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[bookmark: _Toc237514428]Introduction
Whitbread PLC is the UK's biggest hotel business and the proprietor of the Premier Inn brand. Unlike its international counterparts, Whitbread is predominantly a hotel owner and leaser, not a hotel franchisee or manager. This is a business with a very large balance sheet, long leases and a high annual capital programme, so it is an asset-heavy business. The Group also owns a network of hotels in Germany that are beginning to turn a profit but do not perform as well as the UK hotels (Whitbread PLC, 2026); it also has a large integrated restaurant estate along with its hotels in the UK.
This report is prepared for the Board of Directors, on the part of the Chief Financial Officer. It covers the five financial years between the 3 March 2022 (FY2022) and 26 February 2026 (FY2026). The time span is particularly informative as it begins with the last year of pandemic disruption and concludes with a well-established, cash generating business with high levels of gearing in a low growth UK market. Unless otherwise indicated, all figures are from the consolidated accounts for the fiscal year, which have been audited.
[bookmark: _Toc237514429]Financial Health Check
[bookmark: _Toc237514430]Overview of financial performance, FY2022–FY2026
Table 1 summarises the headline numbers (Whitbread PLC, 2022; 2023; 2024; 2025; 2026). The easing in travel restrictions was followed by an increase in revenue from £1,703.4 million in FY2022 to £2,959.9 million in FY2024, an increase of 74 %, thanks to the ease of travel restrictions and a positive recovery of occupancy and room rates. Growth then stopped. Revenue was £2,921.9 million in FY2025 and £2,920.2 million in FY2026, so the top line has been broadly flat for three years (Whitbread PLC, 2024; 2026).
Profitability is a little trickier as Whitbread makes statutory and adjusted profit figures. The operating profit grew consistently to its highest level in the period at £648.9 million for FY2026. The statutory operating profit, on the other hand, declined from £564.8 million in FY2024 to £464.2 million in FY2026 as the adjusting items increased from £109.4 million to £184.7 million. These are mostly property impairments and restructuring costs associated with redevelopment of restaurant space to hotel rooms. Trading judgement can be done using adjusted figures but statutory figures are the ones that will have an impact on reducing reserves and cash, so both figures are used here (Atrill and McLaney, 2022).
[bookmark: _Toc237514468]Table 1:Five-year summary of key financial data, FY2022–FY2026.
	£ million (unless stated)
	FY2022
	FY2023
	FY2024
	FY2025
	FY2026

	Revenue
	1,703.4
	2,625.2
	2,959.9
	2,921.9
	2,920.2

	Statutory operating profit
	227.3
	505.0
	564.8
	514.0
	464.2

	Adjusted operating profit
	153.3
	543.5
	674.2
	629.6
	648.9

	Profit before tax (statutory)
	58.2
	374.9
	451.7
	367.8
	298.4

	Profit for the year
	42.5
	278.8
	312.1
	253.7
	212.9

	Total assets
	9,566.5
	9,942.8
	9,521.3
	9,904.7
	9,568.6

	Net assets (equity)
	4,119.0
	4,111.4
	3,519.4
	3,334.5
	3,136.4

	Cash and cash equivalents
	1,132.4
	1,164.8
	696.7
	909.0
	233.7

	Net debt (incl. leases)
	3,561.3
	3,787.0
	4,396.6
	4,717.2
	5,232.4

	Operating cash flow
	508.7
	799.9
	877.9
	761.7
	752.8

	Basic EPS (pence)
	21.1
	138.4
	161.0
	141.5
	123.3


Source: Whitbread PLC Annual Report and Accounts 2021/22 to 2025/26.
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[bookmark: _Toc237514473]Figure 1: Revenue and operating profit, FY2022–FY2026
[bookmark: _Toc237514431]Profitability ratios
Profitability is fairly high on an adjusted basis and falling on a statutory basis. The adjusted operating margin was boosted from 9.0 % in FY2022 to 22.2 % in FY2026, reflecting the underlying hotel model is working, with room rates holding up and a move from restaurants to rooms being beneficial as rooms have lower variable cost. The statutory operating margin, on the other hand, dropped from a high of 19.2 % in FY2023 to 15.9 % in FY2026, while the net profit margin decreased from 10.6 % to 7.3 % during the same time frame.
In the past three years, the return on capital employed (adjusted operating profit/total assets minus current liabilities as defined by Weetman (2013)) has been in the range of 7.3-7.8 %. It is a modest return for such a size of business, and it does not indicate a poor trading performance, but a large asset base. ROE decreased from 8.9 % in FY2024 to 6.8 % in FY2026 on the back of share buy-backs which reduced equity base, confirming that the Board is reducing its statutory earnings faster than returns are made on equity.
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[bookmark: _Toc237514474]Figure 2: Profitability ratios, FY2022–FY2026.
[bookmark: _Toc237514432]Liquidity ratios
The biggest issue in the accounts is liquidity. The current ratio fell from 1.76 in FY2022 to 0.44 in FY2026. The quick ratio, which is virtually the same since inventories are very small, was lowered from 1.74 to 0.42, and the cash ratio was reduced from 1.57 to 0.26. The reason for this can be seen in the cash flow statement, where the Group used £450 million of cash to repay bonds, £250.4 million to buy back its own shares, paid £168.8 million of dividends and spent £655.7 million on property, plant and equipment (Whitbread PLC, 2026).
This loss of liquidity, therefore, isn't caused by trading losses, but by decisions made by capital allocation. An important difference, but one that does not take away the risk – the current ratio of 0.44 gives only a small margin of safety in trading or in the case of an urgent need for cash (Atrill and McLaney, 2019).
[bookmark: _Toc237514469]Table 2: Summary of liquidity ratios.
	Liquidity ratio
	FY2022
	FY2023
	FY2024
	FY2025
	FY2026

	Current ratio (times)
	1.76
	1.57
	0.96
	0.81
	0.44

	Quick (acid test) ratio (times)
	1.74
	1.55
	0.94
	0.80
	0.42

	Cash ratio (times)
	1.57
	1.38
	0.80
	0.69
	0.26



[bookmark: _Toc237514433]Efficiency ratios
Efficiency has improved. The decrease in inventory days was the result of a decrease in food and drink stock, as space in restaurants is being converted to bedrooms. Receivable days are also quite low (14.7 to 24.9), typical of a hotel, where the majority of guests tend to settle their bills at or before time of stay. Payable days have settled at approximately 100, meaning the Group takes roughly three and a half months to settle supplier invoices (Atrill and McLaney, 2016).
The asset turnover is low, just 0.31 times, but reasonable and expected, in the context of income generated from the freeholds, and capitalised leases (IASB, 2016), that are supported by nearly £9.1 billion of non-current assets. This is the trade-off between structure in the business model. Ownership gives control of location and long term cost, but results in lower returns on capital and confers a disadvantage to the Group compared to franchise based competitors.
[bookmark: _Toc237514434]Gearing ratios
The gearing has increased over the years. Total debt (including lease) rose from £4,693.7 million to £5,466.1 million whilst equity decreased from £4,119.0 million to £3,136.4 million as buy-backs and dividends have outstripped retained profit. The debt-equity ratio was thus increased from 114 % to 174 % and debt is now financing 63.5 % of total capital. Net debt increased to £5,232.4 million.
The ratio of interest cover is the one that is of greatest concern to the Board. Statutory operating profit covered finance costs by 3.15 times in FY2024 but by 2.32 times in FY2026 as the finance cost increased to £200.3 million, whereas the statutory profit decreased. On an adjusted basis cover is 3.24 times. Cover above two times would not be a problem, but it would be the direction of travel, and additional debt-financed buy-backs would push it towards where lenders begin to restrict flexibility (Watson and Head, 2019).
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[bookmark: _Toc237514475]Figure 3: Net debt, gearing and interest cover.
[bookmark: _Toc237514435]Investment ratios
Basic Earnings per Share (EPS) decreased from 161.0 pence in FY2024 to 123.3 pence in FY2026 while Adjusted Earnings per Share (EPS) increased to 208.5 pence. The difference between the two is the most obvious measurement of the growth of the adjusting items. The dividend has remained at 97.0 pence for the past three years, down from 1.66 times cover on statutory earnings to 1.27 times today and a payout ratio of 78.7 %. A further drop in statutory profits would leave a further 1.27 times uncovered (Davies and Crawford, 2011).
[bookmark: _Toc237514436]Cash flow ratios
The Group's biggest strength is its ability to generate cash. Operating cash flow was £752.8 million in FY2026, which was 25.8 % of revenue, and cash generated from operations was £1,072.6 million, 165 % of adjusted operating profit. Very few companies realize profits at this rate, and it is because depreciation of the property estate is a non-cash charge and because customers pay in advance (Fields, 2016). The weak point is below that line. Free cash flow, defined as operating cash flow less cash spent on tangible and intangible assets, fell from £369.4 million in FY2024 to £77.4 million in FY2026, as capital expenditure rose to £675.4 million. With £168.8 million of dividends and £250.4 million of share buy-backs also to fund, the Group paid out considerably more than it generated and drew heavily on its cash reserves. This is sustainable for one year, but not for several.
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[bookmark: _Toc237514476]Figure 4: Cash generation and reinvestment.
[bookmark: _Toc237514437]Liquidity benchmarking against sector standards
Liquidity is relative to the sector and not against Whitbread. Current ratios of less than one are a common occurrence for hotel groups, because they have nearly no inventory and get cash from their guests when they check in, but pay their suppliers later. At December 2025, InterContinental Hotels Group's current ratio was 0.98, which was at the level of its ten-year median (GuruFocus, 2026) and the average of the hotels, tourism and amusement industry was 0.87 (CSIMarket, 2026). A general guideline for owner operators, however, is that a range of 1.2 – 2.0 is comfortable (Hospitality Institute 2025).
Whitbread is an outlier on either measure. The current ratio of FY26 is 0.44 which is around half the industry average and significantly lower than its nearest listed comparator. The best comparison is the cash ratio. But with 0.26, Whitbread has half the immediate cash cover of the asset-light IHG (0.52), while IHG is an asset-light franchisor with a much lower level of operational and capital commitment than an owner-operator. Whitbread should hold more immediate cash cover than IHG, not half as much. It did until FY2024, when a current ratio of 0.96 was slightly below the industry average and a cash ratio of 0.80 was slightly above. 
The position and the sector average then, give a more realistic value of 0.85 to 1.00 as a working value than the general guidance of 1.2 to 2.0. It is recommended that the ratio should be restored to this level within 2 years to be considered a policy goal.
[bookmark: _Toc237514470]Table 3: Liquidity benchmarking against the hotel sector. Sources: Whitbread PLC (2024; 2026)
	Measure
	Whitbread FY2026
	Whitbread FY2024
	IHG (Dec 2025)

	Current ratio (times)
	0.44
	0.96
	0.98

	Quick ratio (times)
	0.42
	0.94
	0.97

	Cash ratio (times)
	0.26
	0.80
	0.52
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[bookmark: _Toc237514477]Figure 5: Liquidity ratios against the sector benchmark.
[bookmark: _Toc237514438]Trends, strengths and emerging threats.
Three strengths stand out: adjusted trading margins at a five-year high, exceptional cash conversion and a £9.1bn freehold-backed asset base that offers genuine sale and leaseback opportunities and asset backing for trading margins. They are balanced by four threats: growth is now based on room conversion and cost control, not the market; statutory profit is declining due to increases in impairments; liquidity is well below the sector average; and gearing is increasing whilst interest cover is decreasing.
[bookmark: _Toc237514439]Working Capital Management Analysis
[bookmark: _Toc237514440]Assessment of the cash operating cycle
The cash operating cycle is the number of days between paying suppliers and receiving cash from customers. It is inventory days plus receivable days, less payable days. As Whitbread does not provide a separate cost of sales figure, inventory days are calculated based on the cost of inventories recognised as an expense, while days of receivables are calculated on revenue and days of payables are calculated on total operating costs.
[bookmark: _Toc237514471]Table 4: Cash operating cycle, FY2022–FY2026.
	Days
	FY2022
	FY2023
	FY2024
	FY2025
	FY2026

	Inventory days
	48.3
	34.6
	30.3
	27.7
	18.7

	Add: receivable days
	24.9
	19.7
	14.7
	15.9
	17.1

	Less: payable days
	(129.7)
	(115.8)
	(101.1)
	(99.7)
	(101.9)

	Cash operating cycle
	(56.5)
	(61.5)
	(56.0)
	(56.1)
	(66.2)
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[bookmark: _Toc237514478]Figure 6: Cash operating cycle and its components
The negative trend continued throughout all the years, and increased to minus 66.2 days in FY2026. A negative cycle indicates that suppliers and guests are funding ongoing sales and service: Whitbread is getting cash about 66 days before paying for the goods/services received to earn revenue. It is a real competitive edge and is an interest free, long-term source of funding of many hundred million pounds (Deloof, 2003).
The risk is that the negative cycle can mask the weakness in the liquidity position. The Group doesn't seem to have needed working capital, and has been able to run down cash. However, the cycle remains negative as long as the trading volumes are not changing. If demand for room dropped off precipitously, revenues would cease to flow, payments from suppliers would remain and the negative spiral would unravel in a sudden cash outflow at the most inopportune time.
[bookmark: _Toc237514441]Working capital reforms to improve liquidity
The following are suggested reforms: Start with a policy floor of around £500 million – about 8 weeks operating costs – not a residual (Barrow, 2009). Second, limit the number of payable days to around 100, as making them longer would harm relationships with suppliers, which would only increase prices, and evidence indicates that increased stretching of payables would have a negative impact on profitability (Baños-Caballero, García-Teruel and Martínez-Solano, 2014).
Third, reduce the small but growing corporate receivables book which increased their receivable days from 14.7 to 17.1 days – approximately £15 million would be freed up by chasing payments automatically under a 30-day contractual term. Fourth, maintain the disciplined reduction of food and drink stock as restaurant space is repurposed to rooms and stagger the capital spend, avoiding repetition of the peak spend in consecutive years in FY2026 (Marsh, 2012). These actions would put current ratio back on target with the sector without altering the business model.
[bookmark: _Toc237514442]Short-term financing vs. long-term financing
The matching principle is the concept that long term assets are financed with long term funds and only temporary fluctuations are financed from short term funds (Atrill, 2012; McLaney, 2011). Generally, Whitbread adheres to this principle. The permanent hotel estate and the freehold property that supports it are funded by long-term sources – the £943.0 million of bonds and £4,523.1 million of lease liabilities – while the revolving credit facility is reserved for temporary fluctuations, as demonstrated by the £50 million that was drawn down and repaid within FY2026.
These are short term facilities like revolving credit facility and trade credit which can be drawn and paid back as and when required, come with refinancing risk and can be withdrawn when needed the most – for the seasonal winter trough and short capital peaks. Long term bonds and leases are more expensive, but are fixed, predictable and committed, and are suitable for freehold purchases and hotel acquisitions and for the room conversion programme.
The current structure is recommended to be retained, with a change in the balance. Since it is a permanent hotel estate it should be long-term funded and in principle it was correct to repay the bond with a payment of £450 million during FY2026. However, it is funding most of the repayment in cash and not in part through refinancing that led to the liquidity ratio to drop so significantly. A refinancing bond of £250 million to £300 million, at a maturity longer than the current capital programme, would restore the cash buffer at a relatively small increase in interest cost, while leaving gearing broadly unchanged.
[bookmark: _Toc237514443]Strategic financial restructuring plan.
[bookmark: _Toc237514444]Restructuring options appraised
There are three routes of restructuring, and they are not all appealing.
Divestiture. The German company is by far the strongest contender. It ties up capital, absorbs management effort and generates losses and the Group already has £108.5 million of held for sale assets. It would free up capital and take an impediment off the group returns through a partial or full disposal, or a sale and leaseback of German freeholds. A similar programme of sale and lease back in the UK is also available, with a further £282.2m raised in FY2026 showing that the assets have a functioning market.
Merger / Joint venture. A joint venture partner for Germany will be responsible for the investment amount and the country risk as well as maintaining the brand presence in Europe's biggest hotel market. Full merger with another UK operator is not recommended: would raise competition concern, the Group has the ‘scale' advantage in the UK ‘budget segment'.
Equity injection. Although it can technically be done, a rights issue would be unpopular, consistent with pecking order theory, under which firms prefer internal funds, then debt, and issue equity only as a last resort (Myers, 1984). Since FY2024 Whitbread has bought back £1.1 billion of its own shares – and issuing equity now would imply that the buy-back programme was a wrong one. The less drastic solution, and one that is more feasible, is to postpone the buy-back for a year, meaning that the value of approximately £250 million would be left intact without any problems from issue costs or dilution.
[bookmark: _Toc237514445]Effect on shareholders' value, debt structure and operational flexibility
This package should have a positive effect on shareholder value. The repurchase has the lowest return on capital employed, and can be cancelled without value destruction since the Group's return on capital is near the cost of capital (Brealey, Myers and Allen, 2020).
On debt structure, the package will result in a net decrease in debt and will limit the pace of gearing growth by keeping earnings as part of the package. Capital structure is not value-neutral in practice, since tax shields and financial distress costs both bear on the optimal level of debt (Modigliani and Miller, 1963). The interest cover ratio will come back to more than 2.5 within 2 years. There is one real cost associated with sale and leaseback – it turns owned freeholds into lease liabilities, which means headline gearing under IFRS 16 is hardly improved and the Group has lost the future upside in its properties. It should therefore only be applied in a targeted manner to less successful locations and not on a large-scale basis as a funding tool. There's also an agency cost associated with holding cash, as managers who have more cash on hand than they would like can undertake low-return projects, so the Board should establish a cash policy and put it in writing, and review it every year (Jensen, 1986).
[bookmark: _Toc237514446]International and ethical issues
Taxation. The presence in the UK and in Germany generates transfer pricing and PE challenges. The Group should not engage in tax structuring to the extreme, as a public, budget hotel brand, is extremely vulnerable to reputation damage from tax controversy.
Currency risk. With the German operations come euro exposure on both revenue and lease liabilities. Forward contracts should be used to hedge residual euro income against euro leases, but not through taking speculative positions. From the point of agreement of the terms for disposal, any proceeds of the German disposal should be hedged.
Inflation. A large, predominantly hourly-paid workforce is paid the National Living Wage, wage costs go into operating costs and energy and food inflation feed straight into operating costs. Whitbread's room rates can change daily so it can pass through inflation faster than most businesses, however only when there is demand.
Environment, Social and Governance (ESG) and Corporate Responsibility. The Group has pledged its net zero targets and a significant investment in building efficiency and heating systems is needed, which looks directly towards the room conversion programme to fund the same amount of capital. It should not be considered as a compliance expense but should be viewed as a real investment choice and be appraised accordingly. There is good evidence that firms with sustainability integration perform better in the long-term (Eccles, Ioannou and Serafeim 2014). Ethically the restructuring needs to also consider the employees impacted by any restructuring of the German exit and the Board should commit to the proper redeployment and consultation, not just a balance sheet exercise, consistent with the Board's responsibility for workforce engagement under the UK Corporate Governance Code (Financial Reporting Council, 2024).
[bookmark: _Toc237514447]Investment Appraisal and Capital Budgeting
[bookmark: _Toc237514448]Assumptions and basis of appraisal
Three projects which are available to all three require an initial investment of £50 million and cash inflows over 5-years. The discount rate is 8 % and the depreciation is straight line to zero, thus the annual depreciation costs for each project are of £10 million. The following assumptions are made: cash flows occur at the end of each year, there is no residual value, inflation and tax effects are not considered and the 8 % rate is assumed as the Group's cost of capital. All five methods required by the brief are applied, reflecting evidence that firms in practice use several appraisal techniques alongside one another rather than relying on any single measure (Graham and Harvey, 2001).
[bookmark: _Toc237514449]Payback period
The payback period is the period of time needed for the cash inflows to cover the cash outlay. Project C is the quickest at 3.60 years because most cash flows for project C come in year 3 and 4. Both Projects A and B require approximately 4.5 years.
· Project A: 4 + (50 − 46) ÷ 8 = 4.50 years. 
· Project B: 50 ÷ 11 = 4.55 years. 
· Project C: 3 + (50 − 35) ÷ 25 = 3.60 years.
[bookmark: _Toc237514450]Accounting rate of return
The average annual accounting profit is compared to the investment in the accounting rate of return. Average profit is equal to the total cash inflows minus the total depreciation (which is £50 million) over 5 years. Project C offers a return of 6.0 % on the initial investment and 12.0 % on the average investment, well outstripping A and B both of which yield less than 5 % even on the more generous average-investment basis.
[bookmark: _Toc237514451]Net present value
The NPV method will discount the cash flow of each year at eight % and subtract the initial outlay. There is just one positive result in the project, which is £0.86 million with Project C. The net present value of Projects A and B are negative, £6.54 million and £6.08 million respectively. Theoretically, the preferred method is NPV as this value represents the gain in stockholder value and considers risk level as well as timing of cash flows (Pike, Neale and Linsley, 2018).
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[bookmark: _Toc237514479]Figure 7: Cumulative discounted cash flow at 8%.
[bookmark: _Toc237514452]Profitability index
Profitability index is computed by dividing PV of inflows with the initial investment and it indicates the value generated per pound invested. The Project C is earning £1.017 per £1 of investment – a present value return. The score for projects A and B are 0.869 and 0.878 respectively, thus they both return less than their cost. The index is especially valuable in capital rationing in which projects are ranked by their efficiency of capital use, instead of their absolute size.
[bookmark: _Toc237514453]Internal rate of return
The discount rate at which the net present value is zero is the internal rate of return. The cost of capital is 8 % while Project C returns 8.59 %. Both projects, A and B, are considerably below that with returns of 2.72 % and 3.26 % respectively. These net present value profiles cross the horizontal axis as shown in figure 8. The margin on Project C is narrow: only a 0.6 percentage point increase in capital costs would wipe out its entire surplus, thus justifying the need for a sensitivity review before approval (Ross, 1995).
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[bookmark: _Toc237514480]Figure 8: NPV profiles and internal rates of return.
[bookmark: _Toc237514454]Comparative evaluation and recommended project
[bookmark: _Toc237514472]Table 5:Summary of appraisal results.
	Appraisal method
	Project A
	Project B
	Project C
	Decision rule
	Best

	Payback period (years)
	4.50
	4.55
	3.60
	Shorter is better
	C

	ARR on initial investment (%)
	1.6
	2.0
	6.0
	Higher is better
	C

	ARR on average investment (%)
	3.2
	4.0
	12.0
	Higher is better
	C

	Net present value (£m)
	(6.54)
	(6.08)
	0.86
	Accept if positive
	C

	Profitability index
	0.869
	0.878
	1.017
	Accept if above 1.0
	C

	Internal rate of return (%)
	2.72
	3.26
	8.59
	Accept if above 8%
	C


Project C is recommended on all five measures. It is the only project with a positive NPV and the only one whose IRR exceeds the cost of capital; A and B would each destroy around £6m of shareholder wealth.
The recommendation is also in line with the Group's finances. The current ratio is just 0.44, free cash flow is only £77.4m and Whitbread isn't able to invest £50m into a project that fails to return its cost of capital. The fact that this project has a shorter payback period (3.6 years) than is typical for a project of this size becomes significant in this context, because it will provide cash to the Group before the next biggest refinancing occurs. The profile also fits fairly well with a room conversion programme where costs are front-loaded and revenues come in as rooms are added.
These should be balanced by non-financial risks. There is a forecasting risk associated with project C because it relies on the value of years 3 and 4. The further into the future a cash flow is, the less reliable the estimate will be. Political and regulatory risk is real as they impose business rates and planning rules with a further rise in the National Living Wage and a German element will introduce currency and labour law exposure. The balancing power is the customer loyalty, as Premier Inn has very few intermediaries, ensuring that they have a steady demand and incur minimal distribution costs. Overall, the risks are acceptable, but Project C needs to be tested for sensitivity at 9 and 10 % and for stage-gate at year two.
[bookmark: _Toc237514455]Capital rationing with a £100 million limit
In principle, two projects could be funded with £100 million of funds. In general, with capital rationing, projects should be ranked according to the profitability index, thus, a limited amount of capital will yield the maximum total net present value (Arnold and Lewis, 2019). Here the ranking is C first at 1.017, then B at 0.878, then A at 0.869.
The important insight is that the constraint does not actually bind. The problem with capital rationing is that there can only be a real choice when there are more projects with positive NPV than there is money to invest. Here only one project is showing positive NPV and a second project would give a negative NPV in each of the cases. The correct decision is therefore to invest £50 million in Project C alone. Having £100 million available does not oblige the Board to spend it, and committing the second £50 million to either remaining project would reduce the combined net present value of the programme rather than increase it.
From the analyses of the sections 2 and 3, the best use of the cash buffer is to build up the current ratio (0.44) by reducing the dependence on short term facilities. The notion of spending capital to appear active is a widely recognised value destroying behaviour, and the discipline of not investing is as crucial as the discipline of investing well (Jensen, 1986).
[bookmark: _Toc237514456]Critical reflection on AI usage
[bookmark: _Toc237514457]Tool disclosure
The following tasks were prepared using generative AI, and I checked and reworded in my own words: I found the appropriate statements in Whitbread's five annual reports; I verified the arithmetic in ratio and appraisal calculations that I had first generated in a spreadsheet, without assistance from generative AI; and I received suggestions for rewording statements for clarity in my draft text, which I then reviewed and reworded in my own words. Tables and charts were also formatted with both of these tools. However, the selection of the company, the interpretation of results or recommendations were not made using AI.
[bookmark: _Toc237514458]Evaluation of AI output.
Verification was systematic and it found actual mistakes. All financial amounts in this report have been traced to the audited consolidated income statement, balance sheet or cash flow statement in the corresponding annual report, and were not accepted on the basis of a model. This was important because if a document was not in front of it, then the assistant would provide credible but false revenues data, the confident false-fabrication pattern described by Bender et al. (2021).
The second one was a logical rather than a factual error. A rough draft was made and the days were calculated based on the inventory costs, giving rise to a value greater than 1,100 days. This involved business rather than arithmetic skills: Whitbread does not provide a separate cost of sales statement so the denominator should be total operating costs as per section 3.1. The third check was for the adjusted figures in which the model used adjusted operating profit as the statutory measure. If this had not been corrected, it would have affected all of the profitability ratios in section 2. This was solved by cross checking of income statement.
[bookmark: _Toc237514459]Contribution analysis
There is a segregation of labor. AI facilitated quicker document navigation, arithmetic error detection, language editing and presentation. The analysis of this content is my own: The selection of Whitbread, the choices over ratios and their construction, the decision to present both statutory and adjusted result side by side, the judgement of liquidity being the main issue, benchmarking against IHG and the sector, the recommendation of the restructuring package and its interpretation of the appraisal results, and the conclusion that the capital rationing constraint is not binding. The tool was a tool to accelerate mechanical work around those judgements – it was not the creation of those judgements.
[bookmark: _Toc237514460]Reflection on ethics and professionalism
For the finance professional, there are three concerns. First, is transparency. Presenting analysis to a Board without disclosing that AI was used misrepresents the basis of the advice, and it is recognised good practice to be transparent about the use of tools (Floridi and Cowls, 2019).
The second one is data privacy. Since the published accounts of Whitbread are public no confidential information is included here. However, in reality, a CFO will use unpublished forecasts together with employee information and price sensitive information, which may be deemed as breaches of data protection law and market abuse regulation if entered in a public tool. It's critical to have enterprise tools that have contractual data retention requirements.
The third and most severe is over-reliance. The errors in 6.2 were caught only because someone who knew what the numbers should look like compared the output against source documents. When decision making tasks are supported by a machine, flurries of fluency and confidence make accountability hard to see and can lead to false confidence (Mittelstadt et al., 2016; Dwivedi et al., 2021). Financial analysis preparation can be aided by AI, but the individual who signs it remains responsible for the figures and the recommendations.
[bookmark: _Toc237514461]Conclusion
Whitbread is an efficient operating company with an excessive level of debt. The pandemic has done little to dent revenue and the adjusted operating margin hit a five-year peak of 22.2 % while cash conversion of 165 % of the adjusted operating profit is exceptional by any standards. The trading model is being effective.
The financial position tells a different story. The current ratio has dropped to 0.44 against a sector average of 0.87, and is still below IHG's 0.98, the gearing ratio has increased to 174 % of equity, the interest cover has decreased to 2.32 times and free cash flow has declined to £77.4m. All of this is not a sign of weak trading. This represents a capital programme of £675 million, buy back of £250 million, dividend of £169 million and bond repayment of £450 million, all of which were raised from cash reserves for that one year.
Four recommendations follow. First, build up a cash buffer of approximately £500 million by refinancing part of the bond that has been repaid, restoring the cash flow to the sector's norm within two years. Second, continue to support the negative cash operating cycle without over-extending suppliers, and spread out the capital spending to prevent a second FY2026 peak. Third, exit or partner the German business and suspend the buy-back for one year to retain approximately £250 million of internally generated funds. Fourth, approve Project C and reject Projects A and B, subject to sensitivity testing at 9 and 10 per cent and a stage-gate review at year two. Taken together, these measures restore financial flexibility without disturbing the operating model that generates the Group's cash.
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[bookmark: _Toc237514463]Appendix A: Five-year summary financial data
	£ million
	FY2022
	FY2023
	FY2024
	FY2025
	FY2026

	Revenue
	1,703.4
	2,625.2
	2,959.9
	2,921.9
	2,920.2

	Other income
	131.1
	12.7
	13.6
	7.4
	9.2

	Operating costs
	1,605.8
	2,133.7
	2,421.7
	2,420.0
	2,469.9

	Statutory operating profit
	227.3
	505.0
	564.8
	514.0
	464.2

	Adjusted operating profit
	153.3
	543.5
	674.2
	629.6
	648.9

	Finance costs
	173.6
	166.9
	179.3
	188.5
	200.3

	Profit before tax
	58.2
	374.9
	451.7
	367.8
	298.4

	Profit for the year
	42.5
	278.8
	312.1
	253.7
	212.9

	Inventories
	19.4
	21.7
	21.2
	17.1
	11.0

	Trade and other receivables
	116.4
	141.8
	119.3
	127.1
	136.7

	Cash and cash equivalents
	1,132.4
	1,164.8
	696.7
	909.0
	233.7

	Total current assets
	1,268.2
	1,328.3
	837.2
	1,073.1
	387.6

	Total current liabilities
	719.6
	845.6
	870.4
	1,319.0
	889.4

	Trade and other payables (current)
	570.7
	676.7
	670.5
	660.8
	689.7

	Total assets
	9,566.5
	9,942.8
	9,521.3
	9,904.7
	9,568.6

	Total liabilities
	5,447.5
	5,831.4
	6,001.9
	6,570.2
	6,432.2

	Equity
	4,119.0
	4,111.4
	3,519.4
	3,334.5
	3,136.4

	Borrowings
	991.9
	993.4
	994.9
	1,392.4
	943.0

	Lease liabilities
	3,701.8
	3,958.4
	4,098.4
	4,233.8
	4,523.1

	Cash generated from operations
	693.7
	996.3
	1,086.7
	1,004.5
	1,072.6

	Net cash from operating activities
	508.7
	799.9
	877.9
	761.7
	752.8

	Purchase of property, plant and equipment
	200.4
	482.0
	479.9
	466.4
	655.7

	Investment in intangible assets
	21.1
	36.8
	28.6
	19.6
	19.7

	Dividends paid
	—
	119.1
	164.7
	178.1
	168.8

	Cost of inventories recognised as expense
	146.6
	229.0
	255.1
	225.7
	215.1


Source: Whitbread PLC Annual Report and Accounts 2021/22, 2023/24 and 2025/26 (each report supplying the current year and the comparative year).








[bookmark: _Toc237514464]Appendix B: Full ratio calculation tables
	Ratio and formula
	FY2022
	FY2023
	FY2024
	FY2025
	FY2026

	Operating margin = operating profit ÷ revenue (%)
	13.34
	19.24
	19.08
	17.59
	15.90

	Adjusted operating margin (%)
	9.00
	20.70
	22.78
	21.55
	22.22

	Net profit margin = profit for year ÷ revenue (%)
	2.50
	10.62
	10.54
	8.68
	7.29

	ROCE = adj. operating profit ÷ (TA − CL) (%)
	1.73
	5.97
	7.79
	7.33
	7.48

	ROE = profit for year ÷ equity (%)
	1.03
	6.78
	8.87
	7.61
	6.79

	Current ratio = CA ÷ CL (times)
	1.76
	1.57
	0.96
	0.81
	0.44

	Quick ratio = (CA − inventories) ÷ CL (times)
	1.74
	1.55
	0.94
	0.80
	0.42

	Cash ratio = cash ÷ CL (times)
	1.57
	1.38
	0.80
	0.69
	0.26

	Inventory days = inventories ÷ cost of inventories × 365
	48.3
	34.6
	30.3
	27.7
	18.7

	Receivable days = receivables ÷ revenue × 365
	24.9
	19.7
	14.7
	15.9
	17.1

	Payable days = payables ÷ operating costs × 365
	129.7
	115.8
	101.1
	99.7
	101.9

	Asset turnover = revenue ÷ total assets (times)
	0.18
	0.26
	0.31
	0.30
	0.31

	Total debt = borrowings + lease liabilities (£m)
	4,693.7
	4,951.8
	5,093.3
	5,626.2
	5,466.1

	Net debt = total debt − cash (£m)
	3,561.3
	3,787.0
	4,396.6
	4,717.2
	5,232.4

	Gearing = debt ÷ equity (%)
	113.9
	120.4
	144.7
	168.7
	174.3

	Gearing = debt ÷ (debt + equity) (%)
	53.3
	54.6
	59.1
	62.8
	63.5

	Interest cover = operating profit ÷ finance costs (times)
	1.31
	3.03
	3.15
	2.73
	2.32

	Adjusted interest cover (times)
	0.88
	3.26
	3.76
	3.34
	3.24

	Basic EPS (pence)
	21.1
	138.4
	161.0
	141.5
	123.3

	Adjusted EPS (pence)
	(2.5)
	162.9
	206.9
	194.6
	208.5

	Dividend per share (pence)
	34.7
	74.2
	97.0
	97.0
	97.0

	Dividend cover = EPS ÷ DPS (times)
	0.61
	1.87
	1.66
	1.46
	1.27

	Payout ratio = DPS ÷ EPS (%)
	164.4
	53.6
	60.3
	68.6
	78.7

	Operating cash flow ÷ revenue (%)
	29.86
	30.47
	29.66
	26.07
	25.78

	Operating cash flow ÷ current liabilities (times)
	0.71
	0.95
	1.01
	0.58
	0.85

	Free cash flow = OCF − total capex (£m)
	287.2
	281.1
	369.4
	275.7
	77.4

	Operating cash flow ÷ net debt (%)
	14.28
	21.12
	19.97
	16.15
	14.39

	Cash conversion = cash from ops ÷ adj. op. profit (%)
	452.5
	183.3
	161.2
	159.6
	165.3





[bookmark: _Toc237514465]Appendix C: Ratio trend charts
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Figure C1: Revenue and operating profit.
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Figure C2: Profitability ratios.
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Figure C3: Liquidity ratios against the sector benchmark.
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Figure C4: Net debt, gearing and interest cover.
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Figure C5: Cash operating cycle and its components.
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Figure C6: Cash generation and reinvestment.
[bookmark: _Toc237514466]Appendix D: Investment appraisal workings
[bookmark: _Toc237504427]Cash flows and discount factors
	Year
	Project A (£m)
	Project B (£m)
	Project C (£m)
	DF at 8%
	PV A (£m)
	PV B (£m)
	PV C (£m)

	0
	(50.00)
	(50.00)
	(50.00)
	1.0000
	(50.00)
	(50.00)
	(50.00)

	1
	10.00
	11.00
	5.00
	0.9259
	9.259
	10.185
	4.630

	2
	12.00
	11.00
	10.00
	0.8573
	10.288
	9.431
	8.573

	3
	14.00
	11.00
	20.00
	0.7938
	11.114
	8.732
	15.877

	4
	10.00
	11.00
	25.00
	0.7350
	7.350
	8.085
	18.376

	5
	8.00
	11.00
	5.00
	0.6806
	5.445
	7.486
	3.403

	Total inflows
	54.00
	55.00
	65.00
	—
	43.456
	43.920
	50.858

	Net present value
	
	
	
	
	(6.544)
	(6.080)
	0.858


[bookmark: _Toc237504428]Method-by-method results
	Measure
	Formula applied
	Project A
	Project B
	Project C

	Payback period
	Years to recover £50m from cumulative inflows
	4.50 yrs
	4.55 yrs
	3.60 yrs

	Average annual profit
	(Total inflows − £50m depreciation) ÷ 5
	£0.8m
	£1.0m
	£3.0m

	ARR (initial investment)
	Average profit ÷ £50m
	1.60%
	2.00%
	6.00%

	ARR (average investment)
	Average profit ÷ £25m
	3.20%
	4.00%
	12.00%

	Net present value
	PV of inflows − £50m
	(£6.544m)
	(£6.080m)
	£0.858m

	Profitability index
	PV of inflows ÷ £50m
	0.869
	0.878
	1.017

	Internal rate of return
	Rate at which NPV = 0
	2.72%
	3.26%
	8.59%


[bookmark: _Toc237504429]Capital rationing analysis (£100 million ceiling)
	Ranking by profitability index
	PI
	NPV (£m)
	Capital (£m)
	Decision

	1. Project C
	1.017
	0.858
	50
	Accept

	2. Project B
	0.878
	(6.080)
	50
	Reject

	3. Project A
	0.869
	(6.544)
	50
	Reject

	Optimal portfolio: Project C only
	1.017
	0.858
	50
	£50m unspent


The remaining £50 million should be applied to rebuilding liquidity rather than to a negative-NPV project.


[bookmark: _Toc237514467]Appendix E: AI Acknowledgement Form
	Item
	Declaration

	Was generative AI used?
	Yes

	Tool(s) used
	Microsoft Copilot; Google AI

	Date(s) of use
	18th July till 4th August 2026

	For Creative Purposed
	Got help with production of charts and the formatting of tables presented in the report and appendices.

	PROOFREADING
	Checking grammar and syntax in my own draft text, and obtaining suggestions to rephrase sentences for clarity. All rewording was reviewed and edited it in the document in my own words

	RESEARCH
	Locating the relevant financial statements within Whitbread's five annual reports, and independently verifying the arithmetic of ratio and investment appraisal calculations that I had first prepared in a spreadsheet.

	Tasks I have Performed
	Selection of Whitbread as the case company; choice and construction of ratios; interpretation of results; benchmarking judgement; restructuring recommendations; investment decision and capital rationing conclusion; overall conclusion.

	Verification method
	Every financial figure was traced back to the audited consolidated income statement, balance sheet or cash flow statement in the relevant annual report. No figure was accepted on the authority of an AI tool alone.

	Errors identified and corrected
	Incorrectly recalled revenue figures; incorrect denominator used for payable days; adjusted operating profit confused with the statutory figure.

	Student declaration
	I confirm that the analysis, interpretation and conclusions in this report are my own work, and that generative AI was used only within the permitted categories declared above.

	Name and student ID
	Vraj Patel — 2538982

	Signature and date
	V Patel
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