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Kretek International, Inc.

MISSIOI‘I Contmuously provide superior quality and

value in a growing range of hlgher-margln lmported
il tobacco products and accessories. ‘

America’s #1 importer and distributor of high margin speCIaIty tobacco products.
Founded in 1982. HQ in Moorpark, CA.

Subsequent participating member of the Master Settlement Agreement (MSA).

Licensed to sell tobacco products in all 50 states.
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= FDA Update
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FDA Update:

Legislation has passed giving regulatory control of tobacco products to the Food and
Drug Administration (FDA)

Enactment Date (signed by President Obama) June 22, 2009.
The legislation becomes law effective as of that date.

Enforcement of various provisions implemented in stages from 3 months to 3 years
from enactment as FDA Tobacco Division ramps up.

Product categories under immediate regulatory control of the FDA include
cigarettes, smokeless tobacco, and RYO tobacco. Cigars and pipe tobacco
are included in product definitions, to be regulated later at the discretion of the
Secretary of Health & Human Services.

Areas of regulatory change will include retail marketing and merchandising, package
labeling & warnings, reporting of product ingredients, new requirements for
launching new products, and restrictions on additives and flavors.

- The most important part of the new regulations impacting Kretek is
‘section 907 banning many characterizing flavors including CLOVE.
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FDA Key Provisions:

For Manufacturers

i ;ngan on clove agarettes (and other charactenzmg flavors) Effectwe in3

. be: sold to consumers untll that date

= New cigarette and smokeless ingredient disclosure requirements for applicable
products. Effective 6 months from date of enactment. Djarum will provide
this.

= New warning label requirements for cigarettes and smokeless products. Effective
12 months from enactment. Not applicable to cigars. YET.

= Strict requirements for review and approval of NEW products (product forms not
substantially equivalent to current competing products).

= Strict limits on content and color of cigarette, RYO, and smokeless advertising.
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FDA Key Provisions (More):

For Retailers (and Distributors)

Legal smoking age remains the same - 18.

Change in authority and penalties for violations — FDA to set new benchmarks.
Most state and local regulations the same (Including Indian Tribes)

Rules for retailers to be issued 6 months after enactment (December 22).

No free samples of smokeless tobacco except in a “qualified adult-only facility”
(don't even ask).

Store signage requirements will be much more strict for cigarettes, RYO, and
smokeless. No exterior signs. Store posters and signs that can be seen by the
public must have BIG new warning labels.

No FDA authority over federal, state or local taxation. ATF, TTB and NAAG still have
same powers, parameters set by FDA.

Significant restrictions on in-store merchandising of cigarettes and smokeless to be
promulgated within 12 months.

At this point, cigar and little cigar merchandising are not included. More to follow.
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Summary of Status and Key Activities Moving Forward:
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Djarum Clove Cigarettes and New Cigars
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Djarum 2008 Brand Review:

2008 Case sales were up 11% vs. 2007.
= 2008 volume 55,000 cases (2,200,000 cartons).
= 5 Years: Djarum Combined Case Sales grew from 36,200 in 2004 to 55,300 in 2008: up 53%

= Djarum C-Store volume has increased 120%-+ in same time-period.

» Djarum brand is now projects to $135.2 million in retail sales ($149 with SCHIP tax increase)

CONFIDENTIAL
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Djarum 2009 Clove Cigarette Case Sales:

» 2009 case sales are flat for economic and tax reasons.

= Current Cases on Hand: 7,700. Sales Goal: 8,200 including returns resale.
6000 =

Djarum CigarettesjCase Sales By Month
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Djarum 2009 Clove Cigar Case Sales Goals:

Minimum goal 3,600 cases/month September — December.
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Clove Cigarette-Cigar Action Plan:

= Clove cigarettes may not be in interstate commerce after September 22,
2009.

» This includes sales by retail stores. This does not include possession for
use by consumers.

= Kretek is carefully monitoring Djarum and Dreams inventories.
= Corporate goal is to sell-through of every Djarum carton by August 28.
e ‘Allow time for product to to flow through w1thout Ioadlng

= GOALIS SEAMLESS CONVERSION TO CLOVE CIGARS AS CIGARETTES ARE
. DEPLETED. - | L i |

'« MAINTAIN T THE CONTINUITY OF OUR RELTIONSHIP WITH EACH
 DISTRIBUTOR
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Clove Cigarette Ban Action Plan (More):

Assist distributors in managing retail sales and inventories.

Manage distributor inventory and sell-through to retailers to MINIMIZE
RETURNS to the greatest extent possible.

Distributors should NOT TAKE MORE PRODUCT THAN THEIR RETAILERS
CAN SELL THROUGH BY SEPTEMBER 22.

Kretek Djarum cigarette special returns policy for distributors will be
_explamed in detail later in this presentation.

We will begin taking relmbursable returns startlng September 4 through
October 10.

Conversion to Djarum filtered clove cigars is primary objective.

Clove cigars Promotion incentive for distributors will be based on
achieving NO RETURNS.
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Clove Cigar Development Action Plan:

. "‘A tyue Iegal cu” a-r‘“‘ Meets TTB Stam-'
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Djarum Filtered Clove Cigars:

. L Stronger value an extra mcentive for
~ migration to crgar product form.

-: ‘The taste clove smokers expect
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DJARUM KRETEK

Distributor Presentations to Date Indicate Easy Comprehension and Role
of Filtered Clove Cigar Product.
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Retail Sales Example:

Djarum Filtered Clove CIGARS
Carton Pack

Case

Kretek Selling Price

~State Tax (Example)
Total Selling Price
Distributor Markup (Example)

Retailer Cost of Goods
Retailer Selling Price

' Retailer Gross Profit

' Retailer GPM %

Distributor markup example is atl% for comparison purposes.
Djarum cigar pricing shown includes no distributor volume discounts or allowances.
Note: Cigarette case is 8,000 sticks. Cigar case is 4,800 sticks.
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Consumer Overview:

» 1.3 million Djarum smokers.* 97% also
smoke a regular cigarette brand.*

The Taste

* Higher income, higher education level, 54% Your_c.ust'omers
women, relatively even consumption by - S
geography/area. EXP_eCt.

2

= Djarum is the alternative social tobacco
experience. Passionate and dedicated adult
smokers.

* New cigar product research indicates
it’s the clove rather than product
format. Cigar/cigarette choice is
secondary.

= Strong majority of clove smokers state they
will transition to new cigar product. o
New Djarum Filtered Clove Cigars

".'"r)mEiy different but still che samea, Smooth, mild, aromatic clove rasie from the number

= Clove smokers are looking for their ‘clove

moment’ and recognize the taste and aroma one clove brand, New affardable | 2-packs with the price and nulr;.'_ln you deterve,
of clove are nearly the same. D]ARUM yuet
= Many surveyed adult consumers stated the

new cigar was milder and smoother than their
clove cigarette.

LA X100
CoH salinREiL ik cove

Ly
PROFIT FROM HIGH-MARGIN SPECIALTY TORACCO
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Clove Smoker Acceptance: The clove taste they expect.

1

During consumer research sessions, the new cigar product was easily understood by MOST
of the participants. As soon as they see Djarum, they think clove.

First they smell the pack. Then they share with their friends. 76% of clove smokers
surveyed in extended use shared the pack with friends.

The clove taste meets their expectations. Clove smokers are looking for their ‘clove moment’
and recognize the taste and aroma of clove are nearly the same. Many felt the new cigar was
milder and smoother than their clove cigarette.

The 12-pack size was especially appealing because it “is the same size as a cell phone”. 80%
of clove smokers either liked the 12-pack size or didn't care.

As soon as they take out the first stick and see that it is larger than a cigarette, they
anticipate a more lasting clove smoking experience.

Consumer comments from research: (more available on request)

I like the taste” “Thought it was smoother than a cigarette.”
“Liked it a lot” “The range of flavors is important.”

“More aromatic than clove cigarettes.” I like the size.”

*I'd smoke it if it was from Djarum “Pack fits easily in my pocket.”

“Great with coffee. Burns slower.” “It's the clove before it's a cigar.”

“Like the smell. Same clove.” “12-pack package is ok by me.”
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Unit* sales at c-stores of flavored cigars show Djarum strong OTP potential.

» Total flavored cigars = 3,210 million sticks.

= Djarum Black & Special* = 82 million sticks = 2.6% market share vs. less than 2 of

1% share in 2008 cigarettes.

*Sales unit average is 5 cigars/pack. Djarum volume based on 30% of cigarettes distributed to c-

stores; Black and Special styles only.

Unit Sales of Flavored Cigars: Sales Unit

Sweet Grape Strawb Peach Wine Vanilla Honey Apple Cherry

CONFIDENTIAL

I | Average Is 5 cigars

Melon Menthol
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DJARUM KRETEK

Dd'llar Sales of Competing Brands Shows Potential Djarum Strength.

» Leading Brands already established in category. Total all SKUs $1,573 billion. Note:
these are pre-SCHIP $.

= Djarum $ represent only 30% of 2008 cigarette sales for' comparison.
» Djarum growth potential in OTP at favorable price for 12 sticks creates new paradigm.

Djarum Black & Special Only

1 ]

Backwoods Sweets & Aromatic
Dollar Sales of Cigars by
Leading Brand

Black & Mild Wine (Millions)

I L

Swisher Sw Grape Cigarillos

Dutch Masters Palma

Swisher Sweets Cigarillos

Middleton Black & Mild

|
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Sébments of Cigar Category in C-Stores Show Further Djarum Potential
= Cigarillo or "Other” size grew 102 million sales units in 2008.
= Will be competing for $ in 52% of total category. 60% of volume is packs vs. singles.

C-Store Cigar Market Share u C.igar.illos.
by Size (Not Including Little B Tip Cigarillos
Cigars) E Blunts
B Others
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New In-Store Display Merchandisers:

» All designed to fit
convenient new 2 x5
display cartons

= Choice of four new
product merchandisers

= New 3-carton refillable
corrugated tower.

= New 4-carton acrylic tower
with optional locking door.

= New 4-carton Acrylic
reversible display (front or
back counter).

* 4-wide in-line pusher rack:
may be used for new styles
as they are introduced.

CONFIDENTIAL KRETEK001344



DJARUM KRETEK

DIC4PUR

DICEAS DICEAD

DJPPEM 3-Carton Corrugated Tower

DIPPEM DJCFAD 4-Carton Acrylic Tower

DJCEAS 4-Carton Acrylic Tower w/Locking Door

DJC4PUR | 4-Carton Pusher-Tray
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New POS Kits: Register

Topper

o

gL

UL LA Sold Here
¥ Door (HDIARUM Signs

& Stickers

B

(HDIARUM

i DJARUM

FILTERED CLOVE CICARS

Change Mats

@DIARUM

The Taste You Expect

e —,_,‘ﬁ.,.qh\"“,‘»h

@} @

CONFIDENTIAL KRETEKQ001346



INTERNATIONAL

DJARUM

KRETEKQ01347

CONFIDENTIAL





