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Jerusalem Cigarette Company Ltd.




JCC Income Statement for the year ended 31st December 2009

JD JD

SALES 59,763,219 | 50,279,080
LESS: COST OF SALES

BALANCE TO BEGIN FINISHED GOODS 1,004,802 1,554,431
COST OF PRODUCTION 55075989 | 45,102,613
BALANCE TO END FINISHED GOODS (949,749) | (1,004,802)
COST OF SALES 55,131,042 | 45,652,242
GROSS PROFIT 4,632,177 4,626,838
LESS EXPENSES

SALES AND MARKETING 500914 603,645
GENERAL AND ADMINISTRATION 1,898,120 1,971,998
TOTAL EXPENSES 2,399,034 2,575,643
NET INCOME BEFORE OTHER REVENUES (EXPENSES) 2,233,143 2,051,195
OTHER REVENUES 992,067 1,336,275
OTHER EXPENSES. (833,881) (339,289)
NET INCOME BEFORE TAX 2,391,329 3,048,181
INCOME TAX (370,319) (322,716)
NET INCOME BEFORE ALLOCATION 2,021,010 2,725,465
MANDATORY RESERVE (239,133) (304,818)
BOARD OF DIRECTORS FEES (8,250) (8,250)
ARAB LAND BANK SETTLEMENT (56.,709)
COMPENSATION PROVISION (8,673) (31,584)
NET INCOME FOR YEAR 1,764,954 2,324,104




Jerusalem Cigarette Company Ltd.

JCC Balance Sheet as at 31st December 2009

JD JD
ASSETS
CURRENT ASSETS
CASH & BANK BALANCES 791,156 712,660
ACCOUNTS RECEIVABLE 5,563,315 6,363,483
INVENTORIES 6341012 | 10,171,665
PREPAYMENTS 23,063 78.995
TOTAL CURRENT ASSETS 12,718,546 | 17,326,803
NON CURRENT ASSETS
PROPERTY, PLANT & EQUIPMENT 6,540,986 4,478,129
INVESTMENT IN LAND 844,077 844,077
INVESTMENT IN SHARES 9,454,731 8,460,652
TOTAL NON CURRENT ASSETS 16,839,794 | 13,782,858
TOTAL ASSETS 29,558,340 | 31,109,661
LIABILITIES & OWNERS EQUITY
CURRENT LIABILITIES
DUE TO BANKS 4294635 5,586,648
ACCOUNTS PAYABLE 4,786,203 5,244,136
ACCRUALS 1,641,630 1,172,956
BANDAROL 4,700,969 4,838,259
INCOME TAX LIABILITY 168.420 304,118
UNEARNED REVENUES - 19,049
BOARD OF DIRECTORS FEES - 31214
VAT. 712,058 609,312
TOTAL CURRENT LIABILITIES 16,303,915 | 17,805,692
BANK LOANS - 1,638,950
EMPLOYEES COMPENSATION 613246 609,388
TOTAL LIABILITIES 16917,161 | 20,054,030
OWNERS EQUITY
SHARE CAPITAL 7,000,000 7,000,000
RESERVES - MANDATORY 2293951 2,054,318
RESERVES - VOLUNTARY 2,735,552 2,270,731
RETAINED EARNINGS 5,395,826 5,096,242
PROVISION FOR LOAN SETTLEMENT 1,000,000 -
CUMULATIVE CHANGES IN FAIR MARKET VALUE (6484073) | (6.485.073)
J.D. TRANSLATION VARIATION 699,923 1,118913
TOTAL OWNERS EQUITY 12,641,179 | 11,055,631
TOTAL LIABILITIES & OWNERS EQUITY 29558340 | 31,109,661




Financial Statements for the year 2009.

Financial results indicate that there was an increase in sales from 50.3 million Dinars
in 2008 to 59.8 million Dinars in 2009. This increase came as result of the hikes in
excise over the period which jumped from 38 million Dinars in 2008 to 48.7 million
Dinars in 2009. All other elements of the cost of sales like raw material nearly stayed
the same as the previous year.

Overheads noticeably came down during 2009 compared with those of 2008 as a
result of reductions in the sales and distribution expenses as well as reduction in the
cost of finance. The availability of extra cash flow provided by the board decision
of last year to retain profits helped in reducing levels of borrowing. Figures indicate
that current liabilities were reduced from 20.1 million Dinars in 2008 to 16.9 million
Dinars in 2009.

The Financial Statement show that there were 2,391,329 million Dinars net profits
before tax for the year 2009. Upon deduction of income tax and provision, the profit
for disposal would amount to 1,764,954 million Dinars.

Recommendations of the Board of Directors of JCC.

1-Distribution of dividends to registered shareholders to the amount of 1 Shekel to
every ordinary share as of the date of the AGM.
2- Transfer of the remaining balance after deductions to the voluntary reserve.

Finally, we would like extend our appreciation to all shareholders and our loyal
consumers for supporting JCC. Furthermore, we express gratitude to our dedicated
employees for their hard work over the years.

“Mohammad Ali” M. Alami, Ph.D
Chairman of the Board of Directors.
Azariyah- Jerusalem.

28th of April, 2010.



Jerusalem Cigarette Company Ltd.

Warehousing and new construction.

JCC continued its construction program which started in the year 2006. The main
purpose of such construction was to store all the increased level of inventory. Almost
14,000 square meters were built by the end of 2009 of which nearly 75% are in active
use. So far the total cost at the end of the year 2009 was 10.9 million Shekels. The
extra space is also under the disposal of our sister company “United For International
Trade Ltd.” and which commenced its sales of Non-Tobacco items in a major way
during the course of 2009.

Old warehouses had also undergone a major upgrading and modernization including
fire detection and other safety features.

Production Lines.

During the year 2009, a major line of cigarette making and packaging machinery
were added to existing lines. Such a quantitative and qualitative addition, state of
the art German and other European machinery would undoubtedly enhance our
production capabilities and help to keep JCC at the forefront of competition. Almost
65% of the cost (€ 1.9 m) of this new line was paid for by the end of 2009.

Investments.

Revenues from Investments during the year 2009 dropped compared with that of
year 2008. The main reasons for such a drop was that “United for International
Trade Itd. — sister company) did not distribute any dividends during 2009 due to
its expansion programe. Also no dividends were distributed by ‘Al Quds Bank”,
“Palestine Real Estate Investments™, or “Arab Investors”. The Board of Directors
had taken a decision to refresh its investment policy regarding shares in other public
shareholding companies.

Serious efforts were made in advancing the project of “Azhar company” (sister
company) for the purpose of developing the plot of land in Beit Hanina. Plans are
in the process of being submitted to the Regional Committee for planning with the
aim of obtaining a permission to develop the project which consists of at least 100

residential apartments.

JCC is also evaluating the best possible options to develop both plots of land in
Surda (8.6 dunams) and Abu Qash (52dunams) in the West Bank.




The same trend continued early in the year 2010. The excise was hiked by 8.8% for
most of JCC’s brands except for “Jamal”, where the increase was about 32%. This
nearly brought the “Jamal” which was the lowest priced brand in the market, in line
with the rest of the more expensive brands.

By and large, the excise policy is dictated by the Israeli Government and in turn
had to be adhered to by the Palestinian Authority. Such a unified system of taxation
makes the Palestinian smoker one of the most heavily taxed consumer in the world
in relation to his income. The average annual Israeli income per individual is about
18 times that of the Palestinian. This certainly falls within the bounds of oppressive
taxation which is normally banned in most countries.

Obviously, one of the main reasons to increase the excise tax is to beef up government
revenue. In our opinion, the recent series of hikes had definitely gone beyond the
capabilities of many consumers and that many of them were pushed to buy from the
unofficial and black markets. As a result of such policies, we estimate that about 30%
of smokers are purchasing within such black markets. It is safe to say that all official
markets were affected by such hikes, both JCC products and legally imported brands.

In our opinion, such government policies had crossed over the point of price elasticity
and went into what is known as diminishing returns. If the Israeli government pushes
up the excise again during 2010, as they do normally have two hikes a year, then
we would expect the markets to tumble down to lower priced brands and major
expansion of the black market. Government revenues are expected to be severely
affected by such a situation.

Raw Material for Production.

JCC continued to adopt the policy of maintaining high levels of raw material inventory.
Such a policy was vital in enduring the long and arduous procedures imposed by the
Israeli Authorities regarding importation licenses and procedures. It also serves JCC
to stabilize the effects of price variations of raw material. This is more so in the case
of raw tobacco than others.

JCC had also purchased all the local tobacco that was on offer during 2009. A total
of 153 Tons of local tobacco were purchased and paid for during the span of the year.
In fact, a total of 665 tons were purchased within the last 5 years at a total cost of 10
million Shekels.

To be able to finance such an inventory, JCC borrowed 6 million US dollars from
local banks of which nearly 65% were paid by the end of 2009.



Jerusalem Cigarette Company Ltd.

Directors Report for the Financial
Year 2009

Dear Shareholders,

It is our pleasure to extend to you this invitation to the Annual General
Meeting (AGM) to discuss the items listed on the agenda below.

Undoubtedly, the financial year 2009 continued to suffer the severe influence of the
world financial crisis which gripped nearly all major economies of the world. Our
region had somewhat escaped the full brunt of the recession. Nevertheless, the local
consumer has been affected by less available credit and therefore diminishing his
purchasing power. This, coupled with a series of excise hikes levied on local and
imported cigarettes shaped in a major way the results of the 2009 financial year.

Following is a brief outline of the most important activities of the year
2009:

Markets and Sales.

The year 2009 had witnessed another major hike in the excise tax levied by the
Palestinian Authority. It is clearly shown from the table below that the rate of increase
of the tax exceeded the rise of the prices to the consumer. This meant that JCC had to
absorb some of these hikes and therefore resulted in reducing profitability.

2007 2008 2009
Increase in price to consumer. 3.7% 17.4% 15.5%
Excise Tax. 54% 16.3% 21.6%

The excise tax had increased by 49% during the year 2009 as compared to the year
2006. The price to the consumer only increased by 41% for the same period. If we
consider all other taxes including VAT, the tax burden levied on the consumer price
of a packet (20 cigarettes) would be 82%.
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