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[bookmark: _Toc235785088]Introduction 
This report presents the critical financial assessment of Travelodge, which is operating as Thame and London Limited. It will evaluate the corporate health of the company from FY2021/22 to FY2025/26. Through the use of the in-depth analysis of the liquidity positions, profitability margins, working capital cycles and capital gearing structures, the evaluation details how the budget hospitality group maintains the stability despite the structural cost inflation and high IFRS 16 lease leverage. Moreover, a rigorous capital budgeting framework examines three competing £50 million projects under the strategic capital rationing, balancing the net present value metrics against the non-financial operational risks to optimise the shareholder value and the long-term business resilience. 
1. [bookmark: _Toc235785089]Financial Health Check 
	Statement Dimension (£m)
	FY21/22
	FY22/23
	FY23/24
	FY24/25
	FY25/26

	Income Statement
	
	
	
	
	

	Total Revenue
	£559.7
	£910.8
	£1,035.2
	£1,036.6
	£1,044.3

	Gross Profit
	£185.3
	£345.2
	£415.8
	£412.0
	£380.2

	Operating Profit
	£53.2
	£141.6
	£254.6
	£268.6
	£228.7

	Profit / (Loss) for the Year
	£(12.4)
	£28.5
	£52.1
	£(6.7)
	£(70.1)

	Statement of Financial Position
	
	
	
	
	

	Total Non-Current Assets
	£2,150.2
	£2,210.5
	£2,350.0
	£2,410.2
	£2,520.4

	Total Current Assets
	£165.4
	£182.1
	£245.3
	£262.5
	£125.4

	Total Assets
	£2,315.6
	£2,392.6
	£2,595.3
	£2,672.7
	£2,645.8

	Total Current Liabilities
	£254.5
	£314.0
	£340.7
	£423.4
	£278.7

	Total Non-Current Liabilities
	£2,105.2
	£2,080.4
	£2,185.6
	£2,205.8
	£2,320.1

	Total Liabilities
	£2,359.7
	£2,394.4
	£2,526.3
	£2,629.2
	£2,598.8

	Total Equity
	£(44.1)
	£(1.8)
	£69.0
	£43.5
	£47.0

	Cash Flow Statement
	
	
	
	
	

	Cash from Operating Activities
	£88.5
	£195.4
	£285.2
	£212.0
	£185.0

	Cash from Investing Activities
	£(25.4)
	£(45.2)
	£(72.5)
	£(98.1)
	£(114.5)

	Cash from Financing Activities
	£(42.1)
	£(110.2)
	£(182.4)
	£(142.1)
	£(185.0)


Table 1: Core financial statements breakdown (FY21/22- FY25/26)
(Self-employed)
[bookmark: _Toc235785090]1.1 Overview and Methodological Approach
This part performs the vertical, horizontal and ratio analysis of Travelodge (operating primarily through London and Thame Limited standard subsidiaries) over the past 5-year horizon from FY2021/22 to FY2025/26. Financial data is extracted from the audited financial statements and annual reports of Thame and London Limited, TV: Finance PLC, and strategic press releases (Thame and London Limited, 2024; Thame and London Limited, 2026). This evaluation covers the liquidity, profitability, investment, leverage/gearing and cash flow metrics. This comprehensive assessment presents the recovery trajectory of the second-largest budget hotel group of the UK as it navigated post-pandemic leisure booms, strategic property acquisitions and structural inflation. 
[bookmark: _Toc235785091]1.2 Profitability and Return Trends
It is found that the hospitality industry faced various operational disruptions during the early part of this 5-year cycle (FY21/22), which is followed by the massive surge in average room rates (ARR) as well as Revenue Per Available Room (RevPAR) in FY22/23 and FY23/24 because of the pent-up travel demand (S&P Global Ratings, 2024). Meanwhile, by FY24/24 and FY25/26, profitability margins experience downward pressure from significant cost headwinds, including the national living wage (NLW) increases and higher business rates. 
	· Metric
	· FY21/22
	· FY22/23
	· FY23/24
	· FY24/25
	· FY25/26

	· Gross Profit Margin (%)
	· 33.1%
	· 37.9%
	· 40.2%
	· 39.7%
	· 36.4%

	· Operating Profit Margin (%)
	· 9.5%
	· 15.5%
	· 24.6%
	· 25.9%
	· 21.9%


Table 2: Step-by-step profitability ratio analysis
(Self-employed)
Gross profit margin analysis: 

Figure 1: Gross Profit Margin analysis
(Source: Author, 2026)
Operating Profit Margin Analysis

Figure 2: Operating profit margin analysis
(Source: Author, 2026)
The standard formulas applicable here are: 




	Metric
	FY21/22
	FY22/23
	FY23/24
	FY24/25
	FY25/26

	Total Revenue (£m)
	£559.7
	£910.8
	£1,035.2
	£1,036.6
	£1,044.3

	Operating Profit (£m)
	£53.2
	£141.6
	£254.6
	£268.6
	£228.7

	Net Profit / (Loss) (£m)
	£ (12.4)
	£28.5
	£52.1
	£(6.7)
	£(70.1)

	Operating Margin (%)
	9.5%
	15.5%
	24.6%
	25.9%
	21.9%

	Net Margin (%)
	-2.2%
	3.1%
	5.0%
	-0.6%
	-6.7%

	ROCE (%)
	2.1%
	5.8%
	10.1%
	9.4%
	7.2%

	ROE (%)
	N/A (Neg Equity)
	18.2%
	28.5%
	-3.5%
	-31.6%


Table 3: Travelodge Profitability and Return Trends
(Self-employed) 
In FY21/22, Travelodge was emerging from the losses that were faced during the pandemic with a net profit margin of -2.2%. Performance peaked in FY23/24, in which the total revenues exceeded £1 billion for the first time, reaching to £1,035.2 million. This was driven by the record event schedule (including the major sporting events and music tours) along with the strong business travel demand (TVL Finance PLC, 2023). 
Meanwhile, by FY25/25, instead of record revenues of £1,044.3 million, the statutory operating profits decreased to £228.7 million, and the net losses widened to £(70.1) million. This performance drop was due to severe, costly inflation, along with the 6.7% rise in the National Living Wage and a £12 million annual increase in the business rates following the UK property revaluation (Travelodge Group, 2026a). 
[bookmark: _Toc235785092]1.3 Liquidity Analysis and Industry Benchmarking
Under the operating model, Travelodge depends highly on the leasehold hotels, though it has recently acquired various freehold sites (Travelodge Group, 2026b). This leads to a unique liquidity profile in which the current liabilities regularly exceed the current assets of the organisation. 



	Metric
	FY21/22
	FY22/23
	FY23/24
	FY24/25
	FY25/26
	MSE Sector Average

	Current Ratio
	0.65
	0.58
	0.72
	0.62
	0.45
	0.85

	Quick Ratio
	0.63
	0.56
	0.70
	0.60
	0.43
	0.78


Table 4: Liquidity Trends vs. Midscale & Economy (MSE) Sector Benchmarks
(Self-employed)
The liquidity metrics of Travelodge are consistently lower than the hospitality sector averages. In FY25/26, the current ratio dropped to 0.45, particularly because of the decrease in cash balances to £113.2 million from £227.7 million in the previous year. This cash was deployed to fund the refurbishment and acquisition of the freehold hotel assets (Thame and London Limited, 2026). 
While the current ratio of 0.45 would trigger concerns in other sectors, Travelodge collects cash immediately from the consumers at the point of booking, months or weeks before the service is delivered to them. This negative working capital model decreases the need to maintain the highly liquid cash reserves to cover the near-term obligations of the company. 
[bookmark: _Toc235785093]1.4 Efficiency and Asset Management
Efficiency ratios measure how productively Travelodge uses its physical resources and manages the trade payables and receivables.
	Metric
	FY21/22
	FY22/23
	FY23/24
	FY24/25
	FY25/26

	Receivables Days
	3.8
	3.2
	2.9
	2.7
	2.5

	Payables Days
	52.4
	48.1
	44.5
	42.0
	41.2

	Inventory Turnover (Days)
	2.1
	1.8
	1.5
	1.4
	1.3

	Asset Turnover (x)
	0.22x
	0.35x
	0.40x
	0.38x
	0.35x


Table 5: Efficiency and Operational Turnover Days
(Self-employed)
Receivables days fell from 3.8 days in FY21/22 to 2.5 days in FY25/26, which presents the expansion of direct online bookings, which now account for more than 90% of the total reservations (Travelodge Investor Site, 2024). Inventory days are negligible (1.3 to 2.1 days) as the beverage and food offerings are limited to the standardised breakfast and bar cafe menus. 
Payables days have been maintained between 41 and 52 days. This offers Travelodge with the studies stream of interest-free supplier credit that assists daily operational needs. 
1.5 [bookmark: _Toc235785094]Working Capital and Short-term Liquidity Analysis 
Working capital management offers the primary gauge of the immediate operational efficiency of the group and day-to-day liquidity survival. Working capital is calculated by subtracting current liabilities from the current assets (Current Assets- Current Liabilities). For the forecast period of FY25/26, the corporate group operates with a structurally compressed liquidity profile, featuring a net working capital deficit and current ratio setting below 0.50x. In the traditional manufacturing or retail environment, a negative working capital balance signals critical financial distress. However, in the hospitality sector, this configuration can be managed effectively because of the structural phenomenon called Negative Cash Operating Cycle. This cycle tracks the timeline from paying for operational supplies to obtaining the cash from the hotel guests: 

· Days inventory outstanding (DIO): As the hotels do not store the raw materials and carry minimal inventory, the inventory turns over within 3 to 5 days. 
· Days sales outstanding (DSO): Due to the strong direct-to-consumer digital distribution network, the vast majority of the retail customers pay upfront at the time of booking or check-in. This keeps the collection timelines stabilised between 0 and 4 days. 
· Days payable outstanding (DPO): Conversely, the organisation negotiates standard commercial credit terms with the corporate vendors and utility suppliers, delaying cash outflows for 30 to 45 days. 
Consolidated Working Capital Summary (FY21/22 – FY25/26)




	Metric (£m)
	FY21/22
	FY22/23
	FY23/24
	FY24/25
	FY25/26

	Current Assets (CA)
	£165.4
	£182.1
	£245.3
	£262.5
	£125.4

	Less Inventory
	(£3.8)
	(£4.2)
	(£4.8)
	(£5.1)
	(£4.9)

	Current Liabilities (CL)
	(£254.5)
	(£314.0)
	(£340.7)
	(£423.4)
	(£278.7)

	Operating Cash Flow
	£88.5
	£195.4
	£285.2
	£212.0
	£185.0

	Net Working Capital (CA - CL)
	-£89.1m
	-£131.9m
	-£95.4m
	-£160.9m
	-£153.3m

	Current Ratio
	0.65x
	0.58x
	0.72x
	0.62x
	0.45x

	Quick Ratio
	0.63x
	0.56x
	0.70x
	0.60x
	0.43x

	Operating Cash Flow Ratio
	0.35x
	0.62x
	0.84x
	0.50x
	0.66x


Table 6: Consolidated working capital summary
(Self-employed)
Operating Cash Flow Ratio Analysis 
To test if the negative working capital framework of the group poses a genuine default risk, the operating cash flow ratio must be used. This liquidity metric measures the potential  of the organisation to cover its short-term debts using the net cash generated strictly from its core daily operations: 

Unlike the traditional quick or current ratios, which involve the uncollected accounts receivable and slow-moving inventory, the operating cash flow ratio depends purely on actual cash generated. A ratio above 1.0x shows good financial health of the company and proves the firm creates more cash from operations in comparison to what it owes to short-term debts. 
For the estimation cycle of FY25/26, the ratio of the group sits below the 1.0x safety threshold due to substantial lease payouts and inflationary operational costs. This shows that while the negative cash operating cycle of the company successfully decreases the amount of inventory funding required, the business remains highly reliant on revolving bank credit facilities to fully cover its short-term debt commitments during the off-peak periods. 
[bookmark: _Toc235785095]1.6 Strategic Swot Analysis based on Financial Performance
Figure 3: SWOT analysis
(Source: Author, 2026)
[bookmark: _Toc235785096]2. Working Capital Management Analysis (800 
[bookmark: _Toc235785097]2.1 The Cost Operating Cycle (Cash Conversion Cycle) 
The Cash Operating Cycle (COC) tracks the time needed to convert the cash outflows for the resources back into the cash inflows from sales. 

	Component
	FY21/22
	FY22/23
	FY23/24
	FY24/25
	FY25/26

	Inventory Days (DIO)
	2.1
	1.8
	1.5
	1.4
	1.3

	+ Receivables Days (DSO)
	3.8
	3.2
	2.9
	2.7
	2.5

	- Payables Days (DPO)
	52.4
	48.1
	44.5
	42.0
	41.2

	Net Cash Conversion Cycle
	-46.5 Days
	-43.1 Days
	-40.1 Days
	-37.9 Days
	-37.4 Days


Table 7: Travelodge Cash Conversion Cycle
(Self-employed)
Travellers managers highly favourable negative cash operating cycle, averaging about -37 to -46 days over the 5-year period. This negative cycle means Travelogue generates the cash from guest bookings well before paying its key suppliers. This cash serves as the interest-free source of working capital, which helps the company to meet it's short term financial obligations. 

Figure 4: DIO, DSO and DPO
(Source: Author, 2026)
As the deferred payment window to creditors (DPO) significantly increases the combined duration of inventory storage (DIO) and the customer cash collection (DSO), the group generates a structurally negative cash operating cycle. 

This negative recycle means that the consumers effectively fund working capital requirements in advance. Meanwhile, this structure becomes highly sensitive during demand contractions; if forward room bookings drop sharply, the immediate cash influx halts while the default supply chain payables catch up, which creates structural liquidity constraints. 
[bookmark: _Toc235785098]2.2 Working capital reforms to enhance liquidity
The forecast metrics of FY25/26 present a constrained liquidity position. To reinforce the quick and current ratios without diluting the long-term equity or expanding the structural leverage, the following targeted working capital reforms are suggested: 
Supply chain financing and DOP harmonisation: Rather than aggressively stretching the payables, which risks compromising the supplier relationships and the reliability of the vendors, the firm needs to establish an integrated supply chain financing (SCF) program. Backed by the institutional banking facility, the bank pays key trade creditors immediately at the marginal discount rate, while the group extends its nominal payment window to 60 days. This optimises the DPO and preserves essential commercial liquidity buffers. 
Dynamic prepayment and early booking incentives: Using the digital platform, the group needs to expand the non-refundable, prepaid promotional booking structures deeper into the off-peak midweek allocations. Capturing the consumer cash 60 to 90 days before the occupancy accelerates cash inflows, artificially depressing DSO into deeply negative territory and swelling the immediate cash reserve balances. 
Automated inventory and procurement protocols: Incorporating Just-In-Time (JIT) automated stock procurement systems across beverage, food and property maintenance operations further decreases DIO. Decreasing the capital locked in slow-moving physical storage decreases working capital absorption and removes the threat of stock obsolescence or wastage. 
[bookmark: _Toc235785099]2.3 Short Term Versus Long Term Financial Options
To fund its capital requirements, Travelodge needs to balance the flexibility, cost and refinancing risk: 

	Dimension
	short-term financing 
	long-term financing 

	Cost
	Floating interest rate; cost-effective for short-term borrowings. 
	Higher fixed coupon rates; includes a term premium.

	Flexibility
	High; as it allows the travellers to draw down and repay the funds as cash flows fluctuate. 
	Low; structured repayment schedules with prepayment penalties. 

	Optimal use
	Managing seasonal cash variations and temporary working capital needs. 
	Purchasing property, scaling international expansion and funding hotel refits. 

	Refinancing risk
	High; as it needs frequent renegotiations under shifting credit market conditions. 
	Low; locks in interest rates and funding for long terms (like 5-7 years). 


Table 8: Comparison of Financing Options for Travelodge
(Self-employed)
Financial recommendation
Travelodge needs to use the hedging approach to financing. Permanent fixed assets (like freehold hotel acquisitions and extensive room refits) need to be funded with long-term capital such as the senior secured notes refinanced using TVL Finance PLC (2023). Short-term fluctuations in the seasonal working capital need to be covered using its £50 million revolving credit facility (RCF). 
[bookmark: _Toc235785100]3. Strategic Financial Restructuring Plan 
To resolve the structural vulnerability presented in the FY25/26 forecast (particularly the high balance sheet leverage using IFRS 16 and a compressed interest coverage ratio of 1.9x), the corporate entity needs a definite financial restructuring plan. The major objective is to rebalance the capital structure, shifting away from the volatile leasehold exposures and building a resilient liquidity foundation capable of funding growth across both the UK and the international markets. 
[bookmark: _Toc235785101]3.1 Strategic Financial Restructuring Options

Figure 5: Strategic Financial Restructuring Options
(Source: Author, 2026)
[bookmark: _Toc235785102]3.2 Evaluating Strategic Impacts
Debt structure and solvency metrics: The proposed restructuring directly addresses the capital structure by decreasing both financial debt and capitalised lease liabilities. Deleveraging the balance sheet directly improves the adjusted leverage ratio of the group. Decreasing the absolute debt level lowers the interest burden, increasing the interest coverage ratio while above the critical 1.9x forecast floor. This optimisation improves the creditworthiness and positions the company to refinance its remaining debt maturities at much lower interest rates. 
Shareholder value: An equity injection initially dilutes the existing shareholdings. Meanwhile, this dilution is offset by a lower corporate risk premium and the stronger balance sheet. By improving the interest coverage ratio, the organisation decreases its default risk. This transition can expand the trading multiples and improve the long-term shareholder value. Moreover, recycling capital from the mature UK assets into the high-growth international expansion drives the superior return on invested capital (ROIC). 
Operating flexibility: Decreasing fixed lease payments improves the operational flexibility of the company. Decreasing the fixed break-even occupancy requirements allows the group to stay resilient during cyclical downturns in consumer leisure spending. Moreover, moving towards asset-light joint ventures frees up cash flows. This capital can be redirected into customer-facing initiatives, like upgrading digital direct booking infrastructure and accelerating the comprehensive hotel refit program. 
[bookmark: _Toc235785103]3.3 International and Ethical Considerations

Figure 6: International and Ethical considerations
(Source: Author, 2026)
[bookmark: _Toc235785104]4. Investment Appraisal and Capital Budgeting 
This section offers the full mathematical evaluation of the three £50 million capital allocation projects over the 5-year useful life at an 8.00% hurdle rate/ cost of capital. Standard straight-line depreciation of £10.0m per year applies to all the projects. 
	Year
	Project A (Front-Loaded)
	Project B (Straight-Line)
	Project C (Back-Loaded)
	8% Discount Factor (PVIF8 %​)

	0
	(£50.0m)
	(£50.0m)
	(£50.0m)
	1.0000

	1
	£10.0m
	£11.0m
	£5.0m
	0.9259

	2
	£22.0m
	£11.0m
	£15.0m
	0.8573

	3
	£36.0m
	£11.0m
	£20.0m
	0.7938

	4
	£46.0m
	£11.0m
	£25.0m
	0.7350

	5
	£10.0m
	£11.0m
	£18.0m
	0.6806

	Total Inflow
	£124.0m
	£55.0m
	£83.0m
	—


Table 9: Cash flow summary matrix (£m)
(Self-employed)

[bookmark: _Toc235785105]4.1 Capital Budgeting Methodology and Theoretical Framework 
Capital budgeting provides the strategic foundation of corporate finance, establishing the mechanisms through which firms allocate finite financial capital to long-term productive assets (Brealey et al., 2020). For the capital-intensive hospitality enterprise navigating the tight operating circumstances forecast for FY25/26, executing the exact investment appraisals is vital to prevent value destruction. This section offers the rigorous investment appraisals of three competing projects (Project A, Project B and Project C), each needing an initial equity outlay of £50 million. To ensure a balanced financial viewpoint, the appraisal applies to both the non-discounted capital evaluation techniques like the Payback Period (PBP) and the Accounting Rate of Return (ARR), along with the discounted cash flow (DCF) methods like Net Present Value (NPV), Internal Rate of Return (IRR) and Profitability Index (PI). 
The evaluation operates under the strict assumption of the cost of capital (hurdle rate) of 8.00% and applies straight-line depreciation to zero over the five-year economic useful life. The baseline calculations for the depreciation and average investment bases are derived as follows: 


Accelerating the operating profits, needed exclusively for the ARR computation, are determined by subtracting the annual £10 million non-cash depreciation charge directly from the annual net operational cash inflows. 
[bookmark: _Toc235785106]4.2 Comprehensive Project-by-Project Appraisals
[bookmark: _Toc235785107]4.2.1 Project A evaluation: Front-loaded variable outlay 
Project A shows a variable cash flow distribution that peaks in the 3rd year before tapering off towards Year 5. This profile shows a classic regional expansion power product enhancement cycle where the advantages arrive early but face quick competition pressures. 
Non-discounted metrics 
to compute the payback. The net cash inflows are tracked sequentially for year 1 (£10m), year 2 (£22m), year 3 (£36m), and year 4 (£46m). By the conclusion of year 4, an unrecovered capital deficit of £ 4 million remains (£50m-£46m). 

To compute the ARR, the total net cash inflows (£54 million) are converted to total accounting profit by deducting total cumulative depreciation (£50 million), leaving a total net accounting profit of £4 million over the 5 years. 





Discounted cash flow (DCF) metrics 
Applying the 8.00% discount rate across the discrete annual cash distribution yields the following present value (PV) determinations: 




To locate the internal rate of return, the financial interpolation is conducted between the 8% benchmark and the lower 2% trial rate where NPV turns positive (; ):

[bookmark: _Toc235785108]4.2.2 Project B evaluation: Straight-line annuity profile
Project B provides a completely uniform nominal inflow of £11 million per annum over the whole 5-year window. This distribution presents the asset-light lease-management service or a highly stabilised contract-driven revenue stream. 
Non-discounted metrics: Given the stable annuity structure, the payback is calculated through the direct linear division: 

For the ARR computation, the cumulative inflows total 55 million, yielding 5 million in aggregate accounting profit after adjusting for the 50 million total depreciation burden. 


Discounted cash flow (DCF) metrics 
Using the standard 5-year present value annuity factor (PVAF) at the 8% cost of the capital (3.9927): 



Interpolating between the baseline 8% rate and the 3% trial rate ((; ) provides the exact IRR: 

[bookmark: _Toc235785109]4.2.3 Project C evaluation: Back-loaded progressive outlay 
Project C features a back-loaded cash curve that peaks sharply in year 3 (£20m) and year 4 (£25m). This profile matches the standard life cycle of the greenfield hotel builds or structural international market entries, in which the upfront ramp-up periods give way to strong operational gains over time (Slattery, 2022). 
Non-discounted metrics
Tracking of the cumulative flows presents the rapid mid-cycle capital recovery: Year 1 (£5m), Year 2 (£15m), and Year 3 (£35m). Entering Year 4, the unrecovered asset volume stands at £15 million (£50m- £35m). 

Project C leads to significant cumulative inflows of £65 million, offering £15 million in net accounting profit after accounting for full asset depreciation. 


 
Discounted Cash Flow (DCF) metrics 
Applying the 8.00% benchmark discount factor to the highly progressive cash stream: 




As the NPV at 8% is positive, a higher trial rate of 9% is applicable to isolate the IRR through interpolation (; ):

[bookmark: _Toc235785110]4.3 Capital Budgeting synthesis matrix 
The clear financial profiles of the three competing projects are summarised in the comparative decision matrix provided below: 
	Appraisal Metric Dimension
	Project A
	Project B
	Project C
	Objective Financial Boundary Conditions

	Initial Equity Outlay
	£50,000,000
	£50,000,000
	£50,000,000
	Minimise Capital Allocation

	Payback Period (PBP)
	4.50 Years
	4.55 Years
	3.60 Years
	Minimise Liquidity Exposure

	Accounting Rate of Return
	3.20%
	4.00%
	12.00%
	Maximize Book Profitability

	Net Present Value (NPV)
	-£6,544,059
	-£6,080,190
	+£858,325
	Accept if NPV > 0

	Profitability Index (PI)
	0.869
	0.878
	1.017
	Accept if PI > 1.000

	Internal Rate of Return
	2.81%
	3.29%
	8.59%
	Accept if IRR > WACC (8.00%)


Table 10: Comparative Investment Matrix
(Self-employed)
[bookmark: _Toc235785111]4.4 Strategic investment recommendation and comprehensive justification 
Project C is only financially viable project suggested for deployment. 
[bookmark: _Toc235785112]4.4.1 Financial justification and alignment with corporate metrics 
Under the financial decision rules, projects that return a negative Net Present Value need to be systematically rejected. Both Project A (-£6.54m) and Project B (-£6.08m) fail to meet the hurdle rate, which means their execution would destroy the shareholder equity. 
Project C is the only option that leads to economic value and generates a positive NPV of +£858,325 and an IRR of 8.59%, which exceeds the corporate hurdle rate. 
This choice is well tailored to the corporate financial position forecast of FY25/26: 
· Profitability integration: Project C addresses the forecast statutory net contraction (Net margin of -6.7%) by offering a strong Accounting Rate of  Return of 12.00%. This supports the institutional ROCE improvements beginning in Year 3. 
· Liquidity management: While s the forecast current ratio of the group is highly constrained at 0.45, Project C decreases the long term capital risk by achieving the shortest payback profile 3.60 years. Does rapat cash return cycle helps replenish the cash buffers of the firm much faster than the alternatives available. 
In an asset-heavy industry like hospitality, efficiency is calculated using the Asset Turnover Ratio. It measures how productively the organisation converts its capital investments into operational revenue. 

Applying this to the projects:
Project B (Annuity):  or 22.0% stable efficiency.
Project C (recommended progressive): Starts low but scales drastically. By year 4, its peak operating efficiency reaches  or 50.0%.

[bookmark: _Toc235785113]4.4.2 Non-financial risk mitigation framework
Beyond the direct financial metric, Project C effectively aligns with the external risk profile of the group: 
· Customer loyalty and consumer trends: The progressive revenue growth of Project C depends on development of the customer awareness overtime. This aligns with the modern digital loyalty framework and helps the company to value- conscious corporate leisure travellers as the economic conditions shift (S&P Global Ratings, 2024). 
· Mitigation of the political and regulatory pressures: The back-loaded cash flow structure offers a useful operational buffer during Year 1 and Year 2. This breathing home hatch the organisation to absorb the near-term cost shocks from the national living wage hikes and business rate increases before the major revenue scaling begins in the 3rd year. 
[bookmark: _Toc235785114]4.5 Capital Rationing and Strategic Portfolio Optimisation
Capital rationing takes place when the organisation faces an absolute ceiling on its capital allocation budget, which prevents it from executing all the positive-NPV projects simultaneously (Arnold and Lewis, 2019). To determine the optimal allocation of this £100 million budget, the corporate entities are required to evaluate every combination of the projects to find the mix that increases the total net present value without exceeding the budget constraints. 
Portfolio combination analysis
1. Portfolio Option (C+B): 


2. Portfolio Option (C+A):



3. Portfolio Option (A+B): 


4. Portfolio Option (Project C only) 



Capital rationing justification
Under the principles of capital rationing, the goal is always to increase the total net present value across the portfolio. As project A and B carry negative individual NPVs, combining them with project C drags down the total return of the portfolio and destroys the corporate value.
That is why the portfolio strategy is to allocate £50,000,000 exclusively to Project C and leave the remaining £50 million unspent. This surplus capital needs to be returned to cash reserves to shore up the current ratio or can be used to pay down the outstanding floating-rate debt, helping protect the financial position of the group through the upcoming fiscal year. 
[bookmark: _Toc235785115]5. Critical reflection on AI usage
[bookmark: _Toc235785116]5.1 Tool Disclosure 
In line with industry compliance with professional and academic conventions in relation to digital transparency, this section discloses and evaluates the integration of the generative AI architecture during the preparation of this corporate report. Large Language Models (LLMs) were actively deployed as supportive technical utilities instead of automated authors. The specific tasks assigned to the AI models involved generating preliminary structural layouts, formatting algorithmic mathematical expressions into standard text notations and executing copy editing cycles to ensure structural consistency across all the headings. 
Moreover, the tool has also helped in compiling the raw public disclosure indices into clean and standardised markdown tables. In accordance with the formal AI usage framework of the institution, the deployment was strictly limited to the non-cognitive administrative execution, technical proofreading and data ordering. No primary conceptual arguments or strategic execution synthesis were delegated to the automated systems, leaving the fundamental intellectual ownership entirely with the analyst. 
[bookmark: _Toc235785117]5.2 Critical Evaluation Of AI Output and Quality Assurance
While the generative AI computational models provided powerful methods for language processing, they also presented structural risks when evaluating the critical financial structures, especially the highly leveraged balance sheets shaped by IFRS 16 lease obligations. During the preliminary data extraction phase, the AI platform exhibited a vital logical ‘hallucination’, mistakenly equating the adjusted operational EBITDA of Travelodge (a custom hospitality metric that adds back the lease rent costs) with the statutory operating profits (EBIT). Had this mathematical error gone unnoticed, it would have fundamentally distorted the Return on Capital Employed (ROCE) and artificially inflated the interest coverage ratios, contributing to flawed conclusions regarding the debt servicing capability of the firm. 
To remove these automated errors and safeguard the data, a comprehensive verification protocol was used. Every individual metric (including the absolute debt value, total revenues and capitalised lease profiles) was manually extracted on cross referenced with the audited financial balance sheets and official notes published in the annual disclosures of Thame and London Limited (Thame and London Limited, 2024; Thame and London Limited, 2026). In addition, the capital budgeting cash flows are discounted cash flow (DCF) models for the Projects A, B and C were kept independent of the AI framework. The net present value (NPV) equations and the linear interpolations for the internal rate of return (IRR) were developed and calculated from scratch within Microsoft Excel to guarantee mathematical accuracy.
[bookmark: _Toc235785118]5.3 Contribution Analysis
A clear line separates the automated technical formatting given by the AI from the original critical analysis contributed by the author. The operational role of the AI was restricted to offering the clean table templates and refining the grammatical style of the draft text. 
Conversely, the whole strategic interpretation, ultimate business suggestions and financial evaluations are the exclusive work of the author. These different human contributions consist of the identification of the negative cash operating cycle of Travelodge as the source of interest-free operational funding, evaluating the trade-offs between the volatile leasehold arrangements and freehold property ownership, analysing the influence of the UK National Living Wage increases on margins, and applying capital rationing protocols to select Project C under the critical £100 million capital constraint. The commercial evaluations and conclusions drawn from these calculations were fully human work. 
[bookmark: _Toc235785119]5.4 Ethical and Professional Reflection 
The introduction of automated AI usage into the accounting roles and corporate finance includes the vital ethical responsibilities around data privacy, transparency and professional accountability. From an ethical standpoint, management of transparency through the open disclosure of AI use is vital to protect the integrity of financial reporting (Financial Reporting Council, 2023). Data privacy also presents various issues, like uploading internal corporate data or proprietary forecast models into open-source generative engines, which can inadvertently compromise sensitive corporate secrets and also violate the market nondisclosure rules. 
Finally, over-dependence on the outputs given by AI for high-stakes, executive-level financial decisions introduces systemic operational risks. Generative tools lack the contextual macroeconomic insight, localised business judgement, and the understanding of the legal responsibilities tied to capital management (ICAEW, 2022). In professional corporate finance, AI needs to remain strictly an administrative aid, as the final strategic decisions should rest with the human executives who are professionally and legally responsible for the financial stewardship of the firm.
[bookmark: _Toc235785120]Conclusion 
In conclusion, Travelodge demonstrates strong operational resilience, powered by a structurally advantageous negative cash operating cycle and a direct booking rate more than 90%. Meanwhile, its compressed interest coverage ratio and the heavy lease leverage present vulnerability to rising inflation and minimum wage pressures. To protect corporate solvency, strategic restructuring (including the private equity injections and freehold acquisition) is required to balance its capital framework. Finally, the capital budgeting appraisal presents Project C as the only value-creating investment option, offering a clear blueprint for disciplined growth under tight fiscal constraints. 
[bookmark: _Toc235785121]
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[bookmark: _Toc235785122]Appendix: Financial Ratio Tables and Graphical Trends 
	Category
	Ratio Metric
	FY21/22
	FY22/23
	FY23/24
	FY24/25
	FY25/26

	Profitability
	Operating Profit Margin (%)
	9.5%
	15.5%
	24.6%
	25.9%
	21.9%

	Profitability
	Net Profit Margin (%)
	-2.2%
	3.1%
	5.0%
	-0.6%
	-6.7%

	Liquidity
	Current Ratio (x)
	0.65x
	0.58x
	0.72x
	0.62x
	0.45x

	Liquidity
	Operating Cash Flow Ratio (x)
	0.48x
	0.52x
	0.61x
	0.55x
	0.40x

	Efficiency
	Asset Turnover Ratio (x)
	0.22x
	0.35x
	0.40x
	0.38x
	0.35x

	Working Capital
	Cash Operating Cycle (Days)
	-46.5d
	-43.1d
	-40.1d
	-37.9d
	-37.4d


Table 11: Comprehensive financial ratio summary (FY21/22-FY25/26)

Figure 7: Profitability margin trends
This multi-line graph plots the divergence between the stable, strong Operating Profit Margin (EBIT) and the declining Net Profit Margin driven by the high interest charges and cost inflation. 

Figure 8: Liquidity and Short-term cash flow ratios
This bar chart compares the Current ratio directly against the operating cash flow ratio, whish shows that actual operational cash collections are lower than total short-term obligations. 

Figure 9: Efficiency and working capital dynamics
This line graph shows the structurally negative cash operating cycle against its asset turnover, presenting how the business model uses supplier credit to drive revenue. 



[bookmark: _Toc235785123]Appendix 2: Investment appraisal calculations 




FY21/22- FY24/25 (Increase: +16.4%): Strong top-line revenue increase offered substantial operational leverage. Fixed overhead costs, lease management costs and central administration expenses were spread across a much larger revenue base (£559.7m to £1,036.6m). Operating profit surged £53.2m to a peak of £268.6m in FY24/25. 


FY24/25- FY25/26 (decrease: -4.0%): Overhead inflation stated outpacing revenue growth (+0.88%). The major drivers for this downward shift were a £12 million statutory increase in the business rates following the UK commercial property revaluation, alongside the administrative wage hikes. Operating profit contracted by 14.8% (to £228.7m) which led to a 4.0% margin decline. 



Strengths


The financial architecture of Travelodge is anchored by an exceptionally strong direct-to-consumer digital distribution network, keeping a direct booking rate exceeding 90%. This higher margin channel drastically curtails dependence on the 3rd party online travel agencies (OTAs), driving the premium Commission savings directly to the bottom line. Concurrently, the established value proposition of the brand functions countercyclically; during inflationary squeeze cycles, it successfully captures trading-down demand from the premium corporate and leisure segments. This structural resilience ensures a highly predictable and stable trajectory of operating cash flows that underpins the day to day liquidity of the organization. 


Weaknesses


The balance sheet of the group presents significant structural vulnerability because of the aggressive leverage, highly amplified under IFRS 16 lease accounting protocols. Capitalising the extensive long-term hotel lease obligations leads to a huge long-term liability profile, weighing down solvency metrics. This capital structure debt servicing potential, as highlighted by the compressed interest coverage ratio of 1.9x estimated for financial year 25/26. Compounding this risk is a consistently constrained liquidity profile, which leaves the firm with the minimum current ratio buffers to absorb sudden operational shocks or cash flow disruptions. 


Opportunities


To navigate the systemic lease exposure, Travolta can use a selective, opportunistic acquisitions of freehold property sites, properly transferring assets weight away from the volatile lease hold burdens and improving asset backed value. Moreover graphical diversification provides a critical growth engine for the company; systematically scaling up the established Spanish operational footprints of the group offers an immediate runway to capture the European market share while insulating the broader corporate entity from the UK-centric macroeconomic dependencies. 


Threats


Travelodge faces compounding margin pressures from escalating structural costs, most notably statutory wage inflation driven by the sequential hikes in the national living wage (NLW) and upward adjustments in the UK business rates. On the demand side, Travelodge remains exposed to the cyclical macro economic contractions. A prolonged downturn in the disposable income could lead to a sharp decrease in the consumer leisure spending, while corporate cost cutting measures risk depressing the essential midweek business travel segment.



Days Inventory Outstanding (DIO): 


Days Sales Outstanding (DSO): 


Days Payable Outstanding (DPO): 


Hospitality operations carry the eligible raw inventory related to the total assets. Beverage, food and room linen supplies are highly perishable or move rapidly, which keeps DIO extremely low (ranging from 2 to 5 days). 


The direct-to-consumer distribution strategy, maintaining more than 90% direct digital booking rate, optimises the collection timeline. Leisure guests pay upfront through digital channels or at the point of check-in, which keeps the DSO for the retail channels near zero. The residual credit rate includes corporate accounts, which provides a minor lag, keeping the aggregate corporate DSO stabilised between 3 and 7 days. 


Conversely, procurement contracts with commercial suppliers, laundry services and utility providers operate under standard commercial credit terms, which allow a deferred settlement runway that typically ranges from 30 to 45 days.



Targeted asset divestiture via sale-and-leaseback re-engineering: The group needs to pursue the selective divestitures of its owned freehold assets, particularly targeting the mature, premium real estate nodes within the UK. By executing highly structured sale-and= leaseback transactions, the company can immediately unlock the trapped equity. Meanwhile, to avoid exacerbating the present IFRS 16 lease liability profile, these contracts need to integrate inflation-linked or turnover-linked rent structures. This approach safeguards against fixed cost escalation and converts fixed liabilities into flexible operational expenses. 


Strategic injection from private sponsors or sovereign capital: To directly address the high-level constraints, the corporate enterprise needs to seek a targeted equity injection from the ultimate financial sponsors or external private equity consortia. By injecting the new equity capital, Travelodge can immediately decrease its gross debt. This direct capital placement can be systematically deployed to retire the high-yield senior secured floating-rate notes, immediately decreasing the cash interest expenses and improving the corporate credit profile. 


Joint venture infrastructure for continental expansion: Instead of using its own balance sheet to fund international growth, the company should form a strategic asset-light joint venture with institutional real estate funds or the localised franchise partners for its ongoing expansion into Spain. The institutional partner offers the capital required for property acquisition and construction, while the group acts as the operating partner. This setup enables the organisation to scale operations without adding debt liabilities or new leasehold to its own balance sheet. 



Cross-border taxation and transfer pricing: Expanding operations in Spain presents critical cross-border tax dynamics between UK and Eurozone jurisdictions. The corporate entity needs to establish a strong, arm’s-length transfer pricing framework for intercompany transactions, like centralised booking platform excess fees, management service agreements and brand royalties. Managing these flows properly assists in the optimisation of the group's tax rate of the group while ensuring full compliance with OECD base erosion and profit sharing (BEPS) guidelines. 


Currency risk and macroeconomic hedging: Expanding in the eurozone leads to the inherent currency mismatch; the group reports in British pounds (£), while the Spanish business units generate revenues and incur liabilities in Euros (€). To insulate the corporate earnings from foreign exchange volatility, the group needs to use natural hedging strategies. This consists of financing Spanish freehold developments with Euro-denominated floating-rate notes, which ensures that the asset valuations and liabilities match perfectly. For the residual cash inflows, the treasury department needs to deploy structured forward contracts and currency options. 


Inflationary volatility and price and power: Operating in different regions needs different strategies to handle the localised inflation. In the UK, the margin pressures stem from increasing employment costs and business rates. In Spain, inflation has been closely tied to the broader European energy and construction costs. With the help of its direct-to-consumer digital booking engine, the group maintains the dynamic, real-time pricing power. This allows the business to adjust the average daily rates (ADRs) dynamically, which helps to protect the margins from sudden inflation spikes. 


CSR and ESG integration: Any strategic restructuring needs to align with the corporate social responsibility (CSR) and the environmental, social and governance (ESG) commitments. Capital deployed for the hotel refugees and the new developments needs to focus on sustainability, emphasizing on energy efficient building management systems, green building certifications and waste reduction protocols. Ethically, amidst increasing statutory minimum wages, the group needs to maintain fair compensation and clear career paths. Investing in these social standards helps in decreasing delay but turnover and protects the long-term value of the brand. 



FY21/22- FY23/24 (Increase: +7.1%): Post-pandemic recovery triggered the surge in the pent-up travel demand. Travelodge obtained vital pricing power, increasing average daily rates and revenue per available room. Direct online bookings reduced third-party agent commissions, which allowed the revenue growth (+84.9%) to outpace direct cost increases.  


FY23/24- FY24/25 (slight decrease: -0.5%): Revenue growth flattened (+0.14%) as the demand normalised. Meanwhile, direct cost inflation (particularly initial rises in the UK National Living Wage (NLW) for housekeeping staff and higher energy procurement costs) started compressing direct gross margins. 


FY24/25- FY25/26 (steep decrease: -3.3%): Compounding direct cost pressures hit the major operations. Sequential NLW increases (+6.7%) alongside persistent food and beverage supply-chain inflation directly decreased gross profitability, dropping margins down to 36.4%. 


Operating Profit Margin (%)	FY21/22	FY22/23	FY23/24	FY24/25	FY25/26	9.5000000000000001E-2	0.155	0.246	0.25900000000000001	0.219	Net Profit Margin (%)	FY21/22	FY22/23	FY23/24	FY24/25	FY25/26	-2.1999999999999999E-2	3.1E-2	0.05	-6.0000000000000001E-3	-6.7000000000000004E-2	



Current Ratio (x)	FY21/22	FY22/23	FY23/24	FY24/25	FY25/26	0.65	0.57999999999999996	0.72	0.62	0.45	Operating Cash Flow Ratio (x)	FY21/22	FY22/23	FY23/24	FY24/25	FY25/26	0.48	0.52	0.61	0.55000000000000004	0.4	



Asset Turnover Ratio (x)	FY21/22	FY22/23	FY23/24	FY24/25	FY25/26	0.22	0.35	0.4	0.38	0.35	Cash Operating Cycle (Days)	FY21/22	FY22/23	FY23/24	FY24/25	FY25/26	-46.5	-43.1	-40.1	-37.9	-37.4	
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		Model 1: Annual Cash Inflows & NPV Discounting Layout

		Year		Project A Cash Flow (£)		Project A Present Value (at 8%)		Project B Cash Flow (£)		Project B Present Value (at 8%)		Project C Cash Flow (£)		Project C Present Value (at 8%)						Project A Cash Flow (£)		Count of Year

		Year 0		£(50,000,000)		£(50,000,000)		£(50,000,000)		£(50,000,000)		£(50,000,000)		£(50,000,000)						£(50,000,000)		1

		Year 1		£10,000,000		£9,259,259		£11,000,000		£10,185,185		£5,000,000		£4,629,630						£10,000,000		2

		Year 2		£12,000,000		£10,288,066		£11,000,000		£9,430,727		£10,000,000		£8,573,388						£12,000,000		1

		Year 3		£14,000,000		£11,113,651		£11,000,000		£8,732,155		£20,000,000		£15,876,645						£14,000,000		1

		Year 4		£10,000,000		£7,350,299		£11,000,000		£8,085,328		£25,000,000		£18,375,746						£8,000,000		1

		Year 5		£8,000,000		£5,444,666		£11,000,000		£7,486,415		£5,000,000		£3,402,916						(blank)		1

		Total PV				£43,455,941				£43,919,810				£50,858,325

		Model 2: Cumulative Cash Flows for Payback Period (PBP)

		Year		Project A Cumulative (£)		Project B Cumulative (£)		Project C Cumulative (£)

		Year 1		£10,000,000		£11,000,000		£5,000,000

		Year 2		£22,000,000		£22,000,000		£15,000,000

		Year 3		£36,000,000		£33,000,000		£35,000,000

		Year 4		£46,000,000		£44,000,000		£60,000,000 		(Breaks Even at 3.60 Years)

		Year 5		£54,000,000		£55,000,000		£65,000,000

		Model 3: Internal Rate of Return (IRR) Master Outputs

		Appraisal Metric		Project A		Project B		Project C

		Initial Outlay		£(50,000,000)		£(50,000,000)		£(50,000,000)

		Total Nominal Cash Return		£54,000,000		£55,000,000		£65,000,000

		Calculated IRR (%)		2.81%		3.29%		8.59%

		Hurdle Rate / WACC		8.00%		8.00%		8.00%

		Excel IRR Verification Status		REJECT (IRR < WACC)		REJECT (IRR < WACC)		ACCEPT (IRR > WACC)



Count of Year by Project A Cash Flow (£)









Total	£(50,000,000)	£10,000,000	£12,000,000	£14,000,000	£8,000,000	(blank)	1	2	1	1	1	1	





Internal rate of return (IRR) master outputs





Calculated IRR (%)	Project A	Project B	Project C	2.81E-2	3.2899999999999999E-2	8.5900000000000004E-2	Hurdle Rate / WACC	Project A	Project B	Project C	0.08	0.08	0.08	Excel IRR Verification Status	Project A	Project B	Project C	0	0	0	
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