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1. Introduction
The world automotive sector is experiencing a radical transformation with increased shift towards electric vehicles (EVs) which is supported by the technological advancement, regulatory forces, and changing preferences of the consumers. In this dynamic and capital-intensive setting, Lucid Group Inc. has become a high-end EV manufacturer, distinguishing itself with innovative battery technology, high energy efficiency, and a luxurious product approach. Nevertheless, even with a solid growth in revenue trend, the firm has high financial weaknesses that present substantial questions about its long-term economic sustainability and scalability.
The aggressive growth, high research and development spending and high investment in production infrastructure characterise the business model of Lucid. Though such strategic programs are required to develop technological and market leadership, it has led to the continued operating losses, negative free cash flows, and growing reliance on outside funding. This is an indication of lack of growth targets and financial discipline, which implies misallocation of capital and inefficiencies. Corporately-finance wise, these conditions are indicators of high liquidity risk and an inefficient capital structure, as is expected based on implications of the trade-off theory concerning the trade-off between growth financing and financial stability.
This report adopts the gaze of a Chief Financial Officer (CFO) to critically analyze the financial performance of Lucid in the last five years using the ratio analysis, cash flow analysis and trend analysis. It also evaluates the working capital management of the company to determine liquidity limitations and inefficiencies of the cash conversion cycle. Based on this discussion, the report suggests a strategic financial restructuring plan to help the company increase shareholder value, maximize capital efficiency, and financial resilience in a more volatile global environment. Moreover, the methods of investment appraisal such as Net Present Value (NPV), Internal Rate of Return (IRR), and Profitability Index (PI) are used to assess the alternative investment opportunities and identify the most suitable allocation of capital subject to capital rationing factors.
This report argues that the current expansion-based approach that Lucid follows is unsustainable in terms of its finances unless capital management and operational optimisation are put into practice. In particular, the fact that the firm has failed to translate growth in revenue into positive operating cash flows points to a basic flaw in the financial model of the firm. The company can be exposed to long-lasting liquidity drainage and value destruction in the face of absent corrective interventions, especially in cost rationalisation, working capital optimisation, and rebalancing in their capital structure. This analysis, therefore, does not only analyze the financial health of Lucid but also goes ahead to propose evidence-based and strategically based suggestions to facilitate the shift to a sustainable and financially stable business model.
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[bookmark: _Toc227108696]2.1 Growth and Operational Efficiency
Since the period of commercialisation, Lucid Group Inc. has shown a remarkable rise in revenues, indicating a growing acceptance in the luxury electric vehicle (EV) market. This is going in line with the overall industry growth due to regulatory encouragement and technology (International Energy Agency, 2024; McKinsey and Company, 2023).
Nevertheless, the increase in revenue is also not a sufficient measure of financial health, especially in capital-intensive sectors (Penman, 2020). This expansion has largely been realized in the case of Lucid by aggressive expansion of capacity and significant investment in manufacturing infrastructure (Lucid Group Inc., 2024), as opposed to efficiency of operations.
Most importantly, there has been a mismatch between the volumes of production and delivery and the installed capacity, which implies the underutilisation of resources and inefficiency in scaling processes. This detachment indicates that efficiency has been sacrificed to the growth, which shows a structurally poor working base.
The growth model used by Lucid is not efficiency-oriented but investment-oriented, which provokes the question of how this company could be able to grow in a sustainable way.

[bookmark: _Toc227108697]2.2 Profitability and Cost Structure
Profitability of Lucid is also very low over the period 2020-2024, which means the business model is unprofitable structurally.
Table 2.1: Net Loss Trend (2020–2024)
	Year
	Net Loss ($’000)

	2020
	(719,380)

	2021
	(2,579,761)

	2022
	(1,304,460)

	2023
	(2,828,420)

	2024
	(2,713,942)


Source: Lucid Group Inc. Annual Reports; Yahoo Finance (2025)
The continued and magnitude of such losses points to the fact that the cost structures are still fundamentally out of sync with revenue generation. Sustained negative margins are caused by high R&D expenditure, low economies of scale and high fixed operating costs.
Notably, early-stage firms tend to lose money, yet the fact that Lucid is not able to show a decreasing loss curve indicates that they are not transitional inefficiencies, but structural cost imbalances (Atrill, 2020).
Unlike other industry players like Tesla, which had economies of scale and positive operating cash flows in its growth phase, Lucid is stuck in a pre-scale inefficiency cycle. The fact that Tesla can transform innovation into cost-effectiveness is a glaring weakness in the strategic implementation of Lucid. This analogy supports the idea that the difficulties that Lucid is going through are not unique to the EV market, but unique to the operational and financial approach that the company has taken.
Lucid is not moving on the path of profitability, but instead, it is strengthening a cost system that suppresses financial sustainability in the long run.

[bookmark: _Toc227108698]2.3 Liquidity and Financing Dependence
Lucid has a high reported liquidity position, but this is more of an artifics
Table 2.2: Cash Position (2020–2024)
	Year
	Ending Cash ($’000)

	2020
	640,418

	2021
	6,284,020

	2022
	1,737,320

	2023
	1,371,507

	s2024
	1,607,052


Source: Lucid Group Inc. Annual Reports
The drastic rise of the amount of cash in 2021 can be attributed to significant capital inflows due to IPOs, which temporarily increased the liquidity base of the company. But the following decrease in cash balances to about 1.6 billion by 2024 is a continued trend of cash burn as a result of continued operating losses and capital expenditure needs. This trend indicates that Lucid is gradually losing its liquidity as it does not have positive operating cash flows.
In terms of corporate finance, the use of external liquidity sources instead of cash flows that are internally generated indicates financial weakness and makes concerns about the long-term sustainability (Brealey, Myers and Allen, 2020). This kind of dependence puts the firm at risk of funding especially in the unfavorable market conditions where access to capital can be limited.
Lucid liquidity position does not indicate strong operations, but rather a short-term financial buffer maintained by sustained financing of its operations, which conceals weaker structural underpinnings of its business model.

[bookmark: _Toc227108699]2.4 Operational Efficiency
The area of operation efficiency is a major area of weakness in Lucid especially when it comes to asset utilisation and inventory management. In capital intensive businesses like electric cars, effective use of assets is critical in attaining economies of scale and enhancing profitability. Nevertheless, financial information provided by Lucid reveals that there are inefficiencies in this aspect.
Recurrent inventory accumulations, as well as large write-downs of around 906 million in 2023 and 590 million in 2024, indicate that the production output and market demand are very imbalanced. Such write-downs do not only indicate overproduction, but are also indicative that inventory is being held at amounts that are not economically viable, causing direct erosion of profitability. Moreover, high levels of inventory lead to the capital being tied to non-revenue-generating assets and hence decreased liquidity and increased dependence of external financing by the firm.
In terms of financial analysis, inefficient asset usage is a direct detriment to the return on investment (ROI) and restricts the scale of operations (Palepu, Healy and Peek, 2020). A low asset turnover ratio indicates that Lucid cannot easily translate its huge capital investments into the revenue stream.
The fact that Lucid cannot effectively transform assets into revenue is not only indicative of operational inefficiency, but a structural vulnerability in its production planning and demand alignment; thus, limiting its potential to realize sustainable growth and profitability.

[bookmark: _Toc227108700]2.5 Capital Structure (Gearing)
Lucid is a company with a low leverage capital structure, which is highly based on equity financing.
Table 2.3: Financing Cash Inflows (2021–2024)
	Year
	Financing Cash Flow ($’000)

	2021
	7,136,428

	2022
	1,347,235

	2023
	3,070,915

	2024
	3,549,673


Source: Lucid Group Inc. Annual Reports
Although low debt levels minimize financial risk, over dependence on equity financing will lead to shareholder dilution and inefficient capital structure. According to trade-off theory, firms should balance debt and equity to optimise firm value (Brigham and Ehrhardt, 2021; Ross et al., 2022).
In its conservative leverage policy, Lucid has value optimisation in trade off with financial flexibility, which implies that its capital structure decisions are suboptimal.

[bookmark: _Toc227108701]2.6 Cash Flow Sustainability
The cash flow analysis will demonstrate the strongest evidence of the Lucid financial situation showing the structurally unsustainable operating model.
Table 2.4: Cash Flow Summary (2020–2024)
	Year
	Operating CF
	Investing CF
	Financing CF
	Net Change

	2020
	(570,196)
	(459,582)
	1,290,545
	260,767

	2021
	(1,058,133)
	(420,693)
	7,136,428
	5,657,602

	2022
	(2,226,258)
	(3,681,677)
	1,347,235
	(4,560,700)

	2023
	(2,489,753)
	(946,975)
	3,070,915
	(365,813)

	2024
	(2,019,674)
	(1,294,454)
	3,549,673
	235,545


Source: Lucid Group Inc. Annual Reports
The operating cash flows are always negative, which proves that core operations cannot produce enough cash. In the meantime, long-term capital spending and positive financing inflows show that the company cannot survive without the external financing.
Based on the cash conversion cycle framework, the financial sustainability of firms (Richards and Laughlin, 1980) implies that cash is generated within the firm and not external sources.
The business model of Lucid lacks cash and the external funding becomes an alternative to business sustainability.

[bookmark: _Toc227108702]2.7 Conclusion
The financial analysis has shown that Lucid is not just a loss making growth company, but an organisation that is structurally imbalanced in which growth is not underpinned by financial efficiency.
Although the growth in revenues points to market acceptance, lack of profit, use of assets and generation of positive operating cash flows also points to an unsustainable financial model.
The existing growth model used by Lucid cannot be sustained, because it is dependent on the external capital flow and not on internal financial performance, which puts the company at high financial risk in the long-term.Unlike other industry leaders like Tesla that realized economies of scale and positive operating cash flows as it grew, Lucid has been stuck in a pre-scale inefficiency cycle. The fact that Tesla is able to transform innovation into cost effectiveness identifies a big gap in the strategic implementation of Lucid. This analogy supports the idea that the problems at Lucid are not unique to the EV business, but rather its business and financial model.
This supports the urgency of working capital optimisation and a restructuring of the strategic financial structure, which will be discussed in the next section.

[bookmark: _Toc227108703]3. Working Capital Management
[bookmark: _Toc227108704]3.1 Cash Conversion and Liquidity Efficiency
The management of working capital is essential in capital-intensive business like the electric vehicle industry where the extended production cycle and the high level of inventory can exert a long-lasting strain on liquidity. The cash conversion cycle (CCC) measures how well a company transforms investment in inventory into cash flows (Richards and Laughlin, 1980).
The working capital dynamics in the case of Lucid indicates a structural imposition on liquidity generation due to structurally inefficient cash conversion process. This inefficiency is mainly fuelled by continued inventory build-up, poor production-demand fit and poor utilisation of supplier financing.
Table 3.1: Working Capital Indicators (2020–2024)
	Component
	Evidence
	Interpretation

	Inventory
	(1,256,349) → (334,242)
	Persistent inventory build-up

	Inventory Write-downs
	906,069 (2023), 590,198 (2024)
	Overproduction / demand mismatch

	Accounts Receivable
	Low levels
	Efficient direct sales model

	Accounts Payable
	Volatile
	Limited supplier financing advantage


Source: Lucid Group Inc. Annual Reports (2022–2024)
Inventory levels of Lucid are always high with high capital tied up in non-revenue-generating inventory. Despite the declining inventory outflows over the years, the presence of huge balances speaks of continued inefficiency in production planning and demand forecasting.
Although the company enjoys the advantage of low receivables owing to its direct-to-consumer sales concept, the same cannot be used to counter the inefficiencies in inventory. Moreover, low dependency on supplier credit also curtails the flexibility of liquidity.
The cash conversion cycle of Lucid is long-term and mostly relates to inventory inefficiencies and not receivables or payables which reflects on the weaknesses in the operation execution structures of the organization.

[bookmark: _Toc227108705]3.2 Working Capital Ratio Analysis
The key working capital ratios were then evaluated to examine liquidity efficiency between 2020 and 2024.
Table 3.2: Working Capital Ratios (2020–2024)
	Ratio
	2020
	2021
	2022
	2023
	2024
	Interpretation

	Current Ratio
	2.8
	5.4
	2.1
	1.8
	2.0
	Declining liquidity after peak funding

	Quick Ratio
	2.5
	5.0
	1.7
	1.4
	1.6
	Increasing reliance on inventory

	Inventory Days
	High
	High
	Very High
	Very High
	High
	Capital locked in inventory

	Receivables Days
	Low
	Low
	Low
	Low
	Low
	Efficient cash collection

	Payables Days
	Moderate
	Low
	Low
	Volatile
	Moderate
	Limited supplier leverage

	Cash Conversion Cycle
	High
	High
	Very High
	Very High
	High
	Inefficient liquidity cycle


Source: Derived from Lucid Group Inc. Annual Reports; Yahoo Finance (2025)
The analysis of ratio supports the structural aspect of the working capital inefficiencies of Lucid. Although current and quick ratios indicate high liquidity, it is mostly facilitated by externally increased cash, as opposed to efficient internal processes (Brealey, Myers and Allen, 2020).
Ratios related to inventory are the main issue. High inventory days and low turnover suggest low velocity on the stock and poor utilisation of capital. This has a direct effect of long cash conversion cycle and high financing needs.
The liquidity position of Lucid is a facade because it is not underpinned by the effective management of working capital but by borrowing.

[bookmark: _Toc227108706]3.3 Cash Burn and Financing Dependence
The working capital management inefficiencies listed above are directly translated to the continued cash burn in Lucid.
 Table 3.3: Operating Cash Flow (2020–2024)
	Year
	Operating Cash Flow ($’000)

	2020
	(570,196)

	2021
	(1,058,133)

	2022
	(2,226,258)

	2023
	(2,489,753)

	2024
	(2,019,674)


Source: Lucid Group Inc. Annual Reports
This continuing operating cash deficit supports the finding of Section 2 that the internally generated cash flows do not support the growth of Lucid. The core operations are not able to generate liquidity necessary to sustain their operations and they become increasingly dependent on external financing.
Table 3.4: Financing Dependence
	Year
	Financing Cash Flow ($’000)

	2021
	7,136,428

	2022
	1,347,235

	2023
	3,070,915

	2024
	3,549,673


The fact that Lucid has remained heavily reliant on external funding underscores a lack of financial independence and puts the company at risk of funding and market risk (Damodaran, 2023).
Lucid cash-based operating model is still cash-deficient, and the external financing serves as an alternative to operating liquidity.

[bookmark: _Toc227108707]3.4 Strategic Working Capital Improvements
The review shows that the working capital inefficiencies of Lucid are not short-term. These inefficiencies are not cyclical but entrenched in the firm operational and strategic structure that necessitate coordinated operational and financial measures and not isolated actions. Ineffective management of working capital in the capital intensive industries like electric vehicles negatively impacts on liquidity pressure and dependence on external financing.
To overcome these obstacles, some strategic actions can be suggested.
To minimise the amount of excess stock, Inventory Optimisation is essential. A shift to demand-driven production planning with the assistance of data analytics and enhanced forecasting would help to align production performance with real market demand more closely. This would greatly decrease the capital that is tied in unsold inventory and enhance inventory turnover ratios.
Just-in-Time (JIT) Production must be adopted to align the production schedules with the real-time demand signals. JIT lowers inventory costs (by holding small inventory quantities) and decreases inventory obsolescence risk, as well as improves operations efficiency. But its success is conditional on the reliability of the supply chain and good coordination with suppliers.
Supplier Financing Enhancement represents another source to augment liquidity. With the renegotiation of payment terms and the expansion of the payables period, the Lucid can successfully use the supplier credit as a short-term source of financing, thus enhancing its cash conversion cycle without raising financial risk.
Enhanced Demand Forecasting, based on AI-generated analytics, would enhance decision-making precision. Better visibility of demand minimizes production mismatches and responsiveness to market changes, which in the end enable more efficient resource allocation.
Together, these measures will help reduce cash conversion cycle, increase efficiency of liquidity, and decrease the reliance on external financing. Notably, the fact that the high levels of inventory persist is not only indicative of operational inefficiency, but a more fundamental strategic misalignment between the production planning and demand realisation. This implies that working capital inefficiencies are symptomatic of the wider organisational coordination failures and that these issues need an integrated strategic reform as opposed to incremental improvements.


[bookmark: _Toc227108708]3.5 Financing Strategy Implications
The inefficiencies of the working capital of Lucid are directly related to its mode of financing. The company has been relying on equity financing especially by institutional investors like the Saudi Public Investment Fund.
Equity financing minimizes the risk of financing, but causes dilution of the shareholders and constrains value creation in the long run. The trade-off theory suggests that firms can maximise firm value by maintaining an optimal debt equity balance (Brigham and Ehrhardt, 2021; Ross et al., 2022).
Temporary sources of funds like trade credit and bank facilities may help to boost liquidity levels, but does not solve structural inefficiencies.
Lucid financing policy focuses on flexibility rather than efficiency and therefore it has an inefficient capital structure.

[bookmark: _Toc227108709]3.6 Conclusion
The working capital management at Lucid is indicative of a structurally inefficient operating model, with long cash conversion cycle, long-term inventory build-up and negative operating cash flows.
Even though the company is liquid, this is highly financed by outside capital as opposed to its performance. As a result, inefficiency in working capital is one of the causes of wide-scale financial instability.
Lucid will be structurally reliant on external sources of capital, reducing financial independence and long-term value creation.

[bookmark: _Toc227108710] 4. Strategic Financial Restructuring
[bookmark: _Toc227108711]4.1 Integrated Problem Diagnosis
The financial analysis in Section 2 and 3 has shown that the problems facing Lucid are not cyclical and independent, but structural and interdependent. The problem is not that the growth is not sufficient, but the fact that the company cannot transform growth into performance that is financially sustainable.
The acquisition plan of Lucid has been typified by high capitalisation and quick growth of production lines. Nonetheless, this growth rate propelled by investment has not been accompanied by equal gains in revenue efficiencies which has created underutilised assets and poor asset turnover. This in turn leads to capital being put in place without the desired returns which means that there are inefficiencies in the performance of operations and the strategy.
Meanwhile, the company also works with a high fixed costs base due to the high level of research and development spending and high manufacturing overheads. Although this kind of investment is required in an industry that is technology-oriented, there has been no economies of scale, leading to continuously negative margins. The fact that net losses in 2024 are over 2.7 billion further attests to the fact that the cost base of Lucid continues to be fundamentally mismatched with the revenue base.
Working capital constraints are added to these structural inefficiencies. The negative operating cash flows have been sustained due to inventory build-up, and long cash reversion cycles as shown in Section 3 thus supporting the reliance on external financing of the business.
Lucid has a very high-cost, capital-intensive growth model which is not backed by operational efficiency or internal cash generation to generate a structurally weak financial position.

[bookmark: _Toc227108712]4.2 Strategic Restructuring Priorities
To overcome these challenges, a concerted restructuring plan is necessary to enhance cost efficiency and capital structure optimisation, as well as operational scalability. Singular interventions are probably not effective due to the interdependency of the financial weaknesses in Lucid.

Cost Rationalisation and Operational Discipline
The top priority that is the most immediate and value-accretive is the cost rationalisation. Lucid has a high fixed cost base that needs to be decreased to match its present scale of production and its revenue-generating capacity.
This entails the rationalisation of the R&D spending, SG&A costs, and manufacturing efficiency by standardising and automating processes. Nevertheless, cost cutting should be well balanced. Too much reduction-especially in areas involving innovation- might compromise the technological differentiation and competitiveness of Lucid in the long run.
The restructuring suggested cannot be understood as a simple reduction of costs, but as the shift towards the value-optimisation model in place of the growth-maximisation model. This change is necessary to make sure that future investments can be assessed in terms of contribution to economic value added (EVA), but not in terms of their capacity to sustain stories of expansion.
Cost rationalisation enhances margins, minimises cash burn, although it needs to be balanced to maintain innovation capability and brand positioning.

Capital Structure Optimisation
This current capital structure of Lucid is skewed towards equity financing to the extent of shareholder dilution and an inefficient cost of capital. The moderate amount of debt funding should be introduced to enhance the efficiency of capital and make the firm more consistent with the principles of trade-offs theory (Brealey, Myers and Allen, 2020; Ross et al., 2022).
Nevertheless, the introduction of debt should be well controlled. Although leverage has the potential to lead to higher returns and lower the weighted average cost of capital (WACC), the excessive borrowing would augment financial risk, especially since Lucid does not have stable cash flows at the moment.
Disciplined risk management is essential and a controlled rise in leverage is a better mean of capital efficiency but it must prevent financial distress.

Capital Efficiency Strategic Partnerships
Lucid must consider selective strategic alliances to minimize capital intensity and enhance scalability especially in manufacturing and supply chain processes. By partnering with established automotive companies, access to infrastructure, distribution networks, and operating experience may be gained without the need to invest a lot of extra capital (Gaughan, 2021).
Trade-offs are however brought by partnerships. Though they lower the financial load, they can restrict the strategic control as well as water down brand differentiation unless well designed.
Strategic partnerships increase the ability to scale and lessen the need to raise money, although they need to be carefully applied to preserve strategic independence.
The restructuring suggested should not be seen as cutting costs on its own but a shift towards a value-optimisation model as opposed to a growth-maximisation model. Such a transition is necessary to make sure that future investments are assessed regarding the contribution to economic value added (EVA),, but not their capability to uphold expansion narratives.

[bookmark: _Toc227108713]4.3 Impact on Shareholder Value and Risk Profile
The effectiveness of the restructuring strategy proposed can be measured in three major scales including the shareholder value, financial risk, and operational flexibility.
Cost rationalisation and capital structure optimisation are very value-accretive in terms of shareholder value. Loss minimization and maximization of capital efficiency directly leads to higher long-term profitability, and minimization of equity issuance decreases dilution.
Financially, moderate debt increases leverage, but is more efficient in terms of capital. Having a balanced capital structure minimizes WACC whilst the risk levels remain manageable, as long as debt levels are kept within their cash flow capacity.
In an advanced financial sense, the suggested restructuring boosts Economic Value Added (EVA) by increasing operating efficiency with the weighted average cost of capital (WACC) and operational performance is aligned with shareholder value creation.
The operationally restructuring can be seen to increase flexibility through lessening fixed cost commitments and also through better allocation of resources. The flexibility is also supported by strategic partnerships as they allow scaling without a corresponding capital expenditure.
A balanced restructuring plan will enhance value generation, minimise risk, and increase operational flexibility, which puts Lucid in a sustainable growth.

[bookmark: _Toc227108714]4.4 International and Ethical considerations
The restructuring strategy adopted by Lucid also has to be considered in the larger global and ethical context.
The fact that the company depends on financing by the Saudi Public Investment Fund (PIF) makes it financially stable and suggests some governance issues, especially the concentration of control and strategic impact. It is important to promote transparency and balanced decision-making in order to uphold confidence among investors.
Regarding the ESG aspect, Lucid is in the industry that is connected with sustainability; nevertheless, production and supply chain operations have environmental and ethical consequences. It is essential to align restructuring with ESG principles to retain brand value and remain competitive in the long term.
Also, the international nature of its business subjects Lucid to exchange rate and inflationary risks, especially in the prices of raw materials. It is thus necessary to implement effective financial risk management techniques such as hedging and cost control (Damodaran, 2023).

[bookmark: _Toc227108715]4.5 Conclusion 
The analysis shows that the financial struggles of Lucid can be explained by the fact that there is an inherent inconsistency between the growth strategy and financial discipline. The current model of the company focuses on growth without being operationally efficient and financially sustainable.
Lucid needs to focus on a restructuring approach based on cost rationalisation and disciplined capital structure optimisation, and strategic partnerships are a focused mechanism to drive capital intensity reduction and not a main growth instrument.
Without converting an expansion-led model to a financially disciplined and efficiency-focused structure, Lucid will continue to be structurally reliant on external capital inflows, constraining its ability to make financial decisions independently, and reducing the value creation potential in the long-term.

[bookmark: _Toc227108716]5. Investment Appraisal
[bookmark: _Toc227108717]5.1 Introduction
Investment appraisal is one of the important tools that are used to assess the viability of a project and to make sure that the capital is allocated effectively. In the case of Lucid Group Inc., this is an especially important process considering its present financial status. According to the information given in Sections 2-4, Lucid has been described as having sustained negative operating cash flows, high capital intensity, poor profitability, and is very dependent on external financing. These circumstances require a disciplined investment model that aims at preserving value, liquidity and efficiency of capital instead of aggressive growth.
Three different investment projects are analyzed in this section based on five capital budgeting methods, which include Payback Period (PBP), Accounting rate of return (ARR), Net present Value (NPV), profitability Index (PI) and Internal rate of return (IRR). All these approaches evaluate liquidity, profitability, and value creation, which allows making a balanced and comprehensive investment decision (Arnold, 2020).

[bookmark: _Toc227108718]5.2 Payback Period (PBP)
Cash Flows (£ million)
	Year
	Project A
	Project B
	Project C

	1
	10
	11
	5

	2
	12
	11
	10

	3
	14
	11
	20

	4
	10
	11
	25

	5
	8
	11
	5


Initial Investment = £50 million
Calculation
Project A
Cumulative cash flows:
Year 1 = 10
Year 2 = 22
Year 3 = 36
Year 4 = 46
Year 5 = 54
Remaining after Year 4 = 50 – 46 = 4
Payback Period = 4 + (4 / 8) = 4.5 years

Project B
Equal inflows:
Payback Period = 50 / 11 = 4.55 years

Project C
Cumulative cash flows:
Year 1 = 5
Year 2 = 15
Year 3 = 35
Year 4 = 60
Remaining after Year 3 = 15
Payback Period = 3 + (15 / 25) = 3.6 years

Project C takes the shortest payback period, which means that it recovers the initial investment faster and ensures better liquidity. This is especially applicable to Lucid as it has a high cash burn and requires faster capital recovery.
The payback approach, however, does not take into account the time value of money as well as after payback cash flows, hence, it is not very useful in assessing value creation over the long term.

[bookmark: _Toc227108719]5.3 Accounting Rate of Return (ARR)
Project A
Total inflow = 54
Profit = 4
Average profit = 0.8
ARR = (0.8 / 50) × 100 = 1.6%

Project B
Profit = 5
Average = 1
ARR = (1 / 50) × 100 = 2.0%

Project C
Profit = 15
Average = 3
ARR = (3 / 50) × 100 = 6.0%
Although Project C exhibits the best ARR and payback period, the choice should be in line with the current financial capacity of Lucid. Since the firm has continued to experience negative operating cash flows and liquidity risk is high, it is important to focus on fast capital recovery.
Nevertheless, ensuring that only liquidity-based measurements are used might compromise the long-term value creation. Thus, the best decision should provide a balance between the short term and long term value maximisation.
Project C is advisable in this situation as it has a better return profile however only in the presence of liquidity buffers. At a capital rationing limit (£100 million), the Project A and Project C combination is the best since it would realise the balance between immediate cash payback (Project A) and greater returns in the long run (Project C), thus maximising NPV whilst controlling financial risk.

5.4 Net Present Value (NPV)
Discount Factors (10%)
	Year
	Factor

	1
	0.909

	2
	0.826

	3
	0.751

	4
	0.683

	5
	0.621



Project A
= 10×0.909 + 12×0.826 + 14×0.751 + 10×0.683 + 8×0.621
= 9.09 + 9.91 + 10.51 + 6.83 + 4.97
= 41.31
NPV = 41.31 – 50 = −8.69

Project B
= 11×0.909 + 11×0.826 + 11×0.751 + 11×0.683 + 11×0.621
= 9.999 + 9.086 + 8.261 + 7.513 + 6.831
= 41.69
NPV = 41.69 – 50 = −8.31

Project C
= 5×0.909 + 10×0.826 + 20×0.751 + 25×0.683 + 5×0.621
= 4.545 + 8.26 + 15.02 + 17.08 + 3.105
= 48.01
NPV = 48.01 – 50 = −1.99

The fact that all the projects have reported negative NPVs continuously indicates that none of them meet the cost of capital required by Lucid, which is an indicator of systematic value destruction. However, Project C has the lowest negative NPV and thus it is the relatively better option.
This supports the fact that any capital allocation decisions should be based on the need to preserve value over growth, especially in a financially constrained company like Lucid.
Since Lucid is already faced with financial difficulties especially its negative operating cash flows and poor utilisation of the capital, it would only serve to deteriorate its financial standing by investing in negative NPV projects.

[bookmark: _Toc227108720]5.5 Profitability Index (PI)
	Project
	PI

	A
	0.83

	B
	0.83

	C
	0.96



All projects have PI values below 1, confirming that they destroy value. Project C demonstrates relatively higher capital efficiency, reinforcing its position as the least value-destructive option.

[bookmark: _Toc227108721]5.6 Internal Rate of Return (IRR)
	Project
	IRR

	A
	3.2%

	B
	3.8%

	C
	8.8%


The IRRs of all projects are less than the required rate of return of 10, which proves that they could not be financially viable. Project C however, has the highest IRR of 8.8 and then comes Project B and Project A.
The correlation between the IRR and NPV makes the appraisal more reliable, because both the techniques show that the value is destroyed, but Project C is the comparatively better choice.

[bookmark: _Toc227108722]5.7 Decision and Justification
The various appraisal methods are always in rank:
Project C > Project B > Project A
But there are some strict financial requirements that all the projects are to be rejected. The negative NPVs, PI less than 1 and IRR less than the required return show that such investments would lower the shareholder value.
Lucid’s financial profile includes:
· Continued negative operating cash flows. 
· Great reliance on external funding. 
· Weak profitability and efficiency. 
Undertaking value-destructive investments would:
· Increase financial risk 
· Exacerbate liquidity constraints 
· Further undermine capital efficiency. 
Investment choices could include strategic factors including technological development, market position, or future growth prospects, despite poor financial performance. Project C can still be considered in this context provided it provides strategic benefits which are not reflected in the financial projections.

[bookmark: _Toc227108723]5.8 Capital Rationing
Under a £100 million constraint, the firm can undertake only two projects.
	Combination
	NPV

	A + B
	−17.00

	A + C
	−10.68

	B + C
	−10.30



The combination of the best option is Project B + Project C since this leads to the maximum combined NPV.
This combination:
· Minimises value destruction 
· Trade stability (Project B) and greater returns (Project C) in higher returns. 
· Enhances efficiency in the overall capital allocation. 
The investment appraisal shows that none of the projects can satisfy value creation criteria.
Final Financial Decision: Accept none of the projects.
Conditional Strategic Decision:
Project C can be viewed as only with a good strategic rationale.
Although maintaining financial discipline by refusing all projects, it can suppress future growth opportunities, indicating the conflict between financial stability in the short term and strategic positioning in the long term.
Lucid should not invest in value-destructive investments with its current financial constraints. The allocation of capital should focus on value protection, liquidity enhancement and financial discipline. Nevertheless, Project C is the least harmful when strategic advantages are taken into consideration. This strategy is in line with the overall restructuring strategy of Lucid and would help it shift to the financially sustainable and efficiency-focused business model.

[bookmark: _Toc227108724]6. Conclusion
This report has critically assessed the financial situation and strategic standing of Lucid Group Inc. during the years 20202024 and found that the firm has a high growth in revenues and is prone to structural financial deficiencies. In the face of growth in the high-end EV market, Lucid documented ongoing net losses of over 2.7 billion in 2024, and operating cash flows of about $(2.0-2.5) billion per year continue to be negative, suggesting that underlying operations are not profitable.
The review also revealed that there existed significant working capital management inefficiencies, especially in terms of inventory levels and long cash conversion periods which have contributed to the current capital being tied up in non-productive assets. Even though the company is liquid, having cash balances of about 1.6 billion in 2024, such a position is mainly ex post facto finances and not based on cash flows generated internally, which underscores an acute reliance on external capital flows.
Strategically, the existing growth model of Lucid is not financially viable since it focuses on growth without operational efficiency and cost discipline. Such an imbalance puts the firm at risk of long-term value erosion and a growing risk of financial loss. To overcome these issues, it is necessary to have a concerted restructuring plan aimed at ensuring cost rationalisation, working capital optimization and rebalancing of the capital structure to improve financial resilience and shareholder value.
With regard to investment decision making, Project C is better in its ability to give higher returns, whereas the combination of Project A and Project C given the capital rationing constraints (£100 million) offers an optimal balance between recovery of liquidity and maximisation of long run value. Such a strategy fits the financial status of Lucid, as it will deal with cash flow needs and expansion needs.
Finally, the success of Lucid in the future will not be determined by what it is capable of, but rather by its capacity to transform growth into sustainable profitability, and positive cash flows. The company will not be able to evolve into a viable and competitive leader in the industry without the urgent financial restructuring and disciplined allocation of capital, as they will continue being a capital-dependent company.
Devoid of urgent financial restructuring and rigorous capital management, Lucid will persist in structural reliance on external capital inflows in excess of $3 billion per year, crippling financial independence and seriously diminishing its capacity to attain sustainable long-term value creation.
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