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33- Operational Status:

The Parent Company is currently scrutinizing the status of its investments in the
consolidated subsidiaries, non-consolidated subsidiaries and other companies in order
to ensure its continuity and achieve a better return for its shareholders.

Due to the difficult living conditions of the workers and employees of the company,
which accompanied the raise of tariffs on the reduced tariff product (Victory),
the company resumed at the beginning of the year to work full-time and pay full
salaries. This step was taken following the approval of the Council of Ministers the
plan to regulate the cultivation of tobacco and the related manufacturing industry at
its meeting on February 28, 2017 (resolution # 40/141/17/m.r/r.g). The plan is for
local cigarette companies to manufacture reduced-tariff cigarettes that will be sold
to consumers at less than half the price of fully paid-tariff cigarettes and the product
is to be manufactured from locally grown tobacco. A specialized non-manufacturer
company purchases the entire domestic tobacco crop and supplies it to the domestic
manufacturers along with the packages for the manufactured cigarettes. In return, this
specialized company sells 40% of the reduced-tariff brand in local markets. Local
manufacturers get a set amount for each pack of cigarettes manufactured
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32- Financial instruments:
a. Capital management:

The Group manages its capital to ensure that entities within the Group will be able to
continue as going while maximizing the return to its shareholders. The Group’s overall
strategy remains unchanged from the previous year.

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

The Group is not subject to any externally imposed capital requirements

b. Risk management:

Risk management is based on information that may hinder the Group’s ability to reach
its objectives due to its presence in an unstable political environment which has a direct
impact on its activities. These risks are summarized as follows:

(i) Credit risk: Financial assets that expose the Group to credit risk are accounts
receivable whether trade receivables or due from related parties. Management
believes that the Group’s exposure to risks arising from trade receivables is
reduced through cash or check payments. The Group periodically reviews tenants’
receivables and takes legal action against defaulters to safeguard the Group’s assets.

(i) Interest rate risk: The group is exposed to interest rate risks since it obtained
banking facilities in the form of overdraft at an interest rate that varies between 5%-
9%, It also borrowed funds from local banks at interest rate of 5%- 9%, and this result
in committing to pay high interest rates.

(iii) Liquidity risk: Liquidity risk constitutes the Group’s inability to maintain
adequate funding to settle its obligations on due dates. To mitigate these risks, the
Group tends to diversify its funding sources, match the maturity profile of its assets
and liabilities, and maintain adequate balances of cash and cash equivalents.

(iv) Equity securities price risk: Equity price risk arises from changes in the fair value of
financial assets and investments in equity securities. To mitigate these risks, the Group
deliberately diversifies its investments in several geographical regions 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) Exchange rate risk: The Group is exposed to exchange rate risk due to having its
purchases of tobacco and raw materials in foreign currencies: US dollars, euros and
sterling pounds, while its sales are in ILS.

(vii) Risks of raising the price of tariffs and banderol on cigarettes: The Parent
company is exposed to the risk of raising the price of excise on manufactured
cigarettes by the Customs and Excise Department, which affects its sales in absolute
terms, since the majority of its consumers are from the lower and middle class. This
leads to the diversion of this class from the company’s products towards products that
did not pay customs.

42




29- Related party transactions:

The company considers any unconsolidated subsidiary, associates, directors and key
employees of the Group as related parties.

Transactions and balances with related parties amounted to:

2017 2016
JOD 1[0)))
Balances included within the accounts:
Balances included in trade receivable 9526321 8217227
Loans granted to subsidiaries without collateral 930054 830440
Balanced included in account payable 402089 400543
Investments in unconsolidated subsidiary shares 2570066 2570066
Board of directors and key employees:
Savings fund loan - 280000
Emplgyees and workers committees without 175867 33849
sufficient guarantee
Board of directors remuneration and expenses * 86240 -
Salaries and benefits of senior management 543173 380525

including severance pay

(*) Each member of the Board of Directors receives 750 JOD as remuneration from net profits after income tax,
in addition to ten thousand US Dollars as an allowance for expenses and transportation. However, because of the

company’s conditions, Board members have not received any remuneration, fees or transportation for the year 2016.

30- Segments information:

The Group is in the business of manufacturing and marketing of cigarettes, managing
unconsolidated subsidiaries and associates, investing in companies’ share capital and

operating leased and non-leased property, the results of which are as follows:

q Management !nvestplent
Manufacturing fee in equity &  Total 2017 Total 2016
property

JOD 1[0))) JOD JOD JOD
Revenues 43757397 - - 43757397 36669530
Cost of sales (41528406) - - (41528406) (35419295)
Other revenues 116604 45660 352951 515215 527322
almmlsinie (1334225) - - (1334225) (1010449)
expenses
Selling expenses (340597) - - (340597)  (204600)
Bank charges & interest (579963) - - (579963) (390471)
Other expenses - (43486) - (43486) (534769)
Profit (loss) for the year 90810 2174 352951 445935  (362732)

31- Geographical information:

The Group assets and liabilities are mainly concentrated in Palestine including East
Jerusalem. The Group has also investments in Israel and Canada.
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27- Manufacturing cost:

2017

i[0)))

2016
JOD

Raw materials- beginning of year 2361460 2411031
Tobacco- beginning of year 2146126 2832043
Purchases of raw materials 1711532 372565
Purchases of tobacco 993251 -
Raw materials- end of year (2543453) (2361460)
Tobacco- end of year (2357733) (2146126)
Cost of raw materials and tobacco used in production 2311183 1108053
Banderol- beginning of year 106694 46740
Purchases of banderol 35246021 31123112
Bendarol- end of year (43702) (106694)
Cost of banderol used in production 35309013 31063158
Cost of raw materials, tobacco and banderol used in 37620196 32171211
production
Work in process- beginning of year 303007 244347
Work in process- end of year (425007) (303007)
Cost of materials used in production 37498196 32112551
Salaries, wages and benefits 788608 799849
Other manufacturing expenses- note (31) 1058440 1030700
Salaries, wages and benefits - 86304
Total cost of production 39345244 34029404
28- Other operating expenses:
2017 2016
JOD N[0)))
Maintenance and spare parts 14585 1289
Postage and telephone 5196 5066
Water and electricity 65875 47378
Fuel for generator 51233 24125
Building maintenance 14464 12942
Bank interest and charges 141205 135365
Insurance 118416 94270
Waste water expenses 18352 19811
Travel and transportation 41936 11354
Cleaning 2365 2616
Advertisement - 129685
Workers medication 1581 737
Workers clothes 2117 763
Hospitality 12084 3994
Depreciation- note 9 569031 541305
1058440 1030700

40




24- Selling and distribution expenses:

2017 2016

JOD JOD

Salaries 129543 16388
Severance pay 1630 9772
Rent 10807 -
Advertisement 1197 -
Vehicle expenses 125257 115254
Leased vehicle expenses 28651 -
Postage and telephone 11566 10405
Depreciation for the year- note 9 31946 52781
340597 204600

25- General and administrative expenses:

2017 2016

JOD 1[0)))

Salaries and other benefits 886673 774476
Professional fees 28759 20164
Legal fees and consultations 36942 39778
Fees, licenses and subscriptions 45729 21473
Stock Exchange expenses 10197 9183
Printing and stationery 12506 11573
Postage, telephone and Internet 19491 21255
Electricity 781 -
Donations 52390 43509
Rent 64064 4097
Research study 10847 -
Board of directors expenses 77990 -
Computer maintenance and expenses 4804 13837
Maintenance and repairs 3585 3227
Travel and transportation 2816 2477
Vehicle expenses 28836 -
Advertisements 353 234
Hospitality 8056 5992
Miscellaneous expenses 8549 5986
Depreciation for the year- note 9 30857 33188
1334225 1010449

26- Cost of sales:

2017 2016
1[0))) JOD
Finished goods beginning of year 213219 381228
Purchases of roll your own tobacco 2183126 1221882
Manufacturing cost- note 27 39345244 34029404
Finished goods- end of year (213183) (213219)

41528406 35419295




20- Property rental income:

2017 2016

JOD N[0)))

Rent 68758 62681
Clinics lease 400253 431528
Property expenses- note 22 (128606) (131527)
Net property rental income 340405 362682
Car park income 12469 12221
352874 374903

21- Other revenues:

2017 2016
JOD JOD
Management fees of unconsolidated associates 45660 100071
Interest on related party loans 15598 21132
Dividend revenue 77 136
Profit on sale of vehicles 56319 -
Currency differentials 23875 9734
Other 20812 21346
162341 152419

22- Property expenses:
2017 2016
JOD N[0)))
Depreciation on leased medical equipment- note 9 82007 82020
Insurance 3100 3300
Property tax 21126 26408
Municipal fees and licenses 8237 8521
Other 14136 11278
128606 131527

23- Other expenses:

2017 2016
JOD N[0)))
Expenses of unconsolidated associates 43486 87104
43486 87104
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16- Bank loans:

During the year, the Parent received two loans totaling 5969328 ILS. These loans are to be
paid between 18-36 months at an interest rate of 8% -9%. It also received a loan for two
million JOD, which will be paid in 36 months at a rate of 5% per annum.

The non-current portion of loans as of December 31,2017 and 2016 amounted to 2274748
JOD and 751092 JOD respectively.

17- Share capital:

During 2011, the Parent company raised its share capital from seven million shares to ten
million shares at 1 JOD par value per share. The addition was capitalized in the amount of
2996465 JOD and distributed to shareholders of the parent according to their percentage of
capital as at May 23,2011, also fractions of 3535 shares have been sold on Palestine Stock
Exchange for 1.50 JOD per share so that the amount of 3535JD was recorded to the capital
while the remainder recorded to retained earnings.

Accordingly, the authorized, subscribed and fully paid share capital of the Parent is
10 million JOD.

18- Retained earnings:

2017 2016
JOD A[0)))
Balance beginning of year 1353511 1842559
Subsidiary balances - 93)
Attributed to owners of the company
Profit (loss) for the year- statement 2 397829 (449784)
End of year provision (115480) (39171
Additional provision for payroll tax (24050) -
Transferred to statutory reserve (60672) -
Board of directors remuneration (8250) -
1542888 1353511

19- Contingent liabilities:

Subsequent to the date of the financial statements, the Parent company and the reconciliation
committee of the General Administration of Income Tax reached a reconciliation agreement
regarding the opening of the 1995-2004 settlement. Accordingly, the Income Tax Court of
Appeal approved the revocation of the administrative notices, which the subject of this
appeal and the retention of the previous tax settlement. The decision is an enforceable bond
that cannot be challenged by any legal recourse.

The years 2007-2008 are still pending before the Income Tax Court of Appeal.

The Legal Counsel’s opinion remains that no provision should be made for the case.
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14- Reserved for severance pay:

JOD JOD
Parent:
Balance- beginning of year 269593 230422
Provision adjustments * 115480 39171
Balance- end of year 385073 269593
Consolidated Subsidiaries:
Balance- beginning of year 37914 21785
Provision for the year 17005 16129
Balance- end of year 54919 37914

439992 307507

(*) The Company’s policy in dealing with end of service is to allocate from (or to) net profit after income tax.

15- Income tax:

2017 2016

1[0))) N[0)))
Balance- beginning of year paid in advance (payable) 348130 (32530)
Provision for the year * (16684) (16684)
Additional provision for previous years (344873) 32
Payments during the year with the ILS differential 42554 377325
Balance paid in advance - end of year 45811 328143

(*) Income tax provision on the Parent’s operating profit is calculated on the basis of 50% of the income tax
rate because the company has this incentive, according to what has been referred to in Note (2) (o), while non-
operating profit is calculated at the legal rate of 15%. Income tax of the consolidated subsidiaries operating in

Palestine is calculated at the legal rate of 15%.

The following is the reconciliation of the consolidated accounting income in accordance
with the Income Tax Law:

2017 2016

1[0))) JOD
Accounting profit (loss) 445935 (362732)
Share of profit of associates - 447665
Unacceptable expenses 35780 26430
Dividend revenue (77) (136)
Taxable Profit 481638 111227
Income tax after offsetting of property tax 51821 16684

- Since one of the consolidated subsidiaries has earned profit in 2016, which requires
payment of income tax, therefore, the obligation was recorded in the consolidated statement
of profit or loss for the year.

- The parent company reached a settlement with the Income Tax Department for the years
2009-2011, while the years 2012-2016 are still under audit. The consolidated subsidiaries
have settled their tax files with the department until the year 2016.



10- Prepaid expenses:

2017 2016

JOD A[0))

Insurance 71218 63778
Promotion campaign 240409 530792
Advertisement - 11340
311627 605910

11- Due to banks:

2017 2016
JOD A[0)))
Arab Bank 1219265 919806
Cairo Amman bank 2051828 2084492
Jordan bank - 199505
Hapoalim bank 267643 261519
Alquds Bank 816062 813643
Bank of Palestine - 11239
Commercial bank of Palestine - 741186
4354798 5031390
Current portion of loans 2067145 751980
6421943 5783370
12- Accounts payable:

2017 2016
JOD A[0)))
Customers and suppliers 2302333 1757855
Employees & employee committees 352660 171223
Shareholders 827065 775146
Savings fund loan - 280000
Unearned revenues 138584 115060
Post dated checks 24832 26410
3645474 3125694

13- Accrued expenses and other liabilities:
2017 2016
JOD JOD
Salaries and benefits 12340 110050
Professional fees 62486 49944
Electricity and vehicle expenses 5622 16937
Fees and licenses - 18145
Loan payments 19240 22713
Rents revenue received in advance 64914 78259
Other 460149 274726
Income tax / discount at source 10421 1288
Payroll tax 14165 16181
649337 588243
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8- Investments in companies:

Unconsolidated subsidiaries and associates:

United for International Trade Company

Jandool for Trading and Distribution Company
QCTC Company/ Canada

Accent for Marketing and Consulting Company
Access for Communication & Information Technology

Other Companies

Al- Mashreq Insurance Company

Palestine Development and Investment Company
Palestine Real Estate Investment Company
Jerusalem Real Estate Investment Company
Bank of Palestine Company

Jerusalem Holding Company/ Jerusalem
Palestine Exchange Company

Financial assets at fair value through other
comprehensive income

Palestine real estate investment company
Bank of Palestine

2017

JOD

980000
133824
1441242
15000
74396
2644462

228481
2961
5000
20150
321
407473
67383

731769

500
470
970
3377201

2016
JOD

980000
133824
1441242
15000
74396
2644462

213672
2290
5400
22801
314
365250
67383

677110

540
458
998
3322570

KK]




5- Accounts receivable:

2017 2016

JOD JOD

Customers and suppliers (1) 11144346 8793416
Rent receivable 41148 30256
Allowance for doubtful accounts (473343) (427915)
Net customers and suppliers 10712151 8395757
Employees and employee committees 182843 170527
Loans to unconsolidated subsidiaries and associates 2038781 2038473
Refundable deposits 2152 1950
12935927 10606707

(1) This item includes payments on account of raw material purchases.

6- Inventory:

2017 2016

A[0))) JOD

Raw materials 2543453 2361460
Tobacco 2357733 2146126
Banderol 43702 106694
Work in process 425007 303007
Finished goods 213183 213219
Spare parts 122806 67488
5705884 5197994

7- Investment property:

2017 2016

JOD JOD

Auja land/ Jericho 2384465 2114464
Nuwe’meh land/Jericho 793820 605975
Al-Quds Center and Shatara building 5305745 5305745
ELC(; ‘:);)e(zl;;/;ilg;l (f):fl E?Slgg;%s, elevators, electrical 2381749 2381749
Addition to elevators 6643 -
Beit Hanina property and project expense/ (*) 2685071 2127237
13557493 12535170

(*) The subsidiary Azhar Real Estate Development has completed the licensing procedures for the construction of
a housing project in the Beit Hanina / Jerusalem area (see note 3h).
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w) Provisions:

Provisions are recognized when, at the date of financial statements, the Group has a present
obligation (legal or constructive) as a result of past events, it is probable that the Group
will be required to settle the obligation, and a reliable estimate can be made of the amount
of the obligation.

x) Income tax:

Income tax provision is calculated according to the legal rate as specified in Income Tax Law
No. (8) for the year 2011, taking into account the incentives granted to the Parent under the
Investment Promotion Act. Current tax due is based on taxable profit for the year. Taxable
profit differs from accounting profit as reported in the consolidated statement of profit or
loss/ other comprehensive income because of items of income or expense that are taxable or
deductible in later years and items that are never taxable or deductible. Subsidiaries operating
in East Jerusalem are subject to income tax according to Israeli laws.

y) Financial instruments:

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

Financial assets and financial liabilities are initially measured at fair value. Transaction
costs that are directly attributable to the acquisition or issue of financial assets and
financial liabilities (other than financial assets and financial liabilities at fair value through
profit or loss), are added to or deducted from the fair value of the financial assets and
financial liabilities, as appropriate, on initial recognition. Transaction costs that are directly
attributable to the acquisition of financial assets and financial liabilities at fair value through
profit or loss are recognized immediately through profit or loss.

z) Cash and cash equivalents:

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

4- Cash and cash equivalent:

2017 2016

JOD JOD

Cash on hand 475720 580958
Checks on hand 332478 120752
Deposits and balances at banks in ILS 240250 7803
Deposits and balances at banks in JOD 8646 324
Deposits and balances at banks in USD 42516 174055
Balances at banks in other currencies 544 175
1100154 884067
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. Management periodically reviews the useful lives of property, plant and equipment
for the purpose of calculating the annual depreciation expense based on the general
condition of the asset and estimated future life expectancy. Impairment loss is
recognized in the consolidated statement of profit or loss for the year.

. Management reviews periodically financial assets that are stated at cost to assess
any impairment in value, and the impairment loss is recognized in the consolidated
statement of profit or loss for the year.

J Management estimates the provision for doubtful accounts and slow moving items
that represent a decrease in the realizable amount based on an analysis of receivable
amounts and the condition of goods.

. Income tax expense is charged in accordance with the applicable laws and regulations.

. Management uses licensed and independent appraisers to determine the fair value of
investment property. The valuation is carried out based on prevailing local market
conditions for similar property prices.

v) 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 that asset have been affected.

The significant or prolonged decline in the fair value of the available for sale financial
assets below its cost is an objective evidence of impairment.

For all other financial assets, objective evidence of impairment could include:
J Significant financial difficulty of the issuer or counterparty,
J Breach of contract, such as default or delinquency in interest or principal payments,

. It becoming probable that the borrower will enter bankruptcy or financial
reorganization, or

. The disappearance of an active market for that financial asset due to financial difficulties.

For certain classes of financial assets, such as trade receivables, assets are assessed for
impairment on a collective basis even if it is assessed not to be impaired individually.

Objective evidence of impairment for a portfolio of receivables could include the Group’s
past experience in collecting payments, an increase in the number of delayed payments
in the portfolio past the 60-day credit period, as well as observable changes in national or
local conditions correlate with default on receivables.

For financial assets carried at amortized cost, the amount of impairment loss recognized
is the difference between the asset’s carrying amount and the present value of estimated
future cash flows, discounted at the effective interest rate.

For financial assets carried at cost, the amount of the impairment loss is measured as the
difference between the asset’s carrying amount and the present value of the estimated
future cash flows discounted at the current market rate of return for a similar financial
asset. Such impairment loss is not reversed in subsequent periods.



q) Expense recognition:

Expenses are recognized when incurred according to the accrual principle.

r) Unearned revenues:

Unearned revenues represent amounts received on account of subsequent years’ lease.

s) Foreign currencies:

The Company and most of its subsidiaries maintain their books of account in Israeli
shekels (ILS), which is the functional currency of the Company. Hence, all transactions in
other currencies are translated into ILS at the exchange rate prevailing at the date of each
transaction. At the end of each financial year, monetary assets and liabilities denominated in
other currencies are translated into ILS at the rates of exchange prevailing at the reporting
date. The resulting currency differences are recorded in the consolidated statement of profit
or loss for the year.

For the purpose of presenting the financial statements in Jordanian Dinars (JOD), which is
the currency of the Parent Company’s share capital and two of its consolidated subsidiaries,
the financial statements have been translated from ILS and other foreign currencies into
JOD using the exchange rate prevailing at the date of the financial statements. Translation
differences of the financial position and results of operations of the consolidated subsidiaries
are recorded in the consolidated statement of comprehensive income and accumulated in
the consolidated equity.

t) Profit (loss) per share:

The basic and diluted earnings per share of profit (loss) is calculated by dividing the net
profit (loss) for the year attributable to equity holders of the parent by the weighted average
number of shares outstanding during the year.

u) Use of estimates:

The preparation of financial statements and application of accounting policies in accordance
with International Financial Reporting Standards requires management to use estimates and
assumptions that affect the amounts of income, expenses, provisions, assets, liabilities and
contingent liabilities. These estimates and assumptions are based on historical experience
and other factors that are considered relevant. Because these estimates and assumptions are
used, actual results may differ from estimates.

Estimates and assumptions are reviewed periodically. Revisions to accounting estimates are
recognized in the period in which the revision is made if it affects only that period. If the
revision affects future periods, the revision is made in the current and future periods.

Management believes that the estimates and assumptions used are appropriate and are in
compliance with applicable laws and regulations. Examples include:

. Provision for severance pay is calculated in accordance with the applicable
Palestinian Labor Law.
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The Company’s management decided to re-deduct the statutory reserve at its March 26,
2009 meeting, and reflected the deduction in the financial statements for the year ended
December 31, 2008 after it had ceased to deduct the percentage for years when the
accumulated balance reached 25% of the share capital.

2- Voluntary reserve:

The applicable Companies Law authorizes the Board of Directors to recommend to the
General Assembly to decide annually to deduct portion of net profit for the voluntary
reserve account, provided that the annual deduction shall not exceed twenty percent of the
net profit for the year. All Cumulative deductible amounts shall not exceed half the share
capital amount.

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

p) Revenue recognition:

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

1- Sales:

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

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

- The Group 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
Group.

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

Rental income from investments in property leased under operating leases is recognized on
a straight-line basis over the term of the lease. Property and lease expenses are recognized
on an accrual basis.

3- Dividends:

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



Closing prices at the reporting date in active markets represent the fair value of financial
assets with market prices. In the absence of prices or lack of trading in an active market,
the fair value is estimated based on available financial information.

During 2016, the consolidated subsidiary reclassified its available-for-sale investments as
financial assets at fair value through other comprehensive income. Management considered
these investments as strategic investments in accordance with the nature of its business.
The reclassification did not have any effect on the amounts presented in the financial
statements.

k) Inventories:

Inventories are valued at the lower of cost or net realizable value. Cost is determined on a
first-in, first-out basis. Cost includes price plus freight for raw materials, packaging, spare
parts and maintenance supplies. Finished goods also include all the necessary expenses for
processing the goods for sale.

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

) Provision for severance pay:

Provision for end of service indemnity is calculated on the basis of the Palestinian Labor Law
No. 7 for the year 2000, which stipulates that the allowance shall be calculated on the basis of
one month salary for each year of employment and on the basis of the last salary payable.

m) Employees savings fund:

The Group adopted a policy for the Employees’ Savings Fund, whereby it deducts 5% of its
employees’ basic salaries and contributes 7.50% of basic salaries.

The fund is managed by a special committee called “The Savings Fund Committee for the
Company’s Employees and its Subsidiaries”. The Fund has its own books of account apart from
the Company and has a separate bank account.

Following the approval of the Savings Fund General Assembly, management approved the
Fund’s dissolution as of January 1,2017 and the distribution of its balances to the beneficiaries.

n) Reserves:
1- Statutory reserve:

The Companies Law in force in Palestine requires the deduction of 10% of net profit before
income tax for the statutory reserve account. Such a procedure is to be discontinued once
the reserve is equal to 25% of the company’s paid-up share capital.

However, such percentage may be increased by a resolution of the Board of Directors until
the deduction reaches the share capital after which no further transfers should be made.

The statutory reserve is not available for distribution to shareholders.
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Number Number

Subsidiaries of shares of shares JHELE % paid Ownershllyp
2017 2016 :

Subsidiaries:

Jandool for trading & distribution company 18875 18875 10 USD 100% 75.5%

QCTC Company/ Canada 3550000 3550000 ICAD  100% 100%

Associated companies:

Accent company 20000 20000 1JOD 75% 20%

Access company 88000 88000 1JOD 100% 40%

United for International trade 980000 980000 100% 49%

2- Investments in other companies:

Number of Number of Book

Value % paid

Company Name sharesin  shares in
31/12/2017  31/12/2016

Palestine development and investment Company 2784 2784 1USD 100%
Al- Mashraq insurance Company 298387 298387 1USD 100%
Jerusalem real estate investment Co 74789 74789 1USD 100%
Palestine real estate investment Co 11000 11000 1JOD 100%
Bank of Palestine 421 411 1USD

Jerusalem Holding company 500 500 4000 ILS 93%
Palestine stock exchange company 19200 19200 1JOD 100%

During the year the Company bought the following shares that were reflected within the
above numbers:

31/12/2017 31/12/2016

QCTC company/ Canada - 2000000

During the year the Company and its consolidated subsidiary received 10 shares as
capitalized dividends from Bank of Palestine.

During 2016, the Company and its consolidated subsidiary received 54 shares as capitalized
dividends from Bank of Palestine.

J) Financial assets at fair value through other comprehensive income:

Available-for-sale financial assets are carried at fair value through other comprehensive
income plus acquisition costs on acquisition. They are subsequently revalued at fair value
at the reporting date. The change in fair value is also reflected in the consolidated statement
of comprehensive income. When these financial assets are disposed of, the cumulative gain
or loss previously recognized in the revaluation reserve of financial assets at fair value
through other comprehensive income is reclassified to retained earnings.

Financial assets for which a fair value cannot be reliably determined are stated at cost and
any impairment loss is recognized in the consolidated profit or loss statement.



h) Investment property:

The Group’s investment properties represent property acquired for the purpose of capital
appreciation and/or earning rental income. Property used for production, or supply of
goods, or services, or management objectives or sale in the ordinary course of business are
not included under investment property.

Investment properties are recognized as an asset when and only when:

. It is probable that future economic benefits associated with investment properties
will flow to the entity,

. The cost of investment property can be measured reliably.
The Group classifies its investment properties as follows:

- Property held for the purpose of capital appreciation. These investments include
land plots in Jericho area and in Beit Hanina/ Jerusalem area. These investments are
accounted for as follows:

. Jericho property: are stated at cost which approximates its fair value.

. Beit Hanina/Jerusalem property: are stated at cost until the development of a
housing project of 152 apartment units, where the subsidiary Azhar Real Estate
Development Company has completed the procedures of obtaining the approval of
the District Committee at Jerusalem Municipality and the other necessary approvals
and will begin the excavation work shortly.

During 2015, Azhar Company conducted an assessment of the property and the project by a
licensed property appraiser in Jerusalem who assessed the property without improvement tax
at 16 million ILS, the equivalent to 2905,000 JOD. The Company did not reflect the fair value
because it intends to change its use from investment property to inventory. IAS 40 paragraph
(57) requires the transfer from investment property to inventories when, and only when, there
is a change in use, evidenced by the commencement of development with a view to sale.

- Property held for leasing purposes and these include investments in property, land and
buildings. These investments are stated at fair value.

i) Investments in companies’ shares:

Investments in shares of companies are stated at fair value, according to the closing price
at the reporting date on Palestine Stock Exchange. Unlisted companies are stated at cost or,
according to the latest available financial statements. These investments include:

1- Investments in shares of unconsolidated subsidiaries and associates:

As noted in note 3 (f), control is achieved in subsidiaries when the company has power over
the investee, and has rights to variable returns arising from such participation, as well as the
ability to use power to influence its returns.

Associates are companies where the company has the ability to exercise effective influence
over its financial and operating policies and not to control these policies.

The investments of the Company and its unconsolidated subsidiaries and associates are
stated at fair value or at the latest audited financial statements of those companies:
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e the percentage of ownership of the Company in the share capital of the consolidated
subsidiaries are as follows:

C Ownership Issued share Share capital
ompany 5

capital currency

2017 2016

Arab Investors Company 76.20%  74.90% 9452328 JOD
JCC company/ Jerusalem 99% 99% 199999 ILS
Azhar company for real estate 50% 50% 100000 ILS
Arab Care company 31.79%  31.79% 1000000 JOD
Rift Valley for investment and 5450% 54.50% 2000000 JOD
development

* The consolidated subsidiaries operate in Palestine including East Jerusalem.
e The Company did not consolidate its financial statements with the other
subsidiaries for the following reasons:

- Al-Jandool company for Trade & Distribution since its operations have
been discontinued since 2007.
- QCTC/ Canada: Its fiscal year ends on April 30 of each year and no
information is available for the period from the date of the financial
statements until 31 December 2017.

o Basis of consolidation:

The consolidated financial statements of the Company and its subsidiaries by adding
all assets, liabilities and results of operations of the Company together with all
assets, liabilities and results of operations of its subsidiaries. All intragroup balances
and transactions, such as trade receivables and payables, investments, dividends,
profits and losses and any related items are eliminated in full on consolidation.

J Non-controlling interests are presented separately from owners of the Company.

g) Property, plant, and equipment:

Property, plant, and equipment, including plant and palm plant land are stated at cost
less accumulated depreciation and any impairment losses. Property, plant and equipment
(excluding land not depreciated) are depreciated on a straight-line basis over the estimated
useful life of the asset at annual percentage rates as follows:

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

- The estimated useful lives of these assets are reviewed at the end of each year with the
effect of any changes in estimate accounted for on a prospective basis.

- An item of 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. Gains
or losses arising from the sale or disposal of an asset are determined as the difference
between the sales proceeds and the carrying amount of the asset and is recognized in the
consolidated statement of profit and loss.



f) Consolidated financial statements:

The consolidated financial statements incorporate the financial statements of Jerusalem
Cigarette Company Public Limited Company and its controlled subsidiaries as at December
31,2017. Control is achieved when the company:

*  has power over investee;
e isexposed, 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.

When the Company has less than a majority of the voting rights of an investee, it has power
over the investee when the voting rights are sufficient to give it the practical ability to direct
the relevant activities of the investee unilaterally. The Company considers all relevant facts
and circumstances in assessing whether or not the Company’s voting rights in an investee
are sufficient to give it power, including:

- The size of the Company’s holding of voting rights relative to the size and dispersion of
holdings of the other vote holders.

- Potential voting rights held by the Company and other vote holders.
- Rights arising from other contractual arrangements.

- Any additional facts and circumstances that indicate that the Company has, or does not
have, the current ability to direct the relevant activities at a time that decisions need to be
made, including voting patterns at previous shareholders’ meetings.

Consolidation of a subsidiary begins when the Company obtains control over the subsidiary
and ceases when the Company loses control of the subsidiary. Specifically, income and
expenses of a subsidiary acquired or disposed of during the year are included in the
consolidated statement of profit or loss and other comprehensive income from the date the
Company gains control until the date when the Company ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income are attributed to the
owners of the Company and to the non-controlling interests. Total comprehensive income
of subsidiaries is attributed to the owners of the Company and to the non-controlling
interests even if this results in the non-controlling interests having a deficit balance.

When a the Group loses control of a subsidiary, a gain or loss is recognized in profit or
loss and is calculated as the difference between: (a) the aggregate of the fair value of the
consideration received and the fair value of any retained interest; (b) the previous carrying
amount of the assets (including goodwill), and liabilities of the subsidiary and any non-
controlling interests.

All the amounts previously recognized in other comprehensive income in relation to that
subsidiary are accounted for as if the Group had directly disposed of the related assets
or liabilities of the subsidiary (i.e. reclassified to profit or loss or transferred to another
category of equity as permitted by applicable IFRSs). The fair value of any investment
retained in the former subsidiary at the date when control is lost is regarded as the fair value
on initial recognition.

23




22

3- Summary of significant accounting policies:

a) Statement of compliance:

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

b) Basis of preparation:

The consolidated financial statements have been prepared on the historical cost basis
except for financial assets at fair value through other comprehensive income, investments
in company shares and part of investment properties that are stated at fair value at the
statement of financial position date.

The historical cost is generally based on the fair value of the consideration given for the
exchange of goods or 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.

In estimating the fair value of an asset or a liability, the Group takes into account the
characteristics of the asset or liability if market participants would take those characteristics
into account when pricing the asset or liability at the measurement date. Fair value for
measurement and/or disclosure purposes in these consolidated financial statements is
determined on such a basis, 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
in TAS 2 or value in use in IAS 36.

For financial reporting purposes, fair value measurements are categorized into level 1, 2
or 3 based on the degree to which inputs to the fair value measurements are observable
and the significance of the inputs to the fair value measurement in its entirety, which are
described as follows:

- Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets
and liabilities that the entity can access at the measurement date.

- Level 2 inputs are inputs other than quoted prices included within level 1, that are
observable for the asset or liability either directly or indirectly.

- Level 3 inputs are unobservable inputs for the asset or liability.

¢) The accounting policies adopted were consistent with those of the previous year except
where the Group applied the applicable new and revised International Financial Reporting
Standards.

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.



Amendments to IAS 12 Income Tax: Recognition of deferred tax assets for unrealized
losses.

The amendments clarify that unrealized losses on debt instruments measured at fair
value in the financial statements for which that tax base remains at cost give rise to
deductible temporary differences. Amendments also clarify that the carrying amount
of the asset does not limit the estimated future taxable profits. An entity should
compare the deductible temporary differences with future taxable profits excluding
tax deductions resulting from the reversal of those deductible temporary differences.

Amendments applied retrospectively.

Amendments to IFRS 12 Disclosures of Interests in Other Entities: Improvements to
Accounting Standards (December 2016)

The amendments clarify the scope of Standard No. 12 by specifying that the disclosure
requirements of the Standard, except those included in paragraphs 10b-16b relating
to summarized financial information, apply to any interests classified as held for sale,
held for distribution to owners or discounted transactions in accordance with IFRS 5
(Non-current Assets Held for Sale and Discontinued Operations).

Amendments are applied retrospectively.

Annual improvements cycle to International Financial Reporting Standards 2014-2016
relating to the following standards:

The standard Subject to amendment

IFRS (1) Adoption of International

Financial Reporting Standards for the Deletion of short-term exemptions for first time

first time adopters.
IAS 28 Investment in Associates and Measuring an associate or joint venture at fair
Joint Ventures value.

New and revised IFRS’s that are not mandatorily effective for the year ended December
31,2017 (but allow early application):

. IFRS 9 Financial Instruments.

. IFRS 15 Revenue from Contracts with Customers and Related Clarifications.

. IFRS 16: Leases.

. Amendments to IFRS 10 Consolidated Financial Statements and IAS 28
Investments in Associates and Joint Ventures: sale or contribution of assets
between an investor and its associate or joint venture.

. Amendments to IFRS 2 Share-based Payment: Classification and measurement
of share-based payment transactions.

. Amendments to IAS 40 Investment Property: Transfers of Investment Property.

. Amendments to IFRS 4 Insurance Contracts: Applying IFRS 9 Financial
Instruments with IFRS 4 Insurance Contracts.

. Interpretation of International Financial Reporting Standard No. 22: Foreign
Currency Transactions and Advance Considerations.
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JERUSALEM CIGARETTE COMPANY LTD.

BETHANY/JERUSALEM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31, DECEMBER 2017

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.

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.
And to carry out any industrial, commercial and investment projects and to own the
land, buildings, machinery, tools and vehicles necessary for its purposes, in addition to
the other goals set forth in its articles of incorporation.

The number of employees of the Company and its subsidiaries was 88 and 83 as of
December 31,2017 and 2016 respectively.

The Company’s board of directors approved the consolidated financial statements for
the year ended December 31,2017 at its meeting held on March 29,2018, and shall be
presented to the General Assembly at its annual ordinary meeting for approval by the
General Assembly on these consolidated financial statements.

2- Application of new and revised International Financial Reporting
Standards (IFRS’s):

A set of new and revised IFRSs entered into force on 1 January 2017, which had no effect on
the Group’s financial position, although there may be an impact on the accounting treatment
of future transactions.

Amendments to IAS 7 Statement of Cash Flows: Disclosure Initiative.

The amendments require an entity to provide disclosures that enable users of financial
statements to evaluate changes in liabilities arising from financing activities, including
both cash flows and non-cash changes.

These amendments apply prospectively. Entities are not required to present comparative
information for earlier periods when they first apply the amendments.



JERUSALEM CIGARETTE COMPANY LTD.
BETHANY/ JERUSALEM

Statement 5

Consolidated Statement of cash flows for the year ended 31 December 2017

2017 2016

JOD JOD
Cash flows from (used in) operating activities
Profit (loss) for the year before income tax- statement 2 445935 (362732)
Consolidated subsidiary balances - 93)
Adjustments:
Non-cash items:
Depreciation 713841 709294
Reserved for severance pay 17005 16129
Currency translation into JOD 200238 (209201)
Share of profit of associates - 447665
Non-controlling interest - (195558)
Changes in working capital:
Accounts receivable (2329220) (541577)
Inventory (507890) 757196
Other current assets 294283 (545806)
Accounts payable 519780 (1126977)
Other current liabilities 962448 1063308
Income tax paid (96652) (377325)
Severance paid (24050) -
Net cash flows from (used in) operations 195718 (365677)
Cash flows from (used in) investing activities
Purchases of property, plant and equipment (1124289) (145535)
Sale of property, plant and equipment 69084 216951
Net addition to investments (1064560) (369340)
Net cash flows from (used in) investing activities (2119765) (297924)
Cash flows from (used in) financing activities
Increase in Postdated checks and loans 2162229 1279494
Treasury stock (22095) 100
Net cash flows from (used in) financing activities 2140134 1279394
Net increase (decrease) in cash and cash equivalents 216087 615793
Cash and cash equivalent, beginning of year 884067 268274
Cash and cash equivalent, end of year 1100154 884067

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 2017

2017 2016

JOD JOD
Profit (loss) for the year- statement 2 393014 (379384)
Other comprehensive income:
Items that may be reclassified to profit or loss:
Currency translation into Jordanian Dinar 200238 (209201)
Changes in fair value of investments 12394 1119664
Total comprehensive income for the year 605646 531079
Attributable to:
Owners of the company 610461 460679
Non-controlling interest (4815) 70400
Total 605646 531079

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 2017

Note 2017 2016
JOD JOD
Sales 43757397 36669530
Cost of sales 26 (41528406) (35419295)
Gross profit 2228991 1250235
Leased property net revenue 20 352874 374903
Other revenues 21 162341 152419
Selling and distribution expenses 24 (340597) (204600)
General and administrative expenses 25 (1334225) (1010449)
Bank charges (579963) (390471)
Other expenses 23 (43486) (87104)
Share of profit of associates - (447665)
Profit (loss) before income tax 445935 (362732)
Income tax expense 15 (51821) (16684)
Income tax — previous years (1100) 32
Profit (loss) for the year 393014 (379384)
Attributable to:
Owners of the company 397829 (449784)
Non-controlling interest (4815) 70400
Earnings per share to owners of the company 0.040 (0.045)

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




JERUSALEM CIGARETTE COMPANY LTD.

BETHANY/ JERUSALEM
Note 2017 2016
JOD JOD
Liabilities and equity
Current liabilities
Due to banks 11 6421943 5783370
Accounts payable 12 3645474 3125694
Accrued expenses and credit balances 13 649337 588243
Cigarette banderol - Palestine 4046423 3481579
Cigarette banderol - Israel 617586 800966
Value added tax 3356967 2891721
Board of directors remuneration 103561 40667
Total current liabilities 18841291 16712240
Non-current liabilities
Bank loans 2274748 751092
Provision for severance pay 439992 307507
Total non-current liabilities 2714740 1058599
Total liabilities 21556031 17770839
Equity
Issued capital 17 10000000 10000000
Treasury stock (1142746) (1120651)
Statutory reserve 2805961 2745289
Voluntary reserve 3672098 3672098
Special reserve (repayment of loans and overdraft) 1000000 1000000
Retained earnings 18 1542888 1353511
Changes in fair value of investments 252609 240215
Currency translations into Jordanian Dinar 1054882 854644
Total equity attributable to owners of the company 191 2 18745106
Non-controlling interest 3628171 3632986
Total equity 22813863 22378092
Total liabilities and equity 44369894 40148931

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 2017

Note 2017 2016
JOD JOD
Assets
Current assets
Cash and cash equivalents 4 1100154 884067
Accounts receivable 5 12935927 10606707
Inventory 6 5705884 5197994
Prepaid expenses 10 311627 605910
Income tax 15 371874 328143
Total current assets 20425466 17622821
Non- current assets
Property, plant and equipment 9 7009734 6668370
Investment property 7 13557493 12535170
Financial assets at fair value 8 970 998
Investments in companies’ shares 8 3376231 3321572
Total non-current assets 23944428 22526110
Total assets 44369894 40148931
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e Obtain an understanding of internal control relevant to the audit 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 Group’s internal control.

o Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

e Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Group’s
ability to continue as a going concern. If we conclude that a material uncertainty exists,
we are required to draw attention in our auditor’s report to the related disclosures in the
consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may cause the Group to cease to
continue as a going concern.

*  Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial statements
represent the underlying transactions and events in a manner that achieves fair presentation.

We communicate with management regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

We also provide management with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable,
related safeguards.

From the matters communicated with management, we determine those matters that were of
most significance in the audit of the consolidated financial statements of the current year and
are therefore the key audit matters. We describe these matters in our auditor’s report unless
law or regulation precludes public disclosure about the matter or when, in extremely rare
circumstances, we determine that a matter should not be communicated in our report because
the adverse consequences of doing so would reasonably be expected to outweigh the public
interest benefits of such communication.

Report of Regulatory Requirements:

The company maintains duly organized accounting records that comply with applicable laws
and related regulations.

¢ (q WJE/L

Abla S. Maayah, CPA Ramallah on March 29, 2018
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. Loans to subsidiaries and associates:

This item was emphasized to ensure charging the borrower interest according to the effective
interest rate as obtained from local banks.

All inter-company interest and loans were eliminated upon consolidation.
*  Accounts Receivables:

Trade receivables and provision for doubtful accounts have been reviewed and analyzed in
addition to management’s collection procedures.

. Investment Property:

This item was focused on because it forms 56.62% of total consolidated non-current assets of
the group. We reviewed the valuation of these investments at fair value or cost in accordance
with management’s intention of use.

Responsibilities of Management for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal
control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to liquidate
the Group or to cease operations, or has no realistic alternative but to do so.

Management is responsible for overseeing the Group’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not
guarantee that an audit conducted in accordance with International Standards on Auditing will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to influence
the economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with International Standards on Auditing, we exercise professional
judgment and maintain professional skepticism throughout the audit. We also:

*  Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The
risk of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control.
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Independent Auditors' Report

To the Shareholders of Jerusalem Cigarette Company Ltd.

Opinion

We have audited the consolidated financial statements of Jerusalem cigarette Company Limited
and its subsidiaries (the group), which comprise the consolidate statement of financial position
as at December 31, 2017, consolidated statement of profit and loss, consolidated statement of
comprehensive income, consolidated statement of changes in equity and consolidated statement
of cash flows for the year then ended, and notes to the consolidated financial statements,
including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at 31 December 2017, and its
consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing. Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for
the Audit of the Consolidated Financial Statements section of our report. We are independent of
the Group in accordance with the International Ethics Standards Board for Accountant’s Code of
Ethics for Professional Accountants together with the ethical requirements that are relevant to our
audit of the consolidated financial statements in Palestine, and we have fulfilled our other ethical
responsibilities in accordance with these requirements. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the consolidated financial statements of the current year. These matters were addressed
in the context of our audit of the consolidated financial statements as a whole, and in forming our
opinion thereon ,and we do not provide a separate opinion on these matters.

Key audit matters that we focused on in our audit included:
. Banderol:

This item was emphasized because it represents the largest proportion of the cost
of producing cigarette packs. Purchased balances used in production and year-end
balance were reconciled to the balances of the resident customs’ officers.




Recommendations of the Board of JCC.

JCC Board recommends the following to the AGM
. That the AGM should approve and adopt this report of the Board.

. That the AGM should approve the Consolidated Financial Statements of JCC and
controlled companies

. That the AGM should approve the payment of due emoluments to JCC Board members
and approve the allocation of retained profits shown above to the Voluntary Reserves
of JCC and controlled companies after making all legal and due deductions.

Finally, we wish on your behalf to thank all the employees and staff of JCC and controlled
companies for all the hard work and dedication they have so generously given.

May 29,2018 “Mohammad Ali” M. Alami, Ph.D.

Bethany, Jerusalem Chairman of the Board



Land within the Auja Municipality area in the Jordan Valley amounting to 353 dunums.
Official permission has been obtained from the Palestinian Planning Department to
partition the land to tens of smaller parcels. Part of this land has been planted with
palm trees for the production of edible medjoul dates for the export market.

JCC is currently in the process of acquiring additional lands over and above those
mentioned above.

It should be mentioned that the ownership of the above Jordan Valley lands is owned by a
company called Rift Valley. JCC and AIC together own 86% of the fully paid up capital of
Rift Valley Company.

Negotiations are currently being undertaken to sell Azhar Property Development in a
phased manner . Included in the First phase is the sale of land and official licenses for
the construction of 56 flats. JCC intends to sell land under a Second phase which would
include land and licenses for 96 flats. When completed the proceeds from these sales would
allow JCC to considerably reduce its financial exposure. This would, in turn, considerably
reduce bank interest paid by JCC which amounted to JD580,000 (five hundred and eighty
thousand dinars) in 2017.

JCC intends to sell some land parcels it owns in the Jordan Valley when the said lands
have completed their official registration process (Tapu) in Jericho. The Board of your
Company assures you that investment in land is the most appropriate way of bolstering
JCC'’s financial position until such time the Palestinian Authority undertakes proper and
efficient measures to combat tobacco smuggling, local and foreign.

Financial men

Included in this report are consolidated financial statements for JCC and other companies
controlled by JCC. These statements have been audited by the auditor duly appointed and
authorized by you at the last AGM. These statements include statements from all companies
that have been audited up to 31 December of 2017.

The statements show the noticeable improvement in financial performance of JCC in
spite of the fact that production and sale of the reduced price brand (Liberty) had started
only in mid 2017. JCC has managed to achieve a consolidated profit of nearly JD400,000
notwithstanding that it incurred a loss of JD380,000 in 2016. It is expected that JCC will
increase its profit for the current year (2018) as a result of cost reductions, especially those
related to interest payments. In addition it is hoped that cigarette sales, normal and reduced
price, will increase during the year.




The Liberty brand did indeed sell reasonably well when it was first launched in mid 2017.
Currently, however, its sales are modest as a result of several factors. First is the continuing
massive illegal smuggling and sale of locally grown tobacco into the Palestinian market.
Second is that foreign manufactured packed cigarettes are still being smuggled in huge
quantities and are being sold at very low prices. The Liberty brand could not adequately
compete with the smuggled brands because first it contained only locally grown tobaccos,
as stipulated by the Ministry. Second the locally grown tobacco sold to the purchasing body
and delivered to the manufacturers was frequently of poor quality, even by the standards
of locally grown tobaccos. No amount of treatment by JCC to improve the blend made
exclusively from locally grown tobacco could improve the said blend beyond a certain point.

As for sales of the Liberty brand to Gaza, the end of 2017 saw good repeat sales in spite of
considerable difficulties in making deliveries to Gaza through the crossing points between
Gaza and the West Bank. However, deliveries to Gaza since then have been almost wholly
interrupted as a result of the failure of the political reconciliation talks between various
political parties in Gaza and the West Bank. Liberty brand is now solely dependent on sales
to the West Bank with all the attendant problems of unrestrained smuggling.

We hope that the authorities will evaluate the current problems and adopt whatever measures
are necessary to stem the said smuggling, local and foreign, and thereby to considerably
increase the Palestinian Authority’s income from excise duties on legal sales.

JCC has carried on manufacturing and selling its own usual brands in the West Bank and
in the Israeli market, but not to the Gaza market. JCC managed to achieve a good increase
in sales to the Israeli market.

In ments of

JCC’s investments are largely concentrated in its holdings of Arab Investors Company
(AIC) and in whatever lands it owns , along with AIC, in Jerusalem and in the Jordan
Valley. JCC owns 74.94% of the shares of AIC whose issued and fully paid share capital
amounts to 9,452,328 shares of 1 JD each at par . The attached schedule shows the details
of JCC investments. It should be noted that JCC together with AIC own most of the
properties enumerated below in a manner that gives JCC full control over the disposition
of these lands and investments :-

Azhar Property Development which own land in Beit Hanina , Jerusalem. Azhar has
been granted planning permission by the relevant Israeli zoning authorities to build
152 (one hundred and fifty two) flats in accordance with the Zoning Plan.

Nwei’mah Project, Jericho . The land extends to 27,991 square meters and is now
undergoing the necessary legal process to partition it. It is proposed to build a tourist
/ commercial shopping mall on one part, and residential properties on another.



Report of the Board of Directors of JCC

to the AGM for the year ending 31 December 2017

Dear Shareholders,

We are glad to welcome you to this ordinary Annual General Meeting to discuss the Report
of the Board, the Profit and Loss Report and the Balance Sheet as well as other topics
enumerated in the letter of invitation to the AGM which has been sent to you.

Sales and Markets.

2017 saw a significant improvement in JCC sales which reflected positively on its financial
situation. This improvement came about as a result of a plan devised and implemented
by the Palestinian Authority Ministry of Finance whereby JCC was commissioned by the
Ministry to manufacture a new brand of cigarettes named “Liberty” which is exclusively
owned by a company called PIDCO ( Palestine Investments and Development Co. ). The
Ministry stipulated that this brand (Liberty) was subject to lower excise duties , to be sold
at a low price and to include only tobacco leaf grown in the West Bank by Palestinian
farmers. Utilizing its long experience and modern machinery, JCC on its part treated the
said tobaccos as best as it could to make it acceptable to the smokers.

The Ministry’s plan for Liberty allocated different tasks to different parties. It contracted
with one company to purchase tobacco from local farmers, to be responsible for the
payment of due excise duties and to deliver other raw materials to the manufacturers,
JCC merely being one of them. The Ministry also contracted out the sales and distribution
of the brand in the Palestinian market. It also allocated the manufacture of the brand to
local manufacturers in return for a fixed sum per packet. Local manufacturers as well the
importers of foreign brands were allocated a share of sale proceeds.

The main aim of launching the Liberty brand was to reduce the illegal smuggling of locally
grown tobacco, as well as foreign manufactured cigarettes illegally smuggled into the local
market. The basic premise was that the reduced price of the Liberty brand in the West
Bank and Gaza would attract the smokers away from both illegal local tobacco and from
smuggled manufactured cigarettes, whether foreign or domestic.
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ANNUAL GENERAL MEETING
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On Tuesday the 10™ of July 2018

Agenda:
1. Presentation of the Board of Director’s report for the year ending 31 December
2017 for approval by the Annual General Meeting.
2. External Auditor’s report for the year 2017.

3. Presentation of the financial statements for the year 2017 for approval by the
Annual General Meeting.

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

5. Election of the External Auditor for the Year 2018.
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