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Jerusalem Cigarette Co. Ltd.
BALANCE SHEET AS AT 31ST DECEMBER 2007

Description Notes 2007 2006
JD JD

ASSETS
CURRENT ASSETS
CASH AND BANK BALANCES 35444 66,934
TRADE DEBTORS 3,051,955 2,925467
INVENTORIES 9,878,531 13,782,221
PREPAYMENTS 10 57,667 13,831
TOTAL CURRENT ASSETS 13,023,597 16,788,453
NON CURRENT ASSETS
PROPERTY, PLANT AND EQUIPMENT 4,347,209 3,432,029
INVESTMENT PROPERTY 844,077 844,077
INVESTMENTS IN COMPANY SHARES 9,008,091 10,095,309
TOTAL NON CURRENT ASSETS 14,199,377 14,371,415
TOTAL ASSETS 27,222,974 31,159,868
LIABILITIES AND SHAREHOLDERS EQUITY
CURRENT LIABILITIES
DUE TO BANKS 11 4,167,812 4,303,318
TRADE CREDITORS 12 5,971,203 4,824,709
ACCRUALS 13 2,439,433 2,413,678
BANDAROL 1,965,812 4.929,634
VAT 421411 431,242
INCOME TAX LIABILITY 15 983,570 1,027,358
PAYROLL INCOME TAX 35,827 23470
BOARD OF DIRECTORS FEES 14,896 65,678
TOTAL CURRENT ASSETS 15,999,964 18,019,087
NON CURRENT LIABILITIES
EMPLOYEES COMPENSATION 14 531,462 341,989
TOTAL LIABILITIES 16,531,426 18,361,076
SHAREHOLDERS EQUITY
SHARE CAPITAL 7,000,000 7,000,000
RESERVES MANDATORY 1,750,000 1,750,000
RESERVES VOLUNTARY 16 2,270,731 2274421
INVESTMENT REVALUATION PROVISION -5,260,193 -3,827,610
JD REVALUATION ACCOUNT 872,537 683,194
RETAINED EARNINGS 17 4,058,473 4918,787
TOTAL SHAREHOLDERS EQUITY 10,691,548 12,798,792
TOTAL LIABILITIES AND SHAREHOLDERS FUNDS 27222974 31,159.868




Jerusalem Cigarette Co. Ltd.
INCOME STATEMENT FOR THE YEAR ENDED

31ST DECEMBER 2007
Description Notes 2007 2006
JD JD

SALES 49,877,819 49,129,047
LESS: COST OF SALES
BALANCE TO BEGIN FINISHED
GOODS 1,585,524 1,133,635
ADD COST OF PRODUCTION 22 45,683,846 45,499 490

47,269,370 46,633,125
LESS BALANCE TO END
FINISHED GOODS 6 1,554,431 1,585,524
COST OF SALES 45,714,939 45,047,601
GROSS PROFIT 4,162,880 4,081,446
LESS EXPENSES
SALES AND MARKETING 20 636,523 576,507
GENERAL AND
ADMINISTRATION 21 1,702,721 1,232,334
TOTAL EXPENSES 2,339,244 1,808,841
NET INCOME BEFORE NON
TRADING INCOME 1,823,636 2,272,605
NON TRADING INCOME 19 358,623 373,847
NET INCOME BEFORE TAX 2,182,259 2,646 452
INCOME TAX PROVISION 15 327,798 396,516
NET INCOME BEFORE
ALLOCATION 1,854,461 2,249,936
LESS ALLOCATIONS:
DIRECTORS FEES 8,250 8,250
INCOME TAX SETTLEMENT
PRIOR YEARS 19,579 360,399
VOLUNTARY RESERVE 388,113
COMPENSATION PROVISION 123,737 12,228
PAYROLL TAX DIFFERENCE 2932
YEAR 2005 ’
TOTAL ALLOCATION 154,498 768,990
NET INCOME FOR DISPOSAL 1,699 1,480,946




total constructed storage and other areas built in the last two years
now exceed 8000 sq. m. at a total cost of some 6 million NIS.

During 2007 discussions were held with the Palestinian tax
authorities which led to a negotiated settlement. Accordingly, the
company agreed to pay nearly five million NIS to settle the tax
years 1999 — 2006, via monthly payments.

The financial statements for 2007, shown below, are presented
in Jordanian Dinars. This is to conform to regulations by the
Palestinian Securities Exchange. In the past all financial statements
were presented in NIS. We are of the opinion that presentations
in Dinars do introduce distortions since sales were made in NIS.
Furthermore, raw materials were paid in $US, Euro, and Pounds
Sterling. In reality sales and excise payments in NIS were down
in 2007 by nearly 6%. Yet they appear to have gone up by 1.5% as
presented in Jordanian Dinars. Income tax and dividends are paid
in NIS.

We are pleased to report a net profit (before tax) of 1,854,461
Jordanian Dinars for 2007. This comes despite the loss of the
Gaza Strip market. Accordingly, The Board of Directors have
recommended that dividends be distributed to shareholders at the
rate of 1 NIS per share, ( a total of 7,000,000 NIS).

“Mohammad Ali” M. Alami
Chairman Of The Board Of Directors
March, 2008




Our company continued its strategy of direct sales and distribution
to retailers in The West Bank in 2007. These efforts were reinforced
by the introduction of a computerized live sales and distribution
system. Our salesmen are now equipped with hand-held computers,
connected to the company via modems, whereby live sales are
communicated directly into the company’s computers. We believe
that we are the first enterprise to introduce such a facility in
Palestine. The system is currently being expanded to include non-
tobacco sales.

The company continued its diversification plans into non-tobacco
distribution. Much of these sales in 2007 involved brands owned
by other non-Palestinan companies. However, efforts are now
underway to introduce brands developed by the company and its
subsidiaries. Some of these, introduced into the market in 2008,
are already showing promising results.

The decline in the value of the $ US accelerated late in 2007 and
early 2008. Subsequently, and also as a result of steep increase
in fuel costs there has been a continuous increase in raw material
prices, including tobacco. To safeguard against this, and against
delays in obtaining import licenses, the company embarked
on a strategy of considerably raising its stocks of tobacco. This
necessitated taking up medium term loans ( in $ US) from local
banks. However, the increase in tobacco prices following the
conclusion of our purchase contracts has already exceeded the
expected total interest payments. Tobacco prices are expected to
continue to rise in the next two years.

To accommodate the sizeable stocks of raw materials, the company
continued its building program to enlarge its storage facilities. The




SUMMARY OF ANNUAL REPORT
2007

Dear Shareholders,

As reported in the past few years, our company suffered
from the illegal smuggling of foreign cigarette brands into the
Palestinian market. We also reported the measures taken in co-
operation with the Palestinian Customs and Excise Authority
to counter this threat. We are pleased to report that 2007 saw a
significant decline in the volumes of smuggled cigarettes. This
had the twin effect of safeguarding the Authority’s revenues from
locally manufactured brands as well as enabling our company to
continue to compete with legally imported cigarettes.

The political and security situation in the Palestinian Areas
continued to deteriorate in 2007. The unfortunate events that
took place in Gaza in the middle of the year led to disastrous
consequences. The economy of the Gaza Strip has since come to a
near halt because of the Israeli blockade, which barred all human
movement across the border as well as severely restricting free
movement of goods and supplies. Our company has not been able
to send any of its cigarette brands into Gaza for some nine months.
Our sales to the strip, which in 2006 amounted to well over 20%
of our total, are unlikely to resume soon. This did have an impact
on our Profit and Loss statements for 2007. This impact is likely to
be more severe in 2008.
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