 2004, and January 3, 2003 2004 2003 2002
($ in millions)
NEEIICOIMIC .« .« .o ettt et ettt et et e s e e et e e e e ettt e e e e e et $596 $502 $277
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustments .............. .. . i 43 37 (7)
L 8 o T 7 (8) (13)
Total other comprehensive income (L0SS) . ... ... i e 50 29 (20)
Comprehensive INCOMIE . . ...\ttt ettt et e e et et e e e e e e e e e e e e et et e $646 $531 $257
See Notes to Consolidated Financial Statements
CONSOLIDATED STATEMENT OF SHAREHOLDERS” EQUITY
Fiscal Years Ended December 31, 2004, January 2, 2004, and January 3, 2003
(in millions, except per share amounts) Accumulated
Common ClassA  Additional Unearned  Treasury Other
Shares Common Paid-in Deferred Retained ESOP Stock,at  Comprehensive
Outstanding Stock Capital Compensation  Earnings Shares Cost (Loss) Income
240.7 Balance at December 29, 2001 . . . $3 $3,427 $ (49) $ 941 $(291)  $ (503) $(50)
— Netincome ......ovvinerineiineerrcinnnannnn. — — —_ 277 — — —
— Dividends ($0.275 per share) ................... — — —_— (67) — — —
3.0 Employee stock plan issuance and other .......... — (203) 6 (25) 291 90 (20)
(7.8) Purchase of treasury stock — — — _— — (254) —
235.9 Balance at January 3, 2003 3 3,224 (43) 1,126 — (667) (70)
— Netincome ...... ... viiiiieeiiiiiiiiann... — — — 502 — — —
— Dividends ($0.295 per share) ................... — — — (68) — — —
5.8 Employee stock plan issuance and other .......... — 93 (38) (55) — 182 29
(10.5) Purchase of treasurystock ............. ... ..., — — —_ — — (380) -
231.2 Balance at January 2, 2004 3 3,317 (81) 1,505 — (865) (41)
— Netincome ..ot e iineereeaninann.s — — — 596 — — —
— Dividends ($0.330 per share) ................... — — — (75) — — —
8.6 Employee stock plan issuance and other .......... — 106 27 (75) — 322 50
(14.0) Purchase of treasury stock ...................... —_— — — — — (654) —
225.8 Balance at December 31,2004 . .................. $3 $3,423 $(108) $1,951 $ — $(1,197) $ 9

See Notes to Consolidated Financial Statements
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Self-Insurance Programs

We are self-insured for certain levels of property, liability, workers’ compensation and
employee medical coverage. We accrue estimated costs of these self-insurance programs
at the present value of projected settlements for known and incurred but not reported
claims. We use a discount rate of 4.8 percent to determine the present value of the pro-
jected settlements, which we consider to be reasonable given our history of settled
claims, including payment patterns and the fixed nature of the individual settlements.

Marriott Rewards

Marriott Rewards is our frequent guest loyalty program. Marriott Rewards members
earn points based on their monetary spending at our lodging operations, purchases of
timeshare intervals, and, to a lesser degree, through participation in affiliated partners’
programs, such as those offered by airlines and credit card companies. Points, which we
accumulate and track on the members’ behalf, can be redeemed for hotel stays at most
of our lodging operations, airline tickets, airline frequent flier program miles, rental
cars and a variety of other awards. Points cannot be redeemed for cash.

We provide Marriott Rewards as a marketing program to participating hotels. We
charge the cost of operating the program, including the estimated cost of award
redemption, to hotels based on members’ qualifying expenditures.

We defer revenue received from managed and franchised properties, Marriott-
owned/leased hotels and program partners equal to the fair value of our future
redemption obligation. We determine the fair value of the future redemption obligation
based on statistical formulas which project timing of future point redemption based on
historical levels, including an estimate of the “breakage” for points that will never be
redeemed and an estimate of the points that will eventually be redeemed. These judg-
mental factors determine the required liability for outstanding points.

Our management and franchise agreements require that we be reimbursed currently
for the costs of operating the program, including marketing, promotion, communica-
tion with, and performing member services for the Marriott Rewards members. Due to
the requirement that properties reimburse us for program operating costs as incurred,
we receive and recognize the balance of the revenue from properties in connection with
the Marriott Rewards program at the time such costs are incurred and expensed. We
recognize the component of revenue from program partners that corresponds to pro-
gram maintenance services over the expected life of the points awarded.

Upon the redemption of points, we recognize as revenue the amounts previously
deferred, and recognize the corresponding expense relating to the costs of the awards
redeemed. Our liability for the Marriott Rewards program was $942 million at
December 31, 2004, and $784 million at January 2, 2004.

Guarantees

We record a liability for the fair value of a guarantee on the date a guarantee is issued
or modified. The offsetting entry depends on the circumstances in which the guarantee
was issued. Funding under the guarantee reduces the recorded liability. When no fund-
ing is forecasted, the liability is amortized into income on a straight-line basis over the
remaining term of the guarantee.

Rebates and Allowances

We participate in various vendor rebate and allowance arrangements as a manager of
hotel properties. There are three types of programs that are common in the hotel
industry that are sometimes referred to as “rebates” or “allowances,” including unre-
stricted rebates, marketing (restricted) rebates and sponsorships. The primary business
purpose of these arrangements is to secure favorable pricing for our hotel owners for
various products and services or enhance resources for promotional campaigns co-
sponsored by certain vendors. More specifically, unrestricted rebates are funds returned
to the buyer, generally based upon volumes or quantities of goods purchased.
Marketing (restricted) allowances are funds allocated by vendor agreements for certain
marketing or other joint promotional initiatives. Sponsorships are funds paid by ven-
dors, generally used by the vendor to gain exposure at meetings and events, which are
accounted for as a reduction of the cost of the event.

We account for rebates and allowances as adjustments of the prices of the vendors’
products and services in accordance with EITF 02-16, “Accounting by a Customer
(Including a Reseller) for Certain Consideration Received from a Vendor.” We show
vendor costs and the reimbursement of those costs as reimbursed costs and cost reim-
bursements revenue, respectively; therefore, rebates are reflected as a reduction of these
line items.

Cash and Equivalents
We consider all highly liquid investments with an initial maturity of three months or
less at date of purchase to be cash equivalents.

Restricted Cash

Restricted cash, totaling $105 million and $139 million at December 31, 2004 and
January 2, 2004, respectively, is recorded in other long-term assets in the accompanying
Consolidated Balance Sheet. Restricted cash primarily consists of deposits received on
timeshare interval sales that are held in escrow until the contract is closed.

Loan Loss Valuation

We measure loan impairment based on the present value of expected future cash flows

discounted at the loan’s original effective interest rate or the estimated fair value of the

collateral. For impaired loans, we establish a specific impairment reserve for the differ-

ence between the recorded investment in the loan and the present value of the expected
future cash flows or the estimated fair value of the collateral. We apply our loan impair-
ment policy individually to all loans in the portfolio and do not aggregate loans for the
purpose of applying such policy. For loans that we have determined to be impaired, we

recognize interest income on a cash basis.

Valuation of Goodwill

We evaluate the fair value of goodwill to assess potential impairments on an annual
basis, or during the year if an event or other circumstance indicates that we may not be
able to recover the carrying amount of the asset. We evaluate the fair value of goodwill
at the reporting unit level and make that determination based upon future cash flow
projections. We record an impairment loss for goodwill when the carrying value of the
intangible asset is less than its estimated fair value.
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We estimate that the initial adoption of the SOP, which will be reported as a
cumulative effect of a change in accounting principle in our fiscal year 2006
financial statements, will result in a one-time non-cash pre-tax charge of approxi-
mately $150 million, consisting primarily of the write-off of deferred selling costs
and establishing the required reserve on notes. We estimate that the ongoing impact
of adoption will not be significant.

In December 2004, the FASB issued FAS No. 123 (revised 2004), “Share-Based
Payment” (“FAS No. 123R”), which is a revision of FAS No. 123, “Accounting for Stock-
Based Compensation.” FAS No. 123R supersedes APB Opinion No. 25, “Accounting for
Stock Issued to Employees,” and amends FAS No. 95, “Statement of Cash Flows.” We
will adopt FAS No. 123R at the beginning of our 2005 third quarter.

FAS No. 123R requires all share-based payments to employees, including grants
of employee stock options, to be recorded as an expense based on their fair values.
The grant-date fair value of employee share options and similar instruments will be
estimated using an option-pricing model adjusted for any unique characteristics of a
particular instrument. If an equity award is modified after the grant date, incremental
compensation cost will be recognized in an amount equal to the excess of the fair
value of the modified award over the fair value of the original award immediately
before the modification.

We estimate that the adoption of FAS No. 123R, using the modified prospective
method, will result in incremental pre-tax expense in fiscal year 2005 of approximately
$20 million, based on our current share-based payment compensation plans and a
mid-year adoption.

Stock-based Compensation

We have several stock-based employee compensation plans that we account for using
the intrinsic value method under the recognition and measurement principles of
Accounting Principles Board (APB) Opinion No. 25, “Accounting for Stock Issued to
Employees.” Accordingly, we do not reflect stock-based employee compensation cost in
net income for our Stock Option Program, the Supplemental Executive Stock Option
awards or the Employee Stock Purchase Plan. We recognized stock-based employee
compensation cost of $31 million, $19 million and $9 million, net of tax, for deferred
share grants, restricted share grants and restricted stock units (2004 and 2003 only) for
2004, 2003 and 2002, respectively.

The following table illustrates the effect on net income and earnings per share as if
we had applied the fair value recognition provisions of FAS No. 123, “Accounting for
Stock-Based Compensation,” to stock-based employee compensation. We have included
the impact of measured but unrecognized compensation cost and excess tax benefits
credited to additional paid-in-capital in the calculation of the diluted pro forma shares
for all years presented. In addition, we have included the estimated impact of reim-
bursements from third parties.

($ in millions, except per share amounts) 2004 2003 2002

Net income, as reported .......... ... ... $ 596 $ 502 $277

Add: Stock-based employee compensation
expense included in reported net income,
net of related taxeffects ....................... 31 19 9

Deduct: Total stock-based employee compensation
expense determined under fair value-based
method for all awards, net of related tax effects
and estimated reimbursed costs ................ (58) (48) (37)

Pro formanetincome .............c.ocououniiiio... $ 569 $ 473 $ 249

Earnings per share:

Basic—asreported ......... ... .. ... ... $2.63 $2.16 $1.15
Basic—proforma ............... ... ..., $2.51 $2.03 $1.04
Diluted—asreported .............. ... ... $2.48 $2.05 $1.10
Diluted—proforma .......................... $2.35 $1.94 $0.99

N RELATIONSHIP WITH MAJOR CUSTOMER

As of year-end 2004, Host Marriott Corporation (“Host Marriott”) owned or leased
167 lodging properties operated by us under long-term agreements. The revenues and
income from continuing operations before income taxes and minority interest we rec-
ognized from lodging properties owned/leased by Host Marriott for the last three fiscal
years are shown in the following table:

($ in millions) 2004 2003 2002
Revenues ........ .. .. . i i $2,423 $2,357 $2,400
Income from continuing operations before

income taxes and minority interest ............. 123 141 145

Additionally, Host Marriott is a general partner in several unconsolidated partner-
ships that own lodging properties operated by us under long-term agreements. As of
year-end 2004, Host Marriott was affiliated with 121 such properties operated by us
(including the properties in the Courtyard Joint Venture discussed below). The sales
and income from continuing operations before income taxes and minority interest rec-
ognized by the Company for the last three fiscal years are shown in the following table:

($ in millions) 2004 2003 2002
Revenues ............oiiuuuiiiiiinneneeinnann. $329 $329 $387
Income from continuing operations before

income taxes and minority interest .............. 50 56 74

In December 2000, we acquired 120 Courtyard by Marriott hotels through an
unconsolidated joint venture (“the Courtyard Joint Venture”) with an affiliate of Host
Marriott. Prior to the formation of the Courtyard Joint Venture, Host Marriott was a
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% PROPERTY AND EQUIPMENT

($ in millions) 2004 2003
Land ... $ 3N $ 424
Buildings and leasehold improvements ........... e R 642 606
Furniture and equipment .......... ... ... oo, 771 680
Timeshare properties .. ... ..ot 1,186 1,286
Construction N Progress . .. ...uvuurireee v veeeaeeeeesonons 100 74
3,070 3,070
Accumulated depreciation .......... ... ..o i (681) (557)
$2,389 $2,513

We record property and equipment at cost, including interest, rent and real estate
taxes incurred during development and construction. Interest capitalized as a cost of
property and equipment totaled $16 million in 2004, $25 million in 2003 and $43 mil-
lion in 2002. We capitalize the cost of improvements that extend the useful life of prop-
erty and equipment when incurred. These capitalized costs may include structural
costs, equipment, fixtures, floor and wall coverings and paint. All repair and mainte-
nance costs are expensed as incurred. We compute depreciation using the straight-line
method over the estimated useful lives of the assets (three to 40 years). Depreciation
expense, including amounts related to discontinued operations, totaled $133 million
in 2004, $132 million in 2003, and $145 million in 2002. We amortize leasehold
improvements over the shorter of the asset life or lease term.

5 pisposiTIONS

2004
We sold two lodging properties for $79 million in cash, net of transaction costs,
recognized pre-tax gains totaling $6 million and deferred recognition of gains totaling
$1 million due to our continuing involvement with the two properties. We accounted
for both sales under the full accrual method in accordance with FAS No. 66, “Accounting
for Sales of Real Estate,” and will continue to operate the properties under long-term
management agreements. We also sold 30 land parcels for $55 million in cash, net of
transaction costs, and we recorded pre-tax gains of $12 million.
Additionally, we sold our Ramada International Hotels & Resorts franchised
brand, which consisted primarily of investments in franchise contracts and trademarks
and licenses outside of the United States, to Cendant Corporation’s Hotel Group for
$33 million in cash, net of transaction costs, and recorded a pre-tax gain of $4 million.
Cendant exercised its option to redeem our interest in the Two Flags joint venture,
and as a result Cendant acquired the trademarks and licenses for the Ramada and Days
Inn lodging brands in the United States. We recorded a pre-tax gain of approximately
$13 million in connection with this transaction. We also sold our interests in two joint
ventures for $13 million in cash and recognized pre-tax gains of $6 million.

2003

We sold three lodging properties for $138 million in cash, net of transaction costs. We
accounted for the three property sales under the full accrual method in accordance with
FAS No. 66, and we will continue to operate the properties under long-term management

agreements. The buyer of one property leased the property for a term of 20 years to a
consolidated joint venture between the buyer and us. The lease payments are fixed for the
first five years and variable thereafter. Our gain on the sale of $5 million will be recog-
nized on a straight-line basis in proportion to the gross rental charged to expense, and we
recognized $1 million of pre-tax gains in both 2003 and 2004. We recognized a $1 million
gain in 2003 associated with the sale of the other two properties and there are no remain-
ing deferred gains. During the year, we also sold three parcels of land for $10 million in
cash, net of transaction costs, and recognized a pre-tax loss of $1 million. Additionally, we
sold our interests in three international joint ventures for approximately $25 million and
recorded pre-tax gains of approximately $21 million.

During the third quarter of 2003, we completed the sale of an approximately 50 per-
cent interest in the synthetic fuel operation. We received cash and promissory notes
totaling $25 million at closing, and we are receiving additional profits that are expected
to continue over the life of the venture based on the actual amount of tax credits allo-
cated to the purchaser. See Footnote 7, “Synthetic Fuel” for further discussion.

2002
We sold three lodging properties and six pieces of undeveloped land for $330 million
in cash. We will continue to operate two of the hotels under long-term management
agreements. We accounted for two of the three property sales under the full accrual
method in accordance with FAS No. 66. The buyer did not make adequate minimum
initial investments in the remaining property, which we accounted for under the cost
recovery method. The sale of one of the properties was to a joint venture in which we
have a minority interest and was sold at a loss. We recognized no pre-tax gains in either
2004 or 2003 and $6 million of pre-tax gains in 2002. We will recognize the remaining
$50 million of pre-tax gains in subsequent years, provided certain contingencies in the
sales contracts expire.

We also sold our 11 percent investment in Interval International, a timeshare
exchange company, for approximately $63 million and recorded a pre-tax gain of
$44 million.

6 TIMESHARE NOTE SALES

We periodically sell, with limited recourse, through special purpose entities, notes
receivable originated by our timeshare business in connection with the sale of time-
share intervals. We continue to service the notes, and transfer all proceeds collected

to special purpose entities. We retain servicing assets and other interests in the notes
which are accounted for as residual interests. The interests are limited to the present
value of cash available after paying financing expenses and program fees, and absorbing
credit losses. We have included gains from the sales of timeshare notes receivable total-
ing $64 million in each of 2004 and 2003 and $60 million in 2002 in gains and other
income in the accompanying Consolidated Statement of Income. We had residual
interests of $190 million and $203 million, respectively, at December 31, 2004 and
January 2, 2004, which are recorded in the accompanying Consolidated Balance Sheet
as other long-term receivables of $127 million and $120 million, respectively, and other
current assets of $63 million and $83 million, respectively.

At the date of sale and at the end of each reporting period, we estimate the fair
value of residual interests, excluding servicing assets, using a discounted cash flow
model. These transactions may utilize interest rate swaps to protect the net interest
margin associated with the beneficial interest. We report in income changes in the fair
value of residual interests, excluding servicing assets, as they are considered trading
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because the put option was voided, we began accounting for the synthetic fuel joint
ventures using the equity method of accounting. Beginning March 26, 2004, as a result
of adopting FIN 46(R), we have again consolidated the synthetic fuel joint ventures,
and we reflect our partner’s share of the operating losses as minority interest.

Internal Revenue Service (“IRS”) Placed-in-Service Challenge

In July 2004, IRS field auditors issued a notice of proposed adjustment and later a
Summary Report to PacifiCorp, the previous owner of the Facilities, that included a
challenge to the placed-in-service dates of three of the four synthetic fuel facilities
owned by one of our synthetic fue! joint ventures. One of the conditions to qualify for
tax credits under Section 29 of the Internal Revenue Code is that the production facility
must have been placed in service before July 1, 1998.

We strongly believe that all the facilities meet the placed-in-service requirement.
Although we are engaged in discussions with the IRS and are confident this issue will
be resolved in our favor and not result in a material charge to us, we cannot assure you
as to the ultimate outcome of this matter. If ultimately resolved against us we could be
prevented from realizing projected future tax credits and cause us to reverse previously
utilized tax credits, requiring payment of substantial additional taxes. Since acquiring
the plants, we have recognized approximately $435 million of tax credits from all four
plants through December 31, 2004. The tax credits recognized through December 31,
2004, associated with the three facilities in question totaled approximately $330 million.

On October 6, 2004, we entered into amendment agreements with our synthetic fuel
partner that result in a shift in the allocation of tax credits between us. On the synthetic
fuel facility that is not being reviewed by the IRS, our partner increased its allocation of
tax credits from approximately 50 percent to 90 percent through March 31, 2005, and
pays a higher price per tax credit to us for that additional share of tax credits. With
respect to the three synthetic fuel facilities under IRS review, our partner reduced its
allocation of tax credits from approximately 50 percent to an average of roughly 5 per-
cent through March 31, 2005. If the IRS’ placed-in-service challenge regarding the three
facilities is not successfully resolved by March 31, 2005, our partner will have the right
to return its ownership interest in those three facilities to us at that time. We will have
the flexibility to continue to operate at current levels, reduce production and/or sell an
interest to another party. If there is a successful resolution by March 31, 2005, our part-
ner’s share of the tax credits from all four facilities will return to approximately 50 per-
cent. In any event, on March 31, 2005, our share of the tax credits from the one facility
not under review will return to approximately 50 percent.

w DISCONTINUED OPERATIONS

Senior Living Services

During 2002, we completed the sale of 41 properties for $210 million and recorded an
after-tax loss of $2 million. On December 30, 2002, we entered into a definitive agree-
ment to sell our senior living management business to Sunrise Senior Living, Inc.
(“Sunrise”) and to sell nine senior living communities to CNL Retirement Properties,
Inc. (“CNL”) and recorded an after-tax charge of $131 million. We completed the sales
to Sunrise and CNL, in addition to the related sale of a parcel of land to Sunrise in

March 2003, for $266 million. We recorded after-tax gains of $19 million in 2003.

Also, on December 30, 2002, we purchased 14 senior living communities for approxi-
mately $15 million in cash, plus the assumption of $227 million in debt, from an unre-
lated owner. We had previously agreed to provide a form of credit enhancement on the
outstanding debt related to these communities. Management approved and committed
to a plan to sell these communities within 12 months. As part of that plan, on March 31,
2003, we acquired all of the subordinated credit-enhanced mortgage securities relating
to the 14 communities in a transaction in which we issued $46 million of unsecured
Marriott International, Inc. notes, due April 2004. In the 2003 third quarter, we sold the
14 communities to CNL for approximately $184 million. We provided a $92 million
acquisition loan to CNL in connection with the sale. Sunrise currently operates, and will
continue to operate, the 14 communities under long-term management agreements. We
recorded a gain, net of taxes, of $1 million.

The operating results of our senior living segment are reported in discontinued
operations during the years ended January 2, 2004, and January 3, 2003, and the
remaining assets and liabilities were classified as assets held for sale and liabilities of
businesses held for sale, respectively, on the accompanying Consolidated Balance Sheet
at January 3, 2003.

The following table provides additional income statement and balance sheet infor-
mation relating to the Senior Living Services business:

($ in millions) 2004 2003 2002
Income Statement Summary

SaleS L e $— $184 $ 802
Pre-tax income on operations ..................... $— $11 $ 37
Tax Provision ..ottt — 4) (14)
Income on operations, netof tax ................... $— $ 7 $ 23
Pre-tax gain (loss) on disposal ..................... $— $ 31 $(141)
Tax (provision) benefit ........ ... ... ... ... ... — (12) 10
Gain (loss) on disposal, netof tax .................. $— $ 19 $(131)
Balance Sheet Summary

Property, plant and equipment .................... $— $ — $ 434
Goodwill ... ... — — 115
Otherassets .............ooiiiiiiiiiiiiieaa .. — — 54
Liabilities ........ .. o i — — 317

The tax benefit in 2002 of $10 million associated with the loss on disposal includes
$45 million of additional taxes related to goodwill with no tax basis.

Distribution Services

In the third quarter of 2002, we completed a previously announced strategic review of
our Distribution Services business and decided to exit that business. We completed that
exit during the fourth quarter of 2002 through a combination of transferring certain
facilities, closing other facilities and other suitable arrangements. In the year ended

38 MARRIOTT INTERNATIONAL, INC.
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11 iNcoME TAXES
Total deferred tax assets and liabilities as of December 31, 2004, and January 2, 2004,
were as follows:

($ in millions) 2004 2003
Deferred tax assets ............c.oiiueonm e $ 834 $ 698
Deferred tax liabilities . ... ...... ... ... ... ... . . ... (275) (232)
Netdeferredtaxes ......... ... iiiiiin s, $ 559 $ 466

The tax effect of each type of temporary difference and carryforward that gives rise
to a significant portion of deferred tax assets and liabilities as of December 31, 2004,
and January 2, 2004, were as follows:

The American Jobs Creation Act of 2004 (“the Jobs Act™), enacted on October 22,
2004, provides for a temporary 85 percent dividends received deduction on certain for-
eign earnings repatriated during a one-year period. The deduction would result in an
approximate 5.25 percent federal tax rate on the repatriated earnings. To qualify for the
deduction, the earnings must be reinvested in the United States pursuant to a domestic
reinvestment plan established by a company’s chief executive officer and approved by
the company’s board of directors. Certain other criteria in the Jobs Act must be satis-
fied as well. For Marriott, the one-year period during which the qualifying distributions
can be made is fiscal 2005.

We are in the process of evaluating whether we will repatriate foreign earnings
under the repatriation provisions of the Jobs Act, and if so, the amount that will be
repatriated. The range of reasonably possible amounts that we are considering for repa-
triation, which would be eligible for the temporary deduction, is zero to $500 million.
We are awaiting the issuance of further regulatory guidance and passage of statutory
technical corrections with respect to certain provisions in the Jobs Act prior to deter-

(8 in millions) 2004 2003 mining the amounts we will repatriate. We expect to determine the amounts and
Self-insurance ........ ... . e $ 24 $ 35 sources of foreign earnings to be repatriated, if any, during the fourth quarter of fiscal
Employee benefits ... ...........ooiuiiet 194 166 2005. The income tax effects of repatriation, if any, cannot be reasonably estimated at
Deferredincome ......... ... .. i 35 45 this time. ) ) ) o
Oher TeSEIVES - .. . .o 78 83 We are not yet in a position to determine the impact of a qualifying repatriation,
should we choose to make one, on our income tax expense for fiscal 2005, the amount
Frequent guest program .......... ... ... ... ... ... 65 54 . . . . . .
. of our indefinitely reinvested foreign earnings, or the amount of our deferred tax liabil-
Taxcredits ... ... .. e 269 203 . . . .
ine ] " i 51 18 ity with respect to foreign earnings.

2.2 operating oss carryforwards ... The benefit (provision) for income taxes consists of:
Timeshare financing ............... ... ... ... .. (22) (8)
Property, equipment and intangible assets . . .................... (123) (127) (8 it millions) 2004 2003 2002
Other,met ... ... . 3 4 Current — Federal oo $(153) $ 5 $(129)
Deferred taxes ............oiiiiieee e e 574 503 —State ... (34) (28) (42)
Less: valuation allowance ............ ... ... .. .............. (15) (37) —Foreign ..... .. ... ... L. (29) (25) 31)
Netdeferred taxes ........... ..o . iiiiiiiiiiiiiiian. $ 559 $ 466 (216) (48) (202)

At December 31, 2004, we had approximately $51 million of tax credits that expire Deferred — Federal ... 20 73 146
through 2024, $218 million of tax credits that do not expire and $210 million of net = State L 5 2 24
operating losses, of which $139 million expire through 2023. The valuation allowance —Foreign ... ool 21 16 —
related to foreign net operating losses decreased as a result of our forecast of the realiz- 116 9] 170
ability of the deferred tax asset, including the implementation of tax planning strategies.

We have made no provision for U.S. income taxes or additiona! foreign taxes on the $(100) $ 43 $ (32)

cumulative unremitted earnings of non-U.S. subsidiaries ($402 million as of December
31, 2004) because we consider these earnings to be permanently invested. These earn-
ings could become subject to additional taxes if remitted as dividends, loaned to us or a
U.S. affiliate or if we sold our interests in the affiliates. We cannot practically estimate
the amount of additional taxes that might be payable on the unremitted earnings.

The current tax provision does not reflect the benefits attributable to us relating to
our ESOP of $70 million in 2002 or the exercise of employee stock options of $79 mil-
lion in 2004, $40 million in 2003 and $25 million in 2002. Included in the above
amounts are tax credits of $148 million in 2004, $214 million in 2003 and $164 million
in 2002. The taxes applicable to other comprehensive income are not material.
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Offered Rate (LIBOR) plus a spread, based on our public debt rating. Additionally, we
pay annual fees on the facilities at a rate also based on our public debt rating.

We are in compliance with covenants in our loan agreements, that require the main-
tenance of certain financial ratios and minimum shareholders’ equity, and also include,
among other things, limitations on additional indebtedness and the pledging of assets.

Aggregate debt maturities are: 2005 - $489 million; 2006 - $15 million; 2007 - $12
million; 2008 - $306 million; 2009 - $311 million and $192 million thereafter.

Cash paid for interest (including discontinued operations), net of amounts capital-
ized, was $105 million in 2004, $94 million in 2003 and $71 million in 2002.

On April 7, 2004, we sent notice to the holders of our Liquid Yield Option Notes
due 2021 (“Notes”) that, subject to the terms of the indenture governing the Notes, we
would purchase for cash, at the option of each holder, any Notes tendered by the
Holder and not withdrawn on May 10, 2004, at a purchase price of $880.50 per $1,000
principal amount at maturity.

On May 11, 2004, Marriott repurchased all of the outstanding Notes for aggregate
cash consideration of approximately $62 million.

14 EARNINGS PER SHARE
The following table illustrates the reconciliation of the earnings and number of shares
used in the basic and diluted earnings per share calculations.

(in millions, except per share amounts) 2004 2003 2002
Computation of Basic Earnings Per Share

Income from continuing operations .................. $ 594 $ 476 $ 439
Weighted average shares outstanding .................. 226.6 2325 240.3
Basic earnings per share from continuing operations .... $2.62 $2.05 $1.83

Computation of Diluted Earnings Per Share
Income from continuing operations .................. $ 594 $ 476 $ 439
After-tax interest expense on convertible debt .......... — — 4

Income from continuing operations for diluted

earnings pershare. ... ... iiiiiiiiiee e, $ 594 $476 $ 443
Weighted average shares outstanding . ................. 226.6 232.5 240.3
Effect of dilutive securities

Employee stock optionplan ............... ... ... 8.4 6.6 6.2

Deferred stock incentive plan ............... ... .. 4.3 4.8 5.2

Restricted stock units .. ....... ... ... oL 0.9 0.6 -
Convertibledebt . ....... ... oo 0.3 0.9 29
Shares for diluted earnings per share .................. 240.5 245.4 254.6
Diluted earnings per share from continuing operations ..  $2.47 $1.94 $1.74

We compute the effect of dilutive securities using the treasury stock method and
average market prices during the period. We determine dilution based on earnings
from continuing operations.

In accordance with FAS No. 128, “Earnings per Share,” we do not include the follow-
ing stock options in our calculation of diluted earnings per share because the option
exercise prices are greater than the average market price for our Class A Common Stock
for the applicable period:

(a) for the year ended December 31, 2004, no stock options;

{b) for the year ended January 2, 2004, 5.7 million stock options; and

(¢) for the year ended January 3, 2003, 6.9 million stock options.

15 EMPLOYEE STOCK PLANS

We issue stock options, deferred shares, restricted shares and restricted stock units
under our 2002 Comprehensive Stock and Cash Incentive Plan (the “Comprehensive
Plan”). Under the Comprehensive Plan, we may award to participating employees

(1) options to purchase our Class A Common Stock (Stock Option Program and
Supplemental Executive Stock Option awards), (2) deferred shares of our Class A
Common Stock, (3) restricted shares of our Class A Common Stock, and (4) restricted
stock units of our Class A Common Stock. In addition, in 2004 we had an employee
stock purchase plan (Stock Purchase Plan). In accordance with the provisions of
Opinion No. 25 of the Accounting Principles Board, we recognize no compensation
cost for the Stock Option Program, the Supplemental Executive Stock Option awards
or the Stock Purchase Plan. We recognize compensation cost for the restricted stock,
deferred shares and restricted stock unit awards.

Deferred shares granted to directors, officers and key employees under the
Comprehensive Plan generally vest over 5 to 10 years in annual installments commenc-
ing one year after the date of grant. We granted six thousand deferred shares during
2004. Compensation cost, net of tax, recognized during 2004, 2003 and 2002 was
$4 million, $7 million and $6 million, respectively. At December 31, 2004, there was
approximately $14 million in deferred compensation related to deferred shares.

Restricted shares under the Comprehensive Plan are issued to officers and key
employees and distributed over a number of years in annual installments, subject to
certain prescribed conditions, including continued employment. We recognize com-
pensation expense for the restricted shares over the restriction period equal to the fair
market value of the shares on the date of issuance. We awarded no restricted shares
under this plan during 2004. We recognized compensation cost, net of tax, of $4 mil-
lion in 2004, $4 million in 2003 and $3 million in 2002. At December 31, 2004, there
was approximately $10 million in deferred compensation related to restricted shares.

Restricted stock units under the Comprehensive Plan are issued to certain officers
and key employees and vest over four years in annual installments commencing one
year after the date of grant. We recognize compensation expense for the fair market
value of the shares over the vesting period. Included in the 2004 and 2003 compensa-
tion costs is $23 million and $8 million, respectively, net of tax, related to the grant of
approximately 1.6 million units and 1.9 million units, respectively, under the restricted
stock unit plan, which was started in the first quarter of 2003. At December 31, 2004,
there was approximately $84 million in deferred compensation related to unit grants.
Under the unit plan, fixed grants will be awarded annually to certain employees.

Under the Stock Purchase Plan in 2004, eligible employees were able to purchase our
Class A Common Stock through payroll deductions at the lower of the market value at
the beginning or end of each plan year.
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16 FAIR VALUE OF FINANCIAL INSTRUMENTS

We believe that the fair values of current assets and current liabilities approximate their
reported carrying amounts. The fair values of noncurrent financial assets, liabilities and
derivatives are shown below.

2004 2003
Carrying Fair
Amount Value

Carrying Fair

($ in millions) Amount Value

Notes and other long-term assets . . . .. $1,702 $1,770 $1,740 $1,778
Long-term debt and other

long-term liabilities ............. $ 848 $ 875 $1,373 $1,487
Derivative instruments ............. $ — $ — $ (1) $ (1)

We value notes and other receivables based on the expected future cash flows dis-
counted at risk-adjusted rates. We determine valuations for long-term debt and other
long-term liabilities based on quoted market prices or expected future payments dis-
counted at risk-adjusted rates.

17 DERIVATIVE INSTRUMENTS

During the year ended January 2, 2004, we entered into an interest rate swap agreement
under which we receive a floating rate of interest and pay a fixed rate of interest. The
swap modifies our interest rate exposure by effectively converting a note receivable with
a fixed rate to a floating rate. The aggregate notional amount of the swap is $92 mil-
lion, and it matures in 2010. The swap is classified as a fair value hedge, and the change
in the fair value of the swap, as well as the change in the fair value of the underlying
note receivable, is recognized in interest income. The fair value of the swap was a liabil-
ity of approximately $3 million at December 31, 2004, and January 2, 2004. The hedge
is highly effective, and therefore, no net gain or loss was reported in earnings during
the years ended December 31, 2004, and January 2, 2004.

At December 31, 2004, we had six outstanding interest rate swap agreements to
manage interest rate risk associated with the residual interests we retain in conjunction
with our timeshare note sales. We are required by purchasers and/or rating agencies to
utilize interest rate swaps to protect the excess spread within our sold note pools. The
aggregate notional amount of the swaps is $535 million, and they expire through 2022,
These swaps are not accounted for as hedges under FAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities.” The fair value of the swaps is a net
asset of approximately $3 million at December 31, 2004, a net asset of approximately
$1 million at January 2, 2004, and a net liability of $2 million at January 3, 2003. We
recorded a $2 million net gain, $3 million net gain and $21 million net loss during
the years ended December 31, 2004, January 2, 2004 and January 3, 2003, respectively.
These expenses were largely offset by income resulting from the change in fair value
of the retained interests and note sale gains in response to changes in interest rates.

During the years ended December 31, 2004, and January 2, 2004, we entered into
interest rate swaps to manage interest rate risk associated with forecasted timeshare
note sales. These swaps were not accounted for as hedges under FAS No. 133. The
swaps were terminated upon the sale of the notes and resulted in a gain of $2 million
during the year ended December 31, 2004, and a loss of $4 million during the year
ended January 2, 2004. These amounts were largely offset by changes in the note sale
gains and losses.

During the years ended December 31, 2004, and January 2, 2004, we entered into
forward foreign exchange contracts to manage the foreign currency exposure related to
certain monetary assets denominated in pounds sterling. The aggregate dollar equiva-
lent of the notional amount of the contracts is $36 million at December 31, 2004. The
forward exchange contracts are not accounted for as hedges in accordance with FAS
No. 133. The fair value of the forward contracts is approximately zero at December 31,
2004, and January 2, 2004, We recorded a $3 million and $2 million net loss relating to
these forward foreign exchange contracts for the years ended December 31, 2004 and
January 2, 2004, respectively. The net losses for both years were offset by income
recorded from translating the related monetary assets denominated in pounds sterling
into U.S. dollars.

During fiscal years 2004 and 2003, we entered into foreign exchange option and
forward contracts to hedge the potential volatility of earnings and cash flows associated
with variations in foreign exchange rates. The aggregate dollar equivalent of the
notional amounts of the contracts is $36 million at December 31, 2004. These contracts
have terms of less than a year and are classified as cash flow hedges. Changes in their
fair values are recorded as a component of other comprehensive income. The fair value
of the forward contracts is approximately zero and $1 million at December 31, 2004,
and January 2, 2004, respectively. During 2004, it was determined that certain deriva-
tives were no longer effective in offsetting the hedged item. Thus, cash flow hedge
accounting treatment was discontinued and the ineffective contracts resulted in a loss
of $1 million, which was reported in earnings for fiscal year 2004. The remaining
hedges were highly effective and there was no net gain or loss reported in earnings for
the fiscal years 2004 and 2003. As of December 31, 2004, there were no deferred gains
or losses accumulated in other comprehensive income that we expect to reclassify into
earnings over the next 12 months.

18 conTINGENCIES

Guarantees

We issue guarantees to certain lenders and hotel owners primarily to obtain long-term
management contracts. The guarantees generally have a stated maximum amount of
funding and a term of five years or less. The terms of guarantees to lenders generally
require us to fund if cash flows from hotel operations are inadequate to cover annual
debt service or to repay the loan at the end of the term. The terms of the guarantees to
hotel owners generally require us to fund if the hotels do not attain specified levels of
operating profit.
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In a decision dated August 23, 2004, a panel of the Third Circuit affirmed the district
court’s stay of the arbitration as to CTF but reversed the district court’s stay of the trial.
On September 7, 2004, we filed with the Third Circuit a petition for rehearing en banc
in which we asked the court to reconsider its decision vacating the stay of the trial. The
petition was denied on September 24, 2004. No scheduling order has been entered by
the district court.

We believe that CTF’s and HPD’s claims against us are without merit, and we intend
to vigorously defend against them. However, we cannot assure you as to the outcome of
the arbitration or the related litigation; nor can we currently estimate the range of any
potential losses to the Company.

19 BUSINESS SEGMENTS
We are a diversified hospitality company with operations in five business segments:
»  Full-Service Lodging, which includes Marriott Hotels & Resorts, The Ritz-Carlton,
Renaissance Hotels & Resorts and Bulgari Hotels & Resorts;
= Select-Service Lodging, which includes Courtyard, Fairfield Inn and
SpringHill Suites;
» Extended-Stay Lodging, which includes Residence Inn, TownePlace Suites,
Marriott ExecuStay and Marriott Executive Apartments;

= Timeshare, which includes the development, marketing, operation and ownership
of timeshare properties under the Marriott Vacation Club International,
The Ritz-Carlton Club, Marriott Grand Residence Club and Horizons by
Marriott Vacation Club International brands; and

s Synthetic Fuel, which includes our interest in the operation of coal-based
synthetic fuel production facilities.

In addition to the segments above, in 2002 we announced our intent to sell, and
subsequently did sell, our Senior Living Services business segment and exited our
Distribution Services business segment.

We evaluate the performance of our segments based primarily on the results of the
segment without allocating corporate expenses, interest expense and interest income.
With the exception of the Synthetic Fuel segment, we do not allocate income taxes to
our segments. The synthetic fuel operation generated a tax benefit and credits of $165
million, $245 million and $208 million, respectively, for the years ended December 31,
2004, January 2, 2004, and January 3, 2003, from our synthetic fuel joint venture. As
timeshare note sales are an integral part of the timeshare business, we include time-
share note sale gains in our timeshare segment results, and we allocate other gains as
well as equity in earnings (losses) from our joint ventures to each of our segments.

We have aggregated the brands and businesses presented within each of our seg-
ments considering their similar economic characteristics, types of customers, distribu-
tion channels and the regulatory business environment of the brands and operations
within each segment.

Revenues
($ in millions) 2004 2003 2002
Full-Service ...... ... ... .. . . .. $ 6,611 $5,876 $5,508
Select-Service ........ ... ... i, 1,118 1,000 967
Extended-Stay .............. .. ... ... ... ..., 547 557 600
Timeshare ......... .. ... ... ... 1,502 1,279 1,147
Total Lodging .............................. 9,778 8,712 8,222
Synthetic Fuel ... .. .. ... ... .. ... .. ... ... 321 302 193
$10,099 $9,014 $8,415
Income from Continuing Operations
($ in millions) 2004 2003 2002
Full-Service ............ ..o i $ 426 $ 407 $ 397
Select-Service ...... ... ... .l 140 99 130
Extended-Stay .............. .. ... .. ... 66 47 (3)
Timeshare ....... .. ... ... ... ... ..., 203 149 183
Total Lodging financial results .. ............... 835 702 707
Synthetic Fuel (after-tax) ........................ 107 96 74
Unallocated corporate expenses .................. (138) (132) (126)
Interest income, provision for loan losses
and interest expense ............. ... .. ..., 55 12 24
Income taxes (excluding Synthetic Fuel) ........... (265) (202) (240)
$ 594 $ 476 $ 439
Equity in Earnings (Losses) of Equity Method Investees
($ in millions) 2004 2003 2002
Full-Service ........... ... .. $ 10 $ 8 $5
Select-Service .......... ... 1a7) (22) (8)
Timeshare ...... ... ... ... .. .. ... 7) (4) (2)
SyntheticFuel ................................. (28) 10 —
CoTporate . ...t — 1 (1)
$(42) $(7) $(6)
Depreciation and Amortization
($ in millions) 2004 2003 2002
Full-Service ........... ... .. ... ... ... ... $ 64 $ 54 $ 54
Select-Service ............. ... ... ., 12 10 9
Extended-Stay ............... ... ... ... 9 10 10
Timeshare ........ ... ... ... ... ... ... 49 49 38
TotalLodging .............................. 134 123 111
Corporate ........ ... ... ... i i 24 29 31
SyntheticFuel ... ... ... ... .. ... ... ... ..., 8 8 8
Discontinued operations ........................ — — 37
$166 $160 $187
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Summarized information relating to the entities in which we have equity method
investments is as follows:

Income Statement Summary

($ in millions) 2004 2003 2002
Sales . ..o e $1,617 $1,487 $1,322
NetloSS « oo e e e $ (69) $ (102) $ (59)

Balance Sheet Summary

($ in millions) 2004 2003
Assets (primarily comprised of hotel

real estate managed byus) ......... oo oL $3,834 $4,171
Liabilities .. ...t e $3,223 $3,275

21 VARIABLE INTEREST ENTITIES

FIN 46, “Consolidation of Variable Interest Entities” (“the Interpretation”), was effec-
tive for all enterprises with variable interests in variable interest entities created after
January 31, 2003. FIN 46(R), which was revised in December 2003, was effective for all
entities to which the provisions of FIN 46 were not applied as of December 24, 2003.
We applied the provisions of FIN 46(R) to all entities subject to the Interpretation as of
March 26, 2004. Under FIN 46(R), if an entity is determined to be a variable interest
entity, it must be consolidated by the enterprise that absorbs the majority of the entity’s
expected losses, receives a majority of the entity’s expected residual returns, or both, the
“primary beneficiary.”

As a result of adopting FIN 46(R), we consolidated our two synthetic fuel joint
ventures as of March 26, 2004. At December 31, 2004, the ventures had working capital
of $6 million, and the book value of the synthetic fuel facilities (“the Facilities”) was
$29 million. The ventures have no long-term debt. See Footnote No. 7, “Synthetic Fuel,”
of the Notes to Consolidated Financial Statements for additional disclosure related to
our synthetic fuel operation, including the nature, purpose and size of the two syn-
thetic fuel joint ventures, as well as the nature of our involvement and the timing of
when our involvement began.

We currently consolidate four other entities that are variable interest entities
under FIN 46(R). These entities were established with the same partner to lease four
Marriott-branded hotels. The combined capital in the four variable interest entities is
$3 million, which is used primarily to fund hotel working capital. Our equity at risk is
$2 million, and we hold 55 percent of the common equity shares.

We have one other significant interest in an entity that is a variable interest entity
under FIN 46(R). In February 2001, we entered into a shareholders’ agreement with an
unrelated third party to form a joint venture to own and lease luxury hotels to be
managed by us. In February 2002, the joint venture signed its first lease with a third-
party landlord. The initial capital structure of the joint venture is $4 million of debt
and $4 million of equity. We hold 35 percent of the equity, or $1 million, and 65 per-
cent of the debt, or $3 million, for a total investment of $4 million. In addition, each
equity partner entered into various guarantees with the landlord to guarantee lease
payments. Our total exposure under these guarantees is $17 million. Our maximum
exposure to loss is $21 million. We do not consolidate the joint venture since we do
not bear the majority of the expected losses or expected residual returns.
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SELECTED HISTORICAL FINANCIAL DATA — UNAUDITED

The following table presents a summary of selected historical financial data for the Company derived from our financial statements as of and for the five fiscal
years ended December 31, 2004.

Since the information in this table is only a summary and does not provide all of the information contained in our financial statements, including the related
notes, you should read “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and our Consolidated Financial Statements,

Fiscal Year’
($ in millions, except per share data) 2004 2003 2002 2001 2000
Income Statement Data:
REVEUES, .« o ittt e e $10,099 $9,014 $8,415 $7,768 $7,911
Operating INCOME' ... ..o i it $ 477 $ 377 $ 321 $ 420 $ 762
Income from continuing Operations ......... ..o it iiviiinniinennn... $ 5% $ 476 $ 439 $ 269 $ 490
Discontinued operations . ...............eeuueniiiiiiiranainaaann. 2 26 (162) (33) (11)
NEUIMCOIME . . ittt et ettt et e e et e et e e iee e eite e $ 5% $ 502 $ 277 $ 236 $ 479
Per Share Data:
Diluted earnings per share from continuing operations...................... $ 247 $1.94 $ 1.74 $ 1.05 $ 193
Diluted earnings (loss) per share from discontinued operations .............. .01 11 (.64) (.13) (.04)
Diluted earnings pershare .......... ... . i $ 248 $ 2.05 $ 1.10 $ 92 $ 1.89
Cash dividends declared pershare ......... ... .. ... i il $ .330 $ .295 $ .275 $ .255 $ .235
Balance Sheet Data (at end of year):
Total @SSELS . .\ vttt et e e e e $ 8,668 $8,177 $8,296 $9,107 $8,237
Long-term debt' .. ... .. . e 836 1,391 1,553 2,708 1,908
Shareholders™ equity ... ... . 4,081 3,838 3,573 3,478 3,267
Other Data:
Base management fees' ....... 435 388 379 372 383
Incentive management fees' 142 109 162 202 316
Franchise fees' . ... ... oo i e 296 245 232 220 208
! Balances reflect our Senior Living Services and Distribution Services businesses as discontinued operations.
2 All fiscal years included 52 weeks, except for 2002, which included 53 weeks.
5
2 © g =
L4 o0 o
= © « & w5 o 3
=% 5 3 o = £ 3
8 " e & &
SIE e ] N B .
g (s Na Ho - s a z
[J Franchise Fees m m m m m
[ Incentive Management Fees v e “ “ -
H Base Management Fees o
00 01 02 03 04 00 01 02 03 04 00 01 02 03 04
TOTAL FEES LONG-TERM DEBT DILUTED EARNINGS PER SHARE
($ in millions) (8 in millions) FROM CONTINUING OPERATIONS
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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS

Management of Marriott International is responsible for the integrity and objectivity of
the consolidated financial statements and other financial information presented in this
annual report. In B,mmn:m this responsibility, we maintain a highly developed system of
internal controls, policies and procedures, including an internal auditing function.

The consolidated financial statements have been audited by Ernst & Young LLP,
independent registered public accounting firm. The firm’s report expresses an informed
judgment as to whether management’s financial statements, considered in their
entirety, fairly present our financial position, operating results and cash flows in con-
formity with U.S. generally accepted accounting principles.

The Board of Directors pursues its responsibility for the financial statements
through its Audit Committee, composed of four directors not otherwise employed
by the company. The committee meets a minimum of four times during the year with
the independent registered public accounting firm, representatives of management
and the internal auditors to review the scope and results of the internal and external
audits, the accounting principles applied in financial reporting, and financial and
operational controls. The independent registered public accounting firm and internal
auditors have unrestricted access to the Audit Committee, with or without the pres-
ence of management.

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of Marriott International, Inc. (the “Company”) is responsible for estab-
lishing and maintaining adequate internal control over financial reporting and for the
assessment of the effectiveness of internal control over financial reporting. As defined
by the Securities and Exchange Commission, internal control over financial reporting is
a process designed by, or under the supervision of the Company’s principal executive
and principal financial officers and effected by the Company’s Board of Directors, man-
agement and other personnel, to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of the consolidated financial statements in
accordance with U.S. generally accepted accounting principles.

The Company’s internal control over financial reporting is supported by written poli-
cies and procedures that (1) pertain to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the Company’s transactions and dispositions of the
Company’s assets; (2) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of the consolidated financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the
Company are being made only in accordance with authorizations of the Company’s
management and directors; and (3) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use or disposition of the Company’s
assets that could have a material effect on the consolidated financial statements.

Because of its inherent limitations, internal control over financial reporting may not
prevent or detect misstatements. Also, projections of any evaluation of effectiveness to

future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures
may deteriorate.

In connection with the preparation of the Company’s annual consolidated financial
statements, management has undertaken an assessment of the effectiveness of the
Company’s internal control over financial reporting as of December 31, 2004, based on
criteria established in Internal Control— Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the COSO
Framework). Management’s assessment included an evaluation of the design of the
Company’s internal control over financial reporting and testing of the operational
effectiveness of those controls.

Based on this assessment, management has concluded that as of December 31, 2004,
the Company’s internal control over financial reporting was effective to provide reason-
able assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with U.S. generally accepted
accounting principles.

Frnst & Young LLP, the independent registered public accounting firm that audited
the Company’s consolidated financial statements included in this report, have issued an
attestation report on management’s assessment of internal control over financial
reporting, a copy of which appears on the next page of this annual report.
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DIRECTORS AND OFFICERS

DIRECTORS

J.W. MARRIOTT, JR.!
Chairman of the Board and
Chief Executive Officer

RICHARD §. BRADDOCK®
Chairman
MidOcean Equities

LAWRENCE W. KELLNER**
President and Chief Operating Officer
Continental Airlines, Inc.

DEBRA L. LEE**
President and Chief Operating Officer
Black Entertainment Television

JOHN W. MARRIOTT III
Executive Vice President — Lodging

FLORETTA DUKES MCKENZIE**
Former Founder and Chairwoman
The McKenzie Group

GEORGE MUNOZ**
Principal
Muiioz Investment Banking Group, L.L.C.

HARRY J. PEARCE®
Former Chairman
Hughes Electronics Corporation

ROGER W. SANT'2?
Chairman Emeritus
The AES Corporation

WILLIAM J. SHAW®
President and Chief Operating Officer

LAWRENCE M. SMALL®
Secretary

The Smithsonian Institution
DIRECTOR EMERITUS

STERLING D, COLTON

CHAIRMAN EMERITUS
THE RITZ-CARLTON HOTEL
COMPANY, L.L.C.

WILLIAM R. TIEFEL

SENIOR EXECUTIVE OFFICERS

J.W. MARRIOTT, JR.!
Chairman of the Board and
Chief Executive Officer

WILLIAM J. SHAW'
President and Chief Operating Officer

JOSEPH RYAN!
Executive Vice President and
General Counsel

ARNE M. SORENSON'

Executive Vice President,

Chief Financial Officer and

President — Continental European Lodging

JAMES M. SULLIVAN'
Executive Vice President
Lodging Development

CORPORATE OFFICERS

JAMES E. AKERS
Senior Vice President and
Associate General Counsel

LINDA A. BARTLETT
Executive Vice President
Finance, International Lodging

CARL T. BERQUIST'

Executive Vice President

Financial Reporting and Enterprise
Risk Management

A. BRADFORD BRYAN, JR.
Executive Vice President
Architecture and Construction

SIMON E. COOPER!
President and Chief Operating Officer
The Ritz-Carlton Hotel Company, L.L.C.

VICTOR L. CRAWFORD
Market Vice President
North American Operations

MICHAEL E. DEARING
Executive Vice President
Project Finance

VICTORIA L. DOLAN
Senior Vice President
Finance, Marriott Vacation Club International

JOEL M. EISEMANN
Executive Vice President
Owner and Franchise Services

JAMES C. FISHER
Senior Vice President
Owner and Franchise Services

PAUL FOSKEY
Executive Vice President — Lodging Development

EDWIN D. FULLER'
President and Managing Director
Marriott Lodging — International

STEVEN M. GOLDMAN
Senior Vice President and
Associate General Counsel

DAVID J. GRISSEN
Senior Vice President — Lodging Operations

CAROLYN B. HANDLONS®
Executive Vice President — Finance
and Global Treasurer

RICHARD S. HOFFMAN
Executive Vice President
Mergers, Acquisitions and Development Planning

DOROTHY M. INGALLS
Corporate Secretary and Senior Counsel

MICHAEL E. JANNINI )
Executive Vice President — Brand Management

NORMAN K. JENKINS®
Senior Vice President
Lodging Development — North America

STEPHEN P. JOYCE

Executive Vice President

Owner and Franchise Services and

North American Full Service Development

KEVIN P. KEARNEY
Executive Vice President
Lodging Development — Europe

BRENDAN M. KEEGAN!
Executive Vice President — Human Resources

KARL KILBURG
Senior Vice President — International Operations

KEVIN M. KIMBALL
Executive Vice President — Finance

THOMAS E. LADD
Senior Vice President — Government Affairs

NANCY C. LEE
Senior Vice President and
Deputy General Counsef

JOHN W. MARRIOTT 11"
Executive Vice President — Lodging

ANDREA M. MATTEI
Senior Vice President and
Associate General Counsel
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ROBERT J. MCCARTHY!
Executive Vice President
North American Lodging Operations

AMY C. MCPHERSON
Executive Vice President
Sales and Marketing

SCOTT E. MELBY
Executive Vice President
Development Planning and Feasibility

ROBERT A. MILLER
President — Marriott Leisure

PAMELA G. MURRAY
Executive Vice President
Enterprise Accounting Services

DARYL A. NICKEL
Executive Vice President — Lodging Development
Select-Service and Extended-Stay Brands

LAURA E. PAUGH
Senior Vice President — Investor Relations

M. LESTER PULSE, JR.
Executive Vice President — Taxes

DAVID A. RODRIGUEZ®
Executive Vice President
Lodging Human Resources

EDWARD A. RYAN
Senior Vice President and
Associate General Counsel

DAVID M. SAMPSON®
Senior Vice President — Diversity Initiatives

CHARLOTTE B. STERLING®
Executive Vice President — Communications

STEPHEN P. WEISZ!
President
Marriott Vacation Club International

CARL WILSON
Executive Vice President and
Chief Information Officer

BRUCE W. WOLFF
Executive Vice President
Distribution Sales and Strategy

LEGEND
I Executive Committee

2 Audit Committee

3 Compensation Policy Committee

4 Nominating and Corporate Governance Committee
5 Committee for Excellence

t Executive officer as defined under the Securities
Exchange Act of 1934
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