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TH
NOTICE OF 15  ANNUAL GENERAL MEETING

thNotice is hereby given that the 15  Annual General Meeting of Japan Power Generation Limited will be held on
Wednesday, November 25, 2009 at 9:00 AM at registered office/plant located at Jia Bagga, off Raiwind Road, 
Lahore to transact the following business: 

ORDINARY BUSINESS: 

th 1. To confirm the minutes of the 14 Annual General Meeting of the Company held on Friday, November 14, 
2008. 

2. To receive, consider and adopt the audited financial statements of the company for the financial year ended
   June 30, 2009, together with the Directors' and Auditors' Reports thereon. 

3. To appoint auditors, M/s Hyder Bhimji & Co, Chartered Accountants, for the Company for the financial year 
ending June 30, 2010 and fix their remuneration.  

4. To transact any other business that may be placed before the meeting with the permission of the Chair.

                                                                                                                    By order of the Board 

Lahore                                                                                                          Zain ul Abidin 
November 04, 2009                                                                                         Company Secretary 
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NOTES

1. The Share Transfer Book of the Company will remain closed from November 17, 2009 to November 25, 2009 
(Both days inclusive).

 2. A member entitled to attend and vote at the meeting may appoint another member as his/her proxy to 
attend and vote in his/her place.  Proxies, complete in every respect, in order to be effective, must be 
received at the Registered Office of the Company located at Jia Bagga, off Raiwind Road, Lahore, not less 
than 48 hours before the time of holding the meeting.

 3.Members are requested to promptly notify the Company any change in their addresses.
 
4.CDC Account Holders will further have to follow the under mentioned guidelines as laid down in circular -1 

dated January 20, 2000 issued by the SECP: 

A.FOR ATTENDING THE MEETING 

1. In case of individuals, the account holder or sub-account holder and/or the person whose securities are in 
group account and their registration details are uploaded as per the Regulations, shall authenticate his 
identity by showing his original National Identity Card (NIC) or original Passport, Account and Participant's 
ID number at the time of attending the Meeting.  

2. In case of corporate entity, the Board of Directors' resolution / power of attorney with specimen signature of 
the nominee shall be produced (unless it has been provided earlier) at the time of the Meeting.

B.FOR APPOINTING PROXIES 

1. In case of individuals, the account holder or sub-account holder and/or the person whose securities are in 
group account and their registration details are uploaded as per the Regulations, shall submit the proxy 
form as per the above requirements. 

2. The proxy form shall be witnessed by two persons whose names, addresses and NIC numbers shall be 
mentioned on the form. 

3. Attested copies of NIC or the passport of the beneficial owners and the proxy shall be furnished with the 
proxy form.

4. The proxy shall produce his original NIC or original passport at the time of the Meeting. 

5. In case of corporate entity, the Board of Directors' resolution/power of attorney with specimen signature 
shall be submitted (unless it has been provided earlier) along with proxy form to the Company.
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thThe board of directors of your Company are pleased to present the 15  Annual Report together with the 

audited financial statements of your Company and auditors' report thereon for the year ended June 30, 2009.

PRINCIPAL ACTIVITIES

The principal activity of the Company is to own, operate and maintain an oil-fired power station with a net 
contracted capacity of 120.5 MW (gross capacity of 135 MW).

MAJOR STRATEGIC ISUUES:

Your Company is in extreme financial distress due to the on going dispute with WAPDA, whereby WAPDA has 
completely stopped payments from January 2009 onwards. This is a departure from WAPDA's obligations 
under the PPA. Since the country is in dire need of electricity, the management started numerous initiatives 
with WAPDA to re-start operations of the plant. In this connection, the WAPDA / PEPCO / Financial Institutions 
alongwith the Company are working on various proposals and plans to resume the operations of Company. 

RESOLUTION OF CONTRACTUAL ISSUES – AUDITORS' QUALIFICATIONS

i) As reported in the last year's annual report, the Company was contingently liable for the liquidated 
damages claimed by WAPDA for the period from July 1, 2001 to June 30, 2009, to the tune of Rs. 
1,598.215 million (including 505.654 million billed during the year under report), out of which WAPDA 
has already arbitrarily deducted an amount of Rs. 458.255 million from Company's capacity invoices. 
The Company disputed the liquidated damages and arbitrary deduction by WAPDA from the 
Company's capacity invoices. 

ii) WAPDA had disputed payments amounting to Rs. 384.032 million, relating to indexation of non-
escalable components of capacity purchase price (CPP) already paid to the Company from March 14, 
2004 to March 13, 2006 and disputed further amount of Rs. 506.290 million against the Company's 
CPP invoices for the period from March 14, 2006 to June 30, 2009. The total amount disputed by 
WAPDA comes to Rs. 890.322 million, against which WAPDA has arbitrarily withheld a total amount of 
Rs. 542.109 million from the Company's CPP invoices up-till June 30, 2009. 

These disputes were referred to a mutually agreed Expert, as per the dispute resolution mechanism provided 
in the Power Purchase Agreement (the “PPA”), who gave his recommendations that fully support the 
Company's position. Both Parties initialed a settlement based on the Expert's recommendations but with 
certain concessions given to WAPDA. WAPDA, however, failed to sign the said settlement. Therefore, neither 
the recommendations of the Expert are implemented nor the settlement was implemented by WAPDA. 
WAPDA is, therefore, in breach of the terms of the PPA. Under the circumstances, the Company is not able to 
continue its operations and hence has shutdown its plant in last week of December 2008.

In January 2009, the Company has referred the matter to the International Court of Arbitration under the 
International Chamber of Commerce's (the “ICC”) Rules as per the provisions of the PPA for the 
implementation of the Expert's recommendations. The claimed amount as per recommendations of the 
Expert is Rs. 3.6 billion (approximately). After adjusting the Company's liabilities to WAPDA, net expected 
cash inflow could be Rs. 2.5 billion (approximately). The management of the Company is optimistic about the 
outcome of the arbitration. The arbitration process is expected to be completed in another year's time.

DIRECTORS' REPORT TO THE MEMBERS
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In view of the above stated reasons as well as Company's initiatives undertaken for the early resumption of 
operations of its power project with the assistance of WAPDA / PEPCO and Financial Institutions, the 
management of the Company believes that the going concern assumption used by it for the preparation of the 
financial statements for the year ended June 30, 2009 is appropriate. 

PLANT PERFORMANCE

During the current financial year, the plant usage decreased to 256,870MWh as compared to 506,924MWh in 
the previous year, as the plant remained shutdown from last week of December 2008 due to default of WAPDA 
as per the provisions of the PPA.

FINANCIAL PERFORMANCE

The key operating and financial data of the Company with the comparatives of the corresponding period 
is as follows:

                                                                                                               2009            2008

The sales revenue for the current year decreased to Rs. 3.51 billion as compared to Rs. 4.50 billion last 
year due to shutdown of plant from last week of December 2008. However, the gross profit margin has 
slightly increased as compared to last year due to the reason that operational losses of fuel consumption 
reduced as the plant remained shutdown in last six months of the current year.

The operating Expenses increased as compared to last year because of the payments to lawyers and 
International Chamber of Commerce's (the “ICC”) fee for arbitration proceedings. The increase in financial 
charges as compared to last year is mainly due to increase in applicable KIBOR rates. Further, last year's other 
income included non-recurring adjustments.

For the above mentioned reasons, the net loss after taxation increased to Rs. 592.51 million as compared 
to Rs. 162.67 million in the last year.

APPOINTMENT OF CHIEF EXECUTIVE OFFICER

Mr. Nadeem Babar submitted his resignation on October 14, 2008 on personal grounds which was accepted by 
the Board and Mr. Khan A Saleem  was appointed as the CEO. 

Financial year ended June 30,



EXTERNAL AUDITORS' APPOINTMENT

The Company's auditors M/s Hyder Bhimji & Co., Chartered Accountants shall retire at the conclusion of the 
th15  annual general meeting. The auditors have indicated their willingness to continue in office as auditors. 

The appointment in the office of the external auditors shall be made in the next AGM.

CORPORATE AND FINANCIAL REPORTING FRAMEWORK

a) The Financial Statements, together with the Notes thereto, have been drawn up by the management 
in conformity with the Companies Ordinance, 1984. These statements present fairly the Company's 
state of affairs, the results of its operations, cash flows and changes in equity.

b) Proper books of account have been maintained by the Company.

c) Appropriate accounting policies have been consistently applied in preparation of the financial 
statements and accounting estimates are based on reasonable and prudent judgment.

d) International Accounting Standards, as applicable in Pakistan have been followed in preparation of 
the financial statements.

e) The system of internal control is sound in design and has been effectively implemented and 
monitored.

f) There are no significant doubts about the Company's ability to continue as a going concern.

g) There has been no material departure from the best practices of Code of Corporate Governance, as 
detailed in the listing regulations.

h) The key operating and financial data of last six years is attached to the report.

i) BOARD OF DIRECTORS MEETING HELD DURING THE YEAR
During the financial year under review the Board of Directors met for four times and the attendance of the 
meetings is as follows:

Leave of absence, where requested, was granted to the Directors who could not attend the Board Meetings.

During the financial year ended June 30, 2009, seven causal vacancies have been filled in the Board of 
Directors as per Section 180(2) of the Companies Ordinance 1984.

Name
No. of Meeting

Attended
Name

No. of Meeting
Attended
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COMPLIANCE WITH THE CODE OF CORPORATE GOVERNANCE

The Company's Statement of Compliance with the Code of Corporate Governance is annexed with the report.

The Company endeavors to conduct business honestly, in good faith and to comply with such regulations, 
codes, guidelines and procedures, which govern its business. 

The relationship between the management and employees is exemplary. The Directors are pleased to record 
their appreciation for the hard work and devotion to duty by all cadres of employees.

PATTERN OF SHAREHOLDING

Pattern of Shareholding of the Company as at 30 June 2009, along with the necessary information is attached 
to this report.

ETHICS AND BUSINESS CONDUCT

FUTURE PROSPECTS

Though the Company is in extreme financial distress at the moment, however, as soon as the disputes with 
WAPDA are resolved in favor of the Company, its cash flows will improve. Accordingly, the Company will be in a 
position to carry out necessary plant improvements as well as meet its obligations towards lenders. 

CONCLUSION

The Company is proud of its human capital for demonstrating commitment and loyalty with the Company in its 
difficult times.

We also wish to thank our valuable shareholders, lenders, business partners and other suppliers for their 
valuable support that enabled the Company to manage its operations.

Lahore: October 28, 2009             On behalf of the Board
 Chief Executive Officer
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OPERATING AND FINANCIAL DATA
SIX YEARS SUMMARY
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VISION STATEMENT

TO BECOME PARTNER IN PROGRESS OF THE COUNTRY
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· To be a company that endeavors to set the highest standards in corporate ethics.

· To achieve leadership through the use of technology and contribute to the development of 
the society.

· To transform the company into a modern corporate entity by achieving high standards of 
good governance.

· To earn better relationship with WAPDA by achieving production at optimum level and 
efficiency by lowering operating cost.

· To provide congenial working atmosphere to the employees by taking care of their career 
planning and adequately rewarding them for their contribution.

                 
· To discharge social and cultured obligations towards the society as a patriotic and                    

conscientious entity. 

MISSION STATEMENT
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This statement is being presented to comply with the Code of Corporate Governance in the listing regulations 
of Karachi and Lahore Stock Exchanges for the purpose of establishing a frame work of good governance, 
whereby a listed Company is managed in compliance with the best practices of corporate governance.

The Company has applied the principles contained in the Code in the following manner:

1. The Company encourages the representation of independent non-executive directors on its Board of 
Directors. At present the Board includes more than three independent non-executive directors. 
However there is no representation of minority shareholders on the Board.

2. The directors have confirmed that none of them is serving as a director in more than ten listed 
companies, including this Company.

3. All the resident directors of the Company are registered as taxpayers and none of them has defaulted 
in payment of any loan to a banking Company, a DFI or an NBFI or, being a member of stock 
exchange, has been declared as a defaulter by that stock exchange.

4. The Company has prepared a 'Statement of Ethics and Business Practices' which has been signed by 
all the directors and employees of the Company.

5. Causal vacancies occurring in the Board were filled up by the directors within 30 days thereof.

6. The Board has developed a vision/mission statement, overall corporate strategy and significant 
policies of the Company. A complete record of particulars of significant policies alongwith the date on 
which they were approved has been maintained.

7. All the powers of the Board have been duly exercised and decisions on material transactions, 
including appointment and determination of remuneration and terms and conditions of employment 
of the Chief Executive Officer (CEO), have been taken by the Board.

8. The meetings of the Board were presided over by the Chairman and, in his absence, by a director 
elected by the Board for this purpose and the Board met at least once in every quarter. Written notices 
of the Board meetings, alongwith agenda and working papers, were circulated before the meetings. 
The minutes of the meetings were appropriately recorded and circulated.

9. The Board members were offered orientation courses on their duties and responsibilities.

10. The Board has approved the appointment of Chief Financial Officer (CFO), Company Secretary 
including their remuneration and terms and conditions of employment, as determined by the CEO.

11. The directors' report for the year ended June 30, 2009 has been prepared in compliance with the 
requirements of the Code and fully describes the matters required to be disclosed.

12. The financial statements of the Company were duly endorsed by CEO, Director and CFO before the 
approval of the Board.

13. The directors, CEO and executives do not hold any interest in the shares of the Company other than 
that disclosed in the pattern of shareholding.

STATEMENT OF COMPLIANCE
WITH CODE OF CORPORATE GOVERNANCE
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14. The Company has complied with all the corporate and financial reporting requirements of the Code.
15. The Board has formed an Audit Committee. It comprises three members, all of whom are non-

executive directors including the Chairman of the Committee.

16. The meeting of the Audit Committee were held once every quarter prior to approval of interim and 
final results of the Company and as required by the Code. The terms of reference of the Committee 
have been formed and advised to the Committee for compliance.

17. The Board has set up an effective internal audit function through outsourcing to qualified and 
experienced personnel who are conversant with the policies and procedures of the Company.

18. The statutory auditors of the Company have confirmed that they have been given satisfactory rating 
under the Quality Control Review program of the Institute of Chartered Accountants of Pakistan, that 
they or any of the partners of their firms, their spouses and minor children do not hold shares of the 
Company and that the firms and all their partners are in compliance with International Federation of 
Accountants (IFAC) guidelines on code of ethics as adopted by the Institute of Chartered Accountants 
of Pakistan.

19. The statutory auditors or the persons associated with them have not been appointed to provide other 
services except in accordance with the listing regulations and the auditors have confirmed that they 
have observed IFAC guidelines in this regard.

20. We confirm that all other material principles contained in the Code have been complied with.

Lahore            On behalf of the Board      
October 28, 2009 Chief Executive Officer
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We have reviewed the Statement of Compliance with the best practices contained in the Code of Corporate 
Governance prepared by the Board of Directors of Japan Power Generation Limited (the company) for the 
year ended June 30, 2009 to comply with the Listing Regulations of the respective stock exchanges, where the 
company is listed. 

The responsibility for compliance with the Code of Corporate Governance is that of the Board of Directors of 
the Company. Our responsibility is to review, to the extent where such compliance can be objectively verified, 
whether the Statement of Compliance reflects the status of the company's compliance with the provisions of 
the Code of Corporate Governance and report if it does not. A review is limited primarily to inquiries of the 
Company personnel and review of various documents prepared by the company to comply with the Code.

As part of our audit of the financial statements we are required to obtain an understanding of the accounting 
and internal control systems sufficient to plan the audit and develop an effective audit approach. We are not 
required to consider whether the Board's statement on internal control covers all risks and controls, or to form 
an opinion on the effectiveness of such internal controls, the company's corporate governance procedures 
and risks. 

Further, sub-regulations (xiii a) of the Listing Regulations 35 notified by the Karachi Stock Exchange 
(Guarantee)  Limited vide circular KSE/N-269 dated January 19, 2009 requires the company to place before 
the Board of Directors for their consideration and approval related party transactions distinguishing between 
transactions carried out on terms equivalent to those that prevail in arm's length transactions and transactions 
which are not executed at arm's length price recording proper justification for using such alternate pricing 
mechanism. Further, all such transactions are also required to be separately placed before the audit 
committee. We are only required and have ensured compliance of requirement to the extent of approval of 
related party transactions by the Board of Directors and placement of such transactions before the audit 
committee. We have not carried out any procedures to determine whether the related party transactions were 
undertaken at arm's length price or not.   

Based on our review, nothing has come to our attention, which causes us to believe that the Statement of 
Compliance does not appropriately reflect the Company's compliance, in all material respects, with the best 
practices contained in the Code of Corporate Governance, as applicable to the company for the year ended 
June 30, 2009.

Lahore:                 HYDER BHIMJI & CO. 
October 28, 2009                                                                         CHARTERED ACCOUNTANTS 
                                                                                                (Shabir Ahmad, FCA)

REVIEW REPORT TO THE MEMBERS 
On Statement of Compliance with
Best Practices of Code of Corporate Governance
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We have audited the annexed balance sheet of Japan Power Generation Limited as at June 30, 2009 and the 
related profit and loss account, cash flow statement and statement of changes in equity together with the 
notes forming part thereof, for the year then ended and we state that we have obtained all the information 
and explanations which, to the best of our knowledge and belief, were necessary for the purpose of our audit.

It is the responsibility of the company's management to establish and maintain a system of internal control, 
and prepare and present the above said statements in conformity with the approved accounting standards 
and the requirements of the Companies Ordinance 1984. Our responsibility is to express an opinion on these 
statements based on our audit.

We conducted our audit in accordance with the auditing standards as applicable in Pakistan. These standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the above said 
statements are free of any material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the above said statements. An audit also includes assessing the 
accounting policies and significant estimates made by management, as well as, evaluating the overall 
presentation of the above said statements. We believe that our audit provides a reasonable basis for our 
opinion and, after due verification, we report that: 

a) The company has been suffering losses since the year 2000, when it commenced commercial 
operation, resulting in an accumulated loss of Rs. 2.173 billion as at June 30, 2009, which exceeded 
the shareholders' equity and as of that date its total liabilities exceeded the total assets by Rs. 
612.732 million, in addition to adverse current working capital ratio. The power project of the 
company is also not in operation since December 24, 2008 for reasons stated in note 20 of the 
financial statements. 

Furthermore, the company has two major disputes involving significant amount of contingent 
liabilities of the company as fully explained in note 20.1 and 20.2 of these financial statements. 
Although the company for reasons stated in note 20.3 claims that these disputes will be decided in its 
favour due to which a huge amount of cash flow will accrue to it, yet the outcome of these disputes 
cannot be determined with any degree of certainty at this stage. 

The company is in negotiation with WAPDA / PEPCO / Financial Institutions (as detailed in note 1.2 to 
the financial statements) on various proposals /alternatives for immediate resumption of the 
operations, yet nothing has been materialized until the date of this report, and the power project is 
still closed. 

The above stated factors indicate the existence of material uncertainty which may cast significant 
doubt about the company's ability to continue as a Going Concern; the going concern assumption 
used by the management of the company for the preparation of these financial statements may not 
be valid, until the above mentioned factors are not favourably resolved within a reasonable period of 
time. 

b) in our opinion, proper books of account have been kept by the company as required by the 
Companies Ordinance, 1984;

AUDITORS' REPORT TO THE MEMBERS
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c) in our opinion:

i.     the balance sheet and profit and loss account together with the notes thereon have been 
drawn up in conformity with the Companies Ordinance, 1984, and are in agreement with the 
books of account and further in accordance with accounting policies consistently applied;

ii.      the expenditure incurred during the year was for the purpose of the company's business; and 

iii.     the business conducted, investments made and the expenditure incurred during the year 
were in accordance with the objects of the company;

d) in our opinion and to the best of our information and according to the explanations given to us and 
except for the matters discussed in paragraph (a)  above, the balance sheet, profit and loss account, 
cash flow statement and statement of changes in equity together with the notes forming part thereof 
conform with approved accounting standards as applicable in Pakistan, and, give the information 
required by the Companies Ordinance, 1984, in the manner so required and respectively give a true 
and fair view of the state of the company's affairs as at June 30, 2009 and of the loss, its cash flows 
and changes in equity for the year then ended; and

e) in our opinion, Zakat deductible at source under the Zakat and Ushr Ordinance, 1980 (XVIII of 1980), 
if any, was deducted by the Company and deposited into the Central Zakat Fund established under 
Section 7 of that Ordinance.

 
 

LAHORE:                      HYDER BHIMJI & CO. 
October 28, 2009         CHARTERED ACCOUNTANTS 

        (Shabir Ahmad, FCA)
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BALANCE SHEET AS AT JUNE 30, 2009



ANNUAL REPORT 2 9
18

PROFIT AND LOSS ACCOUNT FOR
THE YEAR ENDED JUNE 30, 2009
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CASH FLOW STATEMENT FOR
THE YEAR ENDED JUNE 30, 2009
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STATEMENT OF CHANGES IN EQUITY FOR
THE YEAR ENDED JUNE 30, 2009
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2009

1.   Legal status and nature of business 
1.1 Japan Power Generation Limited was incorporated in Pakistan on September 29, 1994 as public limited 

company under the Companies Ordinance, 1984 and its shares are quoted on Lahore and Karachi Stock 
Exchanges. The registered office and plant of the company is situated at Near Jia Bagga Railway Station, 
Chowk Araian, Off Raiwind, Lahore. The principal business of the company is to generate and supply 
electric power to WAPDA. The company commenced commercial operations from March 15, 2000. 
Through an agreement dated February 23, 2006 the management of the company has been vested to the 
new shareholders who acquired the entire shareholding of 35% of the outgoing management.

1.2 The major loss contributing factor has been shortfall in reimbursement from WAPDA of actual fuel cost 
incurred vis-à-vis Power Purchase Agreement (PPA's) standard formula. This issue has been addressed 
materially through amendment to the PPA. The effect of this amendment together with proposed 
modification in engines would eliminate fuel loss and would contribute to the profitability of the company. 
Due to a couple of disputes with WAPDA as explained in note 20.1 and 20.2 of these financial statements, 
the Capacity Price Payments (CPP) were withheld by WAPDA to adjust these against its own disputed 
dues / amount of fuel advance; the disputes were referred to an expert but on the non-implementation of 
the recommendations of the expert, the company has suspended its operations w.e.f. December 24, 
2008. In order to expedite the settlements of above disputes, the company has taken up the matter with 
International Chamber of Commerce (ICC) and expects a favourable decision, which will generate a 
substantial cash inflow to the company as fully explained in Note - 20.3 of these financial statements.

      However, the going concern assumption used by the management in preparing these financial statements 
is still appropriate in view of the fact that the company is actively pursuing WAPDA / PEPCO / Financial 
Institutions (which request is being favourably considered) to facilitate the company by providing cash 
flow support so that the plant is back in operations, particularly considering the dire need of electricity in 
the Country. On the other hand, the company is also negotiating with Syndicated Banks to get concession 
for restructuring of its loans so that the project becomes financially viable.

2.   Basic of preparation
2.1 Statement of compliance 
     These financial statements have been prepared in accordance with the approved accounting standards  as  

applicable in Pakistan. Approved accounting  standards comprise of such International Financial 
Reporting (IFRS) issued by the International Accounting Standards Board (IASB) as are notified under the 
Companies Ordinance, 1984, provisions of and directives issued under the Companies Ordinance, 1984. 
In case requirements differ, the provisions or the directives of the Companies Ordinance, 1984 shall 
prevail.

2.2 Adoption of approved accounting standards 
   Adoption of International Financial Reporting Standard - 7 " Financial Instruments: 

Disclosures"
      During current year, the company adopted IFRS 7 "Financial Instruments: Disclosures" which is applicable 

for annual periods beginning on or after 01 July 2008. IFRS 7 requires extensive disclosures about the 
significance of financial instruments for the company's financial position and performance, and 
quantitative and qualitative disclosures on the nature and extent of risks. These requirements include 
many disclosures previously required by International Accounting Standard (IAS) 32- "Financial 
Instruments : Presentation". The company has adopted this standard from the financial year beginning 
on 01 July 2008 and its initial application has led to extensive disclosures presented in notes 29 and 30 to 
the company's financial statements.
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Standards, interpretations and amendments to published to approved accounting satandrds 
that are not yet effective

The following standards, interpretations and amendments of approved accounting standards, effective for 
accounting periods beginning on or after the dates specified below as relevant to the company's operations 
are not expected to have significant impact on its financial statements other than increased disclosures in 
certain cases:

IAS - 32 (amendments) - Financial instruments: Presentation and consequential
        amendments to IAS 1 Presentation of Financial Statements

January 1, 2009

Statements
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The management believes that these accounting standards and interpretations do not have any impact on the 
present transactions of the company or the company would comply with these standards, interpretations and 
amendments when applicable.

2.3 Interpretations to existing standards that are effective and not applicable to the company

      The following interpretation to existing standards has been published and is mandatory for the company’s 
accounting year beginning on July 01, 2008 but is not relevant for the company’s operations for the time 
being:

      IFRIC 12 - Service Concession Agreements                                              July 1, 2008

      It applies to contractual arrangements whereby a private sector operator participates in the development, 
financing, operation and maintenance of infrastructure for public sector services. Since the company is 
not directly involved in public sector services, the implementation of this interpretation does not affect its 
financial statements.

      IFRIC 13 - Customer Loyalty Programs                                                     July 1, 2008

     It clarifies that where goods or services are sold together with a customer loyalty incentive (for example, 
loyalty points or free products), the arrangement is a multiple-element arrangement and the 
consideration receivable from the customer is allocated between the components of the arrangement by 
using fair values. The adoption of this Interpretation has led to a change in the timing of recognition of 
revenue at the time of making sale.

   IFRIC 14 - IAS 19 - The Limit on a Defined Benefit Asset, Minimum Funding Requirements and        
their Interaction                                                             July 1, 2008

      It provides guidance on assessing the limit in IAS 19 on the amount of the surplus that can be recognized 
as an asset. It also explains how the pension asset or liability may be affected by a statutory or contractual 
minimum funding requirement.

3.   Basis of measurement

   These financial statements have been prepared under the historical cost convention except for staff 
retirement benefits that are measured at present value and capitalization of exchange differences on 
foreign currency loans. The company's significant accounting policies are stated in note 4. In these 
financial statements, except for cash flow statement, all the transactions have been accounted for on 
accrual basis.

    The preparation of financial statements in conformity with IFRS requires management to make judgments, 
estimates and assumptions that affect the application of policies and reported amounts of assets, 
liabilities, income and expenses. The estimates and associated assumptions are based on historical 
experience and various other factors that are believed to be reasonable under the circumstances, the 
results of which form the basis of making the judgments about carrying values of assets and liabilities that 
are not readily apparent from other sources. Actual results may differ from these estimates. The estimates 
and underlying assumptions are reviewed on an on going basis. Revisions to accounting estimates are      
recognized in the period in which the estimates are revised if the revisions effect only that period, or in the 
period of revision and  future periods if revisions effect both current and future periods.
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     Significant areas requiring the use of the management estimates in these financial statements relate to the 
useful  life of the depreciable assets, provision for doubtful debts on account receivables, slow moving 
inventory and staff retirement benefits. However, assumptions and judgments  made by management in 
the application of accounting policies that have significant effect on the financial statements are not 
expected to result in material adjustment to the carrying amounts of assets and liabilities in the next year. 
The areas involving higher degree of judgments or complexity or areas where assumptions and estimates 
are significant to the financial statements are as follows:

a)  Staff retirement benefits - ( note 4.1)
b)  Provision for taxation - (note 4.2)
c)  Useful for and residual values of property, plant and equipment - (notes 4.3 and 5)

4.  Summary of significant accounting policies

    The significant accounting policies adopted in the preparation of these financial statements are set out 
below. These policies have been consistently applied to all the years presented, unless otherwise stated.

4.1 Staff retirement benefits - defined benefit plan

    The company operates an unfunded gratuity scheme covering all permanent employees with qualifying 
service period of six months. The scheme is based on the last drawn salary. The provision which is charged 
to income is made annually to cover the obligation on the basis of actuarial valuation. The defined benefit 
asset or liability comprises the present value of defined benefit obligation less unrecognized past service 
cost. The most recent actuarial valuation of the  scheme was carried out as at June 30, 2009. The actuary 
used the ‘Projected Unit Credit Method’ relying on the following significant assumptions:

                                                                                                           2009                      2008
                     Discount rate                                                                    12%                        12%
                     Expected rate of salary increase                                           11%                        11%
                     Average expected remaining working life of employees          13 years                14 years

      Actuarial gains and losses are recognized in accordance with the recommendations of the actuary.

4.2 Taxation

    The company’s profit and gains from power generation are exempt from tax under clause 132 of the 
Second Schedule - Part I of the Income Tax Ordinance, 2001. The company is also exempt from minimum 
tax on turnover under clause 15 of Part – IV of the Second Schedule to the Income Tax Ordinance, 2001. 
Tax on income from sources not covered under the above clauses is determined in accordance with the 
normal provisions of the Income Tax Ordinance, 2001.

4.3 Property, plant and equipment - owned, tangible

     Operating Assets
     Operating fixed assets except land are stated at cost / revalued amount less accumulated depreciation and  

accumulated impairment losses, if any. Free hold land is stated at revalued amount. Cost of certain fixed 
assets is comprised of historical cost and exchange differences referred to in note 4.9.
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    Depreciation on operating fixed assets is charged to profit on straight line method so as to write off the 
historical cost of an asset over its estimated useful life at the annual rates mentioned in note 5 of the 
financial statements. The net exchange differences relating to an asset at the end of each year is 
amortized in equal installments over its remaining useful life.Depreciation is charged on the basis of 
period of use i.e. full month's depreciation is charged in the month of purchase while no depreciation is 
charged in the month of disposal. 

    Subsequent expenditure relating to an item of property, plant and equipment that has already been 
recognized is added to the carrying amount of the asset, when it is probable that future economic benefits 
in excess of the originally assessed standard of performance of the existing asset will flow to the company. 
Every other subsequent expenditure is recognized as an expense in the period in which it is incurred. 
Gains and losses on deleted assets are included in the profit and loss account.

      Capital Work in Progress
   Capital work-in-progress represents expenditure on property, plant and equipment in the course of 

construction and installation. Transfers are made to relevant category of property, plant and equipment as 
and when assets are available for use. Capital work in progress is stated at cost, less any identified 
impairment loss.

4.4 Surplus on revaluation of property, plant and equipment

     The incremental depreciation of surplus on revaluation of building & civil works and plant & machinery is 
transferred to revaluation reserves. The same amount of incremental depreciation has been transferred to 
accumulated loss through statement of changes in equity.

4.5 Stores, spares and stock in trade

      These are valued at lower of cost and net realizable value. The net realizable value is the estimated selling 
price in the ordinary course of business less estimated cost necessary to make the sale. Cost is calculated 
as follows:

      Stores and Spares                                                                Moving Average Basis
      Stock in Trade
      Residual Fuel Oil (RFO)                                                         First in First Out Basis
      High Speed Diesel (HSD)                                                       Moving Average Basis
      Lube Oil                                                                              Moving Average Basis
      Chemicals and other Lubricants                                              Moving Average Basis

      Items in transit are valued at cost, comprising invoice values plus other related charges incurred thereon.

4.6 Trade debts and other receivables

    These are carried at original invoice amount less an estimate made for doubtful receivables based on 
review of outstanding amount at the year end. Other receivables are recognised at nominal amount which 
is the fair value of the consideration to be received in future. Bad debts are written off when identified.  

    
4.7 Cash and cash equivalents

    Cash and cash equivalents are carried in the balance sheet at cost. For the purposes of cash flow statement, 
cash equivalents are short term highly liquid instruments that are readily convertible to known amounts of 
cash which are subject to insignificant changes.
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4.8 Trade and other payables

   Liabilities in respect of trade and other payables are carried at cost, which is the fair value of the 
consideration to be paid in future for goods and services received.

4.9 Foreign currency translation

   Foreign currency transactions are converted into Pak Rupees at the rates prevailing on the date of 
transaction. Monetary assets and liabilities in foreign currencies at the year-end are translated into Pak 
Rupees at the rates of exchange prevailing at the balance sheet date. Exchange gains and losses on 
translation of foreign currency loans utilized for the acquisition of fixed assets are capitalized and 
incorporated in the cost of such assets. All other exchange differences are charged to income currently.

4.10 Provisions

     A provision is recognized in the balance sheet when the company has a legal or constructive obligation as a 
result of a past event; it is probable that an outflow of economic resources embodying economic benefits 
will be required to settle the obligation and a reliable estimate can be made of the amount of obligation.

4.11 Contingencies and commitments

    Capital commitments and contingencies, unless those are actual liabilities, are not incorporated in the 
financial statements.

4.12 Borrowing costs

    Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, 
which are assets that necessarily take a substantial period of time to get ready for their intended use or 
sale, are added to the cost of those assets, until such time as the assets are substantially ready for their 
intended use or sale. All other borrowing costs are charged to profit and loss account whenever incurred.

4.13 Related party transactions

     All transactions involving related parties arising in the normal course of business are conducted at arm's 
length at normal commercial rates on the same terms and conditions as third party transactions using 
valuation modes as admissible, except in extremely rare circumstances where, subject to approval of the 
Board of Directors, it is in the interest of the company to do so.

4.14 Recognition and measurement

   All financial assets and liabilities are recognized at cost when the company becomes a party to the 
contractual provisions of the instrument. The financial instruments include long term deposits, trade   
debts, receivables, cash and cash equivalents, loans and creditors, accrued and other liabilities. Any gain 
or loss on subsequent re-measurement to fair value of a financial asset and a financial liability is taken to 
profit and loss account on occurrence. The particular measurement method adopted is disclosed in 
individual policy statements associated with each item.

     Offsetting of financial assets and financial liabilities

    A financial asset and a financial liability is offset against each other and the net amount is reported in the 
balance sheet if the company has a legally enforceable right to set off the recognized amount and intends 
either to settle on net basis or realize the asset and settle the liability simultaneously.

4.15 Impairment

   The carrying amounts of the company's assets are reviewed at each balance sheet date to determine 
whether there is any indication of impairment loss. If any such indication exists, the recoverable amount of 
such assets is estimated and impairment loss is recognized in the profit and loss account.

4.16 Revenue recognition

    Energy sale is recognized on transmission of electricity to WAPDA, whereas revenue on account of Capacity 
Purchase Price (CPP) is recognized when invoiced. Profit on bank deposits is recognized on receipt basis.



ANNUAL REPORT 2 9
27



ANNUAL REPORT 2 9
28



ANNUAL REPORT 2 9
29



ANNUAL REPORT 2 9
30



15.1 Syndicated Term Finance Agreement - II

     Syndicated loan II under financing arrangement was restructured on June 28, 2006 effective from April 01, 2006 
as Syndicated Term Finance Agreement II. Under the new arrangement, the syndicate has agreed to purchase 
all the fixed and current assets of the company at the purchase price of Rs. 4,360.936 million and sell the same 
to the company at marked up price of Rs. 9,724.887 million. The principal is repayable in two phases. Phase-I as 
per repayment schedule A, comprises of 38 equal installments due from June 30, 2009 to September 30, 2018, 
while Phase-II represents the remaining principal, as per repayment schedule B and consists of 16 equal 
installments due from June 30, 2022 to March 31, 2026. The facility carries mark up @ three months KIBOR plus 
0.25% per annum payable on a quarterly basis.

15.2 Morabaha Finance Agreement - II

     As part of the restructuring arrangement of existing loans, a morabaha finance agreement was signed with 
Faysal Bank Limited whereby the Bank agreed to purchase the goods at a purchase price of Rs. 761.372 million 
and sell the same to the company at a price of Rs. 1,697.859 million.  The principal is repayable in two phases. 
Phase-I as per repayment schedule A, comprises of 38 equal installments due from June 30, 2009 to September 
30, 2018, while Phase-II represents the remaining principal, as per repayment schedule B and consists of 16 
equal installments due from June 30, 2022 to March 31, 2026. The facility carries mark up @ 3 months KIBOR 
plus 0.25% per annum payable on a quarterly basis.

     All the above finance arrangements are secured by a first pari passu fixed charge as a hypothecation over the 
company's entire present and future fixed and current assets, a mortgage by deposit of title deeds over its land 
and building and by pledge of the new management's shareholding.
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17.1.1 The borrowing from The Royal Bank of Scotland Limited (formerly Prime Commercial Bank Limited) is 
secured by a first charge, ranking pari passu on all present and future assets including plant and 
machinery, equipment, inventories, trade debts and other receivables of the company and the 
personal guarantees of  the existing  directors. The facility carries mark up @ six months KIBOR plus 
2% per annum on a daily basis, payable quarterly.

17.2.1 This amount represents loan obtained from National Logistics Cell to meet working capital 
expenditure of the company. It carries markup @ 14% per annum payable in lump sum at the time of 
maturity of the loan.

17.2.2 This amount represents the term finance facility obtained from Pak Oman Investment Company 
Limited. Under this arrangement Pak Oman has agreed to purchase fixed assets of the company at 
the purchase price of Rs. 75.0 million and sell the same to the company at a marked up price of Rs. 
85.50 million to be paid through a single installment on maturity. This facility is secured against 
second charge over present and future fixed assets of the company with 25% margin of the marked 
up price.The principal is repayable at maturity. It carries markup @ 6 months KIBOR plus 4% per 
annum (Ask Side) with cap of 14 % per annum, payable quarterly.

17.2.3 This amount represents the term finance facility obtained from Saudi Pak Industrial & Agriculture 
Investment Company. Under this arrangement Saudi Pak has agreed to purchase fixed assets of the 
company at the purchase price of Rs. 35.0 million and sell the same to the company at a marked up 
price of Rs. 41.689 million. The principal is repayable at maturity. It carries markup @ 6 months 
KIBOR plus 4% per annum (Ask Side) with cap of 14 % per annum, payable quarterly. This facility is 
secured against second charge over present and future fixed assets of the company with 25% margin 
of the marked up price. 

                                                                                                         2009                      2008
                                                                                                    Rupees "000"         Rupees "000"
18  Trade and other payables
      Creditors                                                                                       83,985                   33,099
      Income tax deducted at source payable                                                        -                        871
      Accrued liabilities                                                                              8,812                     3,859
      Advance from WAPDA for purchase of HFO                                        569,696               1,142,915
      Infrastructure tax payable                                                                   4,397                     4,397
                                                                                                        666,890               1,185,141

      18.1 This advance carries markup @ 16.00% (2008: @ 11.00% to 16.00%)
             per annum and is secured against company's billings to WAPDA.

Sanctioned Limit
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19 Accrued markup
                                                                                                         2009                      2008
                                                                                                   Rupees "000"         Rupees "000"

     Markup payable on secured borrowing:
            Banking companies                                                                 531,248                   95,103
            Related parties                                                                         14,158                   14,311
                                                                                                       545,406                  109,414

20 Contingencies and commitments
     Contingencies:
   20.1 As reported in the last year’s annual report, the Company was contingently liable for the liquidated 

damages claimed by WAPDA for the period from July 1, 2001 to June 30, 2009 to the tune of Rs. 
1,598.215 million (including Rs. 505.654 million charged during the year), out of which WAPDA has 
already arbitrarily deducted an amount of Rs. 458.255 million from Company’s capacity invoices. The 
Company disputed the liquidated damages and arbitrary deduction by WAPDA from the Company’s 
capacity invoices.

  20.2 WAPDA had disputed payments amounting to Rs. 384.032 million, relating to indexation of non-
escalable components of capacity purchase price (CPP) already paid to the company from March 14, 
2004 to March 13, 2006 and disputed further amount of Rs. 506.290 million against the Company's 
CPP invoices for the period from March 14, 2006 to June 30, 2009. The total amount disputed by 
WAPDA comes to Rs. 890.322 million, against which WAPDA has arbitrarily withheld a total amount of 
Rs. 542.109 million from the Company's CPP invoices uptil June 30, 2009.

   20.3 These disputes were referred to a mutually agreed Expert, as per the dispute resolution mechanism 
provided in the Power Purchase Agreement (the “PPA”), who gave his recommendations on 
September 1, 2007 that fully supported the Company’s position. Both Parties initialed a settlement 
based on the Expert’s recommendations but with certain concessions given to WAPDA. WAPDA has 
failed to sign the said settlement. Therefore, neither the recommendations of the Expert are 
implemented nor the settlement was followed by WAPDA. WAPDA is, therefore, in breach of the 
terms of the PPA. Under the circumstances, the Company is not able to continue its operations and 
hence had shutdown its plant in last week of December 2008.

           In January 2009, the Company has referred the matter to the International Court of Arbitration under 
the International Chamber of Commerce’s (the “ICC”) Rules as per the provisions of the PPA for the 
implementation of the Expert's recommendations. The claimed amount as per recommendations of 
the Expert is Rs. 3.6 billion (approximately). After adjusting the Company's liabilities to WAPDA, net 
expected cash inflow could be Rs. 2.5 billion (approximately). Under ICC rules, an award can be 
granted in one year’s time from the date the case is filed before the Tribunal so appointed by the ICC, 
which is October 09, 2009. The management of the Company is optimistic about the outcome of the 
arbitration. Under the circumstances, although the Expert's recommendations were in favour of the 
Company, no adjustment has been made in these financial statements.

  20.4 The company is also contingently liable for infrastructure fee/cess amounting to Rs. 4,396,000 
imposed by the  Sindh Government under the provision of Sindh Finance (Amendment) Ordinance, 
2001. The company had filed appeal that was pending before the Honorable Division Bench of the 
Sindh High Court; and the Bench passed an order staying the recovery of the impugned cess on 
furnishing of a bank guarantee (non-encashable till the pendency of the suit) by the company to the 
satisfaction of the Excise department. The Division Bench of the Honourable Sindh High Court had 
decided the case in favour of the company on September 17, 2008, so far as the above said levy is 
concerned. However for the subsequent period the case has been decided against the company for 
which the company has no liability at the moment. So in order to avoid the future complication, the 
company has filed an appeal before the Supreme Court of Pakistan challanging the part of judgment 
that was against the company, while the Sindh Government has also filed an appeal against this 
judgment challanging the decision made against it. These cross appeals pending adjudication at the 
terminal date. 



Commitments in respect of:

 20.5   Letters of Credit and purchase commitments other than capital expenditure Rs. nil at the terminal date 
(2008: Rs. 12.565 million).
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30  Financial risk management

30.1 The company has exposure to the following risk from its use financial instruments:
        Credit risk
        Liquidity risk
        Mark up rate risk

       This note presents information about the company’s exposure to each of the above risks, the company’s 
objectives, policies and processes for measuring and managing risk, and the company’s management of 
capital. Further quantitative disclosures are included throughout these financial statements.

      The Board of Directors of the company "the Board" has overall responsibility for the establishment and 
oversight of the company’s risk management framework. The Board is responsible for developing and 
monitoring the company’s risk management policies.

      The company’s risk management policies are established to identify and analyze the risks faced by the 
company, to set appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk 
management policies and systems are reviewed regularly to reflect changes in market conditions and 
the company's activities. The company, through its training and management standards and 
procedures, aims to develop a disciplined and constructive control environment in which all employees 
understand their roles and obligations.

       The company's Audit Committee oversees how management monitors compliance with the company’s 
risk management policies and procedures and reviews the adequacy of the risk management 
framework in relation to the risks faced by the company.

        (a) Credit risk and concentration of credit risk

      The credit risk represents the accounting loss that would be recognized at the reporting date if counter  
parties failed to perform as contracted. The maximum exposure to credit risk is presented by the 
carrying amount of each financial asset. All the trade receivables are due from WAPDA and are secured 
by sovereign guarantee of the Government of Pakistan. Out of the total financial assets of Rs. 884.820 
(2008: Rs 1,108.059) million, the financial assets which are subject to credit risk amounted to Rs. 
884.492 (2008: Rs. 1,108.059) million.

        Credit risk related to receivables

      The management monitors and limits company's exposure to credit risk through monitoring of clients' 
credit exposure, reviews and conservative estimates of provisions for doubtful receivables, if any.

         Exposure to credit risk

      The carrying amount of financial assets represents the maximum credit exposure. The maximum 
exposure to credit risk at the reporting date was:

        Financial assets
                                                                                                         2009                      2008
                                                                                       Note      Rupees "000"         Rupees "000"
       Long term deposit                                                            6                     100                       100
       Trade debts                                                                     9              680,994                 865,226
       Advance, deposits, prepayments and other receivables         10              178,880                222,130
       Bank balances                                                                12                24,518                  20,603
                                                                                                            884,492             1,108,059
 
       Geographically all credit exposure is concentrated in Pakistan.
       The maximum exposure to credit risk for trade debts at the
       reporting date by type of customer is from WAPDA                             680,994               865,226



 (b) Liquidity risk

     Liquidity risk is the risk that the company will not be able to meet its financial obligations as they fall due. 
Prudent liquidity risk management implies maintaining sufficient cash, the availability of funding to an 
adequate amount of committed obligations of the business. The company’s approach to managing 
liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its liabilities when 
due, under both normal and stressed conditions, without incurring unacceptable losses or risking damage 
to the company’s reputation.

     The maturity profile of the company’s financial liabilities based on the contractual amounts is disclosed in 
note 29 to the financial statements.

(c) Mark up rate risk

     Mark up rate risk is the risk that the value of financial instruments will fluctuate due to change in market 
mark up rates. The effective mark up rates as at June 30, 2009 for the company's financial instruments are 
given in the relevant notes except for trade debts, liquidated damages, deposits in PLS account for which 
effective rates are given as follows:

                                                                                                           2009                2008
      Trade debts-interest charged after 25 days of the invoice 
      delivered to WAPDA.                                                   Fixed            16%~19%       11%~16%
      Liquidated damages-interest is payable after 25 days of
     invoice received from WAPDA                                        Fixed           REPO+2%         REPO+2%
      Deposits in PLS account                                               Variable       As determined    As determined
                                                                                                       by the bank.       by the bank.
      Short term borrowings                                                 Fixed          6 months KIBOR  6 months KIBOR
                                                                                                       plus 2%             plus 2%
      Long term loans/finances                                             Variable       three months     three months
                                                                                                       KIBOR plus        KIBOR plus
                                                                                                       0.25%               0.25%

30.2 Foreign exchange risk management

      Foreign exchange risk arises mainly where receivables and payables exist due to transactions with foreign 
undertakings. However, there are no such receivables or payables in foreign currency at the terminal date 
(2008: Rs. 28.883 million).

30.3 Fair value sensitivity analysis for fixed rate instruments

     The company does not account for any fixed rate financial assets and liabilities at fair value through profit 
or loss, and the company does not designate derivatives (interest rate swaps) as hedging instruments 
under a fair value hedge accounting model. Therefore a change in profit rates at the reporting date would 
not affect profit or loss thereof.

30.4 Fair value of financial assets and liabilities

     The carrying value of all financial assets and liabilities reflected in the financial statements approximate 
their fair values. Fair value is determined on the basis of objective evidence at each reporting date.
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31 Capital management

     The Board's policy is to maintain an efficient capital base so as to maintain investor, creditor and market confidence and to 
sustain the future development of the company's business. The Board of Directors monitor the return on capital employed, 
which the company defines as operating income divided by total capital employed.

      The Company's objectives when managing capital are:
     (a) to safeguard the entity's ability to continue as a going concern, so that it can continue to provide returns for shareholders 

and benefits for other stakeholders, and

      (b) to provide an adequate return to shareholders

     The company manages the capital structure in the context of economic conditions and the risk characteristics of the 
underlying assets. In order to maintain or adjust the capital structure, the company may, issue new shares, or sell assets to 
reduce debt. The company monitors capital on the basis of the debt-equity ratio calculated as a ratio of total debt to net 
shareholders equity.

                                                                                                                                     2009                    2008
      The debt - to - equity ratio as at june 30, 2009 is as follow:                                           Rupees "000"        Rupees "000"
      Total long term debt                                                                                                   5,122,308             5,122,308
      Net shareholders equity                                                                                              (612,732)               (40,958)
      Debt to equity ratio (times)                                                                                                (8.36)               (125.06)
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CATEGORIES OF SHAREHOLDERS

AS ON JUNE 30, 2009
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FORM OF PROXY

Please quote

Folio No:

Shares held

I/We

being shareholder(s) of JAPAN POWER GENERATION LIMITED and entitled to vote

hereby appoint

of

as my / our proxy to attend and vote for me / us on my / our behalf at the 15th Annual

General Meeting of the Company to be held at registered office / plant located at Jia

Bagga, Off Raiwind Road, Lahore on Wednesday, 25th November 2009 at 09:00 AM and at

every adjournment thereof.

As witness my / our hand this                                day of                                 2009

Signature

Note:

Signature must be in accordance with the specimen signature registered with the

Company. This Form of Proxy, Completed, must be deposited at the Company's

Registered Officer at Jia Bagga Railway Station, Raiwind Road, District Lahore at least 48

hours before the time for holding the meeting.

Revenue

Stamp
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