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JERUSALEM CIGARETTE COMPANY LTD.
BETHANY/JERUSALEM

Statement 5

Consolidated Statement of cash flows for the year ended 31 December 2018

2018 2017

JOD
Cash flows from (used in) operating activities
Profit for the year before income tax- statement 2 26990
Board of directors remuneration refund 8250
Adjustments:
Non-cash items:
Depreciation 723521
Reserved for severance pay 6656
Currency translation into JOD 684827
Share of profit of associates 15202
Non-controlling interest (95000)
Changes in working capital:
Accounts receivable 116584
Inventory (3435374)
Other current assets (295048)
Accounts payable 1415632
Other current liabilities (1040344)
Income tax —paid (92765)
Severance pay- paid -
Net cash flows from (used in) operations (1960869)
Cash flows from (used in) investing activities
Purchases of property, plant and equipment (341807)
Sale of property, plant and equipment -
Net addition to investments (13420006)
Net cash flows from (used in) investing activities (1683813)
Cash flows from (used in) financing activities
Increases in post dated cheques and loans 3513248
Treasury stock (54860)
Net cash flows from (used in) financing activities 3458388
Net increase (decrease) in cash and cash equivalents (186294)
Cash and cash equivalent, beginning of year 1100154
Cash and cash equivalent, end of year 913860

JOD

445935

713841
17005
200238

(2329220)
(507890)
294283
519780
962448
(96652)
(24050)
195718

(1124289)

69084
(1064560)
(2119765)

2162229
(22095)
2140134
(216087)
884067
1100154

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 2018

2018 2017

JOD JOD
Profit for the year- statement 2 13546 393014
Other comprehensive income:
Items that will not be reclassified to profit or loss:
Currency translation into Jordanian Dinar 684827 200238
Changes in fair value 189087 12394
Total comprehensive income for the year 887460 605646
Attributable to:
Owners of the company 916977 610461
Non-controlling interest (29517) (4815)
Total 887460 605646

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 2018

2018 2017

JOD JOD
Sales of cigarettes 44044966 43757397
Cost of sales (42126893) (41528406)
Gross profit 1918073 2228991
Net revenues of leased property 349612 352874
Other revenues 90871 162341
Selling and distribution expenses (383036) (340597)
General and administrative expenses (1377013) (1334225)
Bank charges (511183) (579963)
Other expenses (45132) (43486)
Share of profit of associates (15202) -
Profit for the year before income tax 26990 445935
Income tax expense (11321) (51821)
Income tax — previous years (2123) (1100)
Profit for the year 13546 393014
Attributable to:
Owners of the company 43063 397829
Non-controlling interacts (29517) (4815)
Earnings per share-owners of the company 0.004 0.040

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




JERUSALEM CIGARETTE COMPANY LTD.
BETHANY/ JERUSALEM

2018 2017

JOD JOD

Liabilities and equity
Current liabilities
Due to banks 9817557 6421943
Accounts payable 5061106 3645474
Accrued expenses and other liabilities 682278 649337
Cigarette banderol - Palestine 4042201 4046423
Cigarette banderol - Israel 581490 617586
Value added tax 2321201 3356967
Board of directors remuneration 106360 103561

Total current liabilities 22612193 18841291
Non-current liabilities
Bank loans 2392382 2274748
Provision for severance pay 395826 439992
Total non-current liabilities 2788208 2714740
Total liabilities 25400401 21556031
Equity
Issued capital 10000000 10000000
Treasury stock (1197606) (1142746)
Statutory reserve 2808660 2805961
Voluntary reserve 3672098 3672098
Special reserve (repayment of loans and overdraft) 1000000 1000000
Retained earnings (2277402) 1542888
Changes in fair value 441696 252609
Currency translations into Jordanian Dinar 1739709 1054882
Total equity attributable to parent 16187155 19185692
Non-controlling interest 3503654 3628171

Total equity 19690809 22813863
Total liabilities and equity 45091210 44369894

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 2018

2018 2017

JOD JOD

Assets
Current assets
Cash and cash equivalents 913860 1100154
Accounts receivable 8899617 12935927
Inventory 9141258 5705884
Prepaid expenses 606675 311627
Income tax 451195 371874

Total current assets 20012605 20425466
Non- current assets
Property, plant and equipment 6710193 7009734
Investment property 14847951 13557493
Financial assets at fair value through other 3520461 3377201

comprehen-sive income
Total non-current assets 25078605 23944428

Total assets 45091210 44369894
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Centified Public Accountants.
e 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 company’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 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 Company to cease to continue as a going concern.

o Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the 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 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 communications.

Report of Regulatory Requirements:

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

Abla S. Maayah, CPA Ramallah on March 26, 2019

é{q WL}Q/L,\
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Centified Public Accountants

. Loans to subsidiaries and associates:

This item was emphasized to ensure collecting interest from the borrowing companies
according to the effective interest rate as obtained from local banks.

Interest and loans between the parent and the consolidated subsidiaries were eliminated.
*  Accounts Receivables:

Trade receivables and provision for doubtful accounts have been reviewed and analyzed in
addition to management’s collection procedures, all in accordance with IFRS (9).

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 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
company’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 company or to cease operations, or has no realistic alternative but to do so.

Management is responsible for overseeing the company’s consolidated 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 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:

e 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.

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 Company’s internal control.



A Correspondent of Crowe Horwath International

Mmoo dejeo

Maayah&CO.

Cenified Public Accountants

Independent Auditors' Report

To the Shareholders of Jerusalem Cigarette Company Ltd.

Opinion

We have audited the consolidated financial statements of Jerusalem Cigarette Company Ltd. (the
company), which comprise the consolidated statement of financial position as at December 31,
2018, 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 financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the Company as at December 31, 2018 and its financial performance and its
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
Financial Statements section of our report. We are independent of the Company 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 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 financial statements of the current year. These matters were addressed in the context
of our audit of the 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:
e Banderol:

Banderol represents the largest proportion of the cost of producing cigarette packs. Purchased
balances were reviewed from orders sent to Customs Department and compared with the
receipt and payment vouchers.

In addition, year end balances were matched to the balances of the resident customs’ officers.




Recommendations of the Board of Directors

The Board of Directors of Jerusalem Cigarette recommends the following:
1. To approve the Board of Directors’ Report for the year 2018.

2. To approve the financial statements for the year 2018 as prepared by the
company’s auditor.

3. To transfer the realized profits of 2018 to the company’s voluntary reserves after
deducting what is needed for the obligatory reseves or otherwise as stipulated by law.

4. To transfer all non obligatory reserves to the voluntary reserves after covering all
previous losses mentioned in the attached statements as permitted by law.

The Board wishes to express its gratitude to all employees of the company for their dedicated
efforts. The Board also thanks the company’s shareholders for their long patience and strong
determination in meeting the formidable encountered challenges and difficulties of the past
few years and which were largely attributed to smuggling. We are confident that the company’s
financial situation will be greatly improved as a result of the new measures described above.

Bethany - Jerusalem Dr. ¢ Mohammad Ali”” Mustafa Alami
27 March, 2018 Chairman of the Board of Directors



The Financial standing of the company and its financial statements for the year 2018

The phenomenon of tobacco and cigarette smuggling continued in the local markets during
the past year resulting in continued decline in sales. The reduced-excise brand “Liberty”
contributed to some measure in gaining some grounds from smuggled cigarettes. However,
the benefits to your company were very much limited due to modest sales and inadequate
marketing efforts by the distributor. Accordingly, the financial return manufacturing
benefits were very limited. Also, no benefit from the distribution operations were obtained.
Thus JCC total financial return for this brand was below the required level over the past
two years.

Nevertheless, your company continued to meet its financial obligations with regard to its
tax payments in 2018. The total amount paid to the treasury for excise tariff alone exceeded
33 million Dinars, despite the company’s suffering from rampant smuggling in the markets.
Your company has also met its financial obligations to local banks as well as the suppliers.

Jerusalem Cigarette Company financial statements for the year 2018 were prepared by
the official auditor elected by shareholders. These statements indicate that the company
was able to continue controlling its expenses. Bank interest payments also registered a
decline of 13%. These are expected to drop further this year as a result of the reduction of
the company’s total debts and expected profit increase. The attached statements indicate
that the company has achieved a profit of 225,794 Jordan Dinar which is less than those
achieved in 2017.This was in part due to the increase in the production costs for 2018.

Attached are the consolidated financial statements for the year 2018 for JCC and its
subsidiaries as prepared by the auditor.

The General Assembly extraordinary meeting

Pursuant to the Board of Directors’ report dated 21/5/2019 , and for the purpose of facilitating
the all operations of Jerusalem Cigarette Company’s subsidiaries and associates, especially
with the finanancial banks, the Board of Directors recommends to add the following to Item
Eight of the Memorandum and Aritcles of Association of Jerusalem Cigarette Company
Article No. 20.

“The Company shall be entitled, pursuant to a decision issued by the Board of Directors,
to guarantee legal persons to banks, lending institutions, financial and banking institutions,
the land Registration Department and any official or municipal department operating
in Palestine, within the limits and restrictions permitted by the company’s regulations,
the companies law and decisions of the Board of Directors, but without this guarantee
exceeding the capital of the company.”




In view of the continuously declining purchasing power of the Palestinian consumer, the
prosects of offering a cigarette brand at less than one third the price of normally taxed
cigarettes is most significant. This reduced consumer price will also pose a fomidable
challenge to smuggled cigarettes as well as provide farmers with an alternative, yet legal,
outlet for their produce.

Company Investment

The management of your company has further pursued its non-tobacco investment efforts,
with particular attention paid to development and purchases of land parcels via private
companies established for the purpose. Negotiations continued with respect to the sale
of Azhar Real Estate Development project in Beit Hanina. The sale deal is expected to
be signed with the buyer during 2019. This will reflect positively and effectively on the
company’s financial position. Also, the company is currently following up procedures
related to the land parcel in Nwei’mah (Jericho), and drawing plans to re-organize the area
via partitioning into smaller parcels in preparation for their sale. It is worth mentioning that
parts will be earmarked for commercial and tourism development. It is hoped that these
efforts will be completed during the year 2019 or early 2020.

Your company continued efforts to develop its investments in Al Auja area of the Jordan
Valley. During the past year, property title deeds (Tapu Registration) were issued by the
Land Department in Jericho for all the land plots within the large partitioned land area of
352 k sq.m. Thousands of palm trees were also planted while securing the necessary water
resources for the purpose. All efforts were conducted via a private operating company
known as “Rift Valley Company”, predominantly owned by JCC and the Arab Investors
Company. It has been deemed necessary to raise the capital of this company from two
million to ten million Jordanian Dinars. This was completed earlier this year (2019). JCC
paid its share of the increased capital via the direct sale to Rift Valley of owned land
parcels in Al-Auja. Official approval for this sale was granted. Consequently, no direct
cash obligation was incurred. “Rift Valley Company” will continue its efforts to acquire
more land parcels in the area.

Your company sold nearly all its shares in public shareholding companies, yet has
maintained its large controlling stake in “The Arab Investors Company”, (nominal capital
value of 7.2 million Jordanian Dinars). JCC owns about 77% of the capital of this company.
Your company’s shares in “Al Mashreq Insurance Company” have also been retained. The
financial position of this company has significantly improved in the last few years, with a
notable increase in its share price in the local stock market.



JERUSALEM CIGARETTE COMPANY LTD.

Board of Director’s Report
Financial Year 2018

Dear Shareholders,

Following is the Board of Directors’ report, the balance sheet, the profit/loss accounts for
the financial year 2018. Also included are other topics for discussion and decision by the
General Assembly of the company’s shareholders during their ordinary and extra-ordinary
meetings to be held on 9" July, 2019.

Sales and Markets

During 2018 and early 2019, The Council of Ministers of The Palestinian Authority took
several decisions for the purpose of regulating the tobacco and cigarette sector within its
jurisdiction. It was decided to cancel the franchise of the distribution company authorised
to market and sell the cigarette brand “Liberty”. This brand, which was manufactured
by JCC, but not authorised to distribute it, was accordingly halted early in 2019. There
followed a series of official decisions, outlined below, whereby a new brand would be
manufactured and distributed.

A new brand called “Capital” was authorised. This brand was granted an even more reduced
excise tariff and lower consumer price than those granted to “Liberty”. JCC was given the
exclusive manufacturing rights. The new brand would use predominantly locally grown
tobacco and include some high quality imported leaf. A new distribution and marketing
company was set up for the purpose, with JCC owning nearly 40% of its capital. This
company also includes sharholders drawn from importers of manufactured ciagarettes
and some distributors. Your Board is convinced that these new arrangements will lead to
a significantly improved position for JCC; the appreciably reduced excise tariff, the lower
consumer price, and the efficient distribution channels will all result in very significant sales
of the new brand. The fact that JCC will maintain the exclusive rights of manufacture is also a
noteworthy achievement. The brand “Capital” is expected to be launched early in July, 2019.

Your company is currently completing its technical prepartions for the production of the
said brand. It imported equipment and machinery for the treatment of the locally grown
tobacco with the aim of removing impurities and making improvements to taste. It is
also pursuing with the help of experts from international companies, ways and means to
improve the cultivation of local tobacco and upgrade its qualification for usage in reduced-
excise cigarette brands. The main objective is to maintain and control the cultivation of
tobacco, and thus continue to be supportive to farmers.







JERUSALEM CIGARETTE COMPANY LTD.
JERUSALEM

THE GENERAL SHAREHOLDERS MEETING
JCC Main Office

Tuesday, July 9" 2019

Agenda:
1. Presentation of the Board of Director’s report for the year ending 31 December
2018 for approval by the General Shareholders Meeting.
2. External Auditor’s report for the year 2018.

3. Presentation of the financial statements for the year 2018 for approval by the
General Shareholders Meeting.

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

5. Election of the External Auditor for the Year 2019.
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