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[bookmark: _Toc237523882]Investment Ratios
	Ratio
	2020
	2021
	2022
	2023
	2024

	Return on Equity (ROE)
	14.1%*
	-18.0%
	-23.4%
	-38.5%
	-27.2%

	Return on Assets (ROA)
	-5.2%
	5.6%
	8.9%
	15.6%
	13.2%

	Price / Earnings (P/E)
	-44.7x
	44.5x
	27.7x
	20.3x
	32.0x



* 2020 ROE is positive only because both net loss and total equity were negative that year — not a genuine positive return (see note below).
[bookmark: _Toc237523883]Cash Flow Ratios
	Ratio
	2020
	2021
	2022
	2023
	2024

	Operating Cash Flow Ratio
	7.3%
	39.2%
	41.8%
	40.8%
	37.6%

	Free Cash Flow Margin
	2.5%
	20.1%
	14.1%
	17.5%
	13.1%


[bookmark: _Toc237523884]Trend Commentary
[bookmark: _Toc237523885]Return on Equity (ROE) & Return on Assets (ROA)
IHG has generated negative total shareholders' equity on an annual basis during this period as a result of a share buyback programme which has consistently outperformed retained earnings. When ROE has a negative dividend, it is mathematically skewed and directionally misleading (dividing by a negative will change the sign of the result; therefore ROE should not be interpreted as a real measure of the return on an investor's money)  (Luwina, Nugraheni and Kuncorojati, 2024). Return on Assets (ROA), a long-term profitability indicator, rose from a loss-making –5.2% in 2020 to a maximum of 15.6% in 2023, and then fell to 13.2% in 2024, with financial expenses almost doubling due to higher bond payments and foreign exchange losses. The ROA trend is more indicative of IHG's operating turnaround from negative in 2020 to positive in 2023 (+15.6%), compared to ROE. It dropped to 13.2% in 2024, however, suggesting a lack of continued benefit from improved asset profitability. This indicated that the post-pandemic recovery has started to cool, with the rise in financing costs and foreign-exchange losses adding to the bottom-line returns. Furthermore, ROA is not a pure indicator of management efficiency because, with its relatively low level of owned assets, it is easy for IHG to generate high returns. Hence, the improvement is positive but needs to be evaluated depending upon operating margins, asset turnover, cash generation and leverage. ROA in total shows significant recovery, but a drop in the 2024 quarter reveals growing financial pressure behind the positive operating performance.
More importantly, the difference between ROA and ROE illustrates why traditional equity measures are especially inappropriate for IHG in this period. A negative equity base allows for the accounting impact of the share buybacks to be reflected in the ROE as a result of buyback activity, but not the economic returns generated for shareholders. ROA thus offers a more meaningful measure of asset profitability; however, its 2024 decline is not necessarily a sign of an operating deterioration. The decrease from 15.6% to 13.2% was due to financing costs and other non-operating pressures eating into operating gains, as the company continued expanding its business. Furthermore, IHG's asset-light business model is fundamentally constrained in terms of the assets it possesses, which could result in higher ROA compared to hotel companies that are asset-heavy. Therefore, caution should be exercised when comparing the results of consolidated companies with those of other companies unless similar accounting structures and asset ownership patterns exist. In sum, the evidence suggests that asset returns are faring well in the post-pandemic era and that 2024 was marked by a slowdown, with the increasing cost of financing and non-operating costs becoming tighter constraints on the ability to translate operating results into sustainable shareholder value.
[bookmark: _Toc237523886]Price / Earnings (P/E)
P/E was negative in the 2020 loss year, then fell from roughly 44.7x (2021, on a still-depressed earnings base) to 27.7x (2022) and 20.3x (2023) as earnings per share grew faster than the share price. It rose back to roughly 32.0x in 2024 as the share price gained around 40% (in £ terms) while EPS actually declined 12% on higher interest costs — consistent with the market pricing in a recovery of earnings beyond the near-term dip.
The P/E trend suggests that earnings quality is improving post-pandemic; however, there is a need for caution in interpreting this trend. The negative P/E for 2020 is of no economic significance, as IHG reported a loss, and the very high 44.7x in 2021 was due to a depressed earnings denominator in the early recovery. The earnings growth recovery was quicker than the share price, as evidenced by the following falls to 27.7x in 2022 and 20.3x in 2023, suggesting better valuation support. The outlook is mitigated, though, by the 32.0x increase in 2024, as the bottom line fell by 12% and the share price rose about 40%. This separation suggests that investors were willing to pay more for each unit of current earnings, perhaps due to their anticipation of higher profitability from future earnings, not from those of the present year. However, the higher multiple also raises valuation risk if earnings growth doesn't materialize – especially with higher interest costs. Thus, P/E should not be viewed in isolation: the rise in P/E in 2024 may be driven not just by IHG's earnings growth, but also by market expectations, and as such may be indicative of investor confidence rather than shareholder profitability.
Most importantly, the 2024 P/E of 32.0x shows that the market price was more of a guess on future earnings than a bet on actual earnings. While a higher multiple can be a sign of trust in IHG's asset-light strategy, brand value and future fee increases, it also suggests a higher valuation by investors for every dollar of current earnings. This increases the risk to the downside if the rebound in expected earnings is not as quick as hoped due to sluggish travel demand, surging financing costs or unfavourable foreign exchange fluctuations. In addition, P/E does not reflect the negative equity position of IHG, or the significant cash distributions IHG has delivered via buybacks and dividends, so it cannot be used alone as an indicator of value to shareholders. The decrease in the P/E ratio from 2021 to 2023 thus implied real earnings growth, while the 2024 decrease is more ambiguous to interpret. A strong investment analysis should not rely on the multiple alone as a sign of undervaluation or overvaluation, but rather should be viewed and analyzed along with free cash flow generation, leverage, ROA and forward earnings estimates.
[bookmark: _Toc237523887]Operating Cash Flow Ratio
This ratio jumped from a thin 7.3% in 2020 to a stable 38%–42% band from 2021 onward. Operating cash flow has comfortably and consistently covered current liabilities every year since the pandemic trough, indicating healthy short-term liquidity support from core operations rather than financing activity. But it would be inaccurate to suggest that the ratio over time shows a steady improvement in liquidity. Although the operations were positive, the ratio reached a peak of 41.8% in 2022 but decreased to 40.8% in 2023 and 37.6% in 2024. Further, the ratio must not be considered alone with reference to IHG's asset-light business model, asset-light working capital and IHG's shareholder distributions. Operating cash flow might be strong while liquidity on the balance sheet is low if enough cash is given back via dividends and buybacks of shares. The deceleration in 2024 is thus indicative of cash generation continuing to be solid, but with lower relative cover for current liabilities. Overall, the ratio has improved significantly over the past crisis in 2020, but the decline has been seen since 2022, suggesting that operating liquidity should not be taken for granted. It should be viewed in conjunction with free cash flow, current liabilities, net debt and cash balance to evaluate the underlying financial strength of IHG.
[bookmark: _Toc237523888]Free Cash Flow Margin
Free Cash Flow Margin rose sharply from just 2.5% in 2020 to a 14%–20% range across 2021–2024. This reflects IHG's asset-light, fee-based business model: with relatively low capital expenditure requirements, the company converts a high proportion of revenue into free cash flow even as total revenue more than doubled over the period (Poretti, Jérôme and Heo, 2023). Thus, simply stating that it was the result of IHG's model of being asset-light and fee-based isn't sufficient to explain the strategy. New studies published in peer-reviewed journals confirm that the financial benefits of asset-light approaches are there, but also demonstrate that the benefits of asset-light approaches are dependent on financial leverage, with increasing leverage reducing the benefits. Furthermore, a high FCF ratio may not be a true reflection of permanent improvements in underlying profitability, as working-capital movements and timing of capital expenditures can affect this ratio. So the 2024 decline should be interpreted with some caution; IHG was continuing to be a very cash-generative business, but the reduced margin indicated that the very positive cash-conversion benefits from the pandemic were settling. Overall, FCF is a significant strength but should be viewed in conjunction with leverage and re-investment needs, as well as operating cash flow and not as an indicator of financial strength. More importantly, the free cash flow margin should not be mistaken for the sustainability of free cash generation. This rise in the share from 2.5% in 2020 to 20.1% in 2021 is partly due to the unusually weak base for comparison in 2021, as a result of the exceptional recovery from pandemic disruption. The subsequent drop to 13.1% in 2024 does not necessarily suggest a deterioration in the business economics but does indicate that recovery was not in the same extreme cash-conversion conditions. Furthermore, having a strong FCF can help shareholders to be paid, while IHG's extensive buybacks and dividends can also decrease cash reserves in the business. This gives rise to a critical trade-off between the short-term returns to shareholders and the resilience of the balance sheet. Hence, when assessing financial strength on the basis of FCF margin alone, it is possible that the financial strength is overstated. It may be judged in relation to the operating cash flow, capital expenditure, net debt and interest obligations and recurring cash needs. The increasing leverage and financing costs, in particular, could erode internal cash generation to increasingly a point where there is insufficient cash to reinvest and distribute. Overall, IHG's cash generation is a big financial positive, but as margins keep falling in 2024, management needs to increasingly think about how durable, as well as how much, free cash flow is.
Supporting Figures
	Ratio
	2020
	2021
	2022
	2023
	2024

	Net income ($mm)
	-260
	265
	376
	750
	628

	Total equity ($mm)
	-1,849
	-1,474
	-1,608
	-1,946
	-2,308

	Total assets ($mm)
	5,039
	4,716
	4,216
	4,813
	4,748

	Share price, year-end ($)
	63.90
	64.67
	57.41
	90.26
	124.57

	Basic EPS ($)
	-1.429
	1.454
	2.072
	4.438
	3.896

	Net cash from operations ($mm)
	137
	636
	646
	893
	724

	Free cash flow ($mm)
	61
	584
	547
	811
	646


[bookmark: _Toc237523889]Notes & Assumptions
•  ROE and ROA use “Profit/(loss) for the year” (post-tax, pre non-controlling-interest split) as net income; ROA divides by period-end Total assets (not averaged).
•  Share price is IHG’s London Stock Exchange (primary listing) year-end closing price in £, as disclosed in each year’s Annual Report/Form 20-F (“Share price and market capitalization” section), converted to $ at the published year-end GBP: US$ exchange rate so it sits on a consistent $ basis with EPS and the other ratios.
•  P/E = year-end $ share price ÷ Basic EPS (converted from cents to $).
•  Operating Cash Flow Ratio = Net cash from operating activities ÷ Total current liabilities.
•  Free Cash Flow = Net cash from operating activities less capital expenditure (purchases of property, plant & equipment and intangible assets); it excludes other investing items such as M&A and financial-asset movements. Free Cash Flow Margin = Free Cash Flow ÷ Total revenue (Fernando, 2026).
•  All underlying figures are sourced from IHG’s Annual Reports/Form 20-F, FY2020–FY2024, and from the companion Ratios_5YRS.xlsx workbook (tabs IS_5YR, BS_5YR, CFS_5YR, Ratio_5YRS), where these ratios are also computed as live formulas.

[bookmark: _Toc237523890]IHG plc — Cash Conversion Cycle (CCC) Analysis, FY2020–FY2024
Source: IHG Annual Report and Form 20-F, FY2020–FY2024 (Group Income Statement and Group Statement of Financial Position). Figures in USD millions unless stated. Full workings are also provided in the accompanying "CCC Workings" worksheet.
[bookmark: _Toc237523891]1. Method and Formula
The Cash Conversion Cycle (CCC) indicates how long a firm needs to turn its investment in its trading cycle back into cash. The period of time is calculated after deducting the credit it has been given by its suppliers. It is determined by:
CCC = Days Inventory Outstanding (DIO) + Days Sales Outstanding (DSO) − Days Payable Outstanding (DPO)
· DIO = Inventory ÷ Cost of sales × 365
· DSO = Trade receivables ÷ Total revenue × 365
· DPO = Trade payables ÷ Cost of sales × 365
The negative CCC represents savings because less cash is „bound up“ in the trading cycle; hence, a lower (more negative) CCC would reflect savings by the company; the negative CCC implies Funding is now provided for the company by its trading cycle, not the other way around.
[bookmark: _Toc237523892]2. Inputs Used
	$m
	2020
	2021
	2022
	2023
	2024

	Total revenue
	2,394
	2,907
	3,892
	4,624
	4,923

	Cost of sales (COGS)
	354
	486
	648
	742
	745

	Inventories (year-end)
	5
	4
	4
	5
	4

	Trade & other receivables
	514
	574
	646
	740
	785

	Trade & other payables
	466
	579
	697
	711
	650



[bookmark: _Toc237523893]3. CCC Results, FY2020–FY2024
	Metric (days)
	2020
	2021
	2022
	2023
	2024

	Days Inventory Outstanding (DIO)
	5.2
	3.0
	2.3
	2.5
	2.0

	Days Sales Outstanding (DSO)
	78.4
	72.1
	60.6
	58.4
	58.2

	Days Payable Outstanding (DPO)
	480.5
	434.8
	392.6
	349.8
	318.5

	Cash Conversion Cycle (CCC)
	(397.0)
	(359.8)
	(329.8)
	(288.9)
	(258.3)

	Year-on-year change in CCC
	n/a
	+37.2
	+30.0
	+40.9
	+30.6



IHG's CCC is a heavy downer pretty much every year of the 5-year period. This is neither indicative of the company's financial health nor a negative aspect of the way IHG operates, just a fact of its "asset-light" fee-based business; IHG owns penniless (they simply have no value stored on the company's books), they are more of a structural thing than anything else (3–5 days is typical DIO). Trade payables, however, are large relative to the small cost-of-sales line, since IHG's payables include amounts owed under its System Fund and to hotel owners/suppliers under its management and franchise arrangements — figures that are not economically comparable to a retailer's or manufacturer's "cost of goods sold" base. That imbalance between a small COGS denominator and a large payables balance is what drives DPO up into the hundreds of days and the CCC deeply negative (Barth, Berkovitch and Israeli, 2025).
[bookmark: _Toc237523894]4. Significant Year-on-Year Changes
[bookmark: _Toc237523895]2020 → 2021: CCC improves from (397.0) to (359.8) days — a 37.2-day improvement

2020 was the trough of the COVID-19 pandemic for the hotel industry: IHG's revenue fell to $2,394m and cost of sales to $354m, its lowest point in the five-year window. As global travel began recovering through 2021, revenue rose 21.4% to $2,907m, and cost of sales rose 37.3% to $486m — COGS growing faster than trade payables (which rose only 24.2%, from $466m to $579m). Because DPO is payables divided by the (fast-growing) COGS figure, DPO fell sharply from 480.5 to 434.8 days. DSO also improved (78.4 → 72.1 days) as revenue recovered faster than the receivables balance grew. Both effects moved the CCC in the same, less-negative direction. But the 37.2-day boost must not be seen as better working-capital management. The decline in DPO was partially caused by the accelerated growth in COGS, which mechanically caused the decline in DPO without corresponding growth in payables. This indicates that the negative CCC is more related to post-pandemic recovery of operating activity as opposed to a conscious effort to lower the dependency on suppliers. In addition, the DSO improvement signals a reduction in the length of time taken to collect the accounts receivable, improving liquidity. However, IHG did not have a very positive CCC and supplier financing was still a large part of its operating funding. The 2021 improvement is thus more a reflection of the return to normal from an extraordinary 2020 distortion than on the fact that the position is structurally stronger with respect to cash conversion.
[bookmark: _Toc237523896]2021 → 2022: CCC improves from (359.8) to (329.8) days — a 30.0-day improvement

The post-pandemic recovery continued through 2022: revenue grew a further 33.9% to $3,892m, and cost of sales grew 33.3% to $648m, while trade payables grew more slowly (+20.4%, to $697m). This again compressed DPO (434.8 → 392.6 days). DSO fell again, from 72.1 to 60.6 days, as revenue growth (33.9%) comfortably outpaced receivables growth (12.5%, from $574m to $646m) — a sign IHG was collecting cash from franchisees and owners more quickly relative to the size of the business as trading normalized. However, the improvement of 30.0 days should be taken with a grain of salt, as the denominator effect as well as a disciplined approach to working-capital management played a role in the result. DPO fell significantly as COGS grew by $142m whilst trade payables grew by $113m. Likewise, the decline in DSO may indicate increased collection efficiency, but rapid revenue recovery can artificially lower the ratio as revenue increases at a lower rate. Importantly, the consistently negative CCC suggests that IHG was still getting a significant amount of financing from suppliers. Therefore, 2022 illustrates the recovery of cash conversion as well as business recovery, but does not clearly show a sustainable structural improvement in working-capital management.
[bookmark: _Toc237523897]2022 → 2023: CCC improves from (329.8) to (288.9) days — a 40.9-day improvement (the largest single-year change)

This was the largest year-on-year improvement in the period. Revenue grew 18.8% to $4,624m, while cost of sales grew a similar 14.5% to $742m — but trade payables grew only 2.0% (from $697m to $711m), a marked slowdown versus the prior two years. Because payables barely moved while COGS kept growing, DPO fell sharply again (392.6 → 349.8 days), and this was the dominant driver of the year's CCC improvement. DSO was broadly stable (60.6 → 58.4 days), so the change is attributable almost entirely to the payables side rather than any material change in collection performance. Care should be taken in interpreting the 40.9-day improvement, however, as it was primarily due to a significant decrease in DPO and not to an even improvement in the various working-capital components. Trade payables grew by just $14m as revenue, and COGS grew, indicating that IHG is using less supplier credit as a proportion of its business. This could suggest increased compliance with supplier commitments, but it could also mean a shift in the payment of suppliers, supplier terms or the timing of year-end balances. The overall stable DSO shows little evidence of further collection improvement. So 2023 marks a big move towards a less negative CCC, but it remains to be seen if the lower supplier financing can be sustained without causing liquidity pressure.
[bookmark: _Toc237523898]2023 → 2024: CCC improves from (288.9) to (258.3) days — a 30.6-day improvement

In 2024, revenue growth slowed to 6.5% ($4,624m → $4,923m) and cost of sales was almost flat (+0.4%, $742m → $745m) — but trade payables actually fell 8.6%, from $711m to $650m. A shrinking payables balance against a static COGS base pushed DPO down again (349.8 → 318.5 days), again the main driver of the year's CCC movement. DSO was essentially unchanged (58.4 → 58.2 days), consistent with a business whose revenue mix and collection terms had by now stabilized post-pandemic. The improvement thus seems more of a management- than operational-driven one than the headline 30.6-day movement would indicate. The drop in the DPO was driven primarily by a $61m drop in trade payables, with COGS not materially different, suggesting that IHG was paying its suppliers quicker as a percentage of its cost base. There might be some benefits in this in terms of supplier relations and less need to rely on creditor financing; however, it also takes away one source of low-cost working-capital financing. Also, stable DSO indicated that customer collection efficiency had little to do with the improvement. The less negative CCC should thus not necessarily be considered an improvement in liquidity management. Rather, it could be the financing method for operating expenses that will become more reliant on internally generated funds and other sources of financing. However, the still extremely negative CCC of (258.3) days suggests that supplier funding of working capital continued to play a large role in this transition.
[bookmark: _Toc237523899]5. Overall Pattern and Interpretation

Across all five years, the direction of travel is consistent: the CCC has become steadily less negative, improving by roughly 30–41 days every year, from (397.0) days in FY2020 to (258.3) days in FY2024 — a cumulative swing of 138.7 days over the period. In every year, the improvement is driven almost entirely by a falling DPO, not by any deterioration in DIO or DSO (both of which also improved slightly or held steady). This reflects the post-pandemic normalization of IHG's cost base (cost of sales returning to a materially higher, "normal-trading" level) outpacing the growth in its trade payables balance, which by nature moves in a fairly narrow band year to year.
The trend should be interpreted as a normalisation one and not a liquidity one – whether positive or negative – as the following equation illustrates: even when the denominator (cost of sales) comes back into a normal size, as expected in the post pandemic era, the trend of the numerator (payables) catching up with the denominator is only a delayed effect of IHG's franchise/management fee model, which is a fact that can only be negative. (Laik and Mirchandani, 2021). It does not, on its own, indicate any weakening of IHG's supplier relationships or working-capital discipline — DPO of 318–480 days across the period is still very high by conventional standards and continues to represent a substantial, ongoing source of working-capital funding for the business (Wetzel and Wagner, 2025).
However, it is important to note that the continuity of the trend does not necessarily indicate that the working-capital situation is unchanged. Though the CCC remained negative, the 138.7-day movement is deemed to be of economic significance as it reflects a significant change in the amount of supplier credit that is financing IHG's operating cycle. It is, therefore, important to look at the falling DPO both as a ratio effect and as a financing effect. The speed of COS recovery can mechanically lower DPO, as DPO is based on trade payables as a proportion of COS. So, giving credit for the whole movement to greater discipline with working capital would be an exaggeration.

In addition, the negative CCC should not necessarily be considered a sign of good liquidity. Negative CCC means that cash is collected before suppliers are paid, but it is dependent on the stability of customer collections and supplier policies and/or on the sustainability of the business model. While this could be the pattern for IHG's asset-light franchise and management-contract structure, changes in franchisee behaviour, contract terms or industry conditions could impact the pattern of cash flows. The process of reducing the DPO, therefore, is a good thing to watch, although it's not yet a sign of a problem with liquidity.

The fairly consistent DSO reinforces the notion that receivables management was not the main driver of change. This makes the falling DPO even more significant as it more and more becomes the deciding factor in the direction of the CCC. It is important for management to therefore not aim at a less negative CCC as a target per se. A lower DPO might diminish the positive cash-flow effects of supplier financing, and a too high DPO might result in supplier-relational risks. A more suitable evaluation is whether the CCC is congruent with the firm's long-term financing and supplier relationships and with the sustainable operating cash flow of the firm
InterContinental Hotels Group (IHG)
Financial Ratio Analysis — FY2020 to FY2024
Based on IHG Annual Reports and Form 20-F, FY2020–FY2024 (NYSE: IHG)
[bookmark: _Toc237523900]A note on IHG's balance sheet structure
IHG has reported negative total shareholders' equity in every year of this period — from $(1,857)m in 2020 to $(2,312)m in 2024 — because years of debt-funded share buybacks have exceeded retained earnings. This is confirmed across the Group statements of financial position in the 2020–2024 Annual Reports. As a result, Return on Equity and Debt/Equity are mathematically distorted (dividing by a negative denominator) and are not used below. Return on Assets, Debt/Total Assets and Total Liabilities/Total Assets are used instead, as they remain meaningful with a negative-equity capital structure.
[bookmark: _Toc237523901]1. Profitability Ratios
	Ratio
	2020
	2021
	2022
	2023
	2024

	Operating margin
	-6.4%
	17.0%
	16.1%
	23.1%
	21.1%

	Adjusted operating margin*
	9.1%
	18.4%
	21.3%
	22.0%
	22.8%

	Net margin
	-10.9%
	9.1%
	9.7%
	16.2%
	12.8%

	Return on Assets (ROA)
	-5.2%
	5.6%
	8.9%
	15.6%
	13.2%


*Excludes System Fund pass-through revenue/expenses and exceptional items — IHG's own key adjusted performance measure.
[bookmark: _Toc237523902]Key changes and explanations
· 2020 – loss year: IHG swung to an operating loss and a net margin of -10.9% as RevPAR fell at an unprecedented rate due to COVID-19, with Canada RevPAR down 62.2% and Mexico down 57.2%, led by occupancy declines. (Source: 2020 Annual Report)
· 2021–2022 – recovery: Margins rebounded sharply as travel resumed and revenue nearly doubled; adjusted operating margin rose from 9.1% to 21.3%. (Source: 2021 and 2022 Annual Reports)
· 2023 – peak net margin: Net margin reached 16.2%, the strongest in the period, driven by record fee revenue and strong operating leverage (total revenue of $4,624m against cost of sales of only $742m). (Source: 2023 Annual Report)
· 2024 – margin dips despite record revenue: Operating and adjusted operating margins held near record levels, but net margin fell to 12.8% because net financial expenses increased to $140m from $52m, driven by higher interest costs on public bonds ($123m vs $78m in 2023) and a swing from FX gains to FX losses. (Source: 2024 Annual Report)
[bookmark: _Toc237523903]2. Liquidity Ratios
	Ratio
	2020
	2021
	2022
	2023
	2024

	Current ratio
	1.20
	1.27
	1.09
	0.97
	0.97

	Quick ratio (cash + receivables / CL)
	1.17
	1.25
	1.05
	0.94
	0.93

	Cash ratio
	0.90
	0.89
	0.63
	0.60
	0.52


[bookmark: _Toc237523904]Key changes and explanations
· 2020–2021 – defensive cash build: Liquidity was strongest here, as IHG deliberately built a large cash buffer for resilience; cash rose to $1,675m in 2020, and net cash and cash equivalents (net of overdrafts and restricted cash) reached $1,575m versus just $86m in 2019. (Source: 2020 Annual Report) (Tascón, Castro and Valdunciel, 2023)
· 2022–2024 – ratios fall below 1.0x: Current and cash ratios steadily declined, not from operating weakness but because cash was redeployed into large share buybacks ($482m in 2022, $790m in 2023, $804m in 2024) rather than retained (Ye, Wang and Ren, 2024). Cash fell from $1,675m (2020) to $1,008m (2024) even as revenue grew, reflecting IHG's asset-light model, which is backed by undrawn facilities rather than a large cash balance — total liquidity of $2,319m at end-2024 comprised $1,350m of undrawn bank facilities plus $969m of net cash. (Source: 2022, 2023 and 2024 Annual Reports)
[bookmark: _Toc237523905]3. Efficiency Ratios
	Ratio
	2020
	2021
	2022
	2023
	2024

	Asset turnover (Revenue / Assets)
	0.48x
	0.62x
	0.92x
	0.96x
	1.04x

	Receivables turnover
	4.66x
	5.06x
	6.02x
	6.25x
	6.27x

	Days Sales Outstanding (DSO)
	78 days
	72 days
	61 days
	58 days
	58 days


[bookmark: _Toc237523906]Key changes and explanations
· Consistent improvement across all five years: Asset turnover more than doubled (0.48x → 1.04x) and DSO shortened from 78 to 58 days. This reflects the demand recovery post—COVID— more revenue generated from a similar or smaller asset base, consistent with IHG's fee-based franchise model rather than direct hotel ownership — combined with tighter working-capital and collections discipline as trading normalized (Ji et al., 2024). (Source: 2020–2024 Annual Reports)
[bookmark: _Toc237523907]4. Leverage Ratios
	Ratio
	2020
	2021
	2022
	2023
	2024

	Debt / Total assets
	74.8%
	60.3%
	56.8%
	65.8%
	69.0%

	Total liabilities / Total assets
	136.7%
	131.3%
	138.1%
	140.4%
	148.6%

	Net debt / Adjusted EBITDA
	7.69x
	2.98x
	2.07x
	2.09x
	2.34x

	Interest coverage (Op. profit / Fin. expense)
	-1.06x
	3.36x
	5.32x
	11.71x
	5.13x


[bookmark: _Toc237523908]Key changes and explanations
· 2020 – leverage spike: IHG drew down credit facilities defensively during the pandemic (total loans and borrowings rose to $3,767m) against a collapsed EBITDA base, pushing Net debt/Adjusted EBITDA to an extreme 7.69x. (Source: 2020 and 2021 Annual Reports)
· 2021–2022 – rapid deleveraging: As EBITDA recovered, net debt fell from $2,529m to $1,851m, taking Net debt/Adjusted EBITDA down to roughly 2.1x, while interest coverage climbed to 5.32x. (Source: 2021 and 2022 Annual Reports)
· 2023 – interest coverage peaks: Interest coverage reached 11.71x on record operating profit and still-low interest expense, even as net debt began rising again (to $2,272m) to help fund buybacks. (Source: 2023 Annual Report)
· 2024 – leverage and coverage both weaken: Net debt rose to $2,782m (an increase of $510m), and interest coverage fell to 5.13x. This was explicitly driven by $1,063m of payments related to ordinary dividends and the share buyback programme during the year, alongside higher net financial expenses ($140m vs $52m in 2023). (Source: 2024 Annual Report)
· Structural observation: Total liabilities have exceeded total assets in every year (136%–149% of assets), and this gap has widened since 2021 — the clearest sign that IHG runs a deliberately highly-levered capital structure, funded by stable, contracted franchise-fee cash flows rather than by equity capital. (Source: 2020–2024 Annual Reports)
[bookmark: _Toc237523909]Bottom Line
IHG's five-year arc is a pandemic-driven trough in 2020 (losses, peak leverage, but a defensively thick cash cushion), followed by a strong 2021–2023 recovery with expanding margins, improving efficiency and falling leverage. In 2024, profitability and efficiency continued to improve at the operating level, but liquidity and leverage both weakened — driven not by any deterioration in the underlying hotel business, but by management's choice to return over $800m to shareholders via share buybacks and dividends rather than retain cash or reduce debt (Ji et al., 2024).
Especially important is the 2024 position, which shows a balance sheet and shareholder value at odds. While IHG's operating performance was robust, net debt rose 22% to $2,782m and operating cash flow fell from $893m to $724m, as reportable-segment operating profit grew 10% to $1,124m, while adjusted EBITDA rose 9.5% to $1,189m. The amounts paid back to shareholders of over $1bn thus had a significant impact on financial flexibility and were not merely a reflection of weaker trading. Though IHG is able to justify these payouts due to its cash-generative model and asset-light business, the continued aggressive payouts have made IHG more vulnerable to a sudden slowdown in the growth of operating cash flows. The question is not whether buybacks and dividends add value, however, but whether capital returns are consistent with an adequate liquidity buffer and leverage and funding future growth. This was a trade-off, and management's decision to go for immediate shareholder returns rather than further balance-sheet strengthening should be made explicit in assessing IHG's financial sustainability.
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IS_5YR

		InterContinental Hotels Group PLC — Consolidated (Group) Income Statement

		5-Year Combined Summary, as reported in each year's Annual Report / Form 20-F ($ millions, except per-share data)

		For the year ended 31 December		2020		2021		2022		2023		2024

		Revenue from fee business		823		1,153		1,449		1,672		1,774

		Revenue from owned, leased and managed lease hotels		169		237		394		471		515

		Revenue from insurance activities								21		23

		System Fund revenues		765		928		1,217

		Reimbursement of costs		637		589		832

		System Fund and reimbursable revenues								2,460		2,611

		Total revenue		2,394		2,907		3,892		4,624		4,923

		Cost of sales		(354)		(486)		(648)		(742)		(745)

		System Fund expenses		(867)		(939)		(1,322)

		Reimbursed costs		(637)		(589)		(832)

		System Fund and reimbursable expenses								(2,441)		(2,694)

		Administrative expenses		(267)		(300)		(364)		(338)		(359)

		Insurance expenses								(23)		(29)

		Share of profits/(losses) of associates and joint ventures		(14)		(8)		(59)		31		10

		Other operating income		16		11		29		21		10

		Depreciation and amortisation		(110)		(98)		(68)		(67)		(65)

		Impairment (loss)/reversal on financial assets		(88)		-		(5)		1		(10)

		Other net impairment reversals/(charges)		(226)		(4)		5		-		-

		Operating profit/(loss)		(153)		494		628		1,066		1,041

		  Operating profit before System Fund, reimbursables and exceptional items		219		534		828		1,019		1,124

		  System Fund and reimbursable result		(102)		(11)		(105)		19		(83)

		  Operating exceptional items		(270)		(29)		(95)		28		-

		Financial income		4		8		22		39		63

		Financial expenses		(144)		(147)		(118)		(91)		(203)

		Fair value gains/(losses) on contingent purchase consideration		13		6		8		(4)		(4)

		Profit/(loss) before tax		(280)		361		540		1,010		897

		Tax		20		(96)		(164)		(260)		(269)

		Profit/(loss) for the year from continuing operations		(260)		265		376		750		628

		Attributable to: Equity holders of the parent		(260)		266		375		750		628

		Attributable to: Non-controlling interest		-		(1)		1		-		-

		Basic earnings/(loss) per ordinary share (¢)		(142.9)		145.4		207.2		443.8		389.6

		Diluted earnings/(loss) per ordinary share (¢)		(142.9)		144.6		206.0		441.2		385.3





BS_5YR

		InterContinental Hotels Group PLC — Consolidated (Group) Statement of Financial Position

		5-Year Combined Summary, as at 31 December, as reported in each year's Annual Report / Form 20-F ($ millions)

		As at 31 December		2020		2021		2022		2023		2024

		ASSETS

		Goodwill and other intangible assets		1,293		1,195		1,144		1,099		1,042

		Property, plant and equipment		201		137		157		153		146

		Right-of-use assets		303		274		280		273		276

		Investment in associates and joint ventures		81		77		36		48		51

		Retirement benefit assets				2		2		3		3

		Other financial assets (non-current)		168		173		156		185		212

		Derivative financial instruments (non-current)		5		-		7		20		4

		Deferred compensation plan investments		236		256		216		250		286

		Non-current tax receivable		15		1

		Non-current other receivables						3		13		35

		Deferred tax assets		113		147		126		134		122

		Contract costs (non-current)		70		72		75		82		90

		Contract assets (non-current)		311		316		336		424		612

		Total non-current assets		2,796		2,650		2,538		2,684		2,879

		Inventories		5		4		4		5		4

		Trade and other receivables		514		574		646		740		785

		Current tax receivable		18		1		16		15		22

		Other financial assets (current)		1		2		-		7		7

		Derivative financial instruments (current)		-

		Cash and cash equivalents		1,675		1,450		976		1,322		1,008

		Contract costs (current)		5		5		5		5		5

		Contract assets (current)		25		30		31		35		38

		Total current assets		2,243		2,066		1,678		2,129		1,869

		Assets classified as held for sale		-

		Total assets		5,039		4,716		4,216		4,813		4,748

		LIABILITIES

		Loans and other borrowings (current)		(869)		(292)		(55)		(599)		(398)

		Lease liabilities (current)		(34)		(35)		(26)		(30)		(26)

		Derivative financial instruments (current)								(25)		-

		Trade and other payables (current)		(466)		(579)		(697)		(711)		(650)

		Deferred revenue (current)		(452)		(617)		(681)		(752)		(766)

		Provisions (current)		(16)		(49)		(53)		(10)		(22)

		Insurance liabilities (current)								(12)		(14)

		Current tax payable		(30)		(52)		(32)		(51)		(52)

		Total current liabilities		(1,867)		(1,624)		(1,544)		(2,190)		(1,928)

		Loans and other borrowings (non-current)		(2,898)		(2,553)		(2,341)		(2,567)		(2,876)

		Lease liabilities (non-current)		(416)		(384)		(401)		(396)		(388)

		Derivative financial instruments (non-current)		(18)		(62)		(11)		-		(78)

		Retirement benefit obligations		(103)		(92)		(66)		(66)		(68)

		Deferred compensation plan liabilities		(236)		(256)		(216)		(250)		(286)

		Trade and other payables (non-current)		(94)		(89)		(81)		(75)		(78)

		Deferred revenue (non-current)		(1,117)		(996)		(1,043)		(1,096)		(1,294)

		Provisions (non-current)		(44)		(41)		(43)		(26)		(17)

		Insurance liabilities (non-current)								(25)		(25)

		Deferred tax liabilities		(95)		(93)		(78)		(68)		(18)

		Total non-current liabilities		(5,021)		(4,566)		(4,280)		(4,569)		(5,128)

		Liabilities classified as held for sale		-

		Total liabilities		(6,888)		(6,190)		(5,824)		(6,759)		(7,056)

		Net liabilities		(1,849)		(1,474)		(1,608)		(1,946)		(2,308)

		EQUITY

		IHG shareholders' equity		(1,857)		(1,481)		(1,615)		(1,950)		(2,312)

		Non-controlling interest		8		7		7		4		4

		Total equity		(1,849)		(1,474)		(1,608)		(1,946)		(2,308)





CFS_5YR

		InterContinental Hotels Group PLC — Consolidated (Group) Statement of Cash Flows

		5-Year Combined Summary, as reported in each year's Annual Report / Form 20-F ($ millions)

		For the year ended 31 December		2020		2021		2022		2023		2024

		Profit/(loss) for the year		(260)		265		376		750		628

		Adjustments reconciling profit/(loss) for the year to cash flow from operations		568		583		585		469		521

		Cash flow from operations		308		848		961		1,219		1,149

		Interest paid		(132)		(134)		(126)		(119)		(170)

		Interest received		2		8		22		36		57

		Contingent purchase consideration paid		-		-

		Deferred purchase consideration paid										(3)

		Tax paid		(41)		(86)		(211)		(243)		(309)

		Net cash from operating activities		137		636		646		893		724

		Cash flow from investing activities

		Purchase of property, plant and equipment		(26)		(17)		(54)		(28)		(29)

		Purchase of intangible assets		(50)		(35)		(45)		(54)		(49)

		Investment in associates and joint ventures		(2)		-		(1)		(3)		(6)

		Investment in other financial assets		(5)		(5)				(60)		(32)

		Acquisition of businesses, net of cash acquired

		Deferred and contingent purchase consideration paid				(13)						(10)

		Capitalised interest paid		(1)

		Distributions from associates and joint ventures		5

		Disposal of property, plant and equipment / hotel assets		1		44		3				9

		Repayments of other financial assets		13		14		13		8		11

		Disposal of equity securities		4

		Finance lease receipts										4

		Other investing cash flows						6				3

		Net cash from investing activities		(61)		(12)		(78)		(137)		(99)

		Cash flow from financing activities

		Repurchase of shares, including taxes and transaction costs						(482)		(790)		(804)

		Purchase of own shares by employee share trusts						(1)		(8)		(27)

		Dividends paid to shareholders						(233)		(245)		(259)

		Dividend paid to non-controlling interest								(3)

		Transaction costs relating to shareholder returns

		Issue of long-term bonds, including effect of currency swaps		1,093						657		834

		(Repayment)/issue of commercial paper		738		(828)

		Repayment of long-term bonds		(290)				(209)				(547)

		Settlement of currency swaps										(45)

		Principal element of lease payments		(65)		(32)		(36)		(28)		(46)

		(Decrease)/increase in other borrowings		(125)

		Proceeds from currency swaps		3

		Net cash from financing activities		1,354		(860)		(961)		(417)		(894)

		Net movement in cash and cash equivalents in the year		1,430		(236)		(393)		339		(269)

		Cash and cash equivalents at beginning of the year		108		1,624		1,391		921		1,278

		Exchange rate effects		86		3		(77)		18		(18)

		Cash and cash equivalents at end of the year		1,624		1,391		921		1,278		991





Ratio_5YRS

		InterContinental Hotels Group PLC — Key Financial Ratios

		5-Year Summary, FY2020–FY2024 — computed from IS_5YR, BS_5YR and CFS_5YR tabs ($ millions basis)

		Ratio		Formula (as computed)		2020		2021		2022		2023		2024

		PROFITABILITY

		Gross Margin		(Total revenue + Cost of sales) / Total revenue  [Cost of sales stored as negative]		85.2%		83.3%		83.4%		84.0%		84.9%

		Operating Margin		Operating profit/(loss) / Total revenue		-6.4%		17.0%		16.1%		23.1%		21.1%

		Net Margin		Profit/(loss) for the year / Total revenue		-10.9%		9.1%		9.7%		16.2%		12.8%

		LIQUIDITY

		Current Ratio		Total current assets / Total current liabilities  [liabilities stored as negative → ABS()]		1.20x		1.27x		1.09x		0.97x		0.97x

		Quick Ratio		(Cash & cash equivalents + Trade & other receivables) / Total current liabilities		1.17x		1.25x		1.05x		0.94x		0.93x

		Cash Ratio		Cash & cash equivalents / Total current liabilities		0.90x		0.89x		0.63x		0.60x		0.52x

		EFFICIENCY

		Asset Turnover		Total revenue / Total assets		0.48x		0.62x		0.92x		0.96x		1.04x

		Fixed Asset Turnover		Total revenue / Net property, plant & equipment		11.91x		21.22x		24.79x		30.22x		33.72x

		LEVERAGE

		Interest Coverage Ratio		Operating profit/(loss) / ABS(Financial expenses)		-1.06x		3.36x		5.32x		11.71x		5.13x

		Debt / Equity		ABS(Loans & other borrowings, current + non-current) / Total equity		-2.04x		-1.93x		-1.49x		-1.63x		-1.42x

		Notes & assumptions:

		• Fixed Asset Turnover uses net Property, Plant & Equipment only (excludes right-of-use lease assets), the traditional definition.

		• Interest Coverage uses IS_5YR "Financial expenses" as the interest-expense proxy (it also includes minor FX and lease-interest items alongside cash interest).

		• Debt/Equity uses interest-bearing "Loans and other borrowings" only (excludes lease liabilities). IHG has reported NEGATIVE total equity in every year shown (share buybacks exceeding retained earnings), so Debt/Equity is mathematically distorted (a negative ratio) and should be read alongside Debt/Total Assets rather than in isolation — see commentary below.

		• All figures sourced from the IS_5YR, BS_5YR and CFS_5YR tabs of this workbook, themselves drawn from IHG's Annual Reports/Form 20-F, FY2020–FY2024.

		TREND COMMENTARY

		Profitability

		All three margins collapsed in 2020 (Covid-19 demand shock) then recovered steadily through 2023, peaking with Net Margin at 16.2% as fee-based revenue rebounded faster than costs. Gross Margin has stayed structurally high and stable (83%–85%) throughout, since "Cost of sales" is a small slice of IHG's largely fee-based, asset-light model. 2024 Net Margin dipped to 12.8% despite record revenue, driven by a near-doubling of financial expenses (higher bond interest and FX losses), not weaker operations.

		Liquidity

		Current, Quick and Cash ratios were strongest in 2020–2021 as IHG built a defensive cash buffer during the pandemic. All three ratios have declined steadily since, falling below 1.0x from 2023 onward, as cash was redeployed into large share buybacks ($482m in 2022, rising to $804m in 2024) rather than retained. This reflects a capital-allocation choice, backed by undrawn credit facilities, rather than deteriorating operating liquidity.

		Efficiency

		Asset Turnover more than doubled, from 0.48x (2020) to over 1.0x (2024), as revenue grew on a broadly stable or shrinking asset base — consistent with IHG's franchise/fee model. Fixed Asset Turnover rose even more sharply (from roughly 12x to over 30x) as net PP&E nearly halved between 2020 and 2024 while revenue more than doubled, reflecting continued shift toward asset-light, fee-generating operations.

		Leverage

		Interest Coverage swung from negative in 2020 (operating loss) to a peak of ~11.7x in 2023 on record operating profit and low interest costs, before falling back to ~5.1x in 2024 as financial expenses rose sharply. Debt/Equity is negative throughout because total equity itself is negative (accumulated buybacks exceed retained earnings) — this makes the ratio directionally misleading; Debt/Total Assets (a cleaner read, not shown here but calculable as Debt ÷ Total Assets) tells a more consistent story: leverage fell from 2020 through 2022 as debt was repaid, then rose again in 2023–2024 to help fund shareholder returns.
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Assumptions

		INVESTMENT APPRAISAL — KEY ASSUMPTIONS

		Projects A, B, C — 5-Year Capital Budgeting Model

		GLOBAL ASSUMPTIONS

		Discount Rate (Cost of Capital)		8.0%										Hardcoded input (blue) — given in the brief. Used by NPV, PI and the IRR hurdle comparison on every sheet.

		Total Capital Available (Capital Rationing Budget)		£100.0m										Hardcoded input (blue) — editable scenario lever. Each project needs £50m, so £100m funds exactly 2 of the 3. Change this cell to re-run the Capital Rationing sheet under a different budget.

		ARR Denominator Basis		Initial Investment										Hardcoded input (blue), dropdown. "Initial Investment" is the more conservative/common convention in introductory finance courses; switching to "Average Investment" (Initial ÷ 2) roughly doubles every ARR figure. All ARR formulas in this workbook read this cell.

		MODELLING NOTE

		Cash flows are treated as net cash inflow = accounting profit (no separate depreciation/working-capital adjustment given in the brief), so ARR uses the net cash inflows directly as a proxy for accounting profit. All amounts are in £ millions.





Cash_Flows

		PROJECT CASH FLOWS (£m)

		Given in the brief — hardcoded inputs (blue). Year 0 = initial investment (outflow).

		Year		Project A		Project B		Project C

		0		(£50.00m)		(£50.00m)		(£50.00m)

		1		£10.00m		£11.00m		£5.00m

		2		£12.00m		£11.00m		£10.00m

		3		£14.00m		£11.00m		£20.00m

		4		£10.00m		£11.00m		£25.00m

		5		£8.00m		£11.00m		£5.00m

		Total Y1–Y5 inflow		£54.00m		£55.00m		£65.00m





Project_Appraisal

				PROJECT APPRAISAL — PAYBACK, ARR, NPV, PI, IRR

				All formulas reference Cash_Flows and Assumptions — change an input there and every metric below recalculates.

				PROJECT A												PROJECT B												PROJECT C

				Year		Cash Flow
(£m)		Discount
Factor		PV of CF
(£m)		Cumulative
CF (£m)				Year		Cash Flow
(£m)		Discount
Factor		PV of CF
(£m)		Cumulative
CF (£m)				Year		Cash Flow
(£m)		Discount
Factor		PV of CF
(£m)		Cumulative
CF (£m)

				0		(£50.00m)		1.0000		(£50.00m)		(£50.00m)				0		(£50.00m)		1.0000		(£50.00m)		(£50.00m)				0		(£50.00m)		1.0000		(£50.00m)		(£50.00m)

				1		£10.00m		0.9259		£9.26m		(£40.00m)				1		£11.00m		0.9259		£10.19m		(£39.00m)				1		£5.00m		0.9259		£4.63m		(£45.00m)

				2		£12.00m		0.8573		£10.29m		(£28.00m)				2		£11.00m		0.8573		£9.43m		(£28.00m)				2		£10.00m		0.8573		£8.57m		(£35.00m)

				3		£14.00m		0.7938		£11.11m		(£14.00m)				3		£11.00m		0.7938		£8.73m		(£17.00m)				3		£20.00m		0.7938		£15.88m		(£15.00m)

				4		£10.00m		0.7350		£7.35m		(£4.00m)				4		£11.00m		0.7350		£8.09m		(£6.00m)				4		£25.00m		0.7350		£18.38m		£10.00m

				5		£8.00m		0.6806		£5.44m		£4.00m				5		£11.00m		0.6806		£7.49m		£5.00m				5		£5.00m		0.6806		£3.40m		£15.00m

				Payback Period		4.50 yrs										Payback Period		4.55 yrs										Payback Period		3.60 yrs

				ARR		21.6%										ARR		22.0%										ARR		26.0%

				NPV		(£6.54m)										NPV		(£6.08m)										NPV		£0.86m

				Profitability Index (PI)		0.87x										Profitability Index (PI)		0.88x										Profitability Index (PI)		1.02x

				IRR		2.7%										IRR		3.3%										IRR		8.6%

				Accept? (NPV > 0)		REJECT										Accept? (NPV > 0)		REJECT										Accept? (NPV > 0)		ACCEPT

				Formulas used (identical structure for all three projects, columns re-pointed to Project B / C):

				• Discount Factor = 1 / (1 + discount rate) ^ Year

				• PV of Cash Flow = Cash Flow × Discount Factor

				• Cumulative Cash Flow = prior cumulative + this year's cash flow (undiscounted, drives Payback Period)

				• Payback Period = (last full year before recovery) + (remaining amount to recover ÷ cash flow in the recovery year) — via SUMPRODUCT locating the year cumulative CF first turns non-negative

				• ARR = Average annual net cash inflow (Y1–Y5) ÷ Initial Investment (or ÷ Average Investment, per the Assumptions toggle)

				• NPV = NPV(discount rate, Year 1–5 cash flows) + Year 0 cash flow — Excel's NPV() function assumes the first value supplied is discounted one full period, so Year 0 is added back undiscounted

				• Profitability Index (PI) = PV of Year 1–5 cash flows ÷ Initial Investment (values above 1.00x create value; below 1.00x destroy value)

				• IRR = IRR(Year 0–5 cash flow array) — the discount rate at which NPV = 0





Capital_Rationing

		CAPITAL RATIONING — WHICH COMBINATION OF PROJECTS?

		Budget-constrained selection using NPV and the Profitability Index (PI)

		Total Capital Available		£100.0m				(each project needs £50m — edit Assumptions!B6 to test other budgets)

		STEP 1 — RANK INDIVIDUAL PROJECTS BY PI

		Project		Initial Investment		NPV		PI (ranked)

		Project A		£50.0m		(£6.54m)		0.87x

		Project B		£50.0m		(£6.08m)		0.88x

		Project C		£50.0m		£0.86m		1.02x

		Since every project requires the same £50m outlay, ranking by PI here gives the same order as ranking by NPV directly — PI matters most when projects have different initial investments.

		STEP 2 — EVALUATE EVERY FEASIBLE COMBINATION

		Combination		Total Investment		Total NPV		Fits Budget?		Value-Adding?

		A only		£50.0m		(£6.54m)		Yes		No

		B only		£50.0m		(£6.08m)		Yes		No

		C only		£50.0m		£0.86m		Yes		Yes

		A + B		£100.0m		(£12.62m)		Yes		No

		A + C		£100.0m		(£5.69m)		Yes		No

		B + C		£100.0m		(£5.22m)		Yes		No

		A + B + C		£150.0m		(£11.77m)		No		No

		STEP 3 — OPTIMAL COMBINATION UNDER THE BUDGET CONSTRAINT

		Best Feasible NPV		ERROR:#NAME?

		Recommended Combination		ERROR:#NAME?

		Judgement: with a £100m budget the company could physically fund any two of the three projects (each needs £50m), but Projects A and B both have negative NPV on their own. Adding a negative-NPV project never increases total wealth, however much spare budget remains — so the wealth-maximising decision is to invest only in Project C (NPV ≈ +£0.86m) and leave the remaining £50m of budget unspent or redeployed elsewhere (e.g., short-term investment, a future project, or returned to shareholders), rather than mechanically spending the full £100m.





Summary_Recommendation

		SUMMARY & RECOMMENDATION

		All figures below are live links to Project_Appraisal / Capital_Rationing — nothing is re-typed.

		Metric		Project A		Project B		Project C

		Initial Investment		£50.0m		£50.0m		£50.0m

		Payback Period		4.50 yrs		4.55 yrs		3.60 yrs

		ARR		21.6%		22.0%		26.0%

		NPV		(£6.54m)		(£6.08m)		£0.86m

		Profitability Index (PI)		0.87x		0.88x		1.02x

		IRR		2.7%		3.3%		8.6%

		Decision (NPV rule)		REJECT		REJECT		ACCEPT

		JUDGEMENT — INDIVIDUAL PROJECT RECOMMENDATION

		• Project C is the only project that creates shareholder value at an 8% cost of capital: NPV ≈ +£0.86m, PI = 1.02x (PV of inflows exceeds the £50m outlay), and IRR ≈ 8.6% — just clears the 8% hurdle rate.

		• Project A destroys value: NPV ≈ -£6.54m, PI = 0.87x, IRR ≈ 2.7% — well below the 8% hurdle. Its cash flows are front-loaded but not large enough in total (only £54m over 5 years against a £50m outlay) to earn the required return once discounted.

		• Project B also destroys value: NPV ≈ -£6.08m, PI = 0.88x, IRR ≈ 3.3%. Its flat £11m/year annuity looks 'safe' but is simply too small relative to the £50m outlay and 8% hurdle rate.

		• Payback and ARR rank the projects similarly (C fastest payback at 3.6 yrs and highest ARR at 26%), which reinforces the NPV/IRR/PI conclusion here — but payback and ARR ignore the time value of money and would be unreliable signals on their own if the rankings had disagreed.

		• Recommendation: accept Project C; reject Projects A and B, regardless of whether capital is rationed or freely available.

		JUDGEMENT — CAPITAL RATIONING RECOMMENDATION

		Recommended Combination		ERROR:#NAME?

		Combined NPV		ERROR:#NAME?

		• With a £100m capital budget (Assumptions!B6), the firm could physically fund any two of the three £50m projects — but PI/NPV ranking shows only Project C adds value.

		• The correct capital-rationing rule is to maximise total NPV within the budget, not to maximise the number of projects funded or spend the whole budget. Pairing C with A or B would reduce total NPV versus C alone (see Capital_Rationing sheet, Step 2), because A and B are negative-NPV on a standalone basis.

		• Optimal decision: invest £50m in Project C only. The remaining £50m of budget is better redeployed elsewhere (e.g., a future project, short-term investment, or returned to shareholders) than forced into A or B.

		• If the discount rate or budget assumptions change (Assumptions sheet), every figure on this page — including this recommendation — recalculates automatically.
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IHG_Benchmark_Analysis.xlsx
IHG Data

		IHG (InterContinental Hotels Group) — Group Financial Statement Extracts

		Source: IHG Annual Report and Form 20-F 2024 (Group Income Statement p.190, Group Statement of Financial Position p.195)

		$ millions unless noted

		Line item		2024		2023		2022		Notes / Source

		Total revenue		$4,923		$4,624		$3,892		Group Income Statement, p.190

		Operating profit		$1,041		$1,066		$628		Group Income Statement, p.190

		Profit for the year (net income)		$628		$750		$376		Group Income Statement, p.190

		Total current assets		$1,869		$2,129				Group Statement of Financial Position, p.195

		  of which: Inventories		$4		$5				Group Statement of Financial Position, p.195

		Total non-current assets		$2,879		$2,684				Group Statement of Financial Position, p.195

		Total assets		$4,748		$4,813				Group Statement of Financial Position, p.195

		Total current liabilities		$1,928		$2,190				Group Statement of Financial Position, p.195

		Total non-current liabilities		$5,128		$4,569				Group Statement of Financial Position, p.195

		Total liabilities		$7,056		$6,759				Group Statement of Financial Position, p.195

		Total equity (net liabilities)		($2,308)		($1,946)				Group Statement of Financial Position, p.195 — negative due to sustained share buybacks

		Loans and other borrowings — current		$398		$599				Group Statement of Financial Position, p.195

		Loans and other borrowings — non-current		$2,876		$2,567				Group Statement of Financial Position, p.195

		Total debt (loans & borrowings, current + non-current)		$3,274

		Note: IHG operates an asset-light, fee-based model and has returned significant capital to shareholders via buybacks, which has pushed

		Total equity into a net liability (deficit) position since 2018. This makes ROE and Debt/Equity not meaningful (N/M) on a standard basis.





IHG Ratios

		IHG — Key Financial Ratios (FY2024, FY2023, FY2022)

		All figures calculated from 'IHG Data' sheet. Formulas recalculate automatically if source figures change.

		Ratio		2024		2023		2022		Formula / Notes

		Current ratio		0.97		0.97				Current assets / Current liabilities

		Quick ratio		0.97		0.97				(Current assets - Inventories) / Current liabilities

		Net profit margin		12.8%		16.2%		9.7%		Net income / Total revenue

		Operating margin		21.1%		23.1%		16.1%		Operating profit / Total revenue

		Return on assets (ROA)		13.2%		15.6%				Net income / Total assets

		Return on equity (ROE)		-27.2%		-38.5%				Net income / Total equity — N/M: equity is negative (buyback-funded deficit)

		Debt-to-assets		69.0%		65.8%				Total debt / Total assets

		Debt-to-equity		-1.42						Total debt / Total equity — N/M: equity is negative

		Asset turnover		1.04		0.96				Total revenue / Total assets





Benchmark

		Benchmark: IHG vs. Direct Competitors — FY2024 Financial Ratios

		Peer set: Marriott International (MAR), Hilton Worldwide Holdings (HLT), Accor SA (AC.PA) — the three largest global hotel groups competing directly with IHG on brand portfolio, franchise/management fee model and geographic footprint.

		Ratios are dimensionless so remain comparable despite IHG/Marriott/Hilton reporting in USD and Accor reporting in EUR. IHG figures link live to the 'IHG Ratios' sheet; competitor figures are hardcoded inputs sourced as noted in column F.

		Ratio (FY2024)		IHG		Marriott
(MAR)		Hilton
(HLT)		Accor
(AC.PA)		Source / Note

		Net profit margin		12.8%		9.5%		13.8%		10.9%		Net income / total revenue (incl. cost-reimbursement revenue). MAR: stockanalysis.com FY2024 (Net income $2,375m / Revenue $25,100m). HLT: SimplyWall.st net income $1,538m / Yahoo Finance total revenue $11,170m FY2024. Accor: FY2024 results release, net profit Group share €610m / revenue €5,606m.

		Operating margin		21.1%		15.0%		21.2%		15.5%		MAR: stockanalysis.com FY2024 operating margin. HLT: Yahoo Finance operating income $2,370m / revenue $11,170m FY2024. Accor: investing.com TTM operating margin (proxy for FY2024).

		Return on assets (ROA)		13.2%		11.0%		12.8%		5.1%		MAR & HLT: stockanalysis.com FY2024 ratios. Accor: calculated as net profit €610m / total assets €12,060m (Yahoo Finance FY2024 balance sheet).

		Return on equity (ROE)		-27.2%		-129.3%		-51.0%		11.2%		MAR & HLT: stockanalysis.com FY2024 (both carry negative equity from sustained buybacks, so ROE is N/M in the usual sense). Accor: net profit €610m / total equity €5,470m (Yahoo Finance FY2024) — Accor is the only peer with positive book equity.

		Current ratio		0.97		0.40		0.70		1.00		MAR & HLT: stockanalysis.com FY2024. Accor: estimated ~1.0x from positive FY2024 working capital of €153m (Yahoo Finance balance sheet); Accor does not disclose a single current assets/liabilities split as granular as the US peers.

		Quick ratio		0.97		0.37		0.61		n/a		MAR & HLT: stockanalysis.com FY2024. Accor quick ratio not readily available from public summaries; omitted rather than estimated.

		Debt-to-assets		69.0%		n/a		n/a		54.6%		IHG calculated from Group statement of financial position. Comparable US-GAAP 'debt/assets' not published as a standard line by stockanalysis.com; Accor calculated as total liabilities €6,590m / total assets €12,060m (Yahoo Finance FY2024).

		Debt-to-equity		-1.42		-4.66		-3.08		0.91		MAR & HLT: stockanalysis.com FY2024 (negative — both have negative equity, so ratio is N/M in the conventional sense). Accor: investing.com total debt-to-equity ratio (most recent, used as FY2024 proxy).

		Asset turnover		1.04		0.97		0.70		0.47		MAR & HLT: stockanalysis.com FY2024. Accor: investing.com asset turnover ratio (TTM, used as FY2024 proxy).

		Strengths & Weaknesses vs. Peer Benchmark

		STRENGTH		Liquidity		IHG's current ratio (~0.97x) is the strongest of the four peers and the only one close to the 1.0x rule-of-thumb benchmark — Marriott (0.40x) and Hilton (0.70x) run much thinner short-term liquidity buffers, reflecting the sector's structurally low-inventory, cash-rich, asset-light model.

		STRENGTH		Capital efficiency (ROA)		IHG's ROA (~13.2%) is the highest in the peer set, ahead of Hilton (~12.8%), Marriott (~11.0%) and well ahead of Accor (~5.1%). This shows IHG converts its (relatively small) asset base into profit more effectively than peers — consistent with its heavily franchised, fee-driven model.

		STRENGTH		Asset turnover		At ~1.04x, IHG generates more revenue per dollar of assets than Marriott (0.97x), Hilton (0.70x) or Accor (0.47x), underlining IHG's lean balance sheet and fee-based (rather than owned-asset) business model.

		WEAKNESS		Negative equity / ROE and Debt/Equity not meaningful		Like Marriott and Hilton, IHG has a shareholders' deficit (-$2,308m) after years of debt-funded share buybacks, so ROE and Debt/Equity are not meaningful on a conventional basis for three of the four peers. Accor is the outlier with positive equity (€5,470m) and a 'normal', interpretable ROE of ~11.2% — a genuine structural strength for Accor that IHG, Marriott and Hilton cannot currently claim.

		WEAKNESS		Elevated leverage		IHG's debt-to-assets ratio (~68.9%) is materially higher than Accor's (~54.6%), and IHG carries $3.27bn of debt against a much smaller earnings and asset base than Marriott or Hilton, leaving less headroom to absorb a downturn without covenant or refinancing pressure.

		WATCH		Margins are competitive but not best-in-class		IHG's net margin (~12.8%) sits between Marriott (~9.5%) and Hilton (~13.8%/~21.2% operating), and its operating margin (~21.1%) trails Hilton's (~21.2%) only marginally — but Hilton's scale and higher-margin luxury/lifestyle mix give it more room to reinvest or return capital while sustaining leverage.

		Legend:

		Green text = live link to 'IHG Ratios' sheet

		Blue text = hardcoded competitor input (see source note)
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IHG Data

		IHG (InterContinental Hotels Group) — Group Financial Statement Extracts

		Source: IHG Annual Report and Form 20-F 2024 (Group Income Statement p.190, Group Statement of Financial Position p.195)

		$ millions unless noted

		Line item		2024		2023		2022		Notes / Source

		Total revenue		$4,923		$4,624		$3,892		Group Income Statement, p.190

		Operating profit		$1,041		$1,066		$628		Group Income Statement, p.190

		Profit for the year (net income)		$628		$750		$376		Group Income Statement, p.190

		Total current assets		$1,869		$2,129				Group Statement of Financial Position, p.195

		  of which: Inventories		$4		$5				Group Statement of Financial Position, p.195

		Total non-current assets		$2,879		$2,684				Group Statement of Financial Position, p.195

		Total assets		$4,748		$4,813				Group Statement of Financial Position, p.195

		Total current liabilities		$1,928		$2,190				Group Statement of Financial Position, p.195

		Total non-current liabilities		$5,128		$4,569				Group Statement of Financial Position, p.195

		Total liabilities		$7,056		$6,759				Group Statement of Financial Position, p.195

		Total equity (net liabilities)		($2,308)		($1,946)				Group Statement of Financial Position, p.195 — negative due to sustained share buybacks

		Loans and other borrowings — current		$398		$599				Group Statement of Financial Position, p.195

		Loans and other borrowings — non-current		$2,876		$2,567				Group Statement of Financial Position, p.195

		Total debt (loans & borrowings, current + non-current)		$3,274

		Note: IHG operates an asset-light, fee-based model and has returned significant capital to shareholders via buybacks, which has pushed

		Total equity into a net liability (deficit) position since 2018. This makes ROE and Debt/Equity not meaningful (N/M) on a standard basis.





IHG Ratios

		IHG — Key Financial Ratios (FY2024, FY2023, FY2022)

		All figures calculated from 'IHG Data' sheet. Formulas recalculate automatically if source figures change.

		Ratio		2024		2023		2022		Formula / Notes

		Current ratio		0.97		0.97				Current assets / Current liabilities

		Quick ratio		0.97		0.97				(Current assets - Inventories) / Current liabilities

		Net profit margin		12.8%		16.2%		9.7%		Net income / Total revenue

		Operating margin		21.1%		23.1%		16.1%		Operating profit / Total revenue

		Return on assets (ROA)		13.2%		15.6%				Net income / Total assets

		Return on equity (ROE)		-27.2%		-38.5%				Net income / Total equity — N/M: equity is negative (buyback-funded deficit)

		Debt-to-assets		69.0%		65.8%				Total debt / Total assets

		Debt-to-equity		-1.42						Total debt / Total equity — N/M: equity is negative

		Asset turnover		1.04		0.96				Total revenue / Total assets





Benchmark

		Benchmark: IHG vs. Direct Competitors — FY2024 Financial Ratios

		Peer set: Marriott International (MAR), Hilton Worldwide Holdings (HLT), Accor SA (AC.PA) — the three largest global hotel groups competing directly with IHG on brand portfolio, franchise/management fee model and geographic footprint.

		Ratios are dimensionless so remain comparable despite IHG/Marriott/Hilton reporting in USD and Accor reporting in EUR. IHG figures link live to the 'IHG Ratios' sheet; competitor figures are hardcoded inputs sourced as noted in column F.

		Ratio (FY2024)		IHG		Marriott
(MAR)		Hilton
(HLT)		Accor
(AC.PA)		Source / Note

		Net profit margin		12.8%		9.5%		13.8%		10.9%		Net income / total revenue (incl. cost-reimbursement revenue). MAR: stockanalysis.com FY2024 (Net income $2,375m / Revenue $25,100m). HLT: SimplyWall.st net income $1,538m / Yahoo Finance total revenue $11,170m FY2024. Accor: FY2024 results release, net profit Group share €610m / revenue €5,606m.

		Operating margin		21.1%		15.0%		21.2%		15.5%		MAR: stockanalysis.com FY2024 operating margin. HLT: Yahoo Finance operating income $2,370m / revenue $11,170m FY2024. Accor: investing.com TTM operating margin (proxy for FY2024).

		Return on assets (ROA)		13.2%		11.0%		12.8%		5.1%		MAR & HLT: stockanalysis.com FY2024 ratios. Accor: calculated as net profit €610m / total assets €12,060m (Yahoo Finance FY2024 balance sheet).

		Return on equity (ROE)		-27.2%		-129.3%		-51.0%		11.2%		MAR & HLT: stockanalysis.com FY2024 (both carry negative equity from sustained buybacks, so ROE is N/M in the usual sense). Accor: net profit €610m / total equity €5,470m (Yahoo Finance FY2024) — Accor is the only peer with positive book equity.

		Current ratio		0.97		0.40		0.70		1.00		MAR & HLT: stockanalysis.com FY2024. Accor: estimated ~1.0x from positive FY2024 working capital of €153m (Yahoo Finance balance sheet); Accor does not disclose a single current assets/liabilities split as granular as the US peers.

		Quick ratio		0.97		0.37		0.61		n/a		MAR & HLT: stockanalysis.com FY2024. Accor quick ratio not readily available from public summaries; omitted rather than estimated.

		Debt-to-assets		69.0%		n/a		n/a		54.6%		IHG calculated from Group statement of financial position. Comparable US-GAAP 'debt/assets' not published as a standard line by stockanalysis.com; Accor calculated as total liabilities €6,590m / total assets €12,060m (Yahoo Finance FY2024).

		Debt-to-equity		-1.42		-4.66		-3.08		0.91		MAR & HLT: stockanalysis.com FY2024 (negative — both have negative equity, so ratio is N/M in the conventional sense). Accor: investing.com total debt-to-equity ratio (most recent, used as FY2024 proxy).

		Asset turnover		1.04		0.97		0.70		0.47		MAR & HLT: stockanalysis.com FY2024. Accor: investing.com asset turnover ratio (TTM, used as FY2024 proxy).

		Strengths & Weaknesses vs. Peer Benchmark

		STRENGTH		Liquidity		IHG's current ratio (~0.97x) is the strongest of the four peers and the only one close to the 1.0x rule-of-thumb benchmark — Marriott (0.40x) and Hilton (0.70x) run much thinner short-term liquidity buffers, reflecting the sector's structurally low-inventory, cash-rich, asset-light model.

		STRENGTH		Capital efficiency (ROA)		IHG's ROA (~13.2%) is the highest in the peer set, ahead of Hilton (~12.8%), Marriott (~11.0%) and well ahead of Accor (~5.1%). This shows IHG converts its (relatively small) asset base into profit more effectively than peers — consistent with its heavily franchised, fee-driven model.

		STRENGTH		Asset turnover		At ~1.04x, IHG generates more revenue per dollar of assets than Marriott (0.97x), Hilton (0.70x) or Accor (0.47x), underlining IHG's lean balance sheet and fee-based (rather than owned-asset) business model.

		WEAKNESS		Negative equity / ROE and Debt/Equity not meaningful		Like Marriott and Hilton, IHG has a shareholders' deficit (-$2,308m) after years of debt-funded share buybacks, so ROE and Debt/Equity are not meaningful on a conventional basis for three of the four peers. Accor is the outlier with positive equity (€5,470m) and a 'normal', interpretable ROE of ~11.2% — a genuine structural strength for Accor that IHG, Marriott and Hilton cannot currently claim.

		WEAKNESS		Elevated leverage		IHG's debt-to-assets ratio (~68.9%) is materially higher than Accor's (~54.6%), and IHG carries $3.27bn of debt against a much smaller earnings and asset base than Marriott or Hilton, leaving less headroom to absorb a downturn without covenant or refinancing pressure.

		WATCH		Margins are competitive but not best-in-class		IHG's net margin (~12.8%) sits between Marriott (~9.5%) and Hilton (~13.8%/~21.2% operating), and its operating margin (~21.1%) trails Hilton's (~21.2%) only marginally — but Hilton's scale and higher-margin luxury/lifestyle mix give it more room to reinvest or return capital while sustaining leverage.

		Legend:

		Green text = live link to 'IHG Ratios' sheet

		Blue text = hardcoded competitor input (see source note)





CCC Workings

		IHG — Cash Conversion Cycle (CCC), FY2020–FY2024

		CCC = Days Inventory Outstanding (DIO) + Days Sales Outstanding (DSO) − Days Payable Outstanding (DPO)

		Source: IHG Annual Report and Form 20-F, each year 2020–2024 (Group Income Statement & Group Statement of Financial Position). 365-day convention used throughout.

		Inputs ($m)

		Line item		2020		2021		2022		2023		2024		Notes

		Total revenue		$2,394		$2,907		$3,892		$4,624		$4,923		Group Income Statement

		Cost of sales (COGS)		$354		$486		$648		$742		$745		Group Income Statement

		Inventories (year-end)		$5		$4		$4		$5		$4		Group Statement of Financial Position

		Trade and other receivables (current)		$514		$574		$646		$740		$785		Group Statement of Financial Position

		Trade and other payables (current)		$466		$579		$697		$711		$650		Group Statement of Financial Position

		Workings (formulas reference the Inputs block above)

		Ratio		2020		2021		2022		2023		2024		Formula

		Days Inventory Outstanding (DIO)		5.16		3.00		2.25		2.46		1.96		Inventory / COGS x 365

		Days Sales Outstanding (DSO)		78.37		72.07		60.58		58.41		58.20		Receivables / Revenue x 365

		Days Payable Outstanding (DPO)		480.48		434.85		392.60		349.75		318.46		Payables / COGS x 365

		Cash Conversion Cycle (CCC)		-397.0		-359.8		-329.8		-288.9		-258.3		DIO + DSO − DPO (days)

		Year-on-year change in CCC (days)		n/a		+37.2		+30.0		+40.9		+30.6		This year's CCC minus prior year's CCC

		Note: IHG's CCC is deeply negative throughout because it is an asset-light, fee-based hotel franchisor/manager — inventory is negligible, and trade payables (which include amounts owed to hotel owners/suppliers under the System Fund and operating model) are large relative to the small reported cost-of-sales line. A negative CCC means IHG collects cash and is paid by/through the system well before it settles its own payables — i.e., the business is funded by its trading cycle rather than tying up cash in it.
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