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[bookmark: _Toc235740993]Introduction
InterContinental Hotels Group PLC, trading as IHG Hotels & Resorts, is an international hospitality corporation operating predominantly through franchised and managed hotels. Its asset-light, fee-oriented model allows it to expand its hotel system without directly financing most hotel properties. This reduces capital intensity and generates recurring franchise, management and ancillary fees, but it also creates distinctive accounting characteristics.
These include relatively small amounts of tangible assets, very high amounts of deferred-revenue and loyalty liabilities, and negative book equity and liquidity ratios that aren't quite as meaningful as for the property-owning hotel companies. Despite the advantages of asset-light and fee-oriented strategies found in research, the associated risks of agency, reporting and franchise-governance (and the risks from too much leverage) may outweigh the benefits, especially when the strategy is overused.
The report fulfills the needs of the assessment directly by analyzing the financial statements of IHG, the financial ratios of IHG, working capital of IHG, financing structure of IHG, strategic restructuring alternatives and the three proposed investment projects. The brief should involve the use and analysis of financial assessment methods and careful analysis of frameworks of financial resources. It also demands calculation of payback period, accounting rate of return, net present value, profitability index and internal rate of return and a capital-rationing decision and reflection on using AI. The analysis includes the period 2021–2025 formally, with 2020 being included as a baseline to give context to the shock of COVID-19 and the following recovery, as it is an extreme event.
[bookmark: _Toc235740994]Financial Health Check
[bookmark: _Toc235740995]Industry and Strategic Context
The hospitality industry started out the assessment period from a very weak position. In 2020, IHG's global revenue generated per room was 52.5% lower, total revenue dropped to $2.394 billion and the group's operating loss was $153 million. International tourism then bounced back to nearly 1.4 billion arrivals in 2024, at 99% of the pre-pandemic level, while travel and tourism contributed some $11.6 trillion, or 9.8% of global GDP, in 2025 (IHG, 2021; UN Tourism, 2025; WTTC, 2026). The recovery generated positive demand dynamics, yet growth was not uniform across markets and recovery posed inflation, currency and geopolitical risk, and varying speeds of recovery in the Americas, EMEAA and Greater China to hotel companies.
The asset-light strategy has a bearing on the interpretation of financial results, especially in the case of IHG. IHG doesn't make its money from owning hotels, but rather from fee income from intellectual property, brands, technology and loyalty infrastructure and also hotel owner contracts. The franchisee and third-party owners contribute a significant portion of the physical capital, and this can enhance growth flexibility and returns, as well as asset turnover, according to such models (Li & Singal, 2019; Liang et al., 2023; Lussi et al., 2023). But the strategy involves passing some of the risk of service delivery to the owners of the hotels and relying on the financial strength of the franchisee, consistency and contractual control. It can also lead to seemingly poor book equity as internally created brand value is not fully captured as an accounting asset (Poretti & Blal, 2020 and Poretti et al., 2023).
[bookmark: _Toc235740996]Five-Year Financial Performance
IHG's key financial performance data is shown in table 1. Figures for 2020 have been added as a pandemic baseline – the formal five-year assessment will be 2021-2025.
Table 1: IHG Financial Performance, 2020–2025
	Measure, US$ million unless stated
	2020
	2021
	2022
	2023
	2024
	2025

	Total revenue
	2,394
	2,907
	3,892
	4,624
	4,923
	5,189

	Fee revenue
	823
	1,153
	1,434*
	1,672
	1,774
	1,897

	IFRS operating profit/(loss)
	(153)
	494
	628
	1,066
	1,041
	1,198

	Profit/(loss) for the year
	(260)
	265
	376
	750
	628
	759

	Operating cash flow
	137
	636
	646
	893
	724
	898

	Net debt
	2,529
	1,881
	1,851
	2,272
	2,782
	3,333

	Basic EPS, cents
	(142.9)
	145.4
	207.2
	443.8
	389.6
	490.9

	Dividend per share, cents
	–
	85.9
	138.4
	152.3
	167.6
	184.5

	Global RevPAR growth
	(52.5%)
	46.0%
	37.0%
	16.1%
	3.0%
	1.5%


Source: Author’s calculations based on IHG annual results (IHG, 2021, 2022, 2023, 2024, 2025, 2026a).
The IHG revenue from 2021 to 2025 grew at an annual compounded rate of 15.6 percent, and the total revenue over the period rose by 78.5 percent. The highest growth was recorded in 2022, with the revenue increasing by 33.9%, and by 18.8% in 2023. Comparisons evened out and RevPAR growth cooled, leading to growth becoming more moderate in 2024 and 2025, respectively. This trend suggests that the early growth was partially due to reopening and pent-up demand, while the growth for later (2019 onward) was mainly dependent on hotel openings, fee streams, pricing and scale. As of 2025, IHG managed 6,963 hotels, comprising of around 1.026 million rooms, and a pipeline of 340,000 rooms, which further supports IHG's future fee-generation capacity without an equivalent investment in properties (IHG, 2024, 2025, 2026a; Breier et al., 2021).
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Figure 1. IHG Revenue and Operating Profit, 2020–2025
Source: Author’s own work based on IHG annual results (IHG, 2021–2026a).
Operating performance grew faster than was revenue. IHG moved from a $153 million operating loss in 2020 to a $494 million profit in 2021 and $1.198 billion in 2025. This resulted in an improvement from 17.0% to 23.1% for the IFRS operating margin in 2021 and 2025, respectively. In 2025, the reportable-segment fee margin was 64.8% compared to 49.6% in 2021. This is a good sign of the operating leverage – with the existing central brand, technology and administrative platform in place, incremental fees can be relatively low. The evidence corroborates studies that have found a positive relationship between Fee Orientation and the performance of hotel companies, which is contingent on the quality of Intellectual Capital, Owner Relationships and service consistency (Babajee et al., 2020; Liang et al., 2023; Lussi et al., 2023; IHG, 2026a).
Net profit margin rose from 9.1% in 2021 to 14.6% in 2025, although it peaked at 16.2% in 2023. The decline to 12.8% in 2024 was not only due to a decline in underlying fee economics, as a planned $83 million loss in 2024 on the System Fund and reimbursable activities impacted IFRS profit (compared to a $19 million profit in 2023). Profitability improved in 2025 with an 15% rise in IFRS operating profit and a 26% rise in basic EPS. This separation is significant as it could make the recurring profitability more visible with adjusted measures, while also making the fee business less visible with IFRS measures. Thus, the distinction-level evaluation aligns with both metrics and acknowledges that the complexity of the asset-light business model can increase both reporting and auditing complexity (IHG, 2024, 2025, 2026a; Poretti et al., 2023).
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Table 2: Selected Financial Ratios
	Ratio
	2021
	2022
	2023
	2024
	2025

	Revenue growth
	21.4%
	33.9%
	18.8%
	6.5%
	5.4%

	IFRS operating margin
	17.0%
	16.1%
	23.1%
	21.1%
	23.1%

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

	Return on average assets
	5.4%
	8.4%
	16.6%
	13.1%
	15.0%

	Operating cash-flow margin
	21.9%
	16.6%
	19.3%
	14.7%
	17.3%

	Cash conversion: CFO/profit
	2.40x
	1.72x
	1.19x
	1.15x
	1.18x

	Dividend cover
	1.69x
	1.50x
	2.91x
	2.32x
	2.66x

	Interest coverage
	3.36x
	5.32x
	8.46x
	5.85x
	5.93x


Source: Author’s calculations based on IHG annual reports and results.
Return on average assets increased from 5.4% in 2021 to 15.0% in 2025. A high ROA is expected for an asset-light business since most hotel real estate is financed by third party owners. However, ROA should be analysed with caution because many of the investments in intangible brand assets that take place internally are not included in the denominator, and liabilities stemming from loyalty programs and the System Fund are still recognised. This therefore represents an effective use of recognised assets and is not reflective of the full economic capital deployed throughout IHG's hotel business. Intellectual-capital research also reveals that hotel performance is related to relational, human and structural resources which are inadequately represented in traditional balance sheets (Babajee et al., 2020; Li & Singal, 2019; Lussi et al., 2023).
There's more evidence of financial quality in cash generation. Operating cash flow has been higher than accounting profit in all the years 2021 to 2025, and the cash conversion ratio has varied between 1.15x and 2.40x. Operating cash flow is $898 million in 2025, compared with $724 million in 2024, and adjusted free cash flow is $893 million in 2025. This means that IHG's reported earnings were significantly driven by cash than by just non-cash accounting adjustments. However, in 2024, there was a drop in operating cash flow, reflecting that even in the context of rising segment profit, there can be significant volatility arising from the timing of the System Fund and planned investment (IHG, 2023, 2024, 2025, 2026a; Boisjoly et al., 2020).
The investment returns to shareholders also improved. The basic EPS rose from 145.4 cents in 2021 to 490.9 cents in 2025, and dividend per share rose from 85.9 cents to 184.5 cents. Dividend cover rose from 1.69x to 2.66x suggesting that ordinary dividend was backed by earnings. In part though this was due to a decreasing weighted-average-share count as a result of buybacks by EPS. So, EPS growth should not be considered as equal to operating growth. In 2025, IHG spent $270 million on ordinary dividends and it undertook a $900 million share-repurchase programme, which directly drove up the amount of net debt. Although buybacks can be a sign of confidence, they can also be a sign of the efficiency of capital use when buybacks are not valued based on the price at which they are repurchased, or the source of financing or preservation of investment-grade flexibility (Alderson et al., 2020; Poretti & Blal, 2020; Wang et al., 2024; IHG, 2026a).
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IHG’s current ratio fell from 1.27x in 2021 to 0.98x in 2025, while the cash ratio declined from 0.89x to 0.54x. Since inventory is immaterial, its quick ratio was nearly the same as the current ratio. Under the traditional view, a current ratio less than 1.0 signifies that the business has more current liabilities than current assets, and may signal refinancing or payment problems. For hotel companies that are more fee-driven, however, static liquidity ratios can be less telling since current liabilities will include terms such as deferred revenue, loyalty obligations, owner-related balances and amounts in the System Fund that do not necessarily need to be settled with cash. The operating cash-flow ratio has improved to 0.43x in 2025, which is a more favourable reflection of the short-term payment capacity.
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Figure 2. IHG Liquidity Ratios, 2020–2025
Source: Author’s own work based on IHG annual reports.
This is reinforced by a peer benchmark. IHG's ratio (0.98x) was higher than both Marriott's (0.43x) and Hilton's (0.66x) ratios but slightly lower than Accor's (1.02x) ratio, based on the 2025 annual statements. The average of the four companies was around 0.77x. IHG was thus lower than the generic 1.0, and higher than the peer average selected. This is not to suggest that this eliminates liquidity risk, it rather shows that with large asset-light hotel groups with recurring fee cash flows and significant loyalty liabilities, as well as committed borrowing facilities (Accor, 2026; Hilton Worldwide Holdings, 2026; Marriott International, 2026), sub-1 ratios are not unusual.
Similar cautions are required with efficiency ratios. The DSO stood at 57 days in 2025, vs ~68 days in 2021, which indicates that they were more disciplined in their receivables than the early recovery phase. IHG does not operate material inventories of its hotels and inventory days stayed close to two. The reason for the payables days being greater than 300 is because payables reported are large compared to IHG's small accounting cost-of-sales base. The simplified cash conversion cycle proved to be very negative. This is not to be regarded as outstanding efficiency on the part of suppliers being financed; rather it is a representation of the incompatibility of traditional manufacturing concepts and the reimbursable/loyalty and System Fund concept of IHG. Based on the existing research in the field of Hospitality, the proper level of working capital, as opposed to a minimum level, should be maintained and the relationship between working capital and performance is not linear (Altaf, 2024; Boisjoly et al., 2020; Chambers & Cifter, 2022).
Gearing is the biggest monetary risk. Net debt fell from $2.529 billion in 2020 to $1.851 billion in 2022 but then increased to $3.333 billion by 2025. Net debt to adjusted EBITDA increased to 2.5x and borrowings accounted for around 78.6% of the reported assets. The interest coverage was acceptable, around 5.9x, but it was not as high as it was in 2023 when it reached 8.5x. Modest leverage can lead to disciplining managerial behavior and optimizing a hotel's capital structure, while high leverage can diminish the value benefits of an asset-light hotel business model and lower the flexibility to react during demand shocks (Ji et al., 2024; Li & Singal, 2019; Poretti & Blal, 2020). The increase in debt is particularly worrisome as this increase in debt was largely due to distribution and not just value creating investment.
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Figure 3. IHG Net Debt and Operating Cash Flow, 2020–2025
Source: Author’s own work based on IHG annual reports.
In general, IHG shows good financial performance with respect to profitability, expansion of fee margins, quality of earnings and generation of operating cash. The key disadvantages are the reliance on continuing access to the capital markets, negative accounting equity, rising leverage and slowing RevPAR-driven growth. The company is not at this time in immediate financial distress, but the distribution policy has taken away the cushion provided by the recovery.
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The conventional cash operating cycle is the time interval between the payment of cash to suppliers and receipt of cash from customers. IHG's simplified 2025 calculation is:
56.91 receivable days + 2.15 inventory days − 316.75 payable days = −257.69 days
A negative cycle usually indicates that a company is able to pay its suppliers before it's paid by its customers. But IHG's performance is skewed due to the fact that it is an asset-light company. Inventory is largely insignificant and balances in trade and other payables are related to the hotel-owner reimbursements, loyalty points, reservations, marketing programmes and the System Fund. Total revenue also comprises reimbursable income which has a different economic margin from the franchise fee. Therefore, the negative cycle cannot be considered a structural accounting fact and an indication that payments can be indefinitely delayed. Hotel standards, data infrastructure, and franchise relationships might be negatively affected by excessive stretching of owner or supplier balances (Chambers & Cifter, 2022; Naz et al., 2022; Poretti et al., 2023).
More decision-useful indicators are net working capital, cash, operating cash flow and committed liquidity. IHG saw a negative net working capital of $51 million in 2025 compared to positive $442 million in 2021. However, its cash balance of $1.129 billion and operating cash inflow of $898 million provided some comfort with respect to its near-term needs. The proper target instead is thus not to materially drive up the current ratio above 1.0 – thereby risking cash idle – but to maintain sufficient resiliency under the stress scenarios of RevPAR declines and owner defaults and refinancing. Based on empirical studies, an inverted U shape relationship exists between working capital and performance in the hospitality sector: too much or too little working capital increases the distress risk and too much current assets decreases the returns (Altaf, 2024; Chambers & Cifter, 2022; Boisjoly et al., 2020).
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Table 3: Working Capital Reform Programme
	Reform
	Financial rationale
	Proposed target

	Strengthen owner-receivable controls
	Reduces overdue balances and expected credit losses
	DSO below 52 days

	Establish a minimum cash floor
	Protects operations during regional demand shocks
	Cash ratio of at least 0.55x

	Link buybacks to liquidity tests
	Prevents distributions from weakening payment capacity
	No buyback if stressed liquidity falls below policy floor

	Improve owner and supplier segmentation
	Protects strategic relationships while accelerating disputed collections
	Monthly ageing and dispute-resolution dashboard

	Integrate rolling cash forecasting
	Captures System Fund, loyalty, tax and currency timing
	Weekly 13-week forecast and monthly 24-month forecast

	Pre-fund debt maturities
	Reduces refinancing concentration
	No more than 20% of debt maturing in one year


Source: Author’s own work based on Chambers and Cifter (2022), Altaf (2024) and IHG’s financial position.
Firstly, IHG should implement a group-wide owner-receivables programme which incorporates automated ageing, contractual direct-debit and credit scoring, and escalation of disputed balances. The goal should be to move DSO from ~57 days to <52 days. The cash release from a five-day change in the 2025 revenue would be around $71 million, but the exact amount would vary based on the revenue streams that have receivables. The reform needs to differentiate between higher-risk counterparts and good, strong strategic owners to not affect valuable franchise relationships.
Second, IHG should have a liquidity floor that is board approved comprised of unrestricted cash, committed revolving facilities and forecast operating cash flow. The floor should be tested with a scenario where there is a simultaneous drop in RevPAR, owner payments are delayed, loyalty redemptions increase and debt-market access is restricted. This is better than the current ratio alone, since it includes not only the timing issue, but cash availability as well. The policy should also provide for automatic termination of discretionary buybacks should the stressed cash ratio drop below 0.55x or the net debt to adjusted EBITDA exceed 2.75x.
Thirdly, management should embed the System Fund and loyalty programme in a rolling cash-flow forecast and not as largely annual accounting reconciliations. Implementing business model innovation and digital integration has helped hospitality to be resilient during the pandemic, however technology investment needs to create reliable cash-flow visibility, not just customer facing benefits (Breier et al., 2021; Poretti et al., 2023). A weekly 13-week cash forecast could be used to inform treasury decisions and a 24-month forecast could reveal debt-refinancing and distribution constraints.
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The short-term financing consists of supplier credit, short-term bank facilities, commercial paper and overdrafts, and revolving credit. Its main benefits are flexibility, fairly quick access and the possibility to match the temporary seasonal or timing requirements. But there are risks of rollover with repeated refinancing, and the company is vulnerable to interest-rate fluctuations on floating rates. For example, Bank Rate has increased from 0.10% in 2020 to 5.25% in August 2023, only to drop to 3.75% in December 2025 (Bank of England, 2026).
Long-term bonds, private placements and term loans offer maturity certainty, and can be tailored to acquisitions, technology infrastructure and brand investments. They have drawbacks of commitment fees, issuance fees, refinancing premiums and lack of flexibility when capital is abundant. IHG would like temporary System Fund, tax and working-capital fluctuations to be funded using short-term facilities and acquisitions and structural capital needs to be funded using long-term financing. A permanent shortfall in working-capital should not be met by continuing short-term borrowing. This ‘maturity matching' method safeguards the liquidity of the firm, while maintaining the flexibility of IHG's asset-light model (Altaf, 2024; Ji et al., 2024; Li & Singal, 2019).
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There is no need to turnaround IHG as there is good profitability and cash generation. It does, however, need to be restructured for prevention to avoid any leverage drift and to guarantee growth investment will receive the greater priority over debt-financed distributions. The four elements of the recommended plan are: moderate shareholder distributions, refinancing and hedging debt, divesting non-core owned and leased exposures, and selective equity/partnership capital to fund acquisitions.
Table 4: Proposed Financial Restructuring Plan
	Action
	Shareholder-value effect
	Debt and flexibility effect
	Principal risk

	Reduce or pause buybacks when leverage exceeds target
	May reduce short-term EPS accretion but protects long-term value
	Retains cash and lowers net debt
	Negative short-term market reaction

	Refinance and extend debt maturity profile
	Reduces refinancing uncertainty
	Improves maturity visibility
	Higher fixed coupon or issuance cost

	Divest non-core property exposure
	Releases capital and reinforces fee model
	Reduces asset and lease risk
	Loss of strategic control

	Use joint ventures or minority equity for acquisitions
	Limits debt-funded expansion
	Shares execution and market risk
	Governance complexity

	Ring-fence ESG and technology investment
	Protects brand and owner proposition
	Reduces future operating and regulatory risk
	Benefits may emerge gradually


Source: Author’s own work based on agency, stakeholder and asset-light strategy literature.
The first step should be to cut down on buybacks, to get net debt to adjusted EBITDA below 2.5x on a sustainable basis and stressed liquidity above the proposed floor. In 2025, IHG generated over $1.1 billion for shareholders on the back of a $551 million net increase in its debt position. While the ordinary dividend was paid for, financial capacity was absorbed by large buybacks which could have been used to pay down debt or invest in technology, loyalty and brand acquisitions. While the Jensen (1986) view of a dividend distribution as an easy way to curb the wasteful managerial investment is interesting, it is not a surplus dividend when a distribution materially increases leverage and reduces resilience (Poretti & Blal, 2020; Wang et al., 2024). While Alderson et al. (2020) do not provide any general evidence that buybacks negatively impact bondholders, this does not eliminate company-specific refinancing and liquidity restrictions.
Second, the debt portfolio needs to be re-configured via early refinancing, currency matching and a healthy mix of fixed vs floating rate. IHG has translation and transaction exposure because it generates revenue in various currencies, but reports its results in U.S. dollars. Derivatives can be used to manage exposure and debt in currencies that are aligned with recurring regional cash flows can be used to provide a natural hedge. But tax and regulatory decisions should be based on real commercial substance, not on the aggressive (profit shifting) aspect. The goal is to reduce the cost of funding (after risk), not just the actual tax rate.
Third, IHG should further rationalize its owned or leased portfolio by selling (or redeveloping) those properties that don't play a vital role in brand control, innovation or strategic-market entry. While asset-light expansion is generally linked to increased flexibility and performance, the benefits have been found to differ depending on the level of leverage, economic conditions, and business cycle, as well as the firms' capabilities (Ji et al., 2024; Liang et al., 2023; Lussi et al., 2023). Divestment proceeds should consequently go toward lowering debt and not automatically fund new buybacks if the investment is in brands and technology that has great return, etc.
Fourth, acquisitions should be funded via a combination of retained cash, disposals, earn-outs, a joint venture and, strategically, limited equity issuance. An equity injection is not immediately needed as this would dilute investors given the strong cash generation. However, partnership capital might make sense if a business is expanding into geography that presents risk, or if the business is a new one or a new brand, where local know-how is essential. This would ensure operational flexibility and lessen the likelihood of loss of otherwise useful investments due to a political or currency shock.
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Policy uncertainty, protectionism and geopolitical uncertainty continue to pose a risk to the global economy. The IMF also forecasted a growth of 3.2% for the world in 2025 and 3.1% for 2026, noting downside risks stemming from trade barriers, fiscal vulnerability, and institutional uncertainty. The literature on hospitality also indicates that policy uncertainty can lead to a decline in investment efficiency and a reduction in corporate investment in a country (García-Gómez et al., 2023; IMF, 2025). When investing in markets with volatile currencies, tax regimes or political institutions, IHG should therefore apply the principle of staged capital investments and exit clauses, and use scenario-adjusted hurdle rates.
Structuring should not be done in an ethical manner to the detriment of employees, hotel owners, suppliers or communities to the benefit of shareholders. Stakeholder theory calls for the financial strategy to ensure that the relationships that the brand's value relies upon are safeguarded. There is mixed evidence regarding the direct ESG–financial performance link, with Chen et al. (2022) providing evidence for greater ESG portfolio resiliency of the ESG-committed hotel portfolio, and Uyar et al. (2020) finding that having a stronger CSR governance does not necessarily translate to greater financial performance. Environmental performance can however help to improve reputation and indirectly to boost hotel performance (Becerra-Vicario et al., 2022; Ghaderi et al., 2019; Zhang & Xie, 2021).
IHG should therefore set-aside investments in energy efficiency, responsible sourcing, cyber security, employee training and franchise standards. There are several different types of KPIs, financial and non-financial, that should be used to assess ESG expenditure, such as energy intensity, emissions, owners compliance, employees retention, guest trust, and regulatory exposure. That prevents two extremes – that all ESG spending is value-creating or that spending strategically important investments be reduced because they are not easy to capture on a short-term NPV.
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Each of the three projects has an initial investment of £50m and has cash inflows over five years. The discount rate is 8% and the residual value is £0 and the annual straight line depreciation is £10 million? There are five methods of appraisal used:
· Payback period (PBP): time required to recover the original investment.
· Accounting rate of return (ARR): average accounting profit divided by average investment.
· Net present value (NPV): discounted cash inflows less initial investment.
· Profitability index (PI): present value of inflows divided by initial investment.
· Internal rate of return (IRR): discount rate at which NPV equals zero.
The main advantage of NPV is that it provides measures of absolute changes in shareholder wealth after the time value of money and required return is taken into account. PI can be applied for capital rationing and IRR offers a percentages return that is easy to understand. PBP and ARR are still valuable as supplemental indicators, but don't account for cash flows following payback, the time value of money, or both. So, no investment should be made on the basis that it simply gives the greatest ARR and/or the shortest payback.
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Table 5:Investment Appraisal Results
	Measure
	Project A
	Project B
	Project C

	Initial investment
	£50.000m
	£50.000m
	£50.000m

	Total nominal inflows
	£54.000m
	£55.000m
	£65.000m

	Payback period
	4.50 years
	4.55 years
	3.60 years

	ARR
	3.20%
	4.00%
	12.00%

	NPV at 8%
	–£6.544m
	–£6.080m
	£0.858m

	Profitability index
	0.869x
	0.878x
	1.017x

	IRR
	2.72%
	3.26%
	8.59%

	Financial decision
	Reject
	Reject
	Accept


Source: Author’s calculations. 
Project A will have a payback period of 4.5 years. It has an average annual cash inflow of £10.8m and an average accounting profit after deducting £10m of depreciation is only £0.8m, giving an ARR of 3.2%. Its NPV is negative £6.544 million, PI is 0.869 and IRR is 2.72%. Thus the project does not pass any DCF decision rule and will be rejected.
Project B can offer regular cash flows of £11 million per year and might seem less risky compared to the other alternatives. But there is no substitute for less return in stability. The payback period is about 4.55 years, ARR is 4%, the NPV is -£6.080 million, PI is 0.878 and the IRR is just 3.26%. The NPV of Project B is a bit smaller than the NPV of Project A, but still, it generates less than the expected 8% return.
Project C is the superior project from a financial point of view. It has an investment of £50 million and recovers this investment after 3.6 years, an ARR of 12%, a positive NPV of £0.858 million, a PI of 1.017 and an IRR of 8.59%. It is the only project that meets the criteria for positive NPV, PI>1.0 and IRR>hurdle rate.
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Figure 4. Project Net Present Values at an 8% Discount Rate

Source: Author’s own calculations.
The recommendation is hence Project C. However, its NPV margin is only £0.858m which is around 1.7% of the initial investment. This implies that the decision has low sensitivity to relatively small but negative changes in cash flow, implementation cost and/or the discount rate. Project C should be approved on a conditional basis and NOT considered to be risk free. Milestone funding, a post-investment review, owner/customer demand evidence and a contingency reserve should be required by the board.
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IHG's operating margin has increased, and the cash flow generated from operating it $898 million, suggesting it has the capacity to invest £50 million. Project C's approach also aligns with a business model that is based on scalable brands, technology and owner-support infrastructure. However, the company has been increasing its net debt and current ratio is below 1, so it may not be wise to make the investment by taking on more short-term debt. Given the project's IRR is just 0.59 percentage points higher than the hurdle rate, it may be better to fund the project with internal cash or reduced buybacks as compared to debt.
The base case is subject to change in response to non-financial risks. Political uncertainty could cause delays in approvals or create disturbances in the demand. Translation inflows can decrease with the depreciation of the currency. Costs of construction or implementation of technology could be higher than anticipated. If the project undermines the brand, this could lead to a loss of customer loyalty and the failure of the project online could lead to regulatory and reputational consequences. Economic policy uncertainty plays a special role, as investments in the hospitality sector are vulnerable to international mobility and to consumer confidence, as well as to location-specific regulation (García-Gómez et al., 2023; IMF, 2025). Although advanced techniques were not requested in the brief these risks would warrant sensitivity analysis and scenario analysis.
Project C may also have a strategic advantage in that the cash flows are in Years 3 and 4 indicating a project with a development phase and good scaling. This is an interesting profile for a brand, for a loyalty or for a technology expansion, but this is a risk in terms of execution because almost 69% of its nominal inflow comes from those two years. Management will therefore need to obtain contractual commitments and leading indicators in relation thereto prior to releasing any subsequent tranches of funding.
[bookmark: _Toc235741010]Capital Rationing
The highest amount that can be invested is £100 million. IHG could be able to do two projects at the most at a cost of £50 million for each project.
Table 6: Capital-Rationing Portfolios
	Portfolio
	Investment
	Combined NPV

	Project A only
	£50m
	–£6.544m

	Project B only
	£50m
	–£6.080m

	Project C only
	£50m
	£0.858m

	Projects A + B
	£100m
	–£12.624m

	Projects A + C
	£100m
	–£5.686m

	Projects B + C
	£100m
	–£5.222m


Source: Author’s calculations.
The best portfolio will be one in which all the money is invested in Project C and nothing is invested in Project D, so there will be £50 million invested in Project C and £50 million will not be invested at all. Capital rationing is not necessarily using all the budget to maximise total NPV. An addition of A or B to C would make a positive value portfolio a negative value portfolio. If Management were required to spend exactly £100 million, then the combination of B and C would be least damaging but it would still be a negative NPV of £5.222 million which would be unacceptable.
The same applies to the PI ranking: C is ranked first with 1.017, B in second place with 0.878 and A in third place with 0.869. But taking a mechanical approach to applying PI to indivisible projects should not be done without testing combinations for feasibility. In this instance, direct enumeration verifies that the value is maximised for C only.
The restructuring recommendation is also beneficial in the light of the capital-rationing decision. The fact that there is £50 million not used should not be considered an operational failure. It can be kept on hand for future projects that have higher positive NPVs or for debt reduction or liquidity. That's especially vital for IHG, as there is option value during economic and geopolitical uncertainty in having financial flexibility.
[bookmark: _Toc235741011]Critical Reflection on Artificial Intelligence Usage
[bookmark: _Toc235741012]Tool Disclosure
A limited and controlled use of Generative Artificial Intelligence (AI) was employed in preparing this report. It was primarily used for helping to review numerical calculations and to discover potential discrepancies in financial formulas. Specifically, AI was applied to the structure of ratio calculation, procedure of discounts, investment appraisal methods and capital-rationing comparisons. It was also utilized to verify if the calculated values seemed to be mathematically sound before being independently verified.
AI was not used as a primary source of financial data, academic evidence or company information. The figures for InterContinental Hotels Group have been derived from the official annual reports, published financial statements and other reliable sources. There was independent work done on selection of evidence, interpretation of financial performance, discussion of strategic issues and final recommendations. Thus, AI was merely an assistant to check, and not a financial decision-maker or the author of the report.
[bookmark: _Toc235741013]Verification of Calculations and AI Output
Any calculation made using AI was not accepted unless it could be verified. Each formula was individually typed into a spreadsheet and the inputs, calculations and outputs could be viewed. Ratio results have been restated based on the information from company's financial statements. For instance, profitability, liquidity, efficiency, gearing and investment and cash-flow ratios were tested against the corresponding ratios on the income statement, balance-sheet and cash-flow.
In this case, the cash operating cycle was verified by independently recalculating the receivable days, inventory days and payable days. The result was calculated as:
56.91 receivable days + 2.15 inventory days − 316.75 payable days = −257.69 days.
AI was only applied to determine if the formula was used correctly. Final interpretation has been made on independent financial judgement. This adverse cash operating cycle might seem to suggest a highly efficient working-capital situation initially. For an asset-light hotel company, however, other factors like the business structure, supplier balances, loyalty-related liabilities, as well as system funds and expenses that are reimbursable, may also impact the result. Therefore the figure was not interpreted on its own.
The investment appraisal calculations have also been independently verified. The discount rates used were 8% as required, and payback, accounting rate of return, net present value, profitability index and internal rate of return was computed using the full cash flow data. Combinations of capital were analysed separately to make sure that the recommended portfolio was within the maximum budget of £100m capital.
[bookmark: _Toc235741014]Contribution and Professional Judgement
The AI did not help with the content of the report, but rather with the detection of errors. It helped to locate where a formula, sign, percentage or interpretation needed to be checked. However, the interpretation of trends and selection of recommendations as well as the treatment of accounting measures and the relevance of ratios was left to the researcher.
This distinction was significant as AI can be certain and confident in the answers it gives even if calculations, definitions or assumptions are wrong. It may mix up the IFRS measure with the company's adjusted performance measures, employ the wrong denominator or misinterpret the negative working-capital cycle without taking into account the company's operating model. Human verification was thus crucial.
[bookmark: _Toc235741015]Ethical and Professional Reflection
AI in financial analysis comes with its set of opportunities and risks. It can help to speed up calculations and pinpoint potential discrepancies. But overdependence can lead to a breakdown in the professional scepticism and can give rise to errors when outputs are accepted without being verified.
The privacy of data must also be safeguarded. Commercially sensitive information or data that would not be shared with other users should not be entered into an unapproved AI platform, nor should confidential forecasts be made. In the professional financial world, the organisations are required to have clear control, approved systems, and an audit trail that displays the original data, formulas, and human review.
In general, AI was only employed as a supporting calculation checking tool. Ultimately, it was the responsibility of the researcher to ensure the accuracy, interpretation and recommendations.
[bookmark: _Toc235741016]Conclusion
IHG had a solid recovery from 2021 through 2025. Its asset-light, fee-driven business model provided scalability for revenue, operating margin, profit, EPS and operating cash flow to improve materially. It did not exceed 1.0 in the last three years (2023-2025), but it was fairly attractive in comparison with some of the major asset-light companies, and was accompanied by solid cash generation. The bigger issue is that it has a net debt that has gone from $1.851 billion in 2022 to $3.333 billion in 2025, as a result of buybacks and dividends.
IHG should stick with its normal dividend and should reduce buyback when leverage and stressed liquidity violates the policy targets. Must be able to enhance owner-receivable controls, introduce rolling cash forecasts, delay debt repayment, hedge foreign exposures, and focus on growth investments rather than distribution through debt. It can maintain its asset-light approach by using non-core divestments and partnership capital.
Only one of the projects is considered to be a financially acceptable investment; project C has an NPV of £0.858 million, a PI of 1.017 and an IRR of 8.59%. IHG should only invest in Project C under the £100m capital limit and keep the remaining £50m. The move will optimise shareholder value and contribute to the wider goal of getting back on financial footing.
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Ratio Formulas
	Ratio
	Formula

	Revenue growth
	(Current-year revenue ÷ previous-year revenue) − 1

	IFRS operating margin
	IFRS operating profit ÷ total revenue

	Net profit margin
	Profit for year ÷ total revenue

	Return on average assets
	Profit ÷ average total assets

	Current ratio
	Current assets ÷ current liabilities

	Quick ratio
	(Current assets − inventory) ÷ current liabilities

	Cash ratio
	Cash and cash equivalents ÷ current liabilities

	Operating cash-flow ratio
	Cash from operations ÷ current liabilities

	Receivable days
	Average receivables ÷ revenue × 365

	Inventory days
	Average inventory ÷ cost of sales × 365

	Payable days
	Average trade payables ÷ cost of sales × 365

	Cash conversion cycle
	Receivable days + inventory days − payable days

	Interest coverage
	Operating profit ÷ finance expense

	Net debt/operating profit
	Net debt ÷ IFRS operating profit

	Cash conversion
	Cash from operations ÷ profit for year

	Dividend cover
	Basic EPS ÷ dividend per share


Working Capital Calculations
	Measure
	2021
	2022
	2023
	2024
	2025

	Current assets, $m
	2,066
	1,678
	2,129
	1,869
	2,049

	Current liabilities, $m
	1,624
	1,544
	2,190
	1,928
	2,100

	Net working capital, $m
	442
	134
	(61)
	(59)
	(51)

	Current ratio
	1.272x
	1.087x
	0.972x
	0.969x
	0.976x

	Quick ratio
	1.270x
	1.084x
	0.970x
	0.967x
	0.973x

	Cash ratio
	0.893x
	0.632x
	0.604x
	0.523x
	0.538x

	Operating cash-flow ratio
	0.392x
	0.418x
	0.408x
	0.376x
	0.428x



Discount Factors at 8%
	Year
	Formula
	Discount factor

	0
	1
	1.0000

	1
	1 ÷ 1.08
	0.9259

	2
	1 ÷ 1.08²
	0.8573

	3
	1 ÷ 1.08³
	0.7938

	4
	1 ÷ 1.08⁴
	0.7350

	5
	1 ÷ 1.08⁵
	0.6806


Project A NPV Calculation
	Year
	Cash flow, £m
	Discount factor
	Present value, £m

	0
	(50.000)
	1.0000
	(50.000)

	1
	10.000
	0.9259
	9.259

	2
	12.000
	0.8573
	10.288

	3
	14.000
	0.7938
	11.114

	4
	10.000
	0.7350
	7.350

	5
	8.000
	0.6806
	5.445

	NPV
	
	
	(6.544)


Payback: 4 years + (£50m − £46m) ÷ £8m = 4.50 years
ARR: (£10.8m average inflow − £10m depreciation) ÷ £25m average investment = 3.20%
Project B NPV Calculation
	Year
	Cash flow, £m
	Discount factor
	Present value, £m

	0
	(50.000)
	1.0000
	(50.000)

	1
	11.000
	0.9259
	10.185

	2
	11.000
	0.8573
	9.431

	3
	11.000
	0.7938
	8.732

	4
	11.000
	0.7350
	8.085

	5
	11.000
	0.6806
	7.486

	NPV
	
	
	(6.080)


Payback: 4 years + (£50m − £44m) ÷ £11m = 4.55 years
ARR: (£11m average inflow − £10m depreciation) ÷ £25m average investment = 4.00%
Project C NPV Calculation
	Year
	Cash flow, £m
	Discount factor
	Present value, £m

	0
	(50.000)
	1.0000
	(50.000)

	1
	5.000
	0.9259
	4.630

	2
	10.000
	0.8573
	8.573

	3
	20.000
	0.7938
	15.877

	4
	25.000
	0.7350
	18.376

	5
	5.000
	0.6806
	3.403

	NPV
	
	
	0.858


Payback: 3 years + (£50m − £35m) ÷ £25m = 3.60 years
ARR: (£13m average inflow − £10m depreciation) ÷ £25m average investment = 12.00%
Capital-Rationing Calculation
	Combination
	Calculation
	NPV

	A + B
	–£6.544m + –£6.080m
	–£12.624m

	A + C
	–£6.544m + £0.858m
	–£5.686m

	B + C
	–£6.080m + £0.858m
	–£5.222m

	C only
	£0.858m
	£0.858m
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Figure 2. Liquidity Ratios
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Figure 3. Net Debt and Operating Cash Flow
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Figure 4. Project NPV at 8%
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Microsoft_Excel_Worksheet.xlsx
Raw Data

		IHG Historical Financial and Operating Inputs

		Audited IFRS figures and official non-GAAP operating measures. 2020 is a comparator; 2021–2025 is the formal five-year assessment period.



		Year		Total revenue
($m)		Fee revenue
($m)		Reportable revenue
($m)		IFRS operating profit
($m)		Reportable operating profit
($m)		Profit for year
($m)		Total assets
($m)		Current assets
($m)		Inventory
($m)		Trade receivables
($m)		Cash
($m)		Current liabilities
($m)		Trade payables
($m)		Cost of sales
($m)		Cash from operations
($m)		Total borrowings
($m)		Net debt
($m)		Total liabilities
($m)		Net liabilities
($m)		Finance expense
($m)		Basic EPS
(cents)		Dividend/share
(cents)		Global RevPAR growth		Official source URL

		2020		2,394		823		992		(153)		219		(260)		5,039		2,243		5		514		1,675		1,867		466		354		137		3,767		2,529		6,888		(1,849)		144		(142.9)		-		(52.5%)		https://www.ihgplc.com/en/news-and-media/news-releases/2021/preliminary-results-for-the-year-to-31-december-2020

		2021		2,907		1,153		1,390		494		534		265		4,716		2,066		4		574		1,450		1,624		579		486		636		2,845		1,881		6,190		(1,474)		147		145.4		85.9		46.0%		https://www.ihgplc.com/en/news-and-media/news-releases/2022/preliminary-results-for-the-year-to-31-december-2021

		2022		3,892		1,434		1,843		628		828		376		4,216		1,678		4		646		976		1,544		697		648		646		2,396		1,851		5,824		(1,608)		118		207.2		138.4		37.0%		https://www.ihgplc.com/en/news-and-media/news-releases/2023/full-year-results-for-the-year-to-31-dec-2022

		2023		4,624		1,672		2,164		1,066		1,019		750		4,813		2,129		5		740		1,322		2,190		711		742		893		3,166		2,272		6,759		(1,946)		126		443.8		152.3		16.1%		https://www.ihgplc.com/en/news-and-media/news-releases/2024/full-year-results-for-the-year-to-31-dec-2023

		2024		4,923		1,774		2,312		1,041		1,124		628		4,748		1,869		4		785		1,008		1,928		650		745		724		3,274		2,782		7,056		(2,308)		178		389.6		167.6		3.0%		https://www.ihgplc.com/en/news-and-media/news-releases/2025/full-year-results-for-the-year-to-31-dec-2024

		2025		5,189		1,897		2,468		1,198		1,265		759		5,345		2,049		5		833		1,129		2,100		676		764		898		4,201		3,333		8,081		(2,736)		202		490.9		184.5		1.5%		https://www.ihgplc.com/en/news-and-media/news-releases/2026/full-year-results-for-the-year-to-31-dec-2025

















































































































































Ratio Analysis

		IHG Ratio Analysis

		Calculated from the Raw Data sheet. The 2020 column is a pandemic baseline; the analytical emphasis is 2021–2025.



		Ratio / measure		2020		2021		2022		2023		2024		2025

		Revenue growth				21.4%		33.9%		18.8%		6.5%		5.4%

		Fee revenue as % of total revenue		34.4%		39.7%		36.8%		36.2%		36.0%		36.6%

		IFRS operating margin		(6.4%)		17.0%		16.1%		23.1%		21.1%		23.1%

		Reportable operating margin		22.1%		38.4%		44.9%		47.1%		48.6%		51.3%

		Net profit margin		(10.9%)		9.1%		9.7%		16.2%		12.8%		14.6%

		Return on average assets		(5.2%)		5.4%		8.4%		16.6%		13.1%		15.0%

		Current ratio		1.20x		1.27x		1.09x		0.97x		0.97x		0.98x

		Quick ratio		1.20x		1.27x		1.08x		0.97x		0.97x		0.97x

		Cash ratio		0.90x		0.89x		0.63x		0.60x		0.52x		0.54x

		Operating cash-flow ratio		0.07x		0.39x		0.42x		0.41x		0.38x		0.43x

		Days sales outstanding		78.4 days		68.3 days		57.2 days		54.7 days		56.5 days		56.9 days

		Days inventory outstanding		5.2 days		3.4 days		2.3 days		2.2 days		2.2 days		2.1 days

		Days payables outstanding		480.5 days		392.4 days		359.4 days		346.3 days		333.4 days		316.7 days

		Simplified cash conversion cycle		(397.0 days)		(320.7 days)		(299.9 days)		(289.4 days)		(274.7 days)		(257.7 days)

		Borrowings / total assets		74.8%		60.3%		56.8%		65.8%		69.0%		78.6%

		Net debt / IFRS operating profit				3.81x		2.95x		2.13x		2.67x		2.78x

		Interest coverage		(1.06x)		3.36x		5.32x		8.46x		5.85x		5.93x

		Operating cash-flow margin		5.7%		21.9%		16.6%		19.3%		14.7%		17.3%

		Cash conversion (CFO / profit)		(0.53x)		2.40x		1.72x		1.19x		1.15x		1.18x

		Dividend cover				1.69x		1.50x		2.91x		2.32x		2.66x





		2025 Liquidity Peer Benchmark

		Company		Current assets		Current liabilities		Current ratio		Source

		IHG Hotels & Resorts		2,049		2,100		0.98x		https://www.ihgplc.com/en/investors/annual-report

		Marriott International		3,584		8,398		0.43x		https://www.sec.gov/Archives/edgar/data/1048286/000104828626000007/mar-20251231.htm

		Hilton Worldwide		2,996		4,508		0.66x		https://www.sec.gov/Archives/edgar/data/1585689/000158568926000007/hlt-20251231.htm

		Accor		2,809		2,744		1.02x		https://group.accor.com/en/finance/financial-results

		Peer average						0.77x



































































































Working Capital

		Working Capital and Cash Operating Cycle





		Measure		2020		2021		2022		2023		2024		2025

		Net working capital ($m)		376		442		134		(61)		(59)		(51)

		Current ratio		1.20x		1.27x		1.09x		0.97x		0.97x		0.98x

		Quick ratio		1.20x		1.27x		1.08x		0.97x		0.97x		0.97x

		Cash ratio		0.90x		0.89x		0.63x		0.60x		0.52x		0.54x

		Operating cash-flow ratio		0.07x		0.39x		0.42x		0.41x		0.38x		0.43x

		Days sales outstanding		78.4 days		68.3 days		57.2 days		54.7 days		56.5 days		56.9 days

		Days inventory outstanding		5.2 days		3.4 days		2.3 days		2.2 days		2.2 days		2.1 days

		Days payables outstanding		480.5 days		392.4 days		359.4 days		346.3 days		333.4 days		316.7 days

		Simplified cash conversion cycle		(397.0 days)		(320.7 days)		(299.9 days)		(289.4 days)		(274.7 days)		(257.7 days)

		Deferred-revenue/loyalty caveat		See note		See note		See note		See note		See note		See note





		Interpretive note

		The simplified cycle uses total revenue, cost of sales and trade balances. It is directionally useful but cannot fully capture IHG’s asset-light economics because System Fund reimbursements, loyalty liabilities, owner receivables and deferred franchise/management income do not behave like conventional manufacturing inventory. The operating cash-flow ratio and unrestricted liquidity should therefore carry greater weight in the financing decision.









		Reform priority		Financial mechanism		Target/KPI		Recommended funding tenor

		Owner receivables		Automated ageing, dispute workflow and direct debit		DSO below 52 days		Internal process / short term

		Cash buffer		Minimum liquidity floor before distributions		Cash ratio at or above 0.55x		Revolving credit / retained cash

		Shareholder distributions		Link buybacks to leverage and stress tests		Net debt / operating profit below 2.5x		Long-term capital policy

		Debt maturity ladder		Pre-fund maturities and diversify currencies		No single-year maturity concentration >20%		Long-term bonds / swaps

		Supplier terms		Segment critical suppliers; avoid indiscriminate extension		No material service or ESG deterioration		Trade credit, selectively













































































































Investment Appraisal

		Investment Appraisal: Projects A, B and C

		All amounts are £ millions. The discount rate is 8% and straight-line depreciation reduces the £50m investment to zero over five years.



		Assumption		Value

		Discount rate		8.0%

		Project life (years)		5.0

		Initial investment (£m)		50.0

		Residual value (£m)		-

		Annual depreciation (£m)		10.0





		Project / year		0		1		2		3		4		5		Total inflows

		Project A		(£50.000)		£10.000		£12.000		£14.000		£10.000		£8.000		£54.000

		Project B		(£50.000)		£11.000		£11.000		£11.000		£11.000		£11.000		£55.000

		Project C		(£50.000)		£5.000		£10.000		£20.000		£25.000		£5.000		£65.000





		Discount factor		1.0000		0.9259		0.8573		0.7938		0.7350		0.6806



		PV of Project A		(£50.000)		£9.259		£10.288		£11.114		£7.350		£5.445

		PV of Project B		(£50.000)		£10.185		£9.431		£8.732		£8.085		£7.486

		PV of Project C		(£50.000)		£4.630		£8.573		£15.877		£18.376		£3.403





		Cumulative A		-		£10.000		£22.000		£36.000		£46.000		£54.000

		Cumulative B		-		£11.000		£22.000		£33.000		£44.000		£55.000

		Cumulative C		-		£5.000		£15.000		£35.000		£60.000		£65.000





		Metric		Project A		Project B		Project C

		Initial investment		£50.000		£50.000		£50.000

		Total inflows		£54.000		£55.000		£65.000

		Average annual inflow		£10.800		£11.000		£13.000

		Annual depreciation		£10.000		£10.000		£10.000

		Average accounting profit		£0.800		£1.000		£3.000

		Average investment		£25.000		£25.000		£25.000

		ARR		3.2%		4.0%		12.0%

		Payback period		4.50 years		4.55 years		3.60 years

		NPV at 8%		(£6.544)		(£6.080)		£0.858

		Profitability index		0.87x		0.88x		1.02x

		IRR		2.7%		3.3%		8.6%

		Financial decision		Reject		Reject		Accept





		Decision note

		Project C is the only value-creating project at the 8% hurdle rate. Its NPV is positive, PI exceeds 1.0 and IRR is marginally above the hurdle. Its 3.6-year payback and 12% ARR also dominate the alternatives. Because the NPV margin is small, approval should be conditional on staged implementation, sensitivity testing and explicit controls over political, construction, demand, cyber and brand risks.









































































Capital Rationing

		Capital Rationing under a £100m Maximum

		The constraint is a maximum rather than a compulsory spend. Therefore unused capital is preferable to accepting a negative-NPV project.



		Portfolio		Projects included		Investment (£m)		Combined NPV (£m)		Within £100m?		Recommendation

		None		—		-		-		Yes		Do not select

		A		A		£50.000		(£6.544)		Yes		Do not select

		B		B		£50.000		(£6.080)		Yes		Do not select

		C		C		£50.000		£0.858		Yes		Value creating

		A+B		A and B		£100.000		(£12.624)		Yes		Do not select

		A+C		A and C		£100.000		(£5.686)		Yes		Do not select

		B+C		B and C		£100.000		(£5.222)		Yes		Do not select





		Optimal capital-rationing decision

		Select Project C only (£50m). This portfolio has the highest feasible NPV and leaves £50m uncommitted. Although B+C is the least-destructive two-project combination, adding B reduces value because B has a negative standalone NPV and PI below 1.0. Capital rationing should maximise aggregate NPV, not utilisation of the budget.







































































































































Dashboard

		IHG Financial Performance Dashboard

		Selected five-year trends and investment outputs. Figures include the 2020 pandemic baseline where relevant.



		2025 Revenue								2025 Operating Margin								2025 Current Ratio								Recommended Project

		$5,189								23.1%								0.98x								C only







		Year		2020		2021		2022		2023		2024		2025

		Revenue		2394		2907		3892		4624		4923		5189

		Operating profit		-153		494		628		1066		1041		1198





		Year		2020		2021		2022		2023		2024		2025

		Current ratio		1.201		1.272		1.087		0.972		0.969		0.976

		Cash ratio		0.897		0.893		0.632		0.604		0.523		0.538





		Year		2020		2021		2022		2023		2024		2025

		Net debt		2529		1881		1851		2272		2782		3333

		Cash from operations		137		636		646		893		724		898





		Project		A		B		C

		NPV (£m)		-6.544		-6.08		0.858

















































































































Figure 1. Revenue and Operating Profit Trend

Series 1	Year	Revenue	Operating profit	2020	2394	-153	Series 2	Year	Revenue	Operating profit	2021	2907	494	Series 3	Year	Revenue	Operating profit	2022	3892	628	Series 4	Year	Revenue	Operating profit	2023	4624	1066	Series 5	Year	Revenue	Operating profit	2024	4923	1041	Series 6	Year	Revenue	Operating profit	2025	5189	1198	Figure 2. Liquidity Ratios

Series 1	Year	Current ratio	Cash ratio	2020	1.2010000000000001	0.89700000000000002	Series 2	Year	Current ratio	Cash ratio	2021	1.272	0.89300000000000002	Series 3	Year	Current ratio	Cash ratio	2022	1.087	0.63200000000000001	Series 4	Year	Current ratio	Cash ratio	2023	0.97199999999999998	0.60399999999999998	Series 5	Year	Current ratio	Cash ratio	2024	0.96899999999999997	0.52300000000000002	Series 6	Year	Current ratio	Cash ratio	2025	0.97599999999999998	0.53800000000000003	Figure 3. Net Debt and Operating Cash Flow

Series 1	Year	Net debt	Cash from operations	2020	2529	137	Series 2	Year	Net debt	Cash from operations	2021	1881	636	Series 3	Year	Net debt	Cash from operations	2022	1851	646	Series 4	Year	Net debt	Cash from operations	2023	2272	893	Series 5	Year	Net debt	Cash from operations	2024	2782	724	Series 6	Year	Net debt	Cash from operations	2025	3333	898	Figure 4. Project NPV at 8%



A	NPV (£m)	-6.5439999999999996	B	NPV (£m)	-6.08	C	NPV (£m)	0.85799999999999998	
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Current ratio 1.20x 1.27x 1.09x 0.97x 0.97x 0.98>
Quick ratio 1.20x 1.27x 1.08x 0.97x 0.97x 0.97»
Cash ratio 0.90x 0.89x 0.63x 0.60x 0.52x 0.54
Operating cash-flow ratio 0.07x 0.39x 0.42x 0.41x 0.38x 0.43»
Days sales outstanding 78.4 days 68.3 days 57.2 days 54.7 days 56.5 days 56.9 days
Days inventory outstanding 5.2 days 3.4 days 2.3 days 2.2 days 2.2 days 2.1 days
Days payables outstanding 480.5 days 392.4 days 359.4 days 346.3 days 333.4 days 316.7 days

Simplified cash conversion cycle (397.0 days) (320.7 days) (299.9 days) (289.4days) (274.7 days) (257.7 days)




image12.png
Recommended funding
tenor

Financial mechanism Target/KPI

Automated ageing, dispute workflow and

wner receivabl DSO below 52 Internal pr / short term
n Owner receivables direct debit SO below 52 days ernal process / short tel
= Cash buffer Minimum liquidity floor before distributions  Cash ratio at or above 0.55x S::: Iving credit / retained
6 Shareholder distributions Link buybacks to leverage and stress tests ’;:txdebt / operating profit below Long-term capital policy
Debt maturity ladder Pre-fun(:i maturities and diversify No smgle-)fear maturity Long-term bonds / swaps
7 currencies concentration >20%
Supplier terms 'Seg';me'nt'crmcal supp:llers; avoid No m'aten'al service or ESG Trade credit, selectively
; indiscriminate extension deterioration




image13.png
Investment Appraisal:

rojects A,

Al amounts are £ millions. The discount rate is 8% and straight-line depreciation reduces the £50m investment to zero over five years.

Discount rate 8.0%
Project life (years) 50
Initial investment (Em) 50.0
Residual value (£m) -
Annual depreciation (Em) 100
Project/ year 0 1 2 B 4 Total Inflows
Project A (£50.000) £10.000 £12.000 £14.000 £10.000 £8.000 £54.000
Project B (£50.000) £11.000 £11.000 £11.000 £11.000 £11.0007  £55.000
Project C (£50.000) £5.000 £10.000 £20.000 £25.000 £5000"  £65.000
Discount factor 1.0000 0.9259 0.8573 0.7938 0.7350 0.6806
|Pv of Project A (£50.000) £9.259 £10.288 £11.114 £7.350 £5.445
PV of Project B (£50.000) £10.185 £9.431 £8.732 £8.085 £7.486
PV of Project C (£50.000) £4.630 £8.573 £15.877 £18.376 £3.403
Cumulative A - £10.000 £22.000 £36.000 £46.000 £54.000
Cumulative B - £11.000 £22.000 £33.000 £44.000 £55.000
Cumulative C - £5.000 £15.000 £35.000 £60.000 £65.000

ProjectA  ProjectB _ProjectC

Initial Investment £50.000 £50.000 £50.000
Total inflows £54.000 £55.000 £65.000
Average annual inflow r £10.800" £11.000" £13.000
Annual depreciation £10.000 £10.000 £10.000
Average accounting profit £0.800 £1.000 £3.000
Average investment £25.000 £25.000 £25.000
ARR 32% 4.0% 12.0%
Payback period 450years  455years  3.60 years
NPV at8% (€6.544) (£6.080) £0.858
Profitability index 0.87x 0.88x 1.02x
IRR 27% 33% 86%
Financial decision Reject Reject Accept

Decision note

Project C s the only value-creating project at the 8% hurdie rate. Its NPV is positive, P1 exceeds 1.0 and IRR is marginally above the hurdle. lts 3.6-year payback and
12% ARR also dominate the altematives. Because the NPV margin is small, approval should be conditional on staged implementation, sensitivity testing and explicit
controls over political, construction, demand, cyber and brand risks.
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The constraint is a maximum rather than a compulsory spend. Therefore unused capital is preferable to accepting a negative-NPV project.

Combined NPV

Portfolio Projects included Investment (£m) (€m) Within £100m? Recommendation

None - - - Yes Do not select

A A £50.000 Yes Do not select

B B £50.000 Yes Do not select

C C £50.000 £0.858 Yes Value creating

A+B AandB £100.000 Yes Do not select
A+C Aand C £100.000 Yes Do not select

B+C BandC £100.000 Yes Do not select

Optimal capital-rationing decision

~ Select Project C only (£50m). This portfolio has the highest feasible NPV and leaves £50m uncommitted. Although B+C is the least-
- destructive two-project combination, adding B reduces value because B has a negative standalone NPV and PI below 1.0. Capital rationing
~ should maximise aggregate NPV, not utilisation of the budget.
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IHG Financial Performance Dashboard

Selected five-year trends and investment outputs. Figures include the 2020 pandemic baseline where relevant.

$5,189 23.1% 0.98x C only

Year 2020 2021 2022 2023 2024, 2025
Revenue 2304 2907 3892 4624, 4923 5189
Operating profit -153 494 628 1066, 1041 1198
Year 2020 2021 2022 2023 2024, 2025
Current ratio 1.201 1272 1.087 0972 0969 0976,
Cash ratio 0897 0893 0632 0604 0523 0538
Year 2020 2021 2022 2023 2024, 2025
Net debt 2529 1881 1851 2272 2782 3333
Cash from operationt 137 636 646 893 724 898
Project A B c

NPV (£m) 6544, -6.08 0858
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Figure 3. Net Debt and Operating Cash Flow
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Figure 4. Project NPV at 8%
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