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32- Financial instruments:

a. Capital management:

The company manages its capital to ensure its ability to continue as a going concern while
maximizing the return to its shareholders. The company’s overall strategy remains unchanged
from previous year.

The capital structure of the company consists of equity, which comprise issued capital,
reserves, and retained earnings in addition to loans after deducting cash and cash equivalent.

The company is not subject to any externally imposed capital requirements.

b. Risk management:

Risk management is based on key information that prevents the company from reaching its
business objectives due to its presence in an unstable political environment which has a direct
impact on its operations.

(i) Credit risk: the financial assets which potentially expose the company to credit
risk comprise, principally, trade and other receivables and amounts due from related
parties. Management believes that it can control the exposure to credit risk arising
from customers through cash payments or 3 business days outstanding checks.

(i1) Interest rate risk: the company is exposed to interest rate risks due to its bank
borrowing and overdraft at interest rates between 5%-9% on the overdraft, and the loans
are negotiated as LIBOR 1 month in addition to 1.75% - 4% with a minimum rate of 5%
and maximum rate of 15%, which causes the company to pay high interest rates.

(iii)) Exchange rate risk: the company is exposed to exchange rate risks due to the
denomination of its purchases of tobacco and raw materials in foreign currencies
(USD, Euro and Sterling pound), while its sales are denominated in ILS.

During the year the company restructured its expenses and loans in a manner that
helps generate liquidity to repay the loans and other obligations.

33- Profit distribution:

On its March 27, 2013 board meeting, the board decided to recommend to the general
assembly at its regular meeting to distribute cash dividend of 14% of the share capital to
shareholders as of the date of the general assembly meeting.

On 18/6/2012, the general assembly approved the transfer of 2011 profits after legal
appropriations to retained earnings.

The general assembly approved in its ordinary and extraordinary meeting held on May
32, 2011 to raise the company’s share capital from seven million shares with a par
value of one JOD to ten million shares at the same par value. The raise was covered by
capitalizing the retained profits as explained in note (17).



30- Related party transactions:

The company considers any subsidiary or associate company that it can control or exert
influence on and board members and top management as related parties.

Transactions and balances with related parties were as follows:

2012 2011

JOD JOD

Balances included in accounts receivables:

Balances within accounts receivables 8026603 10249000
Unguaranteed loans to subsidiaries 1394620 1966177
Balances within accounts payable 1648235 1859458
Investments in companies shares 10551404 7003780
Board of directors and top management:

Savings fund loan 231939 227171
Unguaranteed employee loans 38973 54000
Board of directors remuneration and expenses (1) 86463 79150
Salaries and benefits of top management inclusive 520788 513507
of severance pay

(1) Each board of directors’ member receives seven hundred and fifty JOD as remuneration
from profits after income tax in addition to ten thousand USD as transportations and other
expense allowance.

31- Operating Segments:

The operating segments in the company are cigarettes manufacturing, subsidiaries and
associates management fees and investments in shares and property of which the results
were as follows:

Manufacturing Managemef::: Investments Total 2012  Total 2011
JOD 1[0))] JOD JOD
Revenues 76427380 136570 62600 | 76626550 | 67493219
Cost of sales (71809363) - - | (71809363) | (64495584)
Other revenues 29899 - - 29899 633074
Administrative (1261416) - | (1261416) | (1396039)
expenses
Selling expenses (328158) - - (328158) (477063)
Finance cost (474938) - - (474938) (538605)
Other expenses (10921) (130558) (400983) (542462) (877691)
Profit for the year (2572483) 6012 (338383) 2240112 341311
Segment assets 24179676 - 19084234 | 43263910 | 41682850
Segment liabilities 22051719 - - 22051719 | 24574030




28- Manufacturing expenses:

2012 2011

1[0))] JOD
Raw materials -beginning of year 1708293 1859479
Tobacco -beginning of year 3385435 4529865
Purchases of raw materials 1227698 2274771
Purchases of tobacco 3666613 782757
Raw materials -end of year (2088618) (1708293)
Tobacco -end of year (3712264) (3385435)
Cost of raw materials and tobacco used in production 4187157 4353144
Banderol -beginning of year 704054 978762
Purchases of banderol 64692386 56713010
Banderol - end of year (830390) (704054)
Cost of bendarol used in production 64566050 56987718
Cost of raw materials, tobacco and banderol used in 68753207 61340862
production
Work in process- beginning of year 222649 396236
Work in process- end of year (502204) (222649)
Cost of materials used in production 68473652 61514449
Salaries, wages and benefits 1214932 1179856
Other operating expenses- note 29 1548674 1362228
Total manufacturing expenses 71237258 64056533

29- Other operating expenses:

2012

JOD

2011
A[0)))

Material used in production (sugar, glue etc.) 158011 164501
Maintenance and repairs 187426 77248
Postage and telephone 4426 6221
Water and electricity 94843 79364
Fuel for generator 93191 49044
Building maintenance 46205 25266
Interest charges 254375 261880
Insurance 175115 203543
Rent 6568 6375
Waste water expenses 23027 15965
Transportation 55029 35602
Workers clothing 2383 2228
Cleaning 1650 2134
Development expenses 6008 9308
Hospitality 10232 5982
Miscellaneous 242 249
Depreciation- note 9 429943 417318

1548674 1362228




26- General and administrative expenses:

2012 2011
A[0))) JOD
Salaries 736117 763972
Severance pay 80825 164502
Professional fees 8500 7500
Legal fees and consultations 36893 37999
Fees and licenses 42385 19441
Stock exchange expenses 8503 16013
Bad debt expense 55133 -
Printing and stationery 15259 16320
Postage and telephone 53165 65287
Donations 53846 39513
Board of directors expenses 78213 77220
Property mortgage expense - 42121
Maintenance and repairs 6251 23286
Travel and transportation - 28661
Hospitality 15348 13959
Depreciation for the year- note 9 70978 80245
1261416 1396039

27- Cost of sales:
2012 2011
1[0))) JOD
Finished goods- beginning of year 572105 1011156
Manufacturing expenses- note 28 71237258 64056533
Finished goods- end of year - (572105)
71809363 64495584
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23- Other revenues:

2012 2011

JOD JOD

Rent 22195 19411
Management fee from associate companies 136570 459273
Interest on related party loan 5779 13430
Dividend income 35896 41575
Gain on sale of cars 23863 -
Share of AlQuds bank board remuneration 4509 -
Other 257 1408
229069 535097

24- Other expenses:

2012 2011

JOD A[0)))

Associate company expenses 130558 437400
Loss on sale of investment shares 16383 9589
Currency variation 10921 15507
157862 462496

25- Selling and distribution expenses:

2012 2011

JOD JOD

Salaries 43082 23084
Advertisement 26208 1104
Promotion materials (cigarettes and banderol) 18799 28174
Vehicle expenses 152998 189194
Vehicle leasing expense 22320 163924
Postage and telephone 1475 2073
Depreciation for the year- note 9 63276 69513
328158 477066




19- Voluntory reserves:

2012 2011
A[0))] JOD
Balance at beginning of the year 3288543 3088543
Transferred from previous year profits - 200000
Balance at end of year 3288543 3288543
20- Retained profit:
2012 2011
JOD JOD
Balance at beginning of the year 1918913 4706684
Capitalized and distributed dividends - (3196465)
Shares fraction (difference from par) - 1767
Profit for the year- statement 2 1783555 406927
Balance at end of year 3702468 1918913

21- Property revaluation surplus:

This item represents property revaluation surplus to the company’s investments in Ramallah
area according to fair value and based on an average of three assessors licensed by the
Palestinian Capital Market Authority as was explained in note 7(1).

Under the applicable companies law, the property revaluation surplus in not available for
distribution to shareholders, but it can capitalized at par value if it is so decided.

22- Contingent liabilities:

On 5/12/2010, the income tax department reopened the settled agreements for the years 1995-
2004 on the basis of lack of approval from Minister of Finance with regards to the exemption
of employees’ savings fund and health insurance from income tax. And since the company
notified the minister in charge several times in writing to approve these exemptions but did
not receive approval and/ or refusal from the Minister of Finance. The company on the other
hand, submitted all required copies of the health insurance policies, savings fund bylaws,
approval of the Ministry of Labor, and the fund’s audited financial statements, and still it did
not receive any response till the date of issuing the financial statements.

According to the company’s lawyer, there is no need to take any appropriation at this point
since the case is still before court.
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16- Bank loans:

- During 2012, the company received three loans from local banks at a total of six million
and one hundred thousand USD, to be paid between 12-24 months. The Arab Bank loan
will be repaid with interest rate of LIBOR 1 month + margin interest of 4%; Abu Qash
property was used as collateral for the loan. Whereas Cairo Amman bank loan will be repaid
with interest rate of LIBOR 1 month + 1.75% minimum rate: 5% maximum rate: 15%; the
company is the collateral for the loan.

- During 2011, the company received three bank loans which totaled of 5888655 USD, of
which 11 million ILS from Arab bank and was used to close the overdrafts in the other banks.
These loans are to be repaid at a period between 18- 36 months with interest rate of LIBOR
1 month in addition to 2%- 3% with minimum rate 4.5% and maximum rate 9%. The loans
were granted based on the collateral of Abu Qash property. The company used some of 2012
loans to pay off two of the loans that were obtained in 2011.

- The non-current portion of the loans at December 31, 2012 and 2011 was 1954654 JOD
and 2925432 JOD respectively.

17- Share capital:

During 2011 the company completed the procedures of raising its share capital from seven
million shares to ten million shares with a par value of 1 JOD per share. 2,996,465 Jordanian
Dinars were capitalized from retained profit and distributed to the shareholders according
to their percentage of ownership at 23 May 2011. Fractions of 3535 shares were sold on
Palestine Stock Exchange for 1.50 JOD per share; therefore 3535JOD was recorded as share
capital while the remainder was added to the retained profits.

2012 2011

JOD JOD
Authorized capital 10000000 10000000
Issued and fully paid capital 10000000 10000000
Paid capital
Balance at beginning of the year 10000000 7000000
Capitalized profits - 2996465
Sale of fractions - 3535
Balance at end of year 10000000 10000000

18- Statutory reserves:

2012 2011

JOD A[0)))
Balance at beginning of the year 2458489 2424358
Transferred from profits per law 224011 34131
Balance at end of year 2682500 2458489




14- Income tax:

2012 2011
1[0))] JOD
Balance at beginning of the year 87830 43281
Expense for the year (1) (243176) (17866)
Payments during the year with ILS deferential 89615 62415
Balance at end of year/ paid in advance (65731) 87830

(1) Income tax expense is calculated at 50% of the income tax rate on the operating profit due
to the investment incentive, as was explained in note (2 m), whereas the non-operating profit
is taxed at the legal of 15% and 20% tax brackets.

The income tax expense for the year can be reconciled to the accounting profit as follows:

2012 2011
1[0))] JOD
Accounting profit 2240112 341311
Nondeductible expenses 78213 77220
Dividend income (35896) (41575)
Impairment loss in shares of companies - 83301
Loss of sale investments - 9589
Share of loss from overseas investments - 331893
AlQuds bank board remuneration (income tax 4509
already paid) (4509) -
Doubtful account expense 55133 -
Gain on sale of Surda property - (618236)
2333053 183503
Income tax at 7.50% 1782 9659
Income tax at 10% 230929 -
Income tax at 20%/ 15% 10465 8207
243176 17866

- The company did not reach a settlement with the income tax department for the years 2007-
2011 till the financial statements date.

15- Provision for employee severance pay:

2012 2011
JOD A[0)))
Balance at beginning of the year 514787 640650
Modification based on last salary (1) (18880) (125863)
Balance at end of year 495907 514787

(1) The provision has become less because the company pays advances for employees’
severance pay in compliance with its administrative regulations, the company’s policy treats
employee severance as an appropriation from (to) profit after income tax, and therefore the
difference in the provision has been re-allocated to the profit for the year.
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11- Due to banks:

2012 2011

JOD JOD

Arab Bank 1443991 2884856
Cairo Amman bank 388628 940117
Bank of Jordan 1 957471
Hapoalim bank 42144 232176
AlQuds bank 3 6681
Bank of Palestine 1 1
1874768 5021302

Current portion of bank loans 3376081 2499945
5250849 7521247

12- Accounts payable:

2012 2011
JOD JOD
Customers and suppliers 2155128 2366381
Workers committees 21099 18137
Shareholders 777993 778557
Employee savings fund 231939 227171
Arab investors company 272488 -
Rift Valley for development and investment (1) 495000 495000
3953647 3885246
(1) See note 7(3).

13- Accrued expenses and other liabilities:
2012 2011
JOD A[0)))
Salaries and benefits 83078 82392
Professional fees 8500 7500
Jandool advertising and discounts - 887295
United for International Trade discounts 358981 -
Conference sponsorship 7866 -
Other 12975 12513
Income tax/ discount at source 1527 1495
Payroll tax 20053 10959
492980 1002154




9- Property, plant, and equipment:

Land &
building

JOD

Machinery
& equipment

A[0))]

Vehicles
JOD

Furniture
& fixtures

JOD

Cost at 1 January 2012 4630071 7910429 899791 1125267 | 14565558
Additions during the year 30685 498 - 9840 41023
Disposals during the year - - | (258362) - | (258362)
Cost at 31 December 2012 4660756 7910927 641429 | 1135107 | 14348219
Accumulated depreciation

Balance at 1 January 2012 1045002 5972860 497219 948338 | 8463419
Depreciation 168795 261148 63276 72879 566098
Disposals during the year - - | (211725) - | (211725)
Balance at 31 December 2012 1213797 6234008 348770 | 1021217 | 8817792
Net book value at 31 December 2012 | 3446959 1676919 292659 113890 | 5530427

Land &
building

JOD

Machinery
& equipment

JOD

Vehicles
JOD

Furniture
& fixtures

JOD

Cost at 1 January 2011 4561858 7824641 899791 1121610 | 14407900
Additions during the year 68213 85788 - 3657 157658
Cost at 31 December 2011 4630071 7910429 899791 | 1125267 | 14565558
Accumulated depreciation
Balance at 1 January 2011 877461 5723082 427706 768093 | 7796342
Depreciation 167541 249778 69513 80245 567077
Balance at 31 December 2011 1045002 5972860 497219 848338 | 8363419
Net book value at 31 December 2011 | 3585069 1937569 402572 176929 | 6102139
10- Prepaid expenses:
2012 2011
JOD A[0)))
Insurance 38158 48469
38158 48469
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8- Investments in companies’ shares:

2012 2011
JOD JOD

Subsidiaries and associates
Arab Investors Company 6971814 4696875
Arab Medical Care Company 425290 425290
Azhar Real Estate Development Company 9506 9310
Jandool for Trading and Distribution Company 90398 90398
United for International Trade Company 1960000 980000
JCC Company/ Jerusalem 38023 37241
QCTC Company/ Canada 764943 749666
Accent for Marketing and Consulting Company 15000 15000
10274974 7003780

Other Companies

Al- Mashraq Insurance Company 101547 165015
Al-Quds bank for Development and Investment 507612 730838
Palestine Development and Investment Company 1776 1974
Palestine Real Estate Investment Company 472500 472500
Jerusalem Real Estate Investment Company 40299 50374
Bank of Palestine Company 259 88330
Jerusalem Holding Company/ Jerusalem 182399 91180
Rift Valley for development and investment Company 218606 200000
Palestine Exchange Company 72318 -
1597316 1800211
11872290 8803991

* The movement in the cumulative changes in fair value of investments in companies shares

were as follows:

2012 2011

JOD A[0)))
Balance at beginning of the year (6225743) (4554062)
Impact of investments sold 5917 (9589)
Impact of impairment loss of Al-Mashreq shares 90801 83301
Unrealized gain (loss) 2000494 (1745393)
Balance at end of year (4128531) (6225743)




(1) On February 2011 the company carried out a valuation for its investment properties in the
Ramallah area, through three independent assessors, authorized by the Palestinian Capital
Markets Authority and the results were as follows:

Location Surda land Abu Qash land
Size 8596 square meters 52268 square meters
Assessor Notes

Fadel Rimawi

$200 per square meter

$130 per square meter

5950 square meter

48750 square meter

Price: $6337500

Price: $1190000

Assessment based
on area after
deducting streets

Adal Qasees $250 per square meter $120 per square meter | AAssessment based
. . on total area
Price: $2149000 Price: $6272160
Assessment
Shihda Omari $180 per square $120 per square meter | based on total

(6017 net square meter)

Price: $1083060

Price: $6272160

area for Abu
Qash and net
area for Surda

Average price $1474020 $6293940
Equivalent in JOD 1045080 4462403
Historical cost in 400506 443571

JOD

Accordingly, the valuation of Abu Qash property was based on the above average bearing
in mind that the parcel is subject to general deduction for streets. Whereas the valuation
for Surda was made according to the sale price since the property was sold during 2011 for
1450000 USD, the equivalent of 1028050 Jordanian Dinars.

An additional expense on Abu Qash property was recorded in the amount of 795 JOD.

(2) The company obtained powers of attorney that cannot be dismissed or appealed until the
completion of the registration procedures at Jericho deed department.

(3) During the year the company received 495000 JOD as a down payment for the sale
of Auja property/ Jericho to Rift Valley for Development and Investment Company. And
because the valuation procedures and final agreement was not completed at the financial
statements date, the amount was recorded under accounts payable.
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4- Cash and cash equivalent:

2012 2011
A[0))) JOD
Cash on hand 5667 19939
Checks on hand 849213 1052775
Deposits at banks in ILS 152455 12625
Deposits at banks in JOD 1999 60877
Deposits at banks in USD 1054057 61329
Deposits at banks in Euro 1619 11717
2065010 1219262
5- Accounts receivable:
2012 2011
A[0))) 1[0)))
Customers and suppliers (1) 8480988 10476424
Allowance for doubtful accounts (55133) -
Net customers and suppliers 8425855 10476424
Employees 46331 70613
Loans to subsidiaries and associates 1394620 1979607
Dividend from JCC / Jerusalem 380228 372412
10247034 12899056
(1) This item includes advance payments for purchases of raw materials
6- Inventory:
2012 2011
1[0))) JOD
Raw materials 2088618 1708293
Tobacco 3712264 3385435
Banderol 830390 704054
Work in process 502204 222649
Finished goods - 572105
7133476 6592536
7- Investment property:
2012 2011
1[0))) JOD
Abu Qash land/ Ramallah- 52 acres (1) 4463198 4463198
Auja land/ Jericho- 334 acres (2.3) 1692317 1244369
Al-Nuwegmah land/Jericho- 15 acres (2) 222000 222000
6377515 5929567




t) Provisions:

Provisions are recognized when the company has a present obligation (legal or constructive)
as a result of past events, taking into account that the company will be required to settle the
obligation and a reliable estimate can be made of the amount of the obligation.

u) Income tax:

Income tax is calculated based on the legal percentage as determined in the Palestinian
income tax law no. (8) for the year 2011 and are used in consideration with the incentives
provided by the investment law. Income tax due depends on taxable profit. Income tax profit
differs from accounting profit as is stated in profit and loss due to some revenue or expense
items that may be subject to tax or recognized as an expense in later years or those that are
never taxed or recognized as expenses.

v) Financial instruments:

Financial assets and liabilities are recognized on the statement of financial position when the
company has become a party to the contractual agreement:

1. Accounts receivable: are stated at fair value as reduced by appropriate estimated
doubtful amounts.

2. Accounts payable: are stated at fair value.
Due to/ due from related parties: are stated at fair value.

4. Loans: are measured at amortized cost using the effective interest method.

w) Fair value:
Fair value of financial instruments are measured in accordance with:

1- Fair values measurements are those derived from quoted prices in active markets for
identical assets and liabilities.

2- Fair values measurements are those derived from inputs other than quoted prices included
within level one that are observable for the asset or liability, either directly (i.e. as prices) or
indirectly (i.e. derived from prices).

3- Fair values measurements are those derived from valuation techniques that include inputs
for the asset or liability that are not based on observable market data.

x) Cash and cash equivalents:

For the purposes of the statement of cash flows, cash and cash equivalents include cash on
hand and at banks and deposits that have maturity dates of three months or less.
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n) Expense recognition:

Expenses are recognized and recorded based on the accrual basis.

0) Unearned revenues:

This represents rental income received in advance of period covered.

p) Foreign currencies:

The company maintains its books of account in Israeli Shekel (ILS). Hence all transactions in
other than ILS are translated into ILS using the prevailing exchange rate on the date of each
transaction. Monetary assets and liabilities denominated in other currencies are translated
into ILS using the exchange rate as at the statement of financial position date. Currency
differences are recorded in the profit and loss for the year.

For the purposes of presenting the financial statements in Jordanian Dinars (JOD), which is
the share capital currency, all transactions has been translated from ILS and other foreign
currencies to JOD using the exchange rate at the end of the reporting period. Exchange
differences arising are recognized in other comprehensive income and accumulated in equity.

q) Earnings per share:

Basic and fully diluted earnings per share are calculated by dividing the profit for the year by
the average number of shares.

r) Use of estimates:

The preparation of financial statements in conformity with International Financial Reporting
Standards requires the application of judgment by management in selecting appropriate
estimates and assumptions that affect the reported amounts of revenues, expenses, assets,
liabilities and contingent liabilities. Management bases its estimates on historical experience
and various other assumptions that are considered to be relevant. Management believes that
the assumptions used are appropriate and comply to laws and regulations especially that they
are reviewed on an ongoing basis. Actual results may differ from those estimates, therefore
revisions to accounting estimates are recognized in future periods affected.

s) Impairment of financial assets:

Management assesses financial assets for indicators of impairment at each reporting date.
Financial assets are considered to be impaired when there is objective evidence that, as a
result of one or more events that occurred after the initial recognition of the financial asset,
the estimated future cash flows of the investment have been affected. If the objective evidence
exists then the difference between the asset’s carrying amount and the fair value will be
recognized in profit and loss.



1- Sales:

Revenue from the sale of goods is recognized when the goods are delivered and titles have
passed to the buyer, at which time all the following conditions are satisfied:

- The company has transferred to the buyer the significant risks and rewards of ownership of
the goods.

- The company retains neither continuing managerial involvement to the degree usually
associated with ownership nor effective control over the goods sold.

- The amount of revenue can be measured reliably.

- It is probable that the economic benefits associated with the transaction will flow to the
company.

- The costs incurred or to be incurred in respect of the transaction can be measured reliably.

The company markets its products through related party agents:

Company Percentage. Distribution areas
of ownership
United for International Trade 98% Palestine with the exception of east
Jerusalem and Gaza
JCC/ Jerusalem (1) 99% East Jerusalem and Israel
Jandool for Trading and Distribution (2) | 51% Gaza
QCP Company (1) - Eat Jerusalem and Israel

(1) After the company’s decision to cease operations in JCC/ Jerusalem, the company’s
products are sold in East Jerusalem and Israel through QCP.

(2) The company is currently non-operating due to the political situation in Gaza; accordingly,
the company does not sell its product in Gaza market.

2- Rental revenues:

Rental income is recognized on a straight-line basis over the term of the lease. This item
represents the building leased to Al-Quds bank.

3- Dividends:

Dividend income from investments is recognized when the shareholder’s right to receive
payment has been established.

4- Other revenues:

This represents revenues from managing subsidiaries and associates.
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i) Provision for severance pay:

Provision for severance pay is made in accordance with the Palestinian Labor Law number
(7) for the year 2000, which states that the calculation is based on one month salary for each
year of employment based on the last salary paid.

J) Employees’ savings fund:

During the year, the employees savings fund was registered with the Ministry of Labor. The
company deducts 5% from basic salaries and in return contributes in 7.5% from the basic salaries.
The fund is operated by a committee and has a separate accounting records from the company.

k) Reserves:
1- Statutory reserve:

As required by the applicable companies’ law, an appropriation of 10% of the net profit for
the year before income tax is to be made in favor of the statutory reserve. Such a procedure
is to be discontinued once the reserve is equal to 25% of the company’s paid-in share capital.
This percentage can be increased by a board of directors’ resolution until it reaches the share
capital after which no further transfers should be made. This reserve is not available for
distribution to shareholders.

The board of directors decided to renew the appropriation to the reserve at its meeting on 26
March 2009 after it had stopped the appropriations for a number of years when the reserve
reached 25% of its share capital.

2- Voluntary reserve:

As required under the applicable law, the general assembly based on a recommendation from
the board of directors can decide annually to appropriate part of the profit before income tax
as a voluntary reserve. This is conditional that the annual appropriated percentage cannot
exceed 20% of profits. Also this procedure is discontinued once the reserve is equal to 50%
of the share capital.

) The company obtained on April 22, 2010 an investment certificate from the General
Authority for Investment Promotion, through which, the company was awarded an incentive
to pay income tax at a nominal rate of 50% of the tax due for a period of twelve years
commencing on 1/1/2010 and ending on 31/12//2021.

m) Revenue recognition:

Revenue is measured at the fair value of the consideration received or receivable. Revenue is
reduced for estimated customer returns, discounts and other allowances.



2- Investments in other companies:

Number of Number of

shares on

shares on

Par Percentage

Company Name 5

— 31122012 3u1220m1  VAlue paid
Palestine development and investment 2784 2784 1USD 100%
Al- Mashreq insurance Company 298387 484881 1USD 100%
Al Quds Bank for Development and Investment 795506 1010590 1USD 100%
Jerusalem real estate investment 74789 74789 1USD 100%
Palestine real estate investment 675000 675000 1JOD 100%
Bank of Palestine 122 35800 1USD 100%
Jerusalem holding 500 500 | ILS 4000 45%
Palestine stock exchange 20000 - 1JOD 100%

3- During the year the following purchases have been made which are reflected within the

numbers above:

31/12/2012 31/12/2011

Arab investors 235171 3400
Rift valley for development and investment - 630000
United company for international trade 980000 -
Palestine Stock Exchange 20000 -

* During the year, the company received 12 additional shares as stock dividends from Bank

of Palestine.

4- During the year, the company sold the following shares, which are reflected in the above

numbers:

31/12/2012 31/12/2011

Al-Quds Bank

215084

158980

Bank of Palestine

42850

* The Al-Mashreq Insurance Company reduced its capital by $ 2 million UD dollars from
5.20 million dollars to 3.20 million dollars after obtaining the legal approvals. Therefore
the company’s share in Al-Mashreq Insurance Company became 298 387 shares, while the
number before the reduction was 484881 shares.

h) Inventory:

Inventories are stated at the lower of cost or net realizable value. Cost of inventories are
determined on a first-in-first-out basis. Cost includes the price in addition to transportation
cost for raw materials, packaging and maintenance supplies. Whereas, finished goods
includes in addition all costs necessary to prepare for its sale.

Net realizable value represents the estimated selling price for inventories less all estimated
cost of completion and costs necessary to make the sale.
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Number of

Par Paid Equity
shares on
31/12/2011 value percentage percentage
Subsidiaries:
Arab Investors 6807065 | 1JOD 100% 72%
Jandool for investment and trading 127500 | 1 USD 100% 51%
JCC / Jerusalem 199999 1ILS 100% 99%
United for International trade 980000 | 1JOD 100% 49%
Associates:
Azhar for real estate development 50000 1ILS 100% 50%
Arab care for medical services 4252900 | 1JOD 100% 42.53%
QCTC / Canada 1550000 | 1 CAD 100% 43.70%
Accent for Marketing and Consulting 20000 | 1JOD 75% 20%
Rift Valley for Development and Investment 630000 | 1JOD 31.75% 31.50%

Information about subsidiaries and associates:

Arab Investors: A public shareholding company listed on the Palestine Stock Exchange
and its financial statements are disclosed separately.

Jandool for investment and trading: a company operating in Gaza and is inactive
since July 2007 due to political reasons.

JCC/ Jerusalem: a company operating in the Israeli areas and was marketing the
company’s products there until 31/1/2012. Management decided to cease operations in
the company as of 31/12/2012 and initiated the liquidation procedures.

United for International trade: An unlisted company that is measured at historical cost
historical cost which approximates its fair value according to the draft of 2012 financial
statements. The shares that were bought during 2012 at a price higher than the par value
were re-measured at par at year end and the loss was recorded in profit and loss.

Azhar for real estate development: A company registered in Israel and owns property;
the company is in the process of completing the licensing procedures for constructing a
housing project.

QCTC/Canada: The Company’s fiscal year ends on April 30 of each year, therefore the
company recorded its share of the losses based on the latest audited financial statements
for the year ended April 30, 2011.



- Estimates of useful lives are reviewed annually at the end of each year, with the reporting
of the effect of any change in the estimates in the subsequent year.

- An item in property, plant and equipment is derecognized upon disposal or when no future
economic benefits are expected to arise from the continued use of the asset. Any gain or loss
arising on the disposal or retirement of an asset is determined as the difference between the
sale proceeds and the carrying amount of the asset and is recognized in profit or loss.

f) Investment property:

Investment property are properties held for capital appreciation. These investments are
measured at fair value and include a piece of land in Ramallah area and another in Jericho
area. The difference between the fair value and historical cost is shown in equity.

g) Investments in companies’ shares:

Investments in companies’ shares are measured at fair value, according to the closing price at
the date of the financial statements for the listed companies. Unlisted companies shares are
measured at cost or, according to the latest available financial statements. These investments
include:

1- Investments in subsidiaries and associates:

Subsidiaries are companies over which management can control the financial and operating
decisions. Associates are companies over which the company owns between 20-50% of its
share capital and can exert significant influence over the operational and financial decisions.

These investments are shown at fair value or according to the latest available financial
statements:

Number of Par Paid Equity
shares on

31/12/2012 value percentage percentage
Subsidiaries:
Arab Investors 7042236 | 1JOD 100% 74.47%
Jandool for investment and trading 127500 | 1 USD 100% 51%
JCC / Jerusalem 199999 1ILS 100% 99%
United for International trade 1960000 | 1JOD 100% 98%
Associates:
Azhar for real estate development 50000 1ILS 100% 50%
Arab care for medical services 4252900 | 1JOD 100% 42.53%
QCTC / Canada 1550000 | 1 CAD 100% 43.70%
Accent for Marketing and Consulting 20000 | 1JOD 75% 20%
Rift Valley for Development and Investment 630000 | 1JOD 34.710% 31.50%




*  Amendments to IFRS 1 Government Loans.

. Amendments to IFRS 7 Disclosures- offsetting Financial Assets and Financial
Liabilities.

. Amendments to IAS 1 presentation of items of other comprehensive income.

e Amendments to IAS 32 offsetting Financial Assets and Financial Liabilities.

. IFRIC 20 Stripping Costs in the Production Phase of a Surface Mine.

The adoption of the above mentioned pronouncements by the company will not result in any
significant impact on the financial statements.

3- Summary of significant accounting policies:

a) The financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS) and applicable local laws and regulations.

b) The financial statements have been prepared on the historical cost basis, except for
investments in companies’ shares and investment property that are measured at fair value as
at the date of the statement of financial position. Historical cost is generally based on the fair
value of the consideration given in exchange for assets.

¢) The accounting policies adopted are consistent with those of the previous year.

d) The Jordanian Dinar (JOD) is the currency of the company’s share capital as well as its
reporting currency.

¢ All amounts in the financial statements has been rounded to the nearest JOD.

e) Property, plant, and equipment:

Property, plant, and equipment are stated at cost less accumulated depreciation and any
accumulated impairment losses. Depreciation is calculated (except for land which is not
depreciated) on a straight line basis over the estimated useful lives as follows:

Buildings and constructions 2-4%
Furniture and fixtures 7-25%
Machines and machinery 5-20%
Vehicles 10%



Amendments to IAS 12: deferred tax- Recovery of Underlying Assets: The
amendments to IAS 12 provide an exception to the general principle set out in IAS
12 Income taxes that the measurement of deferred tax should reflect the manner in
which an entity expects to recover the carrying amount of an asset. Specifically,
the amendments establish a rebuttable presumption that the carrying amount of an
investment property measured using the fair value model in IAS 40 (Investment
Property) will be recovered entirely through sale. The amendments were issued in
response to concerns that application of IAS 12 general approach can be difficult or
subjective for investment property measured at fair value because it may be that the
entity intends to hold the asset for an indefinite or indeterminate period of time, during
which it anticipates both rental income and capital appreciation.

New and revised international financial reporting standards were issued in 2012, but their
application is ineffective yet:

IFRS 9 Financial Instruments (as revised in 2010): retrospective application, with
transitional provisions.

Amendments to IFRS 9 and IFRS 7: mandatory effective Date of IFRS 9 and Transition
Disclosures: Retrospective application, with specific transitional provisions.

IFRS 10 Consolidated Financial Statements: Retrospective application, with specific
transitional provisions. Earlier application is permitted if IFRS 11, IFRS 12. IAS 27
(as revised in 2011) and TAS 28 (as revised in 2011) are early applied at the same time.

IFRS 11 Joint Arrangements: Retrospective application, with specific transitional
provisions. Earlier application is permitted if IFRS 10, IFRS 12.IAS 27 (as revised in
2011) and IAS 28 (as revised in 2011) are early applied at the same time.

IFRS 12 Disclosure of interests in Other Entities: Retrospective application, with
specific transitional provisions. Entities are encouraged to provide information
required by IFRS 12 earlier than annual periods beginning on or after 1 January 2013.

Amendments to IFRS 10, IFRS 11 and IFRS 12 Consolidated Financial Statements
and Disclosure of interest in Other Entities: Transition Guidance: The amendments
clarify certain transition guidance on the application of IFRS 10. IFRS 11 and IFRS
12 for the first time.

IAS 27 Separate Financial Statements (as revised in 2011): Retrospective application.
Earlier application is permitted if IFRS 10, IFRS 11, IFRS 12 and IAS 28 (as revised
in 2011) are early applied at the same time.

IAS 28 Investments in Associates and Joint Ventures (as revised in 2011): Retrospective
application: Earlier application is permitted if IFRS 10, IFRS 11, IFRS 12 and IAS 27
(as revised in 2011) are early applied at the same time.

IFRS 13 Fair Value Measurement: Prospective application. The disclosure
requirements of IFRS 13 need not be applied in comparative information provided for
periods before initial application of IFRS 13.

IAS 19 Employee Benefits (as revised in 2011): Retrospective application, with
specific transitional provisions.



JERUSALEM CIGARETTE COMPANY LTD.

BETHANY/ JERUSALEM

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31, DECEMBER 2012

1- General:

A. Jerusalem Cigarette Company-Public shareholding Company Limited (the company)
located in Bethany, Palestine was originally registered in 1960 and was later
incorporated in accordance with the companies law # 12 for the year 1964 under
registration number 562600015.

B. The main objectives of the company are to manufacture, trade and plant tobacco and
cigarettes and the related process of selling, distributing, and exporting the products.

C. The company’s number of employees was 104 and 112 as at December 31,2012 and
2011 respectively.

D. On March 27,2013 the company’s board of directors approved the financial statements
for the year ended December 31, 2012.

2- Application of new and revised International Financial Reporting
Standards and International Accounting Standards:

. Amendments to IFRS 1: Sever Hyperinflation: the amendments regarding sever
hyperinflation provide guidance for entities emerging from severe hyperinflation
either to resume presenting IFRS financial statements or to present IFRS financial
statements for the first time.

. Amendments to IFRS 1 Removal of Fixed Dates for First-time Adopters: The
amendments regarding the removal of fixed dates provide relief to first-time adopter
of IFRSs from reconstructing transactions that occurred before their date of transition
to IFRS:s.

. Amendments to [IFRS 7 Disclosures- Transfers of Financial Assets: The amendments
to IFRS 7 increase the disclosure requirements for transactions involving transfers
of financial assets. Theses amendments are intended to provide greater transparency
around risk exposures of transactions where a financial asset is transferred but the
transferor retains some level of continuing exposure in the asset.



JERUSALEM CIGARETTE COMPANY LTD.
BETHANY/ JERUSALEM

Statement 4
Statement of cash flows for the year ended 31 December 2012

2012 2011

JOD JOD

Cash flows from (used in) operating activities
Profit for the year before income tax- statement 2 2240112 341311
Adjustments:
Non-cash items:
Depreciation 566098 567077
Accumulated depreciation- disposal of assets (211725) -
Changes in fair value 2097212 (1671681)

(83732) (189806)
Movements in working capital:
Accounts receivable 2652022 (1747723)
Inventory (540940) 2183889
Other current assets (79304) 14875
Accounts payable 68401 (1168158)
Other current liabilities 595363 18608
Net cash flows from (used in) operations 7387239 (1461802)
Cash flows from (used in) investing activities
Purchase of property, plant and equipment (41023) (157658)
Disposal of property, plant and equipment 258362 -
Net addition to investments (3516247) 2320427
Net cash flows from (used in) investing activities (3298908) 2162769
Cash flows from (used in) financing activities
Increase (decrease) in due to banks and bank loans (3241176) 352053
Capitalized and distributed profits - (3196465)
Transferred to voluntary reserve - 200000
Translation into JOD (1407) (58184)
Capitalized profits - 2996465
Sale of share fractions - 5302
Net cash flows from (used in) financing activities (3242583) 299171
Net increase (decrease) in cash and cash equivalents 845748 1000138
Cash and cash equivalent, beginning of year 1219262 219124
Cash and cash equivalent, end of year- note 4 2065010 1219262

The accompanying notes form an integral part of these financial statements and are read with it.
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JERUSALEM CIGARETTE COMPANY LTD.

BETHANY/JERUSALEM

Statement 3

Statement of comprehensive income for the year ended 31 December 2012

Notes 2012 2011
JOD JOD
Profit for the year- statement 2 1783555 406927
Other comprehensive income
Currency translation into Jordanian Dinar (1407) (58184)
Cumulative changes in fair value 2097212 (1671681)
Property revaluation - 4018832
Total comprehensive income for the year 3879360 2695894

The accompanying notes form an integral part of these financial statements and are read with it.
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JERUSALEM CIGARETTE COMPANY LTD.

BETHANY/ JERUSALEM

Statement of profit or loss for the year ended 31 December 2012

Statement 2

Notes 2012 2011
JOD JOD
Sales 76427380 66972960
Cost of sales 27 (71809363) (64495584)
Gross profit 4618017 2477376
Other revenues 23 229069 535097
Sales and distribution expenses 25 (328158) (477063)
General and administrative expenses 26 (1261416) (1396039)
Finance cost (474938) (538605)
Other expenses (157862) (462496)
Impairment loss of Al-Mashreq Co. shares (155600) (83301)
Loss on buying United Co. shares (229000) -
Gain on sale of Surda land - 618236
Share of losses of foreign investments - (331894)
Profit before income tax 2240112 341311
Income tax expense 14 (243176) (17866)
Profit for the year before appropriation 1996936 323445
Statutory reserve (224011) (34131)
Board of directors remuneration (8250) (8250)
Provision for employee severance pay 15 18880 125863
Profit for the year 20 1783555 406927
Basic and fully diluted earnings per share 178. 0465.

The accompanying notes form an integral part of these financial statements and are read with it.



JERUSALEM CIGARETTE COMPANY LTD.

BETHANY/ JERUSALEM
Notes 2012 2011
JOD JOD
Liabilities and equity
Current liabilities
Due to banks 11 5250849 7521247
Accounts payable 12 3953647 3885246
Accrued expenses 13 492980 1002154
Cigarette banderol (excise tax)- Palestine 7850408 6447847
Cigarette banderol (excise tax)- Israel 561760 1116668
Value added tax 1353399 1116220
Income tax 14 65731 -
Unearned revenues - 19411
Board of directors remuneration 72384 25018
Total current liabilities 19601158 21133811
Non-current liabilities
Bank loans 16 1954654 2925432
Provision for employee severance pay 15 495907 514787
Total liabilities 22051719 24574030
Equity
Issued capital 17 10000000 10000000
Statutory reserve 18 2682500 2458489
Voluntary reserve 19 3288543 3288543
Special reserve (repayment of loans and overdraft) 1000000 1000000
Accumulated profit 20 3702468 1918913
Cumulative changes in fair value (4128531) (6225743)
Property revaluation 4018832 4018832
Currency translation into Jordanian Dinar 648379 649786
Total equity 21212191 17108820
Total liabilities and equity 43263910 41682850




JERUSALEM CIGARETTE COMPANY LTD.
BETHANY/ JERUSALEM

Statement 1

Statement of Financial Position as at 31 December 2012

Notes 2012 2011
JOD JOD

Assets
Current assets
Cash and cash equivalents 4 2065010 1219262
Accounts receivable 5 10247034 12899056
Inventory 6 7133476 6592536
Prepaid expenses 10 38158 48469
Income tax 14 - 87830
Total current assets 19483678 20847153
Non- current assets
Property, plant and equipment 9 5530427 6102139
Investment property 7 6377515 5929567
Investments in companies' shares 8 11872290 8803991
Total non-current assets 23780232 8803991
Total assets 43263910 41682850
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policies used and the reasonableness of accounting estimates made by management, as well
as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our audit opinion.

Opinion
In our opinion, the financial statements referred to above present fairly in all material respects
the financial position of Jerusalem Cigarette Company Limited as of December 31, 2012,

and its financial performance and its cash flows for the year then ended in accordance with
International Financial Reporting Standards.

Abla S. Maayah, CPA Ramallah on February 2,2013
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Independent Auditors' Report

To the Shareholders of
Jerusalem Cigarette Company Ltd.

We have audited the accompanying financial statements of Jerusalem Cigarette Company
Limited (the Company), which comprise the statement of financial position as at December
31,2012, statement of profit or loss and other comprehensive income, statement of changes
in equity and cash flows statement for the year then ended, and a summary of significant
accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

The Board of Directors is responsible for the preparation and fair presentation of these
financial statements in accordance with International Financial Reporting Standards, and
for such internal control as the board determines is necessary to enable the preparation of
financial statements that are free from material misstatements, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with International Standards on Auditing. Those
standards require that we comply with ethical requirements and plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors’
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of
the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity's internal control. An audit also includes evaluating the appropriateness of accounting
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Board of Directors Recommendations:

1. The approval of the Board of Directors report and the financial statements for the
year 2012.

2. The approval to transfer an amount of JD 224,001 to the Mandatory Provision.
3. The approval to transfer an amount of JD 383,555 to the Voluntary Provision.

4. The approval to disburse dividends to shareholders as at the Annual General
Meeting date in the order of 14% from Capital. i.e. JD 0.14 per share.

May 20, 2013 “Mohammad Ali” M. Alami, Ph.D.
Bethany, Jerusalem Chairman of the Board



JERUSALEM CIGARETTE COMPANY LTD.
JERUSALEM

ANNUAL GENERAL MEETING
held at the main office

on Monday the 24" of June 2013

Agenda:

1.

Presentation of the Board of Director’s report for the year ending 31 December
2012 for Approval by the Annual General Meeting.

External Auditor’s report for the year 2012.

Presentation of the financial statements for the year 2012 for approval by the
Annual General Meeting.

Presentation of the recommendations of the Board of Directors for approval by the
Annual General Meeting.

Election of the External Auditor for the year 2013.
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