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[bookmark: _Toc216115068]EXECUTIVE SUMMARY 
The 2022 financial statements of E-energy Ltd reveal that the company is highly leveraged with total assets of 1,500 million pounds, total liabilities amounting to 1,255 million pounds and total equity amounting to 245 million pounds. Liquidity is sufficient, and there is not much room in the capital structure to absorb any additional risk. The proposed growth of non-current assets by £110 million brings the total assets to 1,610 million. The company will need to raise long-term liabilities by about 92 million to sustain the existing liabilities-equity ratio of 5.12, the rest of the difference will be financed by equity.
The suggested workforce reduction of 45 percent will not be advised. It contradicts the principles of UK Corporate Governance Code, undermines CSR performance and might negatively affect operational performance and IPO valuation. The company ought to keep its workforce instead and strive to achieve efficiency.
During the preparation of a successful IPO, E-energy Ltd has to enhance governance systems such as independent board committees, and remuneration policy whereby, director compensation is based on long-term performance and open reporting.
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[bookmark: _Toc216115069]1. INTRODUCTION 
E-energy Ltd is a privately owned oil company that is planning to make major organisational and financial shifts. Its 2022 financial extracts reveal that it has the total assets of £1,500 million and the total liabilities of 1,255 million, leaving the position of equity quite small in relation to a company as large as it is. Meanwhile, the Board will raise non-current assets by £110m and is looking into a public issue in the form of an IPO. Such choices have an impact on the capital structure of the company and cast their doubts upon governance expectations in the UK listing regulations (FRC, 2018).
This report has four aims. First, it determines the value of the current equity of the company. Second, it evaluates the impact of the planned change in the non-current assets on leverage and the long-term liabilities that will be needed to sustain the current ratios, the relationship between capital structure and financing strategy (Frank and Shen, 2019). Third, it is a critique of the suggestion to reduce workforce by 45 percent basing on the principles of corporate social responsibility and expectations of the stakeholders. Lastly, it evaluates the post-IPO remuneration of directors, based on agency theory, and UK governance principles to demonstrate the impact of compensation on the behaviour of managers and the creation of long-term value (Hill et al., 2020).
[bookmark: _Toc216115070]2. DISCUSSION OF FINDINGS 
[bookmark: _Toc216115071]2A. Financial Position and Equity Valuation 
The equity of a company is the amount that remains of the property of the company after subtracting the liability and indicates the ownership of owners in the business (Brealey et al., 2020). According to the 2022 financial extracts, E-energy Ltd has recorded total assets of 1500M and total liabilities of 1255M, with the value of equity being 245M. This gives a point of departure of comprehending solvency and gearing.
Simplified Statement of Financial Position (Extract)
	£ million
	2022

	Total Assets
	1,500

	Total Liabilities
	1,255

	Equity
	245


The working capital is also used to show how financially healthy a company is at the short-term. The current ratio stands at 1.82:1, which is considered a comfortable current ratio to meet the minimum of short-term obligations because current assets are 620 million and the current liabilities are 340 million (Atrill & McLaney, 2020). This implies that there was enough liquidity prior to any restructuring.
Working Capital Snapshot
	£ million
	2022

	Current Assets
	620

	Current Liabilities
	340

	Current Ratio
	1.82


Nevertheless, the equities are relatively low when compared to the total assets hence a leveraged structure. Such a gearing position leaves the firm at increased financial risk particularly during a growth preparation or IPO preparation. The capital structure theory emphasizes the fact that companies need to balance the cost benefits of a debt with the increasing risk of experiencing financial distress as leverage rises (Frank & Shen, 2019). In the case of E-energy Ltd, the ratio of equity to liabilities of 245 million to 1,255 million is an indication of low shock-absorbing capacity. Although the company is not at the time under the risk of instability, the situation of its solvency implies that any significant growth in its assets or liabilities should be approached with caution to prevent the decline in its gearing ratio and investor trust.
[bookmark: _Toc216115072]2B. Ratio Impact of Increasing Non-Current Assets and Required Increase in Long-Term Liabilities 
E-energy Ltd currently operates with a high liabilities-to-equity ratio. Using the 2022 figures, total liabilities of £1,255 million and equity of £245 million produce a leverage ratio of:
1,255/245=5.12
This means the company uses £5.12 of liabilities for every £1 of equity—a structure that the Board wishes to maintain when non-current assets increase by £110 million. The asset increase raises total assets from £1,500 million to £1,610 million .
To preserve the existing leverage, the following condition must hold:
L′/E′=5.12
and
L′+E′=1,61
Substituting the first equation into the second:
5.12E′+E′=1,610

6.12E′=1,610

E′=£262.97m,

L′=1,610−262.97=£1,347.03m

The increase in long-term liabilities required is therefore:
1,347.03−1,255=£92.03m
Bringing an additional long-term debt of £92 million is an option that maintains the capital structure, but risks more finance. Increased leverage increases the cost of equity in the Modigliani-Miller model and increases volatility exposure particularly in the energy markets (Brealey and Shen, 2020). Gearing should then be handled carefully before an IPO.
[bookmark: _Toc216115073]2C. Critical Argument Against 45% Workforce Reduction 
Nobody would claim that the downsizing of 45 percent of the workforce is in line with the contemporary demands of ethical governance and cannot be justified by the long-term value of E-energy Ltd. According to the UK Corporate Governance Code, boards should take into consideration employee interests and make sure that organisational culture offers sustainable success (FRC, 2018). Reducing the number of employees by close to half is something that would be against these principles, and it will likely hurt the reputation of the company during the time when it is preparing to be listed publicly. The past few years have seen an increase in the level of social practices scrutiny by investors, where evidence indicates that companies with better employee-related ESG indicators are priced at a higher value and perceived to be less risky (Grewal et al., 2020).
The CSR theory also offers a very good rationale against such a reduction. The stakeholder theory underlines that employees are key drivers of the value creation and organisational stability (Freeman et al., 2020). Massive layoff like this would demotivate, break up knowledge networks and destabilize the existing culture of family that the company has built. The triple bottom line model also emphasizes the fact that social performance also has a direct impact on the future financial performance; mistreating employees can become a source of a bad reputation and business interference (Elkington, 2018).
The agency theory is also a warning of short-term cost cutting decisions at the long-term capability cost. It has been found that massive layoffs often do not bring long-term financial returns and may lower organisational resilience (Cascio, 2019). To an external investor looking to invest in a company, that instability can cast doubt on the quality of leadership and its strategy.
All in all, the downsizing of 45 percent workforce is inconsistent with good governance, principles of CSR and long-term value creation. It would endanger the prospects of IPO and undermine the strategic position of the firm.
[bookmark: _Toc216115074]2D. Director Remuneration After IPO and Governance Structures 
Should E-energy Ltd decide to go with an IPO, the remuneration of directors will have to change its privately negotiated practice to an open, well-managed framework compliant with the UK listing requirements. The UK Corporate Governance Code stipulates that remuneration policies should contribute to long-term sustainable success, they should be explicitly aligned with strategy, and managed by an independent remuneration committee (FRC, 2018). This committee must also compare remuneration with other similar listed companies and make incentives dependent on performance and not seniority.
The remuneration package of directors after the IPO ought to be a combination of fixed salary coupled with long term and performance based elements. Multi-year-vesting share-based incentives are also highly advised since they provide a long-term orientation and minimize the risk-taking in the short-term (Edmans et al., 2018). The performance measures must not be limited to financial performance, but also safety performance and operation and environmental efficiency, as the investor expectation in the energy industry.
The significance of such a structure can be described as per the agency theory: without properly crafted incentives, managers can serve their own interests, instead of those of shareholders. The agency costs can be addressed by aligning compensation with the long-term value creation (Hill et al., 2020). It is also necessary to disclose remuneration policies in a transparent manner since the IPO investors are becoming more demanding about the quality of governance when valuing new listings (PwC, 2021).
Other governance mechanisms ought to be put in place prior to listing such as a majority independent board, a stronger audit committee and a separate risk committee that is well in a position to manage the commodity price volatility and operational risks. These arrangements portend responsibility and increase investor confidence which facilitates a more successful transition to state ownership.
[bookmark: _Toc216115075]3. CONCLUSION
Financial status of the E-energy Ltd in 2022 reflects that the assets amount 1,500 million, liabilities amount 1,255 million and the equity amount is 245 million representing an extremely leveraged structure. To sustain the present ratio of the liabilities to the equity after the planned addition of assets of 110m, it will be necessary to add about 92m in additional long-term liabilities. The reduction of the number of employees by 45 percent would destabilise the organisation, deter compliance with CSRs, and harm IPO opportunities. An effective shift to state ownership rather needs effective governance mechanisms such as independent control and open remuneration schemes that relate the incentives of directors to the long-term value and responsible behaviour.
[bookmark: _Toc216115076]4. RECOMMENDATIONS 
Keep the current ratio of liabilities to equity by increasing long-term liabilities by about £92 million, which will help to finance the proposed asset growth without going out of business.
Prevent a 45 percent workforce cut, rather enhance efficiency by undertaking selective reskilling, process streamlining, and retrenchment of valuable organisational knowledge.
At least three committees audit, remuneration and risk fully independent before seeking an IPO to enhance control and responsibility.
Introduce a compensation scheme that attaches compensation to long run performance of directors including multi-year share schemes and disclosure in line with UK governance standards.
Put a high priority on good CSR practices and employee engagement as a measure of safeguarding the reputations and maintain investor confidence.
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