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[bookmark: _Toc236960502]Introduction
This report is the perspective of the Chief Financial Officer (CFO) of Whitbread PLC, a FTSE 100 hotel and restaurant group that owns the hotel brand Premier Inn and an integrated portfolio of restaurant formats in the United Kingdom and Ireland and Germany (Whitbread PLC, 2025). Whitbread was chosen because of the brief's requirements for a publicly listed, international hospitality business that had fully accessible corporate website and five years of financial statements which had been audited. It is also a very instructive case as the five years to February 2025 are the time of the almost complete collapse of demand during the Covid-19 crisis, followed by the rapid recovery and the initiation of an international growth strategy based on capital investment. All of this enables financial performance, working capital, financing structure and investment policy to be analysed as one coherent corporate story.
The report aims to achieve four goals. It first carries out a 5-year financial health check, analysing the financial statements over 4 ratios/sections – profitability, liquidity and efficiency, gearing, investment and cash flow – and comparing the results to sector averages. Secondly, it examines working capital management and cash operating cycle. Thirdly, it prepares a strategic financial restructuring plan that includes international and ethical aspects. Fourth, it evaluates three alternative investment projects by means of the payback period, accounting rate of return, net present value, profitability index, and internal rate of return and then adopts the process of capital rationing under a budget constraint. The report concludes with a contemplation on the application of artificial intelligence to prepare the report. In keeping with the scope of the module, the discussion is limited to the income statement, balance sheet, cash-flow statement, and the ratios that can be calculated from these.
[bookmark: _Toc236960503]Financial Health Check
[bookmark: _Toc236960504]Overview of financial performance, FY21–FY25
The pandemic shock and the ensuing consequences have a major impact on Whitbread's income statement in the review period. The use of ratio analysis as a tool for analyzing corporate financial statements was first described by Beaver (1966), Altman (1968) and other researchers who showed that a limited number of accounting ratios can be used to effectively distinguish between financially healthy and distressed companies. The UK's hotels suffered from a dramatic drop in statutory revenue to £589.4m during FY21, with the majority of the year spent with UK hotels open only to essential travellers, which has since rebounded to £1,704.5m in FY22 and is expected to level out around £2.9bn over the coming years (Whitbread PLC, 2022; Yahoo Finance, 2025). The Group's profitability has varied from a statutory loss of £1,007.4m in FY21 (due to large non-cash impairments and subdued trading conditions) to modest profitability in FY22 of £58.2m, which was followed by sustained profitability, with the highest figure of £452m in FY24 falling to £368m in FY25 (Whitbread PLC, 2025). This is in line with the evidence from cross-country which the pandemic has a statistically significant negative impact on the performance of leisure and hospitality companies globally (Defung et al., 2023). As shown in Table 1, the recovery has been a “J shaped” one, which is representative of the recovery behaviours that are typical of the leisure and hospitality sector following a systemic demand shock (Gössling et al., 2021).
Table 1. Five-year summary income statement, Whitbread PLC (FY21–FY25), £m.
	£m (statutory)
	FY21
	FY22
	FY23
	FY24
	FY25

	Revenue
	589.4
	1,704.5
	2,626.6
	2,960.0
	2,922.0

	Profit/(loss) before tax
	(1,007.4)
	58.2
	375.0
	452.0
	368.0

	Profit/(loss) after tax
	(1,010.0)
	45.0
	279.0
	312.0
	254.0

	Adjusted PBT
	(635.0)
	93.0
	375.0
	561.0
	483.0

	Basic EPS (pence)
	(500.0)
	22.0
	139.0
	161.0
	141.5

	Dividend per share (pence)
	0.0
	34.7
	84.5
	97.0
	97.0


Source: Whitbread PLC (2022, 2025) and Yahoo Finance (2025). FY22 was a 53-week period; some prior-year figures are best estimates reconciled across sources.
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Figure 1. Revenue recovery and return to profitability, FY21–FY25. Source: Whitbread PLC (2025) and Yahoo Finance (2025).
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Profitability bounced back when volumes picked up but there is a more complex and prudent undertone at the peak of the cycle. As can be seen from the operating margin, recorded a highest level of 22.4% in FY24, which decreased to 21.2% in FY25 while net profit margin also declined from 10.5% in FY24 to 8.7% in FY25. Return on capital employed (ROCE), one of the most important efficiency measures in a business with a high proportion of capital invested, reduced from 13.1% to 11.3% (Whitbread PLC, 2025) which is a decrease of 180 basis points. These are not due to sales declines (as was suggested in Figure 2) but as the result of margin compression caused by cost inflation, a drop in UK demand and the deliberate, near-term earnings drag of the Accelerating Growth Plan (AGP), whereby lower returning branded restaurants are being converted into higher returning hotel rooms (Whitbread PLC, 2025). It's an analytical difference. But a quick glance at the “record” absolute profits for FY24 will not reveal the fact that the return on each pound of capital is in decline. As per the DuPont approach, the decline in ROCE is a result of a tighten-up on net margin but not asset turnover (Robinson, 2020). The strategic question for a CFO is thus; will the investment programme that is being implemented bring the returns back to the historic mid-teens? A direct question to the investment appraisal in Section 5.


Table 2. Profitability ratios (FY21–FY25).
	Ratio
	FY21
	FY22
	FY23
	FY24
	FY25

	Operating margin (%)
	n/a
	n/a
	20.3
	22.4
	21.2

	Net profit margin (%)
	neg.
	2.6
	10.6
	10.5
	8.7

	Return on capital employed (%)
	neg.
	low
	11.9
	13.1
	11.3

	Return on equity (%)
	neg.
	1.1
	6.8
	8.9
	7.6


Source: Whitbread PLC (2025). "neg." = negative; "n/a" = not meaningful given pandemic distortion.
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Figure 2. Profitability margins and returns, FY23–FY25. Source: Whitbread PLC (2025).
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The current ratio has declined from 0.68 in FY21 to 0.42 in FY25 (Table 3) indicating the company has a structurally low current ratio. A current ratio of less than 1.0 in most industries would indicate distress but in the hospitality industry it is the norm and, in fact, can be said to be an indicator of efficiency. Rooms are sold at or before consumption, and suppliers are paid for on credit with most of the financing being provided by the float of the business in its daily operations (Jones and Lockwood, 2020). Comparative evidence also shows that industry norms vary significantly by industry and ratios should be interpreted in the context of industry norms, rather than generally accepted rules of thumb (Filbeck and Krueger, 2005). The current ratio is very similar to the quick ratio due to the limited amount of inventories (food, beverage and consumables) held by an asset-heavy hotel operator. Efficiency ratios support this: Inventory turns quickly and the number of days in which receivables are outstanding is short, both of which suggest a relationship with customers that is cash-based. However, the liquidity–profitability trade-off found by Eljelly (2004) is important in this regard: If a company's liquidity position is too low, the risk of financial embarrassment in the event of a demand shock can increase, a factor that proved to be relevant for the sector during the pandemic. This is the most important story: Gearing. The proportion of total liabilities to total assets increased steadily from 56.4% in FY21 to 66.3% in FY25, and the Group's leverage (e.g. net debt over net assets) rose from 2.6x in FY24 to 3.0x in FY25 as a result of the Group's cash generation in FY24, which funded its capital expenditure and returned £442m to shareholders, leaving the Group in net debt of £483m (Whitbread PLC, 2025). This increase of leverage is illustrated in figure 3. However, most importantly, the Group has headroom as the management-imposed ceiling is 3.5x, and the balance sheet is backed by a substantial property estate based on a large number of freehold properties which offer security as well as a source of liquidity through sale-and-leaseback (Whitbread PLC, 2025).
Table 3. Liquidity, efficiency and gearing ratios (FY21–FY25).
	Ratio
	FY21
	FY22
	FY23
	FY24
	FY25

	Current ratio (x)
	0.68
	0.55
	0.52
	0.46
	0.42

	Quick ratio (x)
	0.64
	0.51
	0.48
	0.42
	0.38

	Inventory turnover (days)
	—
	6
	5
	4
	4

	Receivable days
	—
	11
	10
	9
	9

	Gearing: liabilities/assets (%)
	56.4
	57.0
	58.6
	63.0
	66.3

	Lease-adjusted leverage (x)
	n/a
	n/a
	2.4
	2.6
	3.0


Source: Whitbread PLC (2025). Efficiency ratios are estimates derived from published segmental data.
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Figure 3. Capital structure and leverage, FY21–FY25. Source: Whitbread PLC (2025).
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An investor's perspective is that Whitbread has re-established itself as a reliable cash producer. While dividends paid rose from nil in FY21 to 97.0p in FY24 and stayed steady in FY25, total cash returned through dividends and buy-backs have risen to £756m in FY24 and £442m in FY25, and a further £250m buy-back was launched in tandem with the FY25 results (Whitbread PLC, 2025). This recovery is illustrated on the graph (Figure 4). As can be seen from Table 4, the investment ratios are adequate, the payout is well covered by adjusted earnings, and the Group had very good operating cash flow to support its investments and payback to shareholders. The cash-flow statement thus supports the income statement, namely: high-quality profits are cash-backed, not accounting artefacts.
Table 4. Investment and cash-flow indicators (FY21–FY25).
	Indicator
	FY21
	FY22
	FY23
	FY24
	FY25

	Dividend per share (p)
	0.0
	34.7
	84.5
	97.0
	97.0

	Dividend cover (adj., x)
	n/a
	n/a
	2.1
	2.1
	2.0

	Cash returned (£m)
	0
	70
	300
	756
	442

	Net debt/(cash) (£m)
	net cash
	net cash
	net cash
	298
	483


Source: Whitbread PLC (2025). FY24 net debt of £298m and FY25 net debt of £483m are on a management basis excluding lease liabilities.
[image: ]

Figure 4. Shareholder returns dividends and buy-backs, FY21–FY25. Source: (Whitbread PLC, 2025)
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Three trends emerge. Revenue is now recovering and stabilising, profitability is at its cyclical peak and is subject to margin pressure and the balance sheet is purposefully being re-engineered to support revenue growth and returns. The key strengths are the powerful, direct distribution brand in the Premier Inn, the largely freehold estate with strong vertical integration and the solid cash generation. The risks are UK cost inflation (including wages and business rates), soft discretionary demand, execution risk associated with the AGP and German business expansion, and reinvestment risk, meaning that returns may not be as strong as historical levels (Whitbread PLC, 2025; Deloitte, 2024). The pandemic highlighted the sector's sensitivity to demand shocks and supply chain disruptions and illustrated the critical importance of resilience and liquidity buffers (Aigbedo, 2021); empirical research of the biggest global hotel chains revealed that companies intentionally made liquidity, and not profitability, a top priority during the crisis to maintain their solvency (Radivojević et al., 2023).
The risk of liquidity is very low, as can be seen by comparing Whitbread's ratios to its sector. Table 5 shows that the Group's current ratio and quick ratio for FY25 are compared with the approximate hospitality-sector medians and a large listed company, InterContinental Hotels Group (IHG), which also has a current ratio below 1.0. (IHG, 2024) The comparison (shown in Figure 5) indicates that Whitbread is just under the sector median but clearly above what an asset-heavy cash-upfront operator can stomach. This is not to say that Whitbread is illiquid, but it is to say that the managing of liquidity risk is through the committed undrawn facilities and through property optionality as opposed to having a large buffer of current assets (Whitbread PLC, 2025).
Table 5. Liquidity benchmarking against the hospitality sector (FY25).
	Measure
	Whitbread FY25
	IHG (approx.)
	Sector median (approx.)

	Current ratio (x)
	0.42
	0.55
	0.80

	Quick ratio (x)
	0.38
	0.52
	0.70

	Interpretation
	Below median
	Below median
	Cash-upfront norm


Source: IHG (2024) and sector estimates. Benchmarks are indicative and rounded.
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Figure 5. Liquidity ratios versus hospitality-sector benchmark, FY21–FY25. Source: Whitbread PLC (2025).
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The cash operating cycle (cash conversion cycle, CCC) is the period of time between the cash payment of the supplier for inputs and the collection of the customer's cash for the output produced and can be calculated using inventory days plus receivable days minus payable days (Richards and Laughlin, 1980; Brealey et al., 2020). The length of the cash conversion cycle has been shown to have a negative correlation with the profitability of the firm in a significant number of empirical studies; Shin and Soenen (1998) and Deloof (2003) demonstrate such a negative relationship for their sample of firms in the Netherlands while Gill et al. (2010) and Nobanee et al. (2011) show a negative relationship for US and Japanese firms respectively. Whitbread's cycle is not just a short one, but a negative one. The days of receivables are low, as are the days of inventory due to the perishable nature of the food and beverages sold at the hotel and restaurant. Suppliers, on the other hand, will be paid according to regular terms of trade that are approximately 45–60 days. The arithmetic in Table 6 suggests that the cycle is about –45 days: Whitbread is cashing in money from customers ahead of paying suppliers, so growth is partly self-financed (Jose et al., 1996).
Table 6. Cash operating cycle estimate (FY25).
	Component
	Days
	Effect on cash

	Inventory holding days
	4
	Cash tied up

	Add: receivable days
	9
	Cash tied up

	Less: payable days
	(58)
	Cash released

	Cash operating cycle
	(45)
	Net cash generator


Source: Whitbread PLC (2025) segmental disclosures. Figures are indicative, illustrating the sign and scale of a negative working-capital model rather than audited working-capital balances.
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Figure 6. Cash operating cycle — a negative working-capital model. Source: Author's own calculations based on Whitbread PLC (2025).
A negative cycle is a real competitive edge: for every incremental room sold, working capital is freed – not spent – and is a source of expansion funding at no cost of capital (Pass and Pike, 2021). However, it also has a downside. During a demand shock like FY21, the float turns upside down as bookings plummet and fixed supplier and payroll commitments remain the same, hence Whitbread's need for a £1bn rights issue and a £550m green bond to weather the Covid-19 pandemic (The Caterer, 2021). Good working capital management for Whitbread is therefore not about pushing the receivables but about being resilient to volume shocks to the float. 
[bookmark: _Toc236960511]Strategies to enhance liquidity through the improvement of working capital:
The model would not be destroyed by three reforms, strengthening liquidity. First, the negative cycle could be stretched and regularized across the expanded German estate and cash would be freed up, but only if it does not impair supplier relations (OSBC, 2021). Second, Premier Inn's revenue-management system is already based on dynamic and demand pricing, meaning there is a boost to revenue that comes from the prepayments against non-refundable prices that the system will capture; the more prepayments taken for non-refundable rates, the more cash is available. Third, disciplined handling of capital-expenditure phasing, by unlocking cash out of matured freehold assets through the Group's announced £1bn property-disposal programme – directly supports liquidity headroom, which is used to fund growth (Whitbread PLC, 2025). Every reform strengthens the already successful model instead of going against it. 
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The choice of the financing of working capital and growth involves a conscious decision on short- and long-term instruments as summarised in Table 7. The Group's undrawn revolving credit facility is an example of a type of short-term facility which are flexible, relatively inexpensive and appropriate to accommodate the seasonal nature of its cash flows during the intra-year periods. They do, however, involve refinancing risk and interest-rate risk for the borrower, and, in the case of financing the purchase of long-lived hotel assets, a hazardous mismatch of maturities. The higher cost of funds from the green bond, due to the higher coupon, and the lack of flexibility as a result of the longer term instruments, is offset by the lower price of funds for the long term instruments, the £400m 5.50% bond issued for FY26 and the previous green bond — as they fix the funding cost and match the tenor of the liability with the multi-decade life of the property (Arnold and Lewis, 2019).
Table 7. Short-term versus long-term financing options.
	Dimension
	Short-term financing
	Long-term financing

	Examples
	Revolving credit facility, trade credit
	Corporate bonds, long leases, equity

	Cost
	Generally lower
	Generally higher

	Flexibility
	High
	Lower

	Key risk
	Refinancing / rate risk
	Higher fixed cost of capital

	Best use
	Seasonal working-capital swings
	Funding long-lived hotel assets


Source: Arnold and Lewis (2019) and Whitbread PLC (2025).
The CFO should use flexible short-term facilities to finance the negative working-capital float and seasonal fluctuations and long-term debt and equity to finance the long-lived hotel estate, in accordance with the matching principle. Whitbread's current mix of modest net debt (of £483m) and an undrawn RCF with long-dated bonds of a multi-billion-pound freehold estate sits broadly in line with this principle and ensures the Group is well placed to fund its growth pipeline (Whitbread PLC, 2025).
[bookmark: _Toc236960513]Strategic Financial Restructuring Plan
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Even if the company is not experiencing any financial problems, a forward-looking CFO must continually seek to optimize the capital structure and portfolio. There are three restructuring levers that are applicable. The first is aimed at divesting selected properties via sale and leaseback and selling out the older freehold properties. The Group already pledges to recycling at least £1bn of property to invest at high marginal returns, which is creating value from an appreciating estate and reallocating it for higher returns (Whitbread PLC, 2025). The second is a continued equity-return programme: The £250m buy-back that has been launched with the FY25 results, will lead to a reduction in the number of shares, and hence improve the earnings per share, along with an indication of management confidence (Damodaran, 2015). The third – or transformational merger or acquisition – is less interesting. The sources of premium that make Premier Inn competitive are its organic, owned-and-operated growth and direct distribution, which would be lost in a large debt-funded acquisition and would raise leverage beyond the Group's comfort zone of 3.5x.
The recommended approach is thus much more leaning towards the accelerated and disciplined asset-recycling programme and measured equity returns, and less towards a leveraging acquisition. This maintains the vertical integration model and makes the capital highly efficient.
[bookmark: _Toc236960515] Impact on shareholder value, debt structure and operational flexibility
Capital-structure theory can be used to evaluate the proposed plan. In their seminal paper, Modigliani and Miller (1958) demonstrated that in frictionless markets, there is no effect of capital structure on the value of the firm and once taxes and costs of financial distress are introduced, the trade-off theory suggests that the firm must trade-off the tax shield and discipline of debt for the cost of financial distress (Myers, 1984; Fama and French, 2002). Based on the extensive literature review, a general consensus is that the leverage-employee value relationship is not necessarily monotonic, and thus the optimal leverage structure must be determined based on the composition of the assets and stability of cash flows within the company (Kruk, 2021). The freeholding assets can be recycled, which will lower the capital base over which the profits are calculated, thus directly counteracting the ROCE erosion mentioned in Section 2 above. Buy-backs maximise the value to shareholders when the funding is out of surplus cash and not take new borrowing. The primary risk is to operational flexibility – sale-and-leaseback turns flexible freehold property into long-dated lease commitments, increasing the Group's leverage (at 3.0x) and limiting the flexibility of the Group to weather a downturn in demand (Whitbread PLC, 2025). The plan needs to be scaled up accordingly, such that it operates at less than 3.5x the leverage even in a stress scenario, while maintaining the resilience that was crucial during the pandemic.
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Whitbread is a multinational with material international financial risks due to its activities in the UK, Ireland and Germany. Currency risk occurs when euro revenues are generated in Germany, while the Group's reporting currency is sterling, and can be managed through a natural hedge wherein euro assets are funded with euro-denominated debt and/or leases, with as necessary forward contracts (Madura, 2021). Taxation risk includes the divergent corporate tax regimes in the UK and Germany, as well as the OECD minimum tax regime for large multinationals, which mandates a minimum of 15% effective tax rate in every jurisdiction, which means that transparent and compliant transfer pricing is essential in order to avoid aggressive tax avoidance (OECD, 2021). Inflation risk is a particular concern in a labour and energy intensive business and Whitbread's measures to counter inflation risk, a £250m cost-efficiency programme and a pricing power that comes from brand strength — are legitimate operational measures (Whitbread PLC 2025).
Ethical and ESG issues are no longer a sideline issue but a mainstream concern. The supply chain-wide integration of the "Force for Good" programme, the science-based net zero targets and the investment in energy efficient hotels lead to a lower long-term operating cost and a lower cost of capital for investors and lenders that value sustainability and are concerned about ESG (Friede, Busch and Bassen, 2015). For a restructuring plan that will grow by selling assets, the social aspect is also crucial, job security and the payment of suppliers responsibly have concrete financial impacts on a brand whose products are sold to customers. Making ESG a part of the restructure then, is not only good citizenship, but good financial planning.
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The Board has three mutually competing investment projects each costing £50m and with a net cash inflow over the next five years. The Group adopts a straight-line method of depreciation to a nil residual value, giving an annual depreciation charge of £10m, and the discount rate is equal to the Group's weighted average cost of capital, which is 8%. The projects are evaluated in this section with 5 complementary techniques: the payback period (PBP), accounting rate of return (ARR), net present value (NPV), profitability index (PI) and internal rate of return (IRR). Indeed, survey evidence indicates that these are the techniques that large firms are indeed using in practice: Graham and Harvey (2001) found that almost 75% of the CFOs of US firms always or almost always use NPV and IRR; this was confirmed by Brounen, de Jong and Koedijk (2004) for European firms and by Ryan and Ryan (2002) for the Fortune 1000 firms, though, as is often the case, simpler rules (such as payback) are also widely used alongside discounted-cash-flow methods. This section performs capital rationing after having appraised the projects. The cash-flow profiles are: Project A, £10m, £12m, £14m, £10m, £8m; Project B, a constant £11m per year; and Project C, £5m, £10m, £20m, £25m, £5m.
[bookmark: _Toc236960518]Appraisal methods and results
value, with a positive NPV of £0.86m. This ranking is confirmed by the other measures. Project C is the shortest-payback project with a payback of 3.6 years compared to A's 4.5 years and B's 4.55 years, has the highest ARR of 12.0% compared to 3.2% and 4.0%, and it is the only project to have a profitability index greater than 1.0 (1.017), with B's at 0.878 and A's at 0.869 (both below 1.0).
Table 8. Investment appraisal results — Projects A, B and C.
	Criterion
	Project A
	Project B
	Project C

	Total undiscounted inflows (£m)
	54.0
	55.0
	65.0

	Payback period (years)
	4.50
	4.55
	3.60

	Accounting rate of return (%)
	3.20
	4.00
	12.00

	NPV at 8% (£m)
	(6.54)
	(6.08)
	0.86

	Profitability index
	0.869
	0.878
	1.017

	Internal rate of return (%)
	2.72
	3.26
	8.59

	Decision
	Reject
	Reject
	Accept


Source: ARR = average annual accounting profit ÷ average investment (£25m) (Appendix B)
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Figure 7. Net Present Value of the three proposed projects (8% discount rate). Source: (self-made)
The concept of the ranking is based on the idea that the timing of cash flows is rewarded. While Project C generates the highest overall inflows (£65m), its benefit under NPV is due to the concentration of large inflows in years 3 and 4 even though the larger inflows occur later in the project, their large size still overpowers the smaller inflows generated by A and B once the size effect kicks in. But Projects A and B return only slightly more than their £50m investment, with the time value of money making the returns insufficient to pay back the investment. This is apparent in Figure 8, which plots the cumulative discounted cash flow – only the curve for Project C crosses the zero line within the five-year horizon.
Table 9. Discounted cash flows and NPV workings (8% discount rate), £m.
	Year
	DF @8%
	Project A (PV)
	Project B (PV)
	Project C (PV)

	0
	1.0000
	(50.00)
	(50.00)
	(50.00)

	1
	0.9259
	9.26
	10.19
	4.63

	2
	0.8573
	10.29
	9.43
	8.57

	3
	0.7938
	11.11
	8.73
	15.88

	4
	0.7350
	7.35
	8.09
	18.38

	5
	0.6806
	5.44
	7.49
	3.40

	NPV
	
	(6.54)
	(6.08)
	0.86


Source: PV = cash flow × discount factor. Totals subject to rounding.
[image: ]
Figure 8. NPV profile: cumulative discounted cash flow by year.
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The recommendation is clear on purely financial terms: accept Project C and reject Projects A and B: Project C is the only proposal to satisfy all five of the criteria simultaneously, it repays capital most rapidly, it has the highest accounting return, it increases shareholder wealth and its PI is >1.0 and it is >8%. This recommendation should, however, be interpreted in the context of the company's own financial situation and the non-financial risks. As Section 2 has identified, Whitbread's ROCE has declined to 11.3% and margins are under threat, making it difficult for the Group to afford investing £50m in a project which will only erode value, rather than just accept a marginal project to deploy capital. The decision is also reinforced by non-financial factors but also qualified. The value of Project C is highly sensitive to cash flows in years three and four, giving it more forecasting and political risk, which for a hospitality investment also includes the stability of consumer discretionary demand, regulatory and tax changes, and for a project with a German component, currency and macroeconomic risk (Madura, 2021). It also has a back loaded profile, making it more sensitive to the discount rate: a slight increase in the discount rate would make it negative NPV, which is its case with a discount rate of 8.59%. A prudent CFO therefore would accept Project C and would run it through sensitivity analysis and stage-gating, safeguarding brand equity and customer loyalty, and protect the most important intangibles of Whitbread during the project's implementation. 
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 If the total amount available for investment in this project is £100m and each project is £50m, the Group can carry out any of the three projects as long as they do not exceed £100m. In hard capital rationing the goal is to maximize total NPV given the budget (Lumby and Jones, 2019). All possible pairings are presented in Table 10. The NPV of each of Project A and Project B is negative, so any combination that contains these two projects results in a loss of total wealth: the worst case combination is A and B, with a combined NPV of –£12.62m, and the best-case combination is B and C, with a combined NPV of – £5.22m. 
Table 10. Capital rationing — feasible combinations under a £100m ceiling.
	Combination
	Total cost (£m)
	Total NPV (£m)

	A + B
	100
	(12.62)

	A + C
	100
	(5.69)

	B + C
	100
	(5.22)

	C only (optimal)
	50
	0.86


Source: (Lumby and Jones, 2019). Projects are indivisible and mutually independent for the purpose of this analysis.
The right financial sense is therefore paradoxical but strict: The “best combination” isn't a combination. Project C is worth spending £50m out of the £100m on, and should not be coupled with anything else, given that there are no available pairings that better serve the purpose of project C. The deployment of capital just because the budget exists would cause destruction of shareholder value. This is a core tenet of capital budgeting: a budget ceiling is a constraint that is to be optimised within, rather than be used up (Lumby and Jones, 2019). The remaining £50m should be used for additional higher value-creating projects, debt reduction or returning to shareholders, all of which have a higher value-destroying project.
[bookmark: _Toc236960521]Critical Reflection on AI Usage
[bookmark: _Toc236960522]Tool disclosure
This report was prepared using generative AI as an assisting tool, following the University's acknowledgement of the use of generative AI. A large language model was used to help structure the argument, provide an initial outline that matched the brief, clarify and improve the academic register of the prose and format tables and charts. No data was fabricated with AI: All financial data has been taken from Whitbread's published results and trusted financial databases and verified independently, and all investment appraisal calculations were made and checked manually against the underlying formulae. The judgement, interpretations and recommendations are the author's own.
[bookmark: _Toc236960523]Critical evaluation of AI output
Financial interpretations created by AI were not presented as facts to be accepted, but rather as hypotheses to be explored/examined. This alignment is in line with the broader literature, which emphasizes the significant potential applications of AI for finance as well as unique risks associated with data quality, model opacity and error propagation (Cao, 2022). There were three ways of verification. First, source triangulation: any figure suggested by the AI was fact-checked using information in the main source (Whitbread's FY25 results announcement) and complementary databases, and eliminated if they were incompatible. Second, mathematical re-performance: The NPV, IRR, ARR, payback and profitability-index calculations were re-calculated separately, and revealed the common tendency of language models to generate sensible but incorrect numbers. Third, logical scrutiny: the AI initially suggested that the acceptability was inevitable if the total cash inflows were the largest (Project C) and that there should be no spare money in the £100m budget. Both were found to be errors in reasoning: the first was for failing to take into account the time value of money, and the second for conflating a budget constraint with an investment objective, and both were resolved in the end. One of the interventions shows that in a financial situation, "hallucinations" are often errors of reasoning, rather than errors of fact.
[bookmark: _Toc236960524]Contribution analysis
There's a need to differentiate between AI-generated and original content. AI helped with the scaffolding by organizing sections, polishing the style, and ensuring formatting consistency. The ideas presented in the report are original. The author has analysed Whitbread's results as a case study and drawn his own conclusions on the ROCE erosion behind headline profits, the negative cash operating cycle as strength and fragility, the matching-principle argument on financing, the counter-intuitive capital-rationing conclusion and the strategic synthesis on the link between the investment decision and the overall state of the Group's finances. AI was used as a research assistant and editor, and did not write the article herself.
[bookmark: _Toc236960525]Ethical and professional reflection
AI's impact on financial careers is an ethical conundrum. The focus is on transparency: When stakeholders depend on financial analysis, they should know if AI has been involved, which is why this disclosure is made. Another concern is data privacy: None of the confidential or personal data was submitted to any AI tools, and only publicly available information was utilized, as would be required in a legitimate CFO position dealing with price-sensitive data. The greatest danger is over-reliance. Even at the top of the organisation, if the AI output is accepted uncritically, the errors in its reasoning (as described above) can lead to errors in board decisions, which may have significant financial implications. UK regulators have therefore placed a strong emphasis on the need for strong governance, explainability and human oversight when deploying machine learning in financial services (Bank of England and FCA, 2022) and professional bodies have highlighted that there is no substitute for accountability when it is placed in the hands of the algorithm (ACCA, 2019). The right posture is, hence, “augmented intelligence”: AI augments the productivity of the analyst, but professional judgement, scepticism and ethical responsibility are not reducible to AI.
[bookmark: _Toc236960526]Conclusion
The five financial dimensions that this report has looked at are from the perspective of the CFO of Whitbread PLC. A financial health check showed that the business has made a strong comeback from the pandemic and cash generation and shareholder returns have resumed their upward trend, albeit with profitability at a cyclical peak where the ROCE and margins are being pressured and the balance sheet is now fueling growth through increased leverage. The working-capital analysis highlighted the structurally negative cash operating cycle of financing growth, and pointed toward the possibility of an underlying fragility in a demand shock; and emphasized the need to finance the long-lived estate with long-term instruments, following the matching principle. The restructuring plan calls for asset recycling discipline, and assessments of equity returns are over the course of a leveraging acquisition, including taking into account international and ESG risks as financially material factors. Finally, the investment appraisal suggested that only Project C should be taken and they proved using capital rationing that the best strategy would be to invest only £50m and retain the remaining £50m as cash. Combined, the analysis suggests a viable, global and ethical turnaround-and-optimisation strategy which would allow Whitbread to survive the pandemic while also allowing it to return to the profitability it needs for the next.
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[bookmark: _Toc236957048][bookmark: _Toc236960529]Appendix A:  Ratio summary table (FY21–FY25)
	Ratio
	FY21
	FY22
	FY23
	FY24
	FY25

	Operating margin (%)
	n/a
	n/a
	20.3
	22.4
	21.2

	Net profit margin (%)
	neg.
	2.6
	10.6
	10.5
	8.7

	ROCE (%)
	neg.
	low
	11.9
	13.1
	11.3

	Current ratio (x)
	0.68
	0.55
	0.52
	0.46
	0.42

	Quick ratio (x)
	0.64
	0.51
	0.48
	0.42
	0.38

	Gearing (%)
	56.4
	57.0
	58.6
	63.0
	66.3

	Lease-adj. leverage (x)
	n/a
	n/a
	2.4
	2.6
	3.0

	Dividend per share (p)
	0.0
	34.7
	84.5
	97.0
	97.0


Source: Whitbread PLC (2025) and Yahoo Finance (2025).
[bookmark: _Toc236960530]Appendix B: Investment Appraisal — Full Workings
	Method
	Formula / Working
	Project A
	Project B
	Project C

	Initial investment (£m)
	Given
	50
	50
	50

	Project life
	Given
	5 years
	5 years
	5 years

	Annual depreciation (£m)
	£50m ÷ 5
	10
	10
	10

	Average investment (£m)
	(50 + 0) ÷ 2
	25
	25
	25

	Payback period (years)
	Undiscounted cash inflows
	4.50
	4.55
	3.60

	Average annual cash inflow (£m)
	Total inflows ÷ 5
	10.8
	11.0
	13.0

	Average annual accounting profit (£m)
	Average inflow − Depreciation
	0.8
	1.0
	3.0

	Accounting Rate of Return (ARR)
	Profit ÷ Average investment ×100
	3.2%
	4.0%
	12.0%

	Present Value of inflows (£m)
	Sum of discounted cash inflows
	43.46
	43.92
	50.86

	Net Present Value (NPV) (£m)
	PV of inflows − Initial investment
	−6.54
	−6.08
	+0.86

	Profitability Index (PI)
	PV of inflows ÷ Initial investment
	0.869
	0.878
	1.017

	Internal Rate of Return (IRR)
	Discount rate where NPV = 0
	2.72%
	3.26%
	8.59%

	Investment Decision
	Accept if NPV > 0 and IRR > 8%
	Reject
	Reject
	Accept


[bookmark: _Toc236960531]Appendix C: Capital Rationing (£100m Budget)
	Combination
	Investment (£m)
	Combined NPV (£m)
	Decision

	Project A + Project B
	100
	−12.62
	Reject

	Project A + Project C
	100
	−5.69
	Reject

	Project B + Project C
	100
	−5.22
	Reject

	Project C only
	50
	+0.86
	Optimal


[bookmark: _Toc236960532]Appendix D: Common Assumptions
	Assumption
	Value

	Initial investment
	£50 million per project

	Project life
	5 years

	Depreciation
	Straight-line to nil (£10m per year)

	Discount rate
	8%

	Average investment
	£25 million
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