[image: ]
	Program Name
	Master of Business Administration

	Module
	Financial Management

	Module Code
	LCMB7002

	Lecturer
	Patrick Yeboah

	Student Name
	Jeel Vipulbhai Patel

	Student ID
	2534779








Content
1. Introduction …………………………………………………………………………………… 05
1.1. Company Profile - IHG PLC ………………………………………………………… 05
1.2. Report Objectives: Key goals and boundaries as a new CFO. …………………. 05 
2.  Section 1: Financial Health Check ………………………………………………………… 06
2.1. 	Detailed analysis of financial statements (Financial Statement Analysis) ……... 06
2.1.1.	Income Statement Analysis …………………………………………………. 06
· Total Revenue Trends
· Gross Profit Performance
· Operating Expenses - SG&A and Administrative Costs
· Net Profit for the Year
2.1.2.	 Balance Sheet Analysis ………………………………………………….… 08
· Total Assets: Current & Non-Current Assets
· Total Liabilities: Current Liabilities & Long-term Debt
· Shareholders' Equity & Capital Structure
2.1.3	Cash Flow Statement Analysis ……………………………………………... 08
· Cash Flow from Operating Activities
· Cash Flow from Investing Activities
· Cash Flow from Financing Activities
2.2 Comprehensive Ratio Analysis: ………………………………………………………… 09
2.2.1 Profitability Ratios: Operating Margin, Net Profit Margin, ROCE. ………… 10
2.2.2 Liquidity Ratios: Current Ratio, Quick Ratio, Cash Ratio. ………………… 10
2.2.3 Efficiency Ratios: Total Asset Turnover, RevPAR YoY Growth. …………… 11
2.2.4 Gearing/Solvency Ratios: Net Debt-to-EBITDA, Interest Coverage, Debt-to-Asset. ………………………………………………………………………………….. 11
2.2.5 Investment & Cash Flow Ratios: P/E Ratio, Dividend Yield, FCF Conversion Rate. …………………………………………………………………………………… 11
2.3 Financial Trends, Strengths & Threats …………………………………………………. 11
2.4 Liquidity Industry Benchmarking: Comparative study with Marriott International and Hilton Worldwide. …………………………………………………………………………….. 12
3. Section 2: Working Capital Management Analysis  ……………………………………………. 14
3.1 Cash Operating Cycle Assessment: Calculation of DIO, DSO, and DPO and financial explanation of negative cycles. …………………………………………………………….. 14
3.2 Strategic Reforms to Improve Liquidity (Working Capital Reforms): Reverse Factoring and Loyalty Deposit Schemes. …………………………………………………………….. 15
3.3 Short-term vs. Long-term Financing Options: …………………………………………16
4. Section 3: Strategic Financial Restructuring Plan …………………………………………….. 17
4.1 Strategic Restructuring Options: Sale and Leaseback, Private Placement Equity, and Brand Consolidation. ………………………………………………………………………… 17
4.2 Impact Evaluation on Shareholder Value, Debt Structure, and Operational 
Flexibility ………………………………………………………………………………………..17
4.3 International & Ethical Considerations: BEPS Tax Compliance, Currency Hedging, and ESG/CSR Goals (Green Lodging). …………………………………………………… 18
5. Section 4: Investment Appraisal & Capital Budgeting ………………………………………… 20
5.1 Appraisal of three proposed projects (Project A, B, C) with financial calculations: .. 20
5.1.1 Payback Period (PBP) ………………………………………………………… 21
5.1.2 Accounting Rate of Return (ARR) ……………………………………………. 22
5.1.3 Net Present Value (NPV 8% WACC) ………………………………………… 23
5.1.4 Profitability Index (PI) …………………………………………………………. 24
5.1.5 Internal Rate of Return (IRR) ………………………………………………… 24
5.2 Project Recommendation & Risk Justification ……………………………………….. 26
5.3 Capital Rationing and Portfolio Optimization (£100m Limit - Capital Rationing Paradox) ………………………………………………………………………………………. 28
  6. Section 5: Critical Reflection on AI Usage ……………………………………………………. 30
6.1 Disclosure of AI tools used and their functions ………………………………………. 30
6.2 Critical Evaluation & Hallucination Verification of AI output …………………………. 30
6.3 Limitations of AI contribution versus original human analysis ………………………. 31
6.4 Ethical & Professional Reflection on the use of AI in financial decisions ………….. 31
  7. Conclusion ……………………………………………………………………………………….. 32
7.1 Summary of Core Findings ……………………………………………………………… 32
7.2 CFO's Final Turnaround Directives …………………………………………………….. 32
  8. Appendices ……………………………………………………………………………………….. 33
Appendix A: Detailed 5-Year Ratio Tables …………………………………………………. 33
Appendix B: Investment Appraisal Excel Replications …………………………………… 34
Appendix C: Reference List …………………………………………………………………. 36






















InterContinental Hotels Group (IHG) PLC

1. Introduction
1.1 Company Profile - IHG PLC
InterContinental Hotels Group (IHG) PLC is a leading global hospitality company (IHG, 2024). The company operates on a high-margin “Asset-Light” model (Smith, 2023; Damodaran, 2022). As the new CFO, my main objective is to examine profitability based on the last 5 years of financial statements and analyze the risks of aggressive share buybacks funded by debt (Financial Times, 2024; Brealey et al., 2023). Also, to improve liquidity while complying with tax under the OECD BEPS rules (OECD, 2023; Porter, 2021).

1.2 Report Objectives & Boundaries
My key objectives and international boundaries as the new CFO are as follows:
Financial Analysis: Identifying Rising Debt Risks Through 5 Years of Data (IHG, 2024; Gitman & Zutter, 2019).
Working Capital: Improving the cash operating cycle and strengthening cash management (Smith, 2023; Thatcher, 2022).
Tax Compliance: Complying with Transfer Pricing and OECD BEPS Rules (OECD, 2023; PwC, 2023).
Capital budgeting: selecting ESG-compliant projects within the £100m limit (Porter, 2021; Brigham & Ehrhardt, 2020).










2. Section 1: Financial Health Check
2.1 Detailed analysis of financial statements 
2.1.1 Income Statement Analysis
Total Revenue Trends
IHG’s total revenue has seen consistent and significant growth over the past five years. Revenues were at a low point in 2021 due to the global pandemic, but have since recovered rapidly due to the restructuring of the tourism industry and the improvement in business travel (IHG Annual Report, 2023). The company’s asset-light model in particular has seen consistent 3% to 5% annual growth in system size, which translates directly into fee-based revenue (Smith, 2024).

Gross Profit Performance
IHG’s gross profit margin has been very high and stable (around 80% to 85%). The main reason for this is the company’s business structure. The operating costs of hotel properties (such as staff salaries, utilities, etc.) are largely borne by the hotel owners (franchisees), while IHG receives direct brand royalties and management fees (Jones and Taylor, 2022). This asset-light model has resulted in extremely strong profitability for the company at the gross level.



Operating Expenses (SG&A and Administrative Costs)
Selling and administrative expenses (SG&A)ss have increased slightly due to increased investment in technology infrastructure and centralized reservation systems (Financial Times, 2024). In addition, high inflation has increased salary packages and general operating expenses. However, due to its large global scale, IHG has been able to easily control these costs and maintain its operating efficiency.



Net Profit for the Year
IHG’s net profit margin has improved significantly from a negative -10.86% in 2020 to 16.79% in 2024. The main reasons for this strong growth are the strong influx of tourists (Revenge Travel) after Covid, increased room rates and the company’s highly profitable ‘asset-light’ franchise model.
However, two key financial factors prevented this profit margin from rising further:
1. Rising interest costs: The company’s net interest costs increased to $238M in 2024 due to interest rate hikes by central banks globally.
2. Taxation pressure: The company’s effective tax rate increased to 30.2% due to strict international rules of OECD BEPS Pillar Two and withholding tax, which slightly slowed down the pace of net profit.
However, overall, IHG has protected its bottom-line profitability on the strength of its operating efficiency against this financial burden.



2.1.2 Balance Sheet Analysis
Total Assets: Due to the asset-light model, IHG's balance sheet has a low proportion of non-current assets such as PPE (Property, Plant and Equipment). Instead, it has a high proportion of 'Intangible Assets' such as brand value, goodwill and software licenses (Smith, 2023; Damodaran, 2022). Current Assets mainly include trade receivables and cash balances.
Total Liabilities: The most worrisome aspect of the balance sheet is the increasing long-term debt. The company has borrowed heavily from the market to fund share buybacks and dividends, which could increase gearing risk in the future (Financial Times, 2024; Modigliani & Miller, 1958).
Shareholder’s Equity: As most of the profits have been used for share buybacks, total equity has been extremely low or negative (Jones & Taylor, 2022). This aggressive policy has made the capital structure more debt-heavy, which increases financial risk (Brigham & Ehrhardt, 2020).

2.1.3 Cash Flow Statement Analysis
Operating Cash Flow: Operating cash flow is extremely strong and stable, driven by regular revenue from hotel bookings and royalty fees, which is IHG's greatest strength. This cash flow demonstrates the company's ability to meet short-term obligations (IHG, 2024; Smith, 2023).
Investing Activities Cash Flow: This shows a negative cash flow due to CapEx for new brands, IT systems, and renovations. However, due to the asset-light model, CapEx remains much lower than competing hotels (Porter, 2021; Damodaran, 2022).
Financing Activities Cash Flow: This is driven by large outflows due to debt and interest payments, dividends, and aggressive share buybacks (Financial Times, 2024; Ross et al., 2020). This satisfies investors, but reduces the company's liquidity backup.

2.2 Comprehensive Ratio Analysis

	Ratio Category
	2020
	2021
	2022
	2023
	2024

	2.2.1 Profitability Ratios

	Operating Margin
	2.09%
	11.18%
	16.14%
	18.71%
	19.17%

	Net Profit Margin
	-10.86%
	9.15%
	9.66%
	16.22%
	16.79%

	Return on Capital Employed (ROCE)
	0.42%
	5.74%
	8.33%
	13.55%
	14.71%

	2.2.2 Liquidity Ratios

	Current Ratio
	0.92
	0.94
	0.95
	0.96
	0.97

	Quick Ratio
	0.88
	0.90
	0.91
	0.92
	0.93

	Cash Ratio
	0.25
	0.28
	0.30
	0.32
	0.35

	2.2.3 Efficiency Ratios

	Total Asset Turnover
	0.50x
	0.65x
	0.87x
	1.01x
	1.05x

	RevPAR YoY Growth
	-52.5%
	46.2%
	37.0%
	16.1%
	4.8%

	2.2.4 Gearing & Solvency Ratios

	Net Debt-to-EBITDA
	11.4x
	4.2x
	3.1x
	2.1x
	1.9x

	Interest Coverage Ratio
	0.65x
	3.65x
	5.20x
	7.50x
	8.10x

	Debt-to-Asset Ratio
	60.0%
	59.5%
	55.1%
	51.1%
	49.6%

	2.2.5 Investment & Cash Flow Ratios

	Price-to-Earnings (P/E) Ratio
	N/A
	35.4x
	28.2x
	22.1x
	20.5x

	Dividend Yield
	0.00%
	1.50%
	1.85%
	2.10%
	2.25%

	Free Cash Flow (FCF) Conversion Rate
	65%
	82%
	88%
	95%
	97%



2.2.1 Profitability Ratios
Operating and Net Profit Margin: Operating margin has increased by 17.08 percentage points in 5 years, increasing from 2.09% in 2020 to 11.18% in 2021 (+435% relative growth), 18.71% in 2023 (+2.57% points YoY) and peaking at 19.17% in 2024. Net margin improved from -10.86% in 2020 to +9.15% in 2021 (a jump of 20.01% points), increased by 67.9% YoY to 16.22% in 2023, and stabilized at 16.79% in 2024. This shows that profitability has increased rapidly due to the asset-light model (Smith, 2023).
ROCE (Return on Invested Capital): ROCE grew by 62.7% YoY in 2023 (from 8.33% to 13.55%) and reached 14.71% (+1.16% points YoY) in 2024, showing excellent returns on a limited capital base (Jones and Taylor, 2022).

2.2.2 Liquidity Ratios
Current and Cash Ratio: The current ratio has increased continuously by 5.43% overall, increasing from 0.92 in 2020 to 0.96 in 2023 and 0.97 in 2024. The cash ratio has increased by 40% from 0.25 in 2020 to 0.35 in 2024. Negative working capital is common in the hotel industry, but staying below 1.0 carries a certain risk (Financial Times, 2024).

2.2.3 Efficiency Ratios
Asset Turnover and RevPAR: Asset turnover has more than doubled (+110% total growth), increasing from 0.50x in 2020 to 0.87x (+74%) in 2022 and 1.05x (+3.96% YoY) in 2024. RevPAR fell by -52.5% in 2020, followed by a big jump of +46.2% in 2021, falling from 16.1% in 2023 to 56.5% in 2024 to a normalized level of 4.8% (IHG Annual Report, 2024).

2.2.4 Gearing/Solvency Ratios
Net Debt-to-EBITDA and Interest Coverage: Net debt-to-EBITDA has declined by a total of 83.3%, falling from a risky 11.4x in 2020 to 4.2x (-63.2%) in 2021, 2.1x in 2023 and a safe 1.9x (-9.52% YoY) in 2024. The interest coverage ratio has increased to 44.2% YoY in 2023 (from 5.20x to 7.50x) and peaked at 8.10x (+8.0% YoY) in 2024, which is positive for the banking sector (Porter, 2021).

2.2.5 Investment & Cash Flow Ratios
P/E, Dividends and FCF: The P/E ratio has fallen from 35.4x in 2021 to 20.5x in 2024 (-7.24% YoY). The dividend yield has increased from 1.50% in 2021 to 2.25% in 2024. Free cash flow (FCF) conversion has increased from 65% in 2020 to 95% in 2023 and an excellent 97% (+2.1% YoY) in 2024 (Smith, 2023).

2.3 Financial Trends, Strengths & Threats
Financial Trends:
V-Shaped Recovery: Revenues in 2020 were $2,393M and net losses of -$260M, recovering to $4,825M in revenue and $810M in net profit in 2024 (IHG, 2024; Damodaran, 2022).
RevPAR Normalization: RevPAR growth has come down to 4.8% in 2024, compared to 46.2% in 2021, indicating that the company is now in a stable organic growth phase (Smith, 2023).

Financial Strengths:
Excellent Cash Generation (FCF Conversion): A 97% free cash flow conversion rate in 2024 indicates that operating profits are converted directly into hard cash (Jones & Taylor, 2022).
High-margin asset-light model: Operating margins are strong at 19.17%, as hotel infrastructure costs are borne by franchisees (Porter, 2021).

Financial Threats & Risks:
Weak Liquidity Pressure: Current Ratio is below 1.0 for 2020-2024 (0.97 in 2024), which could create a short-term liquidity crisis (Financial Times, 2024).
Aggressive Capital Return Paradox: Using profits and new debt in aggressive share buybacks and dividends has weakened equity and made the capital structure debt-heavy (OECD, 2023; Brealey et al., 2023).

2.4 Peer Liquidity Comparison Table (2024)

	Liquidity Metrics
	IHG PLC
	Marriott International
	Hilton Worldwide
	Industry Average

	Current Ratio
	0.97
	0.52
	0.74
	0.74

	Quick Ratio
	0.93
	0.49
	0.71
	0.71

	Cash Ratio
	0.35
	0.08
	0.22
	0.22

	Working Capital Position
	Negative
	Highly Negative
	Negative
	Negative





Critical Benchmarking Analysis
1. Current & Quick Ratio Insights: A current ratio below 1.0 is considered risky in corporate finance, but it is common in the hospitality sector (Smith, 2023). IHG’s current ratio (0.97) is much stronger than its competitors—Marriott (0.52) and Hilton (0.74)—and the industry average. This indicates that IHG has a better buffer available to pay short-term debt despite limited working capital (Financial Times, 2024; Brigham & Ehrhardt, 2020).

2. Cash Ratio Supremacy: IHG's cash ratio (0.35) is four times that of Marriott (0.08) and higher than Hilton (0.22). The asset-light model and strong FCF conversion give IHG the ability to hold more cash reserves, which provides protection against unexpected financial risks (Jones & Taylor, 2022).

3. Cash Ratio Supremacy: IHG's cash ratio (0.35) is four times that of Marriott (0.08) and higher than Hilton (0.22). The asset-light model and strong FCF conversion give IHG the ability to hold more cash reserves, which provides protection against unexpected financial risks (Jones & Taylor, 2022).

CFO Recommendation: Marriott and Hilton are keeping liquidity at risky levels. As the new CFO, I recommend that IHG maintain a current ratio between 0.95 and 1.00 to avoid a ‘technical default’ under pressure from aggressive share buybacks (KPMG, 2024).

3. Section 2: Working Capital Management Analysis 
InterContinental Hotels Group (IHG) PLC’s financial statements show that the company’s Total Current Liabilities ($2,113M) are greater than its Total Current Assets ($2,050M) in the year 2024. This situation indicates that the company is operating on a negative working capital model.

3.1 Cash Operating Cycle Assessment
Cash Operating Cycle (CCC) is used to measure how quickly a company converts its working capital into cash. It is calculated using the following formula:

DSO: 
DIO: 
DPO: 
5-Year Cash Operating Cycle Calculation Table (2020 – 2024)

	Metric / Working Capital Element
	2020
	2021
	2022
	2023
	2024

	Days Sales Outstanding (DSO)
	48.2 Days
	42.1 Days
	38.5 Days
	35.2 Days
	34.1 Days

	Days Inventory Outstanding (DIO)
	0.0 Days
	0.0 Days
	0.0 Days
	0.0 Days
	0.0 Days

	Days Payables Outstanding (DPO)
	72.5 Days
	68.3 Days
	65.1 Days
	62.4 Days
	60.8 Days

	Cash Operating Cycle (CCC)
	-24.3 Days
	-26.2 Days
	-26.6 Days
	-27.2 Days
	-26.7 Days



Discussion & Academic Justification
1. The Math of the Negative Cash Cycle (The Negative Cash Cycle Paradox)
IHG's cash operating cycle has been negative (-24 to -27 days) for all five years. This means that IHG collects cash from customers (franchisees) before it pays suppliers. This negative cycle provides the company with working capital at zero interest (Smith, 2023).
2. Asset-Light Model and Zero Inventory (DIO = 0)
IHG's franchise-based 'Asset-Light' structure means that the hotel owners bear the costs of the hotels' day-to-day supplies (such as food, beverages, and linens). As a result, IHG's own balance sheet is not burdened by inventory, maintaining a DIO of zero (0.0 Days) (Jones and Taylor, 2022).
3. Faster collection from customers (Improving DSO)
DSO was 48.2 days in 2020, which has reduced to 34.1 days in 2024. Due to the digital centralized reservation system and automated brand royalty collection, the company can collect money from its franchisees much faster.
4. Supplier Credit Power (DPO Dynamics)
The company's DPO has consistently remained above 60 days (60.8 days in 2024). Due to its large global scale and supply chain leverage, IHG is able to obtain long credit terms from suppliers, which plays a key role in keeping its cash conversion cycle negative (Financial Times, 2024).

3.2 Strategic Reforms to Improve Liquidity 
The following two strategic reforms are proposed to increase liquidity amidst negative working capital	 and control the risks of $Net\ Debt$ ($3,333M):
1. Reverse Factoring / Supplier Finance
Under this arrangement, IHG will partner with financial institutions to offer its suppliers an early payment option. The bank will pay the vendors early at a lower discount rate, while IHG will pay the bank after 60 to 90 days (Smith, 2023). This will preserve the liquidity of the suppliers and increase IHG’s DPO, which will further strengthen the company’s Adjusted Free Cash Flow ($893M).
2. Loyalty Deposit Schemes
Under the ‘IHG One Rewards’ program, an advanced cash wallet system can be launched by offering additional discounts to members on future bookings. This amount deposited by customers will be recorded as Deferred Revenue (interest-free operating liability) in the balance sheet, which will create an immediate liquidity buffer for the company (Jones and Taylor, 2022).

3.3 Short-term vs. Long-term Financing Options
The company’s Net Debt has increased from $1,881M in 2021 to $2,782M in 2024. The comparative assessment of both financing options to handle this increasing debt is as follows:

	Financing Features
	Short-term Financing
	Long-term Financing

	Instruments
	Commercial papers, bank overdrafts and short-term notes.
	Corporate bonds and long-term bank loans.

	Interest Risk
	Floating rate, which changes with rising market interest rates.
	Fixed rate, which keeps interest costs stable over the long term.

	Primary Use
	To maintain daily working capital shortage and liquidity.
	For projects and capital expenditure (CapEx) of $100M.

	Strategic relevance for IHG
	Necessary to prevent liquidity crises, but excessive use is dangerous.
	Best for stabilizing capital structure and refinancing share buybacks.










4. Section 3: Strategic Financial Restructuring Plan
InterContinental Hotels Group (IHG) PLC’s net debt has increased significantly from $1,881M in 2021 to $2,783M in 2024. The main reason for this significant increase is the aggressive $900M share buyback program conducted over the past five years. Although the share buyback was an attempt to increase short-term equity returns by returning capital to investors, this strategy has made the capital structure extremely debt-heavy in the current high interest rate environment. Therefore, it is imperative to implement a comprehensive financial restructuring plan to maintain credit rating, reduce interest expenses and strengthen liquidity.

4.1 Strategic Restructuring Options
The following three main restructuring options are proposed to improve the company’s capital structure:
Sale and Leaseback: Under this strategy, IHG will sell its remaining limited physical hotel properties to third-party real estate investors and repurchase them on a long-term lease. This will provide the company with a large amount of immediate cash that can be used to pay down debt (Smith, 2023).
Private Placement Equity: Instead of issuing new shares in the public market and driving down the share price, IHG can raise capital by selling shares directly to institutional investors or private equity firms. This will improve the debt-to-equity ratio without sending a negative signal to the market (Jones and Taylor, 2022).
Brand Consolidation: Merging overlapping or underperforming smaller brands within IHG’s global portfolio into larger core brands (such as Holiday Inn or Crowne Plaza) or selling them outright will strengthen operating margins.

4.2 Impact Evaluation
The impact of the above three options on the financial and operational position of the company is assessed as follows:
	Restructuring Option
	Impact on Shareholder Value
	Impact on Debt Structure
	Impact on Operational Flexibility

	Sale & Leaseback
	Increasing free cash flow in the short term will increase shareholder value.
	The cash received will reduce investor debt and reduce gearing risk.
	The loss of ownership will limit long-term operational flexibility somewhat.

	Private Placement
	The addition of new shares (dilution) will put short-term pressure on adjusted EPS.
	The net debt burden will immediately decrease and the capital structure will become more stable.
	Operational decision-making power will increase with exemption from debt covenants.

	Brand Consolidation
	Investor confidence will be strengthened due to high long-term profits.
	Reducing operating costs will make debt servicing (interest coverage) easier in the future.
	Centralization of marketing and resources will increase efficiency.



4.3 International & Ethical Considerations
1. OECD BEPS Pillar Two and global tax compliance
IHG collects royalties and franchise fees from over 100 countries. Therefore, strict compliance with OECD's Base Erosion and Profit Shifting (BEPS) Pillar Two rules is mandatory.
1.1. A 15% Global Minimum Tax Rate has been set for all global multinational companies under Pillar Two.

1.2. The policy of artificially transferring profits (Aggressive Tax Planning/Profit Shifting) to low-tax jurisdictions will have to be abandoned. Violating the rules can lead to heavy international fines and significant damage to brand reputation.

2. Currency Risk and Hedging Framework (Foreign Exchange Risk & Hedging)
IHG's revenue is primarily denominated in various currencies such as USD, GBP, EUR and CNY. It is important to protect the company's total revenue ($5,189M) from volatility in global currency rates.
2.1. The Treasury Department will have to protect itself against exchange rate fluctuations by using derivative instruments such as Forward Contracts, Currency Swaps and Financial Options.

3. ESG and Ethical Capital Budgeting (Ethical ESG Capital Allocation)
The capital budgeting of the £100M available to the company will have to take into account not only financial returns (NPV/IRR), but also the targets of Net-Zero Carbon Emissions 2030.
3.1. Green Lodging Projects: Priority will be given to environmentally friendly projects such as solar energy panels, water waste recycling systems and a complete ban on single-use plastics. This will gain support from ESG investors (Green Funds) and will make the company morally strong.


















5. Section 4: Investment Appraisal & Capital Budgeting
5.1 Appraisal of Three Proposed Projects (Project A, B, C) with Financial Calculations
This section presents a financial evaluation of three proposed investment projects (Project A, Project B, and Project C) for IHG PLC. The initial outlay for each project is £50 million. The company's WACC (Cost of Capital) is 8% and the final scrap value of the project is £0, assuming straight-line depreciation over a 5-year life.
Financial Foundations & Formulas







Comparative Cash Flow & Discounted Factors Table
The table below shows the cash inflows and their present value for the three projects at a discount rate of 8%:
	Year
	Discount Factor (8%)
	Project A Inflow
	Project A PV (8%)
	Project B Inflow
	Project B PV (8%)
	Project C Inflow
	Project C PV (8%)

	1
	
	£10.00m
	£9.26m
	£11.00m
	£10.18m
	£5.00m
	£4.63m

	2
	
	£12.00m
	£10.29m
	£11.00m
	£9.43m
	£10.00m
	£8.57m

	3
	
	£14.00m
	£11.11m
	£11.00m
	£8.73m
	£20.00m
	£15.88m

	4
	
	£10.00m
	£7.35m
	£11.00m
	£8.09m
	£25.00m
	£18.38m

	5
	
	£8.00m
	£5.44m
	£11.00m
	£7.49m
	£5.00m
	£3.40m

	Total
	
	£54.00m
	£43.45m
	£55.00m
	£43.92m
	£65.00m
	£50.86m



5.1.1 Payback Period (PBP)
The payback period indicates how quickly the original investment amount is recovered.
	Project Details
	Project A
	Project B
	Project C

	Initial Outlay 
	£50.00m
	£50.00m
	£50.00m

	Year 1 Cash Inflow
	£10.00m
	£11.00m
	£5.00m

	Year 2 Cash Inflow
	£12.00m
	£11.00m
	£10.00m

	Year 3 Cash Inflow
	£14.00m
	£11.00m
	£20.00m

	Cumulative Cash Inflow (Year 3)
	£36.00m
	£33.00m
	£35.00m

	Remaining Amount Needed 
	£14.00m
	£17.00m
	£15.00m

	Year 4 Cash Inflow
	£10.00m
	£11.00m
	£25.00m

	Fractional Year Calculation
	
	
	

	Total Payback Period (PBP)
	4.40 Years
	4.55 Years
	3.60 Years

	Exact Time Breakdown
	4 Years, 4.8 Months
	4 Years, 6.6 Months
	3 Years, 7.2 Months



5.1.2 Accounting Rate of Return (ARR)
ARR measures the profitability of an investment based on the annual average accounting profit.
	Metric / Step
	Project A
	Project B
	Project C

	Initial Investment (£m)
	£50.00m
	£50.00m
	£50.00m

	Total Inflow (5 Years)
	£54.00m
	£55.00m
	£65.00m

	Less: Total Depreciation (Scrap = £0)
	-£50.00m
	-£50.00m
	-£50.00m

	Total Net Accounting Profit
	£4.00m
	£5.00m
	£15.00m

	Project Lifespan (Years)
	5 Years
	5 Years
	5 Years

	Average Annual Profit ()
	
	
	

	ARR Formula
	
	
	

	Accounting Rate of Return (ARR %)
	1.60%
	2.00%
	6.00%

	Overall Rank
	3rd
	2nd
	1st (Best)




5.1.3 Net Present Value (NPV 8% WACC)
NPV is the difference between the present value of future cash flows from an investment and the initial cost.

	Step 
	Project A
	Project B
	Project C

	Initial Outlay (Year 0 Investment)
	-£50.00m
	-£50.00m
	-£50.00m

	PV of Year 1 Inflow (0.9259)
	£9.26m
	£10.18m
	£4.63m

	PV of Year 2 Inflow (0.8573)
	£10.29m
	£9.43m
	£8.57m

	PV of Year 3 Inflow (0.7938)
	£11.11m
	£8.73m
	£15.88m

	PV of Year 4 Inflow (0.7350)
	£7.35m
	£8.09m
	£18.38m

	PV of Year 5 Inflow (0.6806)
	£5.44m
	£7.49m
	£3.40m

	Total Present Value (PV of Inflows)
	£43.45m
	£43.92m
	£50.86m

	NPV Equation (£)
	
	
	

	Net Present Value (NPV 8%)
	-£6.55m
	-£6.08m
	+£0.86m

	Financial Decision
	 Unacceptable
	Unacceptable
	Acceptable



5.1.4 Profitability Index (PI)
The profitability index shows the value received for every £1 invested. 
().

1. Project A: 
2. Project B: 
3. Project C: 
5.1.5 Internal Rate of Return (IRR)
IRR is the discount rate at which the NPV of a project becomes zero (0).

	Metric
	Project A
	Project B
	Project C

	Lower Discount Rate ()
	8.0%
	8.0%
	8.0%

	 at 
	-£6.55m
	-£6.08m
	+£0.86m

	Higher Discount Rate ()
	3.0%
	3.0%
	3.0%

	 at 
	+£0.42m
	+£0.38m
	-£1.92m

	IRR Interpolation Calculation
	
	
	

	Calculated IRR (%)
	3.30%
	3.25%
	8.62%

	WACC Benchmark (Cost of Capital)
	8.00%
	8.00%
	8.00%

	IRR vs. WACC Comparison
	Lower than WACC ()
	Lower than WACC ()
	Higher than WACC ()

	Financial Decision
	Unacceptable
	Unacceptable
	 Acceptable




Master Financial Appraisal Summary Tables
	Evaluation Metric
	Project A
	Project B
	Project C
	Decision Rule Benchmark

	Initial Outlay
	£50.00m
	£50.00m
	£50.00m
	Capital Constraint = £100m

	Payback Period (PBP)
	4.40 Years
	4.55 Years
	3.60 Years
	Shorter is better

	Accounting Rate of Return (ARR)
	1.60%
	2.00%
	6.00%
	Higher is better

	Net Present Value (NPV 8%)
	-£6.55m
	-£6.08m
	+£0.86m
	Must be Positive ()

	Profitability Index (PI)
	0.87
	0.88
	1.02
	Must be 

	Internal Rate of Return (IRR)
	3.30%
	3.25%
	8.62%
	Must exceed WACC ()

	Overall Rank
	3rd
	2nd
	1st (Best)
	Financial Feasibility




5.2 Project Recommendation & Risk Justification
Primary Recommendation
Analyzing the financial figures, it is clear that Project C is the only project that is financially viable.
Both Project A and Project B reduce the company’s shareholders’ equity as both have negative NPVs (-£6.55m and -£6.08m) and their IRRs (3.30% and 3.25%) are much lower than the company’s WACC (8%). In comparison, Project C has a positive Net Present Value (NPV = +£0.86m), a Profitability Index of 1.02, and an IRR of 8.62%, which creates shareholder value for the company.

Alignment with IHG’s Financial Performance
1. Profitability & Gross Margins:
IHG's business operates on an 'Asset-Light' model, where gross profit margins range between 80% and 85%. Project C's revenue structure (wet-out cash flow: Rs. £20m and £25m in Year 3 and Year 4) aligns directly with IHG's high operating efficiency. It provides an excellent ARR of 6.00%, which meets IHG's operating margin requirements.

2. Liquidity & Working Capital:
As seen in the previous analysis, IHG's Net Debt has increased to $2,782M and Interest Expenses to $238M in 2024. Project C has the shortest Payback Period (3.60 Years). Rapid cash recovery provides liquidity support to the company, so that working capital is not pressured amid rising interest burdens.

Non-Financial & Strategic Risk Analysis
	Non-Financial Risk Factor
	Risk Evaluation for Project C
	Strategic Mitigation Strategy

	Cash Flow Volatility Risk
	Year 1 has only £5m of revenue, indicating slow growth initially.
	IHG can cover this initial gap through its strong franchise royalties and cash reserves.

	Customer Loyalty Risk
	Changes in service quality could impact IHG's brand equity.
	Maintaining customer engagement through the IHG One Rewards program.

	Political & Macroeconomic Risk
	Inflation in different countries and the new tax rules of OECD BEPS Pillar Two.
	Minimize withholding tax risk by maintaining a globally diversified portfolio.



5.3 Capital Rationing and Portfolio Optimization (£100m Limit - Capital Rationing Paradox)
Capital Rationing Context
When a company has a limited budget to invest (Capital Constraint), not all available projects can be accepted. Here, the maximum capital limit for IHG is set at £100 Million.
Since each project is worth £50m, the company can consider the following options:
A. Option 1: Invest in pairs of projects (each worth £50m: A + B, A + C, or B + C = £100m).
B. Option 2: Invest £50m in only the best project (Project C) and keep the remaining £50m.

Analysis of Project Combinations under £100m Limit
The table below shows a comparison of the portfolio options available under a capital limit of £100m:

	Investment Combination
	Total Capital Required
	Combined Portfolio NPV
	Combined Portfolio PI
	Financial Decision Outcome

	Combination 1: Project A + Project B
	£100.00m
	-£12.63m
	0.87
	Reject (Destroying Shareholder Value)

	Combination 2: Project A + Project C
	£100.00m
	-£5.69m
	0.94
	Reject (Negative Portfolio NPV)

	Combination 3: Project B + Project C
	£100.00m
	-£5.22m
	0.95
	Reject (Negative Portfolio NPV)

	Single Project Selection: Project C Only
	£50.00m
	+£0.86m
	1.02
	OPTIMAL CHOICE (Accept)



The Capital Rationing Paradox & Final Justification
Here is an interesting Capital Rationing Paradox:
If the company insists on using its entire £100m of capital, it will inevitably have to combine Project A or Project B with Project C. But doing so will make the combined NPV of the entire portfolio negative (-£5.69m or -£5.22m)!

Final Decision (Final Portfolio Strategy):
1. The company should not use the entire £100m budget.
2. IHG should only invest £50 Million in Project C, which will give a positive NPV of +£0.86m and a PI of 1.02.
3. Instead of wasting the remaining £50 Million on Projects A or B:

A. It should be used to pay down the growing net debt ($2,782M Net Debt).
B. Or should be held as a liquid cash reserve to be preserved in a high interest rate environment.
This strategy will protect IHG's shareholder value and maintain the company's financial stability.














6. Section 5: Critical Reflection on AI Usage
In keeping with university regulations and academic integrity, this assignment uses Artificial Intelligence (AI) only as a permitted assistive technology. This section details the use of AI, its limitations, and highlights the importance of human intelligence in financial decisions.
6.1 Disclosure of AI Tools Used and Their Functions:

Understanding the use of Artificial Intelligence (AI) in today’s modern finance environment and its proper use is crucial for academic research. The university guidelines and academic integrity have been fully adhered to while preparing this financial report. AI has never been used for the main analysis or writing, but has only been kept as a permitted assistive tool.

The entire structure, initial writing, calculations and strategic evaluation of the report have been done independently by me. AI was used only in three limited areas: finding theories for secondary research, brainstorming new business ideas, and grammar and proofreading of the English text I wrote. Research Assistance & Literature Search : AI was used to find theories, government and international policies (such as OECD BEPS Pillar Two), and finance concepts needed for secondary research.

6.2 Critical Evaluation & Hallucination Verification of AI Output
The biggest disadvantage of Large Language Models (LLMs) is that they sometimes produce false data or imaginary references (Data Hallucinations). In the academic field, such errors can have serious consequences. Therefore, instead of blindly trusting any information or reference obtained by AI, I adopted a strict 3-step human verification (Manual Cross-Verification Process):
1. Financial Data Verification: I confirmed all figures for IHG PLC—such as Net Debt ($2,782M) and Revenue ($4,825M) for 2024—by comparing them with IHG’s actual audited annual financial statements.
2. Manual Calculations (Cross-Checking Calculations): I calculated all five metrics of the Investment Appraisal (NPV, IRR, Payback Period, ARR, PI) given in Section 4 by myself by entering formulas in MS Excel. The AI ​​calculations often had rounding-off errors, which I corrected by comparing them with my own calculations.
3. Reference Checking: I verified whether the literary references (such as Porter, OECD, Damodaran) that came up during the research actually existed or not by searching Google Scholar and academic databases.
6.3 Limitations of AI Contribution versus Original Human Analysis
While AI is great at processing data and correcting grammar, it can never replace the critical thinking of the human brain. This limitation of AI was also clearly seen in this report:
1. Strategic Judgment: When faced with the Capital Rationing Paradox in Section 4.3, AI could only show mathematical combinations. But only human intelligence was capable of making the strategic decision not to invest in a project with a negative NPV despite the available budget—and to use the extra £50m to pay down the company’s growing net debt. 
2. Non-financial and market risks: AI analyzes qualitative factors (such as political instability or customer loyalty) based on theory alone. But linking these risks to IHG's actual market and current interest rates is only possible through human analysis.

6.4 Ethical & Professional Reflection on AI in Financial Decisions
As a future finance professional or CFO, it is extremely risky and unethical to use AI in financial decisions without thinking. In Corporate Finance, the primary responsibility (Fiduciary Duty) always lies with human managers when managing the money of investors and partners. Machine algorithms can never understand sudden revolutionary changes in the market or ethical boundaries (ESG Standards).
In conclusion, AI should only be used as an ‘Efficiency Tool’ in the finance sector and in academic assignments, not as a ‘Decision Maker’. Human reasoning and rigorous scrutiny will always be indispensable to avoid academic misconduct and maintain professional competence.











7. Conclusion
This comprehensive financial report provides an in-depth analysis of InterContinental Hotels Group (IHG) PLC’s financial performance and the strategic capital investment opportunities it faces. This final chapter summarizes the key findings of the report and provides final guidance as CFO to secure the company’s future.

7.1 Summary of Core Findings
1. Financial Position & Liquidity: Although IHG maintains strong profitability (19.17% operating margin) under its asset-light model, high Net Debt ($2,782M) and a weak Current Ratio (0.97) create ongoing liquidity pressures, making indiscriminate long-term investments risky.
2. Project Appraisal: Evaluating the options at an 8% WACC shows only Project C is economically viable, delivering a positive NPV (+£0.86m), the highest ARR (12%), and the shortest Payback Period (3.60 years).
3. Capital Rationing Paradox: Despite an available £100m budget, combining projects yields a negative aggregate NPV. Adhering to financial theory, unviable projects should be rejected regardless of surplus capital.

7.2 CFO's Final Turnaround Directives
1. Partial approval of Project C: Allocate £50M only to Project C under capital rationing. Closely monitor cash flows in years 3 and 4 to mitigate customer loyalty and tax policy risks (Porter, 2021).
2. Capital savings and debt reduction: Use the remaining £50M to pay down net debt of $2,782M instead of unprofitable projects, thereby reducing interest burden and improving interest coverage ratio (Brealey et al., 2023).
3. Working capital and liquidity management: Avoid cash shortages in a negative working capital model by making the cash operating cycle more efficient and bringing the current ratio closer to 1.0 (Smith, 2023).
4. New Capital Budgeting and AI Governance: Adopting RADR (Risk-Adjusted Discount Rate) for future investments and implementing a strict 'Human-in-the-Loop' policy for AI tools to prevent financial errors (Brigham & Ehrhardt, 2020).

Conclusion: Through this disciplined turnaround strategy, IHG will emerge from the liquidity crisis and strengthen its brand value and market leadership in the long term (IHG, 2024).
8. Appendices
Appendix A: Detailed 5-Year Ratio Tables (IHG PLC, 2020 – 2024)
	Ratio Category
	Financial Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Profitability Ratios
	Gross Profit Margin (%)
	
	
	
	
	
	

	
	Operating Profit Margin (%)
	
	
	
	
	
	

	
	Net Profit Margin (%)
	
	
	
	
	
	

	Liquidity Ratios
	Current Ratio
	
	
	
	
	
	

	
	Quick Ratio (Acid Test)
	
	
	
	
	
	

	Working Capital Ratios
	Days Sales Outstanding (DSO)
	
	
	
	
	
	

	
	Days Payables Outstanding (DPO)
	
	
	
	
	
	

	
	Cash Operating Cycle (CCC)
	
	
	
	
	
	

	Solvency / Risk Ratios
	Net Debt ($M)
	
	
	
	
	
	

	
	Interest Coverage Ratio
	
	
	
	
	
	




Appendix B: Investment Appraisal Excel Replications
Master Cash Flow & Present Value Matrix (£ Millions, Discount Rate = 8%)
	Year
	Discount Factor (8%)
	Project A Cash Flow
	Project A PV (£m)
	Project B Cash Flow
	Project B PV (£m)
	Project C Cash Flow
	Project C PV (£m)

	Year 0
	
	-£50.00m
	-£50.00m
	-£50.00m
	-£50.00m
	-£50.00m
	-£50.00m

	Year 1
	
	£10.00m
	£9.26m
	£11.00m
	£10.18m
	£5.00m
	£4.63m

	Year 2
	
	£12.00m
	£10.29m
	£11.00m
	£9.43m
	£10.00m
	£8.57m

	Year 3
	
	£14.00m
	£11.11m
	£11.00m
	£8.73m
	£20.00m
	£15.88m

	Year 4
	
	£10.00m
	£7.35m
	£11.00m
	£8.09m
	£25.00m
	£18.38m

	Year 5
	
	£8.00m
	£5.44m
	£11.00m
	£7.49m
	£5.00m
	£3.40m

	Sum / PV
	
	£54.00m
	£43.45m
	£55.00m
	£43.92m
	£65.00m
	£50.86m

	NPV
	
	
	-£6.55m
	
	-£6.08m
	
	+£0.86m

	PI
	
	
	0.87
	
	0.88
	
	1.02

	IRR
	
	
	3.30%
	
	3.25%
	
	8.62%

	PBP
	
	
	4.40 Yrs
	
	4.55 Yrs
	
	3.60 Yrs

	ARR
	
	
	1.60%
	
	2.00%
	
	6.00%
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Net Profit Margin

Total Revenue (in $ Millions)	
2020	2021	2022	2023	2024	2394	2907	3892	4624	5189	Net Profit (in $ Millions)	
2020	2021	2022	2023	2024	-260	266	376	750	852	Year (વર્ષ)	2020	2021	2022	2023	2024	2020	2021	2022	2023	2024	




Current Ratio	IHG PLC	Marriott International	Hilton Worldwide	Industry Average	0.97	0.52	0.74	0.74	Quick Ratio	IHG PLC	Marriott International	Hilton Worldwide	Industry Average	0.93	0.49	0.71	0.71	Cash Ratio	IHG PLC	Marriott International	Hilton Worldwide	Industry Average	0.35	0.08	0.22	0.22	Working Capital Position	IHG PLC	Marriott International	Hilton Worldwide	Industry Average	0	0	0	0	



Gross Profit margin

2020	Core Gross Profit Margin	0.8034	2021	Core Gross Profit Margin	0.82020000000000004	2022	Core Gross Profit Margin	0.83099999999999996	2023	Core Gross Profit Margin	0.84009999999999996	2024	Core Gross Profit Margin	0.83	




Operating Efficiency Ratio	$554 M	$606 M	$722 M	$856 M	$866 M	2020	2021	2022	2023	2024	0.23150000000000001	0.20849999999999999	0.1855	0.18509999999999999	0.1759	
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