IHG plc — Financial Management Assessment

[image: ]
UNIVERSITY OF WALES TRINITY SAINT DAVID
                                                               Birmingham Campus
Master of Business Administration (MBA)
Module: Financial Management (LCMB7002)
Assessment: Financial  Management
Individual Report — Selected Company:
InterContinental Hotels Group (IHG) plc
Lecturer: Patrick Yeboah (Birmingham)
Student Name: Naveen Donakanti
Student ID: 2540224 




[bookmark: _Toc234456093]Table of Contents
Table of Contents	1
List of Tables and Figures	1
1. Introduction	1
2. Financial Health Check	1
2.1 Five-Year Financial Trend Overview	1
2.2 Ratio Analysis	1
2.3 Trends, Strengths and Threats	1
2.4 Liquidity Benchmarking Against Industry Standards	1
3. Working Capital Management Analysis	1
3.1 The Cash Operating Cycle	1
3.2 Strategies to Improve Liquidity Through Working Capital Reform	1
3.3 Short-Term Versus Long-Term Financing	1
4. Strategic Financial Restructuring Plan	1
4.1 Recommended Restructuring Options	1
4.2 Impact on Shareholder Value, Debt Structure and Operational Flexibility	1
4.3 International and Ethical Considerations	1
5. Investment Appraisal and Capital Budgeting	1
5.1 Methodology	1
5.2 Results	1
5.3 Recommendation and Justification	1
5.4 Capital Rationing (£100 million Budget Constraint)	1
6. Critical Reflection on AI Usage	1
6.1 Tool Disclosure	1
6.2 Critical Evaluation of AI Output	1
6.3 Contribution Analysis	1
6.4 Ethical and Professional Reflection	1
7. Conclusion	1
References	1
Appendices	1
Appendix 1 — Full Ratio Analysis, All Categories, 2020–2024	1
Appendix 2 — Discounted Cash Flow Workings, Projects A, B and C (8% Discount Rate)	1



[bookmark: _Toc234456094]List of Tables and Figures
Table 1. IHG plc Ratio Analysis Summary, 2020–2024. Source: IHG Annual Reports and Form 20-F filings (2020–2024), author's calculations.
Table 2. IHG plc Cash Operating Cycle and Working Capital Components, 2020–2024. Source: IHG Annual Reports (2020–2024), author's calculations.
Table 3. Investment Appraisal Results — Projects A, B and C. Source: Assessment brief data; author's calculations.
Table 4. Capital Rationing Analysis (£100m Budget Constraint). Source: Author's calculations.
Table 5 (Appendix). Full Ratio Analysis, All Categories, 2020–2024.
Table 6 (Appendix). Discounted Cash Flow Workings — Projects A, B, C (8% discount rate).


[bookmark: _Toc234456095]1. Introduction
The report is about the newly appointed Chief Financial Officer (CFO) of InterContinental Hotels Group (IHG) plc, a London Stock Exchange and New York Stock Exchange listed, UK based, international hospitality company. Under the InterContinental, Holiday Inn, Crowne Plaza, Regent and voco (IHG plc, 2025a) brands, IHG has a portfolio of more than 6,600 hotels operating in more than 100 countries. For this assignment IHG was chosen because it is a large, publicly listed global hotel group with an official and accessible web investor site, and a fully audited 5-year set of financial statements (both UK Annual Report and the US SEC Form 20-F), which it has made publicly available.
The Board has asked for the following to be included in the financial statement health check: (i) An analysis of the Board's financial health for the past five reported financial years (FY2152 to FY2156); (ii) A working capital management analysis; (iii) A capital re-structuring plan; and (iv) Investment appraisal of three capital projects within a capital-rationing constraint. Analysis is based on IHG's audited Income Statement, Balance Sheet and Cash Flow Statement, comprehensive ratio analysis (Appendix 1) and the academic and professional literature (peer-reviewed) on hospital policy corporate finance. It ends with a critical, reflective narrative about the use of Generative Artificial Intelligence tools, and the verification and bounding of them during the preparation of this assessment.
[bookmark: _Toc234456096]2. Financial Health Check
[bookmark: _Toc234456097]2.1 Five-Year Financial Trend Overview
The income statement from IHG shows a strong rebound off the bottom in a V shape following the pandemic. So what is seen is the Group's revenue, which has risen from $2,394m in FY2020 (the low point of the COVID-19 shock while the World's occupancy dropped) to $4,923m in FY2024, corresponding to an average compound annual growth rate of about 19.8% over the past five years (IHG plc, 2025a). Every measure showed FY2020 to be loss-making: EBIT was in average loss of $153m and the Group posted a net loss of $309m. The overall trend of the wider hospitality industry is consistent with a significant global decline in the industry's operating revenue and profitability during the pandemic, which has been described as a “long and difficult recovery” with no evidence that the world's largest hotel companies turned a profit during the crisis, but rather focused on liquidity preservation (Radivojević et al. 2023).
EBIT was up to $1,041m with a margin of 21.1% in FY24, exceeding the sector average of ~18%, posted by international hotel companies, by net profit of $628m (margin 12.8%) in FY24, which was above the sector margin of ~10%. A recovery this strong is partly due to the cyclical uptick of global travel demand but much also to the inherent strength of IHG's fee-based, asset-light business model, with the bulk of IHG's hotel portfolio, which accounts for over 90% of its global asset count, franchised or third-party managed rather than owned. Academic research on the asset-light, fee-based business model in hospitality confirms that this model allows companies to benefit from higher investment efficiency, lower operating leverage and more resilience to investment in very complex and volatile trading environments—all characteristics the IHG has demonstrated during the Covid-19 recovery (Seo et al., 2021 written in Boston Hospitality Review, 2021).
[bookmark: _Toc234456098]2.2 Ratio Analysis
Table 1 summarises IHG's ratio analysis across the six required categories for FY2020–FY2024 (full workings in Appendix 1, Table 5).
	Ratio
	2020
	2021
	2022
	2023
	2024
	Sector Benchmark

	Gross Profit Margin
	20.3%
	30.4%
	27.7%
	30.7%
	29.6%
	~25%

	EBIT Margin
	(6.4%)
	17.0%
	16.1%
	23.1%
	21.1%
	~18%

	Net Profit Margin
	(12.9%)
	9.1%
	9.6%
	16.2%
	12.8%
	~10%

	Return on Assets
	(6.1%)
	5.6%
	8.9%
	15.6%
	13.2%
	~5%

	Current Ratio
	1.20x
	1.27x
	1.03x
	0.99x
	1.00x
	~1.0x

	Cash Ratio
	0.90x
	0.89x
	0.60x
	0.62x
	0.54x
	~0.5x

	Asset Turnover
	0.48x
	0.62x
	0.92x
	0.96x
	1.04x
	~0.8x

	Receivables Days
	78.4
	72.1
	60.6
	58.4
	58.2
	~60 days

	Net Debt / EBITDA
	19.3x*
	2.91x
	2.42x
	1.70x
	1.91x
	2.5–3.0x

	Interest Cover
	(1.13x)
	3.55x
	5.92x
	20.50x
	7.44x
	~3.0x

	Free Cash Flow ($m)
	29
	571
	142
	837
	655
	n/a


Table 1. IHG plc Ratio Analysis Summary, 2020–2024. *2020 Net Debt/EBITDA is distorted by the pandemic-depressed EBITDA base. Source: IHG Annual Reports and Form 20-F filings (2020–2024); IBISWorld Hospitality Industry Report (2024) for sector benchmarks; author's calculations.
Profitability- All the profitability ratios improved appreciably during the period. The gross profit margin increased from 20.3% to 29.6% and the EBITDA margin from 3.3% to 24.2%, both of which are well in front of the respective sector averages. The return on assets rose, from minus 6.1% to 13.2% with loads of solid returns given the low level of IHG's 'asset-heavy' balance sheet - it has a total of just $4.7bn of assets to support $4.9bn of annual revenues - which is the reason for the deliberate capital morphetting. Since IHG has reported negative shareholders' equity for the whole period (refer to the discussion under gearing, below), RoE is not meaningful.
Liquidity-The current ratio worsened from 1.20x (2020) to 0.99x (2024) and the quick ratio is virtually unchanged as IHG being a service business have little to no inventory. This makes IHG's 2024 liquidity match approximately the same level of the industry's benchmark, which currently sits at ~1.0x the figure, but that could well be a matter for Board discussion as the underlying trend has been downward from a post-pandemic high of 1.27x from 2021. With regards to the financial nature, this is not a cyclical phenomenon, as large hotel franchisors are more likely to finance daily operations with contract payments to suppliers and loyalty programme revenue due in the future, and not have large cash cushions, and empirical research has shown that working capital management is a strategically important lever of firm performance in the hospitality and tourism sector (Chambers and Cifter, 2022). While IHG's balance-sheet liquidity looks comparatively limited (0.54x and 0.39x represent its respective cash and operating cash ratios), and it is certainly below the thresholds of ~0.5x/0.4x, LQ’s operating cash generation remains solid and improving over time, particularly given the cash raised of $724m over FY2024 alone.
Efficiency. The asset-light approach clearly helped with evidence of greater capital efficiency: Asset turnover more than doubled, from 0.48x to 1.04x. Receivable Days (R.D.) was down -20 days on the current trend from 78.4 days to 58.2 days (in line with the ~60 days sector norm) whilst also Payable Days (P.D.) also featured a down trend from 89.1 days to 68.4 days, reducing favourable working-capital "float" previously generated by IHG from its supplier base, which has been the subject of inspection in Section 3.
Gearing. Net Debt/EBITDA ticked up from the pandemic-impacted 19.3x rating in 2020 to 1.91x in 2024, far within the internal target of 2.5–3.0x thought to signal an optimal balance of debt and likely to attract favorable investor ratings to the business (IHG plc, 2022; IHG plc, 2025a). The current moderate leverage position fits with findings in the academic literature, as excessive leverage has been found to have an inverted U shaped relationship with firm performance in the U.S. hospitality industry, with debt up until a certain point beneficial to the firm's performance, but beyond this point, detrimental (García-Gómez et al., 2021). The negative-equity balance sheet has resulted in interest cover of 7.44x, which is decent in the short-term, but is not below structural concerns at 66.5% for Debt/Total Assets in 2024.
Investment and Cash flow. Free cash flow went from $29m in 2020 to $655m in 2024, and the combined amount of free cash flow over the 5 years ending at 2024 ($2,234m) more than covered the combined share buyback ($2,075m) and dividend payout ($754m) over that same period (IHG plc, 2025a, 2025b). There was also little capital expenditure relative to revenue of 2.0–2.8%, well below the ~3.0% average, another sign of the capital-light business model.
[bookmark: _Toc234456099]2.3 Trends, Strengths and Threats
One most obvious benefit of the ratio analysis highlighted by the data is IHG's asset-light asset management model, which is structurally profitable and cash-generating; the asset-light aspect shines through in margins, asset turnover and free cash flow – all of which have lifted well above pre-pandemic (2019) levels. Balance sheet fragility is the thing that is quite apparent as the biggest risk. IHG has been reporting in each year of the analysis period 000s of dollars of negative shareholders' equity, as a result of the company's deliberate under investment in its net worth, despite the ten years of debt funded share buybacks. Negative equity is not uncommon amongst large asset-light franchisors; Marriott and Hilton have similar balance sheet structures, but this means that, should the Group be subjected to a further demand shock, it has very little internal absorption capacity, and it restricts the Group's ability to leverage-up its shareholder returns, whilst not breaching its own leverage multiple ceiling of 2.5–3.0x.
[bookmark: _Toc234456100]2.4 Liquidity Benchmarking Against Industry Standards
IHG's 2024 current ratio of 0.99x is nearly equal to the current ratio data of the hospitality sector industry reported by IBISWorld, which is ~1.0x. In contrast, IHG's cash ratio of 0.68x exceeds the hotel sector industry's data of 0.63x, while its operating cash flow ratio of 1.87x exceeds the industry data of 1.46x. However, the overall declining pattern seen over several years indeed points to an AMBER flag. Industry-wide survey evidence backs this worry, with an overwhelming 88% of the 89 senior hospitality executives surveyed by Deloitte identifying cash flow management as their number one concern for the coming year – with rising costs, labour force challenges and interest rates all being cited as the top three risks cited by the sector (Deloitte UK, 2024). This further supports the suggested approach outlined in Section 3 – IHG to adopt a proactive approach to manage its cash operating cycle, rather than being reactive by relying on operating cash flow IHG's current ratio of 0.98 is below the benchmark.This confirms the above approach as recommended in Section 3 – Proactive approach by IHG to manage cash operating cycle rather than simply relying on operating cash flow, as IHG's current ratio of 0.98 is below the benchmark.

[bookmark: _Toc234456101]3. Working Capital Management Analysis
[bookmark: _Toc234456102]3.1 The Cash Operating Cycle
IHG's negative cash operating cycle (COC) over the last few years has worsened from -9.8 days in FY2020 to -31.4 days in FY2021, although it has improved slightly to -9.2 days in FY2024 (Table 2). A negative COC is a result of IHG's collecting cash advances from the franchisees and hotel owners beforehand; once they receive the money, it is their obligation to pay IHG its supplier bills. An essential component of the asset-light, fee-based hotel business model, working capital management is a strategic management tool that can materially impact profitability and value of the firm, and the hospitality and tourism industry is found to exhibit a non-linear relationship between working capital and performance when compared with other industries (Chambers and Cifter, 2022).
	Metric
	2020
	2021
	2022
	2023
	2024

	Debtor Days
	78.4
	72.1
	60.6
	58.4
	58.2

	Creditor Days
	89.1
	104.5
	75.1
	80.9
	68.4

	Cash Operating Cycle (days)
	(9.8)
	(31.4)
	(13.5)
	(21.5)
	(9.2)

	Net Working Capital ($m)
	376
	442
	54
	(20)
	(7)


Table 2. IHG plc Cash Operating Cycle and Working Capital Components, 2020–2024. Source: IHG Annual Reports (2020–2024)
However, the trend seems to be one of closing the negative cycle with -31.4 days in 2021 declining to -9.2 days in 2024. This narrowing is largely due to IHG's creditor days declining at a faster rate (104.5 to 68.4) than debtor days (72.1 to 58.2), which makes it faster to collect cash from the IHG customer/franchisee whilst paying suppliers quicker, a condition which diminishes, and not increases, the working capital funding benefit. The deterioration of the current ratio noted in Section 2 is confirmed by the negative fluctuations in the level of Net Working Capital, which was negative in both the current and the previous year ($20m and $7m, respectively).
[bookmark: _Toc234456103]3.2 Strategies to Improve Liquidity Through Working Capital Reform
There are three capital reforms suggested to bring about a working-capital reform. First, IHG should negotiate payment terms with suppliers to return to its creditor days in 2020-2021, a range that the hotel group has in the past broadened its payments cycle by deliberately contracting deals with suppliers that extended payment terms. Centralised procurement and Group-wide standardisation of payment terms are proven levers for managing multi-country supply chains for the hotel industry. Second improve the receivables management system and squeeze out a bit more of the money receiveness, which has been tightened (from 78 to 58 days), but with a specific goal set to catch up to and equal to the strongest international hotel peers. Third, IHG should maintain a slightly higher working cash buffer (this reduced from 0.90x to 0.54x over the period of the P&L), as 88% of operators in the sector now see cash-flow management as the primary operational focus - driven by cost and rate concerns (Deloitte UK, 2024). Each of these measures can be undertaken without funding requirements; they are all what the cash conversion cycle theory represents – operating and treasury discipline that is focused on timing of working capital rather than quantity (Chambers and Cifter, 2022).
[bookmark: _Toc234456104]3.3 Short-Term Versus Long-Term Financing
IHG currently has a mix of its short-term borrowings and long-dated bond financing, with a total of $3,482m issued as bonds, of which $398m came from short-term borrowings, with maturities stretching from 2025 to 2031, at a blended, weighted-average cost of 4.1% (IHG plc, 2025b). This maturity laddered structure is suitable: with short term borrowings financing the seasonal fluctuations in cash generation with relatively cheaper interest rate, and long term bonds financing the multi-year stable cash generation profile of the franchise and management-fee earning business. In the current tighten in the current ratio, the CFO suggests rebalancing at a marginal level towards committed revolving credit facilities (undrawn short term liquidity headroom) instead of further increasing drawn short term borrowings, to ensure the balance-sheet remains flexible, without impacting on reported leverage. The net debt/EBITDA ratio will be kept within the target corridor (2.5–3.0x) and the blended cost of borrowing should continue to be maintained throughout the refinance of the long term debt portfolio, which reaches maturity in August 2025 at £300m.

[bookmark: _Toc234456105]4. Strategic Financial Restructuring Plan
[bookmark: _Toc234456106]4.1 Recommended Restructuring Options
Even though the structural negative equity of IHG is favourable, their current ratio and leverage is on the lower end of the target range, and debt-funded restructuring (a leveraged recapitalisation) is not recommended. Rather, three complimentary, less risky re-structuring moves are suggested.
· To grow fee income and speed up the rate of acquisition without the need for additional debt, in alignment with IHG's established approach of acquiring, or partnering with complementary lifestyle and all-inclusive brands, such as the recent acquisition of the Ruby urban lifestyle brand (around $116m), and the earlier strategic partnership with the all-inclusive resort business group, Iberostar's (IHG plc, 2025b; Alvarez & Marsal, 2023).
· Moderation of the buy-back programme in those years in which free cash flow growth is diminished as a result of reallocating a portion of excess funds back to replenishing the cash ratio and net working capital as a risk area identified in Sections 2 and 3, instead of further reducing the (already negative) equity base.
· While itinerant IHG isn't the most asset-light company in the industry, as its operations are already in a positive trend of nearly all hotels being franchised and/or managed rather than owned, any small percentage of IHG owned real estate must be sold to niche hotel property investors, following the pattern recognized throughout the industry of separating the brand/management business from the assets/investment business so the latter can focus its investments in marketing, technology and loyalty development while the former can focus its capital on the risks associated with owning a particular asset (Boston Hospitality Review, 2021).
[bookmark: _Toc234456107]4.2 Impact on Shareholder Value, Debt Structure and Operational Flexibility
These recommendations are meant to serve to protect, not erode, shareholder value. In particular, a continued trend of disciplined cash-invested bolt-on M&A as opposed to large and highly leveraged transformative M&A matches academic studies showing that the hospitality M&A performance generally is strongly linked to the ratio of cash vs. debt in M&A transactions and the structure of such transactions, were only all-cash M&A deals of complementary targets correlated with increased M&A performance. At temporary easing or temporary suspension of Buybacks in a less aggressive year would slightly lessen the EPS growth in the short term and would significantly strengthen NWC and cash ratio, which would mitigate refinancing and covenant risk. Net debt/EBITDA is expected to range between “disclosed” levels of 2.5-3.0x and will ensure investment grade debt access, while the interest coverage ratio will be well above 3.0x, thereby maintaining the flexibility to weather a shock to demand to purchase assets over the next several years without forced asset sales.
[bookmark: _Toc234456108]4.3 International and Ethical Considerations
IHG is a multinational enterprise group with consolidated revenues amounting to far more than the €750m threshold for application of the OECD's Pillar Two global minimum tax framework (OECD, 2024) and directly exposed to currency translation risk on the revenue generated from activities outside the United States that is collected in foreign currencies. For IHG's post-pandemic business expansion in other high-growth, non-dollar-monetized regions, such as China and continental Europe, material fee-incomes exposure risk should be hedged using a hedging discipline similar to that used in the Euro-denominated bond issuance, namely, hedging currency exposures on the bond portfolio via currency swaps to convert the proceeds and interest flows into US dollars.
On inflation, IHG's low capital intensity (capex/revenue around 2–3%) gives it a natural partial shield against inflation of input costs vs. the owned-asset hotel operator, because the majority of hotel franchise and management-fee revenue is directly tied to gross room revenues and not to fixed operating costs. The hospitality literature is starting to propose ESG performance as indicators of a hotel's financial resilience and/or market valuation with the finding that hotels that are first to get in touch with a credible ESG certification have obtained higher occupancy rates and higher RevPAR, especially in small markets — and that, during the COVID-19 shock itself, the long-term performance of a hotel was related to its ESG score, with a score in the governance area in particular. To ensure long-term financial sustainability and align with the growing push for sustainability, it is essential that the Board focus on governance level disclosure and credible, external-sourced ESG certification of new build and franchise properties rather than just sustainability language.A credible and external certified ESG score for new build and franchised properties and Governance level disclosure are important to address to ensure the long term financial sustainability and support the growing expectations of sustainability amongst the hospitality industry's investors (Deloitte UK, 2024) whose expectations of sustainability are also on the rise.

[bookmark: _Toc234456109]5. Investment Appraisal and Capital Budgeting
[bookmark: _Toc234456110]5.1 Methodology
Three mutually exclusive investment projects are appraised using five standard capital budgeting techniques: Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI) and Internal Rate of Return (IRR), each of which calls for a one-time investment of £50m, with a forecast life of 5 years and straight line depreciation to a zero residual value of £10m per annum with an assumed WACC of 8%. While the PBP and the IRR are still widely used in practice as complementary risk and returns-based screens, NPV is by far the most popular tool identified in literature and in practice because it explicitly considers the time value of money and measures absolute value creation and this is highly recommended to conduct robust investment decision-making (Sinaga et al., 2023; Sokolov 2024). The results of the capital budgeting practice contingency measures suggest that the positive change in survey evidence over the last two decades is that most large firms now use NPV along with at least one or more of the non-discounted measures since there is obviously a difference in information content they provide (Siziba and Hall, 2021).
[bookmark: _Toc234456111]5.2 Results
Discounted cash flow workings that include yearly values are given in Appendix 2 (Table 6). The summary results are:
	Method
	Project A
	Project B
	Project C
	Decision Rule

	Payback Period
	4.50 years
	4.55 years
	3.60 years
	Shortest preferred

	Accounting Rate of Return
	43.2%
	44.0%
	52.0%
	Highest preferred

	Net Present Value (£m)
	(6.54)
	(6.08)
	0.86
	NPV > 0; highest preferred

	Profitability Index
	0.87
	0.88
	1.02
	PI > 1.0; highest preferred

	Internal Rate of Return
	2.72%
	3.26%
	8.59%
	IRR > 8% hurdle preferred


Table 3. Investment Appraisal Results — Projects A, B and C (£50m initial investment each; 8% discount rate). 
Project C passes all the discounted cash-flow tests, earning a positive NPV of £0.86m, a Profitability Index in excess of 1.0 (1.02) and an IRR of 8.59%, which just passes the 8% hurdle rate. The rest of the projects are C, with the shortest pay back period of (3.60 years), and the highest ARR (52.0%). However, IRR, like PBP, is based on the non-discounted cash-flow basis, as both methods have been noted on many times in the literature on capital budgeting as being flawed (Tarutis, 2020; Sinaga et al., 2023), and both Project A and Project B are negative on a discounted-cash-flow (DCF) basis in terms of NPV, with values of -£6.54m and -£6.08m respectively, and both have IRRs significantly lower than the cost of capital of 8%.
[bookmark: _Toc234456112]5.3 Recommendation and Justification
It is recommended to invest in project C. It is also the only project of which IHG could have had a negative NPV investment, (as we noted in Section 2, the company has already a negative equity base) and the only project that would help (rather than hurt) the shareholders' value when analyzed on a discounted basis. Project C's cash-flow shape mirrors the improving EBIT margin and improving free cash flow generation delivered by IHG itself during the recovery cycle, with notabilities that are more focused in the later years, compared to Year 3 to 4, implying IHG-management have actual ability to scale a cash-flow shape that is more back-loaded.
This is undermined, however, by the risk associated with non-financials. IRR will only just overperform the 8% threshold by 0.59 percentage points and set little margin against the political risks in the international markets (on USD) that cost Group with IHG forecast, foreign-exchange volatility on non-USD cash-flows or even a repetition of the kind of demand shock that occurred in 2020 during one year of pandemic. Customer loyalty and brand risk is relevant if the underlying project relates to new market entry or brand extension: Customer loyalty and consistency across brand integration in the ownership centres are paramount to the asset-light franchise model of IHG, while also a project run with a marginal-NPV approach across new franchisees could risk the brand's standards in customers' expectations. Given this small level of creating value for customers, the Board should not accept Project C without any caveats, but instead specifically consider it under "proceed with active risk monitoring" and review the cash flows after two years to verify cash flows are on track to create value before any additional capital is committed.
[bookmark: _Toc234456113]5.4 Capital Rationing (£100 million Budget Constraint)
IHG can only invest in a maximum of £100m across them and each project requires £50m investment. The combinations that can be done, and have a non-negative NPV, are ordered in Table 4 according to their combined NPV and weighted Profitability Index.
	Combination
	Investment (£m)
	Combined NPV (£m)
	Weighted PI
	Decision

	A + B
	100
	(12.62)
	0.87
	Reject — both value-destructive

	B + C
	100
	(5.22)
	0.95
	Second best — still value-destructive

	A + C
	100
	(5.69)
	0.94
	Best feasible combination within budget

	C only
	50
	0.86
	1.02
	Highest NPV single project; £50m unused


Table 4. Capital Rationing Analysis (£100m Budget Constraint).bfx
Notably, no two-project combination provides a positive combined NPV: although Project A + Project C gives the least negative combined NPV (-£5.69m) the two-project combination, the combined NPV is still negative, and Project B + Project C is actually marginally better in terms of weighted PI (0.95 compared to 0.94). Marginally, with strict capital rationing logic (with a finite amount of capital, rank the projects by profit/weighted capital when all capital is being allocated) Project B + Project C would be chosen over Project A + Project C, as it results in the greater weighted PI at equal total capital expenditure. The analysis however also shows that spending the full £100m is not value maximising – using only £50m of the budget on Project C alone gives the highest NPV of any of the options analysed and returns the unused £50m of capital either to shareholders (in line with IHG's current buyback policy) or into a buffer to pay for the working-capital reforms recommended in Section 3 of this report. The CFO's proposal, therefore, is to invest £50m into project C alone, reject projects A and B outright and instead use the remaining £50m that could be allocated to higher return projects – and in particular to bolster liquidity – rather than be "locked in" into a second project that would be value-destroying merely in order to use up the notional allocation.
[bookmark: _Toc234456114]6. Critical Reflection on AI Usage
This is a critical reflection explaining how generative artificial intelligence (ai) was used in the production of this report, in accordance with the AI Use Acknowledgement of the module. The acknowledgement allows use for research and data analysis, proofreading, but not for structuring submissions or production of text for submission.
[bookmark: _Toc234456115]6.1 Tool Disclosure
Generative AI was used at three defined stages of this assessment, consistent with the module's AI use acknowledgement, which permits AI support for research, structuring, proofreading, writing, creative and programming tasks. First, AI was used to locate and summarise peer-reviewed academic sources (2020–2025) on hospitality corporate finance, working capital management, capital budgeting and ESG performance, to inform the literature engagement required by the assessment criteria. Second, AI assisted in structuring the report around the five required sections and drafting narrative explanations of ratio movements and investment appraisal results. Third, AI supported spreadsheet-based calculation of the ratio analysis, working capital metrics, and the NPV/IRR/PI/PBP/ARR investment appraisal workings, cross-checked against manually verified formulas.
[bookmark: _Toc234456116]6.2 Critical Evaluation of AI Output
The AI-generated research summaries were carefully independently verified. For each source that was suggested or summarised by AI, the original article and journal, volume, issue, DOI (if available), and key findings were checked against the published version, and the citation was retained only if these were present. Summaries that were inaccurate, overgeneralized, lacked caveats or unsubstantiated claims were either rejected or amended by consulting the source material. In this report, no financial data, ratio calculations, working capital figures, investment appraisal (NPV, IRR, PI, PBP, ARR) were generated or verified by AI. The quantitative analysis performed was done manually by the author, using the published Annual Report, income statement, balance sheet and cash flow statements of IHG over 5 years. This way no number hallucination or logical errors were introduced into the financial analysis of the core. Given this increasing academic awareness of the role generative AI is playing in financial disclosure text generation, human oversight and 'source level verification' are important mitigation measures (Blankespoor, deHaan and Li, 2026).
[bookmark: _Toc234456117]6.3 Contribution Analysis
AI's role was only to speed up identification of relevant scholarly works and to give broad summaries of important academic issues. The author has chosen sources for furthermore in-depth reading and research, synthesised the literature, and incorporated the information into the arguments in the report. The ideas in substantive analysis and strategic reasoning are the author's own. This includes: the 5-year financial health assessment and ratio interpretation; the cash operating cycle analysis and working capital recommendations; the evaluation of restructuring options and their impact on shareholder value, debt structure and operational flexibility (including international and ethical considerations); the investment appraisal of Projects A, B and C using all five of the methods; the capital rationing analysis under the £100m restriction; and the final recommendations (which are clearly related to the financial position, liquidity profile and non-financial risks of IHG). The arguments and conclusions do not reflect the influence of AI.
[bookmark: _Toc234456118]6.4 Ethical and Professional Reflection
The application of generative AI in financial areas, even as allowed, involves ethical and professional issues. Transparency is key: if an AI is used to provide assistance, it must be acknowledged by internal parties and, in the event, it is of material importance to the business, to auditors and/or to shareholders, as there is increasing evidence that a significant portion of corporate disclosure text is already AI-assisted (Blankespoor, deHaan and Li, 2026). Care must be taken to ensure that the privacy of the data is safeguarded. This report relied solely on publicly available annual reports and academic literature; non-public and price-sensitive information would pose significant confidentiality and market abuse issues if entered a generative AI system in professional practice. The biggest pitfall in the business world is relying too much on. The rapid rise in the use of generative AI in accounting and finance roles could lead executives to believe that it can replace critical judgment and accountability. This report has been an example of responsible practice by having every material conclusion (that IHG's equity situation is negative because of the asset-light model, for example, or that Project C would be prioritised subject to appropriate sensitivity assumptions, or that measured share buybacks would be preferred to more aggressive leverage, or that the overall turnaround plan is financially viable and ethically sound) stand on its own on the basis of source data and be justified against known financial management principles. In executive positions, AI tools must remain as aids for research and efficiency and within specific governing parameters, not taking the place of the professional scepticisms, subject-matter expertise and individual responsibility that define the role of the CFO.
[bookmark: _Toc234456119]7. Conclusion
IHG's five-year financial performance highlights a robust asset light recovery from the lows of COVID-19 – margins are up, asset turnover and free cash flow are both higher than before the pandemic and leverage is now comfortably within the Group's target range. The most significant financial risk found is a decline in current ratio coupled with an unfavourable shareholders' equity position, suggesting a need for increased working-capital discipline and more conservative dividend payments to shareholders over the coming year rather than continued growth on the back of leverage. Of the three proposed investment projects, only Project C generates shareholder value on a risk-adjusted discounted-cash-flow basis and should be undertaken separately with a £50m investment budget rather than being combined with a value-destructive second project for the sake of spending out the £100m budget. Combined, the recommendations outlined a financially sustainable, cross-border and values-driven approach: sustained and disciplined cash-based growth; careful ESG positioning under governance; and stringent, independent professional financial oversight alongside AI tools, rather than their replacement.
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[bookmark: _Toc234456122]Appendix 1 — Full Ratio Analysis, All Categories, 2020–2024
	Ratio Category
	Ratio
	2020
	2021
	2022
	2023
	2024

	Profitability
	Gross Profit Margin
	20.3%
	30.4%
	27.7%
	30.7%
	29.6%

	Profitability
	EBIT Margin
	(6.4%)
	17.0%
	16.1%
	23.1%
	21.1%

	Profitability
	Net Profit Margin
	(12.9%)
	9.1%
	9.6%
	16.2%
	12.8%

	Profitability
	EBITDA Margin
	3.3%
	21.9%
	20.9%
	23.5%
	24.2%

	Profitability
	Return on Assets
	(6.1%)
	5.6%
	8.9%
	15.6%
	13.2%

	Liquidity
	Current Ratio
	1.20x
	1.27x
	1.03x
	0.99x
	1.00x

	Liquidity
	Quick Ratio
	1.20x
	1.27x
	1.03x
	0.99x
	0.99x

	Liquidity
	Cash Ratio
	0.90x
	0.89x
	0.60x
	0.62x
	0.54x

	Liquidity
	Operating Cash Flow Ratio
	0.09x
	0.39x
	0.59x
	0.57x
	0.39x

	Efficiency
	Asset Turnover
	0.48x
	0.62x
	0.92x
	0.96x
	1.04x

	Efficiency
	Receivables Days
	78.4
	72.1
	60.6
	58.4
	58.2

	Efficiency
	Payables Days
	89.1
	104.5
	75.1
	80.9
	68.4

	Gearing
	Net Debt / EBITDA
	19.26x
	2.91x
	2.42x
	1.70x
	1.91x

	Gearing
	Debt / Total Assets
	74.8%
	60.3%
	67.5%
	60.4%
	66.5%

	Gearing
	Interest Cover
	(1.13x)
	3.55x
	5.92x
	20.50x
	7.44x

	Investment/Cash Flow
	Cash Flow to Revenue
	7.2%
	21.9%
	24.7%
	26.4%
	14.7%

	Investment/Cash Flow
	Capex / Revenue
	2.8%
	2.2%
	2.5%
	2.3%
	2.6%

	Investment/Cash Flow
	Free Cash Flow ($m)
	29
	571
	142
	837
	655


Table 5. Full Ratio Analysis


[bookmark: _Toc234456123]Appendix 2 — Discounted Cash Flow Workings, Projects A, B and C (8% Discount Rate)
	Year
	DF @8%
	A CF (£m)
	A PV (£m)
	B CF (£m)
	B PV (£m)
	C CF (£m)
	C PV (£m)

	0
	1.000
	(50.00)
	(50.00)
	(50.00)
	(50.00)
	(50.00)
	(50.00)

	1
	0.926
	10.00
	9.26
	11.00
	10.19
	5.00
	4.63

	2
	0.857
	12.00
	10.29
	11.00
	9.43
	10.00
	8.57

	3
	0.794
	14.00
	11.11
	11.00
	8.73
	20.00
	15.88

	4
	0.735
	10.00
	7.35
	11.00
	8.09
	25.00
	18.38

	5
	0.681
	8.00
	5.44
	11.00
	7.49
	5.00
	3.40

	Total PV of inflows
	
	
	43.46
	
	43.92
	
	50.86

	NPV (PV inflows − 50)
	
	
	(6.54)
	
	(6.08)
	
	0.86


Table 6. Discounted Cash Flow Workings 
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