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Executive Summary
The report analyses the finances of InterContinental Hotels Group PLC (IHG) across 2021–2025 in terms of their financial health, working-capital management and financial restructuring needs. In summary, the analysis affirmed the strong rebound for IHG from COVID-19 impacts and that it has a cash-generative, asset-light, highly profitable business model. Still, rising financial leverage amid deteriorating short-term liquidity and sizable shareholder distributions necessitate stronger capital-allocation discipline.
IHG had materially better earnings over the five years period even in more difficult economic times. If we look at something like revenue, it was $2.907 billion in 2021 and is $5.189 billion by 2025; operating profit improved from $494 million to $1.198 billion (and that's with an initial investment of just under a half billion this year). Profitability also improved, with operating profit margin growing from 17.0% to 23.1%. The continuation of recovery came in 2025, with operating cash flow moving to $898 million; internal cash-generation capacity was clearly very strong.
They still perform well but require a degree of management in liquidity. The current ratio of IHG fell from 1.27 for the year ended in 2021 to a still healthy but declining average of 0.98 by its fiscal period ending December, 2025 (the next 'full' year it faces). However the company's asset-light hospitality model and cashflows from operations make this scenario far less worrisome for a company such as Red Rock than it would be if it were some traditional asset heavy business. Christian Stoecker für die taz The report thus recommends a specific minimum liquidity buffer that one should keep rather than a standard 2:1 current ratio target.
The principal financial risk is growing leverage. During 2025 net debt rose by $551 million with the net debt/adjusted EBITDA ratio around ~2.5x and IHG returned >$1.1 billion to shareholders in dividends & share buybacks While these distributions support EPS and confidence among shareholders, both may come at the cost of excessive buybacks (and debt) for the company. The report, therefore, advocated for a preventative approach to restructuring as opposed to a crisis mode one and for linking dividends of the shareholders with cash free flows and leverage, an extending debt maturity profile, a managed process to divest non-core assets and maintain investment into high return strategic opportunities.
This report aims to demonstrate a comprehensive example of Investment Appraisal techniques using the Payback Period, ARR, NPV, Profitability Index and IRR for each of three mutually exclusive projects given an 8% required return. The investment preference is for Project C, apparently. In terms of payback period, it has the shortest payback at 3.60 years, highest ARR (12%), positive NPV of approx. £0.858 million and a PI of 1.017 and an IRR of 8.59 percent, which exceeds the 8 percent hurdle rate. Answer A This means that projects A and B have negative NPVs and IRRs less than the minimum required return. Thus, every single of the five levers of appraisal suggest choosing Project C.


Contents
FINANCIAL HEALTH CHECK :	4
1.1 Financial Performance :	4
1.2 Five-year financial performance	4
1.3 Profitability ratio analysis	6
1.4 Liquidity analysis	6
1.6 Efficiency ratios	7
1.7 about gearing and financial risk	8
1.9 Cash-flow analysis	9
2. Working Capital Management Analysis - IHG PLC	10
2.1 Introduction	10
2.3 Recommended working-capital reforms	11
1. Accelerate receivables collection	12
2. Make more efficient use of advance payments	12
3. Supplier-payment optimisation	12
4. set a liquidity bottom.	12
2.4 Short-term financing vs. long-term financing	12
3. Strategic Financial Restructuring Plan (IHG PLC)	13
3.1 Strategic rationale	13
3.2 Recommended restructuring options	13
A. Moderate shareholder distributions (Option 1):	13
3.3 Selective divestiture	14
3.4 Debt restructuring	14
3.5 Effect on the shareholder value, debt and flexibility of operation	14
3.6 International considerations	15
3.7 International taxation	15
4. Investment Appraisal and Capital Budgeting	17
4.1 Introduction	17
4.2 Project information and assumptions	17
4.3 Payback Period	18
4.4 Accounting Rate of Return	19
4.5 Net Present Value	20
4.6 Profitability Index	20
4.7 Overall investment-appraisal comparison	21
4.8 Justification of Strategy in selecting Project C	21
5. Critical Reflection on AI Usage	22
5.1 Tool disclosure	22
5.2  Contribution of AI to analysis versus original analysis	22
Conclusion	23
Referances	24



[bookmark: _Toc237461163]FINANCIAL HEALTH CHECK :
[bookmark: _Toc237461164]1.1 Financial Performance :
IHG Financial Health Check for InterContinental Hotels Group PLC (IHG) 2021: based on IHG annual reports and reputable industry data. Marketline Sample Report Second, the company also started focusing a lot on luxury hotels; that was to be true globally. IHG's consolidated Group financial statements are in US dollars ($m) so I have used $m for ease of reading.
The company that was selected is InterContinental Hotels Group PLC (IHG), which is a leading International hospitality group with brands like InterContinental, Holiday Inn, Crowne Plaza, Kimpton, Hotel Indigo, voco, Staybridge Suites and many others. IHG is an ideal company for this analysis, being a publicly listed international hospitality company, and using its official investor relations website to publish audited annual reports and Form 20-F filings. IHG's business model is mainly asset-light with a focus on franchising, management contracts and fee-based revenue, as opposed to owning a majority stake in the majority of the hotels in its system. 
The analysis is done for the 5 financial years during 2021 to 2025. The figures have been derived primarily from the IHG's Annual Report and Group financial statements for the years 2021, 2022, 2023, 2024 and 2025. Where possible, IHG's 2022 and 2023 figures are restated in accordance with changes that have been implemented due to IFRS 17 and presentation of System Fund and reimbursable revenues (IHG 2023; IHG 2024). 

[bookmark: _Toc237461165]1.2 Five-year financial performance
Table 1 shows key financial statement data for the 2021-2025 period. The key financial statement data (2021-2025) is presented in Table 1.
$ million, except EPS
	Financial measure
	2021
	2022
	2023
	2024
	2025

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

	Operating profit
	494
	628
	1,066
	1,041
	1,198

	Profit for year
	265
	376
	750
	628
	759

	Total assets
	4,716
	4,216
	4,813
	4,748
	5,345

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

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

	Cash & cash equivalents
	1,450
	976
	1,322
	1,008
	1,129

	Net cash from operating activities
	636
	646
	893
	724
	898

	Basic EPS
	145.4¢
	207.2¢
	443.8¢
	389.6¢
	490.9¢


Source: Author's calculations from IHG Annual Reports (IHG, 2022; IHG, 2023; IHG, 2024; IHG, 2025). 
The five-year trend shows a significant improvement and recovery in IHG's operating performance after the impact of COVID-19. Total revenue will grow by around 78.5% from $2.907 billion in 2021 to $5.189 billion in 2025. The operating profit grew far more significantly from $494 million to $1.198 billion, or some 142.5%. That means that the hotel industry had large operating leverage, and profits improved when the demand in hotels picked up.
The biggest increase was between 2022 and 2023. Revenue grew by 15.9 per cent to $4.624 billion and operating profit expanded by 16.4 per cent to $1.066 billion. Profit for the year almost doubled from $376 million to $750 million. After an excellent performance during 2022 (+36.6%) and 2021 (+46.0%) in global travel, IHG's performance in 2023 was bolstered by a 16.1% rise in global RevPAR. 
The figures 2024 show some volatility, though. Revenue continued to increase to $4.923 billion, but reported profit declined from $750 million to $628 million. Also, operating profit decreased marginally from $1.066 billion to $1.041 billion. This did not necessarily mean that IHG's main businesses were suffering as their underlying fee business also increased. IHG reported financial results in 2024 were strong, with a 3% rise in global RevPAR and a return to the shareholders of over $1 billion. 
The recovery started in 2025. Revenue grew 5.4% and operating profit grew by about 15.1%. After accounting for System Fund, reimbursable and exceptional items, IHG reported $1.265 billion of operating profit from reportable segments, up 13% compared to the prior period, and adjusted EPS grew 16% to 501.3 cents.
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Table 2: Profitability ratios
	Ratio
	Formula
	2021
	2022
	2023
	2024
	2025

	Operating profit margin
	Operating profit / Revenue ×100
	17.0%
	16.1%
	23.1%
	21.1%
	23.1%

	Net profit margin
	Profit / Revenue ×100
	9.1%
	9.7%
	16.2%
	12.8%
	14.6%

	ROA*
	Profit / Average assets ×100
	5.6%
	8.4%
	16.6%
	13.1%
	15.0%


2021 ROA is based on year-end assets as 2020 data is not within the 5-year analytical period.
Profitability analysis is a definite structural improvement. Operating margin increased from 17.0% in 2021 to 23.1% in 2025. This is especially strong in 2023 reflecting the post-pandemic recovery, the benefits of IHG's fee-based business model and enhancing RevPAR.
Net margin increased from 9.1% in 2021 to 16.2% in 2023, before falling to 12.8% in 2024 and recovering to 14.6% in 2025. Financing costs and other below operating-profit items shown by the difference between operating profit and net profit. 
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Table 3: Liquidity ratios, 2021–2025
	Liquidity ratio
	Formula
	2021
	2022
	2023
	2024
	2025

	Current ratio
	Current assets / Current liabilities
	1.27
	1.09
	0.97
	0.97
	0.98

	Quick ratio
	(Current assets − Inventory) / Current liabilities
	1.27
	1.08
	0.97
	0.97
	0.97

	Cash ratio
	Cash / Current liabilities
	0.89
	0.63
	0.60
	0.52
	0.54

	Working capital ($m)
	Current assets − Current liabilities
	442
	134
	(61)
	(59)
	(51)


Author's calculations based on IHG Group statements of financial position. Current assets in 2025 are valued at $2.049bn, while the current liabilities are valued at $2.100bn, in 2024, current assets are valued at $1.869bn, and current liabilities are valued at $1.928bn. 
Quick ratio is nearly the same as current ratio since inventory is very small, being $4 – $5 million per year. This implies that IHG's short-term liquidity is not significantly reliant on the inventory conversion. On the other hand, cash, trade receivables and contract related assets are the major sources of liquidity.

[bookmark: _Toc237461168]1.6 Efficiency ratios
Table 5: Efficiency ratios
	Ratio
	2021
	2022
	2023
	2024
	2025

	Asset turnover (times)*
	0.62
	0.87
	1.02
	1.03
	1.03

	Receivables turnover (times)*
	5.06
	6.38
	6.67
	6.46
	6.41

	Approx. receivable days
	72.1
	57.2
	54.7
	56.5
	56.9


Average assets/receivables if applicable; otherwise calculated as average/dollar.
IHG's asset turnover has also seen a significant improvement, from 0.62 times in 2021 to around 1.03 times in 2025. That's in line with the rise in hotel demand and also shows that IHG is running the business very much on a much higher return from its comparatively small asset base.
The management of receiving payments also significantly improved. The estimated receivable days decreased from approximately 72 days in 2021 to 57 days in 2025. This implies that there has been an improvement in collection since the disruption caused by the pandemic. The small rise from 54.7 days in 2023 to 56.9 days in 2025, however, needs to be watched, especially given the ongoing international business expansion.
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Table 6: Gearing indicators
	Measure
	2021
	2022
	2023
	2024
	2025

	Total debt + lease liabilities ($m)
	3,264
	2,823
	3,592
	3,688
	4,607

	Debt/assets
	69.2%
	67.0%
	74.6%
	77.7%
	86.2%

	Debt/revenue
	1.12x
	0.73x
	0.78x
	0.75x
	0.89x

	Reported equity ($m)
	(1,474)
	(1,608)
	(1,946)
	(2,308)
	(2,736)


The major negative in the structure is IHG's shareholders' equity. The reported equity decreased from the negative $1.474 billion in 2021 to the negative $2.736 billion in 2025. As a result, the traditional debt to equity ratio or ROE is not a meaningful measure in this case, because the denominator is minus.
Rather, debt to assets and net debt should be highlighted. Total debt and lease liabilities rose significantly to just over $4.607 billion in 2025, or about 86% of total reported assets. This means higher "financial leverage.
The investment and shareholder ratios include the following information:
Table 7: Investment performance
	Measure
	2021
	2022
	2023
	2024
	2025

	Basic EPS
	145.4¢
	207.2¢
	443.8¢
	389.6¢
	490.9¢

	Profit attributable to parent ($m)
	266
	375
	750
	628
	758

	Dividends paid ($m)
	—/low
	233
	245
	259
	270

	Share buybacks ($m)
	—
	482
	790
	804
	897


IHG's investment results have improved considerably. Basic EPS has risen 490.9 cents to 237% higher in 2025 from 145.4 cents in 2021. Shares issued and repurchased in the program also have reduced the number of shares outstanding, helping to drive EPS growth.
But the Board should be mindful of how to architect a balance between shareholder returns and financial sustainability. In 2025, IHG purchased about $897 million in shares, and paid out $270 million in dividends. For the year, this amounted to over $1.1 billion that was returned to the shareholders. 
It is a strategic trade-off from the CFO's point of view: EPS is higher when distributions are paid to shareholders, and the investor's confidence in the company is also boosted, but the higher the capital returned, the more the company is reduced to only return on basic dividends and be less able to fund the acquisition of new businesses, new technologies, sustainability and strategic growth.
[bookmark: _Toc237461170]1.9 Cash-flow analysis
Table 8: Cash-flow performance
	$m
	2021
	2022
	2023
	2024
	2025

	Net cash from operating activities
	636
	646
	893
	724
	898

	CFO/revenue
	21.9%
	16.6%
	19.3%
	14.7%
	17.3%

	Net investing cash flow
	—
	(78)
	(137)
	(99)
	(190)

	Financing cash flow
	—
	(961)
	(417)
	(894)
	(614)

	Closing cash
	1,450
	976
	1,322
	991*
	1,126*


The presentation of cash-flow statement is slightly different from that of the balance-sheet cash due to overdraft and presentation adjustments.
A strong operating cash flow. It has continued to be positive over the last 5 years, rising from $636m in 2021 to $898m in 2025. The 2025 value is much higher than $724 million in 2024. Operating cash flow is the source of funds used in paying interest, taxes, capital expenditure and ordinary dividends and extra returns to shareholders as identified by IHG's annual report. 
The encouraging 2025 recovery is evidenced by cash flow from operations of $1.361 billion, before interest and tax adjustments, which equates to a net cash from operating activities of around $898 million after interest and tax. 
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[bookmark: _Toc237461172]2.1 Introduction
Working capital management deals with the management of short-term assets and liabilities of the company so that it can be able to pay off its short term liabilities without having too much of its short term assets. For a Group with a global business that is asset-light, with significant revenues based on management and franchise fees, rather than hotel ownership, working capital management is particularly important for InterContinental Hotels Group PLC (IHG). As a result, IHG has relatively little stock in the business and yet a considerable amount of trade receivables, deferred revenue, contract assets and trade payables.
IHG's Working Capital position has significantly improved over the years 2021-2025. Compared to 2021, trade receivables rose from $399 million to $698 million in 2025, demonstrating the growth of business and improved trading. Concurrently, deferred revenue grew as a significant operating funding source. In 2025, IHG had $2.169 billion of deferred revenue, compared with $2.060 billion in 2024. 
This table displays the key working-capital components for the 2021–25 period.
	$ million
	2021
	2022
	2023
	2024
	2025

	Trade receivables
	399
	493
	580
	651
	698

	Current trade & other payables
	668
	786
	711
	650
	715

	Inventories
	5
	4
	5
	4
	5

	Deferred revenue
	1,613
	1,724
	1,848
	2,060
	2,169

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

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

	Working capital
	442
	134
	(61)
	(59)
	(51)


Data from IHG Annual Reports and financial statements (IHG, 2022, 2023, 2024, 2025). In 2021, IHG had trade receivables of $399 million, and trade and other payables rose from $668 million to $786 million in 2022. The amount of receivables in 2023 and 2024 was $580 million and $651 million, respectively. Trade receivables in the annual-report data for 2025 are $698 million. 

Cash Operating Cycle of IHG
The traditional cash conversion cycle (CCC) is:
Days Sales Outstanding (DSO) + Days Inventory Outstanding (DIO) − Days Payables Outstanding (DPO) = CCC
The indicative cash operating cycle is provided for the 2021-2025 forecast period.
	Ratio / days
	2021
	2022
	2023
	2024
	2025

	DSO = Trade receivables / revenue × 365
	50.1
	46.2
	45.8
	48.3
	49.1

	DIO = Inventory / revenue × 365
	0.6
	0.4
	0.4
	0.3
	0.4

	DPO proxy = Current payables / revenue × 365
	83.9
	73.7
	56.1
	48.2
	50.3

	Indicative CCC
	−33.1
	−27.1
	−9.9
	0.4
	−0.8


Author's calculations based on revenue, trade receivables, current trade and other payables and inventories reported in the annual reports of the IHG.
There is an interesting transition in the data. In 2021, IHG's indicative CCC was around −33 days, which indicated that the Group's operating relationships were providing cash to the Group well in advance of its short-term obligations. By 2024 the cycle had almost reached the zero line before becoming slightly negative at about −0.8 days in 2025.
The DSO increased from 45.8 days in 2023 to 49.1 days in 2025. This deterioration is fairly minimal and ought to be watched as receivables are cash earned yet not gathered. IHG's trade accounts receivable at the end of 2025 were $698 million, while they stood at $651 million at the end of 2024. 
The negative or near zero cash operating cycle is not a reflection of the fact that IHG does not have any liquidity risk. Rather, it shows that the business model of IHG is conducive to efficient working capital. Its biggest liability is not inventory build-up, but the collection of the receivables, contractual obligations, management of deferred revenues, foreign exchange fluctuations and debt maturities.
The current ratio decreased from 1.27 in 2021 to around 0.98 in 2025 for IHG. But the Group still has plenty of operating cash. Net cash from operating activities was $898 million in 2025 compared to $724 million in 2024 and adjusted free cash flow was $893 million.
[bookmark: _Toc237461173]2.3 Recommended working-capital reforms
Generally, the more predictable cash flow is the result of the advantages that are gained from FX exposure, centralised treasury and hedging, and reducing the volatility of cash flow.


[bookmark: _Toc237461174]1. Accelerate receivables collection
IHG to launch an automated dashboard-based receivables-management programme for the world, tracking outstanding balances by region, hotel owner, franchisee and ageing category.
This is especially true given a massive increase in IHG's trade receivables following the pandemic. IHG reported significant credit loss exposure and ageing in 2021, with receivables over 361 days overdue. 
[bookmark: _Toc237461175]2. Make more efficient use of advance payments
IHG needs to intentionally build its negative working-capital position by increasing prepaid sales, monetising loyalty programmes and increasing application fees/relinencing.
The increase in deferred revenue to $2.169 billion in 2025 already provides a glimpse of how this can be done in IHG. 
[bookmark: _Toc237461176]3. Supplier-payment optimisation
IHG can leverage the power of centralised procurement to secure longer payment terms from key suppliers without hurting the suppliers' relationship. A supply-chain-finance programme could enable smaller suppliers to also get paid earlier from a bank with commercial terms being kept intact.
This would reduce the amount of cash required for IHG while creating little to no extra burden for smaller suppliers.
[bookmark: _Toc237461177]4. set a liquidity bottom.
IHG's current ratio has declined to below one, so the Board should set an internal minimum threshold for liquidity, such as cash and committed liquidity facilities, which will provide for at least 12 months of forecast debt service, committed capital expenditures and stress-tested operating requirements.
This option is better than just trying to maintain a certain textbook current ratio of 2:1 due to the fact that this is not suitable for hotel franchisors who have a light asset base.

[bookmark: _Toc237461178]2.4 Short-term financing vs. long-term financing
Any securities combining bonds and stocks	Capital structure less flexible than bonds and stocks	Complex and potentially expensive	Consider selectively
The disposal of assets	The generation of cash through the disposal of assets without incurring new debt	The possible impact on future earnings from selective divestment of assets.
IHG already show a preference for long term debt and a committed bank facility. It set up a $1.35 billion revolving credit facility, backed by leverage and interest-cover covenants in 2022. 
A high dependence on short-term borrowing would introduce refinancing risk, especially in the case of a fall in demand for hospitality services and a rise in global interest rates. On the other hand, if all short-run needs were to be met by long-term bonds, these would lead to unnecessary interest costs.
[bookmark: _Toc237461179]3. Strategic Financial Restructuring Plan (IHG PLC)
[bookmark: _Toc237461180]3.1 Strategic rationale
The operating performance is strong and there is no need for IHG to have a traditional crisis restructuring at this time. The right way to do this, on the other hand, is to restructure the finances in a preventative manner so as to safeguard the Group's balance sheet and ensure ongoing international expansion.
In 2025, IHG has reported $898 million of operating cash flow, $893 million of adjusted free cash flow and an adjusted EBITDA of $1.332 billion. However, net debt rose by $551 million in the year as IHG paid back over $1.1 billion to shareholders and made acquisitions of $120 million while facing a net debt $69 million adverse foreign exchange impact. This led to a net debt/adjusted EBITDA ratio of 2.5x. 
This gives rise to the main restructuring question:
IHG has enough cash to support its growth plans, but is the capital return and acquisition of the companies using up more cash than they should, given that the group continues to increase its leverage?

[bookmark: _Toc237461181]3.2 Recommended restructuring options
[bookmark: _Toc237461182]A. Moderate shareholder distributions (Option 1):
The first response to restructuring should be to tie share repurchases to free cash flow and leverage.
In December 2025, IHG finished a USD 900 million share repurchase-programme and distributed over USD 1.1 billion to shareholders in 2025. The Board has agreed to another $950m buyback programme for 2026. 
Buybacks boost the EPS and bring back excess cash from the shareholder's viewpoint. A CFO on the other hand, would want to limit the effects of aggressive repurchases on financial resiliency if net debt is rising.
I'd therefore suggest a more flexible rule on capital return:
Keep the same number of children in the ordinary ward;make strategic investments first, and then fund your business operations;keep the agreed liquidity support level;Cut back or eliminate discretionary buybacks when net debt/EBITDA is above about 2.5–3.0x or stress test liquidity is below the Board's minimum level. 
[bookmark: _Toc237461183]3.3 Selective divestiture
IHG should re-evaluate non-core investments, owned properties and minority interests and look to divest assets with below cost of capital returns.
The rationale is in line with IHG's asset light approach, which involves shifting funds from low return ownership to managing assets, franchising, technology, loyalty and brand expansion.
An assessment of any disposal should be made in the context of:
NPV of cash flows remaining after transaction − NPV of disposal proceeds + tax consequences − transaction costs.
The present value of future fee and operating income should be taken into account in making a decision to sell a property simply because it generates cash today.

[bookmark: _Toc237461184]3.4 Debt restructuring
The Group should strive to further shape its debt maturity profile by increasing the average debt maturity.The Group should aim to further mature its debt position into a longer and more diversified one.
This is also significant because IHG's net debt grew significantly. Reported net debt at the end of 2024 was $2.782 billion, with the Group reporting an increase in net debt of $551 million by the end of 2025, giving them a net debt/adjusted EBITDA ratio of 2.5x. 
The recommended structure is:
Long Term Bonds + Committed Revolving Facilities + internally generated Free Cash Flow.
IHG should refinance less than is necessary in the short term and have sufficient undrawn committed facilities.

[bookmark: _Toc237461185]3.5 Effect on the shareholder value, debt and flexibility of operation
The following summarizes the relationship between capital and the economic profit of the projects.The following illustrates the relationship between the capital and the economic profit of the projects, prioritise them for expansion.
Flexibility is the key driver of the rise in capacity, with debt limits, discretionary leverage and acquisition capacity also contributing to the increase.
Hedging and maturity management is a component of risk	FX exposure and interest exposure.Hedging and maturity management is a part of risk	FX exposure and interest exposure.
The restructuring should take a qualitative perspective on shareholder returns instead of quantitative. A $950 million buyback which boosts EPS today will attract higher interest rates for the company to borrow at, and may actually wipe out value if the marginal cost of debt is higher than the value added from the buyback.

[bookmark: _Toc237461186]3.6 International considerations
IHG is active in the Americas, Europe, Middle East, Africa, Asia and Greater China. Thus, international taxation, currency risk and inflation are important factors to be taken into account when making a restructuring decision.
Currency risk
IHG has access to various currencies, such as the US dollar and sterling and euro. The estimate of foreign-exchange movements in its 2025 results has a negative effect of $69 million on net debt. 
The CFO should therefore implement a centralised treasury policy with the help of the following:
•	natural hedging; 
•	forward contracts; 
•	currency swaps; 
•	converting debt into operating cash flows; 
•	Periodic stress testing on regular FX. 
The IHG already utilize currency swaps to control certain foreign-currency debt exposures. 
Inflation
Inflation can increase:
•	hotel labour costs; 
•	utilities; 
•	technology expenses; 
•	supplier prices; 
•	construction and refurbishment costs. 

[bookmark: _Toc237461187]3.7 International taxation
When restructuring internationally, it is important to take into account how UK tax will interact with taxes in jurisdictions where IHG makes income.
The Group should have a tax efficient, but ethically sound, structure. Tax planning should be based on legitimate reliefs and treaties but artificial arrangements which are used purely to transfer profits to a low tax jurisdiction should not be used.
This is of particular importance for a multinational as aggressive tax avoidance may cause damage to the reputation and conflict with IHG's commitments to stakeholders.
So the restructuring team should look at the following:
•	withholding taxes; 
•	transfer pricing; 
•	permanent-establishment risks; 
•	tax consequences of dividends; 
•	acquisition-related tax; 
•	interest deductibility; 
•	International tax developments in the OECD. 
The goal is to reduce the sustainable effective tax cost with full compliance of the tax laws and spirit of the IHG's jurisdictions.
A five-year restructuring plan was recommended, which is now in place.A five year restructuring plan was recommended, and is now in place.
Financial restructuring plan, 2026–2030 (proposed)
IHG's financial proof is that the Group must not be radically restructured, but requires a more disciplined capital-allocation framework. In 2025, the business had $898 million of operating cash flow and $893 million of adjusted free cash flow, highlighting strong internal financing capability. 
The net debt position is, however, increasing at the same time as the balance sheet is being strengthened by more than $1.1 billion in shareholder distributions. The suggested approach is then one of financial restructuring and not rescue restructuring.
The CFO should have four priorities:
1. Maintain liquidity by maintaining a minimum level of cash and committed facility. 
2. Optimize working capital by accelerating the collection of receivables and increased utilization of advance-payment facilities. 
3. Restrict leverage – make some buybacks discretionary based on free cash flow and net-debt/EBITDA. 
4. Invest in international growth, technology, ESG and strategic acquisitions to drive high return investment, not just to maximize EPS in a short-term manner. 

[bookmark: _Toc237461188]4. Investment Appraisal and Capital Budgeting
[bookmark: _Toc237461189]4.1 Introduction
Investment appraisal is a vital aspect of financial management since it decides the success or otherwise of proposed projects in terms of generating or destroying shareholder value. Continued investment in IHG's brands, technology, hotel development, loyalty, digital and international expansion is key to the Group's strategy, which makes investment decisions of special importance for InterContinental Hotels Group PLC (IHG). IHG's asset light business model enables the company's growth mainly through management and franchise contracts, resulting in less investment than the hotel companies that own significant property portfolios.
This section involves three mutually exclusive projects of £50 million each that are being evaluated through the use of the following investment appraisal methods: Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI) and Internal Rate of Return (IRR). The discount rate is taken as 8% and the straight line method of depreciation is used to a scrap value of zero over 5 years. The goal is to find the project that will give the highest financial contribution, taking into account the recent profitability, liquidity, leverage and non-financial risks of IHG.

[bookmark: _Toc237461190]4.2 Project information and assumptions
Proposed investment projects (Table 11)
	Initial investment costs (£ m):
	2000
	3000
	4000

	Initial investment
	50
	50
	50

	Year 1 cash inflow
	10
	11
	5

	Year 2 cash inflow
	12
	11
	10

	Year 3 cash inflow
	14
	11
	20

	Year 4 cash inflow
	10
	11
	25

	Year 5 cash inflow
	8
	11
	5

	Total cash inflows
	54
	55
	65


The following assumptions are made:
•	Initial investment = £50 million.
The project life is 5 years.
•	Discount rate = 8%.
•	No residual value.
Using straight line depreciation to £0 – £50m / 5 = £10m per year.
Cash inflows are taken to be the net annual operating cash inflows.
There are no tax effects identified in the question and tax effects are not taken into account.
The cash flows are assumed to include working-capital movements.
Projects are treated separately in the first phase and then for a funding limit of £100m in the second phase.
[bookmark: _Toc237461191]4.3 Payback Period
Payback Period is the time it takes to get back the initial investment from undiscounted net cash flows.
Project A
Cumulative cash flow:
•	Year 1 = £10m
•	Year 2 = £22m
•	Year 3 = £36m
•	Year 4 = £46m
•	Year 5 = £54m
The balance of the investment at the end of Year 4 is:
£50m − £46m = £4m
Therefore:
PBP = 4 + (£4m / £8m) = 4.50 years
Project B
Cumulative cash flow:
•	Year 1 = £11m
•	Year 2 = £22m
•	Year 3 = £33m
•	Year 4 = £44m
•	Year 5 = £55m
The remaining £6m will be recovered in Year 5:
PBP = 4 + (£6m / £11m) = 4.55 years
Project C
Cumulative cash flow:
•	Year 1 = £5m
•	Year 2 = £15m
•	Year 3 = £35m
•	Year 4 = £60m
The rest of the £15m is repaid in year 4:
PBP = 3 + (£15m / £25m) = 3.60 years
	Project
	Payback period (years)
	Ranking

	A
	4.50 years
	2

	B
	4.55 years
	3

	C
	3.60 years
	1


Project C is definitely better based on the criterion of the return time. It pays back the initial investment about 1 year sooner than Projects A and B. This would be a particularly appealing property for IHG as their ratio is somewhere around 0.98, and there is a rise in net debt. The shorter the time capital is at risk, the faster capital will be recovered.
But PBP does not consider cash flows beyond the recovery point and is not time value of money. It should not be the only basis for making a decision so.
[bookmark: _Toc237461192]4.4 Accounting Rate of Return
ARR is the mean of the annual accounting profit over the mean of the accounting investment.
It is straight-line depreciated to zero because the investment:
Annual depreciation = £50m / 5 = £10m
The average accounting investment would be:
(£50m + £0) / 2 = £25m
The formula used is:
Average annual accounting profit - ARR equals Average investment × 100
Table 12: ARR calculation
	Project
	Total cash inflows (£m)
	Total depreciation (£m)
	Total accounting profit (£m)
	Average annual profit (£m)
	Average investment (£m)
	ARR

	A
	54
	50
	4
	0.8
	25
	3.2%

	B
	55
	50
	5
	1.0
	25
	4.0%

	C
	65
	50
	15
	3.0
	25
	12.0%


The ARR of project B is 4% and project A has an ARR of 3.2% which is not significantly more than that of project C.
Project C is therefore very strongly supported by ARR. However, ARR is not a cash-flow indicator, but an accounting one and lacks the time of cash flows. Therefore, more emphasis must be given to NPV and IRR in the final decision.

[bookmark: _Toc237461193]4.5 Net Present Value
The NPV is the most theoretically sound method, as it reflects the time value of money and directly relates to the increase or decrease to the shareholders' wealth.
The formula is:
NPV = Σ [CFt / (1 + r)t] − Initial investment
where:
CF = annual cash flow,
•	r = discount rate;
•	t = year.
The discount rate is 8%
Table 13 : present value of cash flows.
	Year
	Discount factor at 8%
	Project A PV (£m)
	Project B PV (£m)
	Project C PV (£m)

	1
	0.9259
	9.259
	10.185
	4.630

	2
	0.8573
	10.288
	9.431
	8.573

	3
	0.7938
	11.114
	8.732
	15.877

	4
	0.7350
	7.350
	8.085
	18.376

	5
	0.6806
	5.445
	7.486
	3.403

	Total PV
	
	43.456
	43.920
	50.858

	Initial investment
	
	(50.000)
	(50.000)
	(50.000)

	NPV
	
	−£6.544m
	−£6.080m
	+£0.858m


Project C is the only project with a positive NPV.
Project A destroys £6.54 million of value and project B destroys £6.08 million of value. The value of project C is around £0.86m for a required return of 8%

[bookmark: _Toc237461194]4.6 Profitability Index
Profitability Index is the sum of present values of cash inflows per pound invested:
Present value of future cash inflows = PI x Initial investment
Table 14: Profitability Index
	PV of cash inflows (£m) = 52.02841
	Initial investment (£m) = 30.000
	PI = 1.733
	Decision = Accept
	

	A
	43.456
	50
	0.869
	Reject

	B
	43.920
	50
	0.878
	Reject

	C
	50.858
	50
	1.017
	Accept


If the value is greater than 1, it means that the value is being created. Project C's PI is 1.017, which is the value of the current pound invested in project C. Projects A and B have indices < 1 and thus do not earn the required rate of return.
The IRR for the project is 4.7%.The IRR for the project is 4.7 percent.

Table 15: IRR results
Selling a product that is not in production	IRR is positive	Accept product or idea
	A
	2.72%
	8%
	Reject

	B
	3.26%
	8%
	Reject

	C
	8.59%
	8%
	Accept


The IRR of Project C is about 8.59% and it is slightly above the required 8% return. For Projects A and B the IRRs will greatly underrun the hurdle rate.


[bookmark: _Toc237461195]4.7 Overall investment-appraisal comparison
Table 16: Risk assessment for the investment.Table 26: Summary of the sensitivity analysis.
	1
	1
	2
	1.6
	Best project

	PBP
	4.50 years
	4.55 years
	3.60 years
	C

	ARR
	3.2%
	4.0%
	12.0%
	C

	NPV @ 8%
	−£6.544m
	−£6.080m
	+£0.858m
	C

	PI
	0.869
	0.878
	1.017
	C

	IRR
	2.72%
	3.26%
	8.59%
	C


Reject, Reject, Accept, C is the overall assessment.
If the three projects are mutually exclusive, then all 5 of the criteria are pointing to Project C, so it should be recommended.
[bookmark: _Toc237461196]4.8 Justification of Strategy in selecting Project C
Financial Analysis clearly justifies selection of Project C since it has minimum payback period, maximum ARR, maximum PI and only positive NPV and IRR greater than 8% hurdle rate.
The recommendation also aligns with the financial performance of IHG in the recent years. Operating profit of IHG increased from $494 million in 2021 to $1.198 billion in 2025. In 2025, Total revenues increased by 5% to $5.189 billion and Operating profit increased by 15%. Operating cash flows increased from $724 million in 2024 to $898 million in 2025.
[bookmark: _Toc237461197]5. Critical Reflection on AI Usage
[bookmark: _Toc237461198]5.1 Tool disclosure
Artificial Intelligence has been employed during the process of preparing this report in the role of a research-, analytical and drafting aid, rather than a replacement for professional financial judgement. Specifically, AI was used in finding the relevant financial information in IHG's annual reports and results announcements, organizing five-year financial data, calculating and interpreting financial ratios, organizing the investment-appraisal calculations and creating the initial framework for the working capital and restructuring analysis.
The main external evidence was collected from IHG's official investor relations pages, such as Annual Reports and Form 20-F filings and annual results announcements. The annual reports page contains access to the Group's financial statements, statement of financial position and statement of cash flows. The 2025 results announcement was especially helpful in verifying the financial performance of the firm, which reports revenue of $5.189 billion, operating profit of $1.198 billion, operating cash flow of $898 million and net debt of $3.333 billion.
AI has also been used in structuring the investment-appraisal calculations in tables and explaining the implications of PBP, ARR, NPV, PI and IRR.
[bookmark: _Toc237461199]5.2  Contribution of AI to analysis versus original analysis
The contribution of AI was in the following aspects of the project:
Nevertheless, the final judgements are those of the report author. The decision to recommend Project C was made based on the independently verified NPV, PI, IRR, PBP and ARR results. In addition, the decision not to spend the entire £100 million of available capital automatically is a judgement in line with capital-rationing principles and not just the execution of an AI recommendation.



[bookmark: _Toc237461200]Conclusion
Overall, the analysis shows that IHG has achieved a strong financial recovery and continues to have a fundamentally profitable and cash-generative business. Revenue increased from $2.907 billion in 2021 to $5.189 billion in 2025, while operating profit increased from $494 million to $1.198 billion. Operating cash flow also reached $898 million in 2025, demonstrating the Group’s ability to generate substantial internal funding. 
The recommended financial strategy is therefore preventative restructuring rather than crisis restructuring. IHG should accelerate receivables collection, make better use of advance payments, maintain an appropriate liquidity buffer, manage debt maturities and make share buybacks more dependent on free cash flow and leverage levels. This approach would preserve financial flexibility while allowing the Group to continue investing in international growth, technology and strategic opportunities. 
Finally, the investment appraisal strongly supports Project C. It has the shortest payback period of 3.60 years, the highest ARR of 12%, the only positive NPV of £0.858 million, a profitability index of 1.017 and an IRR of 8.59%, which exceeds the 8% required return. Therefore, Project C should be selected as it provides the strongest combination of financial return and capital efficiency. 
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