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[bookmark: _Toc237517866]1. Introduction
This report is prepared from the perspective of the Chief Financial Officer of InterContinental Hotels Group PLC (IHG), one of the world's largest hotel companies, operating a family of more than twenty brands across over one hundred countries under a predominantly asset-light, fee-based model (IHG, 2026). Its purpose is to evaluate IHG's financial performance over the five years to 31 December 2025, to diagnose the principal financial issues facing the business, and to propose a coherent financial strategy that is viable, globally scalable and ethically defensible. The report also appraises three competing investment projects in order to inform near-term capital allocation.
The scope covers five areas. First, a financial health check interprets IHG's income statement, statement of financial position and cash flow statement, supported by ratio analysis and industry benchmarking. Second, working capital management is examined through the cash operating cycle and financing choices. Third, a strategic restructuring plan considers divestiture, merger and equity options alongside international and ethical dimensions. Fourth, an investment appraisal applies payback, accounting rate of return, net present value, profitability index and internal rate of return to three projects, followed by a capital rationing decision. Finally, a critical reflection considers the use of artificial intelligence in preparing the report. Throughout, the emphasis is on evaluation rather than description, drawing on academic and professional evidence to justify each judgement.
[bookmark: _Toc237517867]2. Financial Health Check
This section evaluates IHG's financial performance across the six ratio categories required of a comprehensive analysis, namely profitability, liquidity, efficiency, gearing, investment and cash flow, before drawing together the trends, strengths and threats and benchmarking the group against its sector. Ratio analysis is a diagnostic rather than a conclusive tool: it identifies questions rather than answering them, and its value depends on interpreting each measure against the firm's business model, its trend over time and an appropriate benchmark (Robinson, 2020). This principle proves decisive for IHG, whose asset-light structure makes several conventional ratios behave in ways that would mislead an analyst applying manufacturing-based rules of thumb. IHG's headline performance improved markedly over the review period as global travel recovered from the pandemic. Table 1 summarises the key figures drawn from the group's published results.
Table 1. IHG selected financial data, 2021–2025 (US$m). Source: compiled from IHG full-year results and audited Group financial statements (IHG, 2023; 2024; 2025; 2026). Revenue, operating profit and profit for the year are IFRS reported figures; net debt and adjusted EBITDA are the group's defined non-GAAP measures; total equity is the reported net-liabilities position (equity deficit).
	US$m
	2021
	2022
	2023
	2024
	2025

	Total revenue (IFRS)
	2,907
	3,892
	4,624
	4,923
	5,189

	Operating profit (IFRS)
	494
	628
	1,066
	1,041
	1,198

	Profit for the year
	265
	376
	750
	628
	759

	Net cash from operations
	636
	961
	893
	724
	898

	Adjusted EBITDA
	632
	896
	1,086
	1,189
	1,332

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

	Net debt
	1,881
	1,851
	2,270
	2,782
	3,333

	Total equity (deficit)
	(1,474)
	(1,608)
	(1,946)
	(2,308)
	(2,736)


[bookmark: _Toc237517868]2.1 Profitability
Revenue grew every year, rising from US$2,907m in 2021 to US$5,189m in 2025, an increase of roughly 78% across the period. Operating profit more than doubled over the same window, and the operating margin strengthened from about 17.0% in 2021 to 23.1% in 2025 (see Table 2). This margin expansion reflects the operating leverage inherent in a fee-based model, in which incremental franchise and management revenue carries very low marginal cost; IHG reported a fee margin of 64.8% in 2025 (IHG, 2026). The dip in reported net margin in 2024, to 12.8% from 16.2% in 2023, is largely explained by a planned System Fund reduction and higher adjusted interest expense rather than by deteriorating trading (IHG, 2025), illustrating why headline profit figures should be read alongside the underlying commentary rather than in isolation.
Return on assets, calculated on average total assets, improved from around 5.4% in 2021 to roughly 13–17% in 2023–2025. However, conventional return on equity is not meaningful for IHG because the group reports negative shareholder equity, a point developed under gearing below. This is a clear illustration of the wider principle that ratios must be interpreted in context rather than mechanically, since a single distorted denominator can render a familiar metric misleading (Robinson, 2020).
A closer reading of the trend reveals that the quality, and not merely the quantity, of profit improved. Between 2021 and 2023 the recovery was driven principally by volume, as suppressed pandemic demand returned and revenue per available room climbed back towards and then beyond 2019 levels (IHG, 2023). From 2023 onwards, by contrast, growth depended more on rate and margin discipline than on volume, mirroring the wider sector shift from rate power to operational precision documented across the industry, where profit protection came from cost control rather than topline expansion (CBRE, 2025; PwC, 2026). For a fee-based operator this is significant, because fee income is more resilient than owned-hotel income in a downturn; it insulates IHG from the demand softness that most affects asset-heavy peers. The comparison with the sector therefore flatters IHG's model, but it also concentrates risk, since the group's earnings ultimately depend on the trading health of the franchisees who pay those fees. A prolonged squeeze on franchisee profitability would eventually feed through to IHG's own revenue, a second-order exposure that headline margins alone do not reveal.
Table 2. IHG key financial ratios by category, 2021–2025. Source: author's calculations from Table 1 and the audited Group statement of financial position; formulas and source balances in Appendix A. Return on assets and asset turnover use average opening and closing total assets; current and quick ratios use disclosed total current assets and current liabilities.
	Ratio
	2021
	2022
	2023
	2024
	2025

	Profitability
	
	
	
	
	

	  Operating margin
	17.0%
	16.1%
	23.1%
	21.1%
	23.1%

	  Net profit margin
	9.1%
	9.7%
	16.2%
	12.8%
	14.6%

	  Return on assets (avg)
	5.4%
	8.4%
	16.6%
	13.1%
	15.0%

	Liquidity
	
	
	
	
	

	  Current ratio
	1.27
	1.09
	0.97
	0.97
	0.98

	  Quick ratio
	1.27
	1.08
	0.97
	0.97
	0.97

	Efficiency
	
	
	
	
	

	  Asset turnover (avg, x)
	0.60
	0.87
	1.02
	1.03
	1.03

	Gearing
	
	
	
	
	

	  Net debt / EBITDA (x)
	3.0
	2.1
	2.1
	2.3
	2.5

	  Interest cover (x, approx.)
	4.7
	8.2
	8.1
	6.3
	6.0

	Investment & cash flow
	
	
	
	
	

	  Dividend per share (¢)
	126.0
	138.4
	152.3
	167.6
	184.5

	  Op. cash flow / revenue
	21.9%
	24.7%
	19.3%
	14.7%
	17.3%


[bookmark: _Toc237517869]2.2 Liquidity
IHG's liquidity is structurally different from that of an asset-heavy manufacturer, and the corrected five-year picture is one of deliberate deterioration rather than persistent weakness. The current ratio fell steadily from 1.27 in 2021 to around 0.97–0.98 from 2023 onwards (Table 2). The high 2021 figure reflects the large precautionary cash balance the group accumulated during the pandemic (US$1,450m of cash at end-2021); as normal trading resumed, IHG deployed that surplus into share buybacks and dividends, drawing the ratio down towards one. This is a strategic choice, not a sign of distress: holding idle cash is costly for a business with dependable operating inflows, so allowing liquidity to normalise while returning capital is rational. In a conventional interpretation a current ratio near one signals adequate but not abundant short-term cover (Atrill and McLaney, 2019); for a franchising and management business that holds negligible inventory (US$4m) and collects fees on regular cycles, it is comfortable. Liquidity risk therefore rests less on the current ratio than on refinancing capacity, which the group manages through its net debt to EBITDA target of 2.5–3.0 times and committed backup facilities (IHG, 2026).
A textbook rule of thumb treats a current ratio near 2.0 as healthy (Atrill and McLaney, 2019), but such benchmarks derive from manufacturing and retail, where inventory and receivables dominate current assets. Applying them uncritically to an asset-light lodging operator would generate a false negative, wrongly flagging IHG as illiquid when its business model deliberately minimises the current assets those benchmarks reward. The formal peer benchmarking that supports this judgement is presented in Table 3 in the following sub-section. The analytically defensible conclusion is that IHG's liquidity, having normalised from its pandemic peak to around one, is adequate for its model, and that any assessment relying solely on the current ratio would mislead. This does not eliminate liquidity risk; rather, it relocates it from day-to-day solvency to the refinancing of maturing debt, up to US$3,333m of net debt by 2025.
Table 3. Liquidity benchmarking against asset-light hotel peers, FY2024. Source: author's calculations from Hilton (2025) and Marriott (2025) Form 10-K filings; IHG from audited accounts (IHG, 2025). Equity deficit is shown for context only and is not a liquidity measure; all three groups report negative book equity as a result of shareholder returns.
	FY2024
	Current ratio
	Equity deficit
	Model

	IHG
	0.97
	(US$2,308m)
	Franchise/managed

	Hilton
	0.70
	(US$3,706m)
	Franchise/managed

	Marriott
	0.42
	(US$2,992m)
	Franchise/managed

	Textbook norm
	~2.0
	Positive
	Manufacturing/retail


The benchmarking sharpens rather than softens the judgement. All three leading asset-light operators report current ratios at or below one and negative book equity, confirming that these features are structural characteristics of the fee-based lodging model, not warning signs specific to IHG. IHG's 0.97 in 2024 is in fact the strongest of the three, ahead of Hilton's 0.70 and Marriott's 0.42, the latter depressed by large guest-loyalty liabilities classified as current (Hilton, 2025; Marriott, 2025). The equity deficits are shown only for context: they are not liquidity measures, but they reinforce that debt-funded shareholder returns have pushed book equity negative across the peer group. Judged against the conventional benchmark of around 2.0 (Atrill and McLaney, 2019), all three would appear illiquid, which demonstrates why sector-appropriate comparators, not generic rules of thumb, are the correct reference point. The more meaningful liquidity risk lies in refinancing: IHG's rising net debt of US$3,333m by 2025 must be rolled over as bonds mature, and it is here, rather than in the current ratio, that attention should focus.
[bookmark: _Toc237517870]2.3 Efficiency, gearing and investment measures
Asset turnover improved from 0.60 in 2021 to around 1.03 in 2023–2025 (on average assets), indicating that the group generated more revenue per dollar of assets as occupancy recovered. On gearing, the striking feature is negative equity, which widened from US$(1,474)m in 2021 to US$(2,736)m in 2025. This is not a sign of insolvency but the accounting consequence of returning more than US$1bn to shareholders each year through buybacks and dividends, which reduces retained earnings and treasury-adjusted equity below zero (IHG, 2026). Because equity is negative, debt-to-equity and gearing percentages become uninterpretable, and analysts must instead rely on net debt to EBITDA and interest cover. Net debt to EBITDA remained within or close to the group's stated 2.5–3.0 times target range throughout, at 2.5 times in 2025, and interest cover of roughly six to eight times suggests earnings comfortably service financing costs, so the leverage, while high in absolute terms, appears sustainable given the stability of fee income (IHG, 2026). On investment measures, the group grew its dividend by around 10% annually, from 126.0¢ in 2021 to 184.5¢ in 2025, and sustained large buybacks, signalling management confidence in future cash generation. On the cash flow category, the picture is the most reassuring of all: operating cash flow was positive and generally rising across the period, reaching US$898m in 2025, and the group targets around 100% conversion of adjusted earnings into adjusted free cash flow (IHG, 2026). High cash conversion is the ultimate validation of profit quality, because it confirms that reported earnings are backed by cash rather than by accounting accruals. For a business whose equity is negative and whose leverage is rising, this dependable cash generation is the single most important indicator of financial health, since it is cash, not book equity, that services debt and funds returns.
[bookmark: _Toc237517871]2.4 Trends, strengths, threats and benchmarking
The dominant trend is a strong, cash-generative recovery, with revenue, margins and returns all improving. IHG's core strengths are its asset-light model, which limits capital intensity and supports high margins, and its brand and loyalty scale, with more than 160 million loyalty members by 2025 and around two-thirds of room nights booked by members (IHG, 2026). Set against the sector, this positioning is favourable: brand performance has diverged sharply, and CBRE (2025) reports that revenue per available room across major brand families has varied by a wide margin over the last decade, so scale and brand strength increasingly determine profitability. The principal threats are macroeconomic and structural. Sector data show United States revenue per available room was broadly flat to slightly negative through 2025, with a pronounced "K-shaped" split in which luxury outperformed while economy segments weakened (PwC, 2026). PwC (2026) nonetheless forecasts a recovery of around 2.9% in United States revenue per available room in 2026 as demand growth outpaces supply. Persistent cost inflation, softening inbound United States travel and rising net debt are the clearest risks to margins. A more subtle strategic vulnerability is the growing dependence on continued buybacks to sustain earnings-per-share growth: adjusted earnings per share rose 16% in 2025, but part of that growth came from a reduction in the share count rather than from operating performance alone (IHG, 2026). Buyback-driven growth is only sustainable while cash generation remains strong, so any prolonged demand shock would expose the group to a double pressure of weaker trading and reduced capacity to flatter per-share metrics. On balance, the financial health check portrays a fundamentally strong business whose principal risks lie not in current performance but in the sustainability of a capital-return policy that depends on uninterrupted cash generation.
[bookmark: _Toc237517872]3. Working Capital Management Analysis
[bookmark: _Toc237517873]3.1 The cash operating cycle
The cash operating cycle, or cash conversion cycle, measures the time between paying suppliers and collecting cash from customers, calculated as inventory days plus receivables days minus payables days (Richards and Laughlin, 1980). For IHG the cycle is structurally short and often negative, because the group holds almost no inventory and, in its managed and franchised operations, frequently collects fees and deposits before or close to the point of service while deferring payments to suppliers. Table 4 illustrates the components using approximate figures.
Table 4. Cash operating cycle components, 2023–2025. Source: author's calculations from disclosed trade and other receivables and trade and other payables (IHG, 2025; 2026). Receivables days = (trade and other receivables / total revenue) × 365. Because IHG does not disclose a separate cost of sales, payables days are a clearly-labelled proxy computed on total revenue and should be read as indicative only.
	Component
	2023
	2024
	2025

	Trade & other receivables (US$m)
	740
	785
	833

	Inventory (US$m)
	≈4
	≈4
	≈4

	Receivables days
	58
	58
	59

	Payables days (proxy)
	≈80
	≈78
	≈77

	Cash operating cycle (indicative)
	≈ (18) to (22)
	≈ (16) to (20)
	≈ (14) to (18)


Even on the more conservative proxy, the cycle remains negative, in an indicative range of roughly minus 14 to minus 22 days. A negative cycle means the business is, in effect, financed by its suppliers and customers, freeing cash for investment and shareholder returns, and is a genuine competitive advantage of the asset-light model rather than a weakness. It also reframes the interpretation of the current ratio: a firm with a negative cash conversion cycle can operate safely with a current ratio around one precisely because its operations generate rather than consume cash. The two observations are therefore consistent, not contradictory, which is why the components must be read together. Two caveats apply. First, because IHG does not disclose a cost-of-sales figure, the payables-days measure is a revenue-based proxy and the precise cycle length is uncertain, which is why a range rather than a point estimate is reported. Second, the figures use year-end balances, which can understate intra-year seasonal peaks; a fuller analysis would use average monthly balances, which are not publicly disclosed.
[bookmark: _Toc237517874]3.2 Improving liquidity through working capital reform
Although IHG's cycle is already efficient, liquidity can be strengthened further, and the impact can be quantified. Reducing receivables days by five, from roughly 59 to 54 days, would on 2025 revenue of US$5,189m release approximately US$71m of cash (5 ÷ 365 × US$5,189m). A more modest three-day improvement would still free around US$43m. These sums are material relative to the group's ordinary dividend and illustrate that even small collection gains fund meaningful returns or deleveraging. Practical mechanisms would include tighter credit terms and automated billing for franchisee fees, earlier invoicing of loyalty-point and co-brand receipts, and disciplined follow-up on overdue balances, with the treasury function accountable for a defined days-sales-outstanding target. The academic evidence supports focused cycle management: Deloof (2003) and Shin and Soenen (1998) find that a shorter cash conversion cycle is generally associated with higher profitability, because less cash is tied up in operations. This view is not unqualified, however. More recent global evidence suggests the relationship is concave, implying an optimal rather than a minimal cycle, since overly aggressive terms can damage supplier and franchisee goodwill (Wang, 2019). For IHG the practical implication is that reform should protect franchisee relationships, which are the source of fee revenue, rather than pursue the shortest possible cycle at any cost.
[bookmark: _Toc237517875]3.3 Short-term versus long-term financing
Working capital can be financed through short-term sources, such as overdrafts, revolving credit and trade credit, or long-term sources, such as bonds and equity. Short-term finance is typically cheaper and more flexible but exposes the firm to refinancing and interest-rate risk, whereas long-term finance is more stable but more costly (Watson and Head, 2019). These trade-offs map onto the aggressive, conservative and matching approaches to working capital policy: an aggressive policy funds even part of permanent needs with short-term debt to lower cost, while a conservative policy funds temporary needs with long-term capital to reduce risk (Atrill and McLaney, 2019). Given IHG's dependable cash generation and investment-grade profile, a matching approach is most appropriate, financing long-term assets and permanent working capital with long-term debt while using committed revolving facilities to smooth seasonal fluctuations. This balances the lower cost of short-term funding against the refinancing risk that becomes acute when interest rates rise, as they did across the review period. IHG's actual structure is consistent with this: it funds itself principally through sterling and euro bonds with staggered maturities out to 2031 and holds an undrawn revolving credit facility for flexibility (IHG, 2026). The staggering of maturities is itself a risk-management choice, since it avoids concentrating refinancing in a single year and thereby limits exposure to any one period of tight credit conditions. For a business with a negative cash conversion cycle, the case for holding large precautionary short-term balances is weak, because operations themselves generate liquidity; the matching approach, supported by committed backup facilities, is therefore both cheaper and prudent for IHG's specific profile.
[bookmark: _Toc237517876]4. Strategic Financial Restructuring Plan
[bookmark: _Toc237517877]4.1 Restructuring options
Three restructuring routes merit consideration. First, continued portfolio optimisation through selective divestiture of any remaining owned or leased assets would reinforce the asset-light strategy and release capital. The empirical evidence is broadly supportive: divestitures and spin-offs tend to create shareholder value by sharpening management focus and improving capital allocation, with studies documenting positive abnormal returns around such announcements (Feldman, 2016; and the wealth-effects literature reviewed by Prezas and Simonyan, 2015). Second, a merger or bolt-on acquisition, such as the group's earlier acquisition of a stake in Regent (IHG, 2023), can add brands and scale in luxury segments that are currently outperforming (PwC, 2026), although acquisitions carry well-documented integration and overpayment risks. Third, an equity injection is possible but unattractive here, because the group is highly cash-generative and its negative book equity reflects deliberate returns of capital rather than distress; raising equity would dilute shareholders without clear need.
[bookmark: _Toc237517878]4.2 Impact on shareholder value, debt and flexibility
The preferred path is to maintain the asset-light model, pursue disciplined bolt-on acquisitions in premium segments, and continue returning surplus capital while holding net debt to EBITDA below the group's ceiling. Capital-structure theory frames the trade-off directly. Under trade-off theory, firms lever up until the tax-shield benefit of debt is offset at the margin by expected financial-distress costs (Myers, 1984), and recent evidence confirms that restructured firms target a stable leverage ratio consistent with this theory (Chen, Guha and Simu, 2025). For IHG, the stability of fee income supports a relatively high debt capacity, so moderate leverage enhances shareholder value through the tax shield and through funding buybacks, provided interest cover remains comfortable. Notably, IHG's December 2025 refinancing replaced its revolving credit facility with a US$1.5bn facility maturing in 2030 that carries no financial covenants (IHG, 2026), so leverage discipline is now self-imposed rather than contractually enforced; this makes management's own risk thresholds, rather than lender covenants, the binding constraint. The principal risk is that aggressive buybacks financed by debt reduce operational flexibility in a downturn, so restructuring should preserve self-imposed headroom rather than maximise short-term earnings per share.
It is worth weighing the competing theoretical lens. Pecking-order theory holds that firms prefer internal funds, then debt, and issue equity only as a last resort (Myers, 1984), which fits IHG's observed behaviour more closely than trade-off theory alone: the group funds investment from operating cash flow and uses debt for shareholder returns rather than issuing equity. The negative book equity is best understood through this behavioural lens, as the cumulative footprint of years of buybacks, rather than as evidence of an optimised target capital structure. The strategic tension the Board must manage is that buybacks flatter earnings per share and return capital tax-efficiently, but they also erode the equity cushion that absorbs shocks. In a severe downturn, a firm with negative book equity and high net debt has less visible balance-sheet resilience, even if its cash flows remain sound. The judgement, therefore, is not that IHG's policy is wrong, since its cash generation has comfortably supported it, but that the margin for error narrows as net debt rises, and that a disciplined ceiling on leverage is the safeguard that keeps the policy value-enhancing rather than value-threatening.
[bookmark: _Toc237517879]4.3 A staged restructuring plan
Translating this judgement into an actionable plan, the following staged framework spans 12 to 36 months and specifies the decision criteria at each step. It is deliberately conservative, prioritising the protection of the group's investment-grade rating over aggressive financial engineering.
Table 5. Indicative staged financial restructuring plan. Source: author's framework, informed by IHG (2026) capital-allocation policy.
	Stage / horizon
	Action
	Criterion / target

	0–12 months
	Hold leverage in policy range; complete existing buyback
	Net debt/EBITDA 2.5–3.0x; internal interest-cover floor ≥4.0x

	0–12 months
	Divest any residual owned/leased hotels
	Redeploy proceeds to fee-generating growth or debt reduction

	12–24 months
	Selective premium bolt-on acquisitions
	EV/EBITDA at or below sector median; accretive to fee margin

	12–36 months
	Refinance maturing bonds proactively
	Maintain BBB/Baa2 rating; stagger maturities

	Ongoing
	Return surplus capital only after headroom secured
	Buybacks funded from free cash flow, not incremental debt


The plan's central discipline is that shareholder returns are the residual, funded only once growth investment and an internally-set leverage buffer are secured, which directly addresses the vulnerability identified above that debt-financed buybacks erode resilience. Divestiture of any remaining owned assets reinforces the asset-light model and, on the evidence, tends to be value-accretive (Feldman, 2016), while acquisitions are gated by a valuation ceiling to avoid the overpayment that commonly destroys merger value.
[bookmark: _Toc237517880]4.4 International and ethical considerations
As a global operator, IHG faces material currency, inflation and taxation exposures. Earnings arise in many currencies but are reported in United States dollars, so translation risk affects reported results, as the group itself notes in flagging adverse currency impacts on operating profit (IHG, 2026). Cross-border operations also raise transfer-pricing and tax-transparency obligations, where aggressive tax planning would create reputational as well as regulatory risk. Inflation raises operating and construction costs and can compress margins if it cannot be passed to guests, a pressure evident in flat real revenue per available room across 2025 (PwC, 2026). Finally, environmental, social and governance considerations are increasingly financially material: the group's responsible-business commitments affect financing terms and investor appetite, and a credible corporate responsibility strategy is now a baseline expectation rather than a differentiator. A sound restructuring plan must therefore integrate these considerations rather than treat them as an afterthought, as summarised in Table 9.
Table 9. International and ethical risks with mitigations. Source: author's analysis.
	Risk
	Exposure for IHG
	Mitigation

	Currency
	USD reporting of multi-currency earnings
	Currency swaps on euro bonds; natural hedging

	Inflation
	Rising labour and construction costs
	Fee model passes cost to owners; cost-efficiency programme

	Taxation
	Transfer pricing across jurisdictions
	Transparent tax policy; avoid aggressive planning

	ESG / CSR
	Financing terms and investor appetite
	Journey to Tomorrow 2030 commitments; credible reporting


[bookmark: _Toc237517881]5. Investment Appraisal and Capital Budgeting
The Board is considering three mutually competing projects, each requiring an initial outlay of £50m and generating cash inflows over five years, appraised at a discount rate of 8% with straight-line depreciation to zero. Table 6 presents the results of five appraisal techniques; supporting calculations are in Appendix B.
Table 6. Investment appraisal results for Projects A, B and C. Source: author's calculations (Appendix B).
	Technique
	Project A
	Project B
	Project C

	Payback period (years)
	4.50
	4.55
	3.60

	Accounting rate of return*
	3.2%
	4.0%
	12.0%

	Net present value (£m)
	(6.54)
	(6.08)
	0.86

	Profitability index
	0.87
	0.88
	1.02

	Internal rate of return
	2.7%
	3.3%
	8.6%


*ARR calculated as average accounting profit divided by average investment (initial investment divided by two).
[bookmark: _Toc237517882]5.1 Interpretation of the techniques
The five methods largely agree, but they capture different dimensions of value. Payback favours Project C, which recovers its outlay fastest at 3.6 years, and thus offers the best liquidity and the lowest exposure to distant, uncertain cash flows; its weakness is that it ignores the time value of money and any cash beyond the payback point (Watson and Head, 2019). The accounting rate of return also ranks C highest, but relies on accounting profit rather than cash flow and disregards timing, so it is best treated as a supplementary check (Corporate Finance Institute, 2025). The discounted measures are decisive. Only Project C produces a positive net present value, of £0.86m, meaning only C adds shareholder wealth at the 8% cost of capital; both A and B destroy value, with negative net present values of £6.54m and £6.08m respectively. The profitability index confirms this, exceeding 1.0 only for C (1.02), and the internal rate of return does likewise: C's return of 8.6% is the only one above the 8% hurdle, whereas A and B return below 3%.
Net present value is widely regarded as the most reliable technique because it measures the absolute increase in shareholder wealth and correctly accounts for the timing and risk of cash flows, and where methods conflict on mutually exclusive projects, finance theory favours net present value (Watson and Head, 2019; Corporate Finance Institute, 2025). Here the methods do not conflict, which strengthens confidence in the conclusion.
[bookmark: _Toc237517883]5.2 Recommendation
Project C is recommended. It is the only project that creates value on every discounted measure and also offers the fastest payback, a rare alignment that reduces decision risk. The recommendation is reinforced by IHG's financial position. The group's strong and growing operating cash flow (Table 1) means it can fund C comfortably without straining liquidity, while its policy of holding net debt to EBITDA below 3.0 times argues against committing scarce capital to the value-destroying Projects A and B. Non-financial risks also favour C's profile: its cash flows peak in the middle years, reducing reliance on distant forecasts that are vulnerable to political risk, shifts in customer loyalty and the sector's demand volatility highlighted by PwC (2026). Nonetheless, C's margin of value creation is thin, so the decision is sensitive to the discount rate; a modest rise in the cost of capital would push even C below zero, which management should test through sensitivity analysis before committing.
The thinness of that margin deserves emphasis, and can be tested directly. Table 8 shows Project C's NPV under a range of discount rates and under reductions to its critical year-three and year-four inflows.
Table 8. Project C sensitivity to discount rate and to cash-flow reductions. Source: author's calculations.
	Scenario
	NPV (£m)
	Decision

	Discount rate 6%
	3.95
	Accept

	Discount rate 7%
	2.37
	Accept

	Discount rate 8% (base)
	0.86
	Accept (marginal)

	Discount rate 9%
	(0.59)
	Reject

	Discount rate 10%
	(1.98)
	Reject

	Years 3–4 inflows −10%
	(2.57)
	Reject

	Years 3–4 inflows −20%
	(5.99)
	Reject


The sensitivity analysis materially qualifies the recommendation. Project C creates value only while the discount rate stays at or below roughly 8.6%, its internal rate of return; at 9% the NPV is already negative. More strikingly, a 10% shortfall in the year-three and year-four cash flows, on which most of C's value depends, is sufficient on its own to turn the project value-destroying. The recommendation to accept C is therefore conditional rather than unconditional: it holds only if the 8% cost of capital is robust and the mid-life cash flows are reliable. Given the rising interest-rate environment across the review period, management should confirm the discount rate reflects IHG's true weighted average cost of capital before committing, since a higher figure would reject all three projects. This conditional framing is more defensible than a simple accept decision and reflects the principle that appraisal outputs are only as reliable as their assumptions.
[bookmark: _Toc237517884]5.3 Capital rationing
If a maximum of £100m were available, the Board could in principle fund two of the three £50m projects. Because the projects are indivisible, the correct method is to identify the feasible combinations and select the one that maximises total net present value, rather than mechanically ranking by profitability index, since index ranking can mislead when whole projects must be accepted or rejected (Ryan O'Connell, 2026). Table 6 shows every feasible pairing.
Table 7. Capital rationing: feasible two-project combinations. Source: author's calculations.
	Combination
	Total cost (£m)
	Combined NPV (£m)

	A + B
	100
	(12.62)

	A + C
	100
	(5.69)

	B + C
	100
	(5.22)

	C only
	50
	0.86


No two-project combination produces a positive combined net present value, because pairing the value-creating Project C with either value-destroying alternative drags the total below zero. The financially rational decision is therefore not to spend the full £100m budget but to invest £50m in Project C alone and either retain or return the remaining £50m. This illustrates a central principle of capital rationing: the objective is to maximise value within the constraint, not to exhaust the budget (Watson and Head, 2019). For a cash-generative firm such as IHG, whose stated policy is to return surplus capital to shareholders (IHG, 2026), declining to fund negative-value projects and returning the unused £50m is fully consistent with maximising shareholder wealth.
[bookmark: _Toc237517885]6. Critical Reflection on the Use of Artificial Intelligence
In line with the assessment's permitted uses of generative artificial intelligence, such tools were used only to support research and data analysis and to assist with proofreading, and not to structure the submission or to generate text for it. This reflection evaluates that use critically.
Tool disclosure. The generative artificial intelligence tool used was a large language model assistant (Anthropic's Claude, accessed during July 2026), employed in a limited, supporting capacity: to help locate credible sources on investment appraisal, working capital and corporate restructuring, to sense-check the arithmetic of the ratio and appraisal calculations, and to suggest grammatical and stylistic refinements to my own drafted text. All argument, structure, interpretation and judgement are my own, consistent with the assessment's rules and recorded in the artificial intelligence use acknowledgement.
Critical evaluation of output. Artificial intelligence output was treated as a starting point requiring verification, not as authority. Verification proved essential rather than a formality. A concrete example illustrates the risk: an early draft attributed the journal article on capital-structure theory in divestitures to "Barbosa, Bock and Fu", but checking the source directly against the publisher's record showed the correct authors to be Chen, Guha and Simu (2025); the citation was corrected accordingly. This is precisely the kind of fabricated-attribution error, a confident but false output, that the literature warns is characteristic of generative models and especially dangerous in a financial context where an undetected error can drive a flawed decision (United States Department of the Treasury, 2024). The episode reinforced a rule applied throughout: financial figures were traced back to IHG's audited accounts and independently recalculated, quantitative claims in the appraisal were reproduced by hand, and citations were checked against the original publications. This verification was iterative rather than perfect; an initial round of checking still left errors that a second, more systematic audit against the primary financial statements identified and corrected, which is itself a lesson in not over-trusting either the tool or a single pass of review. Where a figure could not be substantiated, it was discarded rather than retained. The value of the tool, in short, lay in acceleration, not authority; its outputs were treated as claims to be tested, and several were found wanting and corrected.
Contribution analysis. The intellectual core of this report, comprising the selection and interpretation of ratios, the diagnosis of IHG's negative-equity position, the restructuring judgement and the capital rationing conclusion, is entirely my own analysis. Artificial intelligence contributed only mechanical assistance, such as flagging a possible arithmetic slip or proposing a clearer sentence, which I then verified and rewrote. The distinction matters for academic integrity: the analytical synthesis is human, and the tool functioned as an assistant rather than an author.
Ethical and professional reflection. For a chief financial officer, the ethical stakes of artificial intelligence are considerable. Transparency about its use is now a baseline professional expectation rather than a differentiator, and a majority of financial board members are actively developing responsible-use policies (Coderio, 2026). Data privacy is a further concern, since inputting proprietary financial information into external models could breach confidentiality and data-protection obligations (Altrum, 2025). The greatest risk in executive decision-making is over-reliance, or automation bias, whereby plausible outputs are accepted without scrutiny; the profession's response is to keep a human in the loop and to treat artificial intelligence as a decision-support tool, not a decision-maker (CFA Institute, 2025). Applied here, that principle meant using the tool to accelerate research while retaining full personal responsibility for every conclusion.
[bookmark: _Toc237517886]7. Conclusion
This report set out to evaluate IHG's financial performance, diagnose its core issues and propose a defensible financial strategy, while appraising three investment projects. The analysis shows a business that has recovered strongly, with revenue rising to US$5,189m in 2025 and margins and returns expanding on the strength of an asset-light, cash-generative model. Its main vulnerabilities are high and rising net debt, a negative book-equity position that reflects sustained shareholder returns rather than distress, and exposure to a soft, uneven sector demand environment. Working capital is already efficient, with a structurally negative cash operating cycle that finances the business through its suppliers and customers, so reform should refine rather than overhaul it. The recommended strategy is to preserve the asset-light model, pursue disciplined premium-segment acquisitions, and maintain balanced leverage within the group's stated ceiling, integrating currency, inflation, tax and sustainability considerations throughout.
On investment, the appraisal is decisive: only Project C creates value, being the sole project with a positive net present value, a profitability index above one, an internal rate of return above the cost of capital, and the fastest payback. Sensitivity analysis shows this value is thin, disappearing above a 9% discount rate or a 10% shortfall in mid-life cash flows, so acceptance should be conditional on confirming the cost of capital and the cash-flow forecasts. Under a £100m constraint, no combination of two projects is jointly value-creating, so the rational course is to invest £50m in Project C alone rather than exhaust the budget.
For the Board, four prioritised actions follow. First, accept Project C only after sensitivity and cost-of-capital confirmation, and reject Projects A and B. Second, hold net debt to EBITDA within the 2.5–3.0 times policy range, treating shareholder returns as the residual after growth investment and an internal leverage buffer. Third, implement a defined receivables-days target to release working capital, of the order of US$40m–US$70m, for reinvestment or deleveraging. Fourth, allocate the unspent £50m according to explicit criteria: prioritise debt reduction if leverage approaches the top of the range, retain liquidity if refinancing conditions tighten, and return capital to shareholders only once the first two are satisfied. This ranking makes explicit that, with net debt rising, returning cash is not automatically superior to strengthening the balance sheet. Taken together, the findings indicate that IHG's financial strength affords it the flexibility to be selective, rejecting value-destroying investments and directing capital only where it demonstrably adds value.
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[bookmark: _Toc237517889]Appendix A: Ratio calculations
Profitability: operating margin = operating profit / total revenue; net profit margin = profit for the year / total revenue; return on assets = profit for the year / average total assets. Liquidity: current ratio = total current assets / total current liabilities; quick ratio = (current assets − inventory) / current liabilities. Efficiency: asset turnover = total revenue / average total assets. Gearing: net debt / EBITDA and interest cover use the group's defined adjusted EBITDA and adjusted interest figures (IHG, 2026); conventional debt-to-equity is not meaningful because equity is negative. Investment and cash flow: dividend per share as declared; operating cash flow / revenue = net cash from operations / total revenue.
Worked example (profitability, 2025): operating margin = 1,198 / 5,189 = 23.1%; net profit margin = 759 / 5,189 = 14.6%; return on assets = 759 / ((5,345 + 4,748) / 2) = 759 / 5,047 = 15.0%. Worked example (liquidity, 2025): current ratio = 2,049 / 2,100 = 0.98. Worked example (gearing, 2025): net debt / EBITDA = 3,333 / 1,332 = 2.5 times. Source current assets and liabilities (US$m): 2021, 2,066 / 1,624; 2022, 1,678 / 1,544; 2023, 2,129 / 2,190; 2024, 1,869 / 1,928; 2025, 2,049 / 2,100 (IHG, 2023; 2025; 2026). All other source figures derive from Table 1. Because IHG's inventory is negligible (US$4m), the current and quick ratios are almost identical.
[bookmark: _Toc237517890]Appendix B: Investment appraisal calculations
All projects: initial investment £50m; discount rate 8%; straight-line depreciation £10m per year; ARR uses average investment of £25m.
Table B1. Discounted cash flows at 8% (£m).
	Year
	DF @8%
	A cash flow
	A PV
	B cash flow
	B PV
	C cash flow
	C PV

	1
	0.926
	10
	9.26
	11
	10.19
	5
	4.63

	2
	0.857
	12
	10.29
	11
	9.43
	10
	8.57

	3
	0.794
	14
	11.11
	11
	8.73
	20
	15.88

	4
	0.735
	10
	7.35
	11
	8.09
	25
	18.38

	5
	0.681
	8
	5.45
	11
	7.49
	5
	3.40

	PV of inflows
	
	
	43.46
	
	43.92
	
	50.86

	Less investment
	
	
	(50.00)
	
	(50.00)
	
	(50.00)

	NPV
	
	
	(6.54)
	
	(6.08)
	
	0.86


Payback (undiscounted): A recovers £50m during year 5 (cumulative £46m after year 4, +£8m in year 5) = 4.50 years; B similarly 4.55 years; C reaches £50m during year 4 (cumulative £35m after year 3, +£25m in year 4) = 3.60 years. IRR is the discount rate at which NPV equals zero, computed by interpolation: A ≈ 2.7%, B ≈ 3.3%, C ≈ 8.6%. Profitability index = PV of inflows / initial investment.
[bookmark: _Toc237517891]Appendix C: Note on data and figures
Financial data are compiled from IHG's published full-year results and annual reports. Figures 1 and 2 (revenue and operating profit trend; profitability margins) should be inserted as Excel charts based on Tables 1 and 2. The 2021 revenue figure reflects the group's reported total revenue for that year; minor presentational differences may arise from subsequent restatements and non-GAAP reconciliations disclosed by the group.
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