s[image: ]
Faculty of Business and Management

Module Title
Financial Management

Strategic Financial Evaluation, Restructuring
and Investment Appraisal Report
InterContinental Hotels Group PLC (IHG)
			Student name: Bhaveshkumar Arashibhai Odedara
Student id: 2536676
Lecturer name: Ghulam Mujtaba
      Submission date: 13th August 2026
 




Table of Contents
1. Introduction	4
2. Financial Health Check	4
2.1 Five-Year Financial Performance Overview	4
2.2 Profitability Analysis	5
2.3 Liquidity and Working Capital Position	7
2.4 Efficiency Analysis	8
2.5 Gearing and Financial Risk	9
2.6 Cash Flow Analysis and Overall Financial Health	11
3. Working Capital Management Analysis	12
3.1 Working Capital Position and Cash Operating Cycle	12
3.2 Strategies to Improve Liquidity	14
3.3 Short-Term versus Long-Term Financing	15
4. Strategic Financial Restructuring Plan	16
4.1 Need for Financial Restructuring	16
4.2 Evaluation of Strategic Restructuring Options	16
4.3 International Financial Considerations	17
4.4 Ethical, CSR and ESG Implications	18
5. Investment Appraisal and Capital Budgeting	18
5.1 Investment Appraisal Methods	19
5.2 Comparative Project Evaluation	20
5.3 Recommended Investment Project	21
5.4 Capital Rationing under the £100 Million Constraint	22
5.5 Final Investment Decision	23
6. Conclusion	24
7. References	25
8. Appendix	27
Appendix A – Financial Data of 5 years	27
Appendix B – Ratio calculations	28
Appendix C - Working Capital & Cash Operating	28
Appendix D - Investment Appraisal	29

Table of figures
Figure 1: IHG Profitability Trend (2021–2025)	6
Figure 2: IHG Liquidity Trend (2021–2025)	7
Figure 3: IHG Efficiency Trend (2021–2025)	9
Figure 4: IHG Debt Ratio Trend (2021–2025)	10
Figure 5: IHG Cash Flow Performance (2021–2025)	11
Figure 6: IHG Net Working Capital Trend (2021–2025)	13







[bookmark: _Toc235636764]1. Introduction
InterContinental Hotels Group PLC (IHG) is a major international hospitality group operating through a broad portfolio of hotel brands across global markets (IHG, 2026a). Its predominantly asset-light model, based on franchising and hotel management, supports international expansion while limiting the capital required for direct hotel ownership. However, IHG operates in a financially sensitive industry where performance is affected by changes in consumer demand, inflation, interest rates, foreign exchange movements and wider economic conditions. 
This report critically evaluates IHG’s financial performance and financial management over 2021–2025, a period characterised by substantial improvement in profitability and cash generation but increasing balance-sheet pressure. Revenue increased from $2,907 million in 2021 to $5,189 million in 2025, while operating profit increased from $494 million to $1,198 million. However, total borrowings also increased from $2,845 million to $4,201 million, while shareholders’ equity deteriorated from −$1,474 million to −$2,736 million. 
The analysis therefore examines profitability, liquidity, efficiency, gearing and cash-flow ratios alongside working-capital performance to identify the underlying causes of financial changes rather than simply reporting numerical trends. The report subsequently evaluates liquidity improvement, financing and restructuring alternatives, international financial risks and investment opportunities using PBP, ARR, NPV, PI and IRR. Based on these findings, the report develops financially justified recommendations aimed at strengthening liquidity, controlling leverage and supporting sustainable shareholder value creation.
[bookmark: _Toc235636765]2. Financial Health Check
[bookmark: _Toc235636766]2.1 Five-Year Financial Performance Overview
InterContinental Hotels Group (IHG) demonstrated a substantial improvement in financial performance between 2021 and 2025, although this recovery was accompanied by increasing leverage and a progressively weaker equity position. As shown in Appendix A, total revenue increased from $2,907 million in 2021 to $5,189 million in 2025, representing overall growth of approximately 78.50%, calculated as (($5,189m − $2,907m) ÷ $2,907m) × 100. Operating profit increased even more strongly, from $494 million to $1,198 million, an increase of approximately 142.51%. Profit for the year similarly rose from $265 million in 2021 to $759 million in 2025, indicating significant improvement in the Group's earnings capacity (IHG, 2026).
The improvement in earnings is particularly notable relative to asset growth. Total assets increased by only 13.34% between 2021 and 2025, from $4,716 million to $5,345 million, while revenue and operating profit grew considerably faster (). This suggests stronger utilisation of the Group's asset base. Total borrowings increased from $2,845 million to $4,201 million, equivalent to growth of 47.66%. Furthermore, total equity deteriorated from −$1,474 million in 2021 to −$2,736 million in 2025. Therefore, IHG's financial health presents a contrasting picture: strong operational recovery and cash generation coexist with increasing financial leverage and balance-sheet vulnerability.
[bookmark: _Toc235636767]2.2 Profitability Analysis
Profitability ratios provide evidence of a substantial strengthening in IHG's ability to convert revenue and assets into profits over the five years.
Operating Profit Margin = Operating Profit ÷ Total Revenue × 100
For example, in 2025:
= $1,198m ÷ $5,189m × 100 = 23.09%
The movement in operating profit margin reflects changes in IHG’s operating performance across the five-year period. The margin declined slightly from 16.99% in 2021 to 16.14% in 2022 because revenue increased at a faster rate than operating profit during the continuing recovery in hotel demand (IHG, 2022). The margin then increased significantly to 23.05% in 2023, reflecting stronger trading performance and the substantial recovery in hotel activity, which allowed operating profit to grow faster than revenue. In 2024, the margin decreased to 21.15%, despite continued revenue growth, because operating profit did not increase proportionately; IHG reported pressure from System Fund and reimbursable activities during the year. The margin subsequently recovered to 23.09% in 2025 because operating profit increased substantially faster than revenue, indicating improved operating leverage and stronger profitability. 

[bookmark: _Ref235632303][bookmark: _Toc235636794]Figure 1: IHG Profitability Trend (2021–2025)
Net profitability followed a broadly similar pattern. The formula used is:
Net Profit Margin = Profit for the Year ÷ Total Revenue × 100
For 2025:
= $759m ÷ $5,189m × 100 = 14.63%
Net profit margin increased from 9.12% in 2021 to 9.66% in 2022 and then increased substantially to 16.22% in 2023, reflecting the improvement in IHG’s underlying trading performance and earnings (IHG, 2023). However, the margin fell to 12.76% in 2024 because the improvement in operating performance did not translate proportionately into profit for the year, with higher financing and other costs placing pressure on bottom-line profitability. The ratio recovered to 14.63% in 2025, supported by stronger operating profit and improved overall earnings. This indicates that IHG restored part of its bottom-line profitability after the 2024 deterioration, although the 2025 margin remained below the 2023 peak.
Return on Assets (ROA) assesses how effectively the asset base generates profit:
ROA = Profit for the Year ÷ Total Assets × 100
For 2025:
= $759m ÷ $5,345m × 100 = 14.20%
ROA increased from 5.62% in 2021 to 8.92% in 2022 as profit recovered and increased relative to the asset base. The ratio rose further to 15.58% in 2023, reflecting the substantial improvement in profitability and more effective utilisation of assets. ROA subsequently declined to 13.23% in 2024, as profit weakened while the asset base remained substantial. In 2025, ROA recovered to 14.20% as profit for the year increased to $759 million. The movement indicates that IHG became considerably more effective at generating profit from its assets compared with 2021, although the decline in 2024 highlights sensitivity to changes in profitability.
[bookmark: _Toc235636768]2.3 Liquidity and Working Capital Position
IHG's liquidity position represents a more significant area of concern. The current ratio measures the ability of current assets to cover short-term liabilities:
Current Ratio = Current Assets ÷ Current Liabilities
For 2025:
= $2,049m ÷ $2,100m = 0.98 times
The current ratio declined from 1.27 in 2021 to 1.09 in 2022, indicating that current liabilities increased relative to current assets during the period of financial recovery. It subsequently fell to 0.97 in 2023, meaning that current liabilities exceeded current assets and therefore reduced IHG’s short-term liquidity buffer (IHG, 2024). The ratio remained at 0.97 in 2024, reflecting continued pressure on short-term liquidity as the Group increased its financial commitments and returned more than $1 billion to shareholders through dividends and share buybacks. In 2025, the ratio improved marginally to 0.98, supported by stronger operating performance and cash generation; however, it remained below 1, indicating that current liabilities still exceeded current assets. 
The quick ratio provides a stricter liquidity assessment by excluding inventories:
Quick Ratio = (Current Assets − Inventories) ÷ Current Liabilities
For 2025:
= ($2,049m − $5m) ÷ $2,100m = 0.97 times

[bookmark: _Toc235636795]Figure 2: IHG Liquidity Trend (2021–2025)
The quick ratio followed a similar pattern, declining from 1.27 in 2021 to 1.08 in 2022, before falling to 0.97 in 2023 and remaining at this level in 2024 and 2025. The decline indicates that IHG’s immediately available current assets became less sufficient to cover short-term liabilities. The very small difference between the current ratio and quick ratio is consistent with IHG’s extremely low inventory balance; therefore, the deterioration in liquidity was not primarily caused by inventory levels but by the relationship between current assets and current liabilities. The stability at approximately 0.97 from 2023 onwards suggests that the underlying liquidity pressure persisted despite the Group’s stronger profitability.
This deterioration is further demonstrated by net working capital:
Net Working Capital = Current Assets − Current Liabilities
For 2025:
= $2,049m − $2,100m = −$51m
Net working capital declined from +$442 million in 2021 to +$134 million in 2022, before becoming negative at −$61 million in 2023, −$59 million in 2024 and −$51 million in 2025 (IHG, 2026). Although the slight improvement since 2023 is positive, sustained negative working capital creates short-term financial exposure. However, for a cash-generative, asset-light hospitality group, this position should be interpreted alongside operating cash flows rather than viewed in isolation. Nevertheless, the trend reinforces the need for disciplined liquidity management and cash-flow forecasting.
[bookmark: _Toc235636769]2.4 Efficiency Analysis
IHG's efficiency improved substantially over most of the period, as measured through the asset turnover ratio:
Asset Turnover Ratio = Total Revenue ÷ Total Assets
For 2025:
= $5,189m ÷ $5,345m = 0.97 times
[image: ]
[bookmark: _Toc235636796]Figure 3: IHG Efficiency Trend (2021–2025)
The ratio increased from 0.62 times in 2021 to 0.92 in 2022, 0.96 in 2023 and 1.04 in 2024, demonstrating increasingly effective utilisation of IHG's asset base to generate revenue. The 2024 ratio indicates that each dollar invested in assets supported approximately $1.04 of revenue. However, asset turnover decreased to 0.97 in 2025 (IHG, 2025). This occurred as total assets increased from $4,748 million to $5,345 million, a faster proportional increase than revenue growth from $4,923 million to $5,189 million. While this moderation warrants monitoring, the 2025 ratio remains considerably stronger than the 0.62 recorded in 2021. Overall, the trend supports the view that IHG's operational recovery has enhanced asset productivity, although future asset growth must continue to generate proportionate revenue returns.
[bookmark: _Toc235636770]2.5 Gearing and Financial Risk
Despite stronger profitability, IHG's capital structure indicates increasing financial risk. Using total borrowings relative to total assets:
Debt Ratio = Total Borrowings ÷ Total Assets × 100
For 2025:
= $4,201m ÷ $5,345m × 100 = 78.60%
[image: ]
[bookmark: _Toc235636797]Figure 4: IHG Debt Ratio Trend (2021–2025)
The debt ratio decreased initially from 60.33% in 2021 to 56.83% in 2022, but subsequently increased sharply to 65.78% in 2023, 68.96% in 2024 and 78.60% in 2025. This deterioration reflects substantial growth in borrowings. Total borrowing increased from $2,396 million in 2022 to $4,201 million in 2025.
The trend is particularly significant when considered alongside IHG's negative equity. Total equity deteriorated from −$1,474 million in 2021 to −$2,736 million in 2025. As a result, a conventional positive debt-to-equity interpretation is inappropriate because the denominator is negative. Instead, the combination of negative equity and rising borrowings highlights potential balance-sheet risk.
Higher leverage can enhance shareholder returns when operating returns exceed financing costs; however, it also increases exposure to interest-rate movements, refinancing conditions and economic downturns. Financial expenses increased from $147 million in 2021 to $202 million in 2025, reinforcing the potential cost of a debt-heavy capital structure (IHG, 2026). Consequently, while IHG's profitability provides some capacity to service financing obligations, the rapid rise in leverage may reduce future borrowing flexibility. Management should therefore balance shareholder distributions and investment requirements against the strategic objective of strengthening the balance sheet.
[bookmark: _Toc235636771]2.6 Cash Flow Analysis and Overall Financial Health
IHG's cash flow performance provides an important counterbalance to the concerns identified in liquidity and gearing. Net cash generated from operating activities increased from $636 million in 2021 to $646 million in 2022 and $893 million in 2023. Although it declined to $724 million in 2024, it recovered strongly to $898 million in 2025 (IHG, 2022).
Operating Cash Flow Growth (2021–2025) can be calculated as:
= ($898m − $636m) ÷ $636m × 100 = 41.19%
Adjusted free cash flow demonstrated a similarly positive long-term trend, rising from $589 million in 2021 to $893 million in 2025, representing approximately 51.61% growth:
= ($893m − $589m) ÷ $589m × 100 = 51.61%

[bookmark: _Toc235636798]Figure 5: IHG Cash Flow Performance (2021–2025)
The close relationship between net operating cash flow of $898 million and adjusted free cash flow of $893 million in 2025 demonstrates strong cash conversion and provides IHG with internal financial resources to support investment, debt servicing and shareholder returns. However, strong cash generation should not obscure the Group's structural financial risks.
IHG's five-year financial health presents a mixed but operationally strong position. Revenue, operating profit, net profitability, ROA, asset efficiency and cash generation have all improved significantly compared with 2021. These trends demonstrate successful operational recovery and enhanced earnings capacity. Conversely, liquidity has weakened, with the current ratio falling below 1 and net working capital remaining negative since 2023. More importantly, the debt ratio reached 78.60% in 2025, while shareholders' equity became increasingly negative. Therefore, IHG's principal financial challenge is not insufficient profitability but maintaining an appropriate balance between growth, shareholder distributions, liquidity and financial leverage. Future financial management should prioritise disciplined working-capital control, sustainable debt management and the use of strong operating cash flows to improve balance-sheet resilience while preserving strategically valuable investment opportunities.
[bookmark: _Toc235636772]3. Working Capital Management Analysis
[bookmark: _Toc235636773]3.1 Working Capital Position and Cash Operating Cycle
Working capital management is particularly important for InterContinental Hotels Group (IHG), as the Group must maintain sufficient liquidity to meet short-term obligations while supporting international operations and strategic growth. IHG's net working capital (NWC) deteriorated considerably between 2021 and 2025. Net working capital is calculated as:
Net Working Capital = Current Assets − Current Liabilities
For example, in 2025:
NWC = $2,049m − $2,100m = −$51m
As illustrated in Figure 6, IHG reported positive net working capital of $442 million in 2021, which declined substantially to $134 million in 2022. The position subsequently became negative, reaching −$61 million in 2023, −$59 million in 2024 and −$51 million in 2025.

[bookmark: _Ref235632306][bookmark: _Toc235636799]Figure 6: IHG Net Working Capital Trend (2021–2025)
The deterioration is consistent with the liquidity analysis, where the current ratio declined from 1.27 in 2021 to 0.98 in 2025, while the quick ratio fell from approximately 1.27 to 0.97. Consequently, by 2025, current liabilities exceeded current assets, potentially increasing IHG's dependence on continuous operating cash inflows and access to short-term financing.
The cash operating cycle (COC) provides additional insight into working capital efficiency and is calculated as:
Cash Operating Cycle = Inventory Days + Receivables Days − Payables Days
Based on the available financial data, inventory days remained extremely low, reflecting IHG's service-oriented and asset-light hospitality business model. In 2025, inventory days were approximately:
Inventory Days = Inventory ÷ Cost of Sales × 365
= $5m ÷ $764m × 365 = 2.39 days
Receivables days for 2025 were:
Receivables Days = Trade and Other Receivables ÷ Revenue × 365
= $833m ÷ $5,189m × 365 = 58.59 days
Payables days were estimated as:
Payables Days = Current Trade and Other Payables ÷ Cost of Sales × 365
= $676m ÷ $764m × 365 = 322.96 days
This produces an indicative negative cash operating cycle. However, this result should be interpreted cautiously because the available figures represent trade and other receivables and trade and other payables, rather than pure trade balances. Other liabilities included within these categories can significantly inflate the estimated payable period. Therefore, these calculations are useful as indicative working-capital measures but should not be interpreted as a precise representation of IHG's supplier payment cycle. The complete calculations should be presented in Appendix C.
[bookmark: _Toc235636774]3.2 Strategies to Improve Liquidity
IHG's declining liquidity ratios and negative working capital position indicate that management should strengthen short-term financial resilience without unnecessarily holding excessive idle cash. The priority should be the improvement of receivables management. With estimated receivables days of approximately 58.59 days in 2025 based on the broader receivables balance, management should strengthen collection procedures, monitor overdue balances and establish appropriate credit limits for counterparties. Greater use of automated invoicing and real-time receivables monitoring across international operations could accelerate cash collection (Awan, 2023). The financial benefit would be earlier conversion of revenue into cash and reduced dependence on external short-term financing. However, excessively restrictive credit terms could potentially affect commercial relationships, requiring a balanced approach.
IHG should optimise rather than simply extend its payment terms. Effective negotiation with suppliers could preserve cash while maintaining reliable relationships with strategic partners (Olajide et al., 2023). However, deliberately delaying payments beyond agreed terms may damage supplier confidence, reduce access to favourable terms and create reputational concerns. IHG could strengthen centralised cash and treasury management across its international operations. Cash surpluses generated in one market could potentially support liquidity requirements elsewhere, subject to taxation, regulatory and foreign exchange restrictions. Centralised treasury oversight can reduce unnecessary borrowing, improve visibility over cash balances and facilitate more efficient allocation of liquidity. 
A further priority should be enhanced cash-flow forecasting and scenario analysis. The Group should maintain rolling forecasts incorporating hotel demand, economic downturns, interest rates, inflation and geopolitical disruptions. Stress testing would allow management to identify potential liquidity gaps before they materialise and arrange appropriate funding facilities (Adrian et al., 2020). This is particularly important given IHG's current ratio of 0.98 and its increasing debt exposure.
IHG should maintain an appropriate liquidity reserve and committed credit capacity. Although excessive cash holdings may reduce capital efficiency, sufficient liquidity protects against unexpected operating shocks. This strategy is supported by IHG's strong cash-generating capacity: net cash from operating activities reached $898 million in 2025, while adjusted free cash flow was $893 million. A proportion of these internally generated funds could therefore be retained to strengthen liquidity rather than being fully committed to distributions, acquisitions or expansion. 
[bookmark: _Toc235636775]3.3 Short-Term versus Long-Term Financing
IHG's financing strategy should balance cost, flexibility and financial risk. Short-term financing, including bank overdrafts, short-term borrowings and revolving credit facilities, can provide flexibility for temporary working capital requirements (Tiwary and Paul, 2023). Such facilities are useful for managing seasonal or unexpected cash-flow mismatches because funds can generally be accessed when required. However, excessive reliance on short-term debt exposes IHG to refinancing risk and changing interest rates. This is particularly relevant because current borrowings increased from $55 million in 2022 to $478 million in 2025, while the Group already has a weak net working capital position.
In contrast, long-term financing, including bonds and other long-term debt, provides greater funding certainty and reduces immediate refinancing pressure (Gödecke et al., 2025). However, increasing long-term borrowing would be problematic given IHG's existing leverage. Non-current borrowings increased from $2,553 million in 2021 to $3,723 million in 2025, while the debt ratio reached approximately 78.60%. Additional debt could therefore increase interest costs and reduce future financial flexibility.
Equity financing could strengthen the balance sheet and reduce financial risk, but issuing new equity may dilute existing shareholders and may be unattractive depending on market conditions. IHG's negative reported equity position makes capital structure management particularly important. Therefore, IHG should adopt a balanced financing strategy. Short-term committed facilities should primarily serve as liquidity buffers rather than permanent sources of finance, while additional long-term borrowing should be approached cautiously given existing leverage. 
[bookmark: _Toc235636776]4. Strategic Financial Restructuring Plan
[bookmark: _Toc235636777]4.1 Need for Financial Restructuring
IHG's financial analysis demonstrates a need for strategic restructuring despite its strong operational recovery. Total revenue increased from $2,907 million in 2021 to $5,189 million in 2025, while operating profit reached $1,198 million and adjusted free cash flow increased to $893 million. However, this improvement has been accompanied by increasing balance-sheet risk. Total borrowings rose from $2,845 million in 2021 to $4,201 million in 2025, while the debt ratio reached approximately 78.60%. Furthermore, total equity deteriorated from −$1,474 million to −$2,736 million, indicating a structurally weak equity position. Liquidity has also tightened, with the current ratio declining from 1.27 to 0.98 and net working capital reaching −$51 million in 2025. Therefore, restructuring should not primarily address operational weakness but should use IHG's strong profitability and cash generation to improve balance-sheet resilience, reduce financial risk and preserve capacity for sustainable growth.
[bookmark: _Toc235636778]4.2 Evaluation of Strategic Restructuring Options
One potential strategy is debt restructuring and refinancing. IHG could review the maturity profile of its borrowings and refinance selected obligations where longer maturities or more favourable financing conditions are available. Extending debt maturities could reduce short-term refinancing pressure and improve financial flexibility, particularly given the Group's weak liquidity position (Chen et al., 2026). Refinancing may also provide opportunities to manage exposure to variable interest rates through an appropriate combination of fixed and floating-rate borrowing. However, refinancing does not automatically reduce the absolute level of debt. With total borrowings of $4,201 million in 2025, replacing existing debt with new borrowing may simply postpone financial pressure. A second option is selective asset or non-core business divestiture. IHG could review its asset portfolio and dispose of investments or activities that generate insufficient strategic or financial returns. Proceeds could be directed towards debt repayment or liquidity enhancement. This approach could improve the debt position without diluting existing shareholders and is broadly compatible with an asset-light hospitality strategy. Reducing debt would also lower financing risk and potentially strengthen future borrowing capacity. 
A third and potentially more sustainable strategy is retained-cash-led deleveraging, possibly supported by equity financing if required. IHG generated $898 million in net cash from operating activities and $893 million in adjusted free cash flow in 2025, demonstrating considerable internal financing capacity. Retaining a greater proportion of cash and allocating it towards debt reduction could gradually strengthen the balance sheet without creating additional interest obligations. The main trade-off is that greater cash retention may constrain dividends, share buybacks or expansion, potentially disappointing shareholders seeking immediate distributions. An equity injection could accelerate balance-sheet repair but may dilute existing ownership and earnings per share. The most appropriate restructuring approach is therefore likely to be a combination of debt refinancing, selective deleveraging and disciplined use of internally generated cash. IHG should avoid unnecessary increases in borrowing while prioritising repayment of expensive or strategically restrictive debt. 
[bookmark: _Toc235636779]4.3 International Financial Considerations
As an international hospitality group, IHG's restructuring strategy must consider financial risks arising from operations across multiple markets. Foreign exchange movements can affect reported revenue, profits and cash flows when overseas earnings are translated into the Group's reporting currency. Currency volatility can also influence the cost of international investments and debt obligations. Appropriate natural hedging and financial hedging strategies may therefore reduce excessive exposure while recognising that hedging itself involves costs (Ogundu, 2025).
Interest-rate risk is equally significant because rising rates can increase the cost of refinancing and servicing variable-rate debt (Velandia, 2022). Given IHG's increased borrowing, management should carefully assess the balance between fixed and floating-rate obligations when restructuring its debt portfolio.
Inflation can increase labour, energy, construction and operating costs throughout the hospitality sector (Zientara, 2026). Although some cost increases may be transferred to customers through higher room rates and fees, excessive price increases could weaken demand, particularly during periods of economic uncertainty.
International restructuring decisions must also consider taxation and regulatory differences across jurisdictions. While efficient international tax planning can protect shareholder value, aggressive arrangements may create regulatory and reputational risks (Elumilade et al., 2022). Geographic diversification can reduce dependence on a single economy, but it simultaneously exposes IHG to different political, economic and currency risks. 
[bookmark: _Toc235636780]4.4 Ethical, CSR and ESG Implications
Financial restructuring should also consider IHG's wider responsibilities to employees, investors, hotel owners, suppliers, customers and local communities. Cost reductions or asset disposals may strengthen short-term financial performance but could create negative consequences if they result in excessive workforce reductions, deteriorating employment conditions or disruption to important stakeholder relationships. Restructuring should therefore focus on long-term efficiency rather than purely short-term cost minimisation (Jerab and Mabrouk, 2023).
IHG should also protect strategically important ESG investments when allocating capital. Reducing debt should not result in underinvestment in energy efficiency, responsible resource consumption or other initiatives that can strengthen long-term competitiveness and reduce environmental risks. Similarly, international tax management should remain transparent and compliant with relevant regulations to minimise reputational and governance concerns (Elumilade et al., 2022).
The proposed restructuring strategy should balance shareholder value with broader stakeholder interests. Using strong internally generated cash flows to gradually reduce leverage, refinancing debt where economically beneficial and selectively divesting genuinely non-core assets offers a comparatively balanced approach. Such restructuring would allow IHG to address its rising financial risk while maintaining operational flexibility, supporting responsible investment and protecting its capacity to generate sustainable long-term value.
[bookmark: _Toc235636781]5. Investment Appraisal and Capital Budgeting
Investment appraisal is essential for supporting long-term capital allocation decisions because investment projects typically involve substantial initial expenditure and uncertain future cash flows (Jain, 2024). For InterContinental Hotels Group (IHG), effective capital budgeting is particularly important given the contrasting features of its current financial position. While the Group generated strong operating cash flows and improved profitability during 2021–2025, it also experienced weaker liquidity and rising financial leverage. Consequently, proposed investments should not only generate adequate financial returns but should also be assessed in relation to their impact on liquidity, debt exposure and overall financial flexibility. The three proposed projects, A, B and C, each require an initial investment of £50 million and have been evaluated over five years using an 8% required rate of return. Five investment 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).
[bookmark: _Toc235636782]5.1 Investment Appraisal Methods
The Payback Period (PBP) measures the time required for cumulative cash inflows to recover the initial investment (Sinaga et al., 2023). Its principal advantage is simplicity and its emphasis on liquidity and investment risk. This is relevant to IHG because the Group reported negative net working capital of $51 million in 2025. However, PBP ignores the time value of money and cash flows generated after the payback point, meaning that it should not be used independently to determine shareholder value creation.
The Accounting Rate of Return (ARR) evaluates average accounting profit relative to average investment:
ARR = Average Annual Accounting Profit ÷ Average Investment × 100
ARR is straightforward and uses accounting profitability, but it does not directly consider project cash flows or the time value of money.
The Net Present Value (NPV) discounts future project cash flows at the required return:
NPV = Present Value of Future Cash Inflows − Initial Investment
A positive NPV indicates expected shareholder value creation. NPV is therefore considered particularly relevant for choosing between mutually competing investments.
The Profitability Index (PI) is:
PI = Present Value of Future Cash Inflows ÷ Initial Investment
A PI above 1 indicates an acceptable investment and is particularly useful where capital is constrained.
IRR represents the discount rate at which NPV equals zero. A project is normally acceptable where its IRR exceeds the required return. However, IRR can sometimes produce misleading rankings for projects with unusual cash-flow patterns. Consequently, the five techniques should be interpreted collectively, with greater emphasis placed on NPV for value-maximising decisions.
[bookmark: _Toc235636783]5.2 Comparative Project Evaluation
The financial outcomes for Projects A, B and C demonstrate significant differences in their attractiveness.
Table 1: Investment Appraisal Results
	Appraisal Method
	Project A
	Project B
	Project C

	Payback Period (PBP)
	4.50 years
	4.55 years
	3.60 years

	Accounting Rate of Return (ARR)
	3.20%
	4.00%
	12.00%

	NPV @ 8%
	−£6.54m
	−£6.08m
	+£0.86m

	Profitability Index (PI)
	0.869
	0.878
	1.017

	Internal Rate of Return (IRR)
	2.72%
	3.26%
	8.59%


The payback calculation initially favours Project C, which recovers its £50 million investment in approximately 3.60 years. Project A requires approximately 4.50 years, while Project B has the longest payback at approximately 4.55 years. Project C therefore exposes IHG's capital to investment risk for a shorter period. This is particularly valuable given the Group's current liquidity constraints.
ARR also strongly favours Project C. As each project has a £50 million initial investment, zero residual value and a five-year life, annual straight-line depreciation is:
Depreciation = £50m ÷ 5 = £10m per year
Average investment is:
Average Investment = (£50m + £0m) ÷ 2 = £25m
Project C generates total cash inflows of £65 million. Its average annual cash inflow is £13 million, producing average accounting profit of:
£13m − £10m depreciation = £3m
Therefore:
ARR = £3m ÷ £25m × 100 = 12.00%
This is substantially higher than Project A's 3.20% and Project B's 4.00%.
NPV provides the strongest evidence supporting Project C because it explicitly incorporates the 8% cost of capital and the timing of cash flows. Project A produces an NPV of approximately −£6.54 million, while Project B generates approximately −£6.08 million. Both projects would therefore be expected to destroy economic value under the stated assumptions. In contrast, Project C produces a positive NPV of approximately £0.86 million, indicating that its discounted future cash inflows exceed its initial investment.
The PI results reinforce this conclusion. Project A's PI of 0.869 and Project B's PI of 0.878 are below the acceptance threshold of 1. In contrast, Project C achieves 1.017, meaning it generates approximately £1.017 of present value for every £1 invested.
Similarly, the IRRs for Projects A and B are only 2.72% and 3.26%, respectively, significantly below IHG's required 8% return. Project C achieves an IRR of approximately 8.59%, exceeding the hurdle rate. Therefore, all five appraisal techniques consistently identify Project C as the financially superior investment.
[bookmark: _Toc235636784]5.3 Recommended Investment Project
Based on the quantitative analysis, IHG should proceed with Project C, subject to further strategic and risk assessment. It is the only project that meets both the NPV and IRR acceptance criteria. Its positive NPV of £0.86 million indicates expected value creation, while its 8.59% IRR exceeds the required 8% return. The PI of 1.017 confirms that the present value generated exceeds the required capital commitment. Project C also offers the shortest payback period of 3.60 years and the highest ARR of 12%, providing consistent support across all five appraisal methods.
However, the relatively modest margin between Project C's IRR of 8.59% and the 8% required return indicates that the investment may be sensitive to adverse changes in assumptions. Cost overruns, delays or lower-than-expected cash inflows could eliminate its positive NPV. Therefore, sensitivity and scenario analysis would strengthen the final decision before capital is committed.
The recommendation must also be considered against IHG's wider financial position. The Group generated $898 million in net cash from operating activities and $893 million in adjusted free cash flow in 2025, providing substantial internal cash-generation capacity. This supports its ability to finance strategically valuable investments. Conversely, the current ratio was only 0.98, net working capital was −$51 million, and the debt ratio had increased to approximately 78.60%. Therefore, financing Project C through significant additional borrowing could intensify financial risk. 
Non-financial risks must also influence the decision. Political and geopolitical instability could affect tourism flows and operating conditions. Foreign exchange movements could alter returns where project cash flows are generated internationally. Customer loyalty and market demand are equally important because financial forecasts depend on sustained demand and competitive positioning. ESG and reputational considerations should also be assessed to ensure that the project aligns with IHG's wider sustainability commitments. Finally, execution risks including construction delays, implementation problems and cost escalation that should be incorporated into project monitoring. Project C is therefore financially preferable, but its positive value depends on disciplined risk management.
[bookmark: _Toc235636785]5.4 Capital Rationing under the £100 Million Constraint
The capital rationing decision requires IHG to identify the most appropriate allocation of a maximum £100 million investment budget. Since each project requires £50 million, IHG could theoretically undertake two projects simultaneously.
Table 2: Capital Rationing Analysis
	Investment Option
	Total Investment
	Combined NPV
	Assessment

	Project A only
	£50m
	−£6.54m
	Reject

	Project B only
	£50m
	−£6.08m
	Reject

	Project C only
	£50m
	+£0.86m
	Recommended

	Project A + B
	£100m
	−£12.62m
	Reject

	Project A + C
	£100m
	−£5.68m
	Reject

	Project B + C
	£100m
	−£5.22m
	Best two-project combination, but negative NPV


From a shareholder-value perspective, Project C alone represents the optimal capital allocation. Combining Project C with either Project A or B would transform a positive investment outcome into a negative combined NPV. For example:
Project B + Project C NPV = −£6.08m + £0.86m = −£5.22m
Although B+C is the highest-ranked two-project combination, it still destroys approximately £5.22 million in value based on the 8% required return.
The £100 million constraint should therefore be interpreted as a maximum available investment budget rather than an obligation to spend the entire amount. Capital rationing should focus on maximising value, not maximising expenditure. Consequently, committing £50 million to Project C and retaining the remaining £50 million for future positive-NPV opportunities is financially preferable to investing in a negative-NPV project merely to exhaust the budget.
If management were explicitly required to select two projects, B+C would be preferable to A+C or A+B because it produces the least negative combined NPV. Nevertheless, such a decision would conflict with the objective of shareholder wealth maximisation. This distinction demonstrates why NPV should remain central to the capital-rationing decision.
[bookmark: _Toc235636786]5.5 Final Investment Decision
The recommended investment decision is for IHG to proceed with Project C and reject Projects A and B under the current financial assumptions. Project C is the only alternative generating a positive NPV (£0.86 million), a PI above 1 (1.017) and an IRR (8.59%) exceeding the 8% required return. It also provides the shortest payback period and highest ARR.
However, because Project C's financial advantage is relatively narrow, management should conduct sensitivity and scenario analysis before final approval and establish controls for cost escalation, currency exposure, political risk and implementation delays. Given IHG's high leverage and weak short-term liquidity, substantial additional debt financing should also be avoided where possible. Investing £50 million in Project C while retaining the remaining available capital provides the strongest combination of shareholder value creation, liquidity protection and financial flexibility. Projects A and B should only be reconsidered if their expected cash flows improve materially, investment costs decline, or the required rate of return changes.
[bookmark: _Toc235636787]6. Conclusion
The financial analysis of IHG between 2021 and 2025 demonstrates a strong operational recovery alongside increasing financial risks. Revenue, operating profitability and cash generation improved considerably, with the operating profit margin reaching 23.09%, ROA reaching 14.20%, and adjusted free cash flow increasing to $893 million in 2025. However, the Group's financial position remains exposed to significant balance-sheet pressures. The current ratio declined to 0.98, net working capital remained negative at $51 million, and the debt ratio increased substantially to 78.60%, alongside an increasingly negative equity position. 
Consequently, IHG should prioritise disciplined working capital management, effective cash-flow forecasting and a restructuring strategy combining selective debt refinancing with internally funded deleveraging. This would strengthen financial resilience while maintaining flexibility for future growth. Regarding capital investment, Project C is the preferred option, as it is the only project generating a positive NPV of £0.86 million, a PI above 1 and an IRR exceeding the 8% required return. Overall, IHG should pursue profitable growth cautiously, using its strong cash-generating capacity to strengthen liquidity and reduce leverage while investing selectively in projects that create sustainable long-term shareholder value.
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[bookmark: _Toc235636790]Appendix A – Financial Data of 5 years 
	Data in $m
	2021
	2022
	2023
	2024
	2025

	INCOME STATEMENT

	Total Revenue
	2,907
	3,892
	4,624
	4,923
	5,189

	Revenue from Reportable Segments
	1,390
	1,843
	2,164
	2,312
	2,468

	Cost of Sales
	486
	648
	742
	745
	764

	Operating Profit
	494
	628
	1,066
	1,041
	1,198

	Financial Income
	8
	22
	39
	63
	49

	Financial Expenses
	147
	118
	126
	178
	202

	Profit Before Tax
	361
	540
	1,010
	897
	1,074

	Tax Expense
	96
	164
	260
	269
	315

	Profit for the Year
	265
	376
	750
	628
	759

	Profit attributable to IHG shareholders
	266
	375
	750
	628
	758

	Basic EPS (cents)
	145.4
	207.2
	443.8
	389.6
	490.9

	BALANCE SHEET

	Cash & Cash Equivalents — Balance Sheet
	1,450
	976
	1,322
	1,008
	1,129

	Inventories
	4
	4
	5
	4
	5

	Trade & Other Receivables
	574
	646
	740
	785
	833

	Current Assets
	2,066
	1,678
	2,129
	1,869
	2,049

	Property, Plant & Equipment
	137
	157
	153
	146
	148

	Total Assets
	4,716
	4,216
	4,813
	4,748
	5,345

	Current Trade & Other Payables
	579
	697
	711
	650
	676

	Total Current Liabilities
	1,624
	1,544
	2,190
	1,928
	2,100

	Current Borrowings
	292
	55
	599
	398
	478

	Non-current Borrowings
	2,553
	2,341
	2,567
	2,876
	3,723

	Total Borrowings
	2,845
	2,396
	3,166
	3,274
	4,201

	Total Liabilities
	6,190
	5,824
	6,759
	7,056
	8,081

	Total Equity
	-1,474
	-1,608
	-1,946
	-2,308
	-2,736

	CASH FLOW DATA

	Cash Flow from Operations
	848
	961
	1,219
	1,149
	1,361

	Net Cash from Operating Activities
	636
	646
	893
	724
	898

	Purchase of PP&E
	17
	54
	28
	29
	28

	Interest Paid
	134
	126
	119
	170
	202

	Interest Received
	8
	22
	36
	57
	46

	Dividends Paid to Shareholders
	0
	233
	245
	259
	270

	Adjusted Free Cash Flow
	589
	615
	837
	655
	893


[bookmark: _Toc235636791]Appendix B – Ratio calculations
	Ratio
	2021
	2022
	2023
	2024
	2025

	Operating Profit Margin
	16.99%
	16.14%
	23.05%
	21.15%
	23.09%

	Net Profit Margin
	9.12%
	9.66%
	16.22%
	12.76%
	14.63%

	ROA
	5.62%
	8.92%
	15.58%
	13.23%
	14.20%

	Current Ratio
	1.27
	1.09
	0.97
	0.97
	0.98

	Quick Ratio
	1.27
	1.08
	0.97
	0.97
	0.97

	Asset Turnover
	0.62
	0.92
	0.96
	1.04
	0.97

	Debt Ratio
	60.33%
	56.83%
	65.78%
	68.96%
	78.60%

	Debt-to-Equity
	-1.93
	-1.49
	-1.63
	-1.42
	-1.54

	Operating Cash Flow Ratio
	0.39
	0.42
	0.41
	0.38
	0.43


[bookmark: _Toc235636792]Appendix C - Working Capital & Cash Operating
	Working Capital Calculation

	 
	2021
	2022
	2023
	2024
	2025

	Net Working Capital ($m)
	442
	134
	-61
	-59
	-51

	Current Ratio
	1.27
	1.09
	0.97
	0.97
	0.98

	Quick Ratio
	1.27
	1.08
	0.97
	0.97
	0.97

	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 

	Cash Operating Cycle Measure

	Cash Operating Cycle Measure
	2021
	2022
	2023
	2024
	2025

	Inventory Days
	3
	2.25
	2.46
	1.96
	2.39

	Receivables Days
	72.07
	60.58
	58.41
	58.2
	58.59

	Payables Days
	434.85
	392.6
	349.75
	318.5
	322.96

	Cash Operating Cycle (Days)
	-359.8
	-329.8
	-288.9
	-258.3
	-262


[bookmark: _Toc235636793]Appendix D - Investment Appraisal
	Year
	Project A (£m)
	Project B (£m)
	Project C (£m)
	Discount Factor @ 8%

	0
	-50
	-50
	-50
	1

	1
	10
	11
	5
	0.9259

	2
	12
	11
	10
	0.8573

	3
	14
	11
	20
	0.7938

	4
	10
	11
	25
	0.735

	5
	8
	11
	5
	0.6806

	Total Cash Inflows
	54
	55
	65
	—

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	Final Investment Appraisal Results

	Appraisal Method
	Project A
	Project B
	Project C
	Best

	Payback Period
	4.50 years
	4.55 years
	3.60 years
	Project C

	ARR
	3.20%
	4.00%
	12.00%
	Project C

	NPV @ 8%
	-£6.54m
	-£6.08m
	+£0.86m
	Project C

	Profitability Index (PI)
	0.869
	0.878
	1.017
	Project C

	IRR
	2.72%
	3.26%
	8.59%
	Project C








IHG Cash Flow Performance (2021–2025)

Net Cash from Operating Activities	
2021	2022	2023	2024	2025	636	646	893	724	898	Adjusted Free Cash Flow	
2021	2022	2023	2024	2025	589	615	837	655	893	Year


Cash Flow ($m)




IHG Net Working Capital Trend (2021–2025)

Net Working Capital ($m)	
2021	2022	2023	2024	2025	442	134	-61	-59	-51	Year


Net Working Capital ($m)



IHG Profitability Trend (2021–2025)

Operating Profit Margin	
2021	2022	2023	2024	2025	0.16993464052287582	0.16135662898252826	0.2305363321799308	0.21145642900670322	0.23087300057814608	Net Profit Margin	
2021	2022	2023	2024	2025	9.1159270725834199E-2	9.6608427543679348E-2	0.16219723183391002	0.12756449319520619	0.14627095779533628	ROA	
2021	2022	2023	2024	2025	5.6191687871077187E-2	8.9184060721062622E-2	0.15582796592561812	0.13226621735467564	0.14200187090739008	Year 





IHG Liquidity Trend (2021–2025)

Current Ratio	
2021	2022	2023	2024	2025	1.2721674876847291	1.0867875647668395	0.97214611872146117	0.96939834024896265	0.97571428571428576	Quick Ratio	
2021	2022	2023	2024	2025	1.2697044334975369	1.0841968911917099	0.96986301369863015	0.96732365145228216	0.97333333333333338	Year


Ratio
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