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Item 1. Financial Statements

PART I - FINANCIAL INFORMATION

MARRIOTT INTERNATIONAL, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

REVENUES
Base management fees
Franchise fees
Incentive management fees

Owned, leased, corporate housing and other revenue

Timeshare interval sales and services
Cost reimbursements
Synthetic fuel

OPERATING COSTS AND EXPENSES
Owned, leased and corporate housing — direct
Timeshare — direct
Reimbursed costs
General, administrative and other
Synthetic fuel

OPERATING INCOME

Gains and other income
Interest expense
Interest income

(8 in millions, except per share amounts)
(Unaudited)

Reversal of provision for loan losses (provision for loan losses)

Equity in eamings

INCOME BEFORE INCOME TAXES, MINORITY INTEREST AND CUMULATIVE EFFECT OF

CHANGE IN ACCOUNTING PRINCIPLE
(Provision for) benefit from income taxes

INCOME BEFORE MINORITY INTEREST AND CUMULATIVE EFFECT OF CHANGE IN

ACCOUNTING PRINCIPLE
Minority interest

INCOME BEFORE CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE

Cumulative effect of change in accounting principle
NET INCOME

EARNINGS PER SHARE - Basic

Eamings before cumulative effect of change in accounting principle
Loss from cumulative effect of change in accounting principle

Eamnings per share
EARNINGS PER SHARE - Diluted

Earnings before cumulative effect of change in accounting principle
Loss from cumulative effect of change in accounting principle

Eamings per share
DIVIDENDS DECLARED PER SHARE

Twelve Weeks Ended

Twenty-Four Weeks Ended

June 16,
2006

June 17,

2005

June 16,
2006

June 17,
2005

$ 134 0§ 123 S 261 § 234
93 78 175 148
77 52 136 102
272 180 526 347
331 335 637 681
1,905 1,795 3,725 3,477
39 98 96 206
2,851 2,661 5,556 5,195
225 138 433 283
289 269 529 541
1,905 1,795 3,725 3,477
141 284 291 408
57 134 141 287
2,617 2,620 5,119 4,996
234 41 437 199
48 63 82 58
(30) @1) 57) @5)
12 25 23 52
1 — 3 (11)
6 6 3 1
271 114 491 254
(85) 20 (141) 15
186 134 350 269
— 4 6 14
186 138 356 283
— — (105) —
$ 18 $ 138 § 251 $ 283
$ 045 $ 031 $ 08 $ 063
— — (0.25) —
$ 045 $ 031 $ 061 $ 063
$ 043 $ 029 $ 081 $ 060
— — (0.24) —
$ 043 $ 029 $ 057 $ 060
$0.0625  $0.0525  $ 0.1150  $ 0.0950

See Notes to Condensed Consolidated Financial Statements
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ASSETS

Current assets
Cash and equivalents
Accounts and notes receivable
Inventory
Current deferred taxes, net
Assets held for sale
Other

Property and equipment
Intangible assets

Goodwill

Contract acquisition costs

Cost method investments
Equity method investments

Notes receivable
Loans to equity method investees
Loans to timeshare owners
Other notes receivable

Other long-term receivables
Deferred taxes, net
Other

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities
Current portion of long-term debt
Accounts payable
Accrued payroll and benefits
Liability for guest loyalty program
Liabilities of assets held for sale

Timeshare segment deferred revenue

Other payables and accruals

Long-term debt

Liability for guest loyalty program
Self-insurance reserves

Other long-term liabilities

Shareholders’ equity
Class A Common Stock
Additional paid-in-capital
Retained eamings
Treasury stock, at cost
Deferred compensation

Accumulated other comprehensive income (loss)

MARRIOTT INTERNATIONAL, INC.

CONDENSED CONSOLIDATED BALANCE SHEET

(8 in millions)

See Notes to Condensed Consolidated Financial Statements
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June 16, 2006
(Unaudited)

$ 364
1,049
1,124

236
343
249

3,365
1,085

924
542

1,466

62
333

36
220
282

538

179
639
706

§ 8373

$ 12
629
486
320

248
480

2,273
1,549
826

210
556

3,441
2,598
(3,099)

14
2,959
$ 8373

December 30, 2005

$ 203
1,001

1,164

220

555

247

3,390
1,134

924
466

1,390

233
349

36
311
282

629

175
545
685

$ 8,530

520
559
317

141
510

2,133

1,681
768
180
516

3,562
2,500

(2,667)

(137)

1)

3252

$ 8,530
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OPERATING ACTIVITIES
Net income

MARRIOTT INTERNATIONAL, INC.
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
(8 in millions)

(Unaudited)

Adjustments to reconcile to cash provided by operating activities:

Depreciation and amortization

Minority interest in results of synthetic fuel operation

Income taxes
Timeshare activity, net

Liability for guest loyalty program

Cumulative effect of change in
Other
Working capital changes

accounting principle

Net cash provided by operating activities

INVESTING ACTIVITIES
Capital expenditures
Dispositions
Loan advances
Loan collections and sales
Equity and cost method investments

Purchase of available-for-sale securities

Other

Net cash provided by investing activities

FINANCING ACTIVITIES
Commercial paper, net
Issuance of long-term debt
Repayment of long-term debt
Issuance of Class A Common Stock
Dividends paid
Purchase of treasury stock
Eam-outs paid, net
Net cash used in financing activities

INCREASE (DECREASE) IN CASH AND EQUIVALENTS

CASH AND EQUIVALENTS, beginning of
CASH AND EQUIVALENTS, end of period

period

See Notes to Condensed Consolidated Financial Statements
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Twenty-Four Weeks Ended

June 16, 2006
$ 251

82
(6)
(20)
65
44
105
(57)
89)
375

(153)
716
(44)

(73)

Egé)
391

(462)
351

(10)
162

(43)

(588)

as)

(605)

161
203

$ 364

$

June 17, 2005

283

73
(14)
©8)

[€)

58

129

©5)

333

(133)
24
(40)

457

(195)
15)

G4

44

346
(293)
87
(38)
(753)
(25)

(676)

$

(299)
770

$ 471
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MARRIOTT INTERNATIONAL, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Basis of Presentation

The condensed consolidated financial statements present the results of operations, financial position and cash flows of Marriott International,
Inc. (together with its subsidiaries, “we,” “us,” or the “Company”).

The accompanying condensed consolidated financial statements have not been audited. We have condensed or omitted certain information and
footnote disclosures normally included in financial statements presented in accordance with U.S. generally accepted accounting principles. We believe
the disclosures made are adequate to make the information presented not misleading. You should, however, read the condensed consolidated financial
statements in conjunction with the consolidated financial statements and notes to those financial statements in our Annual Report on Form 10-K for
the fiscal year ended December 30, 2005. Certain terms not otherwise defined in this quarterly report have the meanings specified in that Annual
Report on Form 10-K.

The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities as of the date of the financial statements, the reported amounts of
revenues and expenses during the reporting periods and the disclosures of contingent liabilities. Accordingly, ultimate results could differ from those
estimates.

In the 2006 first quarter, we reclassified certain prior year amounts to conform to our 2006 presentation. The reclassifications were primarily
associated with Timeshare segment inventory which is now a component of “Current assets” in our Condensed Consolidated Balance Sheet and was
previously a component of “Property and equipment.” On June 9, 2006, we completed a two-for-one stock split that was effected in the form of'a stock
dividend. As a result of the stock split, each shareholder of record at the close of business on May 18,2006, received one additional share of Class A
Common Stock on June 9, 2006, for each share held on May 18,2006. For periods prior to the stock split, all share and per share data in our condensed
consolidated financial statements and related notes have been retroactively adjusted to reflect the stock split.

Our 2006 second quarter ended on June 16,2006; our 2005 fourth quarter ended on December 30, 2005; and our 2005 second quarter ended on
June 17,2005. In our opinion, the accompanying condensed consolidated financial statements reflect all normal and recurring adjustments necessary
to present fairly our financial position as of June 16,2006, and December 30, 2005, and the results of our operations for the twelve weeks and twenty-
four weeks ended June 16,2006, and June 17,2005, and cash flows for the twenty-four weeks ended June 16,2006, and June 17,2005. Interim results
may not be indicative of fiscal year performance because of seasonal and short-term variations. We have eliminated all material intercompany
transactions and balances between entities consolidated in these financial statements.

2. New Accounting Pronouncements
Statement of Position 04-2, “Accounting for Real Estate Time-sharing Transactions”
In December 2004, the American Institute of Certified Public Accountants issued Statement of Position 04-2, “Accounting for Real Estate Time-
sharing Transactions,” (the “SOP”) and the Financial Accounting Standards Board (“FASB”) amended Financial Accounting Standards (“FAS”) No. 66,
“Accounting for Sales of Real Estate,” and FAS No. 67, “Accounting for Costs and Initial Rental Operations of Real Estate Projects,” to exclude
accounting for real estate time-sharing transactions from these statements. The SOP is effective for fiscal years beginning after June 15,2005, and we
adopted the SOP at the beginning of the 2006 first quarter.

Under the SOP, we charge the majority of sales and marketing costs we incur to sell timeshares to expense when incurred. We also record an
estimate of expected uncollectibility on notes receivable that we receive
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from timeshare purchasers as a reduction of revenue at the time that we recognize profit on a timeshare sale. We also account for rental and other
operations during holding periods as incidental operations, which requires us to record any excess profits as a reduction of inventory costs.

The initial adoption of the SOP in our 2006 first quarter, which we reported as a cumulative effect of a change in accounting principle in our
Condensed Consolidated Income Statement, resulted in a one-time non-cash after-tax charge of $105 million. Pre-tax, the charge totaled $173 million
and comprised a $130 million inventory write-down, the establishment ofa $25 million notes receivable reserve and an increase in current liabilities of
$18 million. We estimate that the ongoing impact of adoption in subsequent periods will be immaterial.

FAS No. 123 (revised 2004), “Share-Based Payment”

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 Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for Stock
Issued to Employees,” (“APB Opinion No. 25”) and amends FAS No. 95, “Statement of Cash Flows.” We adopted FAS No. 123R at the beginning of
our 2006 first quarter. See Footnote No. 12, “Share-Based Compensation,” for additional information.

FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes”

In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (“FIN 48”). FIN 48 is an interpretation
of FASB Statement No. 109, “Accounting for Income Taxes,” and it seeks to reduce the diversity in practice associated with certain aspects of
measurement and recognition in accounting for income taxes. In addition, FIN 48 requires expanded disclosure with respect to the uncertainty in
income taxes and is effective as of the beginning of our 2007 fiscal year. We are currently evaluating the impact, if any, that FIN 48 will have on our
financial statements.

3. Synthetic Fuel
Our partner in Synthetic American Fuel Enterprises II, LLC (“SAFE II”’), which owns three of our four synthetic fuel plants, exercised its option to
have its interest in SAFE Il redeemed effective December 31, 2005, the first day of our 2006 first quarter. As a result, we now own all of the interests in
the three SAFE II production facilities. In consideration for the redeemed interest, we forgave the remaining outstanding promissory note balance of
approximately $8 million related to our partner’s initial purchase of the interest in SAFE II, and our partner was relieved of the obligation to make
further earn-out payments with respect to SAFE II for periods after December 31,2005. On that date, we eliminated our partner’s minority interest in
SAFE 11, which was $7 million.

As a result of the redemption of our partner’s interest in SAFE II, for the period beginning January 1,2006, we were allocated 100 percent of the
operating losses associated with the facilities owned by SAFE II, received 100 percent of the tax credits generated by those facilities and made
production decisions with respect to those facilities based on our 100 percent ownership.

As discussed in greater detail below in Footnote No. 13, “Contingencies,” under the heading “Synthetic Fuel,” the tax credits available under
Section 29 of the Internal Revenue Code (“Section 29”) (redesignated as Section 45K for fiscal years 2006 and 2007) for the production and sale of
synthetic fuel in any given year are phased out if oil prices in that year are above certain thresholds. As a result of high oil prices in the first several
weeks 0f2006, we elected to suspend production of synthetic fuel in mid-January 2006. On February 17,2006, we restarted production and took
certain steps to minimize losses that could occur from that date through March 31, 2006, if more than a majority of those tax credits are phased out in
2006 as a result of high oil prices.

Early in the 2006 second quarter, with oil prices again averaging well above the starting point of the projected 2006 phase-out range for the first
few months of the year, we suspended all production at our synthetic fuel facilities in order to minimize operating losses that could occur if more than a
majority of the tax credits are phased out in 2006. Production at our synthetic fuel facilities remains suspended as of the filing date of this report. We
will continue to monitor the situation and will revisit production levels as we move forward through the remainder of 2006.
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In late February 2006, an explosion occurred at our feedstock supplier’s underground coal mine which is adjacent to our Alabama production
facilities, and the mine remains closed as of the filing date of this report. Early in the 2006 second quarter, we decided to proceed with the relocation of
one of our Alabama production facilities (the “Relocated Facility”) to a new site in Indiana. We expect that the relocation process will be completed by
the end of July. We expect to execute a site lease and coal purchase agreements for the Relocated Facility with the owner of the adjacent coal mine, as
well as negotiate sales contracts with synthetic fuel purchasers. We plan to enter into contracts that will generally be cancelable by us in the event that
we choose not to operate the facility or that the synthetic fuel produced at the Relocated Facility does not qualify for tax credits under Section 29.

If we elect to reverse the current production suspension and resume production at our synthetic fuel facilities, our access to feedstock coal at the
one facility remaining in Alabama could be substantially impaired if the damaged mine has not fully reopened. In connection with the relocation of
one of our Alabama production facilities, early in our 2006 second quarter we executed an agreement that amends our site lease and other agreements
with our Alabama site host to reflect that we now have only one production facility located in Alabama.

4. Earnings Per Share
The table below illustrates the reconciliation of the earnings and number of shares used in the basic and diluted earnings per share calculations.

Twelve Weeks Ended Twenty-Four Weeks Ended

(in millions, except per share amounts) June 16, 2006 June 17, 2005 June 16, 2006 June 17, 2005
Computation of Basic Earnings Per Share
Income before cumulative effect of change in accounting

principle $ 186 $ 138 $ 356 $ 283
Weighted average shares outstanding 412.5 440.9 412.1 446.0
Basic earnings per share before cumulative effect of change in

accounting principle $ 045 $ 031 $ 0.86 $ 0.63
Computation of Diluted Earnings Per Share
Income before cumulative effect of change in accounting

principle $ 186 $ 138 $ 356 $ 283
Weighted average shares outstanding 412.5 4409 412.1 446.0
Effect of dilutive securities

Employee stock option and share appreciation rights plans 20.1 19.1 203 19.5

Deferred stock incentive plans 23 7.4 4.6 7.4

Restricted stock units 1.7 1.5 1.9 2.6
Shares for diluted earnings per share 436.6 468.9 4389 475.5
Diluted earnings per share before cumulative effect of change in

accounting principle $ 043 $ 0.29 $ 0.81 $ 0.60

We compute the effect of dilutive securities using the treasury stock method and average market prices during the period.
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5. Inventory

Inventory, totaling $1,124 million and $1,164 million as of June 16,2006, and December 30, 2005, respectively, consists primarily of Timeshare
segment interval, fractional and whole ownership products totaling $1,080 million and $1,116 million as of June 16,2006, and December 30, 2005,
respectively. Inventory also includes hotel operating supplies for the limited number of properties we own or lease, and Synthetic Fuel segment
inventory totaling $44 million and $48 million as of June 16,2006, and December 30, 2005, respectively. We value Timeshare segment interval,
fractional and whole ownership products and synthetic fuel at the lower of cost or net realizable value and generally value operating supplies at the
lower of cost (using the first-in, first-out method) or market.

6. Property and Equipment

(8 in millions) June 16, 2006 December 30, 2005
Land $ 228 $ 301
Buildings and leasehold improvements 665 659
Fumiture and equipment 847 827
Construction in progress 178 132
1,918 1,919

Accumulated depreciation (833) (785)
$ 1,085 $ 1,134

We record property and equipment at cost, including interest, rent and real estate taxes incurred during development and construction. We
capitalize the cost of improvements that extend the useful life of property and equipment when incurred. These capitalized costs may include structural
costs, equipment, fixtures, floor and wall coverings. All repair and maintenance 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), and we amortize leasehold improvements over the shorter of the
asset life or lease term.

7. Acquisitions and Dispositions
2006 Acquisitions

During the 2006 first quarter, we acquired one full-service property for $130 million including aggregate cash consideration of $46 million plus
the assumption of debt. We plan to sell this property to a third-party owner, and we classify the balances related to this property as “Assets held for
sale” and “Liabilities of assets held for sale” on our Condensed Consolidated Balance Sheet.

2006 Dispositions

In the 2006 second quarter we sold our interest in the 50/50 joint venture with Whitbread PLC (“Whitbread”), which held 46 hotels consisting of
more than 8,000 rooms, and we received approximately $164 million in cash, net of transaction costs. We continue to manage the hotels under the
Marriott Hotels & Resorts and Renaissance Hotels & Resorts brands, pursuant to new long-term management agreements that were entered into
concurrent with the sale. For additional information regarding this joint venture, see Footnote No. 9, “Marriott and Whitbread Joint Venture,” in our
2005 Annual Report on Form 10-K. We sold our minority interest in one other international joint venture for cash proceeds of $15 million and
recognized a pre-tax gain of $14 million. In addition, we sold our minority interest in two domestic joint ventures for cash proceeds of $22 million and
recognized pre-tax gains totaling $14 million.

During the 2006 second quarter we sold seven full-service properties for cash proceeds of $355 million and recognized pre-tax gains totaling $6
million, net of pre-tax losses. We accounted for the sales under the full accrual method in accordance with FAS No. 66. We continue to manage six of
the hotels pursuant to long-term management agreements and one hotel pursuant to a long-term franchise agreement.
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10.

During the 2006 first quarter, we sold one full-service property for $77 million in cash, net of transaction costs, to a third party and recognized a
pre-tax gain totaling $6 million. We accounted for the sale under the full accrual method in accordance with FAS No. 66, and will continue to operate
the property under a long-term management agreement. One cost method investee redeemed the preferred stock we held for $81 million in cash
consideration, and we recognized income of $25 million on the transaction.

Notes Receivable

(8 in millions) June 16, 2006 December 30, 2005
Loans to timeshare owners $ 271 $ 344
Lodging senior loans 57 59
Lodging mezzanine and other loans 283 274
611 677

Less current portion (73) (48)
s 538 s 629

Amounts due within one year are classified as current assets in the caption “Accounts and notes receivable” in the accompanying Condensed
Consolidated Balance Sheet, including $51 million and $33 million, as of June 16,2006, and December 30, 2005, respectively, related to the loans to
Timeshare segment owners.

Asset Securitizations

In June 2006, we sold $250 million of notes receivable generated by our Timeshare segment in connection with the sale of timeshare interval,
fractional and whole ownership products. In conjunction with the sale of the notes receivable, we received net proceeds of $242 million, retained
residual interests of $47 million, and recorded a gain of $40 million. We used the following key assumptions to measure the fair value of the residual
interests: discount rate of 9.43 percent; expected annual prepayments, including defaults, of 16.9 percent; expected weighted average life of
prepayable notes receivable, excluding prepayments and defaults, of 33 months; and expected weighted average life of prepayable notes receivable,
including prepayments and defaults, of 31 months. Our key assumptions are based on our experience with other Timeshare segment notes receivable
that we originate.

Long-Term Debt
Our long-term debt at June 16,2006, and December 30, 2005, consisted of the following:

(8 in millions) June 16, 2006 December 30, 2005
Senior Notes:
Series C, interest rate of 7.875%, maturing September 15,2009 $ 76 $ 76
Series E, interest rate of 7.000%, maturing January 15,2008 91 91
Series F, interest rate 0f 4.625%, maturing June 15,2012 348 348
Series G, interest rate of 5.810%, maturing November 10,2015 397 396
Series H, interest rate of 6.200%, maturing at June 15,2016 349 —
Commercial paper, average interest rate of 5.1% at June 16,2006 41 499
Mortgage debt, average interest rate of 7.9% at June 16, 2006, maturing May 1, 2025 169 171
Other 90 156
1,561 1,737
Less current portion (12) (56)
$ 1,549 $ 1,681

As of the end of our 2006 second quarter, all debt, other than mortgage debt and $1 million of other debt, is unsecured.

We are party to a multicurrency revolving credit agreement that provides for borrowings of up to $2.0 billion, which supports our commercial
paper program and letters of credit. Borrowings under the facility bear interest at the London Interbank
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11.

12.

Offered Rate (LIBOR) plus a spread, based on our public debt rating. Additionally, we pay annual fees on the facility at a rate also based on our public
debt rating. We executed an amendment that extended the maturity date for $1.955 billion of commitments under this agreement by one year to June 6,
2011, effective as of June 6,2006. The remaining $45 million commitment still matures June 6,2010.

Comprehensive Income and Capital Structure

Our total comprehensive income was $202 million and $130 million for the twelve weeks ended June 16,2006, and June 17,2005, respectively,
and $276 million and $273 million, respectively, for the twenty-four weeks ended June 16,2006, and June 17,2005. The principal difference between
net income and comprehensive income for the current year primarily relates to mark-to-market adjustments associated with available-for-sale securities,
but also includes foreign currency translation adjustments. The difference between net income and comprehensive income for the prior year primarily
relates to foreign currency translation adjustments.

For the twenty-four weeks ended June 16,2006, approximately 5.7 million shares of our Class A Common Stock were issued as a result of
exercised options. In addition, during the first half of 2006 we repurchased approximately 17.7 million shares of our Class A Common Stock at an
average price of $35.30 per share. See Footnote No. 1, “Basis of Presentation,” for a description of our second quarter 2006 two-for-one stock split
effected in the form of a stock dividend.

Share-Based Compensation

We issue stock options, share appreciation rights, 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) stock
options to purchase our Class A Common Stock (“Stock Option Program”), (2) share appreciation rights for our Class A Common Stock, (3) deferred
shares of our Class A Common Stock, (4) restricted shares of our Class A Common Stock, and (5) restricted stock units of our Class A Common Stock.

As noted in Footnote No. 2, “New Accounting Pronouncements,” we adopted FAS No. 123R at the beginning of our 2006 first quarter. For all
share-based awards granted after the date of adoption of FAS No. 123R and for the unvested portion of previously granted share-based awards that were
outstanding on the date of adoption, FAS No. 123R requires that compensation costs related to our share-based payment transactions be measured at
fair value on the grant date and recognized in the financial statements over the vesting period during which the employee provides service in exchange
for the award.

Previously, under FAS No. 123 and APB Opinion No. 25, we accounted for our share-based employee compensation plans using the intrinsic
value method under the recognition and measurement principles of APB Opinion No. 25 and did not record share-based compensation costs for our
Stock Option Program awards. Under FAS No. 123 and APB Opinion No. 25, we did record compensation expense totaling $14 million ($10 million
net of tax) in the 2005 second quarter and $27 million ($18 million net of tax) in the first half 0of 2005 related to grants of our deferred shares, restricted
shares and restricted stock units.

Under FAS No. 123R, we record compensation expense for the cost of stock options, share appreciation rights, deferred shares, restricted shares
and restricted stock units. We recorded share-based compensation expense of $25 million ($16 million after-tax or $0.04 per basic share and $0.04 per
diluted share) in the 2006 second quarter. For the first half 0of 2006, we have recorded share-based compensation expense of $50 million ($32 million
after-tax or $0.08 per basic share and $0.07 per diluted share). Compensation costs related to unvested awards not yet recognized totaled $236 million
at June 16,2006, and the weighted average period over which the costs are expected to be recognized is two years.

In August 2005, the Board of Directors amended the 2002 Comprehensive Stock and Cash Incentive Plan to provide participants the ability,
during a limited time frame in 2005, to elect to accelerate the schedule for distribution of certain vested deferred shares. The amendment did not alter
the previously established vesting schedule. In 2005 we also changed from using the Black-Scholes option pricing method to estimate the fair value of
each stock option or share appreciation right on the grant date, to using the binomial valuation method to improve the estimate of fair value.
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FAS No. 123R requires that share-based compensation expense be recognized over the period from the grant date to the date on which the award
is no longer contingent on the employee providing additional service (the “substantive vesting period”). In periods prior to the adoption of FAS
No. 123R, we showed share-based compensation expense in our pro forma disclosure only for option awards to retirement-eligible employees over the
awards’ stated vesting period. In periods prior to the adoption of FAS No. 123R, we recorded share-based compensation expense for our other awards to
retirement-eligible employees over the awards’ stated vesting period. With the adoption of FAS No. 123R, we will continue to follow the stated vesting
period for the unvested portion of awards granted prior to adoption of FAS No. 123R and follow the substantive vesting period for awards granted after
the adoption of FAS No. 123R.

In connection with the adoption of FAS No. 123R, we reviewed, among other things, our forfeiture and volatility assumptions. Estimated
volatility for 2006 was based on the historical share-price volatility for a period equal to the stock option’s or share appreciation right’s expected lives,
ending on the day of grant, and calculated based on weekly data. The weighted average expected stock option or share appreciation right term for 2006
is a product of the lattice-based binomial valuation model which uses suboptimal exercise factors to calculate the expected term.

In 2005, we changed the method in which we issue share-based awards to our key employees. In prior years, share-based compensation for key
employees consisted primarily of stock options. Upon consideration of several factors, we began in 2005 to award key employees a combination of
stock options and restricted stock units. Therefore, this change resulted in an increase in restricted stock expense.

The adoption of FAS No. 123R in 2006 resulted in the recognition of incremental share-based compensation costs in the 2006 second quarter of
$8 million, pre-tax, a reduction in net income of $5 million (net of tax benefits of $3 million) and a reduction of both basic and diluted earnings per
share of $0.01. For the first half of 2006, the adoption of FAS No. 123R resulted in the recognition of incremental share-based compensation costs of
$17 million, pre-tax, a reduction in net income of $11 million (net of tax benefits of $6 million) and a reduction of both basic and diluted earnings per
share 0f $0.03. In accordance with FAS No. 123R, we present the tax benefits resulting from the exercise of share-based awards as financing cash flows.
Prior to the adoption of FAS No. 123R, we reported the tax benefits resulting from the exercise of share-based awards as operating cash flows. The
adoption of FAS No. 123R resulted in a decrease in the first half 0of2006 of $80 million in cash flows from operating activities and an increase of $80
million in cash flows from financing activities related to excess tax benefits from share-based awards. The aggregate amount of cash we received from
the exercise of stock options granted under share-based payment arrangements was $82 million and $87 million for the second quarter year-to-date
periods 0f 2006 and 2005, respectively.

We estimate that the adoption of FAS No. 123R will result in total incremental pre-tax expense in fiscal year 2006 of approximately $37 million
based on our current share-based payment compensation plans, assumptions reflecting currently available information, and recent interpretations
related to accounting for share-based awards granted to eligible retirees.

We issue restricted stock units under the Comprehensive Plan to certain officers and key employees and those units vest generally over four
years in annual installments commencing one year after the date of grant. We recognize compensation expense for the restricted stock units over the
service period equal to the fair market value of the stock units on the date of issuance. Upon vesting, restricted stock units convert to shares and are
distributed from treasury shares. Share-based compensation associated with restricted stock units was $17 million and $11 million for the 2006 and
2005 second quarters, respectively, and $34 million and $22 million for the 2006 and 2005 second quarter year-to-date periods, respectively.

At June 16,2006 and December 30,2005, there was approximately $190 million and $123 million, respectively, in deferred compensation costs
related to restricted stock units. The weighted average remaining term was two years for restricted stock unit grants outstanding at June 16,2006. The
aggregate intrinsic value of restricted stock units converted and distributed during the first half of 2006 was $76 million, and the aggregate intrinsic
value of restricted stock units converted and distributed during the first half of 2005 was $46 million. The weighted average grant-date fair values of
restricted stock units granted in the first half of 2006 and 2005, respectively, were $34 and $32.
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Changes in our restricted stock unit grants in the first half of 2006 were as follows:

Outstanding at December 30, 2005
Granted during the first half of 2006
Distributed during the first half of 2006
Forfeited during the first half of2006

Outstanding at June 16,2006

Number of
Restricted Stock Units
(in millions)

Weighted
Average Grant-

Date

Fair Value

$

25
34
22
31

29

Employee stock options may be granted to officers and key employees at exercise prices or strike prices equal to the market price of our Class A
Common Stock on the date of grant. Non-qualified options generally expire 10 years after the date of grant, except those issued from 1990 through
2000, which expire 15 years after the date of the grant. Most stock options under the Stock Option Program are exercisable in cumulative installments

of one quarter at the end of each of the first four years following the date of grant.

We recognized pre-tax compensation expense of $5 million and $11 million in the second quarter of 2006 and the first half of 2006,
respectively, associated with employee stock options. We did not recognize any compensation expense associated with employee stock options in
2005. At June 16,2006, there was approximately $30 million in deferred compensation costs related to employee stock options. Upon the exercise of

stock options, shares are issued from treasury shares.

Changes in our Stock Option Program awards in the first half of 2006 were as follows:

Outstanding at December 30, 2005
Exercised during the first half of2006
Forfeitures during the first halfof2006

Outstanding at June 16,2006

Stock options issued under the Stock Option Program awards outstanding at June 16,2006, were as follows:

Outstanding
Weighted
Number of Average ‘Weighted
Stock Remaining Average
Range of Options Life Exercise
Exercise Prices (in millions) (in years) Price
$ 3 to $5 1.3 2 $3
6 to 8 34 4 7
9 to 12 4.0 6 12
13 to 18 28.5 7 15
19 to 25 123 8 22
26 to 35 1.5 9 34
3 to 35 51.0 7 16

Number of Options Weighted Average
(in millions) Exercise Price
56.8 $ 16
(5.7) 14
(0.1) 19
51.0 16
Exercisable
Weighted
Number of Weighted Average
Stock Average Remaining
Options Exercise Life
@in millions) Price in years)
1.3 $3 2
34 7 4
4.0 12 6
26.2 15 7
10.5 22 8
0.4 34 9
45.8 16 7

The weighted average grant-date fair value of the 24 thousand options granted in the first half of 2006 was $13, and the options had a weighted
average exercise price of $34. The weighted average grant-date fair value of the 1.4 million options granted in the first half of 2005 was $13. The total
intrinsic value for stock options exercisable as of June 16,2006 was $1,647 million, and the total intrinsic value for stock options exercised during the

first half of 2006 was approximately $119 million.
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Employee share appreciation rights (“Employee SARs”) may be granted to officers and key employees at exercise prices or strike prices equal to
the market price of our Class A Common Stock on the date of grant. Employee SARs expire 10 years after the date of grant and generally both vest and
are exercisable in cumulative installments of one quarter at the end of each of the first four years following the date of grant. Non-employee share
appreciation rights (“Non-employee SARs”) may be granted to directors at exercise prices or strike prices equal to the market price of our Class A
Common Stock on the date of grant. Non-employee SARs expire 10 years after the date of grant and vest upon grant; however they are generally not
exercisable until one year after grant. Employees or Non-Employee directors shall receive a number of shares of Common Stock of the Company equal
to the number of share appreciation rights that are being exercised multiplied by the quotient of (a) the final value minus the base value, divided by
(b) the final value. We first began issuing share appreciation rights in 2006.

We recognized pre-tax compensation expense of $1 million for both the second quarter of 2006 and the first half of 2006, associated with
Employee SARs and Non-Employee SARs. At the end of the 2006 second quarter, there was approximately $5 million in deferred compensation costs
related to share appreciation rights. Upon the exercise of share appreciation rights, shares are issued from treasury shares.

During the first half of 2006, we granted 0.5 million Employee SARs with a weighted average base value of $34 and a weighted average grant-
date fair value of $13. During the first half of 2006, we granted eight thousand Non-Employee SARs with a weighted average base value of $37 and a
weighted average grant-date fair value of $18. No share appreciation rights have expired or been forfeited.

The grant date fair values of the Employee SARs and options and the Non-Employee SARs granted during the first half of 2006 were estimated
on the date of grant using the binomial option valuation method. The assumptions for 2006 are noted in the following table:

Employee SARs Non-Employee
and Options SARs
Annual dividends $ 0.22 $ 0.22
Expected volatility 30% 30%
Risk-free interest rate 4.5% 5.0%
Expected life (in years) 7 10

Estimated volatility for 2006 was based on the historical share-price volatility for a period equal to the stock option’s or share appreciation
right’s expected lives, ending on the day of grant, and calculated based on weekly data. The risk-free rate is based on the 10-year U.S. Treasury spot
rate at the date of grant converted to a continuously compounded rate. The weighted average expected share appreciation right term for 2006 is a
product of the lattice-based binomial valuation model which uses suboptimal exercise factors to calculate the expected term. Annual dividends are
assumed to grow at the rate 0f $0.02.

Deferred shares granted to directors, officers and key employees under the Comprehensive Plan generally vest over five to 10 years in annual
installments commencing one year after the date of grant. Our directors are generally considered employees under the provisions of FAS No. 123R.
Distributed shares are issued from treasury shares. Pre-tax share-based compensation expense associated with deferred shares was $1 million and $2
million for the second quarters of 2006 and 2005, respectively, and $2 million and $3 million for the 2006 and 2005 second quarter year-to-date
periods, respectively. At June 16,2006 and December 30, 2005, there was approximately $6 million and $8 million, respectively, in deferred
compensation costs related to deferred shares. The weighted average remaining term was two years for deferred share grants outstanding at June 16,
2006. At December 30, 2005, there were 5.3 million deferred shares outstanding with a weighted average grant-date fair value of $12, and 0.7 million
of'those deferred shares were unvested and had a weighted average grant-date fair value of $17. No deferred shares were granted, forfeited or expired
during the first half o£2006. In the first half of 2005, no deferred shares were granted. During the first half 0o£2006, 4.4 million deferred shares, with a
weighted average grant-date fair value of $11 were distributed. At June 16,2006, there were 0.9 million deferred shares outstanding, and the weighted
average grant-date fair value of those shares was $15. Of the 0.9 million deferred shares outstanding at June 16,2006, 0.5 million were unvested and
had a weighted average grant-date fair value of $18. The aggregate fair value of the 0.2 million deferred shares that vested during the first half of 2006
was $7 million, and the weighted average grant-date fair value of those vested shares was $15.
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We granted deferred stock bonus shares priorto 2001. The weighted average remaining term was three years at June 16, 2006, for 1.0 million
unvested deferred stock bonus shares. Distributed shares are issued from treasury shares. At December 30,2005, there were 5.1 million deferred stock
bonus shares outstanding with a weighted average grant-date fair value of $8, and 1.3 million of those shares were unvested and had a weighted
average grant-date fair value of $15. No deferred stock bonus shares were granted, forfeited or expired during the first half of 2006. During the first half
0f2006, 2.9 million deferred stock bonus shares, with a weighted average grant-date fair value of $6 were distributed. At June 16,2006, there were
2.2 million deferred stock bonus shares outstanding, and the weighted average grant-date fair value of those shares was $10. Of the 2.2 million deferred
stock bonus shares outstanding at June 16,2006, 1.0 million were unvested and had a weighted average grant-date fair value of $15. Shares vested
during the first half of 2006 totaled 0.3 million and had a weighted average grant-date fair value of $14. The aggregate fair value of deferred stock
bonus shares vested during the first half of 2006 was $10 million.

We have issued restricted shares under the Comprehensive Plan to officers and key employees and distribute those restricted shares over a
number of years in annual installments, subject to certain prescribed conditions, including continued employment. We recognize compensation
expense for the restricted shares over the service period equal to the fair market value of the shares on the date of issuance. Pre-tax share-based
compensation expense associated with restricted shares was $1 million for each of the 2006 and 2005 second quarters and $2 million for each of the
2006 and 2005 second quarter year-to-date periods. At June 16,2006, and December 30, 2005, there was approximately $5 million and $6 million,
respectively, in deferred compensation costs related to restricted shares. All shares under this plan were granted in prior years. Unvested shares totaled
0.6 million at December 30, 2005, and had a weighted average grant-date fair value of $17. Unvested shares totaled 0.4 million at June 16,2006, and
had a weighted average grant-date fair value of $17. The weighted average remaining term was two years for the undistributed restricted shares at the
end of the 2006 second quarter. During the first half of 2006 0.2 million shares vested and had an aggregate fair value of $6 million. The weighted
average grant-date fair value of the shares that vested in the first half of 2006 was $18. Four thousand shares were forfeited during the first half of 2006.

At June 16,2006, 76 million shares were reserved under the Comprehensive Plan including 51 million shares under the Stock Option Program
and Share Appreciation Right Program.

Under the provisions of FAS No. 123R, the “Deferred compensation” line on our Condensed Consolidated Balance Sheet, a contra-equity line
representing the amount of unrecognized share-based compensation costs, is no longer presented. Accordingly, the amount that had been on the
“Deferred compensation” line at year-end 2005 was reversed in the 2006 first quarter through the “Additional paid-in-capital” line on our Condensed
Consolidated Balance Sheet.
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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 to share-based employee compensation in 2005. We have included the impact of measured but unrecognized compensation costs and excess
tax benefits credited to additional paid-in-capital in the calculation of diluted pro forma shares. In addition, we have included the estimated impact of

reimbursements from third parties.

The reported and pro forma net income and eamnings per share figures for 2006 in the table are the same because share-based compensation
expense is calculated under the provisions of FAS No. 123R. The 2006 amounts are included in the table below to provide detail for comparative

purposes to the 2005 amounts.

(8 in millions, except per share amounts)

Net income, as reported

Add: Share-based employee compensation expense included in reported net
income, net of related tax effects

Deduct: Total share-based employee compensation expense determined under
fair value-based method for all awards, net of related tax effects and
estimated reimbursed costs

Pro forma net income

Eamings per share:
Basic — as reported

Basic — pro forma
Diluted — as reported
Diluted — pro forma

13. Contingencies

Guarantees

Twelve Weeks Ended

Twenty-Four Weeks Ended

June 16, 2006 June 17, 2005

June 16, 2006 June 17, 2005

$ 186 $ 138 $ 251 $ 283

16 10 32 18

(16) (14) (32) (28)
$ 186 $ 134 $ 251 $ 273
$ 0.45 $ 031 $ 0.61 $ 0.63
$ 0.45 $ 0.30 $ 0.61 $ 0.61
$ 043 $ 0.29 $ 0.57 $ 0.60
$ 043 $ 0.28 $ 0.57 $ 0.57

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. Guarantee fundings to lenders and hotel owners are generally
recoverable as loans repayable to us out of future hotel cash flows and/or proceeds from the sale of hotels. We also enter into project completion
guarantees with certain lenders in conjunction with hotels and Timeshare segment properties that we or our joint venture partners are building.

The maximum potential amount of future fundings for guarantees where we are the primary obligor and the carrying amount of the liability for

expected future fundings at June 16,2006, are as follows:

(8 in millions)

Guarantee Type

Debt service
Operating profit
Project completion
Other

Total guarantees where we are the primary obligor

Maximum Potential
Amount of
Future Fundings

$ 58
216
28
65

$ 367

Liability for Expected
Future Fundings at
June 16, 2006

$ 2

20
3
$ 25

Our guarantees of $367 million listed in the preceding table include $80 million for guarantees that will not be in effect until the underlying
properties open and we begin to operate the properties. Of these $80 million of guarantees not in effect, $5 million are debt service guarantees and $75

million are operating profit guarantees.
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The guarantees of $367 million in the preceding table do not include $300 million of guarantees related to Senior Living Services lease
obligations and lifecare bonds for which we are secondarily liable. Sunrise Senior Living, Inc. (“Sunrise”) is the primary obligor of the leases and a
portion of the lifecare bonds and CNL Retirement Properties, Inc. (‘CNL”) is the primary obligor of the remainder of the lifecare bonds. Prior to the sale
of'the Senior Living Services business in 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 the guarantees.

Additionally, the guarantees of $367 million in the preceding table do not 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 $22 million and total remaining
rent payments through the initial term of approximately $225 million. CTF Holdings Ltd. (“CTF”) has made available €35 million in cash collateral in
the event that we are required to fund under such guarantees. As CTF obtains releases from the landlords and these hotels exit the system, our
contingent liability exposure of $225 million will decline. 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. We are also secondarily liable for other guarantees totaling $4 million, and we do not expect
to fund under these guarantees.

In addition to the guarantees described above, in conjunction with financing obtained for specific projects or properties owned by joint ventures
in which we are a party, from time to time we provide industry standard indemnifications to the lender for loss, liability or damage occurring as a result
ofthe actions of the other joint venture owner or our own actions.

Commitments and Letters of Credit

In addition to the guarantees noted previously, as of June 16, 2006, we had extended approximately $16 million of loan commitments to owners
oflodging properties, under which we expect to fund approximately $12 million by December 29, 2006. We do not expect to fund the remaining $4
million of commitments, which expire as follows: $2 million in one year; and $2 million after five years. At June 16,2006, we also have commitments
to invest up to $26 million of equity for minority interests in partnerships that plan to purchase both full-service and select-service hotels.

In 2005, we assigned to a third party our previous commitment to fund up to $129 million to the Courtyard joint venture for the primary purpose
of funding the costs of renovating its properties in 2005 and 2006. Under the agreement, the third party assumed the lending obligation to the venture.
As of June 16,2006, we had funded $1 million, in 2005, and the third party had funded $55 million under this loan commitment. The commitment to
fund will be reduced to $27 million in September 2006 and expires in December 2009. In total, we expect that no more than $101 million of the $129
million commitment will be funded and, other than the $1 million we already funded, we expect the third party to provide all fundings. Although we
do not anticipate making further fundings ourselves, we remain secondarily obligated to the Courtyard joint venture if the third party fails to fund. At
June 16,2006, that secondary obligation totaled $73 million.

At June 16,2006, we also had $101 million of letters of credit outstanding on our behalf, the majority of which related to our self-insurance
programs. Surety bonds issued on our behalfas of June 16,2006, totaled $468 million, the majority of which were requested by federal, state or local
governments related to our lodging operations, including our Timeshare segment and self-insurance programs.
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Synthetic Fuel

The tax credits available under the Internal Revenue Code for the production and sale of synthetic fuels were established by Congress to
encourage the development of alternative domestic energy sources. Congress deemed that the incentives provided by the tax credits would not be
necessary if the price of oil increased beyond certain thresholds as prices would then provide a more natural market for these alternative fuels. As a
result, the tax credits available under the Internal Revenue Code for the production and sale of synthetic fuel in any given calendar year are phased out
if the Reference Price of a barrel of oil for that year falls within a specified range. The Reference Price of a barrel of 0il is an estimate of the annual
average wellhead price per barrel of domestic crude oil and is determined for each calendar year by the Secretary of the Treasury by April 1 of the
following year. In 2004 and 2005, the Reference Price was roughly equal to 89 percent of the average price in those years of the benchmark NYMEX
futures contract for a barrel of light, sweet crude oil. The price range within which the credit is phased out was set in 1980 and is adjusted annually for
inflation. In 2005, the Reference Price phase-out range was $53.20 to $66.79. Because the Reference Price of a barrel of oil for 2005 was below that
range, at $50.26, there was no reduction of the tax credits available for synthetic fuel produced and sold in 2005.

We cannot predict with any accuracy the future price of a barrel of oil. If the Reference Price of a barrel of oil in 2006 or 2007 exceeds the
applicable phase-out threshold for those years, the tax credits generated by our synthetic fuel facilities in those years could be reduced or eliminated,
which would have a negative impact on our results of operations. As a result of the high oil prices in the first several weeks 0of 2006, we elected to
suspend production of synthetic fuel in mid-January 2006. On February 17, 2006, we restarted production and took certain steps to minimize losses
that could occur from that date through March 31,2006, if more than a majority of those tax credits are phased out in 2006 as a result of high oil prices.

Early in the 2006 second quarter, with oil prices averaging well above the starting point of the projected 2006 phase-out range for the first few
months of the year, we suspended all production at our synthetic fuel facilities in order to minimize operating losses that could occur if more than a
majority of the tax credits are phased out in 2006. Production at our synthetic fuel facilities remains suspended as of the filing date of this report. We
will continue to monitor the situation and will revisit production levels as we move forward through the remainder of 2006.

As described in Footnote No. 3, “Synthetic Fuel,” earlier in this report, if we elect to resume production at our synthetic fuel facilities, our access
to feedstock coal at the one facility that will remain in Alabama could be substantially impaired if our feedstock supplier’s adjacent mine has not fully
reopened following an underground explosion in late February 2006.

Investment in Leveraged Lease

At June 16,2006, we had a $23 million investment in an aircraft leveraged lease with Delta Air Lines, Inc. (“Delta”), which we acquired in 1994.
The gross investment is comprised of rentals receivable and the residual value of the aircraft offset by unearned income. On September 14,2005, Delta
filed for bankruptcy protection under Chapter 11 of the U.S. Bankruptcy Code and informed us that it wished to restructure the lease. As a result, we
believe our investment is impaired and recorded a pre-tax charge of approximately $17 million in 2005, leaving a net exposure of $6 million.

Expected Land Sale

In 1988, the Company as landlord, entered into a 59 year ground lease with a lessee for land which was improved with a hotel that is owned by
the lessee. The hotel was previously branded a Marriott property; however, currently it is not. The lease contains contractual rental increases over the
term of the lease, and annual ground rent on the land currently totals approximately $5 million. The lease also contains a provision that permits the
lessee, under certain circumstances, to purchase the land for a fixed price. The Company and the lessee have had various discussions concerning the
land as well as the hotel. During the 2006 second quarter, it became probable that none of the proposed transactions were acceptable to both parties,
and the lessee indicated its intent to exercise its option to purchase the land. Accordingly, in the 2006 second quarter, we reclassified the land from the
“Property and equipment” caption in our Condensed Consolidated Balance Sheet to the “Assets held for sale” caption and recorded a $37 million non-
cash charge to adjust the carrying
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amount of the related straight-line rent receivable. Additional amounts may be due us depending on the lessee’s use of the land subsequent to
purchase; however, such amounts will only be recorded if and when paid.

14. 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 sale of timeshare, fractional and whole ownership properties under the
Marriott Vacation Club International, The Ritz-Carlton Club, Grand Residences by Marriott, and Horizons by Marriott Vacation Club brands; and

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

We evaluate the performance of our segments based primarily on the results of the segment without allocating corporate expenses, interest
income, provision for loan losses and interest expense. With the exception of the Synthetic Fuel segment, we also do not allocate income taxes to our
segments. As note sales are an integral part of the Timeshare segment, we include note sale gains in our Timeshare segment results, and we allocate
other gains, other income, joint venture income or losses and divisional general, administrative and other expenses to each of our segments.
Unallocated corporate expenses represent that portion of our general, administrative and other expenses and joint venture income or losses that are not
allocable to our segments.
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We have aggregated the brands and businesses presented within each of our segments considering their similar economic characteristics, types of
customers, distribution channels and the regulatory business environment of the brands and operations within each segment.

Twelve Weeks Ended Twenty-Four Weeks Ended
(8 in millions) June 16, 2006 June 17, 2005 June 16, 2006 June 17, 2005
Revenues
Full-Service Segment $ 1,937 $ 1,751 $ 3,779 $ 3,380
Select-Service Segment 332 293 638 565
Extended-Stay Segment 156 136 300 262
Timeshare Segment 387 383 743 782
Total Lodging 2,812 2,563 5,460 4,989
Synthetic Fuel Segment 39 98 96 206
§ 2851 $ 2,661 § 5556 $§ 5195
Income Before Cumulative Effect of Change in Accounting
Principle
Full-Service Segment $ 169 $ 30 $ 358 $ 146
Select-Service Segment 72 48 117 81
Extended-Stay Segment 26 13 46 29
Timeshare Segment 68 80 119 143
Total Lodging financial results 335 171 640 399
Synthetic Fuel Segment (after-tax) 4 44 7 62
Unallocated corporate expenses (32) (33) (71) 59)
Interest income, provision for loan losses and interest
expense (excluding the Synthetic Fuel segment) (19) 4 33) 4)
Income taxes (excluding the Synthetic Fuel Segment) (102) (48) (187) (115)
$ 186 $ 138 $ 356 $ 283
Equity in Earnings (Losses) of Equity Method Investees
Full-Service Segment $ 3 $ 6 $ 2 $ 8
Select-Service Segment 1 1 — 4)
Timeshare Segment 2 (1) 1 3)
$ 6 $ 6 $ 3 $ 1

Our tax provision of $85 million for the quarter ended June 16,2006, includes a tax benefit and tax credits totaling $17 million associated with
our Synthetic Fuel segment. Our tax benefit of $20 million for the quarter ended June 17,2005, includes a tax benefit and tax credits of $68 million
associated with our Synthetic Fuel segment. Our tax provision of $141 million for the first two quarters of 2006, includes a tax benefit and tax credits
totaling $46 million associated with our Synthetic Fuel segment. Our tax benefit of $15 million for the first two quarters of 2005 includes a tax benefit
and tax credits of $130 million associated with our Synthetic Fuel segment.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Forward-Looking Statements

We make forward-looking statements in “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and
elsewhere 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 operations which follow under the headings “Business and Overview,”
“Liquidity and Capital Resources” and other statements throughout this report preceded by, followed by or that include the words “believes,”
“expects, ” “plans,” “estimates” or similar expressions.

2 G 2 s

anticipates,” “intends,

”

Forward-looking statements are subject to a number of risks and uncertainties which could cause actual results to differ materially from those
expressed in these forward-looking statements, including the risks and uncertainties described below and other factors we describe from time to time in
our periodic filings with the Securities and Exchange Commission. We therefore caution you not to rely unduly on any forward-looking statements.
The forward-looking statements in this report speak only as of the date of this report, and we undertake no obligation to update or revise any forward-
looking statement, whether as a result of new information, future developments or otherwise.

In addition, see the “Item 1A. Risk Factors” caption in the “Part Il - OTHER INFORMATION” section of this report.

BUSINESS AND OVERVIEW

Lodging demand remained robust through the first two quarters of 2006, driven by continued strength associated with business and leisure
travelers, while lodging supply growth continued to remain low. At the property level, these factors enabled us to increase rates and improve revenue
mix which resulted in strong year-over-year RevPAR increases. Revenue mix improvement is a function of the strong demand environment and results
as some less profitable business is limited in favor of more profitable business, for example less discounted leisure packages in favor of more corporate
business. Rates have also increased as stronger demand enabled us to reduce available discounts and special rates. In addition, group rates continue to
increase as business negotiated in earlier years at lower rates is replaced with business negotiated at higher rates. Generally, year-over-year occupancy
levels have been maintained or have increased.

Demand for our brands is strong in most markets around the world, and the weak U.S. dollar continues to drive international travelers into the
United States. For our North American properties, RevPAR increases in 2006, through the end of the second quarter, as compared to the year ago
period, were particularly strong in New York, Boston, Atlanta, Chicago, Dallas, Houston, and Los Angeles. Across the U.S., demand also strengthened
in many smaller city and suburban markets during the first half of 2006. Internationally, year-to-date RevPAR increases in 2006 versus the prior year
were particularly strong in China, Mexico, Australia, the Caribbean, the United Kingdom, and the Middle East.

We currently have more than 80,000 rooms in our development pipeline. During the first half of 2006, we opened a total of 11,680 rooms (gross)
and expect to open approximately 25,000 rooms (gross) for the full 2006 year. For the first two quarters 02006, approximately 41 percent of the rooms
added to our system were conversions from competitor brands and 26 percent of the new rooms were located in international markets.

Our brands are strong as a result of superior customer service with an emphasis on guest satisfaction, the worldwide presence and quality of our
brands, our Marriott Rewards loyalty program, an information-rich and easy-to-use web site, a multi-channel central reservations system and desired
property amenities including meeting and banquet facilities, fitness centers, spas, award winning restaurants and high speed and wireless internet
access. We, along with owners and franchisees, continue to invest in our brands by means of both new and renovated properties, new room and public
space designs, enhanced amenities and technology offerings.
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CONSOLIDATED RESULTS

The following discussion presents an analysis of results of our operations for both the twelve and twenty-four weeks ended June 16, 2006,
compared to the twelve and twenty-four weeks ended June 17,2005.

Revenues

Twelve weeks. Revenues increased 7 percent to $2,851 million in the 2006 second quarter from $2,661 million in the year ago quarter, primarily
as a result of strong demand for hotel rooms. Base management and franchise fees increased as a result of stronger RevPAR and unit growth. Incentive
management fees, which are based on the profitability of managed hotels over a threshold level, improved due to stronger RevPAR and property-level
margin improvements associated with room rate increases and productivity improvements. Stronger catering, food and beverage, spa, and other profits
also drove property-level margins higher. Year-over-year RevPAR increases were driven primarily by rate increases and to a lesser extent by occupancy
improvement. Owned and leased revenue increased significantly versus the prior year, primarily as a result of our purchase, early in the second half of
2005, of 13 formerly managed properties from CTF Holdings Ltd. (“CTF”). See our 2005 Annual Report on Form 10-K for a complete description of the
CTF transaction. Of the eight CTF properties expected to be sold, one was sold in the 2006 first quarter and five properties were sold in the 2006
second quarter. Timeshare interval, fractional and whole ownership sales and services revenue declined slightly from the year ago second quarter in
part due to limited available inventory associated with projects that sold out or are selling out faster than originally anticipated and projects in the
early stages of development which did not reach revenue recognition thresholds, partially offset by higher marketing-related villa rentals. Significantly
lower synthetic fuel revenue in the 2006 second quarter versus the year ago second quarter reflected the suspension of production early in the 2006
second quarter, as described more fully in the “Synthetic Fuel” segment discussion later in this report.

The increase in total revenue includes $110 million of increased cost reimbursements revenue, to $1,905 million in the 2006 second quarter from
$1,795 million in the year ago quarter. This revenue represents reimbursements of costs incurred on behalf of managed and franchised properties and
relate, predominantly, to payroll costs at managed properties where we are the employer. As cost reimbursements revenue is recorded based upon the
costs incurred with no added mark-up, this revenue and related reimbursed costs expense have no impact on either our operating income or net income.
The increase in reimbursed costs is primarily attributable to the growth in the number of properties we manage, including the Whitbread PLC
(“Whitbread”) properties added in the middle of the 2005 second quarter as more fully described in our 2005 Annual Report on Form 10-K.

Twenty-four weeks. Revenues increased 7 percent to $5,556 million in the first half 0of2006 from $5,195 million in the first half of 2005,
primarily as a result of strong demand for hotel rooms. Base management and franchise fees increased as a result of stronger RevPAR and unit growth.
Incentive management fees improved due to stronger RevPAR and property-level margin improvements associated with room rate increases and
productivity improvements. Stronger catering, food and beverage, spa, and other profits also drove property-level margins higher. Year-over-year
RevPAR increases were driven primarily by rate increases and to a lesser extent by occupancy improvements. In the first half of2006 we recognized $5
million of base management fees that were calculated based on prior period results, but not earned and due until 2006. Similarly, in the first half of
2005 we recognized $8 million of incentive management fees that were calculated based on prior period results, but not earned and due until 2005.
Owned and leased revenue increased significantly, primarily as a result of our purchase, in the second half of 2005, of the CTF properties as described
above. Timeshare interval, fractional and whole ownership sales and services revenue declined 6 percent from the prior year largely due to limited
available inventory associated with projects that sold out or are selling out faster than originally anticipated and projects in the early stages of
development which did not reach revenue recognition thresholds, partially offset by higher marketing-related villa rentals. As compared to the first half
0f2005, significantly lower synthetic fuel revenue in the first half of 2006 reflected the suspensions of production in 2006. The year-over-year increase
in total revenue includes $248 million of increased cost reimbursements revenue, to $3,725 million in the first half of 2006 from $3,477 million in the
first half 0o£2005. The increase in reimbursed costs is primarily attributable to the growth in the number of properties we manage.
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Operating Income

Twelve weeks. Operating income increased $193 million to $234 million in the 2006 second quarter from $41 million in the year ago quarter.
The increase is, in part, due to a combined base, franchise, and incentive fee increase of $51 million reflecting strong RevPAR growth, unit growth and
property-level margin improvement. Stronger owned, leased, corporate housing and other revenue net of direct expenses contributed $5 million of the
improvement in operating income. The increase in owned, leased, corporate housing and other revenue net of direct expenses is primarily attributable
to the CTF properties acquired in 2005 and to the strong demand environment. Compared to the 2005 second quarter, increased owned and leased
results in the 2006 second quarter of $21 million were partially offset by the $16 million of lower other income in 2006 primarily reflecting our receipt
in 2005 of'a $10 million termination fee associated with one property that left our system and $5 million of lower land lease income in 2006 as further
described in the “Select-Service Lodging” segment discussion later in this report. Operating income also increased in 2006 from the prior year quarter
as aresult of an $18 million lower loss generated by our Synthetic Fuel segment as a result of the suspension of production early in the 2006 second
quarter. Timeshare interval, fractional and whole ownership sales and services revenue net of direct expenses, declined by $24 million in 2006 as a
result of limited available inventory and projects in 2006 in the early stages of development which did not reach revenue recognition thresholds, but
have significant sales and marketing costs which were recognized, unfavorably impacting operating income as compared to the year ago quarter.

Compared to the year ago quarter, general, administrative and other expenses decreased in the 2006 second quarter by $143 million. In the 2005
second quarter, we incurred general, administrative and other expenses of $94 million from a non-cash write-off of deferred contract acquisition costs
associated with the termination of management agreements as a result of the CTF transaction and $29 million associated with our bedding incentive
program. We implemented the bedding incentive program in the 2005 second quarter to help ensure that guests could enjoy the comfort and luxury of
our new bedding by year-end 2005. Further impacting general, administrative and other expenses, the year ago quarter reflected a $12 million charge
for a cure payment associated with one property, a $6 million charge associated with guarantees and $4 million of foreign exchange losses while the
2006 second quarter reflected the reversal of $5 million of guarantee charges, $2 million of foreign exchange gains and $6 million of lower deferred
compensation expense. As discussed later in this report under the heading “FAS No. 123 (revised 2004), Share-Based Payment,” we adopted a new
accounting standard in 2006 associated with share-based compensation which resulted in incremental general, administrative and other expense of $8
million as compared to the 2005 second quarter, primarily impacting unallocated general, administrative and other expenses. Increased other net
general, administrative and other expense of $7 million in 2006 versus the prior year reflects, among other things, costs related to our unit growth and
development, systems improvements, and the customary increases in wages and benefits. Of the $143 million decrease in total general, administrative
and other expenses, $142 million was attributable to our Lodging segments while $1 million of the decrease was unallocated.

Twenty-four weeks. Operating income increased $238 million to $437 million in the first half of 2006 from $199 million in the first half of 2005.
The increase is, in part, due to a combined base, franchise, and incentive fee increase of $88 million reflecting strong RevPAR growth, unit growth and
property-level margin improvement. Stronger owned, leased, corporate housing and other revenue net of direct expenses contributed $29 million of the
improvement in operating income. The increase in owned, leased, corporate housing and other revenue net of direct expenses is primarily attributable
to the CTF properties acquired in 2005 and to the strong demand environment. Also, in the first half of2005, lease expense included a $6 million
charge associated with the temporary closing of a property as discussed in the “Full-Service Lodging” segment discussion later in this report. Increased
owned and leased results of $42 million were partially offset by $13 million of lower other income primarily reflecting our receipt in 2005 ofa $10
million termination fee versus a similar fee of $5 million in 2006 and $9 million of lower land lease income in 2006 as noted in the “Select-Service
Lodging” segment discussion later in this report. Operating income also increased in the first half of 2006 from the prior year period due to a $36
million reduction in losses generated by our Synthetic Fuel segment as a result of the suspensions of production in 2006. Unfavorably impacting
operating income as compared to the year ago period, timeshare interval, fractional and whole ownership sales and services revenue net of direct
expenses, declined by $32 million in 2006 as a result of limited available inventory and projects in 2006 in the early stages of development which did
not reach revenue recognition thresholds, but have significant sales and marketing costs which were recognized.
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As compared to the year ago quarter, general, administrative and other expenses decreased by $117 million. In the first half of 2005, we incurred
general, administrative and other expenses of $94 million impacting our Full-Service Lodging segment as a result of a non-cash write-off of deferred
contract acquisition costs associated with the termination of management agreements as a result of the CTF transaction and $29 million associated with
our bedding incentive program. Further impacting general, administrative and other expenses, the first half of 2005 reflected performance cure
payments of $15 million versus a $4 million similar payment in 2006, and 2005 also reflected $6 million of guarantee charges versus the reversal of $6
million of guarantee charges in 2006. Additionally impacting the year-over-year general, administrative and other expenses variance, foreign exchange
gains totaled $4 million in 2006 as compared to losses of $3 million in 2005. As noted above in the “Twelve weeks” discussion, we adopted a new
accounting standard in 2006 associated with share-based compensation which resulted in incremental general, administrative and other expenses of
$17 million as compared to the first half of 2005, primarily impacting unallocated general, administrative and other expenses. Increased other net
general, administrative and other expense of $19 million in 2006 versus the prior year reflects, among other things, costs related to our unit growth and
development, systems improvements, and the customary increases in wages and benefits. Of the $117 million decrease in total general, administrative
and other expenses, $129 million of the decrease was attributable to our Lodging segments and a $12 million increase was unallocated.

Gains and Other Income

The table below shows our gains and other income for the twelve and twenty-four weeks ended June 16,2006, and June 17,2005:

Twelve Weeks Ended Twenty-Four Weeks Ended

(8 in millions) June 16, 2006 June 17, 2005 June 16, 2006 June 17, 2005
Timeshare segment note sale gains $ 40 $ 29 $ 40 $ 29
Synthetic fuel eam-out payments received (made), net 3 8 (1) (1)
Loss on expected land sale 37) — 37) —
Gains on sales of real estate and other 10 1 17 5
Other note sale/repayment gains — 22 1 22
Gains on sale/income on redemption of joint venture

investments 28 — 53 —
Income from cost method joint ventures 4 3 9 3

$ 48 $ 63 $ 82 $ 58

Twelve weeks. Gains on sale/income on redemption of joint venture investments of $28 million in 2006 represents net gains on the sale of joint
venture investments. For additional information regarding the $37 million loss on the expected land sale recorded in 2006, see the “Expected Land
Sale” caption later in this report.

Twenty-four weeks. Gains on sale/income on redemption of joint venture investments of $53 million in 2006 represents $28 million of net gains
associated with the sale of joint venture investments and $25 million of income associated with the redemption of preferred stock we held in one
investee.

Interest Expense

Twelve weeks. Interest expense increased $9 million (43 percent) to $30 million in the 2006 second quarter from $21 million in the year ago
quarter, reflecting increased debt levels and higher interest rates. As compared to the 2005 second quarter, interest expense in 2006 reflects our June
2005 Series F Notes issuance, our June 2006 Series H Notes issuance, and higher commercial paper balances coupled with higher rates. See the “Debt”
caption later in this report for additional information regarding the Series H Notes issuance. Partially offsetting these increases were interest expense
declines associated with the payoff, at maturity, of our Series B Notes in November 2005 and interest expense declines associated with the November
2005 exchange of our Series C and Series E Notes for Series G Notes. Also included within interest expense are charges of $10 million and $5 million
for the second quarters 0of 2006 and 2005, respectively, relating to interest on accumulated cash flows from owners, in advance of our cash outflows for
various programs that we operate on the owners’ behalf, including the Marriott Rewards, Gift Certificates and Self-Insurance programs. The increase
over the year ago quarter is related to higher liability balances and higher interest rates.
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Twenty-four weeks. Interest expense increased $12 million (27 percent) to $57 million in the first half of 2006 from $45 million in the year ago
period, reflecting increased debt levels and higher interest rates. Interest expense in 2006 reflects our June 2005 Series F Notes issuance, our June 2006
Series H Notes issuance, and higher commercial paper balances coupled with higher rates. Partially offsetting these increases were interest expense
declines associated with the payoff, at maturity, of our Series D Notes in April 2005 and Series B Notes in November 2005 and the November 2005
exchange of our Series C and Series E Notes for Series G Notes. Also included within interest expense are charges of $19 million and $10 million for
the first half of 2006 and the first half 0f 2005, respectively, relating to interest on accumulated cash flows from owners, in advance of our cash
outflows for various programs that we operate on the owners’ behalf, including the Marriott Rewards, Gift Certificates and Self-Insurance programs. The
increase over the year ago period is related to higher liability balances and higher interest rates.

Interest Income, Provision for Loan Losses and Income Tax

Twelve weeks. Interest income decreased $13 million (52 percent) to $12 million in the 2006 second quarter from $25 million in the year ago
quarter, primarily reflecting the impact of loans repaid to us in 2005. There were no loan loss provisions for the year ago quarter versus a $1 million
reversal of a previous loan loss provision in the 2006 second quarter.

Our tax provision totaled $85 million in the second quarter of 2006 compared to a tax benefit of $20 million in the second quarter of 2005. The
difference is attributable to $54 million of higher taxes in the second quarter of 2006 associated with higher pre-tax income from our lodging
operations and $51 million of lower tax credits and tax benefit in the second quarter of 2006 associated with our synthetic fuel operations which
generated $17 million of combined tax credits and tax benefit in the second quarter of 2006 compared to $68 million of combined tax credits and tax
benefit in the second quarter of 2005. As discussed in more detail in the “Synthetic Fuel” segment caption later in this report, 2006 includes a
provision for a 38 percent estimated phase-out of tax credits associated with the synthetic fuel operations due to high oil prices.

Twenty-four weeks. Interest income decreased $29 million (56 percent) to $23 million in the first half 0of2006 from $52 million in the first half of
2005, primarily reflecting the impact of loans repaid to us in 2005. Loan loss provisions for the year ago period reflect an $11 million loan loss
provision associated with one property, while 2006 reflects a $3 million reversal of previous loan loss provisions.

Our tax provision totaled $141 million in the first half of 2006 compared to a tax benefit of $15 million in the first half of2005. The difference is
attributable to $72 million of higher taxes in the 2006 period associated with higher pre-tax income from our lodging operations and $84 million of
lower tax credits and tax benefit in 2006 associated with our synthetic fuel operations which generated $46 million of combined tax credits and tax
benefit in the first half of 2006 compared to $130 million of combined tax credits and tax benefit in the first half 0of2005. As discussed in more detail
in the “Synthetic Fuel” segment caption later in this report, 2006 includes a provision for a 38 percent estimated phase-out of tax credits associated
with the synthetic fuel operations due to high oil prices.

Equity in Earnings

Twelve weeks. Equity income was flat at $6 million year-over-year reflecting increased income as a result of the stronger demand environment in
2006, offset by lower income due to the sale of some joint venture investments, a reduced ownership interest in the Courtyard Joint Venture, and start-
up losses associated with new joint ventures.

Twenty-four weeks. The $2 million improvement from income of $1 million in the first half of 2005 to income of $3 million in the first half of
2006 in equity in earnings is primarily attributable to the stronger demand environment, partially offset by lower income due to the sale of some joint
venture investments, a reduced ownership interest in the Courtyard Joint Venture, and start-up losses associated with new joint ventures.
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Minority Interest

Twelve weeks. Minority interest decreased $4 million in the 2006 second quarter from a benefit of $4 million in the second quarter 0of2005. On
the first day of our 2006 fiscal year, we redeemed our partner’s interest in Synthetic American Fuel Enterprises I, LLC (“SAFE II”’), which owns three of
our four synthetic fuel production facilities. Accordingly, in 2006, minority interest represents only our partner’s share of the losses in Synthetic
American Fuel Enterprises I, LLC (“SAFE I”), which owns one synthetic fuel production facility. For 2005, minority interest reflects our partner’s share
of'the synthetic fuel losses for all four production facilities. In addition, synthetic fuel production was significantly lower in 2006. For additional
information see the analysis of the results of operations for the Synthetic Fuel segment later in this report.

Twenty-four weeks. Minority interest decreased from a benefit of $14 million in the first half 0f2005 to a benefit of $6 million in the first half of
2006 principally as a result of the reasons noted above.

Income Before Cumulative Effect of Change in Accounting Principle

Twelve weeks. Compared to the year ago quarter, income before cumulative effect of change in accounting principle increased $48 million (35
percent) to $186 million in the second quarter of 2006, and diluted earnings per share before cumulative effect of change in accounting principle
increased $0.14 (48 percent) to $0.43. As discussed in more detail in the preceding sections beginning with “Operating Income,” the increase versus
the year ago quarter is primarily due to stronger RevPAR and property-level margins, unit growth, higher owned, leased, corporate housing and other
revenue net of direct expenses and lower general, administrative and other expenses, partially offset by lower synthetic fuel segment results, lower
gains and other income, lower interest income, higher interest expense, decreased timeshare interval, fractional and whole ownership sales and services
revenue net of direct expenses, and higher taxes associated with higher income before cumulative effect of change in accounting principle and before
the impact of the Synthetic Fuel segment.

Twenty-four weeks. Year-to-date, through June 14, 2006, income before cumulative effect of change in accounting principle increased $73
million (26 percent) to $356 million in the first half of 2006, and diluted earnings per share before cumulative effect of change in accounting principle
increased $0.21 (35 percent) to $0.81. As discussed in more detail in the preceding sections beginning with “Operating Income,” the increase versus
the year ago period is primarily due to stronger RevPAR and property-level margins, unit growth, significantly higher gains and other income primarily
associated with the redemption of preferred stock in a cost method joint venture, lower loan loss provisions, higher owned, leased, corporate housing
and other revenue net of direct expenses and lower general, administrative and other expenses, partially offset by significantly lower synthetic fuel
segment results, lower interest income, higher interest expense, decreased timeshare interval, fractional and whole ownership sales and services revenue
net of direct expenses, and higher taxes associated with higher income before cumulative effect of change in accounting principle and before the
impact of the Synthetic Fuel segment.

Cumulative Effect of a Change in Accounting Principle

In December 2004, the American Institute of Certified Public Accountants issued Statement of Position 04-2, “Accounting for Real Estate Time-
sharing Transactions,” (the “SOP”) and the Financial Accounting Standards Board (“FASB”) amended Financial Accounting Standards (“FAS”) No. 66,
“Accounting for Sales of Real Estate,” and FAS No. 67, “Accounting for Costs and Initial Rental Operations of Real Estate Projects,” to exclude
accounting for real estate time-sharing transactions from these statements. The SOP is effective for fiscal years beginning after June 15,2005, and we
adopted the SOP at the beginning of the 2006 first quarter.

Under the SOP, we charge the majority of the sales and marketing costs we incur to sell timeshares to expense when incurred. We also record an
estimate of expected uncollectibility on notes receivable that we receive from timeshare purchasers as a reduction of revenue at the time that we
recognize profit on a timeshare sale. We also account for rental and other operations during holding periods as incidental operations, which requires us
to record any excess profits as a reduction of inventory costs.

The initial adoption of the SOP in our 2006 first quarter, which we report as a cumulative effect of a change in accounting principle in our 2006
Condensed Consolidated Income Statement, resulted in a one-time non-cash after-tax charge of $105 million. Pre-tax, the charge totaled $173 million
and comprised a $130 million

25



Table of Contents

inventory write-down, the establishment of a $25 million notes receivable reserve and an increase in current liabilities of $18 million. We estimate that

the ongoing impact of the adoption in subsequent periods will be immaterial.

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 sale of timeshare, fractional and whole ownership properties under
the Marriott Vacation Club International, The Ritz-Carlton Club, Grand Residences by Marriott and Horizons by Marriott Vacation Club
brands; and

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

We evaluate the performance of our segments based primarily on the results of the segment without allocating corporate expenses, interest

income, provision for loan losses and interest expense. With the exception of the Synthetic Fuel segment, we also do not allocate income taxes to our

segments. As note sales are an integral part of the Timeshare segment, we include note sale gains in our Timeshare segment results, and we allocate
other gains, other income, joint venture income or losses and divisional general, administrative and other expenses to each of our segments.

Unallocated corporate expenses represent that portion of our general, administrative and other expenses and joint venture income or losses that are not

allocable to our segments.

We have aggregated the brands and businesses presented within each of our segments considering their similar economic characteristics, types of

customers, distribution channels and the regulatory business environment of the brands and operations within each segment.

Twelve Weeks Ended

Twenty Four Weeks Ended

(8 in millions) June 16, 2006 June 17, 2005 June 16, 2006 June 17, 2005
Revenues
Full-Service Segment $ 1,937 $ 1,751 $ 3,779 $ 3,380
Select-Service Segment 332 293 638 565
Extended-Stay Segment 156 136 300 262
Timeshare Segment 387 383 743 782
Total Lodging 2,812 2,563 5,460 4,989
Synthetic Fuel Segment 39 98 96 206
$ 2851 $§ 2,661 § 5,556 $§ 5195
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Twelve Weeks Ended Twenty-Four Weeks Ended
(8 in millions) June 16, 2006 June 17, 2005 June 16, 2006 June 17, 2005
Income Before Cumulative Effect of Change in Accounting
Principle
Full-Service Segment $ 169 $ 30 $ 358 $ 146
Select-Service Segment 72 48 117 81
Extended-Stay Segment 26 13 46 29
Timeshare Segment 68 80 119 143
Total Lodging financial results 335 171 640 399
Synthetic Fuel Segment (after-tax) 4 44 7 62
Unallocated corporate expenses (32) (33) (71) 59)
Interest income, provision for loan losses and interest
expense (excluding the Synthetic Fuel segment) (19) 4 33) 4)
Income taxes (excluding the Synthetic Fuel Segment) (102) (48) (187) (115)
$ 186 $ 138 $ 356 $ 283
Equity in Earnings (Losses) of Equity Method Investees
Full-Service Segment $ 3 $ 6 $ 2 $ 8
Select-Service Segment 1 — “
Timeshare Segment 2 (1) 3)
$ 6 $ 6 $ 3 $ 1

Marriott Lodging

Twelve weeks. Lodging includes our Full-Service, Select-Service, Extended-Stay and Timeshare segments. We consider Lodging revenues and
Lodging financial results to be meaningful indicators of our performance because they measure our growth in profitability as a lodging company and
enable investors to compare the revenues and results of our lodging operations to those of other lodging companies.

We have added 139 properties (22,834 rooms) and deflagged 26 properties (5,886 rooms) since the end of the second quarter of 2005. Most of
the deflagged properties were Fairfield Inn properties.

Lodging financial results increased $164 million to $335 million in the second quarter of 2006 from $171 million in the second quarter of 2005
and revenues increased $249 million to $2,812 million in the second quarter 0of 2006, a 10 percent increase from revenues of $2,563 million in the
second quarter of 2005. The results as compared to the year ago quarter reflect a $51 million increase (20 percent) in combined base, franchise and
incentive fees, from $253 million in the second quarter of2005 to $304 million in the second quarter of 2006, $5 million of increased owned, leased,
corporate housing and other revenue net of direct expenses, and $142 million of decreased general, administrative and other expenses, partially offset
by $24 million of lower timeshare interval, fractional and whole ownership sales and services revenue net of direct expenses and lower gains and other
income of $10 million. Higher RevPAR for comparable rooms, resulting primarily from both domestic and international rate increases and new unit
growth, drove the increase in base and franchise fees. Incentive management fees increased $25 million (48 percent) during the quarter, reflecting the
impact of strong room rate improvement, productivity improvements, and property-level margin improvements.

Systemwide RevPAR, which includes data from our franchised properties, in addition to our owned, leased and managed properties, for
comparable North American properties increased 10.7 percent, and RevPAR for our comparable North American company-operated properties also
increased 10.7 percent. North American
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company-operated house profit margins improved 300 basis points versus the year ago quarter. Systemwide RevPAR for comparable international
properties increased 10.7 percent and RevPAR for comparable international company-operated properties increased 11.1 percent. Worldwide RevPAR
for comparable company-operated properties increased 10.8 percent while worldwide RevPAR for comparable systemwide properties increased 10.7
percent. In addition, worldwide comparable company-operated property-level house profit margins increased 280 basis points.

Twenty-four weeks. Lodging reported financial results of $640 million in the first half of 2006 compared to $399 million in the first half of 2005
and revenues of $5,460 million in the first half 0f 2006, a 9 percent increase from revenues of $4,989 million in the first half of 2005. The results as
compared to the year ago period reflect an $88 million increase (18 percent) in combined base, franchise and incentive fees, from $484 million in the
first half 0of 2005 to $572 million in the first half of 2006, higher gains and other income of $24 million (primarily associated with the redemption of
our preferred stock in a cost method joint venture) $29 million of stronger owned, leased, corporate housing and other revenue net of direct expenses,
$2 million of improved equity earnings, and $129 million of lower general, administrative and other expenses, partially offset by $32 million of lower
timeshare interval, fractional and whole ownership sales and services revenue net of direct expenses. Higher RevPAR for comparable rooms, resulting
primarily from both domestic and international rate increases and new unit growth, drove the increase in base and franchise fees. Incentive management
fees increased $34 million (33 percent) during the first half of 2006, reflecting the impact of strong room rate improvement and property-level margin
improvements. Incentive fees for the first half of 2005 reflect $8 million of incentive fees recognized in 2005 that were calculated based on prior period
results, but not earned and due until 2005. Similarly, base management fees for the first half of 2006 include $5 million of fees that were calculated
based on prior period results, but not earned and due until 2006.

Systemwide RevPAR for comparable North American properties increased 10.8 percent, and RevPAR for our comparable North American
company-operated properties increased 10.3 percent. North American company-operated house profit margins improved 260 basis points versus the
year ago period. Systemwide RevPAR for comparable international properties increased 10.2 percent and RevPAR for comparable international
company-operated properties increased 10.7 percent. Worldwide RevPAR for comparable company-operated properties increased 10.4 percent while
worldwide RevPAR for comparable systemwide properties increased 10.7 percent. In addition, worldwide comparable company-operated property-
level house profit margins increased 250 basis points.
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Summary of Properties by Brand. We opened 33 lodging properties (4,853 rooms) during the second quarter of 2006, while 11 hotels (2,170
rooms) exited the system, increasing our total properties to 2,789 (507,130 rooms). The table below shows properties by brand as of June 16,2006
(excluding 2,005 rental units relating to Marriott ExecuStay):

Company-Operated Franchised
Brand Properties Rooms Properties Rooms
Full-Service Lodging Segment
Marriott Hotels & Resorts 268 105,654 195 59,318
Marriott Conference Centers 14 3,606 — —
JW Marriott Hotels & Resorts 35 16,405 5 1,276
The Ritz-Carlton 60 19,382 — —
Renaissance Hotels & Resorts 87 32,839 48 15,174
Renaissance ClubSport 1 175 — —
Ramada International 2 332 — —
Bulgari Hotel & Resort 1 58 — —
Select-Service Lodging Segment
Courtyard 310 49,853 401 52,549
Fairfield Inn 2 855 519 46,450
SpringHill Suites 23 3,581 122 13,372
Extended-Stay Lodging Segment
Residence Inn 135 18,266 365 41,784
TownePlace Suites 34 3,661 89 8,728
Marriott Executive Apartments 16 2,705 1 99
Timeshare Lodging Segment
Marriott Vacation Club International 44 9,876 — —
The Ritz-Carlton Club 7 491 — —
Grand Residences by Marriott 3 313 — —
Horizons by Marriott Vacation Club 2 328 — —
Total 1,044 268,380 1,745 238,750

Unless otherwise indicated, our references to Marriott Hotels & Resorts throughout this report include the JW Marriott Hotels & Resorts and
Marriott Conference Center brands. Similarly, references to Renaissance Hotels & Resorts include our Renaissance ClubSport brand.

Revenue per Available Room

We consider 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 comparable properties by room nights available to guests for the period.
RevPAR may not be comparable to similarly titled measures, such as revenues.

The following tables show occupancy, average daily rate and RevPAR for each of our comparable North American principal established brands
and for our international properties by either region or brand. We have not presented statistics for company-operated North American Fairfield Inn
properties in these tables because we operate only a limited number of properties, as the brand is predominantly franchised and such information would
not be meaningful (identified as “nm” in the tables that follow). Systemwide statistics include data from our franchised properties, in addition to our
owned, leased and managed properties.

For North American properties the occupancy, average daily rate and RevPAR statistics used throughout this report for the twelve weeks ended
June 16,2006, include the period from March 25,2006, through June 16,2006, and the twelve weeks ended June 17, 2005, include the period from
March 26,2005, through June 17,2005 (except in each case, for The Ritz-Carlton and International properties, which include only March through
May). The statistics used throughout this report for the twenty-four weeks ended June 16,2006, include the period from December 31, 2005, through
June 16,2006, and the twenty-four weeks ended June 17,2005, include the period from January 1, 2005, through June 17,2005 (except in each case,
for The Ritz-Carlton and International properties, which include only January through May).

29



Table of Contents

Marriott Hotels & Resorts (¥
Occupancy
Average Daily Rate
RevPAR

The Ritz-Carlton @
Occupancy
Average Daily Rate
RevPAR

Renaissance Hotels & Resorts
Occupancy
Average Daily Rate
RevPAR

Composite — Full-Service ®
Occupancy
Average Daily Rate
RevPAR

Courtyard
Occupancy
Average Daily Rate
RevPAR

Fairfield Inn
Occupancy
Average Daily Rate
RevPAR

SpringHill Suites
Occupancy
Average Daily Rate
RevPAR

Composite — Select-Service
Occupancy
Average Daily Rate
RevPAR

Residence Inn
Occupancy
Average Daily Rate
RevPAR

TownePlace Suites
Occupancy
Average Daily Rate
RevPAR

Composite — Extended-Stay @
Occupancy
Average Daily Rate
RevPAR

Composite — All ®
Occupancy
Average Daily Rate
RevPAR

Comparable Company-Operated
North American Properties

Twelve Weeks Ended Change vs.
June 16, 2006 2005
76.3% 0.1% pts.
$ 170.31 9.2%
$ 129.97 9.3%
77.7% 2.6% pts.
$ 32544 6.7%
$ 252.81 10.4%
77.2% 3.1% pts.
$ 168.34 11.1%
$ 129.89 15.7%
76.6% 0.8% pts.
$ 186.05 9.2%
$ 142.47 10.3%
75.2% 0.7% pts.
$ 119.35 11.2%
$ 89.71 12.3%
nm nm
nm nm
nm nm
78.5% 0.7% pts.
$ 103.79 11.9%
$ 81.47 12.9%
75.6% 0.7% pts.
$ 117.42 11.3%
$ 88.82 12.5%
82.0% 0.4% pts.
$ 118.38 8.8%
$ 97.12 9.3%
79.4% 1.6% pts.
$ 78.00 11.0%
$ 61.95 13.3%
81.6% 0.7% pts.
$ 111.35 9.0%
$ 90.84 9.8%
77.0% 0.8% pts.
$ 155.80 9.6%
$ 119.92 10.7%

M Marriott Hotels & Resorts includes our JW Marriott Hotels & Resorts brand.

@ Statistics for The Ritz-Carlton are for March through May.

Comparable Systemwide
North American Properties

Twelve Weeks Ended

June 16, 2006

Change vs.
2005

@ &L @ P ©» LB @ &L el @ B @ &L @ P ©»® &+

©» LB

74.1%
156.14
115.72

77.7%
325.44
252.81

75.8%
155.76
118.06

74.6%
167.46
12491

76.5%
11691
89.45

74.5%
81.72
60.85

78.3%
99.16
77.65

76.0%
104.41
79.40

81.9%
113.72
93.12

79.4%
79.25
62.96

81.5%
107.76
87.78

76.5%
129.78
99.26

0.7% pts.
8.8%
9.8%

2.6% pts.
6.7%
10.4%

2.4% pts.
10.7%
14.3%

1.1% pts.
8.9%
10.5%

1.2% pts.
9.7%
11.3%

2.2% pts.
9.1%
12.4%

1.8% pts.
10.0%
12.5%

1.5% pts.
9.5%
11.7%

0.8% pts.
8.2%
9.2%

1.4% pts.
10.3%
12.2%

0.9% pts.
8.4%
9.6%

1.2% pts.
8.9%
10.7%

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

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

® Composite — All 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.
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Marriott Hotels & Resorts (¥
Occupancy
Average Daily Rate
RevPAR

The Ritz-Carlton @
Occupancy
Average Daily Rate
RevPAR

Renaissance Hotels & Resorts
Occupancy
Average Daily Rate
RevPAR

Composite — Full-Service ®
Occupancy
Average Daily Rate
RevPAR

Courtyard
Occupancy
Average Daily Rate
RevPAR

Fairfield Inn
Occupancy
Average Daily Rate
RevPAR

SpringHill Suites
Occupancy
Average Daily Rate
RevPAR

Composite — Select-Service @
Occupancy
Average Daily Rate
RevPAR

Residence Inn
Occupancy
Average Daily Rate
RevPAR

TownePlace Suites
Occupancy
Average Daily Rate
RevPAR

Composite — Extended-Stay @
Occupancy
Average Daily Rate
RevPAR

Composite — All ®
Occupancy
Average Daily Rate
RevPAR

Comparable Company-Operated
North American Properties

Twenty-Four Weeks Change vs.
Ended June 16, 2006 2005
72.8% -% pts.
$ 169.07 8.7%
$ 123.14 8.7%
75.3% 3.5% pts.
$ 321.50 5.6%
$ 242.14 10.8%
74.1% 2.8% pts.
$ 162.72 10.1%
$ 120.54 14.5%
73.2% 0.7% pts.
$ 181.45 8.7%
$ 132.89 9.8%
71.8% 0.4% pts.
$ 119.10 11.2%
$ 85.45 11.9%
nm nm
nm nm
nm nm
73.2% -0.7% pts.
$ 102.56 11.2%
$ 75.11 10.1%
72.0% 0.3% pts.
$ 117.15 11.3%
$ 84.40 11.8%
79.4% 0.2% pts.
$ 117.56 9.4%
$ 93.31 9.8%
75.8% 1.4% pts.
$ 77.66 11.2%
$ 58.88 13.2%
78.7% 0.4% pts.
$ 110.70 9.6%
$ 87.16 10.2%
73.6% 0.6% pts.
$ 152.69 9.4%
$ 112.42 10.3%

M Marriott Hotels & Resorts includes our JW Marriott Hotels & Resorts brand.

@ Statistics for The Ritz-Carlton are for March through May.

Comparable Systemwide
North American Properties

Twenty-Four Weeks
Ended June 16, 2006

Change vs.
2005

@ LA P @~ LB @ &P el @ B @ &L @ P @~ &L

@~ &L

71.4%
155.69
111.14

75.3%
321.50
242.14

72.8%
152.58
111.09

71.8%
164.59
118.18

73.0%
115.95
84.63

70.1%
80.74
56.59

74.5%
98.38
73.33

72.2%
103.55
74.80

79.5%
112.88
89.79

76.1%
78.99
60.10

78.9%
107.09
84.52

73.3%
128.05
93.91

0.9% pts.
8.4%
9.8%

3.5% pts.
5.6%
10.8%

2.5% pts.
9.9%
13.7%

1.3% pts.
8.5%
10.4%

1.1% pts.
9.6%
11.3%

2.4% pts.
9.4%
13.2%

1.8% pts.
10.0%
12.7%

1.5% pts.
9.4%
11.9%

1.1% pts.
82%
9.6%

1.5% pts.
10.5%
12.6%

1.1% pts.
8.4%
10.0%

1.4% pts.
8.7%
10.8%

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

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

® Composite — All 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.
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Caribbean & Latin America ®
Occupancy
Average Daily Rate
RevPAR

Continental Europe @
Occupancy
Average Daily Rate
RevPAR

United Kingdom &
Occupancy
Average Daily Rate
RevPAR

Middle East & Africa @
Occupancy
Average Daily Rate
RevPAR

Asia Pacific @ ®
Occupancy
Average Daily Rate
RevPAR

The Ritz-Carlton International
Occupancy
Average Daily Rate
RevPAR

Total Composite International ®

Occupancy
Average Daily Rate
RevPAR

Total Worldwide ©
Occupancy
Average Daily Rate
RevPAR

Comparable Company-Operated
International Properties ),

Three Months Ended Change vs.
May 31, 2006 2005

77.7% 3.8% pts.

$ 167.65 10.2%

$ 130.27 16.0%
73.8% 3.7% pts.

$ 143.45 4.8%

$ 105.81 10.3%
78.7% 3.5% pts.

$ 212.32 8.6%

$ 167.12 13.7%
74.1% -1.3% pts.

$ 146.13 15.5%

$ 108.24 13.5%
76.2% 1.1% pts.

$ 127.60 9.2%

$ 97.21 10.8%
71.9% -2.7% pts.

$ 227.60 11.0%

$ 163.71 7.1%
75.5% 1.7% pts.

$ 152.37 8.6%

$ 115.01 11.1%
76.6% 1.0% pts.

$ 154.86 9.4%

$ 118.56 10.8%

Comparable Systemwide

International Properties 0,

Three Months Ended Change vs.
May 31, 2006 2005

75.8% 2.0% pts.

$ 164.26 9.7%

$ 124.45 12.6%
71.3% 3.2% pts.

$ 146.06 6.0%

$ 104.11 11.1%
74.1% 2.2% pts.

$ 197.60 7.9%

$ 146.49 11.3%
73.3% -1.4% pts.

$ 137.09 16.3%

$ 100.52 14.2%
76.4% 1.0% pts.

$ 128.13 8.4%

$ 9791 9.8%
71.9% -2.7% pts.

$ 227.60 11.0%

$ 163.71 7.1%
74.4% 1.1% pts.

$ 150.77 9.0%

$ 112.16 10.7%
76.1% 1.2% pts.

$ 133.33 9.0%

$ 101.49 10.7%

M International financial results are reported on a period-end basis, while international statistics are reported on a month-end basis.
@ The comparison to 2005 is on a constant dollar basis and includes results for March through May. Excludes North America (except for Worldwide).
& Regional information includes the Marriott Hotels & Resorts, Renaissance Hotels & Resorts and Courtyard brands. Does not include The Ritz-Carlton

brand.
“ Excludes Hawaii.
®) Includes Hawaii.

©) Includes international statistics for the three calendar months ended May 30,2006, and May 30,2005, and North American statistics for the twelve
weeks ended June 16,2006, and June 17, 2005. Includes the Marriott Hotels & Resorts, Renaissance Hotels & Resorts, The Ritz-Carlton, Courtyard,
Residence Inn, TownePlace Suites, Fairfield Inn and SpringHill Suites brands.
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Caribbean & Latin America ®
Occupancy
Average Daily Rate
RevPAR

Continental Europe @
Occupancy
Average Daily Rate
RevPAR

United Kingdom &
Occupancy
Average Daily Rate
RevPAR

Middle East & Africa @
Occupancy
Average Daily Rate
RevPAR

Asia Pacific @ ®
Occupancy
Average Daily Rate
RevPAR

The Ritz-Carlton International
Occupancy
Average Daily Rate
RevPAR

Total Composite International ®

Occupancy
Average Daily Rate
RevPAR

Total Worldwide ©
Occupancy
Average Daily Rate
RevPAR

Comparable Company-Operated

International Properties m,@

Five Months Ended Change vs.
May 31, 2006 2005

78.2% 3.4% pts.

$ 171.92 8.8%

$ 134.44 13.8%
68.6% 3.0% pts.

$ 138.61 3.6%

$ 95.06 8.4%
75.7% 3.2% pts.

$ 210.06 92%

$ 159.02 14.0%
70.5% -2.6% pts.

$ 147.34 15.3%

$ 103.86 11.2%
75.0% 1.4% pts.

$ 124.10 10.4%

$ 93.13 12.5%
69.6% -2.9% pts.

$ 222.84 9.9%

$ 155.04 5.4%
73.1% 1.4% pts.

$ 150.23 8.6%

$ 109.75 10.7%
73.5% 0.8% pts.

$ 152.10 9.2%

$ 111.78 10.4%

Comparable Systemwide
International Properties (>

Five Months Ended Change vs.
May 31, 2006 2005

75.0% 2.7% pts.

$ 164.09 7.2%

$ 123.05 11.2%
66.2% 2.7% pts.

$ 14