
[image: ]


Master of Business Administration
International Business 




Module name: Financial Management


Module code: LCMB7002
Lecturer name: Shengfeng Mei
 

Student name: Kartikkumar Dharmendrabhai Raval
Student ID: 2537202


Word count:5000()
Submission date: Thursday 13th August 2026 by 2pm
















Contents

· Task 1: Financial Health Check
· Task 2: Working Capital Management Analysis
· Task 3: Strategic Financial Restructuring Plan
· Task 4: Investment Appraisal and Capital Budgeting
· Task 5: Critical Reflection on AI Usage
· Appendix
· References



































Task 1: Financial Health Check
RCI Hospitality Holdings, Inc. (Nasdaq: RICK) is the leading US operator of adult nightclubs, trading as Rick's Cabaret, Tootsie's Cabaret, Jaguars Club and others, alongside its Bombshells Restaurants & Bars sports-bar concept (RCI Hospitality Holdings, Inc.,2024). As CFO, this financial health check reviews the Group's audited consolidated statements for fiscal years 2020 to 2024 (year end 30 September), drawing on the five 10-K filings supplied (RCI Hospitality Holdings, Inc., 2019, 2020, 2022, 2023, 2024) together with independent market and industry data.
Overview of financial performance
Total revenue grew from $132.3m in FY2020, a pandemic-depressed low, to $295.6m in FY2024, a compound annual growth rate of approximately 22%, driven by unit expansion, same-store sales growth and acquisitions such as Baby Dolls-Chicas Locas and VCG Holding (RCI Hospitality Holdings, Inc., 2022, 2023). However, growth has not translated into proportionate profitability. Operating income surged from $2.7m in FY2020 to a peak of $71.5m in FY2022 before declining to $51.5m in FY2023 and just $18.8m in FY2024. Net income attributable to shareholders followed the same arc: from a $6.1m loss in FY2020, to $46.0m in FY2022, and back down to only $3.0m in FY2024. The FY2024 decline was driven principally by a $36.6m non-cash impairment and other charges relating to underperforming nightclub and Bombshell locations, alongside rising interest expense on acquisition debt (RCI Hospitality Holdings, Inc., 2024). This pattern of volatile "peak-then-retreat" earnings, despite a stable top line, is the single most important trend in the five-year data set and is explored through ratio analysis which is in the appendix Table1.
The balance sheet has grown substantially, from total assets of $360.9m (FY2020) to $584.4m (FY2024), funded by a mixture of retained cash flow, mortgage-style property debt and, in FY2022, share issuance for acquisitions. Total equity rose from $152.3m to $263.1m over the period, but growth has slowed since FY2022 as the company diverted operating cash flow into an aggressive share buy-back programme (net purchases of treasury stock of $20.6m in FY2024 alone) rather than balance-sheet strengthening (RCI Hospitality Holdings, Inc., 2024).
Ratio analysis
Profitability: Gross margin (revenue less direct cost of alcoholic beverages, food and service) has been remarkably stable, averaging 85.9% across FY2020-FY2024, reflecting RICK's high-margin, cash-based entertainment and beverage model. Operating margin is far more volatile: 2.1% (FY2020), 19.7% (FY2021), 26.7% (FY2022), 17.5% (FY2023) and 6.4% (FY2024). Return on equity mirrors this pattern, moving from -4.0% to 19.0% and back to 1.1%, while return on assets fell to just 0.5% in FY2024. The divergence between a stable gross margin and a volatile operating margin indicates that profitability swings are driven below the gross-profit line, principally by impairments, depreciation on an expanding property base and rising interest costs, rather than by weakening core unit economics.
Liquidity: The current ratio has oscillated between 0.78 (FY2023) and 2.30 (FY2021), settling at 0.98 in FY2024. The quick ratio (excluding inventory) follows a near-identical path, from 0.69 to 0.89. Working capital was negative in three of the five years (FY2020, FY2023 and FY2024), meaning current liabilities exceeded current assets. This is discussed further in the benchmark comparison below and in Task 2.
Efficiency: Asset turnover has remained essentially flat, between 0.37x and 0.54x, showing that RICK converts an expanding, largely property-backed, asset base into revenue at a broadly consistent rate. Inventory days (32-45 days) and receivable days (7-19 days) are both low and stable, reflecting a predominantly cash-and-card, walk-in customer base with minimal trade debtors. Payable days have compressed from 90 days in FY2020 (when the company deliberately stretched suppliers during the Covid-19 liquidity shock) to around 50 days more recently. Because RICK holds very little inventory relative to its cost base and collects cash quickly, its cash conversion cycle is structurally negative throughout the period (between -1.7 and -26.9 days), meaning suppliers, in effect, finance a portion of day-to-day operations - a considerable structural strength.
Gearing: Gearing (total interest-bearing debt to equity) has risen from below parity in FY2019 to around 1.1x from FY2022 onward, reflecting debt-funded acquisitions and property purchases. Total liabilities represent 50-58% of total assets across the period. Interest cover is the clearest warning signal in the ratio set: it fell from a comfortable 5.98x in FY2022 to 3.23x in FY2023 and just 1.13x in FY2024 - operating income barely covered interest expense in the most recent year, a material deterioration in debt-servicing headroom that coincided with a near-doubling of gross interest expense since FY2021 (Brigham and Houston, 2021).
Investment: Basic and diluted EPS has swung from -$0.66 to $4.91 and back to $0.33. Despite this volatility, management progressively raised the dividend per share every year, from $0.13 to $0.25, resulting in a dividend payoff ratio that spiked to over 75% of FY2024's depressed earnings - a level that is not sustainable if earnings do not recover, and a signal that the dividend is currently being supported by cash reserves and non-GAAP profitability (adjusted EPS of $4.72 in FY2024) rather than statutory earnings (RCI Hospitality Holdings, Inc., 2024). Book value per share nearly doubled, from $16.78 to $29.38, aided by a reduction in shares outstanding through buy-backs from 9.08m to 8.96m.
Cash flow: Operating cash flow has been consistently positive and materially exceeds net income in every year except FY2021-FY2023, reflecting the add-back of substantial depreciation, amortisation and impairment charges; in FY2024 CFO of $55.9m was over eighteen times reported net income, underlining that statutory profit understates the Group's underlying cash-generating capacity. Free cash flow (CFO less capital expenditure) remained positive throughout, ranging from $9.9m (FY2020) to $40.5m (FY2022), providing the internal funding source for dividends, debt service and buy-backs (Pike, Neale and Linsley, 2018).


Trends, strengths and threats
Three strengths stand out: a resilient, high and stable gross margin business model that has not eroded even as revenue mix has shifted between alcohol, food and service lines; a structurally negative cash conversion cycle that reduces reliance on external working-capital finance; and dependable, positive free cash flow even in the weakest earnings year of the period. Three threats are equally clear: declining interest cover driven by rising acquisition-related debt and higher benchmark interest rates since 2022; a dividend payoff ratio that has become disconnected from statutory earnings and is being funded from balance-sheet cash rather than current-year profit; and earnings volatility linked to recurring impairment charges against nightclub and Bombshells locations, which raises questions about the quality of due diligence and the durability of returns on recent acquisitions (Damodaran, 2015). A fourth, related threat is customer-concentration and regulatory risk: the adult-entertainment segment is exposed to local licensing, zoning and "sin-tax" regimes that can restrict unit economics in ways not fully captured by conventional ratio analysis, and this risk is compounded by the reputational sensitivity of the sector to environmental, social and governance (ESG) scrutiny, discussed further in Task 3.
Benchmarking liquidity against the sector
RICK's current ratio of 0.98 (FY2024) sits close to the broader US restaurant-industry average of 0.78 reported for June 2024 (NetSuite, 2025, citing MacroTrends), and above the 0.55 current ratio reported for RICK's own trailing-twelve-month position in mid-2026 data (StockAnalysis.com, 2026). Restaurant and hospitality operators typically run tight current ratios because inventory is low-value and perishable and revenue is collected same-day in cash, so a ratio below 1.0 is common and not automatically a distress signal, unlike in manufacturing or retail sectors that hold larger, less liquid stock (NetSuite, 2025). On this basis, RICK's FY2024 liquidity position is broadly in line with, or marginally better than, its immediate sector peers, but it is materially weaker than RICK's own FY2021 position (2.30x) and below the 1.4-2.0x range that restaurant targeted during the pandemic to preserve resilience (NetSuite, 2025). The quick ratio tells a similar story: at 0.89x, RICK is close to a 1:1 "acid test" benchmark widely regarded as prudent for service businesses (FullRatio, 2026), though the gap between current and quick ratios is small because RICK, like most hospitality operators, holds minimal inventory. Overall, liquidity is adequate rather than strong, and the negative working capital position recorded in three of the last five years means the Group depends on continuous, uninterrupted operating cash generation - a vulnerability that is examined in depth in Task 2.




Task 2: Working Capital Management Analysis

The cash operating cycle
The cash operating cycle, or cash conversion cycle (CCC), measures the number of days between paying cash out for inputs and receiving cash in from customers, and is calculated as inventory days plus receivable days less payable day (Atrill, 2020). Applying this formula to RICK's five-year data (Figure 3) shows a cycle that is structurally negative throughout: -26.9 days in FY2020, narrowing to between -1.7 and -7.1 days in FY2021-FY2024. A negative CCC means the Group collects cash from customers and, in effect, uses supplier credit to fund inventory before it must pay suppliers - suppliers are financing part of day-to-day trading rather than RICK financing its own stock and debtors (Preve and Sarria-Allende, 2010). This is a direct consequence of the business model: alcoholic beverages and food are purchased on 50-90 days supplier terms, held in inventory for only 32-45 days, and sold to walk-in customers who pay predominantly by card or cash within days (receivable days of 7-19). Very few sectors enjoy this structural advantage, and it is one of the strongest features of RICK's working-capital position.
However, the trend line is a cause for concern rather than complacency. The cycle has been becoming less negative every year since FY2020 (from -26.9 to -1.7 days by FY2024), meaning the cushion that supplier finance provides is shrinking. This has been driven by two factors: payable days falling from 90.1 to 50.2 as the exceptional Covid-19-era stretching of creditors normalised, and inventory days edging up slightly as the store estate has grown and diversified into food-led Bombshell locations, which typically require higher stock levels than a beverage-led nightclub. If this convergence towards zero continues, RICK's working-capital funding advantage will disappear, increasing reliance on cash reserves or the revolving credit facility to bridge any timing gap between outgoings and receipts, at exactly the point when Task 1 showed interest cover falling toward 1.1x.
Working-capital linkage to liquidity risk. Negative working capital (current liabilities exceeding current assets) was recorded in FY2020, FY2023 and FY2024. This is common, and not inherently dangerous, for cash-generative hospitality businesses with a negative CCC (NetSuite, 2025), because operating cash inflow substitutes for a current-asset buffer. The risk crystallises only if operating cash flow falls sharply - during a regulatory shutdown, a further round of impairments, or weaker discretionary consumer spending - at the same time as a large current-debt maturity falls due. In FY2024, the current portion of debt obligations was $18.9m against a cash balance of $32.4m, a manageable but not generous margin given falling interest cover.
Recommended strategies to improve liquidity through working-capital reform
First, formalise inventory optimisation at the food-and-beverage-led Bombshell estate, using point-of-sale demand data to set unit-level minimum and maximum stock levels; even a five-day reduction in average inventory days would release approximately $0.6m of cash at FY2024 cost-of-sales levels. Second, renegotiate or extend supplier payment terms on centrally procured alcohol and food lines, using the Group's purchasing scale across more than 50 venues as leverage; every additional five days of payable terms is worth a further circa $0.6m of deferred cash outflow. Third, tighten receivables management on trade and events/VIP account balances through automated invoicing and card-on-file policies, compressing receivable days further from the already-low 6.9 days recorded in FY2024. Fourth, build a formal minimum-cash policy and undrawn revolver headroom target (for example, cash plus committed undrawn facilities equal to at least 60 days of operating expenditure) so the negative working-capital position is a deliberate, monitored strategy rather than an incidental outcome (Brigham and Houston, 2021). Fifth, tie future capital expenditure and acquisition approval to stricter hurdle rates and post-completion reviews, reducing the risk of cash being trapped in underperforming, subsequently impaired assets.
Short-term versus long-term financing options
RICK currently finances its asset base with a mix of long-term, largely property-secured term debt (around $219m at FY2024, net of current portion) and a much smaller current portion of debt ($18.9m). Short-term financing - trade credit, revolving credit facilities and short-term bank loans - is cheaper and more flexible, and suits funding of self-liquidating, temporary working-capital needs such as seasonal beverage and inventory build-ups ahead of major events (Pike, Neale and Linsley, 2018). Its principal disadvantage is refinancing (rollover) risk: short-term facilities must be renewed periodically, exposing the Group to interest-rate resets and to the possibility that a lender declines to renew during a downturn, precisely when cash is most needed. Long-term financing - the mortgage-style term loans RICK uses to fund freehold real estate and acquisitions - better matches the long economic life of nightclub and restaurant property assets to the maturity of the liability (the "matching principle"), reduces refinancing frequency, and locks in a known interest cost when rates are fixed. Its cost is typically higher, and it reduces balance-sheet flexibility once drawn, as seen in RICK's falling interest cover.
Recommendation: RICK should continue matching permanent, property-related and acquisition financing needs to long-term debt or equity, while using a revolving credit facility strictly for temporary, self-reversing working-capital swings such as event-driven inventory builds - not for funding the buy-back programme, which has recently drawn on cash that would otherwise widen the liquidity buffer. Given weakening interest cover, any further debt-funded acquisitions should be evaluated against a lower maximum gearing ceiling than has applied historically, and management should consider directing a larger share of free cash flow toward debt amortisation rather than treasury share purchases until interest cover is rebuilt comfortably above 3x.





Task 3: Strategic Financial Restructuring Plan
Recommended financial restructuring options
Given the ratio evidence in Task 1 - falling interest cover (1.13x in FY2024), a dividend payoff ratio disconnected from statutory earnings, and recurring impairments against acquired venues - a purely organic, "do nothing" strategy is not advisable. Three restructuring options merit evaluation: divestiture, disciplined M&A, and equity injection, considered alongside the debt-reduction measures recommended in Task 2.
Divestiture: Management's own FY2024 impairment disclosures identify specific under-performing nightclub and Bombshell locations (RCI Hospitality Holdings, Inc., 2024). A targeted divestiture programme - selling or closing the weakest 5-10% of the estate by EBITDA margin - would crystallise cash from underperforming assets, remove them from future impairment risk, and allow management and capital to refocus on higher-return units. This mirrors the classic restructuring logic that portfolio pruning of value-destroying units raises the average return on the remaining asset base even where group revenue temporarily falls (Weston and Copeland, 1992). The FY2024 accounts already show a "Proceeds from sale of businesses and assets" cash inflow each year, indicating management has the operational capability to execute this in an orderly way.
Mergers and bolt-on acquisitions: RICK's five-year history shows it has used acquisitions (for example the FY2022 and FY2023 purchases funded partly by new debt and share issuance) as its main growth lever. Given the deterioration in gearing and interest cover, the case for large, debt-funded acquisitions has weakened. A more disciplined approach - smaller, cash- or equity-funded bolt-on deals in the resilient sports-bar/Bombshells segment, subject to a higher minimum IRR hurdle and formal post-acquisition performance review - would preserve the strategic optionality of consolidation (the industry remains fragmented) while avoiding a repeat of the impairment cycle that has depressed FY2023-FY2024 earnings (Brealey, Myers and Allen, 2020).
Equity injection / capital structure rebalancing: Rather than a distressed equity raise the most realistic route is to redirect existing capital allocation: management announced a new five-year "Back to Basics" Capital Allocation Plan in December 2024 following the FY2024 results (RCI Hospitality Holdings, Inc., 2024). This is consistent with the restructuring logic recommended here - reducing net share buy-backs (which returned $20.6m to shareholders in FY2024, at a point when interest cover had fallen to 1.13x) and reallocating that cash to scheduled debt amortisation would mechanically de-lever the balance sheet without requiring a new, dilutive share issue. If leverage does not improve through cash-flow discipline, a modest primary equity issuance or a suspension of buy-backs (rather than the ordinary dividend, which management has been reluctant to cut) would be the least-cost signal to credit markets and support renewed borrowing headroom for the resumed growth phase of the capital allocation plan.

Impact on shareholder value, debt structure and operational flexibility
Divestiture of weak units would likely be modestly EPS-accretive in the following year (removing loss-making contribution and future impairment risk) even though headline revenue growth would slow, and it would reduce the deferred tax liability and lease-liability base tied to closed sites, improving both the current and quick ratios. A pause in buy-backs paired with debt paydown would reduce reported EPS growth in the short term (fewer shares are not being retired) but would rebuild interest cover, lower the cost of any future refinancing, and reduce the risk premium embedded in RICK's cost of capital - a trade-off consistent with capital-structure theory, under which the tax shield benefit of debt is offset beyond a certain point by rising financial-distress costs (Brigham and Houston, 2021). Operational flexibility would improve because a lower current portion of debt and a rebuilt cash buffer increase the Group's capacity to withstand a regulatory shock (for example, a licensing change affecting the adult-entertainment segment) without breaching covenant headroom.
International and ethical considerations
Taxation: RICK operates exclusively in the United States but is exposed to a patchwork of state and municipal "sin taxes" and alcohol excise duties, evidenced by the "excise tax on stock repurchases" line already appearing in the FY2024 accounts following the US federal 1% buy-back excise tax; any future international expansion (the Group has historically licensed the Rick's Cabaret brand in Latin America) would add cross-border transfer-pricing and withholding-tax complexity that should be assessed before further foreign licensing is pursued.
Currency risk: Because revenue and financing are almost entirely US-dollar denominated, RICK currently carries limited transactional currency risk; however, any international licensing income or foreign acquisition would introduce translation exposure that should be hedged or naturally offset with local-currency debt, consistent with matching principles applied to the domestic estate (Pike, Neale and Linsley, 2018).
Inflation: Rising food, beverage and labour costs (salaries and wages grew from $39.1m to $84.2m over the five years, faster than revenue in percentage terms in some years) directly compress the operating margin identified in Task 1; menu and cover-charge pricing power, and continued procurement scale, are the primary mitigants, but persistent inflation would further pressure the already-thin FY2024 interest cover if debt service costs rise in parallel.
CSR and ESG: RICK's core adult-entertainment segment carries above-average reputational and licensing risk; third-party ESG data providers rate the Group conservatively relative to hospitality peers (MarketScreener, 2026; CSRHub, 2026), reflecting the inherent tension between the business model and mainstream ESG screening criteria. Ethically, restructuring decisions - particularly divestiture and any workforce reductions - should be governed by transparent employee-communication protocols and severance policy, and the Board should continue to disclose impairment and related-party transactions clearly to protect minority shareholders, consistent with good corporate-governance practice expected of a Nasdaq-listed issuer (Higgins, 2019).
Task 4: Investment Appraisal and Capital Budgeting
Methodology
Three mutually exclusive projects are appraised, each requiring an initial investment of £50m with a five-year forecast life, an 8% discount rate, and straight-line depreciation to a zero residual value (£10m per annum). Five appraisal techniques are applied: payback period (PBP), accounting rate of return (ARR), net present value (NPV), profitability index (PI) and internal rate of return (IRR) (Atrill, 2020; Brealey, Myers and Allen, 2020). Cash inflows are treated as net operating cash flows; accounting profit for ARR purposes is calculated as net cash inflow less annual depreciation, and ARR is expressed on average investment (initial investment divided by two), the more common UK convention (Pike, Neale and Linsley, 2018).
Payback period: Project A repays its £50m outlay after four full years plus a fraction of year five: cumulative inflows reach £46m by year four, leaving £4m to recover from a £8m year-five inflow, giving a payback of 4.50 years. Project B, with equal £11m annual inflows, needs £50m ÷ £11m = 4.55 years. Project C recovers £50m fastest, after £5m + £10m + £20m = £35m by year three, needing a further £15m from a £25m year-four inflow, giving 3 + 15/25 = 3.60 years. On payback alone, Project C is preferred, recovering capital roughly nine months sooner than A or B; all three, however, payback within the five-year project life, and payback ignores both the time value of money and any cash flows occurring after the payback point, so it should be used only as a risk screen, not as a primary decision rule (Brigham and Houston, 2021).
Accounting rate of return: Average annual accounting profit is total net cash inflow, less five years of £10m depreciation, divided by five. Project A generates total inflows of £54m, so average profit is (£54m - £50m)/5 = £0.8m, giving ARR on average investment (£25m) of 3.20%. Project B generates £55m total inflow, average profit £1.0m, ARR of 4.00%. Project C generates £65m total inflow, average profit £3.0m, ARR of 12.00%. Project C is again the clear winner, offering an accounting return roughly three to four times that of A or B, though ARR - like PBP - is a non-discounted measure and can be distorted by the depreciation policy chosen, which is why it is used here only as a supporting, not primary, criterion (Pike, Neale and Linsley, 2018).
Net present value: Discounting each project's cash flows at 8% (Figure 5) gives NPV(A) = -£6.54m, NPV(B) = -£6.08m and NPV(C) = +£0.86m. Only Project C creates shareholder value at the Group's assumed 8% cost of capital; both A and B destroy value, despite generating positive undiscounted total cash flow, because their inflows are weighted toward earlier, lower amounts (A) or spread evenly at a level too low to clear the discount hurdle (B), while C is weighted toward the higher-value years three and four, benefiting less from discounting. NPV is the theoretically superior criterion because it uses all cash flows, reflects the time value of money, and is directly additive to shareholder wealth (Brealey, Myers and Allen, 2020).
Profitability index: Dividing the present value of inflows by the initial outlay gives PI(A) = 0.869, PI(B) = 0.878 and PI(C) = 1.017. A PI above 1.0 confirms value creation; only Project C clears this threshold, consistent with its positive NPV. The PI additionally provides a "bang per pound invested" ranking that becomes decisive under the capital-rationing scenario addressed in the appendix table4.

Internal rate of return: IRR(A) = 2.72%, IRR(B) = 3.26%, IRR(C) = 8.59%. Comparing each against the 8% hurdle rate, only Project C's IRR exceeds the cost of capital, again confirming it is the only project that should be accepted on a stand-alone basis. The gap between C's IRR (8.59%) and the discount rate (8%) is narrow, so the recommendation is directionally clear but not overwhelming, and should be stress-tested for input sensitivity before final sign-off.
Recommendation and non-financial risk assessment
On every discounted and non-discounted measure, Project C dominates: it has the shortest payback, the highest ARR, the only positive NPV, the only PI above 1.0, and the only IRR above the hurdle rate. Project C's cash-flow profile - modest early inflows, a strong middle-period peak (years three and four), tailing off in year five - is consistent with the launch of a new venue format that requires a ramp-up period before reaching mature trading levels, which fits well with RICK's existing pattern of opening and stabilising new Bombshells and nightclub units over roughly 24-36 months. From a company-performance perspective, Project C's stronger cash generation would also help address the interest-cover weakness identified in Task 1 (1.13x in FY2024) more quickly than A or B, and its faster payback improves liquidity resilience, aligning with the working-capital priorities set out in Task 2.
Non-financial risks nonetheless warrant explicit consideration before final approval. Political and regulatory risk is material for RICK given the licensing sensitivity of adult-entertainment venues in some US states and municipalities; a project whose cash flows depend on a single new-format rollout is more exposed to a local licensing refusal or zoning change than an established, diversified portfolio, and this risk should be reflected in a higher project-specific discount rate or explicit scenario analysis rather than the blanket 8% rate assumed here (Damodaran, 2015). Customer loyalty and brand risk should also be assessed: Project C's back-loaded cash flows imply reliance on a ramp-up in repeat custom, and any reputational event affecting the wider Rick's Cabaret or Bombshells brand could depress trading before the investment has been recovered, which is a particular concern given the ESG and reputational sensitivities discussed in Task 3. Execution risk (construction delay, licensing delay, or key-staff availability for a new opening) could also shift Project C's cash flows later, reducing NPV; given the narrow 0.59-percentage-point margin between IRR and the hurdle rate, even a one-year delay to the year-three and year-four peak inflows could turn NPV negative, so a formal sensitivity or break-even analysis is recommended before commitment. On balance, Project C is recommended, subject to (i) a documented licensing and zoning pre-clearance for the target site(s), and (ii) a sensitivity test confirming NPV remains non-negative under a one-year delay or a 10% reduction in peak-year cash inflows.


Capital rationing with a £100m ceiling
With each project requiring exactly £50m, a maximum budget of £100m permits any two of the three projects to be undertaken together, or a single project leaving £50m uncommitted; projects cannot be partially funded (they are indivisible, "lumpy" investments), so simple ranking by PI, the standard capital-rationing technique for a single-period constraint with divisible projects, must be interpreted carefully here because none of the combinations can absorb the full £100m in a value-additive way (Pike, Neale and Linsley, 2018). Combining any two projects gives: A+B = -£6.54m + -£6.08m = -£12.62m; A+C = -£6.54m + £0.86m = -£5.68m; B+C = -£6.08m + £0.86m = -£5.22m. Every two-project combination produces a negative combined NPV, because both A and B individually destroy value and adding a second negative-NPV project to C cannot be offset by C's modest £0.86m surplus. The value-maximising decision, even though it leaves £50m of the £100m ceiling unspent, is to accept Project C alone and decline both A and B; this generates combined NPV of +£0.86m, which is higher than any of the two-project combinations above (all negative) and also higher than accepting all three projects simultaneously, which is not permitted within the £100m ceiling in any case. This illustrates an important capital-rationing principle: under a hard budget constraint, the objective is to maximise total NPV for the capital actually committed, not to maximise the amount of capital deployed, and a firm should never accept a negative-NPV project purely to "use up" an available budget ceiling (Brigham and Houston, 2021). The remaining £50m of headroom should instead be held for future opportunities, applied to the debt-reduction programme recommended in Task 3, or reserved for a better-specified version of Project A or B (for example, with revised, more realistic cash-flow assumptions) rather than committed to either project as currently specified.
Task 5: Critical Reflection on AI Usage
Tool disclosure
Anthropic's Claude (an AI language-model assistant) was used at three stages of this report's development: (i) extracting and tabulating line items from the five supplied RCI Hospitality Holdings 10-K filings (FY2019, FY2020, FY2022, FY2023, FY2024) using programmatic text extraction; (ii) performing the arithmetic for ratio analysis (Task 1), payback/ARR/NPV/PI/IRR calculations (Task 4), and generating the accompanying charts; and (iii) drafting narrative prose that interprets those calculated figures against academic and industry sources. Every numerical claim in this report was tied to a value taken directly from the primary source filings or from a cited secondary source, in line with an AI-use acknowledgement that no financial figure was invented independently of the underlying documents.
Critical evaluation of AI output
AI-generated interpretations were verified in three ways. First, every ratio was recalculated independently using raw balance-sheet, income-statement and cash-flow figures transcribed directly from the 10-K text, rather than accepted as a pre-packaged AI summary, and cross-checked against RCI's own non-GAAP disclosures (for example, FY2024 free cash flow of $48.4m and adjusted EBITDA of $72.6m reported in the Group's own 4Q24 earnings release) to confirm internal consistency (RCI Hospitality Holdings, Inc., 2024). Second, the capital-budgeting outputs in Task 4 were checked using a second, independent calculation method (manual payback logic alongside a standard financial function for NPV and IRR) to confirm the two approaches agreed before the figures were written into the narrative - an important safeguard, since IRR in particular is prone to silent calculation error. Third, industry-benchmark claims (for example, the restaurant-sector current ratio of 0.78) were traced back to a named, dated source rather than accepted as an unattributed AI assertion, and figures that could not be corroborated from a credible source were either removed or explicitly flagged as an estimate. One early draft materially overstated Project B's IRR before recalculation; this was identified precisely because the two independent methods disagreed, illustrating why cross-checking, rather than single-pass AI output, is essential to avoid propagating a hallucinated figure into a board-level recommendation.
Contribution analysis
AI contributed structuring, first-draft calculation, and initial narrative drafting. The original critical judgement remains attributable to the author acting in the CFO role: the interpretation that RICK's stable gross margin alongside a volatile operating margin points to below-the-line drivers (impairment and interest, not core trading) rather than weakening unit economics; the strategic recommendation to rebalance capital allocation from buy-backs toward debt amortisation; the synthesis connecting Task 1's falling interest cover to Task 2's working-capital recommendations and Task 4's project selection; and the final restructuring and capital-rationing judgement in Tasks 3 and 4 are original analytical conclusions, using AI-produced calculations as an input rather than as the conclusion itself.
Ethical and professional reflection
Using AI in a finance function raises three linked ethical concerns. Transparency: any AI-assisted analysis presented to a board or investor audience should be clearly labelled as such, consistent with the disclosure approach adopted in this report, so that readers can apply appropriate scepticism and request underlying working papers. Data privacy: because the source documents here were public SEC filings, no confidentiality issue arose, but in a live corporate setting a CFO must ensure that non-public financial data is never processed through a public or non-enterprise AI tool without contractual data-protection and non-training guarantees. Over-reliance: the most significant risk is that a fluent, confidently written AI narrative can be mistaken for verified analysis; the recalculation and IRR cross-check described above exists specifically to guard against this, and executive-level financial decisions - particularly capital-allocation and restructuring calls of the kind made in Tasks 3 and 4 - should always retain a documented human sign-off step, since accountability for the recommendation, and its consequences, cannot be delegated to the tool that helped draft it (Higgins, 2019).



Appendix:
Table 1: RCI Hospitality Holdings — Summary Income Statement, FY2020–FY2024 ($'000). Source RCI Hospitality Holdings, Inc. (2020, 2022, 2023, 2024).
	$'000 (FYE 30 Sept)

	FY2020
	FY2021
	FY2022
	FY2023
	FY2024

	Total revenue

	132,327
	195,258
	267,620
	293,790
	295,604

	Gross profit

	112,892
	165,207
	231,611
	254,788
	254,619

	Operating income (EBIT)
	2,746
	38,548
	71,459
	51,484
	18,805

	Interest expense, net

	9,487
	9,739
	11,539
	15,538
	16,197

	Net income attrib. to RCIHH
	(6,085)
	30,336
	46,041
	29,246
	3,011

	EPS, basic & diluted ($)
	(0.66)
	3.37
	4.91
	3.13
	0.33



Table 2: RCI Hospitality Holdings — Summary Ratio Analysis, FY2020–FY2024. Source: author's calculations from RCI Hospitality Holdings, Inc. 10-K filings (2020, 2022, 2023, 2024).
	Ratio
	FY2020
	FY2021
	FY2022
	FY2023
	FY2024

	Gross margin %
	85.3
	84.6
	86.5
	86.7
	86.1

	Operating margin %
	2.1
	19.7
	26.7
	17.5
	6.4

	Net margin %
	-4.6
	15.5
	17.2
	10.0
	1.0

	Return on equity %
	-4.0
	16.9
	19.0
	10.4
	1.1

	Return on assets %
	-1.7
	8.3
	8.7
	4.8
	0.5

	Current ratio (x)
	0.84
	2.30
	1.62
	0.78
	0.98

	Quick ratio (x)
	0.78
	2.18
	1.50
	0.69
	0.89

	Cash ratio (x)
	0.42
	1.55
	1.14
	0.44
	0.67

	Asset turnover (x)
	0.37
	0.54
	0.50
	0.48
	0.51

	Cash conversion cycle (days)
	-26.9
	-7.1
	-4.5
	-3.7
	-1.7

	Debt / equity (x)
	1.23
	0.94
	1.11
	1.08
	1.11

	Interest cover (x)
	0.28
	3.86
	5.98
	3.23
	1.13

	Dividend per share ($)
	0.14
	0.16
	0.19
	0.23
	0.25

	Dividend payoff ratio %
	n/m
	4.7
	3.9
	7.3
	75.8

	CFO ($'000)
	15,632
	41,991
	64,509
	59,130
	55,884

	Free cash flow ($'000)
	9,896
	28,480
	40,506
	18,746
	31,284




Table 3: Project Cash Flow Profiles (£ millions).
	£m
	Year 0
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Project A
	(50)
	10
	12
	14
	10
	8

	Project B
	(50)
	11
	11
	11
	11
	11

	Project C
	(50)
	5
	10
	20
	25
	5





Table 4: Summary of Investment Appraisal Results.
	Criterion
	Project A
	Project B
	Project C
	Decision rule

	Payback period (years)
	4.50
	4.55
	3.60
	Shorter is better

	ARR on average investment (%)
	3.20
	4.00
	12.00
	Higher is better

	NPV at 8% (£m)
	-6.54
	-6.08
	+0.86
	Accept if > 0

	Profitability Index (x)
	0.869
	0.878
	1.017
	Accept if > 1.0

	IRR (%)
	2.72
	3.26
	8.59
	Accept if > 8% hurdle












Figure 1: Revenue and Net Income Attributable to RCIHH, FY2020–FY2024. Source: author's calculations from RCI Hospitality Holdings, Inc. 10-K filings.
[image: ]



Figure 2: RICK Current and Quick Ratios vs Restaurant Industry Benchmark, FY2020–FY2024. Source: author's calculations; industry benchmark from NetSuite (2025), citing MacroTrends
[image: ]

Figure 3: Working Capital Cycle Components (Inventory, Receivable and Payable Days) and Cash Conversion Cycle, FY2020–FY2024. Source: author's calculations from RCI Hospitality Holdings, Inc. 10-K filings.
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Figure 4: Gearing (Debt/Equity) and Interest Cover, FY2020–FY2024. Source: author's calculations from RCI Hospitality Holdings, Inc. 10-K filings.
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Figure 5: Net Present Value of Projects A, B and C at an 8% Discount Rate.
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Figure 4: Gearing and Interest Cover, FY2020-FY2024
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Figure 1: RCI Hospitality Holdings — Revenue and Net Income, FY2020-FY2024
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Figure 2:
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