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[bookmark: _Toc236251017]Introduction
As the largest hotel operator in the United Kingdom, Whitbread Plc has experienced significant financial fluctuations between 2020 and 2025 due to the COVID-19 pandemic, subsequent economic recovery, inflationary pressures and changing consumer demand. The company's portfolio is centred on Premier Inn hotels, which have consistently outperformed many competitors through strong brand recognition, cost leadership and continued investment in domestic expansion. Analysing Whitbread's financial performance over the past five years provides valuable insight into its profitability, liquidity and overall financial resilience. This financial health check evaluates the company's published financial statements using ratio analysis to identify key trends, strengths and areas of concern. The analysis is based primarily on Whitbread's Annual Reports (2021–2025) and supporting financial information.
[bookmark: _Toc236251018]Analysis of Financial Statements (2021–2025)
Whitbread's financial performance was severely disrupted during the financial year ending February 2021 (FY21) as national lockdowns and travel restrictions caused hotel occupancy rates to collapse. Statutory revenue fell 71.5% to £589.4m and the Group reported a statutory operating loss of £839.1m and a statutory loss for the year of £906.5m, driven by the collapse in trading and a £348.0m non-cash impairment charge. Management responded by implementing extensive cost-saving measures, completing a £1bn Rights Issue and a £550m Green Bond issuance, and protecting liquidity through careful cash management (Whitbread, 2021).
The financial years from FY22 onwards marked a strong recovery. Revenue increased as business and leisure travel resumed, with Premier Inn benefiting from increased domestic tourism and improving occupancy rates. Statutory operating profit returned in FY22 (£74.7m) and grew steadily to £539.5m in FY23 and £669.0m in FY24, before easing slightly to £602.6m in FY25 as cost pressures and a softer UK trading environment weighed on margins. By FY25, revenue of £2,922m was almost five times the FY21 trough and above pre-pandemic FY20 levels, demonstrating the resilience of the business model (Whitbread, 2025).
Throughout the five-year period, the balance sheet remained asset-backed, with property, plant and equipment consistently representing the largest share of total assets. Total debt (including IFRS 16 lease liabilities) rose from £4,534m in FY21 to £5,626m in FY25, largely reflecting new leasehold hotels added in the UK and Germany rather than distress borrowing, while shareholders' equity fell from £3,834m to £3,335m over the same period as the Group returned significant capital to shareholders through dividends and share buybacks (Whitbread, 2024; Whitbread, 2025).
Overall, the financial statements indicate that Whitbread successfully navigated one of the most challenging periods in the hospitality industry's history and rebuilt profitability strongly, while its rising total leverage — driven by lease-funded expansion and capital returns rather than operating weakness — is a trend worth monitoring going into FY26.
	£m unless stated
	FY21
	FY22
	FY23
	FY24
	FY25

	Revenue
	589.4
	1,711.0
	2,625.0
	2,962.0
	2,922.0

	Gross Profit
	-365.0
	481.9
	989.2
	1,169.0
	1,248.0

	Operating Profit/(Loss)
	-839.1
	74.7
	539.5
	669.0
	602.6

	Net Profit/(Loss)
	-906.5
	42.5
	278.8
	312.1
	253.7

	Total Assets
	8,798.6
	9,567.0
	9,943.0
	9,521.0
	9,905.0

	Total Equity
	3,834.1
	4,119.0
	4,111.0
	3,519.0
	3,335.0


Table A: Whitbread plc summary financial statements, FY21–FY25 (Source: Whitbread FY21 Preliminary Results Announcement; S&P Global Market Intelligence via stockanalysis.com)
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Figure A: Revenue, operating profit and net profit, FY21–FY25 — the pandemic collapse in FY21 and the sustained recovery through to FY25 are clearly visible.
[bookmark: _Toc236251019]Profitability Ratio Analysis
Profitability ratios assess the company's ability to generate profits from its sales and assets.
[bookmark: _Toc236251020]Gross Profit Margin
Whitbread's gross profit margin swung from -62.0% in FY21, when fixed operating costs vastly exceeded collapsed occupancy-driven revenue, to a positive 28.2% in FY22 as trading resumed. Margins then improved steadily to 37.7% in FY23, 39.5% in FY24 and 42.7% in FY25. Economies of scale, higher room rates and improved cost efficiency drove this recovery, and the continued growth of Premier Inn strengthened operating performance despite inflationary pressures affecting labour and energy costs (Whitbread, 2025).
[bookmark: _Toc236251021]Operating Profit Margin
Operating profit margins followed an even more extreme trend: FY21's statutory operating margin was -142.4% as the £839.1m operating loss dwarfed the depressed £589.4m revenue base. The Group returned to a thin 4.4% operating margin in FY22, before margins strengthened materially to 20.6% (FY23), 22.6% (FY24) and 20.6% (FY25). The slight FY25 dip reflects softer UK trading and cost inflation, but margins remain well above pre-recovery levels, demonstrating management's ability to restore operational efficiency following the pandemic.
[bookmark: _Toc236251022]Return on Capital Employed (ROCE)
ROCE (operating profit ÷ total assets less current liabilities) collapsed to -10.5% in FY21 as operating profit turned deeply negative while substantial capital remained invested in hotel properties. The ratio recovered to a marginal 0.8% in FY22, then climbed to 5.9% (FY23) and 7.7% (FY24), before easing slightly to 7.0% in FY25. The overall trajectory confirms Whitbread utilised its capital progressively more efficiently as the recovery matured, generating materially stronger returns than the pandemic trough, even with the FY25 softening.
[image: ]
Figure B: Gross margin, operating margin and ROCE, FY21–FY25 — all three measures collapse in FY21 and recover through the pandemic recovery, with margins broadly stabilising from FY23 onward.
[bookmark: _Toc236251023]Efficiency Ratio Analysis
Efficiency ratios evaluate how effectively Whitbread Plc utilises its assets and manages its working capital. As a hotel operator, the company's ability to maximise occupancy and generate revenue from its property portfolio is fundamental to long-term success.
[bookmark: _Toc236251024]Asset Turnover Ratio
Asset turnover (revenue ÷ total assets) fell to just 0.07x in FY21 as hotel closures and travel restrictions collapsed revenue while the company's substantial investment in hotels remained largely unchanged on the balance sheet. As demand recovered, the ratio rose steadily to 0.18x (FY22), 0.26x (FY23) and 0.31x (FY24), before easing marginally to 0.30x in FY25. Higher occupancy levels and increased average room rates enabled Whitbread to generate substantially more revenue from its existing asset base, demonstrating a strong recovery in operational efficiency (Whitbread, 2025).
[bookmark: _Toc236251025]Receivables Collection Period
Whitbread's receivables collection period fell from around 46 days in FY21 (inflated mainly by the depressed revenue denominator during lockdowns) to roughly 20 days in FY22, then continued to shorten to approximately 13 days (FY23), 10 days (FY24) and 9 days (FY25). This reflects the fact that most hotel guests pay immediately through online bookings and card payments, with only a small proportion of corporate-account receivables outstanding at any time. Efficient credit management has contributed to healthy operating cash flows and reduced the risk of bad debts (Atrill and McLaney, 2022).
[bookmark: _Toc236251026]Payables Payment Period
The payables payment period lengthened sharply from around 94 days in FY21 to roughly 170 days in FY22, as Whitbread extended payment terms where possible to preserve liquidity coming out of the pandemic. As financial performance improved, supplier payments gradually normalised, falling to approximately 151 days (FY23), 82 days (FY24) and 88 days (FY25). Effective management of trade payables has supported working capital without creating excessive financial risk to key suppliers.
Overall, the efficiency ratios indicate that Whitbread has successfully improved operational performance following the disruption caused by COVID-19, with asset utilisation and receivables collection both now comfortably ahead of the pandemic-era trough.
[image: ]
Figure C: Receivables and payables days (bars, left axis) and asset turnover (line, right axis), FY21–FY25 — payables normalise from the FY22 peak while asset turnover climbs steadily through FY24.
[bookmark: _Toc236251027]Gearing Ratio Analysis
Gearing ratios measure the extent to which the company finances its operations through debt rather than shareholders' equity.
[bookmark: _Toc236251028]Debt-to-Equity Ratio
On a total-debt basis (including IFRS 16 lease liabilities, which dominate Whitbread's balance sheet as a leasehold hotel operator), gearing has actually risen over the review period: from 118.3% in FY21 to 114.0% (FY22), 120.5% (FY23), 144.7% (FY24) and 168.7% in FY25. This increase is driven less by operating distress and more by two structural factors: continued leasehold expansion in the UK and, especially, Germany, which increases lease-liability debt under IFRS 16; and a shrinking equity base as Whitbread returned significant capital to shareholders through dividends and share buybacks (equity fell from £3,834m in FY21 to £3,335m in FY25). Stripping out lease liabilities, core borrowings alone remain far more modest, and Whitbread has retained an investment-grade credit rating throughout, but the rising trend in total leverage is a genuine feature of the FY21–FY25 data worth monitoring rather than the steadily de-levering picture sometimes assumed (Whitbread, 2024).
[bookmark: _Toc236251029]Interest Cover Ratio
Interest cover (operating profit ÷ finance costs) was deeply negative in FY21 (approximately -4.8x) because operating profit was negative while finance costs continued to accrue. Cover recovered to a thin 0.45x in FY22 — still below the level needed to comfortably service debt from operating profit alone — before strengthening materially to 3.26x (FY23), 3.75x (FY24) and 3.22x (FY25). This recovery demonstrates a substantially improved, though not yet returned-to-peak, ability to meet interest obligations from trading profit, and is broadly consistent with the c.3.6x interest coverage most recently reported by the business.
Taken together, the rising debt-to-equity ratio alongside a recovering but plateauing interest cover ratio suggests Whitbread's balance sheet risk has increased modestly since FY21, even as trading profitability has recovered strongly — a nuance that a purely narrative reading of the recovery would otherwise miss.
[image: ]
Figure D: Debt-to-equity ratio (bars, left axis) and interest cover (line, right axis), FY21–FY25 — gearing trends upward through the period even as interest cover recovers from the FY21/FY22 trough.
[bookmark: _Toc236251030]Investment Ratio Analysis
Investment ratios assess the value delivered to shareholders.
[bookmark: _Toc236251031]Earnings Per Share (EPS)
Whitbread reported negative earnings per share during the pandemic due to substantial losses. However, EPS recovered strongly between 2022 and 2025 as profitability improved. This recovery reflects management's success in restoring shareholder value through operational improvements and revenue growth.
[bookmark: _Toc236251032]Dividend Per Share
Dividend payments were suspended during the pandemic to conserve cash and strengthen liquidity. Following the recovery in earnings and cash generation, Whitbread reinstated dividend payments, signalling management's confidence in the company's future financial performance (Whitbread, 2025).
The recovery in investment ratios demonstrates Whitbread's commitment to balancing shareholder returns with sustainable long-term growth.
[bookmark: _Toc236251033]Cash Flow Analysis
Cash flow represents one of the strongest indicators of Whitbread's financial health throughout the review period.
Operating cash flows became negative during the height of the COVID-19 crisis because trading activity was severely restricted. Nevertheless, management implemented decisive actions, including cost reductions, capital expenditure controls and additional financing arrangements, ensuring sufficient liquidity during the crisis (Whitbread, 2021).
From 2022 onwards, operating cash flows improved significantly as hotel occupancy recovered. Strong cash generation enabled Whitbread to reduce debt, reinstate dividend payments and continue investing in new Premier Inn developments across the United Kingdom and Germany. Positive free cash flow strengthened the company's financial flexibility and supported long-term strategic expansion.
Overall, Whitbread's cash flow performance demonstrates effective financial management and highlights the resilience of its business model.
[bookmark: _Toc236251034]Trends, Strengths and Potential Threats
The five-year financial analysis reveals several important trends. Revenue, profitability and cash flow recovered strongly following the pandemic, while debt levels gradually declined. Liquidity remained stable throughout the review period despite significant external challenges.
Whitbread's principal strengths include its market-leading Premier Inn brand, strong operating cash generation, disciplined cost management, extensive property portfolio and prudent financial strategy. These strengths position the company favourably for continued sustainable growth.
However, several potential threats remain. Persistent inflation continues to increase labour, energy and food costs, placing pressure on operating margins. Rising interest rates may increase financing costs, while economic uncertainty could reduce consumer spending on travel and accommodation. In addition, increased competition from alternative accommodation providers and international hotel chains may place pressure on pricing and occupancy rates.
To mitigate these risks, Whitbread should continue investing in digital innovation, sustainability initiatives, operational efficiency and international expansion while maintaining prudent working capital management and disciplined capital allocation.
[bookmark: _Toc236251035]Management Analysis
[bookmark: _Toc236251036]Assessing Whitbread's Cash Operating Cycle
The cash operating cycle (also referred to as the cash conversion cycle) measures the period between cash payments for operating activities and cash receipts from customers. It comprises inventory holding days, trade receivable days and trade payable days. A shorter cycle improves liquidity because cash invested in operations is recovered more quickly (Brigham and Ehrhardt, 2022).
Whitbread plc operates predominantly through its Premier Inn hotel business, where customers generally pay at the point of booking or immediately after their stay. Consequently, the company maintains relatively low trade receivables compared with manufacturing firms. Inventory is also limited because the hospitality sector mainly holds food, beverages and operating supplies rather than large volumes of finished goods. However, Whitbread has significant trade payables arising from suppliers, utilities and property-related expenditure, enabling the business to finance part of its working capital through supplier credit.
Between 2020 and 2025, Whitbread's cash operating cycle steadily recovered following the severe disruption caused by the COVID-19 pandemic. During 2020/21, national lockdowns significantly reduced occupancy rates and operating cash inflows, creating pressure on liquidity despite government support measures. From 2022 onwards, the recovery in domestic tourism and business travel substantially improved operating cash generation. The company's annual reports show consistently strong operating cash flows supported by high occupancy rates, disciplined cost management and the continued market leadership of Premier Inn. Whitbread also maintained sufficient liquidity through committed banking facilities and bond financing, enabling it to meet its working capital requirements despite inflationary pressures and higher interest rates (Whitbread, 2025).
Although Whitbread's cash conversion cycle is comparatively efficient, there remain opportunities for improvement. Inflation has increased food, labour and utility costs, placing additional pressure on working capital. Expansion into Germany also requires further investment in hotels before they generate positive cash flows, temporarily extending the operating cycle. Effective management of inventories, supplier relationships and operating expenses therefore remains essential to sustaining liquidity.
[bookmark: _Toc236251037]Strategies to Improve Liquidity Through Working Capital Reforms
Whitbread can further strengthen liquidity through several working capital reforms.
1. Inventory management: continue to utilise digital forecasting systems that match purchasing with expected hotel occupancy. Accurate demand forecasting reduces food waste, lowers storage costs and minimises excess inventory while maintaining customer service quality. Artificial intelligence and data analytics can improve purchasing decisions by analysing seasonal demand and booking trends.
1. Supplier payment management: strengthen strategic partnerships and negotiate longer payment terms with key suppliers without damaging relationships, improving cash availability while maintaining ethical procurement standards.
1. Receivable management: focus on rapid cash collection from corporate clients through automated invoicing, electronic payments and early settlement incentives to reduce debtor days and improve operating cash flow.
1. Capital expenditure discipline: prioritise higher-return hotel developments while disposing of lower-return restaurant assets, recycling capital from non-core assets into more profitable investments (Whitbread, 2025).
1. Cash forecasting: implement rolling cash flow forecasts across both UK and German operations to anticipate funding requirements and minimise idle cash balances (Ross et al., 2022).
Collectively, these reforms would shorten Whitbread's cash operating cycle, improve liquidity ratios and strengthen resilience during periods of economic uncertainty.
[bookmark: _Toc236251038]Comparison of Short-Term and Long-Term Financing Options
Selecting appropriate financing sources is critical for maintaining financial stability while supporting Whitbread's long-term growth strategy.
Short-term financing includes bank overdrafts, revolving credit facilities, trade credit and commercial paper. These sources provide immediate liquidity for seasonal working capital requirements and unexpected operating expenses. Their principal advantage is flexibility, allowing companies to borrow only when required. However, short-term borrowing exposes Whitbread to refinancing risk and fluctuating interest rates; during periods of economic instability, lenders may tighten credit conditions.
Long-term financing includes corporate bonds, bank loans with extended maturities, lease financing and equity finance. Whitbread has successfully utilised long-term debt through bond issues while maintaining investment-grade credit quality, supporting strategic investments such as hotel expansion across the UK and Germany (Whitbread, 2025).
Equity financing offers another long-term funding option, avoiding mandatory interest payments and strengthening shareholders' equity, though it dilutes existing ownership and may reduce EPS if not matched by sufficient profit growth.
Lease financing is particularly relevant given the capital intensity of hotel property, allowing expansion without large upfront cash outflows, though commitments must be carefully managed to avoid excessive leverage.
Overall, Whitbread should adopt a balanced financing strategy: short-term finance for seasonal working capital fluctuations, and long-term funding for hotel development, property investment and international expansion — minimising the weighted average cost of capital while protecting shareholder value.
[bookmark: _Toc236251039]Strategic Financial Restructuring Plan
Whitbread plc has demonstrated a strong recovery following the COVID-19 pandemic, supported by the resilience of its Premier Inn brand and disciplined financial management. However, the business continues to face challenges including inflationary pressures, rising interest rates, labour shortages and uncertainty within the global hospitality sector. To maintain sustainable growth and maximise shareholder value, Whitbread should adopt a strategic financial restructuring plan focused on optimising its capital structure, improving operational efficiency and strengthening its international competitiveness.
[bookmark: _Toc236251040]Financial Restructuring Options
One of the most appropriate restructuring strategies for Whitbread is portfolio optimisation through selective divestiture. Following the sale of the Costa Coffee business in 2019 and the disposal of numerous restaurant brands, Whitbread has increasingly focused on its core hotel operations. Continuing to dispose of underperforming or non-core assets would release capital that could be reinvested in high-growth opportunities, particularly Premier Inn expansion in Germany (Johnson et al., 2020).
A second restructuring option is targeted equity injection, which could fund international expansion without significantly increasing financial leverage, though management should weigh potential dilution of existing shareholders' ownership and EPS (Brealey, Myers and Allen, 2023).
Whitbread should also continue to optimise its debt structure by refinancing existing borrowings where favourable market conditions exist, extending maturities and maintaining a balanced mix of fixed and variable rates to preserve its investment-grade credit rating.
Although mergers and acquisitions are widely used within the hospitality industry, large-scale mergers currently present greater financial risk than benefit for Whitbread. Instead, management should pursue selective acquisitions of hotel sites and strategic property assets that strengthen the Premier Inn network.
[bookmark: _Toc236251041]Impact on Shareholder Value, Debt Structure and Operational Flexibility
The proposed restructuring strategy is expected to create significant long-term shareholder value. Divesting low-performing assets and reinvesting proceeds into higher-return hotel developments should improve profitability, increase return on invested capital and support sustainable earnings growth (Porter, 1985).
Maintaining a prudent debt structure will also enhance shareholder confidence. By maintaining moderate leverage and refinancing debt where appropriate, Whitbread can reduce its weighted average cost of capital while preserving financial stability. Strong operating cash flows generated by Premier Inn further support debt servicing capacity and reduce the likelihood of financial distress.
Operational flexibility is another important benefit of restructuring. Concentrating investment within the core hotel business allows management to respond more rapidly to changing customer preferences, market conditions and competitive pressures.
In conclusion, Whitbread's cash operating cycle has strengthened considerably since the pandemic due to improved operating performance and disciplined financial management. Further improvements in inventory control, supplier management, receivables collection and capital allocation would enhance liquidity. Combining prudent working capital reforms with a balanced mix of short-term and long-term financing will support Whitbread's continued expansion while maintaining financial stability and long-term shareholder returns.


[bookmark: _Toc236251042]Investment Appraisal and Capital Budgeting
This report evaluates three investment projects, A, B and C, which each require an initial investment of £50 million and will generate cash inflows over five years. The company's cost of capital is 8%, and depreciation is calculated using the straight-line method. To decide which project is the best investment, the report uses five investment appraisal techniques: Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI) and Internal Rate of Return (IRR). It also considers a capital rationing situation where the company can invest a maximum of £100 million and recommends the best investment option.
[bookmark: _Toc236251043]Projected Cash Inflows
	Project
	Initial Investment
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	A
	£50m
	£10m
	£12m
	£14m
	£10m
	£8m

	B
	£50m
	£11m
	£11m
	£11m
	£11m
	£11m

	C
	£50m
	£5m
	£10m
	£20m
	£25m
	£5m


Table 1: Five-year cash inflow projections for Projects A, B and C (£ million)
[image: ]
Figure 1: Projected annual cash inflows — Project C shows the strongest mid-to-late cycle growth, while B is a flat annuity and A tapers in later years.
[bookmark: _Toc236251044]1. Payback Period (PBP)
The Payback Period measures how long it takes for a project to recover its initial investment from the cash inflows it generates. A shorter payback period is generally preferred, since it reduces exposure to risk and returns capital sooner — though the technique ignores cash flows arising after the payback point and does not account for the time value of money.
	Project
	Cumulative Recovery Point
	Payback Period

	A
	Recovered during Year 5 (£46m by Yr 4; £4m of £8m needed in Yr 5)
	4.50 years

	B
	Recovered during Year 5 (£44m by Yr 4; £6m of £11m needed in Yr 5)
	4.55 years

	C
	Recovered during Year 4 (£35m by Yr 3; £15m of £25m needed in Yr 4)
	3.60 years


Table 2: Payback period calculations
[image: ]
Figure 2: Cumulative cash recovery against the £50m initial investment — Project C reaches breakeven fastest.
[bookmark: _Toc236251045]2. Accounting Rate of Return (ARR)
ARR measures average annual accounting profit as a percentage of the average investment (£50m ÷ 2 = £25m). Annual depreciation is £50m ÷ 5 years = £10m, deducted from each year's cash inflow to derive accounting profit. A higher ARR is preferred, though the measure relies on accounting profit rather than cash flow and ignores the time value of money.
	Project
	Total Accounting Profit (5 yrs)
	Average Annual Profit
	Average Investment
	ARR

	A
	£4m
	£0.8m
	£25m
	3.2%

	B
	£5m
	£1.0m
	£25m
	4.0%

	C
	£15m
	£3.0m
	£25m
	12.0%


Table 3: Accounting Rate of Return calculations
[bookmark: _Toc236251046]3. Net Present Value (NPV)
NPV discounts each year's cash inflow to present value using the 8% cost of capital, then deducts the initial investment. A positive NPV indicates the project adds value to the business and should be accepted; a negative NPV indicates value destruction and rejection is recommended.
	Project
	PV of Cash Inflows (8%)
	Initial Investment
	NPV
	Decision

	A
	£43.45m
	£50m
	-£6.55m
	Reject

	B
	£43.92m
	£50m
	-£6.08m
	Reject

	C
	£50.86m
	£50m
	+£0.86m
	Accept


Table 4: Net Present Value calculations (discount factors: 0.9259, 0.8573, 0.7938, 0.7350, 0.6806)
[image: ]
Figure 3: Net Present Value comparison — only Project C generates positive value at the 8% cost of capital.
[bookmark: _Toc236251047]4. Profitability Index (PI)
The Profitability Index expresses the present value of future cash inflows per £1 invested (PV of inflows ÷ initial investment). A PI above 1.0 indicates value creation; a PI below 1.0 indicates value destruction. This measure is especially useful for ranking projects under capital rationing.
	Project
	PV of Cash Inflows
	Initial Investment
	Profitability Index
	Decision

	A
	£43.45m
	£50m
	0.869
	Reject

	B
	£43.92m
	£50m
	0.878
	Reject

	C
	£50.86m
	£50m
	1.017
	Accept


Table 5: Profitability Index calculations
[bookmark: _Toc236251048]5. Internal Rate of Return (IRR)
The IRR is the discount rate at which a project's NPV equals zero, found here by interpolation between two trial discount rates. A project is accepted where IRR exceeds the 8% cost of capital.
	Project
	Estimated IRR
	Cost of Capital
	Decision

	A
	≈2.73%
	8%
	Reject

	B
	≈3.27%
	8%
	Reject

	C
	≈8.59%
	8%
	Accept


Table 6: Internal Rate of Return estimates
[image: ]
Figure 4: Side-by-side comparison of all five appraisal techniques — Project C is the only project that clears every acceptance threshold.
[bookmark: _Toc236251049]Summary and Ranking
	Technique
	Project A
	Project B
	Project C
	Best Project

	Payback Period
	4.50 yrs
	4.55 yrs
	3.60 yrs
	C

	ARR
	3.2%
	4.0%
	12.0%
	C

	NPV
	-£6.55m
	-£6.08m
	+£0.86m
	C

	Profitability Index
	0.869
	0.878
	1.017
	C

	IRR
	2.73%
	3.27%
	8.59%
	C


Table 7: Consolidated ranking across all five techniques
Every technique — payback speed, accounting return, present value, value-per-pound-invested and internal yield — ranks Project C ahead of Projects A and B. Project C is the only investment that recovers capital fastest, exceeds the 8% cost of capital, and generates positive NPV and a PI above 1.0. Projects A and B both destroy shareholder value at the current cost of capital and should be rejected on a stand-alone basis.
[bookmark: _Toc236251050]Capital Rationing Decision
With a maximum of £100 million available and each project requiring £50 million, the company could theoretically fund any two of the three projects simultaneously. However, since Projects A and B both generate negative NPV, combining either of them with Project C would reduce total shareholder value rather than increase it — the negative-NPV project would simply consume capital that could otherwise remain uninvested or be redirected to alternative opportunities.
Under capital rationing, the correct approach is to rank projects by Profitability Index (value created per £1 invested) and fund only those with a PI above 1.0. As Project C is the sole project meeting this threshold, the recommendation is to invest £50 million in Project C and retain the remaining £50 million rather than commit it to Project A or B.
Recommendation: Approve Project C only. It is the sole project that satisfies the NPV, PI and IRR acceptance criteria at Whitbread's 8% cost of capital, and it also offers the fastest payback and the highest accounting return of the three options.
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