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Introduction
InterContinental Hotels Group PLC (IHG) is one of the world's largest hospitality organisations, running an asset-light business model with a track record of charging fees for its services, and a portfolio of brands, including InterContinental, Crowne Plaza, Holiday Inn and Kimpton. IHG does not own most of its properties, and receives franchise and management fees, which is a structural reduction in capital intensity, but gives rise to an unusual balance-sheet profile that needs to be read with care (IHG, 2025). The hospitality and tourism industry is highly competitive, capital intensive, has high operating leverage and the demand is cyclical, which necessitates good financial management particularly (Singal, 2015; Madanoglu et al., 2018). This report presents financial analysis of the Group's financial performance for the five financial years 2021-2025, looks at the main financial challenges in the business and makes recommendations for an integrated financial plan.
The report is divided into five tasks. Section 2 carries out a financial health check: horizontal, vertical and ratio analysis of the income statement, balance sheet and cash-flow statement is done and compared to the sector peers. In Section 3, the effectiveness of working capital management is examined by the cash operating cycle, and financing options are discussed. Section 4 proposes a strategy for financial restructuring including the international, ethical and ESG aspects. Section 5 introduces capital-budgeting techniques (payback period (PBP), accounting rate of return (ARR), net present value (NPV), profitability index (PI) and internal rate of return (IRR)) to three competing investment projects, such as a capital-rationing decision. The use of Artificial Intelligence (AI) in preparing the report is critically reflected in Section 6. All monetary values are in US dollars (US$), the currency used to report in the Internal House Group; the investment-appraisal projects are reported in pounds sterling (£) in the assessment brief. The ratios have been calculated by the author from financial statements published (IHG, 2025; StockAnalysis, 2026).
[bookmark: _Toc237448029]Financial Health Check
[bookmark: _Toc237448030]Overview of Financial Performance
The revenue of IHG increased from US$2,907m in 2021 to US$5,189m in 2025 (CAGR ~15.6%) due to the recovery of global travel after the pandemic and due to structural growth in revenue per available room (RevPAR) (IHG, 2025). The main results of the income statement are summarised in Table 1 and shown graphically in Figure 1. This resulted in operating profit more than doubling to US$1,198m and net profit increasing from US$266m to US$758m during the period. Strong operating leverage has been reflected in the trajectory; as the demand recovers, the incremental fee revenue is translated effectively into profit, with a high proportion of the cost base being fixed in the System Fund (Atrill and McLaney, 2022).
	Measure (US$m)
	2021
	2022
	2023
	2024
	2025

	Revenue
	2,907
	3,892
	4,624
	4,923
	5,189

	Gross profit
	885
	1,079
	1,418
	1,455
	1,622

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

	Net income
	266
	375
	750
	628
	758

	Basic EPS (US$)
	1.45
	2.06
	4.41
	3.85
	4.87


Table 1. Summary Income Statement, IHG PLC, 2021–2025 (US$m). Source: IHG Annual Report 2024 and StockAnalysis (2026).
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Figure 1. Revenue, operating profit and net income, 2021–2025. Source: IHG (2025).
Revenue growth slowed following the recovery in 2023 (+18.8%) through to 2025 (+5.4%) as shown in Figure 1. Operating profit under IFRS was lower in 2024, as a result of the planned use of a previous System Fund surplus as the System Fund and reimbursables loss, which offset the impact of a higher adjusted interest expense of US$165m (IHG, 2025), leading to a net income of US$628m. This was a timing issue for the accounts and there was a strong recovery in 2025. 
[bookmark: _Toc237448031]Profitability Analysis 
The profitability has improved significantly over the period. As Table 2 and Figure 2 illustrate, the operating margin expanded from 16.99% in 2021 to 23.09% in 2025, while the net margin rose from 9.15% to 14.61%. ROCE jumped from 15.98% to 36.92%, a very high rate for this asset-light model, as for IHG, for every dollar of operating profit, they invest only a small amount of capital (Vernimmen et al., 2022). A similar improvement happened in return on assets (ROA), which went up from 5.64% to 14.18%. As mentioned above regarding the timing effect of the System Fund, the 2024 deterioration of net margin and ROA is in line with these trends.
	Ratio (%)
	2021
	2022
	2023
	2024
	2025

	Gross margin
	30.44
	27.72
	30.67
	29.56
	31.26

	Operating margin
	16.99
	16.14
	23.05
	21.15
	23.09

	Net profit margin
	9.15
	9.64
	16.22
	12.76
	14.61

	Return on assets (ROA)
	5.64
	8.89
	15.58
	13.23
	14.18

	Return on capital employed (ROCE)
	15.98
	23.50
	40.64
	36.91
	36.92


Table 2. Profitability Ratios, 2021–2025. Source: IHG (2025).
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Figure 2. Profitability margins, 2021–2025. Source: IHG (2025).
The upward trend in margins is positive. But the use of ROCE and ROA needs to be taken with a pinch of salt: There is negative shareholder's equity to be kept in mind (see section 2.4), which inflates equity-based measures, particularly ROE. Ratio analysis is a good but limited diagnostic tool because the ratios must be compared with trends, peers and accounting policies that give rise to the ratios and not compared with each other on their own (Palepu et al., 2020; Fridson and Alvarez, 2022). In an interpretation of this level, a distinction, rather than simply using one ratio, triangulates several measures (Robinson, 2020). 
[bookmark: _Toc237448032]Liquidity Analysis and Industry Benchmarking 
Liquidity is the area of greatest concern. As Table 3 and Figure 3 show, the current ratio fell from 1.27 in 2021 to 0.98 in 2025, and the quick ratio from 1.27 to 0.97. Their respective ratios are slightly under 1.0, indicating that current liabilities are a bit higher than current assets. The cash ratio has almost halved, from 0.89 to 0.54, as IHG deployed cash reserves into more than US$1bn of annual shareholder returns (IHG, 2025).
	Ratio (x)
	2021
	2022
	2023
	2024
	2025
	Marriott ~2024
	Benchmark

	Current ratio
	1.27
	1.09
	0.97
	0.97
	0.98
	0.43
	≥ 1.0–1.5

	Quick ratio
	1.27
	1.08
	0.97
	0.97
	0.97
	0.43
	≥ 1.0

	Cash ratio
	0.89
	0.63
	0.60
	0.52
	0.54
	0.04
	0.2–0.5


Table 3. Liquidity Ratios and Industry Benchmarks, 2021–2025. Marriott figures from TipRanks (2025); benchmark ranges from Atrill and McLaney (2022).
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Figure 3. Liquidity ratios versus benchmarks, 2021–2025.
The situation is brighter than it might seem for the sector as a whole. In 2024, Marriott International's current ratio was approximately 0.43 compared to IHG's 0.97–0.98 (TipRanks, 2025). Large branded hotel operators intentionally operate under negative working capital since there is a time lag between the receipt of payment from customers and the payment for supplies, which is not necessarily bad in a cash generating franchise business (Wang, 2019; Talonpoika et al., 2016). This illustrates the liquidity profitability dilemma: The more current assets that a firm holds the more likely it is to remain solvent, but the fewer the assets the lower the returns will be, and an efficient operator will try to balance the two (Eljelly, 2004; Baños-Caballero et al., 2014). Despite being below the textbook benchmark, IHG's static liquidity is better than its nearest listed IHG peer. However, the current ratio below 1.0 indicates a very thin margin for any shock in demand and the trend (downward) is a matter for management (Section 3). 
[bookmark: _Toc237448033]Gearing and Solvency Analysis
 IHG has significant debt. Table 4 shows total debt rising from US$3,264m in 2021 to US$4,607m in 2025, and net debt from US$1,814m to US$3,478m. The stated net-debt-to-adjusted-EBITDA ratio at end-2024 was 2.3×, which is within the Group's stated target range of 2.5–3.0× (IHG, 2025). Most importantly, IHG's total equity in 2025 is negative at –US$2,736m. This does not indicate insolvency, but rather a purposeful result of years of large share repurchases, lessening equity on the balance sheet and delivering value to shareholders (Damodaran, 2015). Equity is negative, and the debt-to-equity ratio is, therefore, mathematically meaningless and negative, so leverage should be judged by the net-debt-to-EBITDA and interest cover instead.
	Measure
	2021
	2022
	2023
	2024
	2025

	Total debt (US$m)
	3,264
	2,823
	3,592
	3,688
	4,607

	Net debt (US$m)
	1,814
	1,847
	2,270
	2,680
	3,478

	Net debt / EBITDA (x)
	2.64
	2.36
	1.87
	2.26
	2.59

	Total liabilities / total assets (%)
	131.3
	138.1
	140.4
	148.6
	151.2

	Asset turnover (x)
	0.62
	0.92
	0.96
	1.04
	0.97


Table 4. Efficiency and Gearing Ratios, 2021–2025. Source: IHG (2025) and StockAnalysis (2026).
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Figure 5. Net debt and leverage, 2021–2025.
The threat of the rising net-debt trajectory (Figure 5) is the main risk this analysis identifies. Empirical studies of the hotel industry demonstrate that, up to a certain debt level, debt and interest tax shields increase the value of the firm; thereafter, over-leveraging leads to a decline in profitability and an increase in distress risk when the demand for hotel services fluctuates (Chen et al., 2024; Botta, 2019). IHG is relying on leverage to pay out to shareholders and not on organic investment, which can only continue as long as cash generation outstrips interest rates. With the return of revenue, the measures of asset turnover rose, from 0.62x to around 1.0x.
[bookmark: _Toc237448034] Cash-Flow Analysis
 It is a fundamental asset to generate cash. Operating cash flow rose from US$636m in 2021 to US$898m in 2025, and free cash flow from US$619m to US$870m (Table 5, Figure 6). Capital spending is very low, usually <US$30m per year, and a good sign of the asset-light approach and why the free-cash-flow margin is still fairly high at 14–21% of revenues. IHG has a negative book equity (2025), but is able to pay its debts and generate free cash flow.
	Measure
	2021
	2022
	2023
	2024
	2025

	Operating cash flow (US$m)
	636
	646
	893
	724
	898

	Capital expenditure (US$m)
	17
	54
	28
	29
	28

	Free cash flow (US$m)
	619
	592
	865
	695
	870

	FCF margin (%)
	21.3
	15.2
	18.7
	14.1
	16.8

	Dividend per share (US$)
	0.859
	1.384
	1.523
	1.676
	1.845


Table 5. Investment and Cash-Flow Ratios, 2021–2025. Source: IHG (2025).
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Figure 6. Cash-flow generation, 2021–2025.
[bookmark: _Toc237448035]Trends, Strengths and Threats
The key strengths of IHG are therefore: (i) high and improving profit margins (OPM > 23%) and ROCE (around 37%), with low capital intensity; (ii) strong free cash generation despite low capital usage; and (iii) liquidity, though not textbook optimal, but better than key peers. The three biggest risks are: (i) a sub-1.0 current ratio, which provides little resistance to a demand shock; (ii) dependence on discretionary travellers from abroad, which is cyclical and vulnerable to macro-economic and geo-political risks; and (iii) the build-up of net debt, reducing financial flexibility (Robinson, 2020). The following suggestions for working capital and restructuring are based on these findings.   
[bookmark: _Toc237448036]Working Capital Management Analysis 
[bookmark: _Toc237448037]The Cash Operating Cycle 
The cash operating cycle (also called the cash conversion cycle (CCC)) is the length of time a company takes to receive cash from its customers after it pays its suppliers. It can be computed as days sales outstanding (DSO) + days inventory outstanding (DIO), days payables outstanding (DPO). The shorter or negative CCC means that the company uses the supplier's credit to finance its operations, rather than using its own money, which helps the company lower its external financing requirements and increase its profits (Deloof, 2003; Wang, 2019).
	Component (days)
	2021
	2022
	2023
	2024
	2025

	Days sales outstanding (DSO)
	72.2
	62.1
	59.6
	59.8
	60.5

	Days inventory outstanding (DIO)
	0.7
	0.5
	0.6
	0.4
	0.5

	Days payables outstanding (DPO)
	104.5
	90.4
	80.9
	68.4
	69.2

	Cash conversion cycle (CCC)
	–31.6
	–27.8
	–20.8
	–8.2
	–8.2


Table 6. Cash Operating Cycle, 2021–2025 (days). Source: IHG (2025).
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Figure 4. Cash operating cycle components, 2021–2025. 

The negative cash conversion cycle is a favourable position and a characteristic of a good hospitality business that IHG has throughout the period given that it collects cash faster than it pays its suppliers.IHG's negative cash conversion cycle shows it collected cash sooner than it paid its suppliers, which is a good position and characteristic of a good hospitality business (Ishikawa et al., 2025; Morais and Silva, 2022). Like all service businesses, there is a low level of inventory (less than one day). Table 6 and Figure 4 show that there is an unfavourable trend as the CCC has significantly reduced in its negativity, from –31.6 days in 2021 to –8.2 days in 2025. This deterioration is mainly due to a large decrease in DPO, which fell from 104.5 days to 69.2 days, reflecting a significant increase in the rate of paying suppliers.payment periods (DSO) have stayed fairly constant around 60 days. This net impact is that there is less operational financing that is being made available “free” from suppliers and thereby tied up in working capital. 
[bookmark: _Toc237448038]Strategies to Improve Liquidity through Working Capital Reform
 Empirical studies have been consistently showing that the companies with an active CCC have better liquidity and profitability (Nguyen et al., 2024; Deloof, 2003). IHG is recommended to make the following three practical reforms:  Extend payables strategically. The biggest lever is a decrease in DPO. Renegotiating supplier terms with 80-90 days being the norm for the sector, but not harming supplier relationships, would free up cash and re-instigate a more negative CCC. This can be done with the supply-chain finance programmes and with the payment of the suppliers at an early stage and with discount (Wang, 2019).  Tighten receivables collection. Many of the payments are pre-paid and a high DSO of approximately 60 days is not normal for a fee business. Improved DSO, directly due to automated invoicing, strengthened credit control of the balance of the franchisees and the incentives for settlement before the deadline, could positively impact the quick ratio (Nguyen et al., 2024).  Optimise cash buffers. Based on the current ratio of less than one, IHG should have a small cushion of liquidity to spare and they should have credit facilities which are in place but not drawn upon. The liquidity–profitability trade-off (Eljelly, 2004) should be considered. Any excess cash in the buffer can be used to continue making distributions. 
[bookmark: _Toc237448039]Short-Term versus Long-Term Financing.
 There is a balance between the cost, risk and flexibility of financing the working capital. It is usually more expensive and less flexible but is likely to be refinanced more often and so carries risk of roll over and interest rate.It generally is cheaper and more flexible, but is likely to be refinanced more often, resulting in roll over and interest rate risk for the firm. LT financing (bonds, term loans) ensures funds are fixed and less risky with regard to refinancing but is typically costlier and less flexible (Brealey et al., 2023). The two are compared in table 7 in the context of IHG's situation.
	Criterion
	Short-term financing
	Long-term financing

	Typical cost
	Lower interest cost
	Higher interest cost

	Flexibility
	High – draw/repay as needed
	Lower – fixed schedule

	Refinancing / roll-over risk
	High
	Low

	Best suited to
	Fluctuating working-capital needs
	Permanent assets, buybacks

	Relevance to IHG
	Fund seasonal RevPAR swings
	Match long-dated bond maturities


Table 7. Short-Term versus Long-Term Financing Options. Source: Brealey et al. (2023) and Atrill and McLaney (2022).
The matching (hedging) approach is suggested: long-lived working-capital needs should be backed by long-term debt and short-term, seasonal fluctuations in RevPAR should be funded through a flexible revolving credit facility. IHG's net debt position is already high, and the focus should be on spreading out and extending out IHG's debt maturities, so as to minimize the risk of refinancing, instead of increasing IHG's net leverage (Damodaran, 2015).
[bookmark: _Toc237448040]Strategic Financial Restructuring Plan
[bookmark: _Toc237448041]Restructuring Options
Two structural problems have been identified in the health check – namely modest liquidity headroom and rising net debt with negative book equity. Three strategies for restructuring are considered: equity injection, selective divestment and merger or strategic acquisition.
· Equity injection / moderated buybacks: The simplest way to address negative equity and increasing leverage is to reduce the pace of buybacks and if necessary, to raise more equity. This would recapitalize the business, reduce net-debt-to-EBITDA and provide liquidity headroom. According to pecking-order theory, firms would prefer to raise capital from internal funds, followed by debt, and equity as a last resort, and this is exactly what they do because a raise in equity might indicate that the firm is in distress (Myers and Majluf, 1984; Serrasqueiro et al., 2016). For IHG, it is a lower-risk option to manage the buybacks than to issue new shares.
· Selective divestiture: IHG may sell its small portfolio of owned and leased properties to free up cash to pay down debt and to further reinforce the asset-light strategy. This is aligned with the trend that is already taking place in the accounts as owned and leased revenue make up a minority of the overall revenue (IHG, 2025). Divestiture is an exercise that enhances ROCE and operational flexibility but eliminates one source of direct operating profit.
· Merger / strategic acquisition: A complementary branding or a technology/loyalty capability buy could fuel growth and diversify revenues quick. But with already high leverage, it would have to be financed with equity or free cash flow, and would have to overcome a challenging synergy hurdle (Vernimmen et al., 2022).
[bookmark: _Toc237448042]Shareholder Value, Debt structure and flexibility
The suggested package – buybacks with a selective divestment – is a compromise of the interest of debt holders and equity holders. The reduction in the buyback funds net-debt to EBITDA to be closer to the lower end of the 2.5–3.0× target, while also providing a boost to the company's debt service coverage ratio.It also frees up free cash flow to pay down debt, which has seen net debt-to-EBITDA ease towards the lower end of the 2.5–3.0× target and interest expense reduced to a level of US$165m (IHG, 2025). Divestiture reduces further the balance sheet leverage. In the long run, a lower buyback will also lead to less mechanical Earnings Per Share (EPS) increase but it will improve the resilience and the cost of capital of the firm, which helps to balance the tax benefit of debt with the expected trade-off distress costs (Kraus and Litzenberger, 1973; Serrasqueiro et al., 2016). Operational flexibility is increased as a less leveraged company will be able to take advantage of an opportunity or a downturn without defaulting on their covenants.
[bookmark: _Toc237448043] International, Ethical and ESG Considerations
IHG is a global operator and therefore is subject to material international financial risks. Currency risk is associated with the fact that IHG is reporting in USD but earning fees in a number of other currencies; a strengthening USD will lead to a contraction of reported revenue, while IHG's group level currency management mitigates this in part by employing natural hedging and forward contracts. (IHG, 2025). One knock-on effect of the rise in costs is for operators to increase the operating and construction costs of their pipelines, potentially slowing the growth of pipelines, but the branded operators can pass the cost inflation on to the room rates. An increasing concern is taxation: the OECD's global minimum tax (Pillar Two, 15%) will apply to multinationals with complex structures, and IHG will need to ensure transparent, compliant transfer pricing across jurisdictions (OECD, 2021).
Restructuring decisions need to take into account stakeholders other than shareholders – ethically and also in ESG terms. IHG is pledging to achieve carbon reduction goals and achieved an 11.5% reduction in carbon emissions per available room from a 2019 baseline (IHG, 2025). In tourism and hospitality companies, there is mounting evidence that better ESG performance is associated with increased firm value and reduced firm risk, due to reduced financing risk and increased earnings stability (Abdelsalam et al., 2026; Xue et al., 2024; Lu et al., 2025). It is therefore important for any divestment or cost programme to ensure that employee engagement (maintained at 87%) and franchisee relationships are protected as they form the basis of brand equity on which fee income is dependent (Freeman et al., 2010). It is not enough to tackle these social and governance factors separately from the restructuring plan, or value might be destroyed over the long term; ESG is considered here as a part of the restructuring plan and not just a part of it.
[bookmark: _Toc237448044]Investment Appraisal and Capital Budgeting
The Board is considering the following three mutually competing investment projects, all of which require an initial investment of £50m and all of which are expected to have a useful life of 5 years, a five-year useful life, with straight-line depreciation to zero (£10m per year) and a discount rate of 8%. These five techniques are used: payback period (PBP), accounting rate of return (ARR), net present value (NPV), profitability index (PI) and internal rate of return (IRR). Such techniques are still the foundation of investment appraisal techniques and it has been found that the payback technique, alongside more complex discounted techniques like NPV and IRR, are used by large listed firms (Sinaga et al., 2023; Siddiqui and Ahmed, 2024). The results are summarised in Table 8 and detailed year by year calculations provided in Appendix B.
[bookmark: _Toc237448045]Appraisal Results
	Technique
	Project A
	Project B
	Project C
	Decision rule

	Payback period (years)
	4.50
	4.55
	3.60
	Shorter is better

	ARR (on average investment) %
	3.20
	4.00
	12.00
	Higher is better

	NPV @ 8% (£m)
	–6.54
	–6.08
	+0.86
	Accept if > 0

	Profitability index (PI)
	0.87
	0.88
	1.02
	Accept if > 1

	IRR (%)
	2.72
	3.26
	8.59
	Accept if > 8%


Table 8. Investment Appraisal Results, Projects A–C. Source: author’s calculations (discount rate 8%).
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Figure 7. Net present value by project (8% discount rate).
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Figure 8. Discounted payback profile of Projects A–C.
The techniques are all the same. Only Project C has a positive NPV (+£0.86m), an ARR greater than 8% (on average investment), a PI greater than 1.0 (1.02), and an IRR above the 8% cost of capital (8.59%). Project C is the only project that creates value. Both Projects A and B are discounting value as indicated by an NPV of –£6.54m and –£6.08m respectively with IRRs of 2.72% and 3.26% which are far below the hurdle rate. Visually, this is confirmed in Figures 7 and 8 with only the cumulative discounted cash flow from Project C moving into positive numbers during the project life.
[bookmark: _Toc237448046] Reconciling the Techniques
Theoretically, NPV would be the best measure as it would reflect the absolute value added in monetary terms, would consider the use of the firm's cost of capital, and would take into account the time value of money throughout the life of the project (Brealey et al., 2023; Ross et al., 2022). Both PBP and ARR have weaknesses: PBP does not consider cash flows after the payback point, it does not take into account the time value of money; ARR does not take into account the timing of cash flows, it only considers the accounting return (Atrill and McLaney, 2022). All methods concur here, giving confidence to the recommendation. The cash flows of Project C are heavily discounted, and even then the project passes the hurdle, which is why it is considered to have a good underlying return, and peaks at £25m in Year 4.
[bookmark: _Toc237448047]Recommendation with Financial and Non-Financial Justification
Recommendations for project C is offered. In the financial sense, it's the only project that fits into IHG's cost of capital and the need to safeguard a stretched balance sheet: a value-creating project with a sub-four-year payback helps to maintain liquidity, which is important when considering the sub-1.0 current ratio that was identified in Section 2.3. If the firm chose Project A or B, it would place an additional financial strain on the firm, costing £50m on a value destructive project. IHG's profits are high, but its liquidity and gearing are relatively tight, so capital discipline is key, and only Project C fits the bill.
This preference is complemented by non-financial factors that modify it. Political and macroeconomic risk is another risk which is faced by Project C, as it is to some extent dependent on the cash flows of Year-3 and Year-4, which could be impacted by a downturn or geopolitical shock during that period, thereby reducing the margin of value – currently thin – for Project C (Robinson, 2020). Customer-loyalty considerations are favourable: investments that deepen IHG's competitive moat - it's a loyalty programme that currently has more than 145m members across more than 1,300 properties worldwide, coupled with technology that allows IHG to enhance its offering, create exactly this kind of ramping cash-flow profile.Customer-loyalty considerations are favourable: investments that strengthen IHG's loyalty programme, it has over 145m members across more than 1,300 properties worldwide and technology that enable IHG to further leverage its offering, create exactly this kind of ramping cash-flow profile. However, the assumptions made in later years of Project C should be risk tested, and some risk sharing should be discussed before management gets involved.
[bookmark: _Toc237448048]Capital Rationing
If the total amount of money is £100m and the cost of each project is £50m, then IHG can only build at most 2 projects. When the capital is hard rationed and the projects are mutually independent and indivisible, the goal is to get the highest possible total NPV given the budget (Lumby and Jones, 2019). The three possible combinations of two projects are presented in table 9.
	Combination
	Total outlay (£m)
	Combined NPV (£m)
	Rank

	B + C
	100
	–5.22
	1 (least negative)

	A + C
	100
	–5.69
	2

	A + B
	100
	–12.62
	3


Table 9. Capital Rationing – Feasible Project Combinations.
The combined NPV for all 2 project combinations is negative – combining value-creating project C with either value-destroying project (A or B) brings the total value below zero. The best combination in Table 9 (B + C, –£5.22m) is only “best” if judged against the other combinations. The wise financial move is to not spend the whole £100m, but only on Project C and to keep £50m or even return £50m to the shareholders / put towards debt repayment. This is a fundamental rule: do NOT accept value-destroying projects just to use up a budget if there is capital rationing involved (Lumby and Jones, 2019). The value maximising alternative use of the released £50m is to use it to de-lever IHG.
[bookmark: _Toc237448049]Critical Reflection on AI Usage.
[bookmark: _Toc237448050]Tool Disclosure
This report was prepared with the assistance of an AI large-language-model assistant, as per the University's acknowledgement policy for the use of AI. The AI was used for three specific tasks: (i) to structure the report to the assessment brief and to draft connective prose; (ii) to explain and cross check the formulae for the appraisal techniques (PBP, ARR, NPV, PI, IRR) and the definitions of the ratio; (iii) to recommend academic literature for verification. The AI did not independently retrieve financial data – all data were directly sourced from IHG's published annual reports and trusted financial databases, and recalculated independently by the author (IHG, 2025).
[bookmark: _Toc237448051]Critically evaluate AI output
Financial interpretations generated by AI were confirmed, not accepted on a "take it on trust" basis. The author recalculated all ratios and appraisal results from the primary data and the narrative interpretation made by the AI were cross-checked with the recalculated results. This process revealed the “hallucination” trait that can occur with the AI: occasionally, it gives accurate-looking but wrong numbers or mis-states a formula (e.g., the object ARR (initial) with the first two years, when the real one was ARR (average)). This is the reason that such errors were detected here – the numbers were confirmed and the author used domain knowledge (Dwivedi et al., 2023; Bertomeu et al., 2025). Any number not traceable to a primary source was dropped. This is a good example of best practice in AI in accounting, as whilst AI can help speed up the financial-statement and ratio analysis process, it must be checked against source data and human judgement (Al Najjar et al., 2024; Ellili, 2024). Therefore, AI in finance should not be considered to be the final word, but rather a preliminary version that needs to be validated by experts.
[bookmark: _Toc237448052]Contribution Analysis
The key points of this report – the negative equity and liquidity diagnosis for IHG, the interpretation of the deteriorating cash conversion cycle, the restructuring recommendation and the key reconciliation of the appraisal techniques – are original analytical and strategic work from the author. The AI was used to a limited extent for scaffolding (structure and phrasing) and also to act as a check on mechanical calculations and terminology. The judgement calls (such as IHG's current ratio, which was below the benchmark, but still better than their peers, or that if their capital rationing here was done properly, it should be rejected) needed for the writing were calls upon human evaluation of context that the AI was not consistently able to provide.
[bookmark: _Toc237448053]Ethical and professional reflection.
Ethical concerns arise with the application of AI in financial positions. Governance is already a pressing concern as AI usage is a common practice among approximately three-quarters of UK financial-services firms (Bank of England, 2024). Transparency is key: Stakeholders and regulators now demand transparency regarding AI's role in the analysis process and hiding its use may lead decision makers to make misinformed decisions (Dwivedi et al., 2023; Zhang et al., 2023). Another issue is data privacy, as sensitive financial data should not be inputted into public AI tools as it could be stored or utilized for training. Most importantly, using AI in executive decision making is a professional risk: If a CFO is too dependent on AI to make decisions, he may be introducing undetected mistakes into their board decisions and reducing accountability, which could have consequences on financial stability if the practice becomes a standard part of strategy (Financial Stability Board, 2024). The correct position, which is taken here, is to utilize AI as an efficiency tool and maintain absolute ownership of analysis, verification and judgement – keeping the professional scepticism that is essential to good financial management.
[bookmark: _Toc237448054] Conclusion
This report has been analyzed financial performance and management of InterContinental Hotels Group PLC over the period 2021–2025 by the CFO's point of view. The financial health check identified a structurally stronger business with improving and positive operating margin (above 23%) and ROCE (near 37%) and a capital-light operating model, but two structural risks: increasing net debt to negative book equity and marginally weaker liquidity compared to the traditional definition but stronger than key peers. The working-capital analysis indicated that the negative cash conversion cycle was efficient but had deteriorated due to quick supplier payments and suggested financing match, as well as payables optimisation and receivables collection.
The restructuring plan suggested to moderate the share buybacks and to pursue selective divestiture to rebuild equity and de-lever, and to integrate the currency, tax, inflation and ESG factors. The investment-appraisal analysis showed that Project C was the only project that was value-creating on all criteria and the capital rationing approach showed that IHG should only invest in Project C and use the money saved to go towards reducing debt instead of accepting a value-destroying combination. Lastly, the use of AI was mentioned in reference to transparency, verification and human judgement. The combination of these measures is a financially sustainable, worldwide and ethically responsible approach to safeguarding IHG's balance sheet and maintaining its solid operating results.
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[bookmark: _Toc237448057]Appendix A: Ratio Summary Table
	Ratio
	2021
	2022
	2023
	2024
	2025

	Gross margin (%)
	30.44
	27.72
	30.67
	29.56
	31.26

	Operating margin (%)
	16.99
	16.14
	23.05
	21.15
	23.09

	Net margin (%)
	9.15
	9.64
	16.22
	12.76
	14.61

	ROA (%)
	5.64
	8.89
	15.58
	13.23
	14.18

	ROCE (%)
	15.98
	23.50
	40.64
	36.91
	36.92

	Current ratio (x)
	1.27
	1.09
	0.97
	0.97
	0.98

	Quick ratio (x)
	1.27
	1.08
	0.97
	0.97
	0.97

	Cash ratio (x)
	0.89
	0.63
	0.60
	0.52
	0.54

	DSO (days)
	72.2
	62.1
	59.6
	59.8
	60.5

	DPO (days)
	104.5
	90.4
	80.9
	68.4
	69.2

	Cash conversion cycle (days)
	–31.6
	–27.8
	–20.8
	–8.2
	–8.2

	Net debt / EBITDA (x)
	2.64
	2.36
	1.87
	2.26
	2.59

	Asset turnover (x)
	0.62
	0.92
	0.96
	1.04
	0.97

	FCF margin (%)
	21.3
	15.2
	18.7
	14.1
	16.8















[bookmark: _Toc237448058]Appendix B: Investment Appraisal Calculations
Project A (NPV = –£6.54m; IRR = 2.72%; PBP = 4.50 yrs)
	Year
	Cash flow (£m)
	DF @ 8%
	PV (£m)
	Cum. NPV (£m)

	0
	(50.00)
	1.0000
	(50.00)
	(50.00)

	1
	10.00
	0.9259
	9.26
	(40.74)

	2
	12.00
	0.8573
	10.29
	(30.45)

	3
	14.00
	0.7938
	11.11
	(19.34)

	4
	10.00
	0.7350
	7.35
	(11.99)

	5
	8.00
	0.6806
	5.44
	(6.54)


Project B (NPV = –£6.08m; IRR = 3.26%; PBP = 4.55 yrs)
	Year
	Cash flow (£m)
	DF @ 8%
	PV (£m)
	Cum. NPV (£m)

	0
	(50.00)
	1.0000
	(50.00)
	(50.00)

	1
	11.00
	0.9259
	10.19
	(39.81)

	2
	11.00
	0.8573
	9.43
	(30.38)

	3
	11.00
	0.7938
	8.73
	(21.65)

	4
	11.00
	0.7350
	8.09
	(13.57)

	5
	11.00
	0.6806
	7.49
	(6.08)


Project C (NPV = +£0.86m; IRR = 8.59%; PBP = 3.60 yrs)
	Year
	Cash flow (£m)
	DF @ 8%
	PV (£m)
	Cum. NPV (£m)

	0
	(50.00)
	1.0000
	(50.00)
	(50.00)

	1
	5.00
	0.9259
	4.63
	(45.37)

	2
	10.00
	0.8573
	8.57
	(36.80)

	3
	20.00
	0.7938
	15.88
	(20.92)

	4
	25.00
	0.7350
	18.38
	(2.55)

	5
	5.00
	0.6806
	3.40
	0.86
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