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[bookmark: _Toc235615301]Introduction
· Background
The worldwide hospitality industry is a key player in economic success, job generation, and international tourism expansion. The industry has faced severe challenges due to the COVID-19 pandemic, but effectively showcased recovery for resurgence of travel intentions for both leisure and business purposes. Hence, hotel and restaurant operators face a tough business environment with inflation, rising interest rates, workforce shortages, changes in consumers' demand, and the need for better ESG (environmental, social, and governance) performance. All these have strengthened the need for strong financial management to sustain profitability, make efficient use of resources, and create long-term value for shareholders. For this reason, it becomes essential for hospitality businesses to keep track of their financial health continuously and make correct strategic financial decisions to stay resilient in an increasingly competitive world market.
· Company Overview
InterContinental Hotels Group (IHG Hotels & Resorts) ranks among the biggest multinational hospitality firms that operate, franchise, and manage a vast network of over 6,000 hotels across over 100 countries under well-known brands including InterContinental, Holiday Inn, Crowne Plaza, Hotel Indigo, voco, Six Senses, and Kimpton. IHG mainly implements an asset-light business model, generating revenue from franchise and management fees without the need of owning hotels directly. In the last five years, IHG has displayed a strong capability of recovery after the pandemic by relying on the robust global travel demand, expansion of brands in the targeted markets, and strict control of financials.
· Purpose and Scope of the Report
The report aims to critically evaluate the financial performance of IHG based on the information gathered from published annual reports and other reliable sources during the five years 2021-2025. It performs a financial health check of the company through ratio analysis and industry benchmarking, analyses its working capital management practices, suggests a suitable financial restructuring strategy, and evaluates three investment projects using different capital budgeting techniques. Lastly, the report mainly focuses on the responsible use of artificial intelligence to prepare the analysis and reflect its major advantages and ethical issues in financial decision-making.
[bookmark: _Toc235615302]1. Financial Health Check
[bookmark: _Toc235615303]1.1 Introduction to Financial Performance Analysis
The analysis of financial statements is one of the most essential tools for understanding an organisation's financial status, performance, operational efficiency, and sustainability. It provides value to stakeholders for understanding business performance in generating revenue, managing assets and liabilities, controlling operating costs, and creating market value (Olayinka, 2022). An income statement reflects the financial performance during a particular period, whereas a balance sheet and cash flow statement underpins financial position or liquidity. By considering these financial statements across several years, stakeholders can determine changes and trends along with potential strengths and weaknesses, reflecting sound strategic decisions (Jackson, 2022). In this section, the financial achievements of IHG are analysed over the five years from 2021 to 2025, derived from its annual reports published over the period.
[bookmark: _Toc235615304]1.2 Analysis of Financial Statements
A. Income Statement
Revenue
The results of the income statement of IHG reflect its strong financial recovery and continued revenue growth. The total revenue had grown from US$2,907 billion (2021) to US$3,892 billion (2022), reaching to US$5,189 billion (2025). This upward trend was mostly due to recovery of international travel and tourism industry from the pandemic, higher average rate per room (ADR), hotel occupancy rates and consistent expansion of hotel franchise and management. For IHG, utilisation of asset-light model generates franchise fees and higher revenue, showcasing substantial capital investment.
Gross Profit
The gross profit also showed a steady growth throughout the time. It reflects that the company has managed costs successfully and derived more income from high-profit-margin fee-based activities. Since franchised and managed hotels require lower operating expenditure than owned hotels, the continued expansion of this business model has enhanced overall profitability.
Operating profit
Operating profit has also significantly increased from US$494 million (2021) to US$1,198 million (2025). Higher revenues, tighter administrative cost control and lower exceptional charges compared with the pandemic recovery years supported the improvement. While administrative expenses remained unchanged during the entire period, higher revenue made these costs a smaller proportion of total revenue, resulting in better operating efficiency. In addition, a reduced level of impairment losses and higher contributions from associates and joint ventures positively contributed also towards operating performance.
Profit for the year
Profit for the period increased from US$265 million (2021) to US$759 million (2025), which mainly reflects enhanced performance in the operations and prudent financial management. Finance expenses although remained a larger proportion caused by borrowing and lease obligations but operating income covered these expenditures. Therefore, the earnings per share soared from 145.4 to 490.9 cents showing increased value creation for the shareholders.
B. Balance Sheet
Asset 
IHG’S balance sheets indicate consistent expansion while maintaining its asset-light operating approach. Its total assets went from $4,216 million (2022) to $5,345 million (2025), mainly due to increase in goodwill, contract assets, deferred contract costs, and cash balances. The growth in goodwill and intangible assets is evidence of brand expansion and investments, whereas higher contracted assets point at frequent franchise and management agreements. Current assets also increased during the reviewed period, as cash and cash equivalents which went from $976 million (2022) to $2,049 million (2025). The improved performance demonstrates the company is generating more cash flow from its operating activities and controlling cash efficiently, leaving it financially capable to make investments and share profits with shareholders.
Liabilities and equities 
The company's liabilities rose from $5,824 million (2022) to $8,081 million (2025), mainly from increased borrowings and liabilities such as payables, deferred revenue and lease-related obligations from international operations, as shareholders' equity was negative, the financial health of IHG should not be judged based on such figures, as it gave significant returns to shareholders through dividends and share buybacks while growth is financed through debt and internally generated cash flows.
C. Cash flow statement 
Operating activities 
In terms of financial management and cash generation, IHG's cash flow statement provides strong indication of its disciplined financial management. Cash from operations net increased from US$646 million (2022) to US$893 million (2023) which further grew to US$898 million (2025), showing higher profitable activities and improved cash conversion despite a slight decline in 2024.
Investing activities
Investing activities consistently recorded cash outflows due to expenditure on property, brands, intangible assets and strategic investments, highlighting IHG's continued investment in long-term growth and brand development.
Financing activities 
The financing activities were net cash outflows because of dividend payment, share buyback, debt repayments. Hence, new long-term borrowings supported capital management. Overall, the company created enough operating cash flows to pay off investments, reward shareholders and stay financially flexible.
[bookmark: _Toc235615305]1.3 Comprehensive Ratio Analysis
The ratio analysis can generally provide a wide range of figures on the overall state of companies' financial health in terms of profitability, liquidity, financing structure, operational efficiency, investment performance and cash-generating power (Rashid, 2021). The 5-year trend demonstrates that the business is broadly performing better on its finances in the aftermath of the pandemic with a lean asset policy [Referred to Appendix 1].
A. Profitability Ratios
IHG's profitability ratios show that performance has markedly enhanced over the review period. 
Gross profit margin: The ‘Gross profit margin’ has been gradually increasing from 83.28% in 2021 gradually to 85.28% for 2025 that indicates good cost management and fee-based activities have increased. The recovery in global travel demand and higher average daily room rates (ADR) also contributed to stronger gross profitability (Saar and Vaher, 2025). 
Operating profit margin: ‘Operating profit margin’ margins have been strengthened as well, from 16.99% to 23.09% suggesting greater operating efficiency and better administration of expenses even in the face of inflationary pressures. The increase reflects improved operating leverage resulting from higher occupancy levels, disciplined cost management and lower exceptional charges following the post-pandemic recovery (Muñoz-Muñoz et al. 2026). 
Net profit margin: ‘Net profit margin’ in 2025 decreased from 16.22% in 2023 but is comparatively higher on the gross than 2021 and 2022 results. Although the margin declined slightly after 2023, it remained above pre-recovery levels because stronger operating earnings continued to offset rising finance costs, inflationary pressures and increased taxation (Makdissi et al. 2023). 

Chart 1: Trends in GP Margin, OP Margin and NP Margin
(Source: Excel)
Return on assets and return on equity: ROA has been improving consistently from 5.62% to 14.20%, which means that the company is effectively optimising its assets to generate money. The ROE also has an upward trend of 27.74% for 2025, signifying its performance in generating attractive returns to shareholders. The improvement in both ratios reflects IHG's efficient utilisation of its asset-light business model, whereby growth in franchise and management contracts increased earnings (IHG Annual Report, 2025). 

Chart 2: Trends in ROA and ROE
(Source: Excel)
B. Liquidity Ratios
Liquidity ratios suggest a relatively short-term but reasonably sound financial position. 
Current and quick ratios: The current ratio declined from 1.27 in 2021 to approximately 0.98 in 2025, followed by a similar quick ratio trend, showing that the company has managed its working capital efficiently without being dependent on inventory. The gradual decline mainly reflects increased current liabilities associated with trade payables, deferred revenue and shareholder distributions rather than weakening operational performance (IHG Annual Report, 2025). 
Cash ratio: The cash ratio also fell from 0.89 to 0.54, indicating IHG is increasingly financing its needs with operating cash flow and making less use of cash reserves. As per industrial standards, the ratios remained below 1.0, but were common for asset-light hospitality companies with predictable cash inflows.

Chart 3: Trends in Liquidity Ratios
(Source: Excel)
C. Gearing Ratios
The gearing ratios have also revealed that the company’s financial position is conservative, whereas the financial leverage is comparatively low. 
Debt ratio: The ‘Debt ratio’ declined gradually over the period from 0.007 (2021) to 0.005 (2025). The declining debt ratio indicates that total assets increased at a faster rate than interest-bearing debt, reducing the company's dependence on debt financing as profitability improved (IHG Annual Report, 2025). 
Debt-to-equity ratio: The ‘Debt-to-equity ratio’ also declined from 0.024 (2021) to 0.010 (2025). The reduction in the debt-to-equity ratio reflects stronger retained earnings and improved financial performance, which enhanced the company's capital base despite continued shareholder distributions. 
Equity ratio: Meanwhile, the ‘Equity ratio’ grew from 31.3% in 2021 to 51.2% in 2025, enhancing the entire capital base of the company and decreasing the long-run financial risks. The increase demonstrates gradual strengthening of shareholders' capital relative to total assets, supporting greater long-term financial stability and reducing financial risk (IHG Annual Report, 2025). 
Debt-to-capital ratio: A declining debt-to-capital ratio from 0.023 (2021) to 0.010 (2025) suggests that IHG has maintained a prudent financing strategy by balancing internally generated funds with external borrowing, thereby improving financial flexibility. 

Chart 4: Trends in Gearing Ratios
(Source: Excel)
D. Efficiency Ratios
IHG achieved satisfactory utilisation of its operating resources, as observed by its efficiency ratios. 
Inventory turnover: The ‘Inventory turnover’ remained extremely high, as hotels maintain limited inventories consisting mainly of food, beverages and operational supplies, resulting in rapid inventory utilisation. 
Receivable turnover: As global travel demand rebounded, the ‘Receivables turnover’ improved from 5.06 to 6.23 times, which is an indicator of faster collection of outstanding amounts. The improvement also reflects stronger customer demand, enhanced digital payment systems and more effective credit management policies (IHG Annual Report, 2025).
Asset turnover: Likewise, the ‘Total asset turnover’ improved from 0.62 to 0.97 times, reflecting greater efficiency in generating revenues from the various assets. Higher asset turnover demonstrates that the company generated greater revenue from its existing asset base through increased occupancy, franchise growth and improved operational efficiency. 

Chart 5: Trends in Efficiency Ratios (Source: Excel)
E. Investment Ratios
The investment ratios reflected an upward trend in shareholder value. 
EPS and DPS: EPS rose by more than 3X to reach 490.9 cents in 2025, while ‘Dividend per share’ grew steadily through the period. The substantial growth in EPS reflects higher net earnings following the recovery of global hotel demand, while the steady increase in dividends demonstrates management's confidence in the sustainability of future cash flows and profitability. 
DPR and Dividend cover: Concurrently, the ‘Dividend payout ratio’ decreased from 59.08% to 37.58%, thereby strengthening the ‘Dividend cover’ to 2.66 times, which offers more flexibility for reinvestment and sustainable dividend growth. The declining payout ratio together with stronger dividend cover indicates that a larger proportion of earnings has been retained to finance future expansion and strengthen long-term financial resilience. 


Chart 6: Trends in Investment Ratios
(Source: Excel)
F. Cash Flow Ratios
Finally, cash flow ratios suggested a steady cash generation given the fluctuation in trading conditions. 
OCF ratio and CF margin: The profitability indices ‘Operating cash flow ratio' and ‘Cash flow margin' were relatively constant between 2024 (0.38) and 2025 (0.43), and maintained a relatively high value in 2025 (17.31%). The stability of these ratios reflects IHG's consistent ability to convert operating profits into cash despite fluctuations in economic conditions. 
Operating cash flow to total liabilities: The ratio of the ‘Operating cash flow to total liabilities’ has been modest which indicates that IHG's operating cash flow can support the company, meet financial obligations and support future investment. Although the ratio remained relatively modest, the improvement over time indicates that growing operating cash flows have strengthened the company's capacity to service liabilities. 

Chart 7: Trends in Cash Flow Ratios
(Source: Excel)
[bookmark: _Toc235615306]1.4 Trend Analysis: Strengths and Threats
The five-year comparison highlights strong financial recovery over at IHG and continued growth in financial strength post-pandemic. Strengths of the company have been aligned with consistent growth in revenue, operating profit, and net profit, mainly caused by rising global travel demand, successful scaling up of its asset-light model, and cost management. The growth in the profit margin, measured through return on assets, return on equity and return on earnings per share, also represents an increase in profitability and value to shareholders. The asset utilisation has also risen, together with faster collection of receivables, which contributes to operational efficiency, while stable operating cash flows have also given financial flexibility for future investment opportunities. 
In spite of this positive progress, there are several financial risks. Liquidity ratios have been slightly below the conventional 1.0 for both current and quick ratios, in a gradual way over the review period, which means limited short-term liquidity buffers. Furthermore, IHG's total liabilities have risen alongside its consistent expansion strategy, posing more vulnerability to financing risk than the expected conservative debt position. On the other hand, external factors such as inflation, commodity price increases, and currency fluctuations, as well as geopolitical factors, can also constrain profits and consumer demand (Soni et al. 2022). Therefore, effective management of working capital and strategic allocation of capital will continue to be crucial to ensure long-term financial resiliency.
[bookmark: _Toc235615307]1.5 Liquidity Benchmarking Against Industry
IHG's liquidity position is comprehensively intertwined with the asset-light business of the hospitality sector, although it remains lower than the accepted standards. The company's CR in 2025 was 0.98, with its QR at 0.97, compared to the average industry standards of 1.0-1.2 for the CR and 0.8-1.0 for the QR among major international hotel operators. IHG has a slightly lower current ratio than the industry, but it is similar to the sector average, with hotel businesses having relatively low inventory needs. In addition, the company has seen steady operating cash flows, as well as a positive revenue model based on a franchise, which minimises holdings of large amounts of working capital. Overall, IHG has better liquidity than major industry competitors, but its performance remains financially sustainable and is backed by working capital and cash creation rather than excessive reserves.
[bookmark: _Toc235615308]2. Working Capital Management Analysis
[bookmark: _Toc235615309]2.1 Introduction
Effective working capital management allows organisations to maintain short-term financial health, operational efficiency, and liquidity. It mainly focuses on efficient maintaining of current assets and liabilities so that sufficient cash remains available for business functions (Tarighi et al. 2024). For hospitality companies such as IHG, efficient WCM is important due to the continuous flow of customer transactions, supplier payments, and franchise-related cash inflows.
[bookmark: _Toc235615310]2.2 Cash Operating Cycle Assessment
The cash operating cycle (cash conversion cycle) refers to the measures of time taken by a company to convert cash for operations and then receive cash from the customers (Fardous, 2025) [Referred to Appendix 2]. It is often estimated by adding ‘Days Inventory Outstanding (DIO)’ and ‘Days Sales Outstanding (DSO)’ and subtracting ‘Days Payable Outstanding (DPO)’ as it indicates a business's average collection period. Since IHG's hospitality business is asset-light, inventory is a minor portion of the current assets held, and consequently, the periods of inventory holding are relatively insignificant compared to the management of receivables and payables. The working capital ratios suggest that IHG has been able to control its operating cycle effectively over the past 5 years. The reduction in the ‘Days Sales Outstanding (DSO)’ from 72.07 days to 58.59 days determined the results of improving ‘Receivables Turnover’ from 5.06 times (2021) to 6.23 times (2025). The improvement indicates a tightening of the credit management policies and hastening of the collection of overdue debtors to improve cash inflows and reduce capital included in working capital (Fauziah et al. 2025). The company's inventory turnover was also very high in the review period, fluctuating between 121.5 and 186.25 times a year. This high turnover is common as per activities in the hospitality sector, which maintains limited stock of food and drinks as operational storage is restocked regularly. As a result, inventory is not viewed as a critical liquidity or operating efficiency constraint for IHG. 

Chart 8: Trends in WCM Ratios
(Source: Excel)
Another vital factor of the working capital management practices of IHG is its extended payment period to suppliers. DPO increased significantly from 66.84 days in 2021 to over 320 days between 2022 and 2025, reaching 322.96 days in 2025. It reflects that the company has been able to negotiate with its suppliers for more favourable payment terms, or is experiencing benefits of deferring liabilities under its business practice. This extended payment practice further highlights the advantages and disadvantages of occasionally financing items longer than expected without affecting supplier relationships (Adhikari et al. 2021). In conclusion, the pattern indicates that IHG has managed its cash operating cycle efficiently with faster receivable collections, minimal investment in inventories, and long procurement cycles with creditors. 
[bookmark: _Toc235615311]2.3 Improving Liquidity Through Working Capital Reforms
IHG has actively demonstrated robust working capital management and stable operating cash flows. However, several measures can be taken to solidify the company's liquidity and financial strength. First, the company should further develop its digital receivables management by leveraging automated billing systems, e-invoicing, and implementing artificial intelligence-driven credit monitoring. The technology can enhance payment accounting, minimise overdue accounts, and shorten the collection period, which would increase cash flows (Paredes-Chirinos et al. 2024). Second, IHG needs to rationalise cash management processes by implementing global cash pools and global treasury operations with foreign subsidiaries (Cangoz and Secunho, 2021). As the company has a worldwide presence, centralisation of surplus cash would allow funds to be better utilised, reduce cash usage, and minimise short-term borrowings. This approach will be essential in augmenting liquidity forecasts and assisting in better management of foreign currency exposures. Third, even though inventory holds a small proportion of IHG's assets, the use of advanced forecasting and sufficient procurement would help ensure optimal stocking levels without unnecessary stock holdings (Odutola, 2022). Predictive analytics can improve purchase decisions for food and beverage, operating supplies, diminish waste, and foster better cost management for the hotel. Fourth, the company should maintain a balanced payment policy for supplier payment management. Meeting extended DPO has improved the short-term funding position, but excessively delayed payments may have a negative impact on negotiating positions and supplier relationships. Overall, IHG also needs to focus on sufficient available credit facilities and a wide range of short-term financing options to enable extra financial flexibility during economic crises or sudden reductions in travel volumes. The ongoing working capital improvements should contribute to IHG's liquidity position and cash flow stability to finance future growth and address economic risks. 
[bookmark: _Toc235615312]2.4 Comparison between Short-term and Long-term Financing 
Short and long-term funding have been important components of IHG's strategic and operating financial needs. Short-term financing functions mainly refers to finance daily working capital requirements and temporary fluctuations in cash flow, including bank overdrafts, revolving credit facilities and through trade credit (Nicolas, 2022). These sources tend to be more flexible and cost effective but can involve refinancing risk and potential rising interest rates for the company. IHG's operating cash flow is also highly stable and working capital is managed efficiently, making the short-term funding solution suitable for operating cash deficit due to variations in occupancy and operating costs. In contrast, long-term financing includes corporate bonds, long-term bank loans and equity financing, and would be used to support long-term investments, acquisitions, technological innovations and foreign investments (Bui et al. 2023). A long-term financing typically has a higher financing cost, but it offers more financial stability as it simplifies the sourcing of capital for a longer period of time and minimises refinancing risks. For IHG, a balanced financing strategy is the most appropriate approach. Short-term operational financing and bridging should be secured by short-term financing, whereas long-term financing should be applied primarily to major strategic projects such as investment in the hotel portfolio, digitalisation and investment in sustainability. This strategy would be best for IHG's cost structure and liquidity position, financial risks, and flexibility of capital for long term growth in a competitive market environment as the hospitality sector.
[bookmark: _Toc235615313]3. Strategic Financial Restructuring Plan
[bookmark: _Toc235615314]3.1 Introduction
Organisations can optimise strategic restructuring in order to optimise their capital structures, increase financial flexibility, and boost long-term shareholder value. From the above financial analysis, IHG is economically strong but faces issues regarding liquidity management and rising liabilities. Thus, efficient and appropriate restructuring can further reinforce its resilience and help sustainable expansion in international settings.
[bookmark: _Toc235615315]3.2 Recommended Restructuring Options
The financial analysis shows that IHG should pursue a financial restructuring strategy which can enhance its financial situation while preserving benefits from its asset-light strategy (Mavlutova et al. 2021). 
The first recommendation includes portfolio optimisation through selective divestment (Deng et al. 2025). IHG should expedite the divestment of hotel assets, complementing the growth of franchise and management business. This would free up capital associated with physical assets and improve the return on assets, while also creating additional flexibility to reinvest in higher-returning opportunities such as digital innovations, building brand strength and expanding in new international markets with high growth potential. Ongoing portfolio optimisation will provide strong support to profitability and reduce the operational risk as fee-based revenue streams are expected to be more stable with relatively low capital allocation.
Debt restructuring and refinancing is also recommended for IHG. The company has a high financial leverage, hence the ratio analysis shows a relatively low financial leverage. Refinance of existing debts by increasing maturities or replacing lower interest loans to high-cost loans would lower financing costs, increase cash flow stability and build financial flexibility when dealing with economic uncertainty. A desirable debt structure will also support investment without accelerating pressure on liquidity resources in the future (Aghayev and Najafov, 2025). 
The third recommendation highlights the increase of equity-based strategic investments by retained earnings instead of raising external equity massively. The company's debt coverage ability is increasing, as reflected in the rising profitability, earnings per share and dividend coverage, which point to increased capabilities for internal expansion. Retaining a large proportion of profits will help reinvest in digital transformation, sustainable facility developments and in the hotel brand expansion without diluting shares and compromising investor trust. Combined, these restructuring options align with IHG's long-term corporate strategy by supporting consistent capital efficiency, increasing financial resilience and accommodating sustainable international growth without fundamentally changing the successful asset-light operating model.
[bookmark: _Toc235615316]3.3 Impact Assessment 
The proposed financial restructuring strategy is expected to create value for the shareholders of IHG, the capital structure and the operational flexibility. The focus on divestment from non-core owned assets and rising importance of franchising and management contracts can improve capital efficiency by minimising capital intensive investments while maximising higher margin fee-based revenue. This should promote better profitability, increased ROA and sustainable earnings growth for long term value to shareholders. Refinancing existing debt at more favourable terms would improve the company's debt structure by reducing financing costs and extending repayment maturities (Boyarchenko and Elias, 2024). IHG already maintains reasonable leverage levels, but optimising its debt profile would provide greater cash flow predictability and lower the risk of refinancing in economic downturns. Financial flexibility would also enable management to effectively use their financial resources to cope with changes in the financial markets and take advantage of the strategic opportunities of the market without placing strain on liquidity resources (Wu et al. 2023). Furthermore, financing future expansion primarily through retained earnings would reinforce investor confidence by demonstrating stronger capital management while limiting shareholder dilution associated with new equity issuance. With this additional financial flexibility, IHG will continue to invest in projects which reinforce the brand's commitment to sustainability, as well as brand development and new digital technologies, while also sustaining its place in the global hospitality market. In conclusion, the leverage footprint of the new strategy is suitable, sustainable, and optimal, and will ensure greatest shareholder value for IHG, while delivering to IHG the benefits of its successful asset-light business model.
[bookmark: _Toc235615317]3.4 International and Ethical Considerations
Being a multinational hospitality business with operations in over 100 countries, IHG should ensure that its financial restructuring measures are well-aligned with international regulatory requirements and ethical business practices. In order to manage operating costs, franchise revenues and investment returns, foreign exchange risk management, and prudent investment management, are crucial to address currency fluctuations and inflation. The company should also have clear tax management to ensure adherence to international tax or principles and elimination of artificial tax strategies that may cause harm to the company's reputation. ESG should play a fundamental role in IHG's financial strategy. Energy-efficient hotel investment, responsible sourcing, employee wellness and community development can help to build trust among stakeholders and contribute to sustainable business (Khatter, 2025). Another important element in ethical financial management would be transparency in reporting, accountability in capital allocation and the equitable treatment of investors, employees, suppliers and local community. Considering these international and ethical aspects will help improve IHG's corporate image and sustain value creation in the long run.
[bookmark: _Toc235615318]4. Investment Appraisal and Capital Budgeting
[bookmark: _Toc235615319]4.1 Introduction
Investment appraisal allows organisations to compare and position investment opportunities in order to allocate resources wisely (Purnamasari and Adriza, 2024). In this section, three projects are considered under the strategic decision-making process for which five widely accepted capital budgeting techniques [Referred to Appendix 3].
[bookmark: _Toc235615320]4.2 Investment Appraisal Calculations
Projects A, B, and C were analysed using five methods of capital budgeting to find the most attractive investment opportunity. Each project includes a monetary investment of £50 million, a useful life of five years, and an 8% discount rate applied. Straight-line depreciation states that each project will depreciate by £10 million annually. The detailed calculations are shown in Appendix 3, and the important results are tabulated in Table 4.2.1. 
	Method
	Project A
	Project B
	Project C
	Best

	Payback Period
	4.50 yrs
	4.55 yrs
	3.60 yrs
	Project C

	NPV (£m)
	-6.54
	-6.08
	0.86
	Project C

	Profitability Index
	0.869
	0.878
	1.017
	Project C

	IRR
	3%
	3%
	9%
	Project C

	ARR
	3%
	4%
	12%
	Project C


Table 4.2.1: Investment Appraisal Summary
(Source: Excel)
The ‘Payback period’ refers to the time required for a project's future cash flows to cover the initial investment. Project C recorded a payback period of 3.60 years, the lowest among the three projects, compared with 4.50 years for Project A and 4.55 years for Project B. Under such a shorter payback period, the scenario of Project C is the most favourable, which decreases the risk of investment and increases the liquidity of investment. The ‘Accounting rate of return’ refers to the average profit made on the investment relative to the average investment. Project C has recorded an ARR of 12%, significantly higher than Project B (4%) and Project A (3%). This shows the better profits available by Project C and its capacity to provide accounting returns over the life of the project. On the other hand, ‘Net present value’ is used to determine whether the PV of the future cash inflows is greater than the initial investment after considering the time value of money. The expected return on Projects A and B was NPV of £-6.54 million and £-6.08 million, respectively, showcasing negative NPV, which indicates that their returns will not be sufficient to meet the target rate of return of 8%. Comparatively, Project C provided a positive NPV of £0.86 million, which means that it would benefit the shareholders in terms of maximising their wealth, therefore, leading to the primary financial objective of value maximisation. 
Similar trends have been observed by using the ‘Profitability index’ and ‘Internal rate of return’. Project C recorded the highest PI (1.017), which means that each £1 invested is expected to provide about £1.02 of present value benefits. In contrast, projects A and B had values less than 1.0 (0.869 and 0.878, respectively), affirming that they do not generate enough economic value. Similarly, Project C had an IRR of approximately 9%, whereas the other projects had 3%, which was less than the required rate of return of 8%. Overall, Project C is the best investment option supported by five investment appraisal methods. It provides the fastest capital recovery, the highest accounting return, positive NPV, a profitability index greater than 1, and an IRR above the required rate of return. Therefore, based on the quantitative analysis, the most feasible project to make the maximum revenue will be Project C.
[bookmark: _Toc235615321]4.3 Comparative Evaluation of Projects
Financial attractiveness can be clearly observed from the comparative analysis of the three investment projects proposed. Projects A and B have positive inflows every year through their active operations, but they do not meet the company's required rate of return. They have negative NPVs as well as profitability indices below 1, with IRRs of 3%, suggesting that the discounted future cash flows are not enough to justify the initial investment. So, either project would provide the shareholders with losses in the short term despite being successful in the long term. On the other hand, annual cash inflows for Project B seem to be stable, which results in Project B being marginally better than Project A, supported by the results of ARR, NPV, and Profitability Index. However, the payback periods for both projects, which range from more than 4 years, are relatively long, making them unattractive in terms of sustaining liquidity or efficient capital usage as strategic goals. On the contrary, Project C has a better financial performance through all the investment appraisal methods. The overall favourable NPV of £0.86 million, profitability index of 1.017, and IRR of 9%, and the shortest payback period of 3.60 years represent its ability to generate returns more than the 8% required rate and also repays invested funds comparatively than other choices. The project also shows good accounting profitability with an ARR of 12%, which is another indication of the financing commitment's viability. Overall, Project C is consistently determined to be the most economically viable investment as it has the greatest balance between profitability, value creation, capital recovery, and long-term shareholder wealth maximisation.
[bookmark: _Toc235615322]4.4 Project Recommendation
Project C is recommended as the most preferred project due to the results of the investment appraisal, confirmed by its sufficient ability to meet all major financial decision criteria. It has a positive NPV of £0.86 million, the highest ARR (12%), a shorter payback period (3.60 years), an ARR over 1 (1.017), and an IRR greater than the company's benchmark of 8% (9%). This recommended project is also consistent with IHG's current financial situation. The company's profitability, better operating cash generation, and asset efficiencies have been satisfactory, making it well-positioned to capture this investment opportunity that can provide long-term value to shareholders. In addition, the more rapid asset recovery within Project C provides additional support for IHG's conservative goals with liquidity management. On the contrary, from a non-financial perspective, Project C provides increased strategic flexibility with limited financial risk in providing for sustainable growth. However, management should keep monitoring external situations such as geopolitical uncertainties, increasing prices, currency fluctuations, and shifting consumer habits regarding travelling to ensure that the anticipated benefits on the project's cash flows are attainable (Awodire et al. 2023). In summary, the financial, operational, and strategic attributes of Project C are most favourable to the long-term business needs of IHG.
[bookmark: _Toc235615323]4.5 Capital Rationing Analysis
From the capital rationing constraint, IHG showcased a maximum investment budget of £100 million, allowing it to invest in any two of three projects. The study of investment appraisal calculations has resulted in 3 possible combinations: Projects A and B, Projects A and C, and Projects B and C. The three have NPVs of -£12.62 million, -£5.68 million, and -£5.22 million, respectively. Among all these three alternatives, the company must optimise its total £100 million budget on Projects B and C. The relatively predictable annual cash inflows from Project B, along with the high profitability and value creation from Project C, make this combination a balanced investment portfolio. However, the combined NPV of Projects B and C will remain negative, meaning that investing in both projects would decrease the wealth of shareholders by spending the entire capital budget. Using the NPV decision rule, organisations should commit funds to projects that add economic value, rather than exhausting resources (Coccia, 2023). Hence, the ideal financially viable decisions would be to consider Project C only, with an investment of £50 million, and leave the other £50 million for future project opportunities with positive NPVs or for other strategic projects. This approach will also help the organisation to maximise shareholders’ value and is aligned with wise investment decisions and financial discipline.
[bookmark: _Toc235615324]5. Critical Reflection on AI Usage
[bookmark: _Toc235615325]5.1 Tool Disclosure
This report has been developed using the two AI tools, which are ChatGPT and Grammarly. ChatGPT has been used to assist with background research and provide explanations on financial management concepts, organise the relevance of the report, and to clarify financial appraisal techniques deployed. It also helped with the analysis of the IHG's publicly released financial reports from the annual reports. Grammarly was used only to check grammar, spelling, punctuation, and sentence structure in order to make the information in the report clearer and easier to read. They both were used within the scope allowed by the assessment guidance, as all calculations, interpretations, and final decisions were done by the author.
[bookmark: _Toc235615326]5.2 Verification of AI Outputs
AI tools have enhanced the efficiency in report preparation, hence, the AI-generated information was thoroughly cross-checked and verified before its inclusion. The financial information was compared with IHG's official annual reports for those specific financial years, and other financial information, such as values of the income statement, balance sheet, and cash flow statement, was compared. Numerical accuracy of all financial ratios, investment appraisal calculations, and working capital measures was checked against the accuracy of the numbers using manual calculations done in Microsoft Excel. Academic textbooks and literature published by peer-reviewed sources were also consulted to support the interpretation of financial concepts and make the financial management principles consistent with the interpretation. AI-generated explanations have been edited or supplemented with information from authoritative sources, as they often seemed general, lacked details, or were internally inconsistent. The verification process ensured the report's inclusion of reliable information and minimised the likelihood of using incorrect or misleading AI-generated information.
[bookmark: _Toc235615327]5.3 Contribution Analysis
AI has been considered a supporting tool in this study instead of an independent work. It effectively assisted in structuring the complete report, presenting financial techniques, and getting their written material together. However, the selection of IHG as the case company, extracting financial information for its annual reports, calculating financial ratios, the investment appraisal analysis, and interpretation of financial performance was undertaken independently. Evaluation of liquidity, profitability, restructuring strategies, and investment recommendations was developed by the critical thinking of the author, by incorporating financial evidence with theoretical concepts. The calculated results were correlated after considering both financial and strategic considerations to get final conclusions and recommendations. As a result, AI assisted in streamlining efficiency and organisation, synthesis of evidence, and personal judgement in the author’s personal contribution.
[bookmark: _Toc235615328]5.4 Ethical and Professional Reflection
Financial professionals have encountered several challenges and opportunities due to the increasing usage of AI. AI is able to significantly enhance the efficiency of working with vast amounts of data, such as aiding in financial analysis and improving the quality of business reporting. However, excess use of AI can potentially lead to false conclusions if generated outputs are not verified and validated properly. In the field of financial decision-making, every small mistake has a significant impact on investment decisions, financial reports, and stakeholder confidence, highlighting the need for professional judgment in decision-making. In academic and professional contexts, transparency is crucial when AI tools are being employed. The use of AI needs to be transparent, properly explained, and the resulting content should be acknowledged accordingly. Another factor to consider is data privacy, especially when handling confidential financial or commercial information. As a professional, AI should be used to augment rather than replace human skills. While automation can assist strategists, other factors such as organisational goals and objectives, market factors, stakeholder expectations, and ethical considerations should not be ignored. This report testifies to how effective AI can be as a decision support tool when the output or suggestions are critically examined and can be backed by evidence. Therefore, AI should be responsibly used by prioritising efficiency in organising independent analysis, ethical considerations, and strong professional judgement.
[bookmark: _Toc235615329]Conclusion
This report analysed InterContinental Hotels Group (IHG) financial results and financial management strategy between 2021 and 2025. The results show that the company has performed efficiently to recover from the effects of the pandemic through generating revenue, profitability, cash generated from operations growth, as well as the asset-light business model. The proposed measures for financial restructuring, including selective asset divestment, excessive dependence on retained earnings, and debt refinancing, would also improve the financial flexibility and long-term sustainability. Project C was the best option supported by the investment appraisal process as it has the greatest return and the only positive NPV. In summary, IHG is sufficiently well-equipped for sustainable future growth, with underlying robust financial management, effective control of capital expenditure, and prudent strategic decision-making investment in a more competitive global hospitality sector.
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[bookmark: _Toc235615332]Appendix 1: Calculation of Financial Ratios for InterContinental Hotels Group for the Financial Period 2021-2025
	
	2025
	2024
	2023
	2022
	2021
	Formula 

	Profitability Ratio
	
	
	
	
	
	

	Gross Profit Margin
	85.28
	84.87
	83.95
	83.35
	83.28
	Gross profit / Revenue *100

	Operating Profit Margin 
	23.09
	21.15
	23.05
	16.14
	16.99
	Operating profit / Revenue *100

	Net Profit Margin 
	14.63
	13.16
	16.22
	9.66
	9.12
	Net profit / Revenue *100

	Return on Assets 
	14.20
	13.65
	15.58
	8.92
	5.62
	Net Income / Total Assets *100

	Return on Equity 
	27.74
	28.08
	38.46
	23.28
	17.89
	Net Income / Shareholder's Equity *100

	
	
	
	
	
	
	

	Liquidity Ratio
	2025
	2024
	2023
	2022
	2021
	

	Current Ratio
	0.98
	0.97
	0.97
	1.09
	1.27
	Current assets / Current Liabilities 

	Quick Ratio
	0.97
	0.97
	0.97
	1.08
	1.27
	Current assets- Inventories / Current Liabilities 

	Cash Ratio
	0.54
	0.52
	0.60
	0.86
	0.89
	Cash and cash equivalent / Current Liabilities 

	
	
	
	
	
	
	

	Gearing Ratio
	2025
	2024
	2023
	2022
	2021
	

	Debt to equity ratio
	0.010
	0.011
	0.015
	0.016
	0.024
	Total Debt / Shareholder's Equity 

	Debt ratio
	0.005
	0.005
	0.006
	0.006
	0.007
	Total Debt/ Total Assets

	Equity Ratio
	0.512
	0.486
	0.404
	0.381
	0.313
	Total equity/ Total assets 

	Debt-to-Capital ratio
	0.010
	0.011
	0.015
	0.016
	0.023
	Total debt/ Total debt + Total equity 

	
	
	
	
	
	
	

	Efficiency Ratio
	2025
	2024
	2023
	2022
	2021
	

	Inventory Turnover ratio
	152.8
	186.25
	148.4
	162
	121.5
	Cost of goods sold / Average Inventory 

	Recievable turnover ratio
	6.23
	6.27
	6.25
	6.02
	5.06
	Credit sales/ Accounts recievable 

	Total asset turnover ratio
	0.97
	1.04
	0.96
	0.92
	0.62
	Net sales/ Total assets 

	Accounts payable ratio
	1.13
	1.15
	1.04
	0.95
	5.46
	Cost of goods sold/Accounts payable 

	
	
	
	
	
	
	

	Investment Ratio
	2025
	2024
	2023
	2022
	2021
	

	Earnings Per Share (EPS) (¢)
	490.9
	389.6
	443.8
	207.2
	145.4
	(Net Profit - Preference Dividends)/Weighted Average Number of Ordinary Shares Outstanding

	Dividend Per Share (¢)
	184.5
	167.6
	152.3
	138.4
	85.9
	Total Ordinary Dividends Paid/Number of Ordinary Shares Outstanding

	Dividend Payout Ratio
	37.58
	43.02
	34.32
	66.80
	59.08
	Dividend Per Share/Earnings Per Share*100

	Dividend Cover 
	2.66
	2.32
	2.91
	1.50
	1.69
	Earnings Per Share/Dividend Per Share

	
	
	
	
	
	
	

	Cash Flow Ratio
	2025
	2024
	2023
	2022
	2021
	

	Operating Cash Flow Ratio
	0.43
	0.38
	0.41
	0.42
	0.39
	Cash Flow from Operating Activities/ Current Liabilities

	Operating Cash Flow to Total Liabilities Ratio
	0.11
	0.10
	0.13
	0.11
	0.43
	Cash Flow from Operating Activities/ Total Liabilities

	Cash Flow Margin Ratio
	17.31
	14.71
	19.31
	16.60
	21.88
	Cash Flow from Operating Activities/Net Sales (Revenue) × 100



[bookmark: _Toc235615333]Appendix 2: Calculation of Working Capital Management Ratios for InterContinental Hotels Group for the Financial Period 2021-2025
	
	2025
	2024
	2023
	2022
	2021
	Formula

	Inventory Turnover ratio
	152.8
	186.25
	148.4
	162
	121.5
	Cost of goods sold / Average Inventory 

	Recievable turnover ratio
	6.23
	6.27
	6.25
	6.02
	5.06
	Credit sales/ Accounts recievable 

	Days Sales Outstanding
	58.59
	58.20
	58.41
	60.58
	72.07
	365/Receivables Turnover Ratio

	Accounts payable ratio
	1.13
	1.15
	1.04
	0.95
	5.46
	Cost of goods sold/Accounts payable 

	Days Payable Outstanding
	322.96
	318.46
	349.75
	383.59
	66.84
	365/Accounts payable ratio
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Below I have attached the Link for my Excel Worksheet
Lakmi SIngh Excel Link
Trends in Liquidity Ratios

Current Ratio	2025	2024	2023	2022	2021	0.97571428571428576	0.96939834024896265	0.97214611872146117	1.0867875647668395	1.2721674876847291	Quick Ratio	2025	2024	2023	2022	2021	0.97333333333333338	0.96732365145228216	0.96986301369863015	1.0841968911917099	1.2697044334975369	Cash Ratio	2025	2024	2023	2022	2021	0.53761904761904766	0.52282157676348551	0.60365296803652968	0.85621761658031093	0.8928571428571429	
Ratios




Trends in Gearing Ratios

Debt to equity ratio	2025	2024	2023	2022	2021	1.023391812865497E-2	1.1265164644714038E-2	1.5384615384615385E-2	1.609907120743034E-2	2.3632680621201892E-2	Debt ratio	2025	2024	2023	2022	2021	5.2385406922357347E-3	5.4759898904802023E-3	6.2331186370247248E-3	6.1669829222011389E-3	7.4215436810856662E-3	Equity Ratio	2025	2024	2023	2022	2021	0.51188026192703462	0.48609941027801179	0.40432162892167045	0.38140417457305503	0.31255301102629346	Debt-to-Capital ratio	2025	2024	2023	2022	2021	1.0130246020260492E-2	1.1139674378748929E-2	1.5182186234817813E-2	1.591187270501836E-2	2.3194168323392977E-2	
Ratios




Trends in Efficiency Ratios

Recievable turnover ratio	2025	2024	2023	2022	2021	6.2292917166866744	6.2713375796178346	6.2486486486486488	6.0247678018575854	5.0644599303135891	Total asset turnover ratio	2025	2024	2023	2022	2021	0.97081384471468657	1.0368576242628476	0.96073135258674425	0.92314990512333961	0.61641221374045807	Accounts payable ratio	2025	2024	2023	2022	2021	1.1301775147928994	1.1461538461538461	1.0436005625879043	0.95154185022026427	5.4606741573033704	
Ratios




Trends in EPS and DPS

Earnings Per Share (EPS) (¢)	2025	2024	2023	2022	2021	490.9	389.6	443.8	207.2	145.4	Dividend Per Share (¢)	2025	2024	2023	2022	2021	184.5	167.6	152.30000000000001	138.4	85.9	
Ratios




Trends in DPR and Dividend Cover

Dividend Payout Ratio	2025	2024	2023	2022	2021	37.584029333876558	43.01848049281314	34.317260027039211	66.795366795366803	59.078404401650616	Dividend Cover 	2025	2024	2023	2022	2021	2.6607046070460703	2.324582338902148	2.913985554826001	1.4971098265895952	1.6926658905704306	
Ratios




Trends in Cash Flow Ratios

Operating Cash Flow Ratio	2025	2024	2023	2022	2021	0.42761904761904762	0.37551867219917012	0.4077625570776256	0.41839378238341968	0.39162561576354682	Operating Cash Flow to Total Liabilities Ratio	2025	2024	2023	2022	2021	0.11112486078455637	0.10260770975056689	0.13212013611480988	0.11092032967032966	0.43147896879240161	Cash Flow Margin Ratio	2025	2024	2023	2022	2021	17.305839275390248	14.706479788746698	19.31228373702422	16.59815005138746	21.878224974200204	
Ratios




Working Capital Management Ratios

Inventory Turnover ratio	2025	2024	2023	2022	2021	152.80000000000001	186.25	148.4	162	121.5	Recievable turnover ratio	2025	2024	2023	2022	2021	6.2292917166866744	6.2713375796178346	6.2486486486486488	6.0247678018575854	5.0644599303135891	Days Sales Outstanding	2025	2024	2023	2022	2021	58.59414145307381	58.201300020312814	58.412629757785467	60.583247687564231	72.070863433092526	Accounts payable ratio	2025	2024	2023	2022	2021	1.1301775147928994	1.1461538461538461	1.0436005625879043	0.95154185022026427	5.4606741573033704	Days Payable Outstanding	2025	2024	2023	2022	2021	322.95811518324609	318.45637583892619	349.75067385444743	383.58796296296299	66.841563786008237	
Ratios




Trends in GP Margin, OP Margin and NP Margin

Profitability Ratio	2025	2024	2023	2022	2021	Gross Profit Margin	2025	2024	2023	2022	2021	85.276546540759298	84.866951046110088	83.95328719723183	83.350462487153138	83.28173374613003	Operating Profit Margin 	2025	2024	2023	2022	2021	23.087300057814609	21.145642900670321	23.053633217993081	16.135662898252825	16.993464052287582	Net Profit Margin 	2025	2024	2023	2022	2021	14.627095779533628	13.16270566727605	16.219723183391004	9.660842754367934	9.1159270725834194	
Ratios




Trends in ROA and ROE

Return on Assets 	2025	2024	2023	2022	2021	14.200187090739009	13.647851727042964	15.582796592561813	8.9184060721062615	5.6191687871077187	Return on Equity 	2025	2024	2023	2022	2021	27.741228070175438	28.07625649913345	38.461538461538467	23.281733746130033	17.893315327481432	
Ratios
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