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Jerusalem Cigarette Company Ltd.

Jerusalem Cigarette Co. Ltd.
INCOME STATEMENT FOR THE YEAR ENDED 31ST DECEMBER 2008
Descrini 2008 2007
escription NIS NIS
SALES TRADE 256,121,841 291,199,429
BANDAROLL (EXCISE) 195015 468 223,592,660
NET SALES 61,106,373 67,606,769
RAW MATERIAL COSTS 21,646,731 26.985.156
GROSS PROFIT 39,459,642 40,621,613
EXPENSES
FACTORY SALARIES 7,549,155 6,352,671
FACTORY EXPENSES 2,240,677 3,217,060
9,789,832 9,569,731
TRADING PROFIT 29,669,810 31,051,882
OVERHEADS
SALARIES 5,806,516 5981729
TRANSPORT COSTS & MAINTENANCE 1,073,690 1,192,662
POSTAGE, TELECOMMUNICATIONS &
STATIONERY 869,891 946,779
POWER, WATER & SEWAGE 1,667,063 1,640,425
BANK INTEREST & CHARGES 2,346,230 1,527,845
INSURANCE 1,076.665 842,403
DONATIONS 435519 514,308
DISTRIBUTION COSTS 634,292 646,463
TRAVEL COSTS 412,500 264,000
DEPRECIATION 2,313,247 2,306,821
PROMOTIONAL COSTS 382,148 361,379
WAREHOUSE RENTAL 158,696 248,614
AUDIT & LEGAL & PROFESSIONAL FEES 657,804 767,520
MISCELLANEOUS 122,798 179,075
ADVERTISING 5,194 381,040
TRANSPORT COSTS 1,015,183 468,062
PROPERTY REPAIRS 232,071 297,594
19,209,507 18,566,719
NET TRADING PROFIT 10,460,303 12,485,163
RENTAL INCOME 101,171 117,380
NET PROFIT 10,561,474 12,602,543
NON TRADING INCOME 4,862,321 54,559
TOTAL PROFIT 15,423,795 12,657,102
PROFIT FOR DISPOSAL 15,423,795 12,657,102 |
INCOME TAX PROVISION 1,632,944 1,901,228
DIVIDEND 7,000,000
RETAINED PROFIT 2,798,821 3,019,742
VOLUNTARY RESERVE 3,000,000
MANDATORY RESERVE 1,500,000
PROVISION FOR CURRENCY VARIATION 6,000,000
PAYROLL TAX DIFFERENCE 2005 15,980
ARAB LAND BANK 271,069
PRIOR YEAR ADJ 9,825
DIRECTORS FEES & EXPENSES 43,395 45,787
COMPENSATION PROVISION 167,741 674,365
15423.795 12,657,102




Jerusalem Cigarette Co. Ltd.
BALANCE SHEET AS AT 31ST DECEMBER 2008

. 2008 2007
Description
NIS NIS

FIXED ASSETS
LAND BUILDINGS & EQUIPMENT 26,112,657 25,320,579
CURRENT ASSETS
DEBTORS 33,796,457 16,457,834
STOCKS 51,468,625 57,295 480
INVESTMENTS 57,958,082 54,303,325
ADVANCE PAYMENTS 419,545 82,885

143,642,709 128,139,524
TOTAL ASSETS 169,755,366 153,460,103
CURRENT LIABILITIES
CASH & BANK BALANCES 14,675,807 22,521,410
CREDITORS 69,572,182 36,249 455
INCOME TAX LIABILITY 1,640,878 5,897,572
UNPAID DIVIDEND 5,400,869 9,138,291
EMPLOYEES COMPENSATION 3,236,460 3,072,590
ACCRUALS 5,841,576 13,385,308
TOTAL LIABILITIES 100,367,772 90,264,626
NET ASSETS 69,387,594 63,195,477
CAPITAL & RESERVES
SHARE CAPITAL 29,970,751 29,970,751
PROVISION FOR CURRENCY VARIATION 6,000,000
DIVIDEND - 7,000,000
RETAINED PROFIT 5,711,859 3,019,742
RESERVES - MANDATORY 11,158,170 9,658,170
RESERVES - VOLUNTARY 16,546,814 13,546,814
TOTAL CAPITAL & RESERVES 69,387,594 63,195,477
TOTAL LIABILITIES & CAPITAL/RESERVES 169,755,366 153,460,103




Jerusalem Cigarette Company Ltd.

Jerusalem Cigarette Co. Ltd.
INCOME STATEMENT FOR THE YEAR ENDED
31ST DECEMBER 2008
Description 2008 2007
JD JD
SALES 50,279,080 49,877,819
LESS: COST OF SALES
BALANCE TO BEGIN FINISHED GOODS 1,554,431 1,585,524
ADD COST OF PRODUCTION 45,102,613 45 683,846
46,657,044 47,269,370

LESS BALANCE TO END FINISHED 1,004,802 1,554,431
GOODS
COST OF SALES 45,652,242 45,714,939
GROSS PROFIT 4,626,838 4,162,880
LESS EXPENSES
SALES AND MARKETING 603,645 636,523
GENERAL AND ADMINISTRATION 1,971,998 1,702,721
TOTAL EXPENSES 2,575,643 2,339,244
NET INCOME BEFORE OTHER 2,051,195 1,823,636
REVENUES AND EXPENSES
OTHER REVENUES 1,336,275 358,623
LESS: OTHER EXPENSES 339,289 -
NET INCOME BEFORE TAX 3,048,181 2,182,259
INCOME TAX PROVISION 322,716 327,798
NET INCOME BEFORE ALLOCATION 2,725 465 1,854,461
LESS ALLOCATIONS
MANDATORY RESERVE 304,818
BOARD OF DIRECTORS 8,250 8,250
RENUMERATION
INCOME TAX SETTLEMENT PRIOR 19,579
YEARS
ARAB LAND BANK SETTLEMENT 56,709
PAYROLL TAX DIFFERENCE YEAR 2005 2,932
COMPENSATION PROVISION 31,584 123,737
CURRENT YEAR NET INCOME 2,324,104 1,699,963




Jerusalem Cigarette Co. Ltd.
BALANCE SHEET AS AT 31ST DECEMBER 2008

Description 2008 2007
ASSETS JD JD
CURRENT ASSETS
CASH & BANK BALANCES 712,660 35,444
TRADE DEBTORS 6,363,483 3,051,955
INVENTORIES 10,171,665 9,878,531
PREPAYMENTS 78,995 57,667
TOTAL CURRENT ASSETS 17,326,803 13,023,597
NON CURRENT ASSETS
PROPERTY, PLANT & EQUIPMENT 4,478,129 4,347,209
INVESTMENT PROPERTY 844,077 844,077
INVESTMENT IN COMPANY SHARES 8,460,652 9,008,091
TOTAL NON CURRENT ASSETS 13,782,858 14,199,377
TOTAL ASSETS 31,109,661 27,222,974
LIABILITIES AND SHAREHOLDERS EQUITY
CURRENT LIABILITIES
DUE TO BANKS 5,586,648 4,167,812
TRADE CREDITORS 5,244,136 5,971,203
ACCRUALS 1,172,956 2,475,260
BANDAROL 4,838,259 1,965,812
INCOME TAX LIABILITY 304,118 983,570
UNEARNED REVENUES 19,049
BOARD OF DIRECTORS RENUMERATION 31,214 14896
VAT 609,312 421412
TOTAL CURRENT LIABILITIES 17,805,692 15,999,965
NON CURRENT LIABILITIES
BANK LOANS 1,638,950 -
EMPLOYEES COMPENSATION 609,388 531,461
TOTAL LIABILITIES 20,054,030 | 16,531,426
SHAREHOLDERS EQUITY
SHARE CAPITAL 7,000,000 7,000,000
RESERVES - MANDATORY 2,054,818 1,750,000
RESERVES - VOLUNTARY 2,270,731 2,270,731
RETAINED EARNINGS 5,096,242 4,058,473
CUMELATIVE EFFECT OF CHANGES IN FAIR MARKET VALUE -6,485,073 -5,260,193
JD REVALUATION ACCOUNT 1,118913 872537
TOTAL SHAREHOLDERS EQUITY 11,055,631 10,691,548
TOTAL LIABILITIES & SHAREHOLDERS EQUITY 31,109,661 27,222,974




Jerusalem Cigarette Company Ltd.

remaining after recommendation 3-5 above, as retained profits to be
kept on JCC’s Balance Sheet.

Finally, we cannot but praise God Almighty for his blessings and
guidance in these difficult times. We thank all the employees of JCC
and sister companies for all their dedication and hard work. We thank
the Palestinian consumer for his consistent support of national products
and local producers. Last but not least, we thank the shareholders of
JCC for their unstinting support of JCC in all circumstances.

We pray to God that our next meeting would be held in atmosphere of
national reconciliation and unity between brother and brother without
which our steadfast people cannot hope to attain its legitimate rights.

May God’s Peace be with you all.

“Mohammad Ali” M. Alami Ph.D
Chairman Of The Board Of Directors

Azariyeh - Jerusalem
28 April, 2009




from United (around 4.95 million shekels) JCC’s overall net profit has
risen to NIS15,423,795 — exceeding net profits for 2007by 22%.

Therefore, in accordance with all the factors explained above; and in
view of the need to reinforce the liquidity position of JCC to create
a reserve against further deterioration of general economic and
financial conditions as well as guarding against unpredictable foreign
exchange fluctuations and the resurgence of inflation, the Board of
JCC recommends that no dividends should be paid at the present time.
Instead, profits should be retained within the company and allocated to
various reserves and provisions as shown below.

Recommendations of the Board of

The Board recommends that :
1. The AGM approve the Report of the Board for the Financial Year 2008.

2. The AGM approve the Financial Accounts included in the Reportincluding
the Balance Sheet and the Profit & Loss Statement for FY 2008.

3. The AGM approve the Board’s recommendation to restore the
routine allocation of 10% of annual profits to Mandatory Reserves.

4. The AGM approve the Board’s recommendation of allocating 20%
of profits to Voluntary Reserves.

5. The AGM approve the setting up of a new Special Voluntary Reserve
to the value of six million Israeli shekels (around one million
Jordanian dinars) to guard against any significant deterioration of
the exchange rate of the Israeli Shekel or the US dollar.

6. The AGM approve the designation of the balance of 2008 profits



who built an illegal and unlicensed construction on the land. After years
of pursuing the matter in the courts, the courts, on first judgement and
after appeal, have rejected the trespasser’s claims of ownership, and
ordered him to remove the illegal construction.

The Development of r Faciliti

As of March 2006, JCC commenced the construction of stores on
land owned by. This land is adjacent to JCC’s factory building on the
east side. The Management has deliberately paced the project so that
immediate use is made of all stages as they attain completion. Over
12,000 square meters were built from March 2006 till the end of 2008
- 75% of which is currently being used for the storage of raw tobacco
and other materials. It is planned that parts of the building will be leased
to United for storage of goods and parking for its sales cars and lorries.
The total cost of construction to date is NIS8,931,000 out of which
NIS2.,965,000 have been disbursed during 2008.

Profit & 1.oss and other Financial Accounts for the Financial
Year 2008

Enclosed are the audited Financial Accounts as prepared by the duly
constituted external auditors of JCC. These accounts are denominated
in Jordanian dinars as mandated by the Palestinian Capital Market
Authority and Palestine Securities Exchange. However, we have also
enclosed a summary, prepared by our internal auditors, of the same
accounts denominated in shekels in order to show the financial situation
of the company in a more relevant and accurate way.

The enclosed accounts show that JCC’s net profit derived from the
production and sale of cigarettes have declined by around two million
shekels in 2008. It has been already mentioned that this was largely due to
the loss of the Gaza market in 2007. But due to the rise in income (before
tax and other allocations) derived from other sources especially dividends
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and present, has been fully paid up. For the Financial Year 2008, United
has paid dividends of which JCC’s share has amounted to 4.95 million
Israeli shekels. This dividend has contributed to raising JCC’s overall
profits to exceed those of 2007.

As for the distribution of non-tobacco products, United, as at early
2009, is selling tens of brands and product lines. Some of these
brands are owned by United and others are owned by importers and/
or manufacturers. Early indications are that sales of these non-tobacco
products are consistently rising in spite of their recent introduction.

Azhar Company for Real E Developmen

JCC owns 50% of the issued share capital of this private company
which is registered in Jerusalem. Azhar’s shareholders, including JCC,
advanced a loan to Azhar for the purpose of buying land, 15 dunums
in area, in Beit Hanina inside the zoned area of Jerusalem. At the time
of purchase, the said land had not been parcelled yet, although it was
officially zoned for residential building by the Jerusalem Municipality.
However, by early 2009 the Municipality completed its zoning for the
area containing the land, and it has been possible to obtain definite and
accurate information regarding land use.

This information states that the original land of fifteen dunums has
been re-incorporated with other plots of adjacent land and then re-
partitioned in such a way that Azhar ended up with three adjacent plots
totalling 7808 square meters with allowable residential density of 75%
1.e. 5856 square meters. Azhar is pursuing the matter further with the
Jerusalem Municipality with a view to enlarge the area allocated to it
after the reparcellation and secondly to significantly raise the allowable
residential density above 75% currently allowed.

It should be noted that Azhar has raised court action against a trespasser



Jerusalem Cigarette Company Ltd.

2007 2008
NIS x 1000 NIS x 1000
Manufacturing Salaries 6,353 7,549
Other manufacturing costs 3217 2,241
Other salaries (Administration. Sales, & others 5,982 5.807
Phone, postage & stationery 947 870
Electricity, fuel for manufacturing, gas & water 1,640 1,667
Petrol & diesel for cars & car maintenance 1,193 1,074
Transport of goods from port and between stores 468 1,015
Legal, consultancy & trade mark registrations 768 658
Donations to charity 514 436
Depreciation 2,307 2313
Bank interest & charges 1,528 2,346
Insurances (factory, raw material & cars) 842 1,077
Total of general non-manufacturing expenses 18,567 19210
Total direct manufacturing costs (excluding raw materials) 9,570 9,790
Total company expenses 28,137 29,000
Net profit from manufacture and sale of cigarettes 12,485 10,460

The above figures clearly indicate the need for further efforts to reduce
general expenses during 2009, especially as the loss of the Gaza market
does not allow us to spare any effort in this regard. The drop in profits
from the manufacture and sale of cigarettes is an added incentive to
match the level of expenses to that of sales. The recommendation of
the Board regard retaining profits of 2008 will no doubt reduce one of
the most important sources of these expenses, namely bank interest and
charges.

United Company for International Trade

This unquoted limited liability company was established a few years
ago for the purpose of distributing the products of JCC as well as non-
tobacco products. As at the end of 2007, United’s share capital was
one million Jordanian dinars, 90% of which were held by JCC. At the
beginning of 2008 share capital was doubled to two million dinars, with
JCC holding reduced to 75% of the new total. An allied company (Arab
Investors Ltd) holds the remaining 25%. All United share issue, past




its annual accounts in Israeli Shekel, we hereby present the accounts
denominated in shekels for the benefit of the shareholders and to keep
them in the picture. All arguments and conclusions presented in this
Report are based on the accounts denominated in shekels as presented
by the internal auditor of JCC.

Sales as measured in the number of packets have fallen in 2008
compared to 2007. All this fall is accounted for by our inability to ship
our products to Gaza as we have been allowed to up to the middle of
2007. There are no indications that this ban on sending cigarettes from
the West Bank to Gaza will end in the near future.

However,in spite of the fall in the volume of sales in 2008, unit production
costs have fallen, in large measure due to the purchase by JCC of large
quantities of raw tobacco when tobacco world prices were very low.
Tobacco prices have risen significantly since, and the indications are
that there are crop shortages for the 2008-2009 season. World tobacco
prices may rise further still.

As for other raw materials, JCC always strives to obtain best prices.
Printed cardboard for example was imported from Canada at a landed
price significantly lower than similar prices from Europe.

Although JCC has kept control of general manufacturing and
administrative costs, bank interest and charges and the cost of insurances
have risen significantly, causing the total cost to rise by around NIS
850,000. Below is an outline comparison of the main items of expenditure
under this heading for the years 2007 and 2008.
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As for future years, and in order to reinforce liquidity further still, the
Board is recommending that JCC should re-institute the past practice
of routinely allocating 10% of net profit towards Mandatory Reserves.
JCC stopped this practice years ago when Mandatory Reserves reached
25% of share capital. The Board recommends that this practice, once
re-instituted, should continue in the future until the mandatory reserves
reach 100% of share capital as allowed by current company law.
Prevention is indeed better than cure.

Markets, Sales and Expenses

We have mentioned in previous annual reports that all company sales
as well as the vast majority of its purchases are not made in Jordanian
dinars, but in Israeli shekels and foreign currencies. If you add to this
the extreme volatility in exchange rates which we have witnessed over
the last year, it becomes clear that the presentation of JCC’s annual
accounts in Jordanian dinars as opposed to the Israeli shekel could
seriously confuse the picture and may lead to faulty conclusions. The
following is an example

2007 2008 Change 2007 2008 Change

NIS NIS % D D %
Sales 291,199.429| 256,121,841| -12% |49.877.819] 50279080 1%
Excise Duties 223.592.660| 195,015,468| -13% | 38,306 ,839| 37.997.060] -1%
Raw Materials Cost | 26,985,156 21,646731| -20% | 3,890,599 4298856 10%
iﬁtof;gg;:’ef"re 12,657,102| 15423795 22% | 1854461 2725465 47%

The obvious discrepancies in the table above shows clearly that to
present annual accounts in a currency different from the one used for
the vast majority of that company’s transactions will inevitably lead
to unsound analysis and faulty conclusions. We call on the Palestinian
Capital Market Authority (PCMA) to reconsider its views on the matter
and to allow the presentation of annual accounts in the currency most
relevant to each company. Because JCC keeps its books and prepares




One should not overlook that crisis management, no matter how
efficient and well directed, does not negate the supreme value of pre-
emption and forward planning. In times of financial crisis, the primacy
of maintaining adequate liquidity increases further still. Fixed assets
— (e.g. land, machinery, real estate etc.), even financial investments
(e.g. stocks and shares) — cannot be sold quickly into an illiquid market
without incurring severe losses. It is far better to keep as many short
term assets as possible — in the form of bank balances or current assets
(e.g. finished goods inventories, raw materials, credit-worthy debtors
and prepayments to suppliers etc.) Here one should compare 12-month
short term liquid assets to 12-month short term liquid liabilities (e.g.
payment commitments to suppliers, lenders, taxes etc. falling due
within one year) to arrive at a ratio of short term assets to short term
liabilities. This ratio is a good indicator of the soundness or otherwise
of the company’s liquidity position.

JCC’s position in this regard (based on the Israeli Shekel and not on
the Jordanian Dinar so as not to confuse the picture with movements
in exchange rates) shows that at the end of 2008 the ratio of short-term
assets to liabilities was 91% as opposed to 90% at the end of 2007.
Historically, such a ratio — in ordinary circumstances- is not worrisome.
But current circumstances for the world economy as a whole are far from
ordinary. Therefore, in keeping with the policy of self reliance, JCC’s
Board of Directors recognises that the company’s liquidity position
should be reinforced further to better cope with expected problems
as well as with unforeseen emergencies. The Board estimates that it
is possible to raise the ratio of short term assets to liabilities to 98%
through retaining all profits realised in 2008 (after allowing for taxes,
employee compensations and other similar unavoidable commitments)
and allocating such retained profits to various reserves and provisions
as explained below.
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attached to real estate loans preferring prudence and caution. Moreover,

when compared with most others, the average Palestinian has acquired
through bitter and repeated experience of catastrophe a high propensity
to save as well as high aversion to financial risk. This explains the
paradox that the majority of Palestinian banks are awash with liquidity
looking for local safe and secure borrowers.

Although the financial and economic hurricanes have not reached our
shores yet, it is not difficult to see that the donor countries which provide
the bulk of the income for the Palestinian Authority might have problems
keeping up the level of the donations that have prevailed hitherto. The
same goes for remittances of Palestinian expatriates working in the Gulf,
Europe or the USA. Not only could we expect remittances to fall, but
there could be reverse population movements towards the Palestinian
territories as Palestinian workers lose their jobs and residence permits
abroad. Add to that one should expect a fall in tourism as well as the
effects on the Palestinian economy of the very noticeable slowdown in
the Israeli economy and rising unemployment there.

The above factors demand the utmost caution on the part of businesses,
public and private. The most severe threat is the drying up of the various
sources of funding (bank loans, overdraft facilities, supplier credits,
insurance etc) needed to keep the wheels turning. This is followed by
the inevitable fall in consumer purchasing power. Eventually and not
in the too distant future there is the spectre of inflation and a drastic
reduction in the value of the US dollar (accompanied by the Jordanian
Dinar which shadows it) and the attendant high interest rates that usually

accompany such currency crisis. All these expected, and unexpected,
dangers demand that we should be as self-reliant as possible in raising
finance from internal sources.
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Borrowing figures like these will inevitably constrain the ability of
governments to borrow further in order to stimulate their economies
— especially in view of the seriously diminished tax receipts that
accompany the fall in private incomes and corporate profits. A damaging
scramble for scarce loans from lenders willing to lend might ensue as the
various public and private corporations come under mounting pressure
to borrow to stay afloat.

The economic inter-dependence of most economies nowadays means
that no economy will flourish in isolation from the large economic blocs.
It is not difficult therefore to see that the economies and standards of
living of the average citizen in most countries will, to say the least,
stagnate for quite a few years, and perhaps get worse before they get
better. It is very probable that when the crisis finally ends, the picture
might be radically different to that of today. While USA and Europe
will eventually recover and remain the strongest world economies, they
may find China and India as well as Japan seriously competing for an
equitable place under the sun.

It is probable that we are living through truly historical times of deep and
lasting changes — the kind of transformative and epochal shifts in world
centre of gravity that the world has not seen since the rise of the west
five centuries ago. Nobody can, nobody will, escape the consequences.

Unexpectedly, the world financial crisis has not, so far, had a major
direct impact on the Palestinian or Jordanian scenes. Some would argue
that both economies are too insignificant to be affected. The truth is
that a set of factors have contributed to this. Primary among them is
the conservative lending policies and strict supervision of the banks
imposed by the Jordanian Central Bank and the Palestinian Monetary
Authority. In addition, the management of local banks adopt a very
cautious stance when extending loans or facilities to clients. The local
banks have resisted the huge temptations of hefty fees and commissions
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Directors Report for the Financial
Year 2008

Dear Shareholders,

We welcome you to this AGM to discuss the various topics
enumerated in the agenda appended to your copy of the Report.

The world financial crisis started to clearly manifest itself by early
2008. By the end of the year however, the dam had burst and swept
away many a giant of international finance as well as numerous smaller
ones, especially in the West. The collapse of these Western institutions
was swiftly followed by the collapse of financial institutions all over
the world causing gigantic losses to all types of investors. In turn the
financial collapse quickly hit the economies of most nations causing
a severe downturn in economic activity, sharply rising unemployment
and drastic falls in consumer purchasing power. The credit crunch and
the accompanying economic downturn now carry a very serious threat
of turning into a downward spiral as these crisis feed on each other.

The major direct cause of the crisis is undoubtedly the decade long wave
of imprudent over-lending extended by the banks and other financial
institutions to individuals and corporations — both private and public.
Western governments themselves, with rare exceptions, have been
guilty of borrowing fantastic sums. In Ireland for example, the external
debt reached 2.3 trillion US$ by the end of 2008 — eight times the gross
domestic product (GDP) or $550,000 for every Irish man, woman and
child. As for other western countries, Belgium and the UK have external
debt of three times GDP, Holland, Switzerland and Austria twice GDP,
France, Germany, Spain and the Scandinavian countries more than annual
GDP. In the US external borrowing is almost the same as its GDP.
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