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Report on review of interim condensed consolidated financial statements
To the Board of Directors of Palestine Development and Investment Limited
(PADICO)

Introduction

We have reviewed the accompanying interim condensed consolidated financial
statements of Palestine Development and Investment Limited (PADICO) as of June
30, 2008 which comprise of the interim consolidated balance sheet as of June 30,
2008 and the related interim consolidated income statements, changes in equity, and
cash flow statement for the six-month period then ended and explanatory notes.

Management is responsible for the preparation and presentation of these interim
condensed consolidated financial statements in accordance with International
Financial Reporting Standard IAS 34 Interim Financial Reporting (IAS 34). Our
responsibility is to express a conclusion on these interim condensed consolidated
financial statements based on our review.

Scope of review

We conducted our review in accordance with International Standard on Review
Engagements 2410 "Review of Interim Financial Information Performed by the
Independent Auditor of the Entity". A review of interim financial information consists
of making inquiries, primarily of persons responsible for financial and accounting
matters, and applying analytical and other review procedures. A review is
substantially less in scope than an audit conducted in accordance with International
Standards on Auditing and consequently does not enable us to obtain assurance that
we would become aware of all significant matters that might be identified in an audit.
Accordingly, we do not express an audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that
the accompanying interim condensed consolidated financial statements are not
prepared, in all material respects, in accordance with IAS 34.

Eanct+ Gy

August 10, 2008

A member firm of Ernst & Young Global Limited
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Palestine Development and Investment Limited (PADICO)

INTERIM CONSOLIDATED BALANCE SHEET
June 30, 2008
(U.S $000's)

Assets

Non-Current Assets

Property, plant and equipment
Goodwill

Investment properties
Investment in joint venture
Projects in progress

Investment in associates
Available-for-sale financial assets

Current Assets

Inventories

Accounts receivable and other current assets
Financial assets held for trading

Loans to associates and sister companies
Cash and cash equivalents

Total Assets

Equity and Liabilities

Equity attributable to equity holders of the
parent

Paid-in share capital

Share premium

Treasury shares

Statutory reserve

Voluntary reserve

Cumulative changes in fair value

Foreign currency translation

Retained earnings

Minority interest
Total Equity

Non-Current Liabilities
Interest-bearing loans and borrowings
Provision for employees’ indemnity

Current Liabilities
Short-term loans

Accounts and notes payable
Other liabilities

Total Liabilities
Total Equity and Liabilities

June 30, December
2008 31, 2007
Unaudited Audited
Notes U.S.$ U.S.$
25,501 24,548
1,445 1,445
3,481 3,481
1,050 -
3,604 3,149
286,166 256,877
67,569 68,065
388,816 357,565
4,159 3,636
9,863 8,242
67,592 44,593
21,190 20,140
10,281 21,523
113,085 98,134
501,901 455,699
249,989 249,989
16,932 16,932
(1,359) (994)
3 14,486 14,486
1,594 1,594
(265) (2,111)
2,376 1,119
72,690 50,305
356,443 331,320
20,995 19,247
377,438 350,567
66,506 59,733
1,387 1,150
67,893 60,883
34,107 24,323
4,867 3,139
17,596 16,787
56,570 44,249
124,463 105,132
501,901 455,699

The attached notes 1 to 7 form part of these interim condensed consolidated financial statements.

1



Palestine Development and Investment Limited (PADICO)

INTERIM CONSOLIDATED INCOME STATEMENT
For the six-month period ended June 30, 2008

(U.S $000's)

Revenues

Operating income

Income from investment portfolio

Changes in fair value of financial assets
held for trading

Gain from sale of investments in
associates and subsidiaries

Share of associates’ results of operation
Interest revenues
Other revenues

Expenses

Operating expenses

General and administrative expenses
Finance costs

Other provisions and expenses

Profit before income tax
Income tax expense
Profit for the period

Attributable to:
Equity holders of the parent
Minority interest

Basic and diluted earnings per share

June 30, June 30,
2008 2007
Unaudited
Us.sS Us.sS
(Restated)

14,387 9,272
6,167 5,652
(490) (363)
364 7,345
18,864 9,933
753 1,174
1,096 33
41,141 33,046
8,745 6,113
4,144 3,410
3,608 3,228
643 132
17,140 12,883
24,001 20,163
(491) (198)
23,510 19,965
22,385 19,529
1,125 436
23,510 19,965
0.090 0.080

The attached notes 1 to 7 form part of these interim condensed consolidated financial statements.
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Palestine Development and Investment Limited (PADICO)

INTERIM CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
For the six-month period ended June 30, 2008

(U.S.$000's)

Balance at January 1, 2008
Net gains on available-for-

sale investments

Foreign currency translation
Total income and expenses
for the period recognized

directly in equity
Profit for the period

Total income and expenses

for the period
Treasury shares

Balance at June 30, 2008

(Unaudited)

Balance at January 1, 2007 -

before adjustment

Prior year adjustments (Note

Ip)

Balance at January 1, 2007 -

after adjustments

Net losses on available-for-

sale investments

Total income and expenses
for the period recognized

directly in equity
Profit for the period

Total income and expenses

for the period
Cash Dividend

Change in minority interest

Treasury shares

Balance at June 30, 2007

(Unaudited)

Attributable to equity holders of the parent

Paid-in Cumulative Foreign

share Share Treasury Statutory Voluntary changesin currency  Retained Proposed Minority Total
capital premium shares reserve reserve fair value translation earnings dividends Total interest equity
u.s.$ u.s.$ u.s.$ u.s.$ u.s.$ u.s.$ u.s.$ u.s.$ u.s.$ u.s.$ u.s.$ us.s

249,989 16,932 (994) 14,486 1,594 2,111) 1,119 50,305 331,320 19,247 350,567

1,846 - - - 1,846 122 1,968

- 1,257 - - 1,257 501 1,758

1,846 1,257 - - 3,103 623 3,726

- - 22,385 - 22,385 1,125 23,510

- 1,846 1,257 22,385 - 25,488 1,748 27,236

(365) - - - - (365) - (365)

249,989 16,932 (1,359) 14,486 1,594 (265) 2,376 72,690 - 356,443 20,995 377,438

249,989 16,932 (2,384) 13,357 1,594 814) 416 19,052 25,000 323,142 17,334 340,476

2,561 2,561 2,561

249,989 16,932 (2,384) 13,357 1,594 814) 416 21,613 25,000 325,703 17,334 343,037

(1,149) (1,149 (1,149)

(1,149) - (1,149) (1,149)

19,529 19,529 436 19,965

(1,149) 19,529 18,380 18,816

- (25,000) (25,000) (25,000)

- - 786 786

(12,746) (12,746) (12,746)

249,989 16,932 (15,130) 13,357 1,594 (1,963) 416 41,142 306,337 18,556 324,893

The attached notes 1 to 7 form part of these interim condensed consolidated financial statements.
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Palestine Development and Investment Limited (PADICO)

INTRIM CONSOLIDATED CASH FLOW STATEMENT

For the six-month period ended June 30, 2008
(U.S.$000's)

Operating Activities

Profit before income tax

Adjustments for:

Depreciation and amortization

Share of associates’ results of operation

Income from Investment portfolio

Changes in fair value of financial assets held for trading
Gain from sale of investments in associates and subsidiaries
Provision for doubtful accounts

Accrued interest income

Provision for severance pay and vacations

Working capital adjustments:

Inventories

Accounts receivable and other current assets
Accounts and notes payable

Other liabilities

Finance costs

Income tax paid

Net cash from (used in) operating activities

Investing Activities

Purchase of financial assets held for trading

Sale of financial assets held for trading

Purchase of available-for-sale financial assets
Sale of investments in associates and subsidiaries
Purchase of investments in associates and subsidiaries
Purchase of property, plant and equipment
Investment in joint venture

Sale of property, plant and equipment

Projects in progress

Payments of loans to associate

Dividends received

Net cash (used in) from investing activities

Financing activities

Cash dividends

Proceeds from long term loans
Repayment of long term loans
Interest paid

Minority interest

Treasury shares

Net cash from (used in) financing activities

Decrease in cash and cash equivalents
Foreign exchange difference

Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

June 30, June 30,
2008 2007
Unaudited
US.S US.S
(Restated)
24,001 20,163
935 715
(18,864) (9,933)
(6,167) (5,652)
490 363
(364) (7,345)
583 -
(550) (674)
237 -
301 (2,363)
(523) (799)
(1,721) (3,196)
1,728 (1,757)
23) (590)
3,608 3,228
(108) -
3,262 (5,477)
(136,904) (20,695)
118,016 29,167
- (2,354)
1,126 9,000
(21,637) (9,058)
(350) (3,267)
(250) -
64 -
(455) 518
(500) 917)
14,480 12,388
(26,410) 14,782
(836)
27,692 -
(11,135) (12,946)
(2,806) (3,228)
- (869)
(365) (12,746)
12,550 (29,789)
(10,598) (20,484)
(644) -
21,523 35,500
10,281 15,016

The attached notes 1 to 7 form part of these interim condensed consolidated financial statements.
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Palestine Development and Investment Limited (PADICO)

NOTES TO THE INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2008

1. Corporate information

Palestine Development and Investment Limited (PADICO) was incorporated on October
14, 1993 under the Liberian Off Shore Business Corporation Act.

The main objectives of PADICO are to develop and encourage investment in various
sectors including industrial, real estate, tourism and housing, and to provide technical
and consultancy services through the establishment of companies, joint ventures and
associations with other companies.

The interim condensed consolidated financial statements of PADICO for the period
ended June 30, 2008 were authorized for issuance by the Board of Directors on
August 10, 2008.

2. Basis of Preparation and Accounting Policies

The interim condensed consolidated financial statements for the six-month period
ended June 30, 2008 have been prepared in accordance with |1AS 34 Interim Financial
Reporting.

The interim condensed consolidated financial statements comprise the financial
statements of PADICO and its subsidiaries as of June 30, 2008.

The interim condensed consolidated financial statements do not include all information
and disclosures required in the annual financial statements, and should be read in
conjunction with PADICO's annual financial statements as at December 31, 2007. The
results for the six-month period ended June 30, 2008 are not necessarily indicative of
the results that may be expected for the financial year ending December 31, 2008.

3. Significant accounting policies

The accounting policies adopted in the preparation of the interim condensed
consolidated financial statements are consistent with those followed in the preparation
of PADICO's annual financial statements for the year ended December 31, 2007,

4. Statutory reserve

As these financial statements represent interim condensed financial information,
PADICO did not appropriate additional amounts to the statutory reserve.




5. Related Party Transactions

Related parties represent associates and subsidiaries companies, major shareholders,
directors and key management personnel of PADICO, and entities controlled, jointly
controlled or significantly influenced by such parties. Pricing policies and terms of
these transactions are approved by PADICO’s Board of Directors.

Balances and transactions with related parties included in the interim consolidated
balance sheet as of June 30, 2008 and December 31, 2007 are as follows:

U.S. $000's
June 30, December
2008 31,2007
Balance sheet items:
Current accounts and term deposits at banks (Board of
directors members) 5,107 9,102
Due from associates 2,561 2,898
Loans to associates and sister companies 21,190 20,140
Loans from banks (Board of directors members) 49,503 29,590
Loan from an associate - 5,000
Customers' investment contracts (sister and associate
company) 4,725 3,639
Off balance sheet items:
Letters of guarantee to associates 16,845 16,845
Investment managed on behalf of a sister company 30,000 15,000

Balance and transactions with related parties included in the interim consolidated
income statement for the six-month period ending in June 30, 2008 and 2007 are as
follows:

U.S. $000's
June 30, June 30,
2008 2007

Revenues
Interest income on loans to associates 483 674
Interest revenues on time deposits (Board of director

members) 32 91
Expenses
Finance costs 990 524
Key management personnel compensations

Salaries and wages 434 318

End of service benefits 93 32




6. Commitments and Contingent Liabilities

During July 2003, PADICO signed an agreement to purchase 350,000 shares owned
by International Finance Corporation (IFC) in Palestine Tourism Investment Company's
(PTIC) share capital in a five-year period from the date of the agreement. The shares
will be purchased at the par value of U.S. $ 494,000.

As of June 30, 2008, PADICO signed letters of guarantee for U.S. $ 16,845,000 due
to local banks as collaterals against certain loans granted to sister and associate
companies.

The unpaid balance of PADICO's investment in associates and available-for-sale
financial assets amounted to U.S. $ 91,200,000 as of June 30, 2008.

Segment Reporting

PADICO's reporting format is business segments as PADICO's risks and rates of return
are affected predominantly by differences in the products and services provided.
Business segments are real estate, manufacturing, tourism, securities markets, in
addition to the investment sector. The operating businesses are organized and
managed separately according to the nature of the products and services provided,
with each segment representing a strategic business unit.

U.S. $000's

Depreciation Net
Total Total Total Total and income

Economic Sectors assets liabilities revenues expenses amortization (loss)
Investment 623,218 162,552 28,365 7,364 60 20,941
Real Estate 26,108 3,601 512 121 11 380
Manufacturing 48,529 9,198 9,779 8,745 767 267
Securities market 16,271 1,147 3,894 1,456 97 2,341
Eliminations (212,225) (52,035) (1,409) (990) - (419)
Consolidated 501,901 124,463 41,141 16,696 935 23,510

7. Comparative Amounts

PADICO recognized in 2005 a provision of U.S. $ 20 million to cover any potential
future losses due to a possible decline in the fair value of its trading investments;
accordingly the profit for the year 2005 and the trading investments amount were
both understated by U.S. $ 20 million. In 2006 and 2007, an amount of U.S. $
17,439,000 and 2,561,000 respectively, were released from this provision;
accordingly the profit for year 2006 and 2007 were overstated by U.S. $ 17,439,000
and 2,561,000 respectively, During 2008, PADICO adjusted this retroactively to
conform with the International Financial Reporting Standards.

U.S. $000's
2007
After Before Amount
adjustment  adjustment of change
Equity 343,037 340,476 2,561




