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[bookmark: _Toc235095531]1. Financial Health Check
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Table 1: IHG Financial Statement Data, 2021-2025
Source: Collected from IHGA Annual Reports (2021-2025)
IHG's financial health was evaluated based on five years of financial performance, such as 2021-2025. Profitability, liquidity, efficiency, gearing, investment performance and cash flow generation analysis are done to determine the important trends, strengths and potential financial threats (Hasidi et al., 2024). The Excel sheets behind the financial statements analysed are Table 1 and Table 2, that summarises the calculated financial ratios. The analysis shows that IHG can be characterised by the asset-light business model, under which a significant portion of the hotels are controlled and franchised, rather than owned directly.
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Table 2. IHG Financials Ratio Analysis, 2021-2025
Source: Self-made calculations based on IHGA Annual Reports (2021-2025)
[bookmark: _Toc235095532]1.1 Profitability Analysis
Table 2 and Figure 1 illustrate that the profitability of IHG has improved considerably from 2021 to 2025. The operating profit margin increased from 9.52% in 2021 to 12.76% in 2022 before rising sharply to 23.05% in 2023, 26.76% in 2024 and 41.17% in 2025. Likewise, the net profit margin rose to 26.05% as compared to 5.13% over the past five years. These trends have led to a tremendous improvement in the ability of the company to convert revenue into operating and net profit (Mordi et al., 2025).

Figure 1: IHG Profitability Ratios, 2021–2025
(Source: Self-made calculations based on IHG Annual Reports, 2021-2025)
The improvement is particularly significant because Table 1 shows that the reported revenue has decreased from 2021 to 2025, but operating profit has increased from 494 million to 1,198 million. The net income also improved to 758 million, as compared to 266 million. This variance indicates that the profitability of the reported revenue base of IHG has been improved significantly and could indicate modifications in revenue reporting, business mix, operating leverage and the advantages of its asset-light franchise and management system (Andini, 2026). The seeming rise in margins, however, should be taken with caution since the reporting revenue composition can change significantly to impact cross-year comparisons.
Return on assets increased from 5.64% in 2021 to 15.58% in 2023 before moderating to 13.23% in 2024 and recovering to 14.18% in 2025. This implies that IHG was much more efficient in the profitability of its properties. Return on equity similarly increased from 8.00% in 2021 to a peak of 20.88% in 2023 before declining to 17.03% in 2024 and 16.45% in 2025. Although the profitability was greatly increased compared to 2021, the fall of the ROE after 2023 indicates that the increase in equity was higher than the increase in net profit, reducing the incremental value added to the stockholders (Al-Shattarat et al., 2023).
[bookmark: _Toc235095533]1.2 Liquidity Analysis
Table 2 and Figure 2 show that the liquidity position of IHGA declined during the five years. The current ratio declined from 1.27 in 2021 to 1.09 in 2022 and subsequently fell below 1.0, reaching 0.97 in both 2023 and 2024 and 0.98 in 2025. The same trend was almost similar in the quick ratio, which declined by 0.97 to 1.27. The insignificant change in the two ratios indicates that IHG had very low levels of inventory, with a range of only between $4 million and 5 million (Nasution and Yusleny, 2023).

Figure 2: IHG Liquidity Ratios, 2021–2025
(Source: Self-made calculations based on IHG Annual Reports, 2021-2025)
The possible short-term liquidity risk may be reflected by a value of less than 1.0, indicating that current assets are below current liabilities. Currently in 2025, e.g. the current assets were 2,049 million, and the current liabilities were 2,100 million. However, liquidity cannot be measured alone (Blessing and Sakouvogui, 2023). The asset-light business model and operating cash generation developed by IHG can enable the latter to transact its business in a sustainable manner with relatively low conventional liquidity ratios (Blessing and Sakouvogui, 2023). Nevertheless, such a tendency to stay below 1.0 since 2023 deserves special consideration, especially considering the increasing debt of the company.
[bookmark: _Toc235095534]1.3 Efficiency Analysis
The huge differences in the working-capital efficiency indicators of IHG are presented in Figure 3. The inventory outstanding days were quite low, and the number decreased to 2.39 days in 2025 compared to 3.00 days in 2021. This conforms to the small contribution of inventory to the inventory-light hospitality model of IHG (Okafor, 2025).

Figure 3: IHG Efficiency Ratios, 2021–2025
(Source: Self-made calculations based on IHGA Annual Reports, 2021-2025)
A greater concern is the deteriorating sales outstanding. As Table 2 shows, DSO increased continuously from 38.34 days in 2021 to 40.85 days in 2022, 61.96 days in 2023, 78.16 days in 2024 and 108.12 days in 2025. This means that there could be slower collection or a change in revenue mix, or an increasing amount due to franchisees and other counterparties. The trend may put a strain on the working capital even though it may report high profitability (Olulu-Briggs and Wobo, 2023).
The days outstanding paid were quite high, such that it was between 318.46 and 447.90 days. DPO peaked at 447.90 days in 2022, subsequently declined to 318.46 days in 2024 and recovered to 354.97 days in 2025. The long payment days can help the liquidity of the business by allowing the business to hold the cash longer, but the remarkably high DPO values must be used with caution because the cost-of-sales denominator may not be in line with the nature of all the trade payables (Nie, 2024). The measures of efficiency will be directly informative in the analysis of the cash operating cycle that follows.
[bookmark: _Toc235095535]1.4 Gearing Analysis
As indicated in Table 2 and Figure 4, IHG had a high level of financial leverage throughout the period. The debt-to-equity ratio declined in 2021 (2.26) and 2024 (1.60) but slightly grew to 1.68 in 2025. The first drop is that the equity base of the company increased at a higher rate than the amount of debt, and this gave a slight positive change in the capital structure of the company (Arifaj et al., 2023).

Figure 4: IHG Gearing Ratios, 2021–2025
(Source: Self-made calculations based on IHG Annual Reports, 2021-2025)
But the trend in the debt-to-assets ratio is even more worrying. After declining from 0.71 in 2021 to 0.67 in 2022, it increased to 0.75 in 2023, 0.78 in 2024 and 0.86 in 2025. As seen in Table 1, total debt in 2025 was 4,607 million in comparison to total assets, which were 5,345 million. This implies that debt was equivalent to approximately 86 per cent of the asset base, and this is more susceptible to changes in interest rate, risk of refinancing and economic shocks (Ahmad et al., 2026). An increase in leverage, thus, is one of the greatest financial risks that was detected by the five-year analysis.
[bookmark: _Toc235095536]1.5 Investment Analysis
P/E ratio was quite volatile, with Figure 5 illustrating the same. It decreased from 43.69 in 2021 to 27.79 in 2022 and 20.25 in 2023, before increasing to 29.90 in 2024 and declining to 24.94 in 2025.

Figure 5: IHG Price-to-Earnings Ratio, 2021–2025
(Source: Self-made calculations based on IHG Annual Reports, 2021-2025)
The high P/E ratio of 2021 was an indication of high market valuation compared to the comparatively low earnings per share of $1.47. Normalisation of the P/E ratio was realised when EPS recovered the lost value of 4.41 in 2023 and 4.87 in 2025, despite the extreme growth of the share price. Share price increase of 64.22 in 2021 to 121.45 in 2025 indicates that investor confidence is increasing, but the valuation is also sensitive to the further growth in revenues, macroeconomics and sustainability of profitability arising at IHG (Sadhishkumar and Swarupa, 2024).
[bookmark: _Toc235095537]1.6 Cash Flow Analysis
The cash flow performance is a major financial strength of IHG. As Figure 6 illustrates, the operating cash flow margin will increase to 30.86 in 2025, as compared to 12.26 in 2021, and the free cash flow margin will increase to 28.21 in 2025, as compared to 10.89.

Figure 6: IHG Cash Flow Ratios, 2021–2025
(Source: Self-made calculations based on IHG Annual Reports, 2021-2025)
Although there was a temporary decline in both measures in 2024, the high recovery in 2025 demonstrates high cash-generating potential. Table 1 shows that the operating cash flow would amount to a projection of $898 million, and free cash flow would amount to a projection of $821 million in the year 2025. A healthy free cash flow will enable IHG to not only cover its debt but also repay capital to its shareholders and undertake strategic investments (Sadhishkumar and Swarupa, 2024). However, this strength must be counterbalanced by the rising debt-to-assets ratio and the declining traditional liquidity position.
[bookmark: _Toc235095538]2. Analysis of Working Capital Management
[bookmark: _Toc235095539]2.1 Cash Operating Cycle
The management of the working capital will play a key role in ensuring that IHG can be able to hold the liquidity, manage its short-term liabilities, and continue its activities on the international front without necessarily depending on outside sources of funds. The cash operating cycle (COC) is the time it takes to collect cash invested in operating activities and cash collected in consequence of sales, considering the Days Inventory Outstanding (DIO), Days Sales Outstanding (DSO) and Days Payable Outstanding (DPO) (Karim et al., 2024). As can be seen in Table 3, IHG experienced a negative COC in 2021-2025, which is DIO + DSO -DPO.
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Table 3: IHG Cash Operating Cycle 2021-2025
(Source: Self-made calculations based on IHG Annual Reports, 2021-2025)
Table 3 shows that the COC was −393.51 days in 2021 and improved further to −404.48 days in 2022. It, however, declined significantly to -285.82 days in 2023 and -237.85 days in 2024, and then slightly to -244.46 days in 2025. This general trend of an upward movement towards zero can be seen in Figure 7, and it means that there is a decrease in the ability of IHG to sustain its working-capital advantage over the exceptionally negative cycles experienced in 2021 and 2022. The negative COC is normally an indication that the company is receiving operating cash before settling its suppliers, thereby reducing its requirement to borrow to finance its operating capital (Aldubhani et al., 2022).

Figure 7: IHG Cash Operating Cycle, 2021–2025
(Source: Self-made calculations based on IHG Annual Reports, 2021-2025)
This decrease can be attributed primarily to the fact that the DSO has increased considerably, by 38.34 days in 2021, up to 108.12 days in 2025. This means that its trade receivables have increased significantly compared to its annual revenue and could therefore be locking up cash that can be used to pay debts, invest or distribute dividends to the shareholders (Chang, 2022). IHGA needs to tighten its credit controls by implementing more stringent credit checks of the counterparties, automated invoice watch, earlier forced escalation on overdue balances and incentive on prompt payment. Since IHGA has a global franchise and management network, a centralised digital receivables monitoring may also enhance visibility in the different markets and detect delayed payments much faster.
The DPO was also very high, with an average of 318.46 to 447.90 days, and was the primary cause of the very negative COC. The short-term liquidity could be enhanced by long payment terms since IHG will be able to retain cash. But the high reliance on the demand-lateness of the payments of suppliers can be both ethical and business risks, such as the souring of the supplier, interference with service quality and pressure on smaller suppliers. Therefore, maximisation of DPO is not the only goal, but the development of sustainable payment conditions that would maximise liquidity conservation and sustainable supplier management (Mandipa and Sibindi, 2022). The extraordinarily large DPO must also be viewed with caution since the cost of sales might not be exactly equal to the trade payables that IHG is building through its business model, which is light on assets.
[bookmark: _Toc235095540]2.2 Improving Liquidity through working capital reforms
IHG ought to seek specific working-capital reforms to enhance liquidity. The reason is that the urgent need is to reduce DSO through improving the collection of receivables and by tightening the credit policy. Dynamic cash-flow forecasting should be done on major geographical markets to forecast short-term funding requirements as well as manage cash exposures to currencies (Mazanec, 2022). Although DIO was extremely low at the level of only 2.39 days in 2025, the optimisation of inventory should not be abandoned at the expense of the quality of the hotel services. These can be used to overcome the liquidity weakness noted in Section 1, where both the current and the quick ratios have stayed below 1.0 since 2023.
[bookmark: _Toc235095541]2.3 Short-term vs Long-term financing options
As far as financing is concerned, short-term facilities like revolving credit facilities, overdrafts and supplier credit provide flexibility in temporary working-capital situations but put IHG at risk of refinancing and variable interest-rate risks. The financing offered by long-term financing sources such as bonds, term loans or retained earnings is more stable in financing and may result in increased financing costs or long-term leverage (Olajide et al., 2023). As IHG had a debt-to-asset ratio of 0.86 in 2025, the approach to additional permanent borrowing must be taken with care. Consequently, internal cash production and working-capital efficiency should be placed at the forefront; short-term credit facilities should be built primarily in the form of a liquidity buffer and not as a source of operating finance (Jaworski and Czerwonka, 2022).
Overall, Table 3 and Figure 7 show that IHG possesses a very poor COC, which is one of the liquidity strengths, but this strength has declined considerably since 2022. The working-capital strategy of IHG should thus be based on the reduction of DSO, sustainable supplier terms and enhancement of the international cash forecasts.
[bookmark: _Toc235095542]3. Strategy Financial Restructuring Plan
[bookmark: _Toc235095543]3.1 Financial Structuring options
The five-year financial health analysis shows that IHGA has registered significant progress in profitability and cash generation, but with growing financial risks relating to leverage, declining conventional liquidity, and reduced quickness in gathering receivables. Table 2 demonstrates that the debt-to-assets ratio went up to 0.86 in 2025, as compared to 0.71 in 2021, with total debt amounting to 4,607 million. At the same time, the current ratio and quick ratio have been less than 1.0 since 2023. Hence, the suggested reorganisation plan must be aimed at selective debt reduction and refinance, backed up by restrained capital allocation and the further growth of the asset-light business model of IHG, but not an equity injection or a big merger (Mehmood and De Luca, 2025).
Selective debt reduction by way of internally generated free cash flow should be the first priority. According to Figure 6, IHG has a higher free cash flow margin in 2025 than in 2021 (28.21% vs 10.89%), with a free cash flow amounting to $821 million. A planned percentage ratio of this cash to debt repayment might lessen the financial risk without the need to dilute the shares. This is better for a significant equity injection since new shares would water down the ownership and earnings per share of existing shareholders (Akbar, 2022). Likewise, a mega-merger would create integration expenses, cultural risks and further financial complexity at a time when leverage is already a major issue.
Restructuring debt should also include refinancing high-cost or maturity obligations which are near-maturity and extending the maturity profile where it is economically desirable. This would ease the pressure on refinancing in the short term and enhance operational flexibility. The fixed-rate borrowing can offer more safeguarding against fluctuations in the interest rates, and a balanced maturity structure would avoid the overburdening of debt that would become due within a given period (Akbar, 2022). Nonetheless, refinancing must not take the place of deleveraging since Table 1 indicates that the total debt grows to $4,607 million in 2025 as compared to 2,834 million in 2022. The sustained growth in debt may ultimately undermine creditworthiness and make people prone to economic crunches.
[bookmark: _Toc235095544]3.2 Impact on shareholder value, debt structure and operational flexibility
Debt restructuring should be used along with a selective divestiture strategy. The asset-light business model offers a significant strategic benefit to IHG since franchising and management agreements can generate fee-based revenues without necessarily having a high level of direct ownership of hotel property. All non-core or nonperforming assets must then be evaluated to be sold off, and the proceeds used to pay off debt, invest in technology or high-yield strategic options (Okonkwo et al., 2023). However, the divestiture must be discriminatory and not arbitrary. The sale of strategic assets with high strategic value just to get short-term cash may compromise long-term competitive positioning and future earning ability.
The shareholder value can be increased by the proposed restructuring in several ways. The decreased leverage may decrease the financial risk and interest payments, and the increased liquidity may enhance the ability to withstand economic shocks. It is especially crucial since Figure 4 shows that the debt-to-assets ratio grew considerably over the five years. Meanwhile, too much debt payback might impact the dividends, share buybacks, digital transformation and internationalisation (Okonkwo et al., 2023). The restructuring plan must, hence, be able to strike a balance between deleveraging and further investment in the initiatives that have the potential to yield sustainable returns.
[bookmark: _Toc235095545]3.3 International and Ethical considerations
The international considerations are mainly important in the sense that IHG has operations in many geographical markets, and it is susceptible to foreign exchange rates, inflation, political instability of various countries and diverse tax regimes. The currency movements may impact the fee income, operating costs, debt servicing and translation of overseas earnings. IHG should hence employ natural hedging in cases where revenues and expenses do arise in the same currencies and use financial hedging when there are material exposures (Akbar, 2022). Debt ought to be also designed in appropriate currencies, which provides an economic hedge on international cash flows. The tax planning should be transparent and in line with the applicable international regulations without an aggressive plan that would expose it to legal and reputational risks.
Restructuring decisions should also be affected by ethical and ESG considerations. The process of cost reduction and asset disposals must not produce short-term financial gains at the cost of employees, smaller suppliers, hotel guests or environmental obligations. This is particularly applicable considering that the identified DPO is exceptionally high in Table 2, and additional increases in supplier payment terms would impose a disproportionate burden on smaller companies. Sustainable restructuring must thus ensure just relations with suppliers, develop the workforce and safeguard investment in energy saving and carbon cuts (Okonkwo et al., 2023). In general, the proposed restructuring plan is based on selective deleveraging, debt refinancing, non-core divestitures and ongoing expansion of assets. This would directly respond to the growing leverage and liquidity stresses of IHG and safeguard shareholder value and operating flexibility.
[bookmark: _Toc235095546]4. Capital Budgeting and Investment Appraisal
Investment appraisal will also be requisite in knowing whether the capital projects that will be proposed can generate sufficient financial returns, besides being aligned with the financial position of IHG and its strategic priorities. Five methods were applied to three comparable projects that had an initial investment of 50 million pounds, including Payback Period (PBP), Accounting rate of return (ARR), Net Present Value (NPV), Profitability Index (PI) and Internal rate of return (IRR) (Shaila et al., 2025). An 8% discount rate and straight-line depreciation to zero in five years were used as specified by the assessment brief. 
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Table 4: Discounted Cash Flow Analysis
(Source: Self-made calculations based on IHG Annual Reports, 2021-2025)
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Table 5: Investment appraisal measure
(Source: Self-made calculations based on IHG Annual Reports, 2021-2025)
Project C is financially superior to Projects A and B, as illustrated in Tables 4 and 5.
[bookmark: _Toc235095547]4.1 Payback period and ARR analysis 
The time taken to cover the initial investment with cumulative cash inflows is computed using the payback period. Project C has the shortest payback period of 3.60 years, as compared to 4.50 years in Project A and 4.55 years in Project B, as seen in Table 5. Project C will therefore recoup capital invested in the least amount of time and with little exposure to uncertainty in the long term (Shaila et al., 2025). This is especially significant to IHG since, as it was shown in Table 2, the current and quick ratios of the company have stayed below 1.0 since 2023, and the debt-to-assets ratio amounted to 0.86 in 2025. The faster capital recovery would, in turn, be fruitful to financial flexibility and reduce the time period in which the money is tied up.
Nevertheless, the PBP method has a significant weakness since it fails to consider the time value of money and any cash flows which can be achieved after the payback point (Shaila et al., 2025). It should not, therefore, be taken independently to make a big investment decision.
ARR is used to compare accounting profitability with the initial investment. Table 5 indicates that the ARR of Project A, which has an annual straight-line depreciation of £10 million, Project B 2.00 and Project C 6.00 is 1.60, 2.00 and 6.00, respectively. It is Project C, which is therefore obviously better on this basis. The accounting returns of all three projects are, however, very low, and ARR does not consider the timing of cash flows and the time value of money. Therefore, more importance should be given to discounted cash flow techniques in decision-making.
[bookmark: _Toc235095548]4.2 NPV and Index of Profitability
The NPV is usually the most theoretically sound method of appraising an investment since it quantifies the absolute value of value produced after taking into consideration the required capital returns. At an 8 per cent discount rate, Project A will have a negative NPV of 6.55 million (as indicated in Table 4), and Project B will have a negative NPV of 6.07 million. Both are expected to be discarded, therefore, since their discounted cash inflows do not suffice to recoup their initial investments and the returns they need.
On the other hand, Project C has a positive NPV of approximately £0.85 million with the present value for future cash inflows of approximately 50.85 million. Although the positive NPV is not quite high in comparison with the initial value of the investment of 50 million pounds, Project C is the only project which can be supposed to create shareholder value based on the presented assumptions (Tulhayat et al., 2025).
This conclusion is supported by the PI results. Table 5 shows that both Projects A and B are not profitable, as the profitability index of these projects stands at 0.869 and 0.879, respectively, which is below the acceptance level of 1.0. Project C gives a PI of approximately 1.017, which implies that a one-pound investment will give approximately 1.017 in discounted cash inflows (Sinaga et al., 2023). Therefore, Project C is the only investment that can be considered acceptable regarding finance with the NPV and PI decision rule.
[bookmark: _Toc235095549]4.3 IRR Analysis and Project Recommendation
IRR is the discount rate at which the NPV of the project will be zero. Table 5 indicates that the outcome of the appraisal is that the project that has the largest IRR is project C of approximately 8.7, a higher value than the required value of 8. The IRR of projects A and B is far below the hurdle rate and should be abandoned (Tulhayat et al., 2025). The difference between the margin of Project C and the required level is quite minimal, yet in the overall scenario, all five appraisal methods rank it first as the best investment option.
Project C is, therefore, recommended. It boasts the lowest payback period, maximum ARR, only positive NPV, only PI greater than 1.0 and maximum IRR. This suggestion is in line with the financial situation of IHG as well. As Figure 6 shows, IHG's operating cash flow margin also improved to 30.86 per cent and its free cash flow margin to 28.21 per cent in 2025, which means that the company has a lot of potential to make its own cash (Tulhayat et al., 2025). Project C, which has a starting investment of 50 million, can therefore be considered cheap considering the cash-generating potential of IHG.
The recommendation, however, needs to be made cautiously. As determined in Sections 1 and 2, IHGA has a current ratio that is lower than 1.0, increasing DSO, and leverage. According to Table 2, both DSO and the debt-to-assets ratio have been on the increase to 108.12 days and 0.86 in 2025, respectively. Project C, however, should be more financed using internal cash than through the massive additional borrowing, thereby not creating an extra burden on the company's debt system.
[bookmark: _Toc235095550]4.4 Non-Financial Risk and Strategy
A hospitality company operating in the world cannot survive without financial appraisal. Before investing in Project C, IHG must consider the political instability, foreign-exchange movements, inflation, regulatory changes, environmental needs and country-specific taxation risks in the country where the investment will be taking place. Any political disruption or monetary exchange rate fluctuations could seriously reduce the projected cash flow and change the relatively low positive NPV of the investment into a negative one.
Repeat booking and loyalty programme membership would be supported by a guest-sensible investment that embodies the digital convenience and the well-designed brands of IHG. Conversely, a project which fails to meet the changing customer expectations cannot perform well, despite the financial forecasts being positive in the short term. ESG issues ought to be factored in as well, especially the energy efficiency, carbon emissions, employment standards and impacts on the community. Since the financial margin of superiority of Project C is not very large, sensitivity analysis would be suitable to establish whether small variations in the cash flows, investment costs or discount rates would completely wipe out its positive NPV.
[bookmark: _Toc235095551]4.5 Capital Rationing under the £100 Million constraint
The capital rationing will entail the IHG deciding what investment will maximise the shareholder value at the maximum budget of 100 million pounds. Any two projects can be combined and be financially viable with a cost of only 50 million per project. Table 6 illustrates that the cumulative NPV of A+B, A+C and B+C are -12.62 million, -5.70 million and -5.22 million, respectively. Thus, the optimal two-project combination is B + C in case he/she needs to invest the whole 100 million pounds of IHG, since it yields the least negative combined NPV and the greatest combined PI of 0.948.
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Table 6: Capital rationing measures
(Source: Self-made calculations based on IHG Annual Reports, 2021-2025)
The assignment, however, indicates that they can invest as much as 100 million pounds; this does not imply that IHG is obliged to spend that amount. Economically, it would not make sense shareholder-value wise to spend 100 million pounds simply because it can be there when all combinations of two projects lead to a negative combined NPV (Adurayemi and Ade, 2024). Thus, the best capital-rationing choice is to invest 50 million of the money in Project C and keep the remaining 50 million of the money to be invested in other value-creating opportunities. Incorporation of Project A or B would ruin the positive value created by Project C.
All in all, Project C is the best investment option as it prevails in all five appraisal techniques and is the only project that generates a positive NPV and PI of more than 1.0. However, its low premium over the 8 per cent required return indicates that IHG ought to expose the project to a stringent sensitivity and non-financial risk analysis prior to ultimate approval.
[bookmark: _Toc235095552]5. Critical Reflection on AI Usage
[bookmark: _Toc235095553]5.1 Tool Disclosure
The use of Artificial Intelligence (AI) to develop this financial report has been applied in a few and open ways. The only kind of generative AI tool to be utilised, as it was shown in the AI Use Acknowledgement, was ChatGPT, which was utilised to consult the tool on the proper calculation formulae to apply in financial ratios and investment appraisal techniques. This involved profitability, liquidity, efficiency, gearing, investment and cash-flow ratios, Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI) and Internal Rate of Return (IRR) (Lorentzen and Osmundsen, 2023). Financial data was not collected with the help of AI; the analysis of the report and the creation of final strategic recommendations were not written by AI.
[bookmark: _Toc235095554]5.2 Critical Evaluation of AI Output
The quality of formulae produced by AI was questioned as opposed to being blindly accepted. Formulas were cross verified by each formula against the accepted principles of financial management and then used manually on data found in the annual reports of IHGA. Consistency and reasonableness of the results calculated mathematically were verified. Particular attention was given to such potential AI hallucinations as false formulae, incorrect denominators and logical inconsistency. Indicatively, the differences in the treatment of average and year-end assets, equity, inventory, receivables and payables needed independent methodology judgement (Lorentzen and Osmundsen, 2023). Similarly, investment appraisal outputs were counterchecked to establish that the following assumptions of an 8 per cent discount rate and straight-line depreciation of the investment appraisal were suitably applied in the assessment brief. The given check proved that AI output is to be used as preliminary help, but not as the data that can be taken as authoritative financial statements.
[bookmark: _Toc235095555]5.3 Contribution Analysis
The input of AI was still evidently different to the original work by the student. The independent analysis and strategic synthesis included the selection and collection of IHG financial data, completion of calculations, the creation of tables and figures, interpretation of the five-year trends, analysis of the working capital, design of the restructuring strategy, analysis of investment opportunities, and final recommendations, only with the aid of ChatGPT to find and describe the formulae of calculations (Suijs and Azinovic-Yang, 2022). As a result, AI was used as a technological support tool, as opposed to a replacement for critical thinking or professional judgement.
[bookmark: _Toc235095556]5.4 Ethical & Professional Reflection
Artificially intelligent (AI) can be used to increase efficiencies in financial employment, but its use presents pronounced ethical concerns in the areas of transparency, confidentiality and accountability. It can be dangerous to send commercially sensitive data or even personal financial data to outside AI systems, as it could become a data-privacy risk. Besides, overreliance on AI in decision-making processes at the executive level may result in faulty suggestions, automation bias and professional scepticism. A CFO will always be held responsible for making financial decisions, and they cannot transfer fiduciary responsibility to an AI system (Suijs and Azinovic-Yang, 2022). Therefore, AI utilisation must be responsible and transparently disclosed, verified by a third party, with confidential information privacy and human control. This report established transparency and ensured that financial interpretations, as well as strategic choices, are made on independent human judgment by limiting AI to formula recommendations.
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	2021
	2022
	2023
	2024
	2025

	Income Statement:
	 
	 
	 
	 
	 

	Revenue ($m)
	5189
	4923
	4624
	3890
	2910

	Cost of Sales ($m)
	486
	568
	742
	745
	764

	Operating Profit ($m)
	494
	628
	1066
	1041
	1198

	Net Profit ($m)
	266
	375
	750
	628
	758

	Balance Sheet:
	 
	 
	 
	 
	 

	Current assets ($m)
	2066
	1678
	2129
	1869
	2049

	Current liabilities ($m)
	1624
	1544
	2190
	1928
	2100

	Trade payables ($m)
	579
	697
	711
	650
	743

	Trade receivables ($m)
	545
	551
	785
	833
	862

	Inventories ($m)
	4
	4
	4
	5
	5

	Total assets ($m)
	4716
	4216
	4813
	4748
	5345

	Total debt ($m)
	3326
	2834
	3592
	3688
	4607

	Total equity ($m)
	1474
	1608
	1946
	2308
	2736

	Cashflow Statement:
	 
	 
	 
	 
	 

	Operating Cash Flow ($m)
	636
	646
	893
	724
	898

	Free Cash Flow ($m)
	565
	568
	819
	655
	821

	Investment measures:
	 
	 
	 
	 
	 

	Share price ($)
	64.22
	57.25
	89.3
	115.12
	121.45

	Earnings per share (EPS) ($)
	1.47
	2.06
	4.41
	3.85
	4.87



	Category
	Ratio
	Formula
	2021
	2022
	2023
	2024
	2025

	Profitability
	Operating Profit Margin (OPM)
	(Operating Profit ÷ Revenue) × 100
	9.52%
	12.76%
	23.05%
	26.76%
	41.17%

	
	Net Profit Margin (NPM)
	(Net Profit ÷ Revenue) × 100
	5.13%
	7.62%
	16.22%
	16.14%
	26.05%

	
	Return on Assets (ROA)
	(Net Profit ÷ Total Assets) × 100
	5.64%
	8.89%
	15.58%
	13.23%
	14.18%

	
	Return on Equity (ROE)
	(Net Profit ÷ Total Equity) × 100
	8.00%
	13.23%
	20.88%
	17.03%
	16.45%

	Liquidity
	Current Ratio (CR)
	Current Assets ÷ Current Liabilities
	1.27
	1.09
	0.97
	0.97
	0.98

	
	Quick Ratio (QR)
	(Current Assets − Inventories) ÷ Current Liabilities
	1.27
	1.08
	0.97
	0.97
	0.97

	Efficiency
	Days Inventory Outstanding (DIO)
	(Inventories ÷ Cost of Sales) × 365
	3.00
	2.57
	1.97
	2.45
	2.39

	
	Days Sales Outstanding (DSO)
	(Trade Receivables ÷ Revenue) × 365
	38.34
	40.85
	61.96
	78.16
	108.12

	
	Days Payable Outstanding (DPO)
	(Trade Payables ÷ Cost of Sales) × 365
	434.85
	447.90
	349.75
	318.46
	354.97

	Gearing
	Debt-to-Equity (DTE) Ratio
	Total Debt ÷ Total Equity
	2.26
	1.76
	1.85
	1.60
	1.68

	
	Debt-to-Assets (DTA) Ratio
	Total Debt ÷ Total Assets
	0.71
	0.67
	0.75
	0.78
	0.86

	Investment
	Price-to-Earnings (P/E) Ratio
	Share Price ÷ Earnings per Share
	43.69
	27.79
	20.25
	29.90
	24.94

	Cash Flow
	Operating Cash Flow Margin (OCFM)
	(Operating Cash Flow ÷ Revenue) × 100
	12.26%
	13.12%
	19.31%
	18.61%
	30.86%

	
	Free Cash Flow Margin (FCFM)
	(Free Cash Flow ÷ Revenue) × 100
	10.89%
	11.54%
	17.71%
	16.84%
	28.21%









	Year
	DIO (Days)
	DSO (Days)
	DPO (Days)
	Cash Operating Cycle (Days)

	2021
	3.00
	38.34
	434.85
	-393.51

	2022
	2.57
	40.85
	447.9
	-404.48

	2023
	1.97
	61.96
	349.75
	-285.82

	2024
	2.45
	78.16
	318.46
	-237.85

	2025
	2.39
	108.12
	354.97
	-244.46
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	Year
	Discount Factor at 8%
	Project A
	Project B
	Project C

	
	
	Cash Flow (£m)
	PV (£m)
	Cash Flow (£m)
	PV (£m)
	Cash Flow (£m)
	PV (£m)

	0
	1.0000
	-50
	-50
	-50
	-50
	-50
	-50

	1
	0.9259
	10
	9.26
	11
	10.19
	5
	4.63

	2
	0.8573
	12
	10.29
	11
	9.43
	10
	8.57

	3
	0.7938
	14
	11.11
	11
	8.73
	20
	15.88

	4
	0.7350
	10
	7.35
	11
	8.09
	25
	18.38

	5
	0.6806
	8
	5.44
	11
	7.49
	5
	3.4

	Total PV of inflows
	—
	54
	43.45
	55
	43.93
	65
	50.86

	NPV
	—
	—
	-6.55
	—
	-6.07
	—
	0.86

	Accounting profit
	—
	4
	—
	5
	—
	15
	—



	Investment appraisal measure
	Project A
	Project B
	Project C

	Initial investment (£m)
	50
	50
	50

	Total cash inflows (£m)
	54
	55
	65

	Annual depreciation (£m)
	10
	10
	10

	Average annual cash inflow (£m)
	10.8
	11
	13

	Average annual accounting profit (£m)
	0.8
	1
	3

	Payback Period (PBP), years
	4.50
	4.55
	3.60

	ARR on initial investment
	1.60%
	2.00%
	6.00%

	NPV at 8% (£m)
	-6.55
	-6.07
	0.86

	Profitability Index (PI)
	0.869
	0.879
	1.017

	IRR
	2.72%
	3.26%
	8.59%



	Project combination
	Total investment (£m)
	Combined NPV (£m)
	Combined PI

	A + B
	100
	-12.62
	0.874

	A + C
	100
	-5.69
	0.943

	B + C
	100
	-5.21
	0.948



Profitability

Operating Profit Margin (OPM)	
2021	2022	2023	2024	2025	9.5201387550587782E-2	0.12756449319520619	0.2305363321799308	0.26760925449871464	0.41168384879725084	Net Profit Margin (NPM)	
2021	2022	2023	2024	2025	5.1262285604162655E-2	7.6173065204143811E-2	0.16219723183391002	0.16143958868894601	0.26048109965635741	Return on Assets (ROA)	
2021	2022	2023	2024	2025	5.6403731976251058E-2	8.8946869070208726E-2	0.15582796592561812	0.13226621735467564	0.14181478016838167	Return on Equity (ROE)	
2021	2022	2023	2024	2025	7.9975947083583881E-2	0.13232180663373325	0.20879732739420936	0.17028199566160521	0.16453223355762969	


Liquidity

Current Ratio (CR)	
2021	2022	2023	2024	2025	1.2721674876847291	1.0867875647668395	0.97214611872146117	0.96939834024896265	0.97571428571428576	Quick Ratio (QR)	
2021	2022	2023	2024	2025	1.2697044334975369	1.0841968911917099	0.97031963470319638	0.96680497925311204	0.97333333333333338	


Efficiency

Days Inventory Outstanding (DIO)	
2021	2022	2023	2024	2025	3.0041152263374489	2.5704225352112675	1.9676549865229112	2.4496644295302015	2.3887434554973823	Days Sales Outstanding (DSO)	
2021	2022	2023	2024	2025	38.335902871458856	40.852122689417023	61.9647491349481	78.160668380462724	108.12027491408935	Days Payable Outstanding (DPO)	
2021	2022	2023	2024	2025	434.84567901234567	447.89612676056339	349.75067385444743	318.45637583892614	354.96727748691097	


Gearing

Debt-to-Equity (DTE) Ratio	
2021	2022	2023	2024	2025	2.2564450474898234	1.7624378109452736	1.8458376156217884	1.5979202772963605	1.683845029239766	Debt-to-Assets (DTA) Ratio	
2021	2022	2023	2024	2025	0.70525869380831208	0.67220113851992414	0.74631207147309375	0.77674810446503795	0.86192703461178677	


Investment

Price-to-Earnings (P/E) Ratio	
2021	2022	2023	2024	2025	43.687074829931973	27.791262135922331	20.249433106575964	29.901298701298703	24.938398357289529	


Cash Flow

Operating Cash Flow Margin (OCFM)	
2021	2022	2023	2024	2025	0.12256696858739642	0.13122080032500508	0.19312283737024222	0.18611825192802056	0.30859106529209623	Free Cash Flow Margin (FCFM)	
2021	2022	2023	2024	2025	0.1088841780689921	0.11537680276254317	0.17711937716262977	0.16838046272493573	0.28213058419243986	



Cash Operating Cycle (Days)	2021	2022	2023	2024	2025	-393.51	-404.47999999999996	-285.82	-237.84999999999997	-244.46000000000004	
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Category Ratio Formula 2021 2022 2023 2024 2025

Operating Profit Margin (OPM) (Operating Profit ÷ Revenue) × 100 9.52% 12.76% 23.05% 26.76% 41.17%

Net Profit Margin (NPM) (Net Profit ÷ Revenue) × 100 5.13% 7.62% 16.22% 16.14% 26.05%

Return on Assets (ROA) (Net Profit ÷ Total Assets) × 100 5.64% 8.89% 15.58% 13.23% 14.18%

Return on Equity (ROE) (Net Profit ÷ Total Equity) × 100 8.00% 13.23% 20.88% 17.03% 16.45%

Current Ratio (CR) Current Assets ÷ Current Liabilities 1.27 1.09 0.97 0.97 0.98

Quick Ratio (QR) (Current Assets − Inventories) ÷ Current Liabilities 1.27 1.08 0.97 0.97 0.97

Days Inventory Outstanding (DIO) (Inventories ÷ Cost of Sales) × 365 3.00 2.57 1.97 2.45 2.39

Days Sales Outstanding (DSO) (Trade Receivables ÷ Revenue) × 365 38.34 40.85 61.96 78.16 108.12

Days Payable Outstanding (DPO) (Trade Payables ÷ Cost of Sales) × 365 434.85 447.90 349.75 318.46 354.97

Debt-to-Equity (DTE) Ratio Total Debt ÷ Total Equity 2.26 1.76 1.85 1.60 1.68

Debt-to-Assets (DTA) Ratio Total Debt ÷ Total Assets 0.71 0.67 0.75 0.78 0.86

Investment Price-to-Earnings (P/E) Ratio Share Price ÷ Earnings per Share 43.69 27.79 20.25 29.90 24.94

Operating Cash Flow Margin (OCFM) (Operating Cash Flow ÷ Revenue) × 100 12.26% 13.12% 19.31% 18.61% 30.86%

Free Cash Flow Margin (FCFM) (Free Cash Flow ÷ Revenue) × 100 10.89% 11.54% 17.71% 16.84% 28.21%

Profitability

Liquidity

Efficiency

Gearing

Cash Flow
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Year DIO (Days)DSO (Days)DPO (Days)Cash Operating Cycle (Days)

2021 3.00 38.34 434.85 -393.51

2022 2.57 40.85 447.9 -404.48

2023 1.97 61.96 349.75 -285.82

2024 2.45 78.16 318.46 -237.85

2025 2.39 108.12 354.97 -244.46


image5.emf
Cash Flow (£m)PV (£m)Cash Flow (£m)PV (£m)Cash Flow (£m)PV (£m)

0 1.0000 -50 -50 -50 -50 -50 -50

1 0.9259 10 9.26 11 10.19 5 4.63

2 0.8573 12 10.29 11 9.43 10 8.57

3 0.7938 14 11.11 11 8.73 20 15.88

4 0.7350 10 7.35 11 8.09 25 18.38

5 0.6806 8 5.44 11 7.49 5 3.4

Total PV of inflows— 54 43.45 55 43.93 65 50.86

NPV — — -6.55— -6.07— 0.86

Accounting profit — 4— 5— 15—

Project A Project B Project C

Year

Discount Factor at 8%
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Investment appraisal measure Project A Project B Project C

Initial investment (£m) 50 50 50

Total cash inflows (£m) 54 55 65

Annual depreciation (£m) 10 10 10

Average annual cash inflow (£m) 10.8 11 13

Average annual accounting profit (£m) 0.8 1 3

Payback Period (PBP), years 4.50 4.55 3.60

ARR on initial investment 1.60% 2.00% 6.00%

NPV at 8% (£m) -6.55 -6.07 0.86

Profitability Index (PI) 0.869 0.879 1.017

IRR 2.72% 3.26% 8.59%
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Project combination Total investment (£m) Combined NPV (£m) Combined PI

A + B 100 -12.62 0.874

A + C 100 -5.69 0.943

B + C 100 -5.21 0.948
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2021 2022 2023 2024 2025

Income Statement:

Revenue ($m) 5189 4923 4624 3890 2910

Cost of Sales ($m) 486 568 742 745 764

Operating Profit ($m) 494 628 1066 1041 1198

Net Profit ($m) 266 375 750 628 758

Balance Sheet:

Current assets ($m) 2066 1678 2129 1869 2049

Current liabilities ($m) 1624 1544 2190 1928 2100

Trade payables ($m) 579 697 711 650 743

Trade receivables ($m) 545 551 785 833 862

Inventories ($m) 4 4 4 5 5

Total assets ($m) 4716 4216 4813 4748 5345

Total debt ($m) 3326 2834 3592 3688 4607

Total equity ($m) 1474 1608 1946 2308 2736

Cashflow Statement:

Operating Cash Flow ($m) 636 646 893 724 898

Free Cash Flow ($m) 565 568 819 655 821

Investment measures:

Share price ($) 64.22 57.25 89.3 115.12 121.45

Earnings per share (EPS) ($) 1.47 2.06 4.41 3.85 4.87


