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35- Profit distribution:

36

On June 24,2013 the general assembly approved the distribution of 14% cash dividend
to shareholders as at the date of the general assembly meeting. In addition to the transfer
of 383555 JOD from 2012 profits to the voluntary reserve.

During its meeting that was held on March 31,2014 to approve the consolidated financial
statement, the board decided to recommend to the general assembly to transfer 20% of
this year’s profit to the voluntary reserve.

Subsequent events:

Palestinian Ministry of Finance increased the tariffs levied on the tariff reduced brand
(Victory) on 19/2/2013 and 14/5/2013 and 26/8/2013, which significantly led to a decline
in the company’s sales in the following months. And since the subsequent period did not
show any improvement, therefore this affects the company’s ability to continue as a
going concern in the cigarette market in Palestine unless the company takes appropriate
measures to mitigate the negative impact of the uncontrolled illegal market.

The board approved a plan to remedy the current conditions in its financial statement
approval meeting.

Company’s employees union carried out a strike in front of the Council of Ministers on
February 11,2014 to demand an end to customs evasion in the cigarettes industry out
of their fear and eagerness on their income that was directly affected by the decisions to
increase tariffs mentioned above towards cigarettes that did not pay any tariffs.

In response to our inquiries, management confirmed on the close cooperation with the
employees union, who are well informed of all the details of the issue and that it is taking
all the available measures to keep all its employees and to ensure continuity that will
enable it to pay the operating expenses and fulfill its financial obligations in a manner
that preserves the rights of the company and its shareholders

37
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34- 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 stakeholders. The company’s overall strategy remains unchanged
from the 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 equivalents.

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

b. Risk management:

Risk management is based on information that can hinder the company’s ability to reach its
goals due to its presence in an unstable political environment which has a direct impact on
the company’s activities.

(i) Credit risk: financial assets that may expose the company to credit risk are accounts
receivable both trading and due from related parties. Management believes that
reducing the exposure to risks arising from accounts receivable is made through cash
payments and outstanding checks.

(i) Interest rate risk: the company is exposed to interest rate risks because it has bank
overdraft at an interest rate of 5%- 9%, in addition to borrowing from local banks at
interest of LIBOR one month in addition to 1.75%- 4% with a minimum rate of 5% and
this leads to paying high interest rates.

(iii) Exchange rate risk: liquidity risk is the inability of the company to provide
the necessary funding to fulfill its obligations on due dates. To reduce these risks,
management tends to diversify its financing sources, management of assets and
liabilities deadlines and maintaining a sufficient balance of cash and cash equivalents.

(iv) Shares prices risk: this risk arises from the change in fair market value of investments
in companies’ shares. To mitigate this risk, management tends to diversify investments
in several geographic areas and economic sectors.

(v) Exchange rate risk: liquidity risk is the inability of the company to provide
the necessary funding to fulfill its obligations on due dates. To reduce these risks,
management tends to diversify its financing sources, management of assets and
liabilities deadlines and maintaining a sufficient balance of cash and cash equivalents.

(vi) Increase of tariffs risk: the company is exposed to the increases in tariffs risk on
locally produced cigarettes as determined by department of customs and tariffs, which
affects its sales because the majority of its customers are from the low and middle class,
which leads these classes to switch to illegal cigarette purchases that are much cheaper.



32- Related party transactions:

The company considers unconsolidated subsidiaries and associates, board members and

senior management as related parties.

Transactions and balances with related parties are as follows:

2013

JOD

Balances included within the accounts:
Balances included within accounts receivables from

. . 4807963
trading transactions
Ungya.ral?teed loans granted to unconsolidated 620371
subsidiaries
Balances included within accounts payable 1419190
Investments in unconsolidated subsidiaries and 3650377
associates
Board of directors and senior management:
Savings fund loan 271056
Employee loans without sufficient guarantees 40860
Board of directors remuneration and expenses (1) 86376
Salaries and benefits of senior management 608288

including severance pay

2012
JOD

2654544

628157
1368583
3535377

231939
38973
86463

520788

(1) Each Board member receives seven hundred and fifty JOD as remuneration from net
profit after income tax in addition to ten thousand USD as an allowance for transportation

and other expense.

33- Operating Segments:

The operating segments of the company are cigarette production, management of
unconsolidated subsidiaries and associates, investments in shares and property as well as
leased and unleased property of which the results were as follows:

3 Management iy
Statement Production fee . and Total 2013  Total 2012
investments
JOD A[0))) JOD
Revenues 97951631 15301 77736 98044668 92322694
Cost of sales (92816500) - - (92816500) (84788765)
Other revenues 54979 - - 54979 86298
Al ik (2680768) ; - (2680768)  (3098123)
expenses
Selling expenses (829539) - - (829539) (1244083)
Financing cost (512535) - - (512535) (634354)
Other expenses (466221) (9841) (63079) (539141) (496827)
Profit for the year 701047 5460 14657 721164 2146840
Segment assets 25979373 - 19244299 45223672 43752101
Segment liabilities 24260131 - 967500 25227631 22971306
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30- Cost of production:

2013 2012

JOD A[0)))
Raw materials- beginning of year 2088618 1708293
Tobacco- beginning of year 3712264 3385435
Purchases of raw materials 2482329 1227698
Purchases of tobacco 2697942 3666613
Raw materials- end of year (2653788) (2088618)
Tobacco- end of year (4784194) (3712264)
Cost of raw materials and tobacco used in production 3543171 4187157
Banderol- beginning of year 830390 704054
Purchases of banderol 73979972 64692386
Bendarol- end of year (547180) (830390)
Cost of banderol used in production 74263182 64566050
Cost of raw materials, tobacco and banderol used in 77806353 68753207
production
Work in process- beginning of year 502204 222649
Work in process- end of year (367008) (502204)
Cost of materials used in production 77941549 68473652
Salaries, wages and benefits 1352350 1214932
Other manufacturing expenses- note (31) 1618091 1548674
Total cost of production 80911990 71237258

31- Other manufacturing expenses:

2013 2012

JOD JOD

Materials consumed in production (sugar, glue and other) 166565 158011
Maintenance and repairs and spare parts 147803 187426
Postage and telephone 3914 4426
Water and electricity 122374 94843
Fuel for generator 78601 93191
Building maintenance 29821 46205
Bank interest and charges 215150 254375
Insurance 210760 175115
Rent 3958 6568
Water waste expenses 14508 23027
Travel and transportation 94105 55029
Workers clothes 2895 2383
Cleaning 3098 1650
Product development cost 10273 6008
Promotion material 24408 -
Medication 3812 -
Training 14358 -
Hospitality 13096 10232
Miscellaneous - 242
Depreciation- note (9) 458592 429943
1618091 1548674




28- General and administrative expenses:

2013 2012
JOD JOD
Salaries and other benefits 2047505 2298925
Professional fees 18658 35476
Legal fees and consultations 68922 79834
Fees and licenses 66901 50668
Stock exchange expenses 9195 10584
Doubtful accounts - 55133
Stationery and printing 24107 25965
Postage and telephone 41611 57316
Donations 84964 84224
Board of directors expenses 78102 78213
Robbery losses - 70774
Insurance 46116 42511
Computer repairs and maintenance 26859 54486
Maintenance and repairs 4644 19951
Vehicle expenses and travel and transportation 2874 7047
Bank charges 1161 980
Hospitality 21870 18051
Miscellaneous 18364 1759
Depreciation for the year- note (9) 118915 106226
2680768 3098123

29- Cost of sales:
2013 2012
JOD 1[0)))
Finished goods- beginning of year 1251935 2304795
Consumer goods- beginning of year 1431275 993562
Cost of production- note (30) 80911990 71237258
Purchases of cigarettes, consumer goods and mobile cards 11204380 12936360
Consumer goods- end of year (949152) (1431275)
Finished goods- end of year (1033928) (1251935)

92816500 84788765
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25- Property expenses:

2013 2012

JOD JOD

Depreciation of Jerusalem commercial center building 62653 62653
Depreciation of Shatara building 17899 17899
Insurance 3500 3500
Repairs and maintenance 2526 687
Property tax 21127 54317
Municipality fees and licenses 23374 6528
131079 145584

26- Other expenses:

2013 2012

JOD JOD

Unconsolidated subsidiaries expenses 9841 3789
Loss on sale of investments 63079 23484
Currency variation 41415 16475
114335 43748

27- Selling and distribution expenses:

2013 2012

JOD JOD

Salaries 63513 43082
Rent 32398 23277
Storage 8385 12197
Advertisement 68250 85197
Promotion materials (cigarettes and banderol) 15926 18799
Vehicle expenses and transportation 478620 902517
Postage and telephone 64044 75269
Electricity, water, maintenance and cleaning 2321 4052
Marketing study 18358 -
Other expenses 2921 20921
Depreciation for the year- note (9) 74803 58772
829539 1244083




21- Property revaluation surplus:

This item represents the surplus of the revaluation of investment property in Ramallah
area for the parent and its subsidiary according to fair value based on the appraisal of three
authorized assessors as was described in note 7.

According to the applicable companies’ law, the surplus is not available for distribution to
shareholders.

22- Anticipated obligations:

On 5/12/2010, Income tax department opened the settled agreement for the years 1995-2004
on the grounds of lack of approval to exempt employee savings fund and health insurance
from income tax by the Minister of Finance. The company notified the minister in charge
several times in writing to approve these exemptions and did not receive either an approval or
refusal from the Minister. On the other hand, the company submitted copies of the insurance
policies, savings fund bylaws, authorization from Ministry of Labor, and the audited financial
statements of the Saving Fund committee of Jerusalem Cigarette Company and its subsidiaries
based on what was requested by the authorized party to give the recommendation to the
Minister of Finance, but did not receive any response till the date of the financial statements.

According to the company’s lawyer, there is no need to take any provision especially as the
case is still pending before court.

23- Leased property revenues:

2013 2012
JOD JOD
Rent 190041 189707
Property expenses- note (25) (131079) (145584)
Net leased property revenue 58962 44123
Vehicle parking revenue 16042 14598
75004 58721
24- Other revenues:

2013 2012
JOD 1[0)))
Management of unconsolidated subsidiaries 10333 3978
Interest from related party loan 4968 -
Dividend income 2732 67587
Profit on sale of vehicles - 86041
Company’s share from representation on board of ) 4509

Al-Quds Bank
Other 54979 257
73012 162372
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- The non-current portion of loans as at December 31,2013 and 2012 was 1287012 JOD and
1954654 JOD respectively.

17- Capital:

During 2011 the company completed the procedures of raising its share capital from seven
million shares at one JOD par value per share to ten million shares with the same par value
per share. 2996465 Jordanian Dinar were capitalized from retained earnings and distributed
to shareholders according to their percentage of ownership as at 23 May 2011. Fractions of
3535 share were sold in Palestine Stock Exchange at 1.50 JOD per share hence, the amount
of 3535JOD were recorded in the share capital account and the rest recorded in retained
earnings. Therefore, the issued and paid share capital is ten million JOD.

18- Statutory reserves:

2013 2012

JOD 1[0)))

Balance- beginning of year 2673173 2458489
Appropriated from current year profit per law 72116 214684
2745289 2673173

19- Voluntory reserves:

2013 2012

JOD JOD

Balance beginning of year 3288543 3288543
Transferred from previous year profit 383555 -
3672098 3288543

20- Retained earnings:

2013 2012

JOD JOD

Balance beginning of year 1931611 1918913
Adjustment of subsidiary results - (1680258)
Restated balance 1931611 238655
Dividends paid and profits appropriated (1641509) -
Additional provision for payroll tax (21414) -
Profit for the year- statement 2 510596 1692956
779284 1931611




15- Income tax:

2013 2012
JOD JOD
Balance- beginning of year paid in advance 143174 (13244)
Provision for the year (1) (110297) (249830)
Payments during the year including ILS deferential 315253 406248
Balance- end of year/ paid in advance 348130 143174

(1) Income tax provision is calculated on operating profit on the basis of 50% of the income
tax rate for the parent company based on what was referred to in Note (3)( n), while the non-
operating income is calculated at 15% and 20% depending on the bracket.

Subsidiaries operating in Palestine were taxed 15% and 20% depending on the bracket,
whereas subsidiaries operating in Jerusalem were taxed accOrding to Israeli law.

Following is the reconciliation of accounting profit in accordance with the income tax law:

2013 2012
JOD 1[0)))
Accounting profit 721164 2146840
Profit realized in Jerusalem (50161) -
Unallowable expenses 78102 242387
Dividend income (2732) (67587)
Company's share from th@: representation on board (4509)
of Al-Quds bank (net of income tax)
Doubtful accounts 282499 55133
1028872 2372264
Income tax at 7.50% 1911 1782
Income tax at 10% 92293 230929
Income tax at 20%/ 15% 16093 17119
110297 249830

- The company did not reach a settlement with the income tax department for the years 2007-
2012 till the date of the financial statements.

16- Bank loans:

- During the year, the company obtained two loans totaling 5183333 USD, to be paid between
30- 32 monthly installments. The Arab Bank loan to be paid with interest rate at LIBOR one
month + 4.5%, whereas the interest rate for Cairo Amman bank loan is LIBOR one month +
1.75% on the condition that it is not less than 5%.

- During 2012, the company obtained three loans of total six million and one hundred
thousand USD, to be paid between 12-24 months. The Arab Bank loan to be paid at interest
rate of LIBOR one month+ margin interest of 4% and it is guaranteed by Abu Qash property,
whereas Cairo Amman bank loan is guaranteed by the company with interest rate of LIBOR
one month + 1.75%, at a minimum rate of 5% and maximum rate of 15%.
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12- Accounts payable:

2013 2012
JOD 1[0)))
Customers and suppliers 5402803 2810629
Workers' committees 87599 21099
Shareholders 1057074 947827
Employee saving fund loan 271056 231939
Unearned revenues 46304 11465
Rift Valley for development and investment (1) 967500 495000
7832336 4517959
(1) See note (7) (3).
13- Accrued expenses and other liabilities:
2013 2012
JOD JOD
Salaries and benefits 181565 189272
Professional fees 41465 18500
Conference sponsorship - 7866
Other 16120 47728
Income tax/ Discount at source 1637 1527
Payroll tax 21974 20053
262761 284946
14- Provision for employee severance pay:
2013 2012
JOD 1[0)))
Parent company:
Balance- beginning of year 495907 514787
Amendment of provision based on last salary paid (1) 19905 (18880)
Balance- end of year 515812 495907
Subsidiaries:
Balance- beginning of year 295542 303151
Provision for the year 93119 139914
Payments during the year (113118) (147523)
Balance- end of year 275543 295542
791355 791449

(1) In 2012, the provision has become less because the company allows employees to get advance
payments on account of their severance pay in compliance with its the administrative bylaws. And
since the company’s policy is to make the necessary appropriation for the provision by allocating
to or (from) net income after income tax, therefore the difference in the provision was re-allocated
to profit for the year.



Property, plant, and equipment:

c I'Jand, Machinery . Furniture
bulldlng & & equipment VO & fixtures
construction quip
JOD 1[0))) A[0))) JOD
Cost at 1 January 2012 4630071 7910429 978815 1395528 14914843
Additions during the year 30685 498 - 34252 65435
Disposals during the year - - (258362) (1098)  (259460)
Cost at 31 December 2012 4660756 7910927 720453 1428682 14720818
Accumulated depreciation
Balance at 1 January 2012 1045002 5972860 518301 1149270 8685433
Depreciation 168795 261148 70374 94624 594941
Disposals during the year - - (211725) (1098) (212823)
Balance at 31 December 2012 1213797 6234008 376950 1242796 9067551
Net book value at 31 December 2012 3446959 1676919 343503 185886 5653267
10- Prepaid expenses:
2013 2012
JOD JOD
Insurance 21589 38158
Rent - 20501
Other 7250 -
28839 58659
11- Due to banks:
2013 2012
JOD JOD
Arab Bank 4416689 1401181
Cairo Amman bank 2140163 388628
Bank of Jordan 591973 1
Hapoalim bank 165729 42144
Al-Quds bank 3543 3
Bank of Palestine 424569 366025
Discount bank 774 -
Postdated checks 55165 7066
7798605 2205048
Current portion of loans 1739012 3376081
9537617 5581129
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8- Investments in companies:

Unconsolidated subsidiaries and associates

Arabcare for Medical Services Company

Al-Jandool for Trading and Distribution Company
QCTC Company/ Canada

Rift Valley for development and investment Company
Accent for Marketing and Consulting Company

Other Companies

Al- Mashraq Insurance Company

Al-Quds bank for Development and Investment
Palestine Development and Investment Company
Palestine Real Estate Investment Company
Jerusalem Real Estate Investment Company
Bank of Palestine Company

Jerusalem Holding Company/ Jerusalem
Palestine Stock Exchange Company

Available for sale investments
Palestine Real Estate Investment Company
Bank of Palestine Company

2013
JOD

717590
90398
1748783
1078606
15000
3650377

101547

2665
445500
31285
322
275272
70758
927349

402930
14062
416992
4994718

2012
JOD

717590
90398
1748783
963606
15000
3535377

101547
507612
1776
472500
40299
259
182399
72318
1378710

427350
11704
439054
5353141

9- Property, plant, and equipment:

Land .
biding & Vi
construction

A[0))) JOD

Cost at 1 January 2013 4660756 7910927

Additions during the year 124097 3178542

Cost at 31 December 2013 4784853 11089469
Accumulated depreciation

Balance at 1 January 2013 1213797 6234008

Depreciation 181035 277557

Balance at 31 December 2013 1394832 6511565

Net book value at 31 December 2013 3390021 4577904

Vehicles

1[0)))
720453
493387

1213840

376950
100841
477791
736049

Furniture
& fixtures

1[0)))
1428682
166018
1594700

1242796
928717
1335673
259027

14720818
3962044
18682862

9067551

652310
9719861
8963001




(1) On February 2011 the company revalued its investment properties in Ramallah area,
accordingly, the value above reflect the fair value as at that date, in addition to other expenses
related to the property.

(2) The company obtained power of attorney that cannot be dismissed or appealed until the
completion of the registration procedures at the department of deed in Jericho for both Auja
and Nuweimeh properties.

(3) During the year the company received 967500 JOD (495000 JOD as at December 31,
2012) as down payment on account of selling Auja land/ Jericho to Rift Valley for development
and Investment Company. And since registration, assessment and final agreement was not
complete as at the financial statements date, the payment was recorded within accounts
payable.

(4) During the first half of 2010, its subsidiary assessed its properties in Ramallah and
management recognized these investments at the fair value, with the difference between the
historical cost and fair value recorded within equity.

(5) Azhar’s management is following on the licensing procedures for the purpose of
constructing a housing project in Beit Hanina/ Jerusalem.

Depreciation of leased property:

Accumulated Depreciation Accumulated book

for 2013 FEBresiElon value

depreciation
at 1/1/2013 at 31/12/2013

Buildings, elevators,
electrical and mechanical

. 2974468 1208146 50711 1258857 1715611
equipment / Jerusalem
commercial center
Shatara Building 539683 129524 10794 140318 399365
Revaluation difference 952423 57144 19048 76192 876231
Total 4466574 1394814 80553 1475367 2991207

Accumulated Depreciation Accumulated o o

for 2012 Ay value

Cost  depreciation
at 1/1/2012 at 31/12/2012

Buildings, elevators,
electrical and mechanical

. 2974468 1157435 50711 1208146 1766322
equipment / Jerusalem
commercial center
Shatara Building 539683 118730 10794 129524 410159
Revaluation difference 952423 38096 19048 57144 895279
Total 4466574 1314261 80553 1394814 3071760
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5- Accounts receivable:

2013 2012

JOD JOD

Customers and suppliers (1) 6370358 5572460
Rent receivable 15282 16169
Allowance for doubtful accounts (439871) (207224)
Net customers and suppliers 5945769 5381405
Employees 47543 72283
Unconsolidated subsidiaries and associates loans 641588 815258
Refundable deposits 1950 1950
Recoverable value added tax 29152 113584
6666002 6384480

(1) This item includes advance payments for the purchase of raw material.

6- Inventory:

2013 2012

JOD JOD

Raw materials 2653788 2088618
Tobacco 4784194 3712264
Banderol 547180 830390
Work in process 367008 502204
Finished goods 1033928 1251935
Other consumables 949152 1431275
10335250 9816686

7- Investment property:

2013 2012
JOD 1[0)))
Abu Qash property - 52 acres (1) 4464723 4463198
Auja property- 334 acres (2.3) 1703788 1692317
Al-Nuaimeh property- 15 acres (2) 222000 222000
Jerusalem commercial center land and buildin
and Shatara building (4) £ 3177100 3177100
Beit Hanina property and project (5) 1033893 845665
10601504 10400280
Investments in buildings for leasing
Buildings, elevators, t?lectn'cal and mechanicgl (_equipment 1715611 1766322
/ Jerusalem commercial center, net of depreciation
Shatara building , net of depreciation 399365 410159
Buildings revaluation difference, net of depreciation 876231 895279
Total investments in buildings 2991207 3071760
Total investment property 13592711 13472040




x) 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 and reduced by the appropriate
allowance for doubtful accounts. Management assesses the allowance for doubtful
accounts based on the aging of accounts receivable and the related circumstances of
each account.

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

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

y) Fair value:

Fair value of financial instruments is measured in accordance of:

1.
2.

Fair value measurement of quoted prices in active markets or similar obligations.

Measure the fair value of inputs other than those within the first level that can be
monitored for the assets or the obligations either directly (prices) or indirectly
(derived from prices).

Measure the fair value through assessment techniques, which include information
about the asset or liability that are not based on the information available in the market.

z) Cash and cash equivalents:

For the purposes of the statement of cash flows, cash and cash equivalents include cash on
hand and in banks and deposits that have maturity dates of three months or less.

4- Cash and cash equivalent:

2013 2012

JOD 1[0)))

Cash on hand 143725 360941
Checks on hand 46073 1128794
Deposits at banks in ILS 65292 305278
Deposits at banks in JOD 10638 8946
Deposits at banks in USD 29271 1065076
Deposits at banks in other currencies 22 1619
295021 2870654
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changes caused by the conditions and circumstances of such estimates in the future. The
estimates and other assumptions are based on historical experience and other factors that
are considered to be relevant. Management believes that the accounting estimates used are
appropriate and comply with local laws and regulations especially that it is reviewed on an
ongoing basis. Examples:

. Provision for severance pay is calculated according to Palestinian labor law for
companies that are operating in Palestine. Whereas it is calculated based on the Israeli
law for the companies that operate in Jerusalem.

. Management reassess the estimated useful lives of property, plant and equipment on
an ongoing basis for the purpose of calculating the annual depreciation based on the
general condition of these assets and estimates of the expected useful lives in the
future. Impairment losses in the book value are recorded in profit or loss for the year.

. Management periodically reviews the financial assets that are valued at cost for any
impairment in its value, and the impairment loss is recorded in profit or loss.

. Management estimates the allowance of doubtful accounts and slow moving inventory,
which affects the amounts that will be collected based on an analysis of amounts and
condition of inventory.

. Income tax expense is calculated according to the law and applicable regulations.

u) Impairment of financial assets:

Management assesses financial assets for indicators of impairment either individually or
collectively at each reporting date. The amount of the impairment loss is the difference
between the carrying amount and the fair value. If a financial asset is considered to be
impaired, cumulative gains or losses previously recognized in other comprehensive income
are reclassified to profit or loss for the year.

v) Provisions:

Provisions are recognized when the company at the financial statements date has a present
obligation (legal or constructive) arising of a past event, taking into account the fact that the
cost to settle these obligations is probable and a reliable estimate of the amount can be made
objectively.

w) 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 taking into account the incentives granted under
the Investment Promotion Act. Income tax due depends on taxable profit. Income tax profit
differs from accounting profit as is stated in the statement of profit or loss due to some
revenue or expense items or cumulative losses that may be subject to tax or recognized as an
expense in later years or those that are never taxed or recognized as expenses.

Subsidiaries operating in Jerusalem are taxed according to the Israeli law.



2- Rental revenues:

Rental income is recognized on a straight-line basis over the term of the lease. Leased
property expenses are recognized on the accrual basis.

3- Dividend income:

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

p) Expense recognition:

Expenses are recognized when incurred based on the accrual basis.

q) Unearned revenues:

Unearned revenues are amounts received in advance on account of rental income of
subsequent years.

r) Foreign currencies:

The company and most of its subsidiaries maintain their 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 exchange differences are recorded in profit or loss.

For the purpose of presenting these consolidated financial statements in JOD, which is the
reporting currency and the currency of the company’s share capital and two of its subsidiaries,
all transactions have been translated from ILS and other foreign currencies to JOD using the
exchange rate prevailing on the financial statements date. Exchange differences arising are
recognized in other comprehensive income and accumulated in equity.

s) Earnings per share:

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

t) Use of estimates:

The preparation of financial statements in accordance with International Financial Reporting
Standards requires management to make estimates and assumptions that affect the reported
amounts of revenues, expenses, provisions, assets, liabilities and contingent liabilities as well
as changes in fair value. Accordingly, management is required to make significant judgments
to estimate the amount of future cash flows and its timing. The mentioned estimates are
necessarily based on assumptions and numerous factors that have varying degrees of
judgment and uncertainty and that actual results may differ from these estimates due to

21
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m) Reserves:
1- Statutory reserve:

As required by the applicable corporate law, an appropriation of 10% of 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-up 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.

Management decided to re-deduct for statutory reserve on its meeting held on 26 March 2009
and was reflected in the financial statements for the year ended December 31, 2008 after it
had stopped the procedure once the accumulated balance reached 25% of the share capital.

2- Voluntary reserve:

The applicable corporate law allows management to recommend to the general assembly to
annually deduct part of net profit to the account of voluntary reserve, on the condition that
the amount deducted does not exceed 20% of net profit for the year. Amounts deducted to the
voluntary reserve may not exceed 50% of share capital.

n) On April 22, 2010, the company received confirmation certificate of investment from
Palestine Investment Promotion Agency, whereby the company was awarded the 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 and other discounts and allowances.

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 the significant risks and rewards of ownership to the buyer.

- 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.



3- Available of sale investments:

Available-for-sale investments are initially measured at fair value plus attributable transac-
tion cost. Subsequent to initial recognition, these investments are measured at fair value as
at the financial statements date with unrealized gains or losses being recognized in the state-
ment of comprehensive income and accumulated in equity. In case of sale of all or part of
these investments, the gain or loss of sale in addition to the gain or loss that was previously
recorded in equity is recognized in the profit or loss statement.

When the investment is determined to be impaired, the cumulative gain or loss previously
accumulated in equity is reclassified to profit or loss.

Available for sale investments that cannot be reliably measured at fair value are stated at
cost and any impairment in its value is recognized in profit or loss.

The closing prices on the date of the statement of financial position in an active market
represent the fair value of investments that have a market price. But in the absence of prices
or the lack of trading in an active market, its fair value estimate is based on the available
financial information.

J) Inventories:

Inventories are stated at the lower of cost and realizable value. Cost of inventories are
determined on a first in first out basis. Cost includes the price in addition to transportation for
raw materials, packaging and maintenance supplies. Finished inventories on the other hand
include in addition all necessary expenses to prepare the goods for sale.

Realizable value represents the estimated selling price for inventories less all estimated costs
of completion and costs necessary to make the sale.

k) Provision for severance pay:

Provision for severance pay is made in accordance with 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.

1) Employee savings fund.:

The company adopts a policy for the employee savings fund through which it deducts 5% from
employee basic salaries and in return it contributes 7.5% from basic salaries.

The fund is administered by a special committee. It manages separate books of account from that
of the company and has a separate bank account.



i) Investments in companies’ shares:

Investments in shares of companies are measured at fair value based on the closing price
of shares for companies listed on Palestine Stock Exchange as at the date of the statement
of financial position. Non-listed companies are measured at cost or, according to the latest
available financial statements. These investments include:

1- Investments in shares of unconsolidated subsidiaries and associates:

As mentioned in note (3) (f) control is recognized when the company has power over the
investee; is exposed, or has rights, to variable returns from its involvement with the investee;
and has the ability to use its power to affect its returns. Whereas, associates are entities over
which the company has significant influence. Significant influence is the power to participate
in the financial and operating policy decisions of the investee but is not control over those
policies.

Investments in unconsolidated subsidiaries and associates are measured at fair value or
according to the latest audited financial statements:

Number Number

of shares of shares % paid Ownersh:yp
2013 2012 ?
Subsidiaries:
Jandool for investment and trading 12750 12750 10 USD 100% 51%
Arabcare for medical services 7175900 7175900 1JOD 100% 71.76%
QCTC/ Canada 3550000 3550000 1CAD 100% 100%
Rift Valley for development and investment 1720000 1720000 1JOD 54.94% 86%
Associates :
Accent for marketing and consulting 20000 20000  1JOD 75% 20%

2- Investments in other companies:

Number Number

of shares of shares Par value

2013 2012
Palestine development and investment company 2784 2784 1 USD 100%
Almashraq insurance company 298387 298387 1 USD 100%
Al-Quds bank for development and investment - 795506 1USD 100%
Jerusalem real estate investment Co. 74789 74789 1USD 100%
Palestine real estate investment Co. 1285500 1285500 1JOD 100%
Bank of Palestine 6334 6281 1USD 100%
Jerusalem Holding company 500 500 4000 ILS 45% /70%
Palestine Stock Exchange company 20000 20000 1JOD 100%

During the year, the following shares were sold and were reflected in the above numbers:

31/12/2013 31/12/2012

Al-Quds bank 795506 215084
Bank of Palestine - 42850




g) 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%
Machinery 5-20%
Vehicles 10%

- Management reviews the estimated useful lives of property, plant and equipment at the end
of each year, with the effect of any changes in estimates accounted for on a prospective basis.

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

h) Investment property: These include:

- Investment property are property held for capital appreciation. These investments include
property in Ramallah area, Jericho area and another in Beit Hanina/ Jerusalem. These
investments are measured as follows:

. Property in Abu Qash/ Ramallah is measured at fair value based on the appraisal of
three authorized appraisers, which management undertook in 2011. Changes between
the fair value and historical cost are included in equity.

. Property in Auja/ Jericho is measured at the historical cost, which equates its fair
value because management bought it during 2011 and 2012.

e Property in Beit Hanina/ Jerusalem is measured at historical cost because management
was not able to carry an appraisal for it during the year.

- Other investment property held to earn rentals; these investments are measured at fair value
net of accumulated depreciation. Depreciation is calculated on a straight line basis based on
the expected actual service period of the asset. Changes between the fair value and historical
cost are included in equity. Depreciation percentages used are as follows:

Buildings 2%

Heating and air conditioning 10%
Elevators 10%
Electrical stations 10%

Management reviews the estimated useful lives of these assets at the end of each year, with
the effect of any changes in estimates accounted for on a prospective basis.



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

e) All amounts in the consolidated financial statements have been rounded to the nearest JOD.

f) The consolidated financial statements:

The consolidated financial statements incorporate the financial statements of Jerusalem
Cigarette Company and its subsidiaries as at 31 December 2013. Control is achieved in
subsidiaries when the company has:

o power over the investee;
. is exposed, or has rights, to variable returns from its involvement with the investee;
. has the ability to use its power to affect its returns.

The company reassess whether or not it controls an investee if facts and circumstances
indicate that there are changes to one or more of the three elements of control listed above.

. The company’s ownership percentage in the capital of its subsidiaries are as follows:

C Ownership Capital issued Share capital
ompany .

and paid currency

2013 2012

Arab investors company 74.61% 74.5% 9452328 JOD
United for international trade 98% 98% 2000000 JOD
JCC company/ Jerusalem 99% 99% 199999 ILS
Azhar for real estate development 88% 88% 100000 ILS

. The subsidiary companies operate in Palestine including East Jerusalem.

e The company did not consolidate its financial statements with other subsidiaries for
the following reasons:

¢ Aljandool for trade and distribution: it is closed since 2007.

¢ QCTC/Canada; which uses a fiscal year that ends on April 30; and the unavailability
of information up to December 31,2013.

e Arab Care Company: did not receive its financial statements on time for
consolidation.

¢ Rift Valley for development and investment: not operative to date.

. Basis of consolidations:

Consolidating the company’s financial statements and that of its subsidiaries require
the addition of all assets, liabilities and results of operations of the company with
that of its subsidiaries. All intra-company balances and transactions such as accounts
receivable, payable, investments, dividends, profit or loss and any other item relating
to transactions between these companies are eliminated in full on consolidation.

. Non-controlling interests are shown separately from the owners of the company.



joint ventures and the guidance contained in SIC (13): Jointly Controlled Entities-
Non-Monetary Contribution by Ventures. The Amendments deal with how a joint
arrangement of which two or more parties have joint control should be classified and
accounted for.

. Impact of the application of IFRS (12): Disclosure of interests in Other Entities: the
objective of this IFRS is to require an entity to disclose information that enables users
of its financial statements to evaluate the nature of, and risks associated with, the
reporting entity’s interests in other entities and the effects of those interests on its
financial statements.

. IFRS (13): Fair Value Measurement: this IFRS applies when another IFRS requires or
permits fair value measurements or disclosures about fair value measurements except
for share-based payment transactions that are within the scope of IFRS (2), leasing
transactions that are within the scope of IAS (17), and measurements that have some
similarities to fair value but are not fair value such as net realizable value.

New and revised IFRS’s were issued but their application is not yet effective:
. IFRS (9): Financial Instruments.
. Amendments to IAS (32) Offsetting Financial Assets and Financial Liabilities.
. Amendments to IFRS (10), (12) and IAS( 27) investment Entities.

3- Summary of significant accounting policies:

a) The consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (IFRS) issued by the International Accounting Standards
Board and in accordance with local laws and regulations.

b) The consolidated financial statements have been prepared on the historical cost basis
except for certain properties, available for sale and other investments in shares that are
measured at fair value at the stamen of financial position date.

Historical cost is generally based on the fair value of the consideration given in exchange for
goods and services.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date, regardless of
whether that price is directly observable or estimated using another valuation technique.

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

Since the company did not consolidate its financial statements for the year 2011 with its
subsidiaries, therefore it did not present the comparable amounts for 2012 in its consolidated
statement of cash flows.



JERUSALEM CIGARETTE COMPANY LTD.

BETHANY/ JERUSALEM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31, DECEMBER 2013

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 corporate 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 importing products.

C. The company’s number of employees was 186 and 194 as at December 31,2013 and
2012 respectively.

D. On March 31,2014 the company’s board of directors approved the financial statements
for the year ended December 31, 2013.

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

The company applied the following new and revised International Financial Reporting
Standards (IFRS’s) that became effective on January 1, 2013 and which had no effect on the
company’s financial position; although there may be an impact on the accounting treatment
for future transactions.

J Amendments to IFRS (7): Disclosures- offsetting financial assets and financial
liabilities. The amendments require entities to disclose information about rights of
offset and related arrangements for financial instruments.

. Impact of the application of IFRS (10): consolidated financial statements: This IFRS
replaces the parts of IAS (27) that deal with consolidated financial statements and
SIC (12) consolidation- Special Purpose Entities. IFRS (10) changes the definition of
control such that an investor has control over an investee when a) it has power over
the investee, b) it is exposed or has rights, to variable returns from its involvement
with the investee, and c) has the ability to use its power to affect its returns.

. Impact of the application of IFRS (11): IFRS (11) Replaces IAS (31): Interests in



JERUSALEM CIGARETTE COMPANY LTD.

BETHANY/ JERUSALEM

Statement 4

Consolidated Statement of cash flows for the year ended 31 December 2013

2013

Cash flows from operating activities

Net profit for the year before income tax-statement 2

Adjustments:
Non-cash items:
Depreciation

Severance pay

Changes in fair value
Translation into JOD
Non-controlling interest
Changes in working capital:
Accounts receivable
Inventory

Other current assets
Accounts payable
Other current liabilities
Income tax -paid

Severance pay- paid

Net cash (used in) operations

Cash flows from investing activities

Purchase of property, plant and equipment

Net addition to investments

Net cash flows (used in) investing activities

Cash flows from financing activities

Increase in due to banks and loans

Dividends paid and transferred

Treasury stock

Net cash flows from (used in) financing activities

Net (decrease) in cash and cash equivalents

Cash and cash equivalent, beginning of year

Cash and cash equivalent, end of year- note 4

JOD

721164

652310
93119
146122
(258579)
25359

(281522)
(518564)
29820
3314377
(4355054)
(315253)
(113118)
(859819)

(3962044)
237752

(3724292)

3288846
(1279368)
(1000)
2008478
(2575633)
2870654
295021

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

Consolidated Statement of comprehensive income for the year ended
31 December 2013

Notes 2013 2012
JOD JOD

Profit for the year 510596 1692956
Other comprehensive income:
Items that will be reclassified to profit or loss:
Currency translation into Jordanian Dinar (258579) 7773
Changes in fair value 146122 (1200365)
Total comprehensive income for the year 398139 500364
Total comprehensive income attributable to:
Owners of the company 415275 586405
Non-controlling interests (17136) (86041)
Total 398139 500364

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



JERUSALEM CIGARETTE COMPANY LTD.
BETHANY/ JERUSALEM

Statement 2

Consolidated Statement of profit or loss for the year ended 31 December 2013

Sales of cigarettes

Sales of consumer goods and mobile cards
Cost of sales

Gross profit

Net revenues of leased property

Other revenues

Sales and distribution expenses

General and administrative expenses

Bank interest

Other expenses

Spoiled goods

Non-refundable value added tax

Bad debt

Impairment loss of Almashraq company shares
Profit for the year before income tax
Income tax expense

Profit for the year before appropriation
Statutory reserve

Board of director remuneration

Provision for severance pay

Net profit for the year

Basic and fully diluted earnings per share

Notes

29
23
24
27
28

26

15

14
20

2013 2012
JoD JOoD
86442643 79568433
11508988 12619466
(92816500)  (84788765)
5135131 7399134
75004 58721
73012 162372
(829539) (1244083)
(2680768) (3098123)
(512535) (634354)
(114335) (43748)
(142307) -
- (272435)
(282499) (25044)
- (155600)

721164 2146840
(110297) (249830)
610867 1897010
(72116) (214684)
(8250) (8250)
(19905) 18880
510596 1692956
051. 171.

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



JERUSALEM CIGARETTE COMPANY LTD.

BETHANY/ JERUSALEM
Notes 2013 2012
JOD JOD
Liabilities and equity
Current liabilities
Due to banks 11 9537617 5581129
Accounts payable 12 7832336 4517959
Accrued expenses and other liabilities 13 262761 284946
Cigarette banderol- Palestine 4726202 7850408
Cigarette banderol - Israel 493947 561760
Value added tax 240830 1356617
Board of directors remuneration 55571 72384
Total current liabilities 23149264 20225203
Non-current liabilities
Bank loans 16 1287012 1954654
Provision for severance pay 14 791355 791449
Total liabilities 25227631 22971306
Equity
Issued capital 17 10000000 10000000
Treasury stock (1015613) (1014613)
Statutory reserve 18 2745289 2673173
Voluntary reserve 19 3672098 3288543
Special reserve (repayment of loans and overdraft) 1000000 1000000
Retained earnings 20 779284 1931611
Changes in fair value (6811263) (6957385)
Investment property revaluation surplus 21 7170930 7170930
Currency translation into Jordanian Dinar 398980 657559
Equity attributable to owners of the company 17939705 18749818
Non-controlling interest 2056336 2030977
Total equity 19996041 20780795
Total liabilities and equity 45223672 43752101

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



JERUSALEM CIGARETTE COMPANY LTD.

BETHANY/ JERUSALEM

Statement 1

Consolidated Statement of Financial Position as at 31 December 2013

Assets
Current assets
Cash and cash equivalents
Accounts receivable
Inventory
Prepaid expenses
Income tax
Total current assets
Non- current assets
Property, plant and equipment
Investment property
Available for sale investments
Investments in companies' shares
Total non-current assets

Total assets

Notes

W

10
15

o o0 I \©

2013 2012
JOD JOD
295021 2870654
6666002 6384480
10335250 9816686
28839 58659
348130 143174
17673242 19273653
8963001 5653267
13592711 13472040
416992 439054
4577726 4914087
27550430 24478448
45223672 43752101
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on the effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates
made by management, as well as evaluating the overall presentation of the consolidated
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, except for the effects of what is mentioned in the following explanatory
paragraph, the financial statements referred to above present fairly in all material respects
the financial position of Jerusalem Cigarette Company Limited and its subsidiaries as of
December 31,2013, and its financial performance and its cash flows for the year then ended
in accordance with International Financial Reporting Standards.

Explanatory paragraph

As referred to in note (36), the Palestinian Ministry of Finance has increased the tariffs levied
on the tariff reduced brand (Victory) on 19/2/2013 and 14/5/2013 and 26/8/2013 which
significantly led to a decline in the company’s sales in the following months. And since the
subsequent period did not show any improvement, therefore, this will affect the company’s
ability to continue as a going concern in the cigarette market in Palestine unless the company
takes appropriate measures to mitigate the negative impact of the uncontrolled illegal market.

Other matters
The company did not show the comparative amounts in the consolidated statement of cash

flows for the year 2012 because it did not prepare consolidated financial statements with that
of its subsidiaries for the year 2011.

Abla S. Maayah, CPA Ramallah on March 31, 2014
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PO Box: 442, Romalioh- Palestine, Tal; +972 2 298 5294, Fav.: +972 2 295 513, E-mail; ouditEmooyah.com



A correspondent of Horwath Infernafional

S0 auReo
Moaoyah & CO.

St Pl G plas

Ciermicyd Public Aot

Independent Auditors' Report

To the Shareholders of
Jerusalem Cigarette Company Ltd.

We have audited the accompanying consolidated financial statements of Jerusalem Cigarette
Company Limited and its subsidiaries, which comprise the consolidated statement of
financial position as at December 31, 2013, the consolidated statement of profit or loss,
consolidated statement of comprehensive income, consolidated statement of changes in
equity and consolidated statement of cash flows for the year then ended, and a summary of
significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management 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 management determines is necessary to enable the preparation of
consolidated 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 consolidated 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 consolidated financial statements. The procedures selected depend on
the auditors’ judgment, including the assessment of the risks of material misstatement of
the consolidated 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 consolidated financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion
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Board of Directors Recommendations:

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

year 2013.

2. The approval to transfer an amount of JD 118,432 of the profits to the Mandatory
Provision.

March 30, 2014 “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 Thursday the 8" of May 2014

Agenda:

1.

Presentation of the Board of Director’s report for the year ending 31 December
2013 for approval by the Annual General Meeting.

External Auditor’s report for the year 2013.

Presentation of the financial statements for the year 2013 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 2014.
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