CFO Financial Evaluation and Investment Appraisal of InterContinental Hotels Group PLC
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1. [bookmark: _Toc233884791][bookmark: _Hlk233630513]Introduction
This report provides a financial review of the performance, resilience and future capital allocation priorities of InterContinental Hotels Group PLC (IHG). IHG is one of the world's largest hospitality groups with a wide range of hotel brands in various market segments. IHG's 20 hotel brands, more than 6,900 open hotels in more than 100 countries and nearly 2,300 hotels in development, showcased its global scale and ongoing growth potential. It also has a business model that is primarily asset light, generating most of its value through third-party hotel ownership and management. 
This report aims to assess IHG's financial standing for the past five full financial years, 2021–2025, and determine areas of critical financial concern at CFO level. The analysis considers financial statement trends, The ratios which are used to measure the profitability, liquidity, efficiency, gearing, investment and cash-flow are all used. It also compares the efficiency of working capital management, financing choice for short term and long term, financial restructuring options and future investments on the basis of payback period, accounting rate of return, net present value, profitability index and IRR.
In terms of methodology, the report encompasses audited annual reports, ratio analysis and capital budgeting. While these are beneficial for performance comparison and investment decisions, they don't provide a full understanding of value. Accounting classifications and historical reporting time influence ratio analysis, and cash flows, discount rates and risk influence investment appraisal.  
2. [bookmark: _Toc233392946][bookmark: _Toc233884792]Financial Health Check
[bookmark: _Toc233392947][bookmark: _Toc233884793]Company context and business model
IHG is an international hospitality company with a financial model that is asset-light and fee-based. By the end of 2025, the Group operated 20 hotel brands, more than 6,900 open hotels in over 100 countries and almost 2,300 hotels in its development pipeline (InterContinental Hotels, 2026). Instead of owning the majority of hotels, the Group’s main business is to own and manage hotels for third parties, allowing it to concentrate on fee revenue, fee margin, and scalable brand growth at minimal capital investment. Its relatively small owned and leased estate makes profitability and efficiency ratios more about the strength of the brand, owner demand, the digital booking system, penetration of loyalty and pipeline expansion. IHG One Rewards, digital channels and revenue-management technology, therefore, are intrinsic financial assets, even if not necessarily seen as balance-sheet assets (Ameri et al., 2021).
[bookmark: _Toc233392948][bookmark: _Toc233884794]Five-year financial statement trend analysis
The five-year financial statements from IHG indicate a clear sign of recovery from the pandemic followed by a more mature growth period. Total revenue increased from $2,907 million in 2021 to $3,892 million in 2022, $4,624 million in 2023, $4,923 million in 2024 and $5,189 million in 2025. This growth is driven by the recovery of travel demand, growth in IHG's system and through franchise, management and System Fund revenue (IHG, 2026). The operating profit also grew materially, from $494 million in 2021 to $628 million in 2022, to $1,066 million in 2023. The operating profit in 2024 decreased to $1,041 million, but bounced back substantially to $1,198 million in 2025. Profit before tax rose from $361 million in 2021 to $1,074 million in 2025 and profit for the year grew from $265 million to $759 million over the same period.

Figure 2- IHG five-year financial performance summary, 2021–2025
Net liabilities were also unusual on the balance sheet, as IHG continued to report them throughout the period, with the balance reaching $2,736 million in 2025. This isn't necessarily a bad sign as IHG's asset-light model demands less capital in owned property than traditional hotel companies (Mizdraković et al., 2025). But it does makes the discipline of cash generation and covenants more important. Operating cash flow was also positive over the period and strengthened from $636m in 2021 to $898m in 2025, which enabled the payment of ordinary dividends and significant buybacks. So it's a positive trend from a CFO perspective, but there is a balance to be struck among distributions to shareholders, investments in debt, technology and cyclical hospitality risks (Gupta, 2024).
[bookmark: _Toc233392949][bookmark: _Toc233884795]Profitability ratio analysis
The profitability ratios used were the standard ratios: operating profit margin, net profit margin, ROA and ROCE. On this basis, IHG’s operating profit margin moved from 17.0% in 2021 to 16.1% in 2022, before strengthening to 23.1% in 2023. It then softened to 21.1% in 2024, before recovering to 23.1% in 2025 Net profit margin followed a similar direction, rising from 9.1% in 2021 to 16.2% in 2023, before falling to 12.8% in 2024 and improving again to 14.6% in 2025. This suggests that IHG's profit recovery was not just revenue driven, but also benefited by operating leverage, fee expansion and cost control and discipline (Zhao, 2020).
ROA improved from 5.4% in 2021 to 15.0% in 2025, while ROCE increased from 16.0% to 36.9%. These capital based ratios should be used with caution, however, as IHG's asset light business model and the fact that they are facing negative equity may make the returns look unusual. Basic EPS increased from 145.4 cents in 2021 to 443.8 cents in 2023, declined to 389.6 cents in 2024, and rose again in 2025. Notwithstanding, profitability is solid, and sustainability will rely on ongoing RevPAR growth and owner demand, cost control, and disciplined reinvestment as opposed to simply enhancing EPS through buybacks (Alshehadeh et al., 2024).
[bookmark: _Toc233392950][bookmark: _Toc233884796]Liquidity ratio analysis and industry benchmark comparison
Four ratios were used for the assessment of the liquidity: current ratio, quick ratio, cash ratio and the ratio of operating cash flow to current ratio. IHG’s current ratio declined from 1.27 in 2021 to 1.09 in 2022, before falling below 1.00 in 2023, 2024 and 2025. The quick ratio had a similar trend as the current ratio, as inventories are insignificant in IHG's business. The ratio for 2025 is a current ratio of 0.98 and quick ratio of 0.97, meaning that current liabilities slightly surpassed current assets.

Figure 3- Liquidity ratio trend, 2021–2025
This is not to be taken as a mechanical sign of weak liquidity, however. IHG's cash ratio was comparatively robust at 0.54 in 2025, and operating cash flow ratio rose to 0.43, indicating that its operating cash generation is adequately supporting its short-term obligations. IHG currently has a higher ratio than the external hospitality peers, which average around 0.75–0.76, but a lower quick ratio than the wider travel and leisure industry median of about 1.13. However, given the downward trend from 2021, there is less short-term headroom and so protecting liquidity from interest costs, inflation, geopolitical uncertainly, and ongoing technology and ESG investment requirements should be done actively (Yan, 2024).
[bookmark: _Toc233392951][bookmark: _Toc233884797]Efficiency ratio analysis
Receivables days, payables days, asset turnover and working capital turnover were used to measure efficiency. Average Trade and Other Receivables were divided by the total revenue multiplied by 365 to arrive at receivables days (Ljunggren, 2025). Based on this, IHG has moved from around 68 days in 2021 to 57 days in 2025, indicating better revenue generation as trading activities are now in a more normal phase post-pandemic. The ratio of asset turnover rose from close to 0.60 times in 2021 to 1.03 times in 2025.
Ratio of asset turnover= Total revenue/Average total assets
The number of days taken to payables was brought down from around 66 days to 47 days using average trade and other payables to revenue. This could suggest increased settlement discipline, however this should be viewed with caution, as the flows of IHG are supplier- and owner-related, which makes them more complicated than a traditional inventory company. Working capital turnover is of little value since the net working capital is around or below zero (Kabu et al., 2024). The franchise system, centralised systems, IHG's loyalty programme and digital channels, such as the 81% enterprise contribution achieved in 2024, all bolster efficiency.
[bookmark: _Toc233392952][bookmark: _Toc233884798]Gearing and solvency ratio analysis
Gearing was evaluated based on the debt to equity, debt to assets, interest cover and net debt. Solvency is better evaluated using debt-to-assets, net debt and covenant headroom as there was negative equity for the Group in 2021-2025, making debt-to-equity an irrelevant measurement for IHG. Using loans and other borrowings divided by total assets, IHG’s debt-to-assets ratio moved from approximately 60.3% in 2021 to 56.8% in 2022, then rose to 65.8% in 2023, 68.9% in 2024 and 78.6% in 2025. 
Interest cover was 3.36 times in 2021 but rose to 11.71 times in 2023 before falling back to 5.13 times in 2024, and improving to 5.93 times in 2025. IHG's covenants were easily met on a leverage basis, with the 2024 ratio at 2.35 compared to the maximum of 4.0, and interest cover at 9.72 against a minimum of 3.5. Net debt increased from $2,272 million in 2023 to $2,782 million in 2024 and $3,333 million in 2025. The solvency situation is reasonable, but as debt rises, so should buybacks and dividends as long as they do not deplete capital for reinvestment in technology, brand-building and ESG resiliency (Ajike, 2025).
[bookmark: _Toc233392953][bookmark: _Toc233884799]Investment and shareholder ratio analysis
The investment performance was evaluated by means of simple EPS, dividend per share, dividend cover and share buyback activity. Basic EPS is defined as profit after tax, excluding preference dividend, attributable to the ordinary shareholders divided by the weighted average number of ordinary shares outstanding and dividend cover is defined as basic EPS divided by total dividend per share (Kelly, 2020). IHG’s EPS increased from 145.4 cents in 2021 to 207.2 cents in 2022 and 443.8 cents in 2023, before declining to 389.6 cents in 2024 and rising to 490.9 cents in 2025. Dividend per share also increased consistently, from 85.9 cents proposed for 2021 to 184.5 cents for 2025, giving dividend cover of approximately 1.7 times in 2021, 1.5 times in 2022, 2.9 times in 2023, 2.3 times in 2024 and 2.7 times in 2025. Shareholder distributions were bolstered by $500 million, $750 million, $800 million and $900 million of buybacks in 2022–25. 
[bookmark: _Toc233392954][bookmark: _Toc233884800]Cash flow analysis, strengths and threats
Operating cash flow margin, cash conversion, cash free flow margin and operating cash flow to debt were used to evaluate cash-flow performance. Operating cash flow margin, calculated as net cash from operating activities divided by total revenue, was 21.9% in 2021, 16.6% in 2022, 19.3% in 2023, 14.7% in 2024 and 17.3% in 2025. The ratio of cash conversion (net cash from operating activities/operating profit) was positive, but it was lower for 2025 at 75.0% compared with 2021 at 128.7%. This is not a sign of cash weakness, but rather it reflects the increasing absorption of higher profit by cash flows arising from tax and interest, working capital and investments.

Figure 4- Operating cash flow and adjusted free cash flow trend, 2021–2025
IHG's free cash flow is also proving to be resilient. On the latest re-presented basis, it moved from $615 million in 2021 to $589 million in 2022, $837 million in 2023, $655 million in 2024 and $893 million in 2025. This is confirming that IHG is still very much cash generative, but there is a bit of sensitivity here related to System Fund movements as well as contract acquisition cost, tax and interest payments for the year of 2024.
Overall, IHG's financial strength is robust: with a scale-driven model and being asset-light, IHG's growth and digital distribution and positive cash generation provide resilience (IHG, 2021). But the primary risks include: debt escalation, interest rates, foreign exchange risk, pressure of owner financing, geopolitical risks, cyber and data dangers, climate duties, inflation and fierce rivalry for guest loyalty.  
3. [bookmark: _Toc233392955][bookmark: _Toc233884801]Working Capital Management Analysis
[bookmark: _Toc233392956][bookmark: _Toc233884802]Cash operating cycle assessment
IHG's cash operating cycle was evaluated as the receivables days plus inventory days minus the payables days (Schmidt, 2019). Receivables days defined as average trade and other receivables/ Revenue × 365, average inventories / Revenue × 365, and average trade and other payables / Revenue × 365, respectively 365, respectively. It's primary working capital is represented by the franchise fees, management fees, reimbursable revenues, owner payments, supplier accruals, deferred revenue and centralised corporate costs, not physical inventory.
Table 1- IHG cash operating cycle, 2021–2025
	Year
	Receivables days
	Inventory days
	Payables days
	Cash operating cycle

	2021
	68.3
	0.6
	65.6
	3.3 days

	2022
	57.2
	0.4
	59.8
	-2.3 days

	2023
	54.7
	0.4
	55.6
	-0.5 days

	2024
	56.5
	0.3
	50.5
	6.4 days

	2025
	56.9
	0.3
	46.6
	10.6 days


The results indicate that IHG's cash operating cycle is brief and reflects its asset-light and fee-based business model. Inventory days don't matter because IHG is not a traditional inventory holding business. Thus, the primary working capital problem is not the control of inventories but the timing of franchise, management and owner settlements, reimbursable revenues, supplier payments and deferred revenue  (Alade, 2024). The negative cycle in 2022 and 2023 is a positive working capital timing that is followed by the decrease to 10.6 days in 2025, which means that the short-term cash efficiency will have declined.  
[bookmark: _Toc233392957][bookmark: _Toc233884803]Working capital reforms to improve liquidity
The first reform has to be on the governance of receivables. IHG should classify receivables by region, owner type, brand/age profile and implement more stringent escalation policies for delinquent amounts. This is especially critical as IHG's model involves third party owners and franchisees paying timely fees. The CFO function should enhance the risk scoring and tie credit terms to owner payment history, market risk and currency volatility, as credit checks are already a part of IHG's process (IHG, 2024a).
Second, IHG needs to speed up the automated billing and digital settlement. It already relies on a managed channel, reservation system, loyalty platforms and digital distribution to a great degree for its commercial engine. The same should apply to working capital, with the ability to incorporate invoicing, fee calculation, owner statements and payment reminders into a more automated treasury dashboard. 
Thirdly, IHG need to enhance the rolling cash-flow forecasting. Regional forecasts should be created and stress tested against the RevPAR weakness, late owner payments, currency fluctuations, wage inflation and higher interest expenses (Mahmoud, 2025). This would enable the Group to maintain liquidity reserves in markets vulnerable to geopolitical or regulatory risk without holding an excess of cash.
Fourth, centralised treasury and cash pooling are important tools to keep. By pooling cash, the excess cash in some subsidiaries can be used to offset short-term overdrafts in the others, thereby increasing interest efficiency and the ability to control daily cash flow. 
Last but not least, IHG must not boost liquidity with heavy supplier payment delay. Payables extension can affect resilience of suppliers, hotel services and ESG credibility, but can help boost ratios in the short run (He et al., 2024). Therefore, the recommended position for CFOs is disciplined, but ethical, working capital management: collect whenever contractually necessary, pay suppliers appropriately, adopt technology to enhance accuracy and maintain liquidity without passing undue risks of financial stress to weaker stakeholders.
[bookmark: _Toc233392958][bookmark: _Toc233884804]Short-term versus long-term financing options
Only use short-term financing for liquidity flexibility not structural financing. The revolving credit facility offered by IHG fits this need because it offers committed liquidity to support temporary cash requirements, seasonality and unexpected shocks. In 2025, IHG signed a fresh $1.5 billion revolving credit facility, which was to expire in 2030, but not drawn at year end. This provides the Group with good contingency capability. Other short-term alternatives include overdrafts, trade credit and commercial paper which are best used with caution as they may also be costly in market declines and also add the refinancing risk.
Strategic investment, acquisition, technology transformation & capital requirements related to ESG should be financed for the long-term (Yu et al., 2024). IHG already have bond financing in sterling and euro markets and maturities are staggered over the coming years. There is some time and security with bonds, but the more borrowing that occurs, and the higher the interest expense, the more debt that needs to be associated with projects that increase fee income and cash generation in the future. Where this is not the case, other options without as much risk are retained earnings and selective asset disposals, which do not add leverage, but are equity and hybrid finance for larger strategic opportunities or balance sheet protection.
4. [bookmark: _Toc233392959][bookmark: _Toc233884805]Strategic Financial Restructuring Plan
[bookmark: _Toc233392960][bookmark: _Toc233884806]Core financial problems requiring CFO attention
IHG is not in crisis and is recovering, making profit and generating good cash. The Group, however, is subject to financial and strategic pressures, which if not managed through proactive restructuring plans, may limit future ability to be flexible. The first one is Capital Allocation. IHG distributed over $1.1 billion to its shareholders in 2025 via dividends and repurchases, and over $3.3 billion during three years ending 2025. This certainly fosters trust amongst investors but also takes them away from investing in technology, cyber security, loyalty, brand building and ESG compliance mitments. The second one is the exposure to debt. Net debt has risen while covenant headroom has remained generous, but with rates rising, discipline is key when refinancing (Achleitner et al., 2010). Third, IHG is subject to currency fluctuations, inflation, geopolitical instability and stress from owner financing at a global level.  
[bookmark: _Toc233392961][bookmark: _Toc233884807]Recommended restructuring options
Selective divestiture and additional asset-light reinforcement is the first choice. IHG should maintain a strategy to sell non-core or lower margin owned and leased assets where strategic control is not fundamental (Lussi et al., 2023). This is not the same as losing ownership completely as certain investments can be used to develop a brand in prime locations. Investments, however, should be seen as recyclable investments: put to use to promote brand presence, to be divested when the brand platform can be extended through franchise or management contracts. This would enable the protection of returns on capital and minimise balance-sheet intensity.
Debt refinancing and maturity restructuring are the second choice. The CFO priority is to maintain the investment grade credit quality, the maturity profile and eliminate excessive concentration of refinancing in the bond market (Huo and Gong, 2022). It is advisable to keep the Group's revolving credit facility as a liquidity backstop and not as a regular funding source. If market conditions are favorable, refinancing should aim to have a longer maturity, fixed rates and matching the currency to minimize interest rate and exchange rate risk.
Targeted partnership, acquisition and brand expansion is the third choice. IHG should avoid those that would increase capital intensity based on fee income generation and truncate the horizon. The 2025 acquisition of Ruby, which brought the brand count to 20, is an example of brand-led growth which broadened market coverage but not necessarily made the Group an asset-heavy operator. All of these tests are worth considering in regards to future deals: The incremental fee potential, loyalty contribution, owner demand, digital integration, ESG compatibility and payback discipline.
It is selective restructuring, so it's not a radical restructuring. IHG needs to continue to operate an asset-light business, leverage assets with lower-yielding returns, sensibly refinance its debt load and only pursue brand and technology-based expansion when it can support its recurring fee stream (IHG, 2024b).
[bookmark: _Toc233392962][bookmark: _Toc233884808]Impact on shareholder value, debt structure and operational flexibility
The plan should increase the quality and sustainability of returns, rather than foremost financial engineering, and enhance the value of the shareholders Consolidation of assets and divesting can enhance return on capital and free cash for greater-value purposes. Debt refinance can help lower refinancing risk, stabilize interest cover and safeguard IHG's credit profile (Liew, 2025). Specific brand and digital investments can boost future RevPAR, loyalty penetration and fee margins.
But, the returns on shares must be more disciplined. Buybacks can generate EPS growth by decreasing the number of shares outstanding, and can be used when cash is generated that is not needed for reinvestment. But over-buybacks may lessen the flexibility in case of economic slowdowns or IHG has to speed up its investment in cybersecurity, AI governance, property-management systems, loyalty platforms, decarbonisation and brand standards. The CFO recommendation thus is to only approve buybacks with leverage, liquidity, investment pipeline and risk consideration. Dividends are to continue to be progressive and sustainable and surplus cash is to be invested first in strategic resilience and value accretive growth (Murtadho, Ratnawati and Pristiana, 2024).
[bookmark: _Toc233392963][bookmark: _Toc233884809]International and ethical considerations
Debt should be matched with cash-flow currencies wherever possible and treasury policy should aim to eliminate speculative currency risk (Kamau, Inanga and Rwegasira, 2015). There also needs to be an ethical restructuring of the food service sector, and that means responsible franchising, where owners are not forced to pay for brand or ESG upgrades that may not be financially viable for the business or lead to a realistic implementation timeline. Payment discipline shouldn't be a form of unfair payment delay. 
5. [bookmark: _Toc233392964][bookmark: _Toc233884810]Investment Appraisal and Capital Budgeting
[bookmark: _Toc233392965][bookmark: _Toc233884811]Appraisal assumptions and decision criteria
The investment appraisal assesses three proposed projects, each requiring an initial outlay of £50 million and generating net cash inflows over five years. The appraisal uses an 8% discount rate and assumes straight-line depreciation to zero, giving annual depreciation of £10 million per project. Under capital rationing IHG can invest in only two of the three projects as the maximum investment is £100 million.
There are five decision criteria used. Average annual accounting profit = Accounting rate of return (A.R.R.) x Average investment, Average investment = Average annual accounting profit / Accounting rate of return (A.R.R.) (Ungvarsky, 2023). NPV adjusts future cash flows to determine shareholder value creation. Profitability Index is the value per £1 invested and Internal Rate of Return is the discount rate where NPV is zero.
[bookmark: _Toc233392966][bookmark: _Toc233884812]Project A appraisal
The total undiscounted cash inflows for Project A are £54 million over five years, with a £50 million initial investment. In the early and middle years, cash-flow is positive with cash inflows of £10m, £12m and £14m in years one, two and three, but becomes less positive in year four at £10m and year five at £8m. The Payback period is 4.5 years, which means that the investment is only paid back half way through the last year. 
The Accounting Profit is £10 million per year, using straight line depreciation method, then the average annual accounting profit of £0.8 million, and the Accounting Rate of Return is 3.2% based on the average investment of £25 million. The present value of the inflows of Project A at 8% discount rate is around £43.46 million, giving a N.P.V. of - £6.54 million and a Profitability Index of 0.87. The Internal Rate of Return (IRR) is about 2.7%, which is less than the target 8% return. Thus, Project A is not financially appealing based on value creation criteria although the project has positive nominal cash inflows.
[bookmark: _Toc233392967][bookmark: _Toc233884813]Project B appraisal
The initial investment for Project B is £50 million, and the net cash inflows from the project are a constant £11 million for 5 years. This leads to £55m of undiscounted cash inflows. The Payback period is the time taken for £50 million to be recovered from the £11 million per year inflow, which is 4.55 years. The cash flows are known but the payback is long as the annual inflow is only slightly higher than annual depreciation.
The straight-line depreciation is £10 million a year, so there is an annual accounting profit of £1 million, and an average annual accounting profit of £1 million. The Accounting rate of return is 4.0% based on an average investment of £25 million. The present value of these 5 equal inflows is about £43.92 million and the NPV and Profitability Index at 8% discount rate are -£6.08 million and 0.88 respectively. The IRR is about 3.3% less than the required IRR of 8%. Hence, project B isn't financially desirable because it doesn't provide enough discounted value for the investment, but it is operationally predictable.
[bookmark: _Toc233392968][bookmark: _Toc233884814]Project C appraisal
Project C has a cash-flow that is different to that of project B, requiring the same initial investment of £50 million. It produces £5m in year one, £10m in year two, £20m in year three, £25m in year 4 and £5m in year 5. The highest of the three projects is total undiscounted inflows of £65 million. Payback period is calculated after £35 million has been recovered by the end of year three, which leaves £15 million in year four to be recovered, which is £25 million inflow / £15 million outflow = 1.67 years or £15 million is recovered after 1.67 years, or approximately 3.6 years. This is quicker than Projects A and B.
If the accounting profit is zero, £10 million per year and the depreciation is zero, the average accounting profit over 5 years is £3 million. The Accounting Rate of Return (ARR) is 12.0% when based on the average investment which is £25 million. With a 8% discount rate the present value of inflows is around £50.86 million, the NPV is £0.86 million and the Profitability Index is 1.02. Thus project C is the only project that has positive discounted values, but with back-loaded cash flows, there is a timing and execution risk.
[bookmark: _Toc233392969][bookmark: _Toc233884815]Comparison and recommended single project
The outcome of the appraisals indicated that Project C is the best individual investment. Project A has a Payback Period of 4.5 years, an ARR of 3.2%, a NPV of -£6.54 million and a PI of 0.87 and IRR of approximately 2.7%. Project B is a little better but still weak with a Payback Period of 4.55 years, ARR of 4.0%, NPV of -£6.08 million, PI of 0.88 and IRR of about 3.3%. Both projects have a negative NPV and return of less than 8% required rate. 
Table 2- Investment appraisal summary for Projects A, B and C
	Appraisal method
	Project A
	Project B
	Project C

	Initial investment (£m)
	50.00
	50.00
	50.00

	Total undiscounted cash inflows (£m)
	54.00
	55.00
	65.00

	Payback Period
	4.50 years
	4.55 years
	3.60 years

	Accounting Rate of Return (ARR)
	3.20%
	4.00%
	12.00%

	Present value of cash inflows (£m)
	43.46
	43.92
	50.86

	Net Present Value (NPV) (£m)
	(6.54)
	(6.08)
	0.86

	Profitability Index (PI)
	0.87
	0.88
	1.02

	Internal Rate of Return (IRR)
	2.72%
	3.26%
	8.59%

	Decision
	Reject
	Reject
	Accept


Project C has the best results across most criteria, with a Payback Period of 3.6 years, ARR of 12.0%, NPV of £0.86 million, PI of 1.02 and IRR of approximately 8.8%. Positive NPV implies that the project will be value adding after accounting for cost of capital, while the PI value > 1.00 verifies the present value of inflows is higher than the original investment. In the light of a CFO, Project C, accordingly, should be recommended as the most preferable single project.
It's the same recommendation that IHG's own financial profile would suggest. IHG's asset light business, positive cash flows and robust brand platform allows for a certain amount of timing risk with the project, as it will enhance the long-term profit generation of the Group (IHG, 2023). The cash flow for Project C is back loaded, however, and has to be tightly controlled: any delay in year 3 or 4 would rapidly consume the small NPV advantage. Therefore the approval should be contingent upon a strong risk management framework, milestone tracking and strategic integration with IHG's brands and owner network.
[bookmark: _Toc233392970][bookmark: _Toc233884816]Non-financial risk assessment
The final investment decision for Project C should not be made based on the appraisal outputs alone as it is the most preferred option financially. Hospitality investments are subject to non-financial risks which may have a material adverse effect on cash flows. Political and regulatory risk could slow approvals, limit ownership or lead to higher local regulatory compliance costs. Development costs may be higher due to construction inflation, labour shortages, which may offset the small positive NPV (Musarat, Alaloul and Liew, 2021). Loyalty of the customers and fit of the brand are also essential. Even with a financial model that seems to make sense, a project may not succeed in boosting IHG One Rewards participation, owner returns or brand differentiation.
CFOs should also be focusing on ESG and reputational risks. A project that is not environmentally sound, has poor labour standards or is highly controversial in the community may have a negative impact on IHG's responsible business brand and compliance expenses in the future. A third risk is the integration of technology solutions, which will need to integrate well with IHG's reservation systems, loyalty platform and cybersecurity controls and must involve new investments (Giannoukou, 2024). Therefore, Project C should proceed only if due diligence confirms political feasibility, ESG compliance, brand alignment and operational deliverability.
[bookmark: _Toc233392971][bookmark: _Toc233884817]Capital rationing decision under the £100 million limit
[bookmark: _Toc233392972]Capital rationing is where the goal isn't to spend all the £100 million, but rather to get the most out of the £100 million. Each project is worth £50 million and IHG may choose two projects. The overall results indicate that, however, only project C contributes positively on its own. The NPVs of Projects A, B and C are: -£6.54 million, -£6.08 million and £0.86 million respectively. So the value-maximising decision is to implement only Project C and leave the rest of the £50 million until we can find a project that has a positive NPV that we can do.
If the Board would like to put in the full £100 million then the best way to destroy value is to go with either Project B or C, or both, as their NPV combined is -£5.22 million, while that for A+C is -£5.68 million, and for A+B is -£12.62 million. However, to the CFO, it would be a bad combination to take on a negative-NPV combination would be a violation of disciplined capital budgeting. Hence, the advised capital rationing choice is to accept only the Project C, which might be helped through the implementation of stringently risk control measures and maintaining financial flexibility.
6. [bookmark: _Toc233884818]Critical Reflection on AI Usage
[bookmark: _Toc233392973][bookmark: _Toc233884819]Tool disclosure
[bookmark: _Toc233392974]This report has been enhanced using the help of Artificial Intelligence. The primary AI support that was provided was in structuring the report, in organising the assessment requirements into relevant sections, in helping with academic expression, checking the clarity of argument and in assisting with the design of the calculation layouts for ratios and investment appraisal. The financial findings were also given AI insights for possible ways to connect them with strategic recommendations from the CFO. But AI was not regarded as a reliable investment tool. IHG's annual reports, audited financial statements, Excel calculations and credible academic or professional sources provided the authoritative evidence.
[bookmark: _Toc233884820]Critical evaluation and verification of AI output
Any material created by AI was verified for inclusion. The first verification approach was to compare with IHG's annual reports and audited financial statements. Revenue, operating profit, net profit, cash flow, debt, dividends and shareholder returns were compared with the original company reports before being used in the analysis. The second approach was to recalculate in excel. Only formulas that were checked manually were rejected as output, and they were used consistently over the 5-year period. Investment appraisal calculations of the payback period, ARR, NPV, PI and IRR were also recalculated to ensure that the project recommendations were mathematically valid.
Theoretical checking was another verification method used. The ratio interpretations and capital budgeting conclusions were compared to the principles of financial management. This was not a trivial point, since AI can come out with statements, even if they're false, with confidence. This helped to ensure that the risk of hallucination, especially if the AI exaggerated IHG's capabilities, was mitigated, as was the risk of overlooking the negative equity of their limitations or of assuming they could benchmark against a range of industry benchmarks with little justification.
[bookmark: _Toc233392975][bookmark: _Toc233884821]Contribution analysis
The role of the AI was primarily procedural and editorial. It assisted with structuring the task brief into a report, provided section headings, helped with the writing of academic paragraphs and assisted in organising the Excel calculation requirements. 
For my part, it was the critical evaluation of the material that I contributed. This involved determining the reliability of source data, verifying financial data, analyzing ratio trends, determining if IHG's asset-light business model altered the significance of typical ratios, and determining the final investment recommendation. The strategic synthesis and the ethical evaluation/recommendations at CFO level were also made with my own opinion, based on the evidence presented. Hence, the use of AI for communication and organization, but the final analysis would be done by the student(s).
[bookmark: _Toc233392976][bookmark: _Toc233884822]Ethical and professional reflection
There are ethical and professional concerns associated with the application of AI in financial tasks. Transparency is crucial as it allows people using the financial analysis to understand the report was prepared with the help of AI. The confidentiality of data is also a factor: sensitive financial data should only be included in AI systems if there are relevant permissions and controls (Himansha, no date). This report does not include information that is not publicly available either in the company's reports or from the assignment information.There is also a potential for over-reliance. The outputs of AI, as part of a CFO role, might affect the decision to borrow or restructure, or to invest, but all of these decisions impact shareholders, employees, owners, suppliers, and communities. So AI shouldn't be used to supersede the need for the professional scepticism, audit trails or accountability of humans. 
7. [bookmark: _Toc233392977][bookmark: _Toc233884823]Conclusion
IHG from a CFO point of view, looks well-positioned and seems to be on the right side of things with its asset-light, fee-based and globally scalable business model. Five-year analysis reveals bounce back from post-pandemic phase, bolstered profitability, positive operating cash flows and ongoing investor confidence. But, resilience should not be equated with risk-free. Despite the recovery, IHG must continue to manage liquidity and debt prudently as well as balancing its investment portfolio and remain vigilant against inflation, interest rates, currency fluctuations, geopolitical risks, cyber risk and increasing ESG requirements.
The preferred approach to restructure is selective, rather than radical, and involves protecting the asset-light model, recycling capital from lower-return assets, prudently refinance debt, and investing in capabilities around brand, technology, loyalty and ESG. When evaluating investment projects, Project C would be the only project that is financially feasible because it has a positive NPV and IRR greater than the 8% return on investment. With capital rationing, IHG would only invest in project C and would not invest in project B, as long as project B does not have a positive-NPV opportunity that comes along.
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9. [bookmark: _Toc233884825]Appendices:
Appendix A: Five-Year Financial Statement Extract
	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 before tax
	361
	540
	1,010
	897
	1,074

	Profit for the year
	265
	376
	750
	628
	759

	Total current assets
	2,066
	1,678
	2,129
	1,869
	2,049

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

	Total current liabilities
	1,624
	1,544
	2,190
	1,928
	2,100

	Total liabilities
	6,190
	5,824
	6,759
	7,056
	8,081

	Net liabilities / total equity
	(1,474)
	(1,608)
	(1,946)
	(2,308)
	(2,736)

	Net cash from operating activities
	636
	646
	893
	724
	898

	Basic EPS, cents
	145.4
	207.2
	443.8
	389.6
	490.9

	Total dividend per share, cents
	85.9
	138.4
	152.3
	167.6
	184.5

	Share buyback completed
	–
	500
	750
	800
	900
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Appendix B: Ratio calculation Table
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[bookmark: _Toc233392980]Appendix C: Ratio Charts and Financial Trend Figures
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Appendix D: Investment Appraisal Calculations
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Appendix E: Capital Rationing Calculations
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Revenue and Operating profit (($m)

Revenue ($m)	2021	2022	2023	2024	2025	2907	3892	4624	4923	5189	Operating profit ($m)	2021	2022	2023	2024	2025	494	628	1066	1041	1198	



Liquidity ratio trend, 2021–2025

Current ratio (times)	1.27	1.0900000000000001	0.97	0.97	0.98	Quick ratio (times)	1.27	1.08	0.97	0.97	0.97	Cash ratio (times)	0.89	0.63	0.6	0.52	0.54	



Cash flow trend, 2021–2025

Operating cash flow ($m)	636	646	893	724	898	Adjusted free cash flow ($m)	615	589	837	655	893	



Revenue and Operating profit (($m)

Revenue ($m)	2021	2022	2023	2024	2025	2907	3892	4624	4923	5189	Operating profit ($m)	2021	2022	2023	2024	2025	494	628	1066	1041	1198	



Profitability margin trend, 2021–2025

Operating margin (%)	0.1699	0.16139999999999999	0.23050000000000001	0.21149999999999999	0.23089999999999999	Net profit margin (%)	9.1200000000000003E-2	9.6600000000000005E-2	0.16220000000000001	0.12759999999999999	0.14630000000000001	



Liquidity ratio trend, 2021–2025

Current ratio (times)	1.27	1.0900000000000001	0.97	0.97	0.98	Quick ratio (times)	1.27	1.08	0.97	0.97	0.97	Cash ratio (times)	0.89	0.63	0.6	0.52	0.54	



Gearing and solvency trend, 2021–2025

Debt-to-assets (%)	0.60329999999999995	0.56830000000000003	0.65780000000000005	0.68959999999999999	0.78600000000000003	Interest cover (times)	3.36	5.32	11.71	5.13	5.93	




Cash flow trend, 2021–2025

Operating cash flow ($m)	636	646	893	724	898	Adjusted free cash flow ($m)	615	589	837	655	893	



EPS and dividend trend, 2021–2025

Basic EPS (cents)	145.4	207.2	443.8	389.6	490.9	Dividend per share (cents)	85.9	138.4	152.30000000000001	167.6	18	
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