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33- Subsequent events:

e Subsequent to the date of the financial statements, the world was exposed to the new
Covid-19 pandemic, which Palestine was not immune from. Although it affected most
economic sectors, the group’s management does not expect it to have an impact on the
parent’s business during 2020, however it may affect the results of the consolidated
subsidiaries, but it cannot assess the impact at the current stage.

34- The Board of Directors approved the attached consolidated financial statements virtually
as a result of the declared state of emergency in Palestine, to be presented to the General
Assembly at its regular annual meeting to obtain its approval on these consolidated
financial statements.




32- Financial instruments:
a. Capital management:

The group manages its capital to ensure that it will be able to continue as a going concern 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 comprises issued capital, reserves,
and retained earnings, in addition to loans after the offset of cash and cash equivalent.

e 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 below:

(1) 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 also periodically reviews tenant receivables and
takes legal measures against the defaulters in a way that guarantees the right of the
group. The group is considering the capitalization of related party loans who are
defaulting on payment.

(i1) 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% per
annum, it also borrowed funds from local banks at interest rate of 5% - prime plus 8.4%
per annum, and this results in committing to payment of 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 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: The group is exposed to exchange rate risk due to having the
parent’s purchases of tobacco and raw materials in foreign currencies: US dollars,
euros and sterling pounds, while its sales are in ILS.

(vi) Risk of raising the price of tariffs and banderol on cigarettes: The parent 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.




29- Related party transactions:

The group considers any unconsolidated subsidiary or associate, board members and main

employees of the group as related parties.

Transactions and balances with related parties were as follows:

2019 2018
JOD 1[0)))
Balances included within receivables/ payables:
Balances included in accounts receivables 8047161 9658323
Loans granted to subsidiaries without guarantees 4387361 991768
Balances included in accounts payable 826080 234656
Investments in subsidiaries and associates 2609007 2629260
Board of directors and main employees:
Employee loan without sufficient guarantee 277713 196466
Board of directors expenses (*) 66887 61446
Salaries and benefits of senior management 675328 518340

including severance pay

(*) Each board of directors’ member receives ten thousand US dollars as allowance for transportations and other

expenses based on the number of sessions attended by each.

30- Operating Segments:

The group is in the business of producing and marketing cigarettes, starting a palm plantation,
managing unconsolidated subsidiaries and associates, investing in companies’ share capital
and managing leased and non-leased property, the results of which were as follows:

g Palm Management _Investfnent
Production Jantation fee 1D equity &  Total 2019  Total 2018

plan property
JOD JOD JOD JOD 1[0))) JOD
Sales 53561534 - - - 53561534 44044966
Cost of sales (51448501) - - - (51448501) (42126893)
Other revenues 6265 - 190951 599480 796696 440483
Administrative (1000132)  (218714) - (203956) (1512802) (1377013)

expenses

Selling expenses (443771)) - - - (443771)  (383036)
Bank charges & interest (433620) (839) - (591) (435050) (511183)
Other expenses - (71643)  (181858) (103772)  (357273) (60334)
Profit for the year 151775 (291196) 9093 291161 160833 26990

31- Scope of assets and liabilities:

The group’s scope of assets and liabilities are concentrated in Palestine, including Jerusalem.

The group has investments in Israel and Canada.




27- Production cost:

2019 2018
JOD 1[0)))
Raw materials- beginning of year 2270007 2543453
Tobacco- beginning of year 1841404 2357733
Purchases of raw materials 1569547 6506776
Purchases of tobacco 1022548 1216544
Raw materials- end of year (2454269) (2270007)
Tobacco- end of year (2181580) (1841404)
Cost of raw materials and tobacco used in production 2067657 8513095
Bandarol- beginning of year 16335 43702
Purchases of bandarol 40324276 33175685
Bandarol- end of year (7653) (16335)
Cost of bandarol used in production 40332958 33203052
Cost of raw materials, tobacco and bandarol used in 42400615 41716147
production
Work in process- beginning of year 496668 425007
Work in process- end of year (475979) (496668)
Cost of materials used in production 42421304 41644486
Salaries, wages and benefits 881795 818715
Other operating expenses- note( 28) 1395248 1325693
Total production cost 44698347 43788894
28- Other operating expenses:
2019 2018
JOD 1[0)))
Spare parts, maintenance and repairs 5250 25763
Postage and telephone 6137 4893
Electricity and water 59658 61471
Fuel for generator 36717 48198
General maintenance 29805 45686
Bank interest and charges 492147 419307
Insurance 121725 120238
Financial Consultancy 26561 -
Waste water expenses 10505 15267
Transportation 21015 42174
Cleaning 2782 1792
Workers medications 1039 1108
Workers clothes 273 2210
Hospitality 17745 16055
Miscellaneous 280 -
Depreciation- note 9 563609 521531

1395248 1325693




24- Selling and distribution expenses:

2019 2018

JOD JOD

Salaries and wages 203312 150161
End of service payments 5292 31984
Rent 20223 8763
Vehicle expenses 151940 135796
Vehicle lease expense 27672 26588
Postage and telephone 14293 11180
Depreciation for the year- note 9 21039 18564
443771 383036

25- General and administrative expenses:

2019 2018

JOD 1[0)))

Salaries and other benefits 858733 864787
Professional consultancy 172649 -
Professional fees 24139 24162
Legal fees and consultations 15121 43331
Fees and licenses 67804 106935
Palestine Stock Exchange expenses 9244 11341
Printing and stationery 16380 9893
Postage, telephone and internet 25688 18000
Electricity and water 10123 2586
Donations 88295 63696
Rent 40141 49479
Market and appraisal expenses 5816 12440
Board of directors expenses 60265 61446
Computer maintenance and expenses 7835 29510
Maintenance and repairs 4520 4880
Travel and transportation 6525 4622
Vehicle expenses 31300 26850
Advertisement 590 1680
Hospitality 11830 10703
Miscellaneous 36696 11592
Depreciation for the year- note (9) 19108 19080
1512802 1377013

26- Cost of sales:

2019 2018
JOD JOD
Finished goods- beginning of year 4356839 213183
Purchases of finished goods 2797396 2481655
Production cost- note (27) 44698347 43788894
Finished goods- end of year (404081) (4356839)

51448501 42126893




20- Property rental income:

2019 2018
JOD 1[0)))
Rent 49285 67818
Clinics lease 394310 389158
Property expenses- note 22 (61357) (121960)
Net property rental income 382238 335016
Car parking income 14103 14596
396341 349612
21- Other revenues:

2019 2018
JOD 1[0)))
Management fee from unconsolidated subsidiaries 190951 47389

and associates
Services fees collected from tenants 105436 -
Knowledge tax collected from tenants 14187 5032
Dividends 5676 835
Profit on sale of vehicles 6265 -
Currency differential - 37615
Unpaid severance pay 4573 -
327088 90871

22- Property expenses:

2018

JOD

Depreciation on leased medical equipment- note 9 25382 82173
Insurance 3100 3100
Property tax 21510 21126
Municipal fees and licenses 7787 7118
Other 3578 8443
61357 121960

23- Other expenses:

2019 2018
N[0))) 1[0)))
Unconsolidated subsidiaries and associates 181858 45132
expenses
Other services expenses 103772
Currency differential 71643

357273 45132




16- Bank loans:
During the year the company obtained the following loans:

a. Aloan in the amount of four million ILS, payable on 12 monthly installments with grace
period of six months and at prime rate plus 8.4% annual interest rate.

b. Aloan in the amount of one million US dollars, payable on 12 monthly installments with
grace period of three months and at an interest rate of 5% annually.

The non-current portion of loans as at 31 December 2019 and 2018 was 1191098 JOD and
2392382 JOD respectively.

17- Share capital:

During 2011, the Parent 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 ownership as
at May 23, 2011, also 3535 shares representing share fractions were sold on Palestine Stock
Exchange for 1.50 JOD per share after which,, 3535 JOD were recorded to the capital account
while the remainder was added to the retained earnings.

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

18- Retained earnings:

2019 2018
1[0))) JOD
Balance- beginning of year (2277402) 1542888
Effect of applying IFRS (9) - (3919726)
Balance- beginning of year- restated (2277402) (2376838)
Attributed to owners of the company:
Profit for the year- statement 2 184273 43063
Severance pay provision differentials (16067) 50822
Transferred to statutory reserve (16083) (2699)
Board of directors remuneration for the year 2017 - 8250
(2125279) (2277402)

19- Contingent liabilities:

The company’s tax years 2007- 2008 are still pending before the income tax Court of Appeal.
According to the company’s legal advisor, no provision needs to be taken.




14- Provision for severance pay:

2019 2018
JOD 1[0)))
Parent company:
Balance- beginning of year 334251 385073
Provision adjustments based on last salary (*) 16067 (50822)
Balance- end of year 350318 334251
Consolidated subsidiaries:
Balance- beginning of year 61575 54919
Provision for the year 28859 6656
Payments during the year (25254) -
Unpaid provision (4573) -
Balance- end of year 60607 61575
410925 395826

(*) The parent company’s policy in dealing with provision for severance pay is to allocate from or (to) retained earnings.

15- Income tax:

2019 2018

JOD JOD
Balance- beginning of year, paid in advance 451195 371874
Provision for the year (*) (16715) (11321)
Additional provision- previous years - (2123)
Transferred to value added tax department (25347)
Paid during the year with ILS deferential 69901 92765
Balance- end of year/ paid in advance 479034 451195

(*) Income tax provision on the parent’s operating profit is calculated on the basis of 50% of the income tax rate since
the company was awarded this incentive, according to what has been referred to in Note (3) (m), while, non operating
profit is calculated on 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 profit in accordance with
the Income Tax Law:

2019 2018

JOD A[0)))
Accounting profit 160833 26990
Share_ of profit of unconsolidated subsidiaries and (73267) 15202
associates
Unacceptable expenses (968) 19331
Dividends net of exempt revenues expenses (4541) (668)
Profit in accordance to income tax law 82057 60855
Income tax after reducing property tax 16715 11321

- The company’s tax years 2012-2018 are still under review with the tax department. Most of
the consolidated subsidiaries have reached settlements of their tax files up to 2008.



10- Other debit balances:

2019 2018
JOD 1[0)))
General insurance 107882 68335
Promotional campaigns 693330 538340
Bank charges 3532 -
804744 606675

11- Due to banks:
2019 2018
JOD 1[0)))
Arab Bank 794246 654042
Cairo Amman bank 3282120 2929943
Al-Quds Bank 1081794 698073
Hapoalim Bank 223718 216459
Bank of Palestine 6 -
5381884 4498517
Current portion of loans (*) 2834079 5319040
8215963 9817557

(*) Please see note (16).

12- Accounts payable:

2019 2018

JOD A[0)))

Customers and suppliers 3869185 3716314
Employees and employee committees 78238 392949
Shareholders 805780 741344
Loans to associates 578356 64445
Unearned revenues 10989 100161
Post dated checks 842205 45893
6184753 5061106

13- Accrued expenses and other credit balances:

2019 2018

JOD JOD
Salaries and benefits 4200 3859
Professional and legal fees 44460 43141
Electricity, transportation and maintenance 5266 3459
Rent paid in advance 21784 40024
Other 47011 575084
Income tax/ discount at source 4220 9545
Payroll tax 13857 7166

140798 682278
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6- Inventory:

2019 2018

JOD JOD

Raw materials 2454269 2270007
Tobacco 2181580 1841404
Bandarol 7653 16335
Work in process 475979 496668
Finished goods 404081 4356839
Spare parts 265907 160005
5789469 9141258

7- Investment property:

2019 2018
JOD JOD
Auja land/ Jericho 2472996 2384465
Nuwe’meh land/Jericho 888030 802950
West Well Land/ Jericho 1030938 914231
Al-Quds Center and Shatara building 5305745 5305745

Net book value of buildings, elevators, electrical

and mechanical equipment 2381749 2381749
Addition to elevators 6643 6643
Beit Hanina property and project expense (*) 3777761 3052168

15863862 14847951

(*) The subsidiary, Azhar for real estate development has completed the licensing procedures for setting up a housing
project in the Beit Hanina area (see note 3 h).

8- Financial assets at fair value through other comprehensive income:

2019 2018

110))) JOD
Unconsolidated Subsidiaries and associates:
United for International Trade 980000 980000
Jandool for Trade and Distribution 133824 133824
QCTC/ Canada 1441242 1441242
Accent for Marketing and Consulting 15000 15000
Axis for Communication and Information Technology 38941 59194
Sub-total 2609007 2629260
Other Companies
Al-Mashreq Insurance 503504 423113
Palestine Investment & Development 2171 2527
Palestine for Real Estate Development 4180 4730
Jerusalem for Real Estate Development 14847 15908
Bank of Palestine 608 693
Jerusalem Holding Company/ Jerusalem 410214 376847
Palestine Stock Exchange 66703 67383
Capital Tobacco Company 288521 -
Sub-Total 1290748 891201

Total 3899755 3520461




4- Cash and cash equivalent:

2019 2018
JOD JOD
Cash on hand 297429 225268
Checks on hand 394745 471020
Deposits and balances at banks in ILS 82581 188803
Deposits and balances at banks in JOD 7228 383
Deposits and balances at banks in USD 47107 27673
Deposits at banks in other currencies 58 713
829148 913860
5- Accounts receivable:
2019 2018
JOD JOD
Customers and suppliers (1) 9503334 10910756
Rent receivable 42470 73591
Provision for expected credit losses (4742702) (4357800)
Net customers and suppliers 4803102 6626547
Employees and employee committees 288357 202174
Loans to unconsolidated subsidiaries and associates 4387361 2068744
Refundable deposits 2152 2152
9480972 8899617
(1) This item includes payments on account of raw material purchases.
Change in the provision for expected credit losses was as follows:
2019 2018
JOD R[0)))
Beginning of year balance 4357800 473343
Application of IFRS (9) - 3919726
Beginning of year balance- restated 4357800 4393069
Currency differential 384902 (35269)
End of year balance 4742702 4357800

The Group calculates a provision for trade receivables for which there has been no movement for more than 365 days.

The account receivable amount, which are not impaired is as follows:

2019 2018
JOD JOD
From 1- 90 days 1372288 2403241
From 91- 180 days 126356 1577424
From 181- 365 days 3304458 2645882

4803102 6626547




t) 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.

u) Income tax:

Income tax provision is calculated according to the legal rate as specified in the Income Tax
Law no. (8) For the year 2011, taking into account the incentives granted to the Parent company
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 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.

v) 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 for the year.

w) Fair value:

For the purposes of preparing the financial statements, fair value measurements are categorized
into Level 1, 2 or 3 based on the degree of clarity of the inputs in relation to fair value
measurements and the importance of these inputs to fair value as follows:

. The first level inputs are quoted prices (unadjusted) in active markets for identical
assets and liabilities that the entity can obtain at measurement date.

. The second level inputs are those inputs not covered in the first level that can be
observed directly or indirectly.

. The third level inputs are the unobserved inputs for the asset or liability.

x) Cash and cash equivalents:

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




r) Earnings per share:

The basic and diluted earnings per share of profit is calculated by dividing the net profit for
the year attributable to owners of the company by the weighted average number of shares
outstanding during the year.

s) Use of estimates and key sources of uncertain 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.

. Management periodically reviews the useful lives of property, plant and equipment for
the purpose of calculating annual depreciation expenses 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.

. Business model assessment:

Classification and measurement of financial assets depends on the results of the
experimental performance and the result of the business model results so that the
model is determined on the basis of how the financial assets are managed in order to
achieve a specific business goal.

*  Significant increase in credit risk:

The Group constantly monitors the risks of significant increase in credit arising from
operations or lending non-consolidated subsidiaries and associates, and since IFRS
(9) does not define what constitutes a significant increase in credit risk, therefore the
company considers that the procedures followed by it are appropriate.

. 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.



- The amount of revenue can be measured reliably.
- It is probable that the economic benefits associated with the transaction will flow to the company.
- The costs incurred or to be incurred in respect of the transaction can be measured reliably.

The company markets its products directly in Palestine with the exception of East Jerusalem,
Israel and Gaza, whereas it relies on QCP Company to distribute its products in East Jerusalem and
Israel. As for Gaza market, the company has not sold or marketed its products there since 2007.

2- Rental revenues:

Rental income is recognized on a straight-line basis over the term of the lease. This item
represents the building leased to Al-Quds Bank, Spafford and Jerusalem Chamber of
Commerce. 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.

4- Other revenues:

It represents revenue earned from managing non-consolidated subsidiaries and associates.

o) Expense recognition:

Expenses are recognized when incurred based on the accrual basis.

p) Unearned revenues:

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

q) Foreign currencies:

The Parent 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 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 three 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.




k) 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 paid.

i) 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.

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 annually to
the General Assembly to deduct a portion of the net profit for the voluntary reserve account,
provided that the annual deduction not to exceed twenty percent of net profit for the year. All
cumulative deductible amounts shall not exceed half the share capital amount.

m) On April 22,2010, the Parent 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

n) 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 company has transferred to the buyer the significant risks and rewards of ownership of
goods.

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



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 according to the latest audited financial statements:

Subsidiaries Number of shares Par % paid Ovwnership
2019 2018  Vvalue %
Subsidiaries:
Jandool for trading & distribution company 18875 18875 10 USD 100% 75.5%
QCTC Company/ Canada 3550000 3550000 ICAD  100% 100%
Associated companies:
Accent for Marketing and Investm 20000 20000  1JOD 75% 20%
Axis for Communication 88000 88000 1JOD  100% 40%
United for International trade 980000 980000 100% 49%
2- Investments in shares of other companies:
Company Name Number of shares Book paid
2019 2018  Value
Palestine Investment & Development 2784 2784 1 USD 100%
Al-Mashreq Insurance 298387 298387 1 USD 100%
Jerusalem Real Estate Investment 74789 74789 1 USD 100%
Palestine Real Estate Investment 11000 11000 1JOD  100%
Bank of Palestine 429 421 1USD  100%
Jerusalem Holding 500 500 4000 ILS 100%
Palestine Stock Exchange 19200 19200 1JOD  100%
Capital Tobacco 780000 - 1JOD 25%

During 2019, the company received 8 shares as capitalized dividends from Bank of Palestine:

J) 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.




. An investment property is derecognized upon disposal or when investment property
is withdrawn permanently from use and no future economic benefit is expected from
the disposal.

. Any gain or loss arising on derecognition of the property, which represents the
difference between the net disposal proceeds and the carrying amount of the asset, is
included in profit or loss in the period in which the property is derecognized.

The Group classifies its investment properties as follows:

. Land held for the purpose of capital appreciation. These investments include plots
of land in the Jericho area and another in the Beit Hanina/ Jerusalem region. 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 2,905,000 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 the
intention to sell.

. Property held for lease purposes and these include investments in real estate, land and
buildings. These investments are stated at fair value.

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

Financial assets at fair value through other comprehensive income are financial assets that the
company does not intend to classify as held for trading.

Financial assets at fair value through other comprehensive income are initially measured
at fair value plus transaction costs. Subsequently, they are measured at fair value as at the
financial statements’ date with gains and losses arising from changes in fair value recognised
in other comprehensive income and accumulated in the investments revaluation reserve. The
cumulative gain or loss is not reclassified to profit or loss on disposal of the financial asset,
instead, it is transferred to retained earnings.

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 audited financial statements. These investments include:



o Basis of consolidation:

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

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

g) Property, plant, and equipment:

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

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

- The estimated useful lives, residual values and depreciation method are reviewed at the
end of each reporting period, with the effect of any changes in estimate accounted for on a
prospective basis.

- When the disposal amount of any of these assets is less than its net book value, then its
carrying amount is reduced to the disposal amount and the impairment value is recorded in
profit or loss for the year.

- 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. The gain or loss
arising on the disposal or retirement of an asset is determined as the difference between the sales
proceeds and the carrying amount of the asset and is recognized in profit or loss for the year.

h) Investment property:

The company’s investment property represents property acquired for the purpose of capital
appreciation and/or earning rental income. It does not include real estate that is used in
production or the supply of goods or services or administrative goals or sale in the normal
context of work.

. Investment property is measured initially at cost including transaction cost.
Subsequent to initial recognition, investment property is measured at fair value.
Whereas, the Group maintains these properties for leasing purposes and increases
the capital value, therefore it measures these investments according to the fair value
model and accordingly, according to this model, the profits and losses resulting from
the change in the fair value are included in the statement of profit and loss in the
period in which they arise.




have, the current ability to direct the relevant activities at the 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 the company loses control of a subsidiary, the gain or loss on disposal recognized in
profit or loss is calculated as the difference between (i) the aggregate of the fair value of
the consideration received and the fair value of any retained interest and (ii) the previous
carrying amount of the assets (including goodwill), less liabilities of the subsidiary and any
non-controlling interests. All amounts previously recognized in other comprehensive income
in relation to the subsidiary are accounted for as if the company has 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 required/ permitted by applicable IFRS Standards). 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

subsidiary at the date when control is lost is regarded as the fair value on initial recognition.

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

C Ownership % Issued and Share capital
ompany ; ;

paid capital currency

2019 2018

Arab Investors Company 77.03%  77.02% 9452328 JOD
JCC company/ Jerusalem 99% 99% 199999 ILS
Azhar company for real estate 50% 50% 100000 ILS
Arab Care for medical services 3374%  31.79% 1000000 JOD
company
Rift Valley for investment and 605%  60.5% 2724492 JOD
development

. The subsidiary companies operate in Palestine including East Jerusalem.

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

- Al Jandool for trade and distribution: it ceased operations in 2007.

- QCTC/ Canada; which uses a fiscal year that ends on April 30; and the unavailability
of information up to December 31, 2019.



Historical cost is generally based on the fair value of the consideration given in exchange for
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 company 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 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 IFRS (16) and measurements that have some
similarities to fair value, but are not fair value, such as net realizable value in IAS (2) or value
in use in TAS (36).

¢) The accounting policies adopted were consistent with those of the previous year, except for
the adoption of new and revised IFRS standards.

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

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

) Consolidated financial statements:

The consolidated financial statements incorporate the financial statements of Jerusalem
Cigarette Company and its subsidiaries as at 31 December 2019. Control is achieved in
subsidiaries when the company has:

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

The company reassesses 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:

e the size of the company’s holding of voting rights relative to the size and dispersion of
holdings of the other vote holders.

e potential voting rights held by the company and other vote holders.
e rights rising from other contractual arrangements.

e any additional facts and circumstances that indicate that the company has, or does not




. Amendments to IAS (19): Employee Benefits Plan: Amendment Curtailment or
Settlement:

The amendments clarify that the past service cost (or the gain or loss on settlement) is
calculated by measuring the defined benefit liability (assets) using updated assumptions
and comparing benefits offered and plan assets before and after the plan amendment
(or curtailment or settlement) but ignoring the effect of the asset ceiling (that may arise
when the defined plan is in a surplus position).

IAS 19 is now clear that the change in the effect of the asset ceiling that may result
from the plan amendment (or curtailment or settlement) is determined in a second step
and is recognized in the normal manner in other comprehensive income.

. IFRIC (23) Uncertainty over Income Tax Treatments:

IFRIC 23 sets out how to determine the accounting tax position when there is
uncertainty over income tax treatments. The interpretation requires the entity to:

. Determine whether uncertain tax positions are assessed separately or as a group;

. Assess whether it is probable that a tax authority will accept an uncertain tax
treatment used, or proposed to be used, by an entity in its income tax filings:
If yes, the entity should determine its accounting tax position consistently with
the tax treatment used or planned to be used in its income tax filings.
If no, the entity should reflect the effect of uncertainty in determining its
accounting tax position using either the most likely amount or the expected
value method.

. New and revised IFRS Standards in issue but not yet effective:

At the date of authorization of these financial statements, the company has not adopted
the following new and revised IFRS Standards that have been issued but are not yet
effective:

. IFRS (17) Insurance Contracts

. IFRS (10) and TAS (28) amendments: Sale or contribution of assets between an
investor and its associate or joint venture.

. Amendments to IFRS (3) Definition of a business

. Amendments to IAS (1) and IAS (8) Definition of material

. Amendments to references to the conceptual framework in IFRS Standards.

3- Summary of significant accounting policies:

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

b) The consolidated financial statements have been prepared in accordance with historical
cost except for financial assets through other comprehensive income and part of investment
property, which are stated at fair value or last audited financial statements.




The change in definition of a lease mainly relates to the concept of control. IFRS (16)
determines whether a contract contains a lease on the basis of whether the customer
has the right to control the use of an identified asset for a period of time in exchange
for consideration.

The company is both a lessor and a lessee for storage spaces in other cities. As a lessor,
IFRS 16 does not change substantially how a lessor accounts for leases. However,
IFRS 16 has changed and expanded the disclosures required, in particular with regard
to how a lessor manages the risks arising from its residual interest in leased assets.

All company’s contracts are operating lease contracts, and therefore the rental income
is recognized on a straight-line basis over the term of the lease.

As alessee, all its contracts are of short duration or low value assets.
Amendments to IFRS (9): Prepayment Features with Negative Compensation:

The amendments to IFRS 9 clarify that for the purpose of assessing whether a
prepayment feature meets the “solely payments of principal and interest” condition,
the party exercising the option may pay or receive reasonable compensation for the
prepayment irrespective of the reason for prepayment. In other words, financial assets
with prepayment features with negative compensation do not automatically fail “solely
payments of principal and interest”.

Annual Improvements to IFRS Standards (2015- 2017) Cycle:
The annual improvements include amendments to four standards:
1. IAS (12) Income Taxes:

The amendments clarify that the entity should recognize the income tax
consequences of dividends in profit or loss, other comprehensive income or
equity according to where the entity originally recognised the transactions
that generated the distributable profits. This is the case irrespective of whether
different tax rates apply to distributed and undistributed profits.

2. IAS (23) Borrowing costs:

The amendments clarify that if any specific borrowing remains outstanding
after the related asset is ready for its intended use or sale, that borrowing
becomes part of the funds that an entity borrows generally when calculating the
capitalisation rate on general borrowings.

3. IRFS (3) Business combinations:

The amendments clarify that when the entity obtains control of a business
that is a joint operation, the entity applies the requirements for a business
combination achieved in stages, including re-measuring its previously held
interest in the joint operation at fair value. The previously held interest includes
any unrecognised assets, liabilities and good will relating to the joint operation.

4. IFRS (11) Joint Arrangements:

The amendments clarify that when a party that participates in, but does not have joint
control of, a joint operation that is a business obtains joint control of such a joint
operation, the entity does not remeasure its previously held interest in the joint operation.




JERUSALEM CIGARETTE COMPANY LTD.

BETHANY/JERUSALEM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31, DECEMBER 2019

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 company’s main headquarters is in Bethany/ Jerusalem.

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.

The company and its consolidated subsidiaries’ number of employees was 108 and 96
employees as at December 31,2019 and 2018 respectively.

2-2) Adoption of new and revised International Financial Reporting
Standards (IFRS)

New and amended IFRS standards that are effective for the fiscal year 2019.

International Financial Reporting Standard no. (16):

During the current year, the company implemented IFRS (16) Leases, which replaced
the instructions regarding lease contracts, including IAS (17) Leases and its related
interpretations.

The standard clarifies new or modified requirements regarding lease accounting. It
introduces significant changes to lessee accounting by removing the distinction
between operating and finance lease and requiring the recognition of a right-of-use
asset and a lease liability at commencement for all leases, except for short term leases
and leases of low value assets. Capitalization of the right-of-use asset in general equals
the present value of future lease payments plus direct costs and termination obligations
related to the lease that is depreciated over the term of the lease.

In contrast to lessee accounting, the requirements for lessor accounting have remained
largely unchanged.



JERUSALEM CIGARETTE COMPANY LTD.
BETHANY/ JERUSALEM
Statement 5
Consolidated Statement of cash flows for the year ended 31 December 2019

2019 2018

JOD JOD
Cash flows from (used in) operating activities
Profit for the year before income tax- statement 2 160833 26990
Board of directors remuneration for the year 2017 - 8250
Adjustments:
Non-cash items:
Depreciation 629138 723521
Severance pay 24286 6656
Currency translation into JOD (411814) 684827
Share of results of associates (73267) 15202
Non-controlling interests - (95000)
Changes in working capital:
Accounts receivable (581355) 116584
Inventory 3351789 (3435374)
Other current assets (198069) (295048)
Accounts payable 1123647 1415632
Other current liabilities 492688 (1040344)
Income tax —paid (44554) (92765)
Severance pay- paid (25254) -
Net cash flows from (used in) operations 444 (1960869)
Cash flows from (used in) investing activities
Purchases of property, plant and equipment (476817) (341804)
Sale of property, plant and equipment 3459 -
Net addition to investments 1243601 (1342006)
Net cash flows from (used in) investing activities 171 (1683813)
Cash flows from (used in) financing activities
Increase (decrease) in Postdated checks and loans (2802878) 3513248
Treasury stock [(12943) (54860)
Net cash flows from (used in) financing activities (2815821) 3458388
Net increase (decrease) in cash and cash equivalents (84712) (186294)
Cash and cash equivalent, beginning of year 913860 1100154
Cash and cash equivalent, end of year 829148 913860

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 2019

2019 2018

JOD JOD
Profit for the year- statement 2 144118 13546
Other comprehensive income:
Items that will not be reclassified to profit or loss:
Currency translation into Jordanian Dinar (411814) 684827
Changes in fair value of investments 78337 189087
Total comprehensive income for the year (189359) 887460
Attributable to:
Owners of the company (149204) 916977
Non-controlling interest (40155) (29517)
Total (189359) 887460

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 2019

2019 2018

Note JOD JOD
Sales 53561534 44044966
Cost of sales 26 (51448501) (42126893)
Gross profit 2113033 1918073
Net revenues of leased property 20 396341 349612
Other revenues 21 327088 90871
Selling and distribution expenses 24 (443771) (383036)
General and administrative expenses 25 (1512802) (1377013)
Bank interest and charges (435050) (511183)
Other expenses 23 (357273) (45132)
Share of profit of associates 13267 (15202)
Profit for the year before income tax 160833 26990
Income tax expense 15 (16715) (11321)
Income tax- previous years - (2123)
Profit for the year 144118 13546
Attributable to:
Owners of the company 184273 43063
Non-controlling interest (40155) (29517)
Parent earnings per share- primary and fully diluted 0.018 0.004

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




JERUSALEM CIGARETTE COMPANY LTD.
BETHANY/ JERUSALEM

2019 2018

Note JOD JOD
Liabilities and equity
Current liabilities
Due to banks 11 8215963 9817557
Accounts payable 12 6184753 5061106
Accrued expenses and other credit balances 13 140798 682278
Cigarette banderol - Palestine 4448603 4042201
Cigarette banderol - Israel 662473 581490
Value added tax 2833423 2321201
Board of directors remuneration 140921 106360
Total current liabilities 22626934 22612193
Non-current liabilities
Bank loans 16 1191098 2392382
Provision for severance pay 14 410925 395826
Total non-current liabilities 1602023 2788208
Total liabilities 24228957 25400401
Equity
Capital- issued and fully paid 17 10000000 10000000
Treasury stock (1210549) (1197606)
Statutory reserve 2824743 2808660
Voluntary reserve 4672098 3672098
Special reserve (repayment of loans and overdraft) - 1000000
Retained earnings 18 (2125279) (2277402)
Changes in fair value of investments 520033 441696
Currency translations into Jordanian Dinar 1327895 1739709
Total equity attributable to owners of the company 16008941 16187155
Non-controlling interest 3463499 3503654
Total Equity 19472440 19690809
Total liabilities and equity 43701397 45091210

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 2019

2019 2018

Note JOD JOD
Assets
Current assets
Cash and cash equivalents 4 829148 913860
Accounts receivable 5 9480972 8899617
Inventory 6 5789469 9141258
Other debit balances 10 804744 606675
Income tax 15 479034 451195

Total current assets 17 7 20012

Non- current assets
Property, plant and equipment 9 6554413 6710193
Investment property 7 15863862 14847951
Financial assets at fair value through other 3 3899755 3500461

comprehensive income
Total non-current assets 26318030 25078605
Total assets 43701397 45091210




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 the applicable
laws and related regulations.

i3 .
Aéaj? S. Magyah, CPA Ramallah on March 25, 2020




Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the 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:

o Identify and assess the risks of material misstatement of the 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.

¢ 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.

¢ 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.



2- Investments in companies shares:

We followed up on obtaining the audited financial statements of the non-
consolidated subsidiaries to show the value of the investments according to the fair
value based on the audited and available financial statements.

3- Loans:

We have reviewed the loans granted to (from) non-consolidated subsidiaries to
ensure that the borrowing company was charged the effective interest rate as
obtained from local banks.

We have also reviewed the bank loans obtained by the parent company from local
banks and ensured that interest and bank charges were recorded in accordance with
the signed contracts.

4- Accounts Receivables:

Aging of trade receivables and provision for expected credit losses have been
reviewed and analyzed and management procedures for collections have been
reviewed in line with the applicable International Financial Reporting Standards.

5- Implementation of the applicable International financial Reporting Standards:

We reviewed managements' implementation of the applicable IFRS's that became
effective on January 1, 2019.

Other Information:

Management is responsible for the other information. The other information comprises the
information included in the annual report, but does not include the financial statements and
our auditor's report thereon.

Our opinion on the financial statements does not cover the other information and we do not
express any form of assurance or conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the
other information, and in doing so, consider whether the other information is materially
inconsistent with the financial statements or our knowledge obtained in the audit or
otherwise appears to be materially misstated. If, based on the work we have performed, we
conclude that there is a material misstatement of the other information, we are required to
report that fact. Since, the other information were not available until the date of our audit
report, we have nothing to report in this regard.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the 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 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 financial reporting process.
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Arkaat Independent Auditors' Report

To the Shareholders of
Jerusalem Cigarette Company Ltd.

Opinion

We have audited the financial statements of Jerusalem Cigarette Company Ltd. (the
company), which comprise the consolidated statement of financial position as at December
31, 2019, 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 31 December 2019 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:
1- Banderol:

This item was emphasized because it represents the largest proportion of the cost of
producing cigarette packs. Purchased balances used in production and the year-end
balances were matched to the balances of the resident customs’ officers.
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Summarized statements of profit and loss as well as statements of financial position for
fiscal year ended 2019 are attached. The Board of Directors recommends that the profits
for 2019 be retained by the Company.

JCC looks forward to achieve significant profits for 2020. This is in view of the continued
efficiency drive by its management, significant and very satisfactory improvement in its
cash position and the notable improvement in sales of its manufactured products. It is
noteworthy that the JCC production and sales were not affected by the lockdown due to
the COVID-19 virus. Strict precautions were taken to safeguard employees throughout the
lengthy period of the lockdown.

Bethany - Jerusalem ‘“ Mohammad Ali” Mustafa Alami, Ph.D.
27" May, 2020 Chairman of the Board of Directors
Jerusalem Cigarette Co. Ltd.




Canadian market. The Company is also currently engaged in efforts to produce cigarettes
under license for other established brands.

Furthermore, efforts are currently being made in collaboration with the Palestinian
Authority to market JCC products in the Gaza Strip. The Company has not been able to
sell its brands in the Gaza Strip for many years due to the prevailing political situation.

Investments

Over the last few decades, JCC managed to invest a significant proportion of its profits
in non-tobacco sectors. The majority were in the form of investments in start-ups,
properties and real estate. These investments provided considerable cushion in combatting
the financial challenges that faced the company as a result of cigarette smuggling. JCC
resorted to the sale of many of the mature assets to meet its financial obligations. Most of
the investments in other companies as well as some properties were sold for the purpose.
Nevertheless, the Company was able to retain several properties. Some of the remaining
have been developed into other projects, including agriculture and real estate.

2019 Financial Statement

The sale of assets, large reductions in overheads and other expenses, as well as the
significant efficiency drives conducted by the company all contributed to the achieved
financial stability of JCC. Liabilities towards suppliers of raw materials and machinery
have been settled with very little overdue payments. Loans and overdraft facilities from
banks are manageable with plans implemented to reduce borrowing rates in the near future.
Furthermore, new arrangements with the excise tax authorities have been made to regulate
payments by JCC. All these measures which were taken in the last few years have resulted
in a significant improvement of the financial position of the Company which is now well
on its way to return to its profitable position. This is reflected by the fact that JCC achieved
profits of nearly half a million US $ in 2019. These profits are expected to rise significantly
in 2020 in view of the rising sales of the new reduced priced brand.




JERUSALEM CIGARETTE COMPANY LTD.
BETHANY - JERUSALEM

Annual Director’s Report and Financial Statements - 2019

Summary

Jerusalem Cigarette Company, JCC “The Company” witnessed further improvements in
the financial and marketing position in the 2019 Financial Year. The flooding of the local
markets with smuggled cigarettes and untaxed local tobacco poised huge challenges to the
company since 2013. It turned consistent profits achieved by the company in the past into
significant losses. The Board is pleased to report that many of these challenges have now
been overcome and that the company has now achieved financial stability and is back on
a profitable path.

The Markets

In recognition of the very significant losses in excise income, the Palestinian Authority
made significant decisions in 2018 to combat smuggling. As a preliminary step it sanctioned
the marketing of a new brand of low priced cigarettes with a much reduced excise rate.
The brand, known as “Liberty”, was sold to the consumer at nearly 40% of the fully taxed
other brands. JCC was granted the task of manufacturing this brand but not its marketing
or sales. However, the Authority decided to cease the production of this brand at the end
of 2018. It was replaced by a new brand, called “Capital”, with an even lower excise rate
of nearly 20% of that of fully priced cigarettes. For this purpose, a new company, “Capital
Tobacco Company”, was established to market and sell the brand in local markets. JCC
owns 39% of the newly established company as well as the exclusive manufacturing rights.
It was also decided that the new brand would be predominantly made of local tobacco to
combat untaxed local tobacco smuggled in the market. Though launched late in 2019,
the new brand quickly established a significant market position in the West Bank with
sales continuously showing a steady rise. However, the financial impact on the profit/loss
statement of JCC for 2019 remains modest due to its late launch.

JCC, via the affiliate company QCP, also markets its brands in Jerusalem and the Israeli
markets. Sales are significantly augmented by the import of special brands from Germany
and S. Korea. QCP continued to increase its sales in the Israeli market with much improved
financial performance.

The Canadian company, QCTC, which owns a small manufacturing facility in Quebec
by the name of Bastos also manufactures and markets certain brands of cigarettes in the



JERUSALEM CIGARETTE COMPANY LTD.
JERUSALEM

THE GENERAL SHAREHOLDERS MEETING
JCC Main Office

Tuesday, July 14" 2020

Agenda:
1. Presentation of the Board of Director’s report for the year ending 31 December
2019 for approval by the General Shareholders Meeting.
2. External Auditor’s report for the year 2019.

3. Presentation of the financial statements for the year 2019 for approval by the
General Shareholders Meeting.

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

Election of the Board of Directors for the years (2020-2024).
6. Election of the External Auditor for the Year 2020.
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BOARD OF DIRECTORS

Chairman “Mohammad Ali” M. Alami, Ph.D.

Deputy Chairman Jerusalem Investment Co. Ltd.
Represented by Issa M. Alami, Ph.D.

Members Dr. Ghazi Hana Hanania
Ayoub Yacoub Rabah
Walid Abdel Jabbar Badarneh
Saleem Baker Hashem
Bashar Yousef Barghouti

Arab Investors Co. Ltd.
Represented by Adnan A. Abdellatif

Arab Investors Co. Ltd.
Represented by Dr. Bassam S. Hanania

Jerusalem Investment Co. Ltd.
Represented by Mustafa M. Alami

Jerusalem Investment Co. Ltd.
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